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Grainger plc 1s the UK’s
largest specialist residential
property owner and
manager traded on the
London Stock Exchange.

We have approximately

£2 1bn of wholly-owned
property assets and £2 8bn
of assets under management
We are property managers
for approximately 26,400
properties In the UK and
Germany

We intend to maintain this
market leading posttion and
to provide investors with
exposure to a variety of
nsks and returns from the
residential sector in the UK
and Germany by leveraging
our existing management,
financial and sector
expenence and expertise




20

UK ResipenTIAL

2010 REsuLTS

Prorerty assers — £2 Ten
ASSETS UNDER MANAGEMENT — £2. .88

PROPERTY MANAGERS
FoR 26,400 properTIES

OperaTinG PROFIT Up 20%
OperaTING PROFIT UP To E94N

25
26
27
28
34

38
40
46

54

58

59
60

61
63
64
66
131

132
133

140
iMn
142
143
144

Grainger plc Annual report and accounts 2010

overview
A diverse portfolio

Grainger = Residential

Highlights 2010

Chairman’s statement

Chief executive and operating review

business review
Focus on acquisitions
UK residential
Retirement solutions
Fund management

and residential investments
Property services
Development

German residential
Corporate responsibility
Finanoial review

governance
The board

Corporate governance report

Report of the remuneration commitiee
and directors’ remuneration report
Directors’ report

financials

Independent auditors’ report
to the members of Grainger pic
Consolidated income statement

Consohdated statement of
comprehensive mcome

1

Consolidated statement of financial position
Consolidated statement of changes In equity

Consolidated statement of cash flows
Notes to the financial statements

Independent auditors’ report on the
parent company financial statements

Parent company balance sheet

Notes to the parent company
frnancial statements

useful information
Five-year record
Shareholders’ infarmation
Adwvisers

Glossary of terms
Corporate addresses




2

Grainger plc Annuaf report and accounts 2010

A diverse portfolio...

Grainger owns, acquires and trades regulated and market-let
tenanted properties and has a substantial portfolio of home

reversion properties We also undertake fund, property, and

asset management along with residential-led development

UK residential

The UK residential business primanly
consists of properties subject to a
regulated tenancy The portfolio 15
geagraphically widespread but with
a strong concentration In London and
the South East, (67% by value) This
unigue portfolio brings strong and
stable cash flows from rental iIncome
and trading profits on the sale

of property

Retirement solutions

We are a market leader in the UK
equity release business, with a
particular focus on the home reversion
sector Our retirement scluticns
business offers home reversion plans
with a range of features through our
Bridgewater business, which distnbutes
these plans through iIndependent
financial advisers and a strategic
partnership with Aviva

Fund management and
residential investments

Our fund management and residential
Investments business comprises our
investments in funds and jomnt ventures
and the income from profits, dividends
and management fees The principal
components are G res1, a market rented
residential property fund in which we
are a co-Investor and asset and property

manager and Genlnvest, our joint venture

with Genesis Housing Assoaation

2010 2008 2010 2009 2010 2009
Regulated units ewned 5,969 6327 Units cwned 6,981 6101 Units owned 3,449 3975
Market value £B6Im £871m Market value £545m £481m Grainger investment £109m £101m
Vacant possession value  £1,985m  £11907m Vacan; possession value  £800m £699m Net asset value £199m £205m
Other assets 915 831 Gross asset value £65Tm £696m
Market value £205m £188m

Vacant possession value  £232m £214m




Property services

Qur property services business provides
property and asset management
services nationally to our wholly-owned
properties in the UK, those owned by
co-investment vehicles and portfolios
owned by third parties This in-house
capability 1s a distnguishing feature

of Grainger's residential business Qur
‘owner-manager’ mentality enables

us o drive asset value and faclitate
outperformance

Development

Grainger’s development business
focuses on value creation by
assembling residential development
and mixed-use opportunities, obtaining
or amending planning permissions,
mstalling infrastructure and then
erther seling or self-developing plots
We take a long-term interest in the
communities that we create and have
the perspecive of an investor rather
than a developer/trader
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German residential

Qur portfolio 15 concentrated In the
economically and demographically
stronger regions of Germany (Baden-
Wurttemberg, Bavaria and the Rhine-
Main area) and major cities such as
Frankfurt Cologne, Dusseldorf and
Munich Qur asset and property

management JV, Gebau Vermogen, looks
after 19,000 units throughout Germany

and enables us to offer an integrated

asset and property management service

2010 2009 2010 2009 2010 2009

UK units managed 19,263 17470 Market value including Residential units owned 6,776 6 807

Gross rent roll £76m £78m share of joint ventures £79m £86m Market value £442m £473m

Gross property expenditure £20m £21m Nurnber of Gross rents £30m £30m
development sites 23 2B

Gross annual running rent . £31m £31m

3



4 Granger plc Annuat report and accounts 2010

Grainger = Residential

In the UK and Germany we own £2 1bn of
property assets, have £2 8bn of property assets
under management and are property managers
10 26,400 units

We directly own almost 14,000 properties In the
UK and more than 7,000 properties in Germany

Diversification across the residential market

Grainger’'s market leading position 1s enhanced by the ability to utilise
the scale, experience and specialist expertise of our diverse business
units to realise opporturuties across the whole residential market

Number Value of assets

As at 30 September 2010 of unis £m
% Regulated 5,969 863
% German portiolio 7.148 442
* Home reversion* 6,981 545
* Assured shorthold 571 98
% Other 50 40
% \Vacant 294 67
% Development - 79
* JV/assocates - 109
Total 21,013 2,243

*includes Sovere:gn Reversions

Gecgraphic diversification

Grainger’s properties have a diverse geographic spread within
the UK and Germany The UK portfolo 1s spread throughout
the couniry with the greatest concentration of value located
in London and South East England, the areas in which we
anticipate the greatest future capital appreciation Qur UK
properties are also geographically diverse on a local level,

and are not subject to the ‘cluster risk” of newty built and
geographically concentrated developments

Germany
% of
As at Number Bookvalue Grainger
30 September 2010 of units €m (nvestment
1 Baden ~
Wurttemberg 1502 129 50 25%
1 Hasse 1514 111 70 22%
3 Northrhine -
Westphalia 1721 103 40 20%
4 Bavarna 559 5520 1%
5 Lower Saxony BOS 39 60 8%
1 Rhineland —
Palatinate 379 28 20 6%
Other 668 42 40 8%
Total 7.148 510 00 100%
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UK Assets Vacant Diversity of iIncome streams
Aggregated UKR and RS portfolios pessession  investment % of
as at 30 September 2010 Number value valug  Grainger Grainger generates income from
{excluding Savereign) of units £m £m nvestment avanety of sources mcludmg

1 London (total) 2783 B26 621 40% * Rental iIncome principally from tenanted
2 South East 2210 347 250 16% properties in the UK residential and

3 South West 1521 194 144 9% German portfolios

4 East Angla 1,389 178 129 8% ’

5 East Midlands 841 87 3] 49, * Proceeds from the sale of properties in
b Wast Medlands 1,025 152 113 7% the UK residential, retirement solutions
7 Wales 184 22 15 1% and German portfolios and the sale of
& Yorkshwe 770 &1 57 4% land and properties in the development
$ North West 1,436 151 107 7% portfolio,

© North East 381 43 32 2% * Fund management fees and

N Scotland 274 22 16 1% performance-based distrbutions from
1 Northern tretand 13 ! ! 0% he fund management and residential
Total 12827 2,104 1506 100% the g

investrments business, and

* Property and asset management fees
from the property services business

This diversity prowvtdes certainty of
income despite shori-term market
volatility

Diversity of ownership structures

We hold our interests in properties
through a vanety of ownership
structures which aim to maximise our
incorme on a risk-adjusted basis The
properties within the UK residential
pertfolio and retirement sglutions
portfolio are largely wholly owned
which entitles us to the full benefit of
the rental iIncome and sales proceeds
Our mited equity interests in joint
venture arrangements allow us to
benefit from the contribution of our
partners and co-investors in relation to
both expertise and financing, while
reducing our capital and nsk exposure
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Highlights 2010

Financial highhghts

Operating profit up 19 5% to £94 2m

(30 September 2009 £78 8my} before valuation
movements and non-recurring items

Gross NAV per share up 3 1% to 200p

{30 September 2009 194p), Grainger NAV 180p
(30 September 2009 177p)

Adjusted profit before tax £18 8m prior to £39 6m
charge for mark to market on financial denivatives
(30 September 2009 loss of £131 3m, prior to
charge of £38 7m)

Loss before tax of £20 8m after mark to market
adjustment of £33 6m (30 September 2009

£170 0m loss)

Total UK residential and retiremant solutions sales
of £150m (2009 £169m), at improved margins of
38 5% compared to 27 8% (30 September 2009)
resulting in overall residential trading profits increasing
to £58m from £47m at 30 September 2009
Overall vacant possession sales duning the year were
at a level some 6 6% above 30 September 2009
vacant possession values (30 September 2009

6 9% below 30 September 2008)

Valuation of the UK residential portfolio (assisted
by 1ts Landon and South East bias) shows a
year-cn-year Increase In vacant possession values
of 4 8% compared to increases of 2 6% and 3 1%
in the Halifax and Nationwide indices respectively
Rights 1ssue raising £237m net of costs resulting

In loan-to-value on core faciity falling to 54%

(30 September 2009 66%)

Operational highlights

Executive board strengthened with appointment

of Nick Jopling as executive property director,

Mark Greenwood as finance director and

Peter Couch, chief operating officer and head

of Grainger’s retirement solutions business
Recommencement of prudent buying programme
with some £63m of new property acqurred compared
to £12mn 2009

Acguisition of AlM listed Sovereign Reversions plc for
£34 2m Net assets acquired were £38 7m, including
arca £68m of home reversion assets A 50% equity
stake was subsequently sold into a joint venture




Robin Broadhurst

Chatrman

“The company has repeatedly
demonstrated that 1t can
outperform the sector and
we expect 1o continue this
trend in 2011~
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Chairman’s statement

Following a difficult year in 2008/09 the group

has taken a number of positive steps including the
completion of a successful rights issue in December
2009 raising £237m net of 1ssue costs This has
secured a stronger position, with considerable finanaal
headroom, from which to move forward positively,
but cautlously, In an uncertain economic environment

During the year the board undertook a detalled review of the group's
businesses to identify those areas within the residential sector which
will provide the greatest opportunities to maximise growth and return

Our focus during the year to 30 September 2010 has been to

Commence a targetec buying programme within the core regulated
residential and equity release portfolios,

* Maximise sales revenues at the appropriate margin,

Seek out attractively priced opportunities for the group in an uncertan
economic chmate, and
Complete the consolidation of the German residential business

Key progress during the year

Sales of vacant residential property from the UK residential and retrement
solutions portfohos of £110m (30 September 2009 £109m) at improved
margins of 43 3% (30 September 2009 35 5%)

Investment sales and sales of other assets of £40m contnbuting a profit
of £10m (2009 £60m and a profit of £8m), further demonstrating the
portfolio’s ongoing hgquidity

Total combined sales therefore resulting in an improvement in overall
residential trading profits to £58m from £47m at 30 September 2009,

at improved margins of 38 5% (2010) compared to 27 8% (2009)

Qverall vacant possession sales during the year were at a level some 6 6%
above September 2009 vacant possession values (2009 6 9% below)
Dunng the year the company acquired the AIM listed company Sovereign
Reversions plc which held some £68m of home reversion assets Since the
year end, we have sold 50% of our equity stake in this company to form

a Joint venture with Moortield and 1t 15 antiapated that the joint venture
will make further acquisitions in this area, thereby further enhancing our
market-leading position In this sector

The valuation of our UK residential portfolio assisted by its London and
South East bias indicates a year-on-year increase in vacant possession
values of 4 8% compared to increases of 2 6% and 3 1% in the Hahfax
and Nauonwide indices respectively Within retirement solutions, which
has a wider geographical distribution, there has been a smaller upliit In
investment values i the year of 2 2% Qur portfolio of some 7,000 assets
in Germany showed a margina! valuation decrease of less than 1% related
to a small number of specific properties

?
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1.20p

The board are
recommending a
final dvidend of
1 20p per share,
total dvidend for
the year 170p
(2009 1 29p)

Chairman’s statement continued

During the year we recommenced a prudent buying programme acquining some £63m of new
property compared to £12m in 2009 Approximately £53m of these acquisitions were of tenanted
property at a discount to vacant possession value of 30% and prowding a gross yield of 3 7%

As antiipated, the company has commenced a cautious and successful re-entry into the market
leaving ample financial headroom to take advantage of opportunities we foresee within the
residential sector over the next 24 months The company’s financial position remains strang and
it would take a 32% fall in current UK ressdential values for there to be a breach in the banking
covenants on our cere UK debt portfolio

We will continue to focus on owning and acquiring reversionary assets in the UK supplemented
by other regular sources of income such as rental yield or management fees from co-investment
structures which utilises our strong residential property and asset management skills

Results

During the year Grainger made a loss before taxation of £20 8m {2009 loss of £170 0m) foltowing
a charge of £39 6m for the change in farr value of derivatives Operating profit before net valuatton
movements and non-recurring items amountied to £94 2m compared with £78 8mn 2009 The
improvement has ansen primarily from increased sales margins

Net asset values are as follows

2010 2009

pence per share pence per share

Gross net asset value {'NAY") 200p 194p
Triple net asset value ({NNNAVY') 140p 141p
Grainger net asset value ("GNAV") 180p 177p

The comparative figures for 2009 have been adjusted 10 take account of the nghts issue in the year
Details of the calculations of these net asset value measures are provided in the financial review

NNNAV and GNAV measures have been adversely affected by the mark to market adjustment on
our dervative financial instruments
Dividends

The board are recommending a final dwidend of 1 20p per share, bringing the total for the year
t0 170p If approved, this will be paid on 11 February 2011 to shareholders on the register on
10 December 2010




We have
strengthened

the board with
the appointment
of three new
executive directors

We anticipate
there being
compelhng buying
opportunities
which we can take
advantage of

Grainger plc Annual report and accounts 2010 9

Board changes
The company has strengthened the board with the appointment of three new executive directors

fn June 2010 Peter Couch, the company’s chief operating officer and head of its retirement solutions
business, was appotnted to the board Peter has been waith the company for more than five years
and has demonstrated his expertise not only through the growth of the retirement solutions
business, but also in his skill in managing the process elements of our business

In September 2010 we welcomed Nick Jophing as executive property director and Mark Greenwood
as finance drector Together with Andrew Cunningham, the chief executive, these three new
appointments bring considerable expenence to an already strong management team ensuring the
company 1s well placed to grow shareholder value over the long term

Cutlook

In l:ght of the ongaing challenge of the current economic cimate, we remain cautious about the
prospects for general growth in residential values over the next two years Nevertheless the
company has repeatedly demonstrated that because of ws carefully selected and highly reversionary
portfolio and the application of its extensive asset management skilis, 1t can outperform the sector
and we expect to continue this trend in 2011 Indeed, the cyclical nature of property markets is such
that we anuaipate there being compelling buying opportunities duning this penod and we will take
advantage of these where the company's undoubted track record and skills can be utilised to add
value for the benefit of our shareholders

We see an attrachive opportunity to use cur core property management skills and broad range of
residential activiies in both the UK and Germany to enhance the Grainger brand and reputation
as a professional and caning landlord for the benefit of our tenants, partners and sharehalders
None of this would be possible without the enthusiasm and commutment of all the staff within
Grainger to whom | would like to extend my grateful thanks

We look forward 1o a successiul year

) / { Z\n )
Robin Broadhurst {"l__\\_' “-&—\/\;\

Chatrman
10 December 2010
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Chief executive and operating review

Andrew Cunningham
Chief executive

“We will continue to concentrate
on the returns from long-term
reversionary residential assets
supplemented by other regular
sources of iIncome such as
management fees and
rental yield “

Grainger offers a geared exposure to residential
property in the UK and Germany The UK business
accounts for 80% of our total asset base and
produces a range of sources of income — rents,
trading and development profits and returns from
fund management and residential investments
The German business 1s primarily focused on
rental iIncome

Market overview

The UK residenuial market has been characterised by strong capital
growth aver the last 50 years with occasional penods of price
correction House price growth 1s driven by the complex relationship
between supply and demand In the short term, as we are currently
seeing, factors such as the lack of available credit and low levels of
consumer confidence can depress demand in the longer term,
hawever, the UX suffers from a significant imbalance between supply
and dermand which helps support price levels This imbalance 1s driven
by a combination of the increasing number of households and the
difficulties n providing new product, primarly because of planning
resirictions and the lack of avalable land, and by the attaction to
many home owners of investing In a long-term, tax friendly asset

These imbalances are generally more pronounced at a locat and
property type level For example, the central London residential
market has out performed the rest of the country because of
economic strength, its cosmopohtan nature and the attractiveness
of stering denominated property prices to overseas purchasers

In contrast, other paris of the UK residential market have suffered
through the oversupply of new build one and two bedreom
apartments and through lack of confidence in the general
economic cutlook




The German residential market 1s very different from the UK Itis
charactensed by price stability, by higher rental yields and by significantly
lowser levels of home ownership Returns are therefore principally driven
by rental ncome As in the UK however there are regional vaniations with
the more affluent South and South-West of the country experiencing
more rapid economic growth and greater levels of demand for housing
This in turn has led to Increased investor demnand for properties in areas
with strong demographic profiles, such as Frankfurt and Munich

Qur operating businesses reflect these different environments and have
been structured so that good levels of cash return can be achieved even
when underlying general house price growth 1s at lower levels than we
have previously experienced

Our busmess units

Our business compnises

Division Market value £m % total
UK residential’ 1,068 476
Retirement solutions? 545 243
Residental investments
and fund management? i09 48
UK and European development* 79 36
German residential® N 442 197
2,243 1000
Assets

! Pumarnily our portfolio of regulated tenancies

? Qur interests in heme reversion and retirement-related assets

* tnvestments in managee funds (G rest) and in Grainger Genlnvest
* Residenuial or residential-led mixed-use developments

* tnvestment in German residentral portfolio

Granger's UK businesses are generally low yielding but highly
reversionary The total reversionary surplus in our UK businesses
(the difference between vacant possession value and the tenanted
or current market value) amounts to £604m (2009 £570m)

Gramnger plc Annual report and accounts 2010 11

E63m

new property
acquired

£2.2bn

total property
related assets

E604m

reversionary
surplus
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46.2%

margins achieved
on UK residential
normal sales

*

Chief executive and operating review continued

UK residential

The UK residential business pnmarly consists of properties subject to a regulated
tenancy, producing a gross rental yield of 3 7% and valued at 72 5% of vacant
possession value The portfolio 1s geographically widespread but with a strong
cancentration in tondon and the South East, where 67% by value of these
properties are situated

Returns from this portfolio are derived from a combination of rental income and
trading profits on the sale of property, generally when the property falls vacant

{a 'normal sale’) and the crystalisation of the reversionary gain A key aspect of
this portfolio 15 1ts strong cash flow, both from rents and asset sales Rent arrears
are low (at approximately 2% of the rent roll) and the predictable vacancy rate

in our portfolio produces a consistent stream of properties available for sale

The properties are generally unrefurbished and of low average value {(average
vacant possession value per unit at 30 September 2010 was £139,000 despite the
high London/South East weighting) They therefore do not compete directly with
the new build sector and attract demand from a range of potential purchasers
including first time buyers, small scale developers and cash-led local investoss
These characteristics also provide our asset managers with the opportunity to add
value through active management by, for example, refurbishing certain properties
prior 1o their sale This i1s reflected in the results achieved 1n the year, completed
normal sales were at values, on average, 6 6% above September 2009 valuations
the time taken for sale, measured from the date of vacancy to receipt of cash,

was Just 99 days and the margins that we achieved on normal sales were up to
46 2% from the 2009 figure of 376% Year-end valuations were up 4 8% from
the previous September compared to the average movement in the Halifax and
Nationwide housing mdices of 2 9% This 1s evidence that with a carefully selected
and managed portfolio, outperformance can be achieved

During the year we sold £81m of properties from this portfolio on vacancy (2009
£83m) producing a profit of £38m (2009 £32m) In additron to these normal sales
the portfolio provides a good opportunity for cash generation from other asset
sales Thas year we deliberately reduced the level of ‘iInvestment sales (those with

a tenant n place} but we saw significant benefits from sales from our agricultural
portfoho (including land and agncultural related residential properties) In total we
made £40m of investment, agricultural and other sales in the year, and produced

a profit of £10m (2009 £60m sales, £8m profit) This demonstrates our abihity

to recognise, Invest In and realise value from restdential refated sectors alongside
the regulated portfolio

We have recommenced a cautious buying programme in the UK residential
business in 2010, acquinng some 308 units for £55 7m (2009 7 units for £0 9my)
Given current economic conditions we have set out key cntena for purchases
which include

Good prospects for long-term capital apprecation This is reflected by the

geographic spread of our purchases this year, with some 63% by value being
in London and the South East,
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99 da S * Good levels of discounts and/or high yields For example, in the year we acquired
a portfolio of some 161 units in South-West England which, despite half of them

n
average time take being subject to regulated tenancies, deltvers a cash yield of 5 8%, and

from vacancy to

cash receipt * Opportuniues for redevelopment or refurbishment potential As an example, early
this year we acquired a portfolio of 16 units in South-West London at an average
cost of £246,000, with the intention of phased development as properues felf
vacant We have sold our first unit at a profit margin of 17% achieved within a
six-month penod and interest in other units has been such that we have started
10 sell vacant uruts off plan

We beleve that by applying these criteria to new acquisitions and by assiduous
management of our existing portfolio we will remain in position to produce levels
of return that consistently exceed the long-term return of the UK market

Retirement solutions

The retirement solutions business consists mostly of home reversion assets (assets
bought at a significant discount to vacant possession value wath the home owner
retaining a right to occupation) This 1s a highly reversionary business and depends
on scale to produce consistent levels of vacancy and therefore sales income With
nearly 7,000 units Grainger’s portfolio 1s the largest in the UK and produces a
predictable level of cash flow —in 2010 sales proceeds amounted to £29m,
generating a profit of £10m (2009 sales £27m, profit £7m) Certain assets in the
portfolio also produce a rental iIncome or equivalent and this amounted to £6m in
the year (2009 £6m)

The assets in this portfolio are more geographically widespread than the UK
residential portfaho and do not benefit from the same geographical bias towards
London and the South East This 1s reflected in the valuation results for the year,
which showed a smaller uphft of 2 2% at investment value level

Sovereign As with the UK residential portfolio we recommenced purchasing activity this year .
Reversions plc buying some £8m of home reversion assets as well as acquinng Sovereign

acquired with a Reversions plc, ("Sovereign’) an AIM histed bustness with a partfolio valued at

p?':f‘ég"o valued £68m Shortly after our year end we announced that we had sold 50% of our i
a m

equity in Sovereign to MREF |l Equity Release Limited, a wholly cwned subsidiary of
Moorfield Real Estate Fund Il ‘Moorfield’), and entered into a 50 50 joint venture
agreement under which Moorfield will pay 50% of the acquisiion and certain
integration costs and Gramnger will recewve management fees The total purchase
price for the company was £34 2m representing 202p per share, compared with
the net asset value on acquisiion of 229p per share

As well as portfolio size and an efficient operaung platform, the keys to the .
retirement solutions business are reputation, praduct innovation and distribution

We are delighted therefore to have won the Equity Release award for Best Home

Reversion provider for the fifth consecutive year and the ILP Moneyfacts Award

for Best Home Reversion Provider 2010 Both the jomnt venture with Moorfield and

our existing directly owned holdings provide us with an extremely strong platform

for growth




14 Gramnger plc Annual report and accounts 2010

10.5%

increase in G res
new let rental values
in quarter ended
30 September 2010

Chief executive and operating review continued

Fund management and residential investments

Our fund management and residential investments division CoMprses Qur
investments in funds and joint ventures and the income (share of profits and
revaluation movements, dividends received and fee income) that we consequently
receive In total this iIncome amounted to a profit of £14m (2009 loss £14m) The
major investments are in Grainger Gentnvest (@ 50 50 joint venture with Genesis
Housing Group) which owns a total of 1,443 residential units of which 56% are
subject to regulated tenancies and G res1 (‘G res’) which is a market rented fund
of 2,006 units and in which we hold a 21 6% stake

Residential values in Grainger Genlnvest increased by 5% in the year to the end
of September G res 15 subject to a full valuation in December and June of each
year and showed an increase in market values of 7 3% for the 12 months ended
in June 2010, producing an increase in net asset value in the fund of 17%

External funding arrangements in both Grainger Genlnvest LLPs are due far
renewal within the next 12 months Discussions with potential funders are
progressing and we expect all external loans to be successfully refinanced

Recent operational results at G res provide an insight into the current UK
residential rental market Rental increases on renewals amounted to 3 2% for the
quarter ended September 2010 and increases on new lets for the same penod
were 10 5% Both results show an improvement on the previous four quarters
and, together with a decrease in the level of vaids, indicate a strengthening
rental market

The controlled hquidation of the Schroders Residential Property Urut Trust has
been successful and is virtually complete ¢ash realisations were 6 3% In excess
of the property value at the time of the decsion of the urit holders taken to
hgquidate the fund in January 2009

Property services

All of the above divisions are supported by our property services division which, in
the UK, manages a toial of 19,263 residential units and a gross rent roll of £76m
from five regional offices We believe this n-house capability is a distnguishing
feature of our residential business and the ‘owner-manager’ mentality that it
produces 1s one of the factors that facilitates its outperformance and secures our
reputation for exceptional service

Development

The development division focuses on value creation by assembling residential
development cpportunities, obtaining or amending planning perrmissions,
installing infrastructure and then either selling or self-developing plots

As antiapated, sales in this division at £19m were lower than last year’s figure
of £48m which included the sale of the bulk of the successful Hornsey Road
development in North London The major focus in 2010 has been on preparing
and submutting planming applications on a number of sites, in particular at
Newlands near West Waterloowville in Hampshire, where we would anucipate
commencing infrastructure work in June 2011, with the first land sales due
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in the first quarter of 2012 We believe that the timung and nature of the release
of plots (fully infrastructured and planned) will attract high levels of interest from

housebuilders

We will continue to focus on strategic land opportumties, primarnly in Southern
England (e g Newlands), on design-led smaller sized London developments

(e g Macaulay Road), and the promotion of larger scale joint venture partnerships
(e g n London with Helical Bar at King Street in Hammersmith) In addition we
are actively lpcking at income producing assets offering the potential for future
residential development

The status of our major development projects 1s shown below

Major projects

Project Description Status
Newtands 537-acre greenfield site, freehold Qutline consent granted for 1,635 residential units and
Common with overage interest (n 1 mullion sq ft B1-B8 space New planming apphcation for
Waterlooville, Hampshire 2,550 new homes and a similar amount of commercial
accommodation has been submitted in November 2010
Macaulay 1 811-acre brownfield site, Clapham, Detaled consent granted for 97 residential uruts and
Road {reehold 30000sq ft offices Demolition complete New planning

applhcation to recanfigure the commercial space was submitted
October 2010

Wards Corner

Development agreement with Londen
Borough of Harningey A number of smaller
mterests within overall site currently owned

Planning apphcation submitted for 197 residential units
with ground floor retall units CPO may be required 10
purchase remaning site

Gateshead 9 87-acre brownfield former college site, Planning consent granted for 252 residential units
College Gateshead Owned freehold
Newbury Preferred developer status with Conditional development agreement under current discussion

Newbury for key town centre site

for approximately 250 residential units, 40,000 sq ft retal

Curzon Park

10-acre brownfield freehold, central
Birmingham, S0 50 joint veniure with
Development Secunties plc

Outline planning consent granted for 400,000 sq ft residential,
BOO 000 sq ft office, 20,000 sq it retasl 200 bed hotel

Hammersm:th Preferred developer of Hammersmith Apphcatton for 320 residential units, 56,000 sq ft commercial
and Fulham Borough Counall Development  space, 120,00 sq ft councl offices, a public square, a bndge
agreement signed with Borough and jont linking Hammersmith with the river and 200 car parking spaces
venture partner Helical Bar, King Street, has been submitted November 2010
Harnmersmith

Zizkov Jaint venture 50% owned by Grainger, Planning application subrmutted for mix use scheme

31-acre brownfield site, Prague

comprising 483,000 sq ft retail, 580,000 sq ft office,
245 residental urits, hotel

15
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6.9%

gross yteld on
German residentral
portfolio

»

Chief executive and operating review continued

German residential

Our German residential business provides a counterbalance of nisk and return
compared with the UK business where, as noted previously, our assets are low
yielding The German business camplements this by delivering gross rents

of €35 1m (2009 €34 6m} at gross yields of 6 9% in a largely stable price
environment year-end write downs amounted to 0 6% and related primanly
to a small number of specific properties with an above average proportion of
commeraal space Our portfolio comprnises 6,776 residential units and 372
commercal units located predominantly in the South and South-West of the
country With the exception ef Berlin and Potsdam, we have no exposure o
markets in Eastern Germany where rental growth in most areas has been much
lower due to economic weakness and poorer asset quality Our strategy 1s to
improve the returns in our German business by

Undertaking a high level of active asset management aimed at improving
operational efficency and maximising net rental returns by reducing voids and
property expenses,

Attracting third-party investors by placing parts of the existing portfolio into
new structures which will be managed long-term by Grainger’s German asset
management platform We are in discussions with 3 number of potential
partners, and

Continuing a programme of capstal recycing to improve the overall quality of the
asset base and enhance cash flow As part of this ongoing process we sold some
€5m of investment assets in 2010 and have 1dentified further assets totalling
€25m to be sold in the first half of 2011 We have also selected an initial portfolio
of €10m suitable for potential tenant privatisation

We also anticipate growth in our property manager joint venture, Gebau Vermogen,
following a strengthemng of senior management there duning the year

Future prospects

The near-term outlook for the general economy and the UK residential market

15 challenging Nevertheless the new finanaal year has started well and our UK
residential and development sales pipeline {completed sales, contracts exchanged
and properties in soliaitors’ hands) amounted to £65 3m at 3 December 2010 with
residential sales values at or slightly above September 2010 vacant possession
levels Grainger has repeatedly shown that it can outperform the general market
through active management of its distinctive portfolio and by taking advantage

of the broad spread of returns that it generates By careful applicaton of the
purchasing critena noted above, cash generated from operations can be recyded
into assets that will deliver long-term returns

Over the last few years the proportion of private rented accommodation has
increased and we believe that the changes proposed in the Comprehensive
Spending Review to the social and affordable housing systems will provide
opportunities for large scale, well established residential landlords such

as Grainger




£65.3m

the new financial
year has started well
UK sales pipehne at
3 December 2010

1s £65 3m
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We will continue to engage with the Coalition Government on specific policy
areas, such as the energy efficiency of existing houses and housing benefit, to
encourage either changes for improvement or discourage changes that would
negatively impact on our business and the residential sector as a whole

Lack of hquidity in the banking markets will necessitate changes in cur balance
sheet structure with reduced dependency on pooled bank debt sources of finance
and increased emphasis on recycling capital rather than asset accumulation This 1s
also lkely to produce an increase in the proportion of assets funded by third party
capital, either in joint ventures, as with the Sovereign — Moorfield transaction or
in fund structures, such as G res1 or as planned for part of the German portfolio

With a strengthened senior management team and the benefit of market-leading
positions i the residenttal and home reversion market we will continue to
concentrate on the returns from long-term reversionary residential assets
supplemented by other regular sources of income such as management fees

and rental yield In addition, we have seen the benefit of opportunistic acquisitions
(for example our agricultural portfolio) in related residential asset classes and will
continue 1o pursue these if appropnate returns can be achieved on behalf of

our shareholders

Going forward cur focus will be on

Rebalanang our residential portfolios to selective areas of value or growth,
through the application of careful acquisition criteria,

Reduang capital employed in non-core assets and underperforming locations,

Introducing third party capital into selected business units to iImprove
diversified returns, and

Early consideration and implementation of debt financing options

We remain confident in our ability to deliver good levels of long-term return
in the residential praperty sector

AL c.m.a\,\ Mc“_;\,\\_,

Andrew R Cunningham
Chief executive
10 December 2010
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Acquisitions

During 2009/10 we purchased
£63m of property — the largest
individual acgquisitions were

Property name Number of units Price
PHA Portfolio
Paignton, Devon 162 £15m

Charles Allen House
freehold block
Ishngton, London 14 £4am

Apostles Portfolio
freehold block
Raynes Park, London 16 £4m

Holland Place Chambers
freehold block

Kensington, London 14 £7m
Brondesbury Court

freehold block

Willesden, London 18 £6m
Radstock Co-operative

Somerset 10 £1m
Total of all other

property purchases £26m
Total purchases in the year £63m

*

»*

*

Focus on acquisitions

Our UK acquisition team restarted a cautious buying programrm.e t*is
year based on three key critena Desirable properties must prov de
one or more of the following

Good prospects for long-term capital appreciation,
Good levels of discounts and/or high yields, and
Opportunities for redevelopment or refurbishment

This disctohned approach i1s reflected in the quality of the assets
that we have acquired and the energy that we put inte identifying
potential opportunities and quabifying those brought to us by our
extensive network of contacts In total we have looked at £1 Sbn
worth of opportunities this year and made £63m of acquisttion,

The team’s skills are based upon long-term expernence In the
residential market and the in-house development of expertise across
different business units Andrew Saunderson has worked for Grai1zcr
since 2001, and been director of acquisiions and asset management
in Knightsbridge, for four years Eliza Pattinson, director of
acquisitions and asset management in Newcastle, onginally joined

in an admrustrative role and qualified as a chartered surveyor while
working for Grainger Eliza 15 currently on maternity leave and her
post 1s being covered by Tracey Hartley, who 15 a senior sales and
valuations manager when not looking after acquisitions

Robin Hutton, acquisitions and asset manager has more than

five years’ experience in residential sales and acquisitions with
Grainger, while the newest member of the team, Arthur McCalmaont,
joined the team recently following several years’ experience in sales
and valuations In our property services business

Together they bring an approach to property acquisition that focuses
explicitly on the identification of opportunities where significant value
can be found, added and extracted




“A smart acquisition process
1sn't just @ matter of asset
accumulation In an uncertain
market we need to be constantly
thinking about when to be a
buyer and when to be a seller
Most importantly we need to
use our specialist knowledge
to spot the opportunities where
significant value can be found,
added and extracted “

Andrew Saunderson

Director acquisitions and
1 £y management

Grainger plc Annual report and accounts 2010 19

Agniculture

Grainger began investing in agncultural land in 2005 having
identified that land prices had shown very little growth since
1993 following the introduction of the CAP subsidies We
built our portfolic to over 7,000 acres in three years, typically
acquinng large landed estates with mixed tenure land and
residential property, where we could use our expertise in
development and asset management to enhance value

Whilst residential and commeraal property suffered sigrificant
value falls during the crednt crunch, agnculiural land proved
counter ¢ychcal and land values doubled over two years

We commenced hguidating the agneultural portfolio at the
beginning of 2008, and 1t has so far provided gross asset sales
of £46m generating in excess of £10m of trading profit

With around another £17m of sales to came, the agnicultural
business demonstrates our entrepreneurial ability to recognise
and invest in opportunities in residential related real-estate
sectors which are counter-cyclical to the core regulated
portfolio
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Highlights
Regulated units

owned 5,969
Market value £863m
Vacant possession

value £1,185m
Other units 915
Market value £205m
Vacant possession

value £232m

Year-on-year increase in vacant
possession values of 4 8% outperformed
the Halifax (2 6% increase) and
Nationwide indices (3 1% increase)

Gross rent roll of £39m per annum

£81m of completed normal sales were
at an average of 6 6% above September
2009 valuations and the margin on sale
increased to 46 2% from 37 6%

Portfolic hquidity demonstrated through
speed of sales -~ average 99 days from
vacancy to receipt of cash

£1 4m additsonal profit delivered through
selective refurbishment prior to sale

Acquisition programme restarted
purchasing 308 units for £55 7m

We expect to outperform the market
through active asset management and

a geographical focus on London and the
South-East

Challenging market condrtions will
produce opportunities to acquire core
regulated and other residential asset and
to make oppartunistic acquisitions that
enhance returns

Strict application of our acquisition
cnitena will ensure that the assets we
acquire will have clear potential to deliver
the required level of returns and focus on
areas of growth

UK residential
Maintaining our portfolio

The UK residential business primarily consists of
properties subject to a regulated tenancy, 5,969
units valued at £863m producing a gross rental
ylield of 3 7% and valued at 72 5% of vacant
possession value as at 30 September 2010

Under a regulated tenancy, the tenant has a right to hve at the
property for the rest of their hife We typically receve a sub-market
rent, set by a local government rent officer and generally sell
regulated properties on vacancy to realise the reversionary surplus
({the uphft in value between a tenanted and vacant property)

The portfolio s geographically widespread but with a strong
concentration in London and the South East, (67% of the properties/
portfolio by value} This is an irreplaceable and unique portfolio
assembled over a significant period of time which brings strong

and stable cash flows {rom rental income and trading profits on

the sale of property

Rent arrears are low (approximately 2% of the rent roll) and the
predictable vacancy rate in our portfolio produces a consistent
stream of properties available for sale As a result of our long-term
investment strategy we have considerable flexibility in pricing upon
the disposal of the regulated properties enabling us io maximise the
value of these assets, whatever the short-term market conditions

The properties are generally unrefurbished and of low average value
{average vacant possessicn value per unit at 30 September 2010
was £199,000, despite the London and South East weighting)

They attract a range of potential purchasers — first time buyers,
small scale developers, cash-led local investors They also provide
our asset managers with the opportunity to add value through
active management, for example, refurbishment prior to sale

Thus attracuveness of the portfolio 1s also shown in the time taken
for sale which was just 99 days from the date of vacancy to receipt
of cash, and margins achieved on normal sales which were up to
46 2% from 37 6% in 2009 The portfolic consistently outperforms
the Halifax and Nationwide housing indices demonstrating the
benefits of a carefully selected and managed portfolio




Year-end valuations were up 4 8% from the
previous September compared to the average
movement In the Halifax and Nationwide
housing indices of 2 9%

We will continue to acquire further regulated
tenancies as they become avalable to
maintain the flow of stable rental income
and sales proceeds

Assured tenancies give tenants a degree of
security of tenure and are subject to market
rental rates Assured penodic tenancies are
former regulated tenancies which have passed
1o a relative upon the death of the previous
tenant They offer secunity of tenure but are
subject to market rental rates

We also own 915 units not subject to
regulated tenancies, Including market-let
tenancies (assured shorthold tenancies),
vacant units, agricultural tenanaes, garages
and ground rents

Assured shorthold tenancies da not offer
secunty of tenure (the landlord may take
pOsSsession on two manths’ Notice expinng on
or after the mirimum witial six-month term of
the tenancy) and are also subject to market
rental rates Performance in these portfolios
demonstrate our ability to realise value across
arange of residential related sectors
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Highlights

Units 6,981
Market value £545m
Vacant possession

value £800m

Successful acquisition of Sovereign
Reverstons plc for £34 2m with a
portfolio valued at £68m A 50% equity
stake was subseguently sold and we
entered into a 50 50 JV with Moorfietd
who will pay 50% of the acquisition
and integration costs and which will
generate management fees for Grainger
Operational integration has progressed
well and management of Sovereign
assets has transferred to Newcastle

Cautious acquisition recommenced
this year, £8m of home reversion
assets bought

Reputation as a market leader recognised
by winning the Equity Release award for
Best Home Reversion provider for the
fifth consecutive year and ILP Moneyfacts
Award for Best Home Reversion Provider
2010

Future opportunities

We anticipate that the joint venture
with Moocrfield will look to make further
acquisitions in the equity release sector,
further enhancang our market-leading
postion

Increased activity to develop IFA
understanding of Home Reversions will
strengthen our distnibution capability
and drive sales of Bndgewater products

Retirement solutions
Focusmg on innovation

We are a market leader in the UK Equity Release
business, with a particular focus on the home
reversion sector Qur Retirement Selutions Business
offers home reversion plans with a range of
features and prices through our Bridgewater
business, which distnbutes these ptans through
independent financial adwisers and a strategic
Jjoint venture with Aviva

Our home reversion products are FSA-regulated and we insist that
all customners receive Independent advice from a qualfied third party
The regulated nature of the equity release market also represents

a significant barrier to entry for potenual competitors

As well as scale and an efficient operating platform, keys to the
retirement solutions business are reputation, product INnovation and
distnbution We are dehghted therefore that Bridgewater continues to
receive external recognition including ‘Best Home Reversion Provider’
for the fifth consecutive year at the Mortgage Solutions Equity
Release Awards in November 2009 and ILP Moneyfacts

‘Home Reversion Provider of the Year 2010°

Home reversion

Under a home reversion plan, an owner sells to Grainger part or all

of their home in return for a cash fump sum {or a series of payments)
calculated on the basis of the vacant possession value of the property,
the ages of the individuals and the proportion of the property being
sold The owner in return receves a lifetime lease allowing them to
remain in the property, rent free for the rest of therr life, after which
the property 15 sold

The Horne Reversion Portfolio comprises 6,381 properties with an
Investment Value of £545m as at 30 September 2010 The porticho
1s more geographically widespread than the UK Residential portfolio
and this 1s reflected in the valuation results for the year, which
showed a smaller uphft of 2 2%




This 1s a highly reversionary business and
depends on scale to produce consistent
levels of vacancy and therefore sales income
Grainger's portfolio is the largest in the UK
and produces a predictable level of cash flow
Some parts of the portialio also produce a
rental iIncome or equevalent

As well as acquiring additional assets for the
portfalo through the Bridgewater IFA and
Aviva channels, we also purchase directly
both indmdual units and existing portfalios
when these are offered on the market

This year we acquired Sovereign Reversions
plc, an AIM hsted business with a portfolio
valued at £68m Shortly after our year end
we sold 50% of our equity 1o MREF I Equity
Release Limited, a wholly cwned subsidiary
of Moorfield Real Estate Fund [l ('Moerfield’}
under which Moorfield will pay 50% of the
acquisition and certain integration costs and
Grainger will receive management fees

The Retirement Solutions Pertfolio also
ncludes approximately 1,000 purpose built
retirement apartments as well as a portfolio
of 1,062 equity mortgages for retired clergy,
acquired in early 2007

Despite recent difficuft market conditions,
long-term demographic trends in the UK
indicate that there 1s significant growth
potential in equity release and we aim 1o
rernain at the forefront of the market,
building on our established infrastructure
in other areas of Grainger We will continue
to both optimise the channels through
which we distnbute our products and seek
opportunities to Influence the external
enmvaronment in which the equity release
market operates to encourage its growth
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Highlights

Units 3,449
Grainger investment  £109m
Net asset value £199m
Gross asset value £651m

The controlled and successful hguidation
of the Schroders ResPUT realised 6 3% tn
excess of value at the time of the decision
to hiquidate in January 2009

Strengthening rental market has
increased demand for properties in

G res enabling rental increases of 3 2%
on renewals and 10 5% on new lets in
the quarter ended September 2010

Future opportunities

We are continuing to identify and
develop a number of opportunities

to parcel residential and residential
related assets into fund and join
venture structures based on our proven
market expertise and unique breadth

of capability from development to
management and on to value realisation
through disposal

Fund management and

residential investments
Strengthening our position

Qur fund management and restdennal investments
division compnises our investments in funds and
joint ventures and the income (share of profits

and revaluation movements, dividends received
and fee income) that we consequently receive

We provide services to 3,449 properttes in the UK valued at £651m
In total the mcome from fund management and performance fees
and from asset and property management services amounted to £6m

Genlnvest

Genlnvest was created in May 2005, as a joint venture between
Grainger and Genesis Housing Assocation to acquire 461 residential
units from the Church Commissioners In 2006 Genlnvest No2 was
farmed to acquire a further 1,138 units The two portfolhos consist
of 1443 residential units In London of which 56% are subject to
regulated tenancies, with an aggregate value of £286m as at

30 September 2010 Gramnger provides asset management services
and Pathmeads, a subsidiary of Genesis, the day-te-day property
management

G res1

G res1 s a Jersey based closed end-fund launched in 2006 that ifvests
in market-rented residential properties, currently 90% in London and
South-East England We are a co-investor in the fund, with an equity
stake of 21 6% alongside a broad mix of UK and overseas institutions
The fund holds 2,006 property units with a total value of £365m as at
30 September 2010

Going forward, we will look for further cpportunities to deploy our
skills In the acquisition, and management of residenual assets and
to package these assets into funds and joint ventures 1o generate
repeatable income and value for ourselves and co-investors We
believe that there are likely to be a numher of such opporturities
over the coming years




*

Highlights

UK units managed 19,263
Gross rent roll £76m
Gross property

expenditure £20m

Implementation of process improvement
technologies including Agreement
Express and E-risk management

Procurement and contractor review
projects launched to drive down
costs, improve quabity standards and
consistency of customer experience
Further development of reporting

capabilities to ensure flexibility and
transparency for all stakeholders

Future opportunities

National scale acquisition, valuation and
sales capabihty, average annual sales of
more than £100m of vacant property

Potential to use capabilities to add
value to owners of distressed property
portfolios and to suppert Grainger
business units iooking at joint venture
and partnership opportunities

Identification of opportunities around
sustainability initiatives including Feed
in Tanffs and the ¢oalition government’s
‘Green Deal’

*
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Property services
Developing our capabilites

Grainger's Property Services Business provides

property and asset management services nationally |
to our wholly-owned properties in the UK, properties

owned by co-investment vehicles and property

portfolios owned by third parties

fn total these amounted to 19,263 units and a gross rent roll of

£76m as at 30 September 2010 Grainger’s in-house capability is a
distinguishing feature of our residential business This ‘owner-manager’
mentality enables us to drive asset value and facilitate outperformance

Property and asset management services provide three primary
sets of services

All elements of the day-to-day operational management of multi-tenure

properties including lettings, rent collection, arrears management,

rent reviews/renewals reactive and routine cyclical reparrs, proactive I
maintenance and budgeting of capital works and refurbishment We

focus particularly on the implementation of void reduction and rental '
growth for our internal and external clents,

Block management of common parts, ground rent, serwice charge,
caretaker, health and safety management and

Managng large-scale acquistion, valuation and disposal processes on a
national basis generally selling in excess of £100m of vacant residential
property in any one year

We deliver a comprehensive, professional service across multiple tenures
and tenant groups, whalst ensuring that our managers mamntam an
ownership perspective on the properties for which they are responsible

We have a particular focus on the provision of management and client
reporting to the high levels expected by institutional investors Thisis a
particular strength in an environment where transparency Is of increasing
importance in demonstrating effectiveness and value for money

Grainger 1s committed to the development of the pnivate rented sector
and we are active within the bodies representing the sector including
the British Property Federation and the Association of Residential
Letting Agents We are also members of the Property Ombudsman
Scheme We pursue the continuous improvement of our processes and
information systems and quality management of our own processes
so that we can offer increasing assured levels of service to our internal
and external customers
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Highlights
Market value £79m
Number of sites 23

Our mayjor focus in 2010 has been
the preparation and submission of
planming applications at
Hammersmith (larger scale public/
private joint venture partnership)
Newlands, Waterlooville

{strategic land opportunity)
Macaulay Road (design led smaller
scale London development)

Future opportunities

Woe will focus going forward on
Strategic land options, primarily

in Southern England

Design led smaller size London
developments

Larger scale joint venture partnerships
We will manage the development
pipeline to deliver consistent returns
through balancng existing larger scale
opportunities with smaller

scale developments

We play to our strengths, the quality of
our covenants, strength of our balance

sheet and our reputation Together these

make us an ideal development and joint
venture development partner

-

Development
Building on opportunities

Our development business focuses on value
creation by assembling residential development and
mixed use opportunities, obtaining or amending
planning permissions, installing infrastructure and
then either selling or self-developing plots

Our development team has the perspective and commitment of a
long-term investor rather than a developer/trader This long-term
approach means that attention to detail, value for money and overall
design, the long-term sustainability and quahty of a scheme are key
considerations We are passionate about promoting the benefits of
good design by creating schemes that take into account the way
people live

Grainger’s development focus fall into three categornies

Strategic land opportunities - purchases of options on ‘greenfeld’
sites, pnmarily in Southern England without planming status and

with a long-term view towards promotion within the local planning
process for future development consent A current example 15 the
520-acre site at Newlands near West Waterloowille in Hampshire

We have been working on this site since 2005, having had an interest
in the site and a relationship with the landowner since the 1990s,

Design led smaller size London developments - development of urban
brownfield’ sites from acquisition, through planning and selective
build out of design led residential schemes such as Hornsey Road
Baths in ishngton and Macaulay Road in Clapham, and

Public/private partnership — residential led rmixed-use schemes
developed with the local authonty joint venture pariners The King
Street Regeneration Project in Hammersmith where we are partnenng
with London Borough of Hammersmuth and Fulham and Helical Bar
plc 15 a current example

In addiion we are actively looking at income-producing assets that
have future residential development potential

The Development Portfolio compnises 22 sites in the UK and one,
Zizkov, In the Czech Republic As at 30 September 2010, the UK
portfolio was valued at £72m and Zizkov at £27m in which our equity
stake 15 50%




Highlights

Units 6,776
Market value £442m
Gross rents £30m
Gross annual

running rent £31m

Grainger’s German asset management
platform covers the full range of
residential property investment and
management activities

The JV with the Lindner Group allows us
to offer an integrated asset and property
management service as in the UK

The income generated by the portfolio

1s predominantly market-based rental
income, rather than sales proceeds

Future opportunities

A focus on improving returns through a
higher level of active asset management
activities

Business growth through introducing
third party equity and generating
management fees

Capital recyching through sales and
privatisation
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German residential
Optimising our potential

Grainger started to invest in Germany in late
2005 to take advantage of Europe’s largest
residential market

Our acquisiions are cancentrated in the economically and
demographically stronger regions of Germany (Baden-Wurttemberg,
Bavana and the Rhine-Main area) and major cities such as Frankfurt,
Cologre, Dusseldorf and Murich Apart from Berlin and Potsdam,
we have not invested in Eastern Germany

As at 30 September 2010, we owned 7,148 units wath a total value of
£442m, €510m, having reached cnitical mass through the acquisition
of Francono Rhein-Main AG 1n 2008

Due to relatively low home ownership rates in Germany (43% 1n

2008 compared to 68% in the UK), we tymcally relet our properties

at the end of a tenancy Accordingly, income from the portfoliois
predominantly market-based rental income, rather than sales proceeds

Grainger’'s German asset management platform covers the full range
of residential property investment and management activities from
the formulation of tallor-made imvestment strategies to analysis of
investment opportunities and portfolio value optimisation through
targeted sales strategies

We Intend to improve the returns in our German business by

Undertaking a high level of active asset management aimed at
improving cperational efficiency and maximising nes rental returns
by reducing voids and property expenses,

Attracting third-party mvestors by placing parts of the existing
portfolio Into new structures which will be managed long-term
by Grainger's German asset management platform We are in
discussions with a number of potential partners, and

Continuing our programme of capital recyching to improve the overall
quality of the asset base and enhance cash flow We sold some €5m
of investment assets in 2010 and have identified further assets totalling
€25m to be sold in the first half of 2011 We have also selected an
initial portfolio of € 10m suitable for potential tenant privatisation

We also antiaipate growth in our property management JV, Gebau
Vermogen, following a strengthening of senior management there
dunng the year
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Reporting approach

We see sustainability as an integral part of
the way we run our business We report
here key data on Grainger's impacts and
actiities over the last year For the thurd
year, we are also producing a separate
online sustainabity report, which includes
maore detail on our actvities in each main
impact area Our online sustainabihty
report contains new features to enable
stakeholders to drill dawn from high-level
strategy to detalled performance statistics
In addition, we are producing a short
printed document summansing Grainger's
approach to sustainability and 2010
performance highlights A digital copy can
be downloaded from January 2011 on our
dedicated website www graingercr com

Corporate responsibility

Chref executive’s statement

Grainger’s executive team and | are proud of our company’s continually
evolving and strengthening approach to sustainability In 2009, we
developed 'ETHCS', a sustamnability strategy closely aligned with our
business prionties designed to ensure business resihence Using ETHOS
to guide us, we completed 70% of the applicable sustainability targets
that we committed to meeting by 30 September 2010

One highlight of our 2010 targets is achieving a listing on the FTSE4
Good index for the first tme We hape that this external recognition
that Grainger's CR program meets globally recogrised standards will
give Investors even greater confidence, attracting and facilitating
further investment in our company in the future

We recognise that issues such as climate change continue to be important
to you, our stakehalders For these reasons we have set ourselves new
demanding targets for the coming year, which can be found in our online
sustainability report

For exarmnple in 2010/11, we will undertake a programme of work to
assess how our portfolio would be affected by a vanety of sustainability
nisks including mandatory energy efficiency standards for private rented
housing, changmng flood patterns based on climate change modelling
and economic deprivation trends We intend to integrate the findings
from this exercise into our long-term corporate risk management and
sustamability strategy and use this expenence to influence future
Government policy

| hope you will explore more of Grainger’s sustamnability performance this
year and the demanding targets we waill pursue over the next 12 months,
In our annual report, on our website and in our downloadable summary
presentation As always | welcome your comments and feedback

A CH_U\,\ M‘Mﬁt\

Andrew R Cunningham
Chief executive
10 December 2010




Opportunities and risks

At Grainger, our approach to sustainability 1s based on

a ngorous assessment of potential political, economical,
social, technological and environmental {PESTE) nsks and
opporturities to our business A year ago we identified

a long hst of such nsks and opportunities through a
thorough sustainability strategy review We 1dentified
matenal 1ssues by assigring scores for nsks, opporturities
and likelihood of impact occurring within the next five and
ten years Mon:toring and managing these risks enables us
to future proof our assets and to secure a long-term income
stream n line with our long-term investment strategy
Bullding on from last year's PESTE analysis we have
identified nisks and apportunities for the coming year

We seek to proactively manage these by setting annual
targets and on-going key performance indicators in each
of our ETHOS areas

2010/11 nsks

Legislation we expect there may be increased environmental
tegislation i the corming years, particularly focused on
energy efficiency within the existing housing stock

Reputation stakeholder expectations of our ability to
manage our environmental and socio-economIC IMpacts
continue to grow, particularly investors and customers

Physical the impacts of chmate change have not yet
affected our portfoho value or maintenance costs, butin
the lang term there 1s potential across the UK for flooding,
water stress, overheating and other physical impacts

2010/11 opportunities

Legislation as the UK's largest listed residential landlord,
we are In a unique position 1o actively engage with the
government, directly or indirectly through industry bodies
to influence and shape future sustainabiity policy, ensuning
it 1s both practical and cost effective

Physical future proofing f developed in partnership

with industry, current government proposals relating to
miimum energy effiaency standards and the green deal,
for example, could offer Grainger a significant opportunity
to upgrade our properties using third party funding,
enhancing our reputation as a market and thought leader
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* Reputation community engagement and investment

15 always central to the planning process There 1s a
significant opportunity to improve the communities where
we own and are developing property for Grainger and In
doing so to enhance Grainger’s reputation and long-term
ncome stream

Financial success inatives that contnbute to employee
health and wellbeing will enhance productivity and reduce
turnover costs

Governance

The operations board maintains overall responsibility for
sustamability at Grainger and reviews target progress
assessments semi-annually, and as required Specific target
delivery Is assigned to individuzls and teams throughout
the organisation Integrating responsible practice into all

of our operations and functions 1s a shared responsibility

Vanous policies and procedures inform our CR strategy,
these are avallable in full on our website
http //www graingercr com

In 2009/10, we set targets across all components of our
sustamability strategy, using the five pillars of our ETHOS
strategy to align impact areas and business prionities
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Corporate responsibility continued

2010 Grainger target performance summary by ETHOS pillars

( 2009/10 Targets
Investing in Responsibility Driving Protecting Influencing
communities to stakeholders efficiency assets and the future
and place income
(A) Develop a (8) Ensure Grainger s (A) Further the (B) Select a (D) Produce a thought

community Investment
tracking system to
record all donanons

to chantable causes
and other forms of
community Investment
by the end of reporting
year 2009/10

inclusion in the
FTSE4Go0d Index

(A) Ensure that at
least 30% of Grainger
staff partiipate in
volunteerng activities
parucularly focusing
on communities in
areas local to our
assets and using skills
relevant to our secior

(A) Carryout a
mapping exercise

to review all of our
key stakeholder
relationships and

set aims for each

key stakeholder

with whom we have
valuable relationships

development

of our carbon
management strategy
{2010 deadline for
establishment) by
expanding carbon
reporting to cover
commeon parts of our
property portfolto
and the monitoring
of emissions from
company €ars

{A) Produce a case
study based on
Newlands Common
illustrating the
principles and lessons
learned for best
practice tn community
engagement

(A) The health and
safety management
of 85% of contractors
operating on behalf
of Grainger (excluding
those undertaking
projects under COM
regulations) will be
assessed and will
attain CHAS approval

(B) Develop and
implement quality,
heaith and safety
and environmental
management systems
within Grainger

(D) All major
development sites to
be registered with
the Considerate
Constructors Scheme,
targeting a score of at
least 322

(A) 2010711 target
completed in
2009/10 Conduct
health and satety
audits for 100% of
Grainger’s managing
agents

{C) Reduce office
electnaity per person
by 5%

minimum of three
tenant satisfaction
performance indicators
and maintain or
improve scores against
each of these for the
coming year

piece on reducing
carbon In existing
homes, ncluding

a road map for the
practical achievement
of the Government'’s
targets’

{A) Fully achteved (100%}

(8) Partially achieved

(C) Not achieved

(D} Not applicable

* Due to the change in government and resuliing uncertainty of government objectives this was deemed not apphicable

2 Due to the development cycle there were ne tonstruction stage developments this year

In addition to aur 2010 targets, we completed a target due in 2011 one year in advance We will continue to work towards the
achievemnent of all targets that were not completed this year Or, as in the case of producing a thought-prece for government
on decreasing carbon tn exssting stock, adjust our methods to accomplhsh the same aims in a changed pohitical reality




Notable achievements and activittes - carbon emissions
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We are proud to report that we have significantly expanded our reporting on carbon emussions from operations, adding car
travel and a sample of common area electricity usage at managed properties

Carbon emissions (thousand tonnes CO,e)

Source 2009410 2008/03 2007/08
Office electricity consumption {(small power)? 463 4014 372
Energy use in common parts of residential portfolio 495 Not avallable Not available
Aur travel 23 3N 62
Rail travel 37 26 13
Car travel 228¢% Not available Not available
Energy use at development sites Nec developments

(electnaty and diesel consumption) this year 35 346

*+ Given that all of our offices are in multi-tenanted bulldings we are unlkely
to ever be able to access data on central plant emussions from our offices

“ The 2008/9 otfice carbon emissians are restated and reduced by 75 tonnes
due to a corrected meter reading and subtraction of a central plant building
meter that covers cther tenants energy consumption as well as that of
Grainger

5 |n 2009/10 the common area electncity data reported is {or a sample of
Grainger s highest use flat blocks — which we believe will account far the
majority of the carbon emissions of the partfolio that Grainger is responsible
for we have utiised beginning and end of year bills 1o calculate the

consumption However since bills are recerved at varying intervals and for
different beginnming and end of year dates the consumption 15 not all for the
same penod Thiss a rough first step in measuning common area carbon
emissions expressive of Grainger s commitment to expanding and
improving its carbon reporting

€ Carbon emissions are reported for all business related company car irnps
Emissions are estimated based on the cost of fuel for each car each month
the average price per hire of fuel each month and the average miles per itre
of the relevant car We are unable to report on tax travel as service 15 usually
haited rather than ordered through an account

Our car emissions are nearly 10 times air travel emissions

tn 2008/10 Car travel is essential to our business as staff
must travel to diverse property and development sites We
are already encouraging staff to change company cars for
more efficient models and hope to make further reductions
in carbon

In 2008/09 we halved our emissions from air transport,
and this year we reduced emissions from aw travel by
anpther 27% compared to 2008/09 We continue to work
to reduce emissions through the increased use of rail
transport and videoconferencing Unfortunately, our office
electricity consumption continued to rise in 2009/10 We
will utibse the hive energy meters we installed in our UK
offices this year to increase our understanding of electncity
consumpbion patterns and continue to look for ways to
reduce consumption

Energy used wathin tenanted properties under our
ownership and management forms the greatest part of
our carbon footprint However, since tenant power supply
1s outside of our control, we are unable to access this data

or put in place significant measures to reduce consumption
within tenant demise We focus our monitoning on those
areas where we do have control

Notable achievements and activities —
other areas of performance

* |mproving the energy efficiency of new and existing
buildings continues to drive company operations

* On the sample of properues surveyed in the last financial

year, we achieved A or B boller efficiency ratings on over half

of our fully owned or controlted properties, and on 42% of
all properties in the sample, including those that we manage
on behalf of others

* Our eco-champions are helping us drive efficiency within the
orgamsation All seven offices offer paper, cardboard and
plastic recycling Five out of seven offices use recycted paper
and all affices use wdeoconferencing for meetings

* As n previgus years, Grainger continues o donate surplus
furniture to Emaaus, raising money for charity and diverting
useable goods from landfill This year £4,400 was raised
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Corporate responsibility continued

Qur employees have shown remarkable enthusiasm for
community volunteering

A total of 75 5 days were dedicated to good causes
Grainger employees gave generously of money as well as
time, raising £24,775 for chanhes through payroll gnang
and fund raising outside of work

* We are committed to equal opportunity and advancement

»

of women in the workplace More than half of Grainger's
staff is female, and 46% of techrucal and professional
positions are held by women

We scored well 1n tenant feedback surveys, which 1s
particularly positive given our focus on maintairng
revenue streams

Nearly 70% of exiting market rented tenants rating
Grainger's management service as good or excellent

80% of tenants rated our contractors’ response to calls
for repairs as either excellent or very good

Adviser's statement

Upstream Sustamnability Services, part of Jones Lang LaSalle,
has been adwvising Grainger plc on sustainabihity for several
years This programme of work indudes helping Grainger
set its 2009/10 CR targets, and assessing the extent to
which it achieved these targets

Due to Upstream’s long-standing relationshup wath

Grainger, the review of performance against targets and this
statement 1tself cannot be considered as fully independent,
nor should any data be wewed as formally verified However,
Upstieam has carnied out a full and documented review of
Grainger's performance and management of sustainability
over the year 1 October 2009 — 30 September 2010 and

all information presented is accurate to the best of

our knowledge

The method for assessing Granger's level of performance
agamnst CR targets and commitments was based on

Meetings and telephone interviews wath Grainger
representatives responsible for target delrvery, and

Detailed review of documentation and information
submitted by Grainger and collected by Upstream over
the year

An achievement rating has been awarded aganst each
target, depending on the ewidence received 1o validate
completion Upstream has made the followang

speafic findings

*

*

»

L]

-

Target achievement improved over last year, this 1s partly
attributable to ahgning sustainability targets more dosely
with core business drivers, as a result of the sustainability
strategy review in 2009

Graunger has achueved all of the targets relating to
Its ‘Responsibility to Stakehclders” and ‘investing in
Communities and Places' pillars

The only target related to ‘Influencing the Future’ was
deemed not applicable due to changes in the government
agenda after the election M 18 challenging to set mearungful
performance targets for this pillar as by its nature it 1s
measurable more by programmes of actmty than by
outcomes Grainger should therefore seek to demonstrate
progress in this area through more qualitative reperting

Grainger achteved a listing in the FTSE4AGood this year Thisis
a welcome external recogmition of a two-year programme of
work to iImprove systems and processes

Grainger’s ‘Driving Efficency’ targets are most directly linked
to measurable performance Of the three 2609/10 targets,
one was fully achieved and one was partially achweved (and
due to be completed next year) Given the effort that went
into reducing office electngity this year, it s disappointing
that Grainger did not achieve 1ts goal We encourage them
to consider an audst of energy consumption in offices to
idenufy hugh impact areas for change in 2010/11

Grainger has a number of longer-term targets that are

due 1o be completed by the end of the next financial year
(September 2011) Achievement of these targets will be an
interesting indicator of the continued success and relevance
of the revised sustainabiity strategy that was implemented
in 2009

Having undertaken significant work to review its
sustainability strategy in 2009, 1t 1s encouraging to note an
improvement in Grainger's target achievement levels for the
past finanaal year A renewed focus on sustainability risks
and opportunities and better understanding of sustainability
Issues throughout the business had a positive impact on
progress Upstream also welcomes Grainger’s renewed
engagement with policy makers and its commitment to
become a leader in sustainability

Abigail Dean, associate director,
Upstream Sustainability Services, Jones Lang LaSalle,
October 2010

Lora.
Brill

Digitally signed by
Lora Brill
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“We never forget
where we are from,
our roots in the
North East provide
the foundation upon
which the business is
bult We have chosen
to start to celebrate
our centenary by
supporting three
north-eastern athletes
in their preparations for
the 2012 Paralympics ”

Andrew R Cunningham
Chief executive
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Looking forward to 2012 remembering our heritage

2012 15 important for many reasons, it 1s the year that the Olympics and
Paralympics come to the UK and 1t is also Grainger’s centenary Over 100 years
we have grown from a small family business into the UK's leading specialist
residential landlord and a major company here and in Germany

But we never forget where we are from our roots in the North East provide
the foundaticn upon which the business 1s built Combining that hertage with
our commitment to ‘invest in the commuruties in which we live and operate”,
Grainger has chosen 1o start o cetebrate i1ts centenary by supporting three
norih-eastern athietes in their preparations for the 2012 Paralympics

Stephen Miller has won Gold medal in Clubs in three Paralympic games and 1s
looking 1o regain his title after winning sitver in Beying He 1s a role model for
many athletes around the world in disabihity sport, particufarly in throwing events

John Robertson took up sailing after an acctdent ended his career in the RAF
and 15 a double world champion in sonar class saling, having competed at the
highest level for more than 10 years

Elerw Papadopoulos is an up and coming young swimmer who has won stlver
at European level and 15 currently balancing training and competition with hife
as a full-time student

These athletes will be working with us over the next two years and will provide

Grainger staff with regular updates on their progress over that time through
traming, competition and hopefully Paralympic glory
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Financial review

Performance overview

Cur key performance indicators are

2010 2008

Gross net asset value per share (pence} (NAV) 200p 194p
Tniple net asset value per share {pence) (NNNAV) 140p 141p
Grainger net asset value per share (pence) GNAY 180p 177p
Operating profit before valuation and non-recurning items £94 2m £78 8m
Return on capital employed' 53% (2 7%)
1 year S year 10 year

Return on shareholder equity? 06% (4 0)% 3 6%

! Operating proht after net vatuation movements on investment properties plus share of results from joint ventures/associates plus the movement on the uplift of
trading stock 1o market value as a percentage of opening gross caprial defined as invesiment property finanaat interest in property assets (CHARM) investment
1n joint ventures/associdtes and trading stack at market vatue

 Growth in net net net asset value { NNNAV ) the year plus the dvidend per share relaung to each year as a percentage of operung NNNAY

Most of our properties are held as trading stock and are therefore shown in the statutory balance sheet at the lower of cost
and net reabsable value This does not reflect the market value of the assets and so we set aut belaw a summary af our net
assets with the properttes resiated at market value

Re-statement

to market value Add deferred Add back
Statutary  adjust deferred Grass NAV and far Triple NAV
balance tax and balance conungent value of balance
sheet dervatives sheet tax derivatives sheet
£m fm £m £m fm £m
Properties 1,795 332 2,127 - - 2,127
Investments/other assets 121 9 130 - N 123
Goodwilt 6 - 6 - - 6
Cash 95 - 95 - - a5
Total assets 2,017 341 2,358 - (7 2,351
Borrowings/Dervatives (1.574) 128 (1,446) - (141} {1,587)
Other net habilities (79) - (79) - - {79)
Prowisions/deferred tax (19) 18 (1 (142) a0 (103)
Total habihities (1,672) 146 (1,526) {142) (101) (1,769}
Net assets 345 487 832 {142) (108) 582
2010 net assets per share {pence) 83 117 200 (34) (26) 140
2009 net assets per share (pence)
{restated for nghts 1ssue) 88 106 194 {33) (20} 141

The European Public Real Estate Association ('EPRA’) Best Practices Committee has recommended the calculation and use of
a diluted EPRA NAV and a diluted EPRA NNNAV The defimitions of these measures are consistent with Gross NAV and Triple
NAV as described and shown in the table above

This definition of Gross NAV requires us te remove any balances for deferred tax on property revaluations and the fair value
of denvatves as calculated under International Financial Reporting Standards ('IFRS’} Triple NAV requires certain of these
adjustments to be reinstated and, in addition, a deduction 1s made for contingent tax which 15 calculated by applying the
expected rate of tax to the full nherent gains at the balance sheet date




Market value analysis of property assets
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Investment

property/

finanaial

Shown as Market value nterest in
stock at cost adjustment Market value  property assets Total
£m £m £m Em £m
Residential §75 34 1,316 739 2,055
Development 81 (9) 72 - 72
Total September 2010 1,056 332 1,388 739 2127
Total September 2009 1,016 304 1,320 763 2,083

Net asset value

Movements in net asset value are key performance indicators for the group We set out three measurements to better enable
shareholders to compare our performance year on year with our peers, whilst reflecting the distinctive nature of our business

2009
(restated for
2010 nghts ssue) Movemnent
Gross net assets per share {NAV)
— market value of net assets per share befare deduction for deferred tax on property
revaluations and before adjustmenis for the fan value of denvatives 200p 194p +3 1%
Triple net asset value per share (NNNAV)
- gross NAV per share adjusted for deferred and contingent tax on revaluation gains
and for the fair value of denvatives 140p 141p 06%
Grainger NAV (GNAV)
— NNNAV adjusted for the discounted and taxed reversionary surplus (the difference
between vacant possession and current market value} in our long-term regulated
and horne reverston portfolios {2010 includes the full reversionary surplus of £46m
in relation to Sovereign assets at 30 September 2010) 180p 177p +17%
The majcr mevements in NAV in the year are
Pence
£m per share
NAV at {1 Qctober 2009 570 411
Rights i1ssue (net proceeds) 237 (217)
Adjusted NAV 1 October 2009 807 194
Results after tax (n (3)
Revaluation movements 53 13
Elimination of previously recogmised surplus on sales (32) (8)
Didends pawd (7 2)
Fair value of derivatives net of tax 20 5
Others 2 1
NAYV at 30 September 2010 832 200
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Financial review continued

Reconchation of NAV measures

Pence

£m per share

NAV 832 200

Deferred and contingent tax (142) (34)
Fair value of dernivatives adjustments

net of tax {108} (26)

NNNAY 582 140

Discounted reversionary surplus 228 55

Tax thereon (62) (15)

GNAV as at 30 September 2010 748 180

The major assumptions used in calculating the base case

GNAYV are set out below

* House price inflation taken as zero over the entire
reversionary period,

#* Discount rate of 8 66% wused to calculate the present
value of the reversionary surplus (weighted average cost
of caprtal + 3%} {2009 discount rate 8 22%),

* No discounting of contingent tax on the revaluation
surpluses, and

* Reversionary periods taken as 13 years for regulated
properties and 10 years for home reversions

Our website (www graingerplc co uk) sets out how these

assumptions may be vaned

Financial performance in the year

Operating profit before all revaluation movements, farr value,
impairment and goodwill adjustments has increased by
£15 4m {19 5%) 10 £94 2m from £78 8m

£m
2009 operating profit 788
Decrease in gross rents and other income (3 8)
Decrease In property expenses and overheads 34
Increase in residential trading profiis 114
Decrease in developmeni trading profits (52)
Increase In interest income from CHARM 72
Other 24
2010 operating profit
{see note 3) 942

The major movement in operating profit is due to the higher
margins achteved on sales during the year The decrease

in development trading profit was anticipated and results
from the majonity of sales at Homsey Road, London being
completed in 2009

Overhead costs in 2010 (excluding non-recurnng costs) at
£28 7m are £1 7m lower than in 2008 (£30 4m}
Loss per share

Basic loss per share is a loss of 2 9p {2009 32 3p loss after
adjusting for the full impact of the nights 1ssue in 2009)

Pence

Em per share

2009 LossAloss per share (1220 {89 8)
Re-statement for nghts issue - 390
Restated under I1AS 33 (122 0) (50 8)

Further adjustment for comparative
purposes (see below) - 185

2009 loss per share adjusted for

full impact of nghts i1ssue (122 Q) (32 3)
Movements in
Operating profit 154 a1
Contrnibution from joint ventures

and associates 179 48
Fair value of dernvatives 09) (02}
Reversal of revaluation defiots on

Investment properties 24 8 66
Decrease In provisions against trading

stock values and loan balances 302 80
Goodwill credit/(impairmenit) 42 11
Net interest payable 257 68
Inducement costs in 2009 on

convertible bond 3t1 83
Taxation and other 37 2) (on
2010 Loss/loss per share (10 8) 29

The majonity of the movements below operatng profit relate
to the reversal of valuation deficits on owned property
assets and those held within joint ventures and assocates

In addition provisions made against the carrying value of
trading stock or loan balances were, overall, esther reversed
or reduced in the current year compared to 2009




Loss per share for 2009 shown above has been ad)justed
for the full impact cf the right 1ssue Thus basis 1solates the
impact of the nghts 1ssue providing a clearer view of the
pence per share moverments in the current year

Rights 1ssue

On 16 December 2009 the group completed a nghts

1ssue of 278m ordinary shares This produced a cash inflow
of £236 7m net of expenses This was used to eiminate
£104 5m of debt and increase cash balances by £132 2m
Consequently it created an increase in net assets of £236 7m
and decreased gross net assets per share by 53%

Interest expense and similar charges

Our net interest charge has decreased by £25 ém from

£101 8m to £76 3m, the principal reason being that 2009
included a non-recurning write-off of loan refinancing costs
ansing from the re-financing at the end of our 2009 financial
year In addition 2010 has benefited from a reduction in debt
of £104 5m paid out of the rnights 1ssue proceeds thereby
reducing interest costs

In the secand half of our financial year the yield curve for
long-term interest rates showed rates staying lower and for
longer The effect has been to Increase the group's fair
value of dervatives habiity in the consolidated statement
of financal position to £128 3m with a charge through the
consolidated income statement of £39 6m (2008 £38 7m)

Financal resources

The business has produced £203m of cash from (ts operating
actwities being net rents and other income, property sales
and other working capital movements net of overheads

The largest outflow of cash 1s £79m of net interest

At the year end our net debt levels (before unamortised
finance costs} had reduced from £1,561m in 2009 to
£1,360m The reduction mainly comprises loan repayments
of £139m, a favourable exchange movement of £26m, an
increase in net cash of £67m mainly resulting from the nghts
issue in December, offset partly by a net £25m of bank loans
and cash acquired with Sovereign

The group’s cash and committed undrawn facilities
amounted to £260m at 30 September 210 (2009 £171m)

At 30 September 2010 gross debt was 75% hedged (2009
93%) of which 4 5% was subject to caps The group has
core banking facilities of £101m maturing in the next two
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financial years with a further £868m matuning in December
2012 and the balance of £275m In June 2013

On 30 September 2009 we announced the finalisation of
two new forward start faclites totalling £615m The first
part, some £250m, commenced 30 June 2010 and was used
to refinance a faclity of £250m matuning on that date The
second part, £365m commencing 30 June 2011, will be used
ta refinance a £390m faciity maturing on that date The
other faclities under our core banking facilities are a £228m
revolving credit facdity matunng in December 2012 and term
loans of £376m maturing June 2013

The average matunty of all of the group’s debt s 3 5 years
{2009 4 4 years)

The effective average interest rate on the group’s debt at
30 September 2010 was 5 0% (2009 5 3%)

During the year our loan-to-value (LTV) on the core faclity
has fallen to 54% (2009 669%) This compares to a default
LTV level of 80% {at 70% purchasing restrichions and a cash
sweep would apply) A 32% fall in property values would be
needed to breach the 80% LTV {23% fall to reach 70%)

At 30 September 2010 our interest cover ratio stood at
2 4 times (2009 2 7 ttimes) This compares to an interest
cover covenant of 125

Although the funding position of the group Is very secure
for the next two financial years we are already focused on
the need to reshape our sources of long-term funding in

an environment where traditional bank lending is likely to
remain constraned We are already in discussions to advance
a number of mtbiatives in this regard

/AP

Mark Greenwood
Finance diregtor
10 December 20




Robin Broadhurst CBE, FRIC S Charman,

chairman of nomination committes Aged 64

Appeinted director of the company In February 2004
Previously European charrman of Jones Lang LaSalle, he 1s
now trustee and non-executive director of Grosvenor, a
senior adviser to Credit Suisse Group, property consultant
to Sir Robert McAlpine Limited, member of the Prince s
Counall for the Duchy of Cornwall and non-executive
director of the British Library and Invista Real Estate
Investment Management pic

Andrew R Cunningham FC A Chief executive

Aged 54, chartered accountant

Andrew joined Grainger in 1996 as finance director,
became deputy chief executive in December 2002, and
chief executive in October 2009 A fellow of the Institute
of Chartered Accountants in England and Wales, Andrew
was a partner in a predecessor firm of Price Waterhouse
Coopers before joming Grainger Andrew :s a member
of the British Property Federation’s Policy Committee

Mark Greenwood FC M A Finance director Aged 51
Mark joined the Board as finance director in September
2010 A fellow of the Chartered Institute of Management
Accountants, Mark has worked in finance since 1982 and
held a number of senior positions within Alfred McAlpine
Plc from 1989 to 2008 He was group finance directar
from 2007 until its takeover in 2008

Nick Jopling Executive director Aged 49

Nick joned Granger ple in September 2010 as executive
director with responsibility for property matters from

CB Richard Elis where he was executive director of
residential Nick's responsibility covers Grainger's UK
residential portfolio development and fund management
business units Nick is also the chairman of the Urban
Land Institute's UK Residential Product Councl

Peter Couch Executive director Aged 52

Peter Couch was appointed ta the board as executive
director respensible for Grainger's retirement solutions
business in June 2010 He will continue to act as chief
operating officer a position he was appointed to in 2009
Peter joined Gramnger in 2005 to manage the company's
retirement solutions business Prior to joining Grainger,
Peter spent most of his career in the finanaial services
sector and held severat senior roles within the AMP Group

10
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Robert R § Hiscox* A C 11 Member of nomination
and remuneration committees Aged 67

Appointed a director of the company in March 2002
Charrman of Hiscox Limited Deputy chairman of Lloyd s
1993/95

John Barnsley* FC A Chairman of audit committee
Aged 62 chartered accountant

Appointed a director of the company in 2002 Non-
executive director of Nerthern Investors Company plc,
American Appraisal Associates LLP and LMS Capetal ple
Charrman of Westover Medical Limited Until December
2007 was a senior pariner at PricewaterhouseCoopers

Henry Pitman* Member of remuneration committee
Aged 48

Appointed a director in May 2007 Currently chairman
of Afnican Century, an Afnican investrent business
Previously chief executive of Tribal Group plc Prior to
this, he was managing director of JHP Group Limited
From 19%0/95 he worked for the Property Corporation
of South Africa

Bill Tudor John* Senior independent director

and member of nomination and audit commutiees
Aged 66

Appeinted a director of the company in February 2005
Currently a semor adviser 1o Nomura International,
previously a partner at Allen & Overy LLP for 29 years,
serving as senior partner for six years Also deputy
chairman of the Nationwide Building Society and deputy
chairman of the Bank of England Financial Markets Law
Committee An Associate Fellow of Downing College,
Cambndge

Baroness Margaret Ford* Member of audit committee
and chairman of remuneration committee Aged 52
Appointed a director of the company in July 2008 The
current chairman of the Olympic Park Legacy Company
{since 2009) Senior independent director of Serco plc
and chairman of Irvine Bay Urban Regeneration Company
Between 2007 and 2009, managing director in the

Rovyal 8ank of Canada’s Global Infrastructure Group

and between 2002 and 2007 charman of English
Partnerships

*Non-executive directors
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Comphlance with the Combined Code

The board of Gramnger 1s committed to maintaining high
standards of corporate governance, which the directors see
as fundamental to effective management of the business
and delivery of long-term shareholder value

The governance rules applicable to all UK companies
admitted to the Official List of the UK Listing Authority are
set out In the Combined Code, published by the Financiat
Reporting Councll in June 2003 and revised in 2008 The
board fully supporss the prinaples set out In the Combined
Code and confirms that 1t has complied with all of the
provisions set out in Sectton 1 throughout the financial
year ended 30 September 2010

Thus report sets out Grainger’s governance policies and
practices and includes details of how the group applies
the prinaiples and complies with the provisions of the
Combined Code

The role of the board

The board prowides leadership of the group and, either
directly or through the operation of committees of directors
and delegated authonty, apphes independent judgement an
matters of strategy, performance, resources {including key
appointments) and standards of behaviour The board sets
the group’s strateqic objectives and approves and monitors
business plans and budgets submitted by the executive
directors and senior management

The written statement of matters reserved to the board 15
raviewed and approved annually by the board and a copy 1s
available on the group’s website (www graingerplc co uk)
or from the company secretary on request

Board composition, structure and roles

The hoard was made up of a non-executive charman, the
chief executive the chief operating officer {appointed to the
board on 1 June 2010), the property director {appointed

to the board on 1 September 2010}, the finance director
{appointed to the board on 13 September 2010) and five
non-executive directors

The posts of charman and chief executive are separate and
their roles and responsibilittes are clearly established, set out
in writing and agreed by the board A copy of the wnitten
statement of roles 15 available on the group’s website
(www gramngerplc co uk) or from the company secretary

on request

The chairman s responsible for running the board and
ensuring its effectiveness The chief executive reports to
the chairman, as does the company secretary on matters
of corporate governance The chairman is the guardian
of the board's decision making

The chief executive is responsible for running the business
and implementing the board's decisions All executive
management report to him, directly or indirectly In June
2010 Peter Couch, the group’s chief operating officer was
promoted to the board and continues 1o report to the cheef
executive and be responsible for day-to-day management of
the group’s operations in accordance with the strategy and
business plans set by the board The chief operating officer
chairs a monthly operations board meeting made up of the
senior management teamn

In September 2010, Nick Jopling and Mark Greenwood
joined the board as executive property director and finance
director respectively and have both also joined the menthly
operations board

The non-executive directors are responsible for bringing
independent and objective jJudgement and scrutiny to all
matters before the board and its committees, using their
substanttal and wade ranging expernience The key
responsibiities of non-executive directors are set out in
therr letters of appointment and include requirements to
* Challenge and coniribute to the development of strategy,
* Scrutinise the performance of management iIn meeting
agreed goals and objectives and monitor the reporting
of performance, and
+ Satisfy themselves that finanaal information 1s accurate
and that financial controls and systems of nisk
management are robust and defensible




A copy of the standard letter of appointment for a non-
executive director 1s avallable on the group’s website
(www graingerplc co uk) or from the company secretary
onrequest The non-executive directors meet pericdically
without the executive directors present There were three
such meetings in the year and an addiional meeting of
the non-executive directors without the chairman or the
executive directors present

The senior independent director 1s Bill Tudor John Heis
avalable to shareholders if they request a meeting or have
concerns, which contact through the normat channels has
faled to resolve or where such contact 1s inappropriate
No such requests were recewed from shareholders during
the year As senior independent director Bill Tudor John
leads the annual performance review of the chairman

Meetings

There were seven meetings of the board in the year The
board has a hst of matters reserved to 1t and a rolling annual
plan of items for discussian, agreed between the chairman
and the chief executive The list of reserved matters and
annual plan are reviewed regularly to ensure all matters
reserved to the board, as well as other key Issues, are
discussed at the approprtate ime At each board meeting
the chief executive provided a review of the business, how
it was performing and strategic issues ansing In the year
the range of subjects discussed included

» The strategy of the group in response to changing
economic conditions,

Key business areas, including Germany, retirement
solutions, residential and funds,

The group's debt and capital structure,
» The group’s financial results,

* Dmdend policy,

= Regulatory and governance 1ssues, and
* The development of the group's people
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Two of the meetings were preceded, the evening before,

by an informat meeting allowing more time 1o debate issues
in depth Two of the board meetings were held at the
company’s head office in Newcastle and four of the

board meetings were held in the company’s offices in
Knightshridge The meeting on 1 July 2010 was held n a
central London hotel to comnade with a full day’s meeting of
senior management — gwving the board the opportunity to
engage with key staff on a range of i1ssues

The chairman, together with the company secretary, ensures
that the directors receive clear and relevant information on
all relevant matters i a timely manner Board papers are
arculated sufficiently in advance of meetings for them to be
thoroughly digested in advance of the meeting to ensure
clanty of informed debate The board papers contain the
chief executive's written report, high level papers on each
business area, key metnics and specific papers relating to
agenda items The board papers are accompanied by a
working papers pack containing detailed finanoat and other
supporting information

The beard recerves a bi-weekly update throughout the year
and occasional ad hoc papers on matiers of particular
relevance or impertance

Throughout the year the board received presentations from
vanous business units

All directors attended all board meetings subsequent 1o their
respective appointments

Changes to the board

As noted above, Peter Couch, Nick Jopling and Mark
Greenwood were each appointed to the board in the
course of the year

The terms of reference of the nomination committee are
available on the group’s website {www graingerplc co uk)
or from the company secretary on request Principally, the
nomination committee is respansible for filing vacancies on
the board, reviewing the continuation of service of directors
required to retire by rotation and succession planning

Due to the relatively small size of the board, matters which
are incduded in the nomination committee’s terms of
reference are often discussed by the board as a whole
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tndependence

The following tahle sets out the board's duly considered
view of the independence of the non-executive directors
with reference to the criteria set cut at A 3 1 of the
Combined Code

Director Board s determination
Robin Broaghurst {Chairman) Independent

Bill Tudor John

(Sentor Independent Director) Independent
John Barnsley Independent
Robert R S Hiscox Independent
Henry Pitman Independent
Baroness Margaret Ford Independent

The board reviews non-executive director independence
on an annual basis and takes into account the individual's
professional charactenstics, therr behaviour at board
meetings and their contribution to unbiased and
independent debate

The board consisted of a majonty of independent non-
executive directors (excluding the chairman) throughout the
year Biographical details of all the current directors are set
out on page 39

Time commitment

The board s satisfied that the chairman and each of the
non-executive directors committed sufficient time dunng the
year 1o fulfilment of their duties as directors of the company
None of the non-executive directors has any conflict of
interest which has not been disclosed to the board in
accordance with the company’s articles of assonation

Professional development

The chairman is responsible for ensunng that induction and
training are provided to each director and the company
secretary organises the induction process and regular
updating and traning of board members Each of the three
newly appointed executive directors attended internal
induction sessions and a half day session of exclusive and
specifically tailored induction provided by law firm Freshfields
Bruckhaus Derninger

Trairing and upcating as to the business of the group and
the legal and regulatory responsibilities of directors was
provided throughout the year by a vanety of means to board

members including presentations by executives, visiis to
business operations and circulation of briefing matenals

Indwidual directors are also expected to take responsibility
for identifying their training needs and to ensure they

are adequately informed about the group and therr
responsibilities as a director

The board is confident that all its members have the
knowledge, ability and expenence to perform the functions
required of a director of a listed company

Access to independent advice

All directors have access to the advice and services of the
company secretary who ensures that board processes are
followed and good corporate governance standards are
maintained Any director who considers it necessary or
appropriate may take independent, professional advice at
the company’s expense None of the directors sought such
advice in the year

Performance evaluation

Each year the board undertakes a formal evaluation of

the performance of the board, 1ts committees and of
indmvdual directors The chairman led the process which
was, as In previous years, in the form of a confidentia!
survey completed by all directors in relation to the board
and any committee of which they were a member together
with a cne-to-one meeting between the chairman and
each director

The board considered the mernit of using an external

body to undertake the performance evaluation process

It concluded that the current approach was most appropriate
given that three executive directors had only joined the
board shortly before the evaluation process occurred but
that senous consideration would be given to an external
process in the next finanaal year

The company secretary coliated the evatuation results and
these were considered by the chairman and the company
secretary These were positive and indicated that the board,
its cornmuttees and individual directors were all operating
effectively The charman’s performance was reviewed and
his leadership and performance were considered to have
been of a high standard

No major areas were highlighted for consideration from
the revtew but there were recommendations made for
continuous Improvement in the areas of supply of




infermation and improved access 1o company management
and employees

Recommendations arising from the 2008/09 evaluation
process were implemented in the course of the year

Re-election of directors

The company's articles of assoiation require the directors to
offer themselves for re-election at least once every three years

At the annual general meeting in 2011 both Andrew
Cunningham (the chief executive) and Henry Pitman will be
proposed for re-election In the light of the performance
evaluations summarised above the board recommends that
both directors be re-elected

Internal control

The board is responsible for reviewing and approving the
group’s system of internal control and 1ts adequacy and
effectiveness

The group has a cyclical process for identifying, assessing
and managng 'ts significant risks, which has been in place
for the full year under review The process is designed

to enable the board to be confident that such nsks are
mitigated, or controlled as far as possible 1t should be noted
however that no system can eliminate the nsk of failure to
achieve business objectives entirely and can only provide
reasonable and not absolute assurance against matenal
misstatement or loss

The audit committee 15 delegated the task of reviewing all
identified nisks, with the ultimate key nisks retained for full
board review The audit comrmittee reports to the board

at every board meeting Risks and controls are reviewed

to ensure effective management of appropnate strategic,
financial, operational and comgliance 1ssues The audit
commuttee also reviews the half year and full year financial
staterments and holds discussions with the group’s auditors
In addition, the group has an internal audit function which
performs relevant reviews as part of a programme approved
by the audit committee The commuttee considers any issues
or nisks ansing from internal audit in order that approprate
actions can be undertaken for their satisfactory resolution
The internal audit manager has a direct reporung ine to the
chairman of the audit committee

A detalled annual budget 1s produced each year, together

with longer-term projections in accordance with the agreed
strategy, which are presented to the board for consideration
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and approval A fundamenial part of the control process 1s
the diigent monitoring of actual performance against this
budget by the board Where applicable, rewisions are made
to expected outturn aganst which further progress can

be monitored A detailed management information pack

1s prepared monthly which covers each major area of the
business and which includes detailed consclidated results
and financial information for the business as a whole The
performance of each business area 1s reviewed monthly by
both divisional management and the operations board and
15 subsequently reported to the board

The board also discusses in detail the projected financial
impact of major proposed acquisttions and disposals,
including their finanang All such proposed substantial
investments are considered by all directors Where meetings
are required between board meetings and a full complemant
of directors cannot be achieved, a committee of directors
considers the necessary formalittes The board 5 also
responsible for the discussion and approval of the group’s
treasury strategy, including mitigation against changes in
interest rates

The group’s processes for internal control have been in place
throughout the year and accord wath the Turnbull guidelines
(2005) The board regularly reviews the group’s processes
for internal control and conducts a formal annual review

of these processes and the nsks relating to the business

No significant falings or weaknesses were identified from
this review tn the year

Audit committee and auditor independence

The audit committee consisted of John Barnsley as chairman,
Baroness Ford and one other non-executive director
throughout the year Henry Pitman was a member of the
audit committea up to 1 January 2010 and Bill Tudor John
has been a member of the commuttee since 1 January 2010
The audit committee met five times n the year, in each

case with all members of the commuttee present save that
Baroness Ford did not attend the meeting in February 2010
and Bill Tudor lohn did not attend the meeting In September
2010 Jobn Barnsley has the particular recent, relevant
financial expertence required by the Combined Code

The terms of reference of the audit comrmittee are available
on the group’s website (www graingerplc co uk) or from the
company secretary on request
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In addition to the work referred 1o in the section 'Internal
Control’ above, the audit commuttee 1s responsible for
reviewing the independence and objectivity of the external
auditor, and ensuring this is safeguarded notwithstanding
any provision of any non-audit services to the group

The board recogruses the importance of safeguarding
auditor objectivity and has taken the following steps to
ensure that auditor independence Is not compromised

+ The audit committee carnes out each year a full evaluation
of the external auditor as to 1ts complete independence
from the group and relevant officers of the group In all
material respects and that it 15 adequately resourced and
techntcally capable to deliver an objective audit to
shareholders Based on this review the audit committee
recommends to the board each year the continuation,
or removal and replacement, of the external auditor,

s The external auditors provide audit-refated services such
as regulatory and statutory reporting as well as formalities
relating (o shareholders and other circulars,

* The external auditors may undertake due diligence
reviews and provide assistance on tax and pension
matters given its knowledge of the group’s businesses
Such provision will however be assessed on a case-by-case
basis so that the best placed adwiser is retained The audit
committee menitors the application of policy in this regard
and keeps the policy under review,

* The audit committee reviews on a regular basis all fees
paid for audit, and all consultancy fees, with a view to
assessing reasonableness of fees, value of delivery, and
any independence 1ssues that may have arisen or may
potentially anse in the fuiure, and

= The auditors’ report to the directors and the audit
commitiee canfirming their independence in accordance
with Auditing Standards

In addition to the steps taken by the board to safeguard
auditor objectwity, PricewaterhouseCoopers LLP cperates
a five-year rotation polcy for audit pariners

Dunng the year, £205,000 was patd by the group to
PricewaterhouseCoopers LLP for taxation services The audit
committee give careful consideration before appainting the
auditors 1o provide taxation advice and regularly use other
prowviders to ensure that independence and full value for
money are achieved A further £382,000 was paid for other
services, the mamn element of which was £366,000 relating
to work performed in connection with the nghts issue These
fees were one-off in nature and are not expected to recccur
fn addition to services provided by PricewaterhouseCoopers
LLP the group also engaged with other accountancy

firms dunng the year for the provision of tax and other
accountancy services

The audit committee is responsible for reviewing and
reporting to the board on the accounting policies and
practices of the group and on the annual and half-yearly
financial reporting process

The audit committee reviewed the company’s whistle-
blowing pobcy and was satisfied that this meets FSA rules
and good standards of corporate governance

The finance director and external audit partner are invited
to attend meetings of the committee Question and answer
sessions were held by the committee with members of staff
managing key business argas including treasury, IT and

the German residential business These sessions assist the
commutiee to question risk in the business and to stay close
to staff who have sigruficant control responsibilities

Once in each year the commiittee meets with management
without the auditors present and also with the auditors
without management present

Relations with sharehclders

The company has held over 100 meetings with shareholders,
analysts and potential investors in the year in addition 1o

the usual half-yearly results announcements and briefings
Andrew Cunningham, as chief executive and acting finance
director, has had the vast majonty of these meetings and
manages the group's investor relations programme with the
head of corporate affarrs Feedback 1s always sought




following such meetings and 1s presented to the board as

a whole and the board is bnefed on the views of major
shareholders All the directors intend to be in attendance at
the annual gereral meeting and available to answer questions

The group’s website iIncludes a specific and comprehensive

Investor Relations section, contamung all RNS announcements,

share price information, annual documents available for
download and simifar matenals All shareholders have the
opportunity to attend the annual general meeting, which
continues as a route for communication with smaller and
private shareholders

The notice of meeting and annual report and accounts

are sent out at least 20 working days before the meeting
Separate vetes are held for each proposed resolution,
including the approval of the remuneration committee
report, and a proxy count 15 given in each case after the
voting on a show of hands Grainger includes, as standard,

a 'vote withheld” category, in line with best practice
Shareholders are also able again to lodge their votes through
the CREST systemn

Share capital

Details of the major interests in the company's share
capital and information relating to the rights 1ssue and
the company's share capital are prowded In the directors’
report on pages 54 10 57

Going concern

After making diligent enquines, ncluding the review of
future anticipated cash flows and compliance with banking
covenants, the directors have a reasonable expectation
that the group and company have adequate resources 1o
contirue 1n existence for the foreseeable future For this
reason they continue to adopt the going concern basis In
prepanng the accounts

By order of the board (%t&@———‘
dae—
Nick On

Company secretary
10 December 2010
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Report of the remuneration committee
and directors’ remuneration report

This report meets the disclosure requirements of the
Comparues Act 2006 and the Listing Rules and in accordance
with usual practuce will be put to shareholders for approval
at the Annual General Meeting

The remuneration committee

The remuneration committee comprises three independent
non executive directors, Baroness Margaret Ford (chair),
Robert Hiscox and Henry Pitman

Baroness Margaret Ford and Henry Pitman joined the
committee on 1 January 2010 when Bill Tudor John and John
Barnsley stood down from the committee Bill Tudor John
had previously been chairman of the committee

The committee comprised three independent non-executive
directors throughout the year

The remuneration committee met formally five times during
the year and all members attended every meeting The
committee have also communicated informally during

the year

This year Hewatt New Bridge Street ("HNBS'} continued to
be involved in the set-up and implementation of the LTIP
HNBS have no other connection with the company or its
directors as individuals The committee’s terms of reference
are avalable on the group’s website or on request from the
company secretary

Remuneration policy

Grainger's remuneration policy 1s designed to attract,
motivate and retain high calibre indmduals 1o enable the
group to operate strategically for the continued benefit of
shareholders, over the long term In order to operate this
policy, the remuneration committee recerves information on
remuneration packages awarded to directors in comparable
organisations and aims to ensure that the rewards paid by
Grainger are competitive

The policy 1s also designed to align the directars’ interests
with those of shareholders This is pnincapally achieved
through the use of share-based incentives and by
encouraging executive directors to maintain a reasonable
shareholding in the group As a guideline, executive directors
(and senior executives) are expected to hold the equivalent
value of at least one year's salary in Grainger shares Detals
of execuiive directors’ shareholdings are shown on page 53
Share awards are generally satisfied by the acquisition of
shares in the market, so are not dilutive to shareholders
Share options are satisfied by the 1ssue of new share capital

Remuneratron packages balance both short and long-term
rewards, as well as performance related pay and non-
performance related pay They include salary, bonus and
defined contnbution pension elements as well as long-term
share iIncentive and option schemes Usual benefits are
also afforded

No executive director 1s involved (in the determination of his
own remuneration Fees of the non-executive directors,
which include increments where a committee chairmanship
or senior independent posiion s held, are determined by
the executive committee of the board

The salaries and bonuses of senior management are
determined by the executive directors and reported to the
remuneration committee Senior management also
participate in long-term incentive scheme arrangements
described below Usual benefits are also afforded to these
ndividuals [0 this context, senior management are those
employees whao are members of the ‘Executive Team'

The remuneration committee also review the total level
of salaries and bonuses paid to the group as a whole




Service contracts
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Service contracts were updated during the year to incorporate best practice Contract dates and unexpired ierms for the

directors are as follows

Cantract date Unexpired erm* Natice penod
Andrew Cunningham 20 October 2009 No fixed term 12 months
Peter Couch 1 June 2010 No fixed term 12 menths
Nick Jopling 1 September 2010 No fixed term & months
Mark Greenwood 13 September 2010 No fixed term 6 months
Robin Broadhurst 26 February 2004 29 months 3 menths
Bill Tudor fohn 24 February 2005 5 months 3 months
John Barnsley 27 February 2003 17 months 3 months
Robert Hiscox 6 March 2002 5 months 3 months
Henry Pitman 1 May 2007 29 months 3 months
Baroness Margaret Ford 3 July 2008 5 months 3 moniths

*Calculated as at 30 September 2010 and rounded 10 the nearest whole manth

Apart from salary and benefits in refation to the notice
period described above, there are no other terms i any of
the contracts which would give nse to compensation payable
for early termination, or any other hability of the company

Each non-executive director has speafic terms of reference
Therr contracts state an initial one-year penod, with a
continuation subyect to review at that time The new
contracts cantain no entitlement to compensation for early
termination

Other directorships

The board has approved a policy on other directorships This
permuts a full-time executive director to hold non-executive
directorships, and to retain fees from any such appointment,
provided that the board considers that this wall not adversely
affect thewr executive responsibilities

None of the executive directors held any cther directorships
outside of the group during the year

NON-PERFORMANCE-RELATED REMUNERATION

Basic salaries and benefits

Basic salanes are reviewed by the remuneration commiitee
annually Uplifis are by reference to cost of living,
responsibiliies and market rates, as for all employees and
are performed at the same ume of year Executive directors,
along with other semor members of staif, recewve a fully

axpensed company car, or a car allowance All members of
staff, including the executive directors, benefit from health
and Iife insurances

The fees for the chairman and non-executive directors

are reviewed on a biennial basis by the executive committee
to the board Increases in these fees to be effective from

1 Qctober 2010 were agreed in November 2010

Pensions

The group contributes 15% of basic salary to the money
purchase pension schemes of all of the executive directors
No other elements of remuneration are pensionable

Share schemes open to all employees

Andrew Cunningham and Peter Couch are eligible to
participate m two share schemes which are open to all
employees with relevant service, subject to the rules of the
schemes The first 1s a save as you earn scheme ('SAYE'),
and the second a share incentive plan (‘SIP') Both are
Inland Revenue approved and therefore subject to the
limits prescnbed

Nick lopling and Mark Greenwood wall be eligible to
particpate in both of these schemes once they have been
employed for the requisite penods

Amounts relating to directors’ participation in the SIP and
share options under the SAYE scheme are shown on
pages 50 and 51

C
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and directors’ remuneration report continued

PERFORMANCE-RELATED REMUNERATION

As should be expected and In accordance with the Combined
Code, a significant element of executive directors’ and seruor
management’s potential remuneration 1s performance-
related The combination of short and long-term incentives
attempt to align the interests of executives and sentor
management with the interests of shareholders, and to
reward significant outperformance of expectations

Non-executive directors do not receive performance-related
remuneration

Annual discretionary bonus

Each year the remuneration committee considers the

award of a bonus to the executive directors, which ss at

their ultimate discretion In the financial year ending

30 September 2010 Andrew Cunningham participated i

an arrangement introduced in 2003 whereby each year a
notional provisienal bonus amount 1s calculated by reference
to the enhancement of the triple net asset value of Grainger,
relative to a theoretical market comparator The comparator
movement 1s calculated with regard to the Nationwide and
Halifax house price indices and also interest rates - using
five-year swap rates

The calculated amount 1s aggregated with the unpaid
notional amounts from previous years and each year the
remuneration committee consider the appropnate
proporton, If any, of this aggregate notional sum to be
approved for payment The notional balance after any
approved payment remains to be taken into account over
future years The maximum amount that can be transferred
into the pool tn any one year 1s 150% of salary and this could
only be achieved under exceptional performance conditions

As at 30 September 2009 the balance in the notional bonus
pool stood at £619,193 An amount of £199,238 has been
transferred to the pool based on performance for the year
to September 2010 and a bonus of £272,810, being one
third of the pool, 1s payable in respect of this peniod, leaving
£545,621 to be paid out over future years

Follewing a review of bonus arrangements undertaken
during the year the remuneration commttee has agreed to
close this bonus scheme and to replace 1t with an annual
bonus scheme The balance of the existing bonus pool will
be paid to Andrew Cunningham in equal tranches over the
nexi five years

Peter Couch who was appointed to the board on 1 June
2010 has been awarded a bonus of £132,500 in respect
of the 12-month pertod to September 2010

Long-term Incentives

Grainger’s policy in relation {o long-term incentive schemes
has evolved over time to more ciosely align the long-term
interests of executives and senior management with those
of shareholders, 1o reward sustained performance over a
number of financial years and to encourage these employees
to grow their shareholdings

The current long-term incentive scheme ('LTIS") was approved
by shareholders in February 2007

Current long-term incentive scheme

This scheme makes conditional awards of shares to reward
performance and retain key staff over rolling three-year
periods The potental award is spht into two, with two thirds
of the awards being dependent upon the absolute level of
increase In NNNAV and one third dependent upon the
increase In absolute TSR as follows

Percentage of the NNNAV

Average annual growth proporuon of an award which

I NNNAY will vest

Less than or equal 10

average WACC 0%

Equal to average

WACC + 3% 100%

Between average WACC Pro rata on a straight-line

and average WACC + 3% basis between 0% and 100%

TSR of the company over the
TSR performance penod

Percentage of the TSR proporuon
of an award which will vest

TSR being less than or equal

to 8% compounded per

annum (25 38% growth in

total over the TSR

performance perod} 0%

TSR being equal to or greater

than 16% compounded per

annum (56 09% growth in

total over the TSR

performance pertod) 100%

Between 8% compounded  Between 0% and 100%
per annum and 16% pro rata on a straight-line
compounded per annum basis




There 15 also a matching awards element to the scheme, to
encourage executives to develop and maintain a shareholding
in the company Partiapants may pledge or buy shares of
equivalent value to 30% of therr relevant salary and to the
extent that performance critena are met, these shares will be
matched one-for-one at the end of the three-year perod

Fundamentally it was considered that absolute measures of
performance were suitable because Grainger 15 unusual in
nature and has no natural comparator group Grainger is the
only listed company of its size to invest pnmarnly in residential
property assets All other comparably sized property
companies are principally commeraal or development focused

Conditional awards were made under this current scheme
on & December 2009 and 29 September 2010 and are
quantified below

These performance criteria are believed 1o be stretchung,
but realistic and reward executives if Grainger’s return 10
shareholders 1s significant in absolute terms

Revised arrangements for incentive schemes

The remuneration committee has dunng the year
undertaken, with the independent assistance of HNBS,
a review of the remuneration arrangements for the
executive directors

This review has taken into account feedback from major
shareholders following the 2010 AGM and the current
market and best practice together with the strategic review
completed by the CEO duning the year and the addition of
new directors to the board

Following this review the committee has made revisions 1o
the arrangements which 1t believes should motivate, retain
and appropnately reward management within a best
practice compliant framework that ahgns thesr interests
with those of shareholders
The key revisions made by the committee are
* Annual cash bonus
Maximum potenttal for CEO remains at 150% of salary
but for the other directors this will be 125% of salary
The performance measures will be 75% based on the
following two financial measures
1 Qperating profit before valuation
I Return on shareholders equity

and 25% based on personal performance

Grainger plc Annual report and accounts 2010 49

* Long-term incentive scheme

Performance measures over a three-year period which are
currently 33% based on TSR and 67% based on NNNAV
vs WACC will be revised to 50% based on TSR and 50%
based NNNAV vs average of the Halifax and Nauornwide
indices The TSR target range has been adjusted tc 5% to
15% from 8% to 16% to reflect the committee’s view of
altered circumstances

The remuneration commuttee carefully considered the new
arrangements to ensure that they were no less challenging
than the previous system and were sausfred that this was
the case

As required by legislation cavering the directors
remuneration report, the graph below shows TSR (based
upon share prnice growth with drvidends reinvested) for
Grainger, compared to the FTSE 250 and the FTSE Real
Estate Index These comparators have been chosen on the
basts that they are the markets within which Grainger
operates, albeit that the real estate index compnses mainly
commercial property companies
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Report of the remuneration committee
and directors’ remuneration report continued

The auditors have audited the following parts of the remuneration report

Directors’ remuneration

Robin Rupert Andrew Peter Nick Mark Stephen
Broadhurst  Dickinson Cunningham Couch Jophng Gregnwood Dickinson Total
Chairman deputy chairman and executive directors £000 £ 000 £ 000 £ 000 £600 £000 £ 000 £ 000
Non-performance-related
remuneration
Salary and fees 120 26 420 88 27 14 - 695
Taxable benefits - - 12 1 i 1 - 25
Share incentive plan - —~ 6 2 - - - 8
Total non-performance-related
remuneration 120 26 438 101 28 15 - 728
Performance-related remuneration
Annual discretionary bonus - - 273 133 - - - 406
Total performance-related
remuneration - - 273 133 - - - 406
Total remuneration for the year
ended 30 September 2010 120 26 11 234 28 15 - 1,134
Total remuneration for the year ended
30 September 2009 120 508 527 - - - 84 1,239
Pension contnbutions into money
purchase schemes
Year ended 30 September 2010 - - 66 14 4 3 - 87
Year ended 30 September 2009 - 74 56 - - - - 130
Bargness Bill Total all
John Margaret Robert Henry Tudor drectors
Barnsley Ford Hiscox Pitman tohn Total 2010
Non-executve £ 00D 1000 £000 £ 000 £ 000 £000 £000
Non-performance-related remuneration
Salary and fees 50 38 35 35 46 205 900
Taxable benefits - - - - - - 25
Share incentive plan - - - - - - 8
Total non-performance-related remuneration 50 39 35 35 46 205 933
Performance-related remuneration
Annual discretionary bonus - - - - - - 406
Total performance-related remuneration - - - - - - 406
Total remuneration for the year ended
30 September 2010 50 39 35 35 46 205 1,339

Total remuneration for the year ended
30 September 2009 50 35 35 35 50 205 1,444
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Stephen Dickinson retired from the board on 10 February 2009

Peter Couch was appointed to the hoard on 1 June 2010

Nick Jopling was appointed to the board on 1 September 2010

Mark Greenwood was appointed to the board on 13 September 2010

Rupert Dickinsan retired from the board on 20 October 2009 Pursuant to the terms of a compromise agreement between
Rupert Dickinson and the company relating to his resignation as a director and as chief executive with effect from 20 Cctober
2009 the company made an aggregate payment to Rupert Dickinson of £2,982 521 (less PAYE deductions)

Directors’ share options

Ordinary shares (thousends} Rupert Dickinson Andrew Cunmingham peter Couch
Exercise 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept
Dates exercisable price 201 2009 2010 2009 2010 2009

Non-performance-related
(available to all staff)

SAYE Scheme
1 February 2014 to 31 July 2014 £0 377 - 44 44 44 25 25

Performance-related
(conditional awards)

Inland Revenue Approved Executive
Share Option Scheme

23 March 2010 to 23 March 2017 £370 - 8 - 8 - -
_ 52 a4 52 25 25

Ordinary shares {thousands) Nick Jopling Mark Greenwood Total
Exergise 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept
Dates exeroisable price 2010 2009 2010 200% 2010 2009

Non-performance-related
{available to all staff)

SAYE Scheme
1 February 2014 to 31 July 2014 £0 377 - - - - 69 113

Performance-related
(conditional awards)

Inland Revenue Approved Executive
Share Option Scheme

23 March 2010 to 23 March 2017 £370 - - — - - 16
- - - - 69 129

Performance conditions for the options exeraisable 23 March 2010 to 23 March 2017 at £3 70 were not met, thus the
opuons lapsed

The market price of the company’s shares at the end of the financial year was 110p, and the range of the closing mid-market
prices dunng the year was 102p to 170p

Comparative figures for Peter Couch, Nick Jopling and Mark Greerwood are as at the date of ther appointment to the board
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Report of the remuneration committee
and directors’ remuneration report continued

Directors’ share awards

Ordinary shares of 5p each (thousand's) Rupert Dickinson Andrew Cunningham Peter Couch

Earliest

Award vesting 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept

date date 2010 2009 2010 2009 2010 2009
Non-performance-related - 12 Dec 12 Dec

mescellanecus* 2007 2010 - - - - 26 26
Non-performance-related - 3Feb  3Feb

deferred bonus plan* 2010 201 - - - - 90 90

Performance-related
{conditional awards)

{ong-term incentive scheme
23 Mar 23 Mar

2006 scheme (lapsed) 2007 2010 - 187 - 140 - -
9 Jan 9 Jan

2007 scheme 2008 2011 - 376 284 284 153 i53
23 Dec 23 Dec

2008 scheme 2008 201 - 1048 779 779 429 429
9Dec 9Dec

2009 scheme 2009 2012 - - 431 - - -
29 Sept 9 Dec

2009 scheme 2009 2012 - - - - - -

Matching awards
{conditional)

2006 scheme 23 Mar 23 Mar

(lapsed) 2007 2010 - 37 - 28 - -
9 Jan 9 Jan

2007 scheme 2008 2011 - 75 56 56 31 31
23Pec 23 Dec

2008 scheme 2008 2011 - 206 156 156 86 86
9Dec 9 Dec

2009 scheme 2009 2012 - - 96 - - -
295Sept 9 Dec

2009 scheme 2009 2012 - - - - - -

- 1929 1852 1,443 815 815
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Ordinary shares of 5p each (thousands) Nick Jopling Mark Greanwoad Total

Earliest

Award vesiing 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept

date date 2010 2009 2010 2005 00 2009
Non-performance-related — 12 Dec 12 Dec

miscellaneous* 2007 2010 - - - - 26 26
Non-performance-related — 3Feb 3Feb

deferred bonus plan* 2010 2011 - - - - 90 S0

Performance-related
(conditional awards)

Long-term incentive scheme
23 Mar 23 Mar

2006 scheme (lapsed) 2007 2010 - - - - - 327
9 Jan 9 Jan

2007 scheme 2008 201 - - - - 437 813
23 Dec 23 Dec

2008 scheme 2008 201 - - - - 1,208 2,256
9Dec 9Dec

2009 scherne 2009 2012 - - - - 481 -
29 5ept 9 Dec

2009 scheme 2009 2012 283 - 230 - 513 -

Matching awards
(conditional)

2006 scheme 23 Mar 23 Mar

(lapsed) 2007 2070 - - - - - 65
9 Jan 9 Jan

2007 scheme 2008 201 - - - - 87 162
23 Dec 23 Dec

2008 scheme 2008 201 - - - - 242 448
90Dec 9Dec

2009 scheme 2009 2012 - - - - 86 -
29 Sept 9 Dec

2009 schemne 2009 2012 23 - 10 - 33 -

306 - 240 - 3,213 4,187

Performance conditions for the conditional share awards set to vest on 23 March 2010 were not met and therefore lapsed on
ihat date

Rupert Dickinson retained his partiaipation in the lang-term ncentive scheme for awards conditionally vesting on 9 lanuary
and 23 December 2011 respectively Any awards which vest will be adjusted on a pro forma basis to 20 October 2009 being
the date he retired from the board On this pro rata basis the maximum shares that could vest total 612,000

*These share awards were granted ta Peter Couch before he was appointed to the board

Comparative figures for Peter Couch, Nick Jopling and Mark Greenwood are as at the date of their appointment to the board

On behalf of the board

Baroness Margaret Ford
Chairman of the remuneration commiitee

10 December 2010 /4
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Directors’ report

The directors present their report and the audited finanaal
siatements for the year ended 30 September 2010

Principal activities

Grainger plcis a holding company and during the year the
greup (through subsidiaries of Grainger plc) has continued
its activities of property trading and development

Review of business development and prospects

Development of the group’s activities and its prospects are
reviewed in the charrman’s statement on pages 7 1o 9 and
the chief executive s statement on pages 10 to 17

Results for the year

The results of the group are set out in the consoldated
Income statement on page 59 which shows a loss for the
finanoal year attributable to equity shareholders of £10 8m
(2009 £122 Om {oss)

Dividends

An intenm dwidend of 0 50p per share was paid an 2 July
2010 (2009 nil} and the directors recommend the payment
of a final dvidend of 1 20p per share (2009 129p). to be
pad on 11 February 2011 making a total divdend for the
year of 1 70p per share Any shareholder wishing to
particpate i the Dividend Reinvestment Plan for the 2010
final dividend will need to ensure that their application form
s returned to our regrstrars by 14 January 2011

Directors

The directors of the company who served during the year
and up to the date of signing are listed on page 39
Directors’ and cther interests

The interests of the directors in the shares of the company
at 30 September 2010 and 3 December 2010, with
comparative figures as at 1 October 2009 are as follows

QOrdinary shares of Sp each {thousands)

Beneficial

1 Oct 30 Sept 3Dec

009" 2010 2010

Robin Broadhurst 26 90 100
Andrew Cunningham 512 1,092 1,103
Bill Tudor John - - -
John Barnsley 46 76 103
Robert Hiscox 50 150 200
Henry Pitman 451 102 102
Baroness Margaret Ford 4 14 14
Peter Couch? 146 88 88
Nick Jopling? 23 23 61
Mark Greenwood? 10 10 20
1,268 1,645 1,791

* or date of appontment if later
Tappoinied on 1 June 2010

2 appointed on 1 September 210
? appointed on 13 September 2010

Details of directors’ share options are given on page 51




Save as disciosed above, as at 3 December 2010, the
company 1s aware of the following interests amounting
to 3% or more In the company’s shares

Holding Holding
000s %
Schroder Investment
Management Limited 77,276 18 56
Standard Life
Investments Limited 32,067 770
BNP Panbas Investment Partners SA 21,242 510
Taube Hodson Stonex Partners LLP 20,023 481
Morgan Stanley Investment
Management 16 975 407
BlackRock Inc 13,496 324

Directors’ interests in S|gmf|cant contracts

No directors were matenally interested in any contract
of significance

Statement of directors’ responsibilities

The directors are responsible for preparing the annual report,
the directors’ remuneraton report and the financial
statements in accordance with applicable law and regulations

Company law reguires the directors to prepare financial
statements for each financial year Under that law the
directors have prepared the group financial statements in
accordance with International Financial Reporting Standards
("IFRS’) as adopted by the European Union, and the parent
company financal statements in accordance with United
Kingdom Generally Accepted Accounting Pracuce (United
Kingdom Accounting Standards and applicable law) Under
company law the directors must not approve the financial
statements unless they are satisfied that they give a true and
fair view of the state of affaws of the group and the company
and of the profit or loss of the group for that perod In
prepanng these financial statements, the directors are
required o

« Select suitable accounting policies and then apply them
consistently,

s Make judgements and accounting estimates that are
reasonable and prudent,
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= State whether IFRSs as adopted by the European Urnion
and applicable UK Accounting Standards have been
followed, subject to any matenal departures disclosed and
explained In the group and parent company financial
statements respectively, and

« Prepare the financial statements on the going concern
basis unless it 1s inappropriate to presume that the
company will continue in business

The directors are responsible for keeping adequate
accounting records that are sufficient 1o show and explain
the company's transactions and disclose with reasonable
accuracy at any tme the financial position of the company
and the group and enable them to ensure that the finanaat
statements and the directors’ remuneration report comply
with the Companies Act 2006 and, as regards the group
financial statements, Artucle 4 of the IAS Regulation They
are also responsible for safeguarding the assets of the
company and the group and hence for taking reasonable
steps far the prevention and detectian of fraud and other
irregularities

Each of the directors, whose narmes and functions are listed
on page 39 confirm that, to the best of their knowledge

» The group financial statements, which have been
prepared in accordance with IFRSs as adopted by the EU,
give a true and fair view of the assets, liabtlities, finanoal
position and loss of the group,

* The operating review on pages 10 to 17 includes a farr
review of the development and performance of the
business and the position of the group, together with
a description of the principal nsks and uncertainties that
it faces,

* 5o far as the directors are aware, there is no relevant
audit information of which the company’s auditors are
unaware, and

* The directors have taken all the steps that they oughi
to have taken as a director in order to make themselves
aware of any relevant audit information and to establish
that the company’s auditors are aware of that information

The maintenance and integnty of the Grainger plc website 1s

the responsibility of the directors, the work carried out by

the auditors does not valve consideration of these matters
and, accordingly, the auditors accept no responsibility for any
changes that may have accurred to the financial statements
since they were intially presented on the website
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Directors’ report continued

Legislation In the United Kingdom goverring the preparation
and dissemination of finanaial statements may differ from
legislation in other junsdictions

Corporate governance

A report on matters of corporate governance 1s set out on
pages 40 to 45 of this annual report

Insurance of directors

The company has put In place msurance to cover 185 directors
and officers against the costs of defending themsetves in civil
legal proceedings taken against them in that capaoty and in
respect of damages awarded in such proceedings Following
shareholder approval the group maintains insurance for
Granger plc’s directors 1n respect of the duties as director,
which is a qualifying third party indemnity provision for the
purposes of the Companies Act 2006

Creditor payment policy

It 1s the group’s policy to pay suppliers in accordance with
their normal terms and conditions of trading Payment in
respect of the purchase of property 1s subject to and will
comply with contractual terms Trade creditors existing at
30 September 2010 relating to purchases of property siock
generally complete 28 days after exchange of contracts
The company has no trade craditors Trade creditor days

of the group were calculated as 21 days (2009 18 days)

Finanaal nsk management

Details of this are included in note 24 to the financial
statements

Sustatnability

Qur approach to sustainabilty is based on our assessment
of the potential nsk and opportunity to our business In the
year ended 30 September 2010 we completed 70% of

the applicable sustainability targets that we commutted to
meeting by that date Further information s proveded in
the corporate responsibility report on pages 28 to 33

Group risk factors

As with all businesses, the group s affected by certain nsks,
not wholly wathin our control, which could have a matenal
impact on the group and could cause actual results to differ
materially from forecast and histoncal results The most
sigrificant of these, both of which are macro-economic,
are as follows

¢ A further downturn in house prices and stagnation in the
market through lack of mortgage finance and/or finance
to acquire properties and

* Significant increases in borrowing costs and/or a lack
of or reduction in finance available to Grainger

Chantable donations

During the year the group made charntable donations
amounting to £12,320 (2009 £12,577)

Health and safety

The company seeks to achieve the highest standards in
respect of health and safety of employees and tenants
Consultants are employed to ensure that the company
comphes with health and safety regulations and each year
the gas supply and applhances within all of the group’s
relevant residential properties are independently inspected
under the Gas Safety {Installation and Use) Amended
Regulations 1996 and certificates of compliance 1ssued
The group employs a full-time health and safety manager

Employment of disabled persons

The company gives full and fair consideration to applications
for employment made by disabled persans, having regard
to thewr particular aptitudes and abilities In the event of an
employee becoming disabled, every effort is made to ensure
that therr employment within the company continues and
that appropnate training 15 arranged where necessary

It 15 the policy of the company that the training, career
development and promotion of disabled persons should,

as far as possible, be identcal to that of other employees

Employee involvement

The group places considerable value on the involvement

of its employees and has continued its practice of keeping
them infermed on matters affecting them as employees, for
example, eligibdity to Join company share schemes, and on
the vanous factors affecting the performance of the group
Communication s made using the intranet, ‘'The Source’,
and through regular meetings with, and presentations by
senior management
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Independent auditors and disclosure of information Takeover directive

to auditors On a change of control, the core bank facilities (described
As far as each director 1s aware, there 1s no relevant audit In note 25 to the accounts) would become repayable had
information of which the company's auditors are unaware prior consent not been abtained, or the debt had not been
Each director has taken steps that he ought to have taken renegotiated within 45 days There are no other material
as a director in order 1o make himself aware of any relevant matters, relating to a change of control of the company
audit information and to establish that the company’s following a takeover bid

auditors are aware of that information
Post-balance sheet events

0n 12 Octoher 2010 the group sold 50% of its equity stake
in Sovereign Reversions plc to MREF 1) Equity Release Limited,
a wholly owned subsidiary of Moorfield Real Estate Fund 1i
{‘Moorfield’) for £17 5m The group has entered intc a 50 50
joint venture agreement with Moorfield under which

PricewaterhouseCoopers LLP have expressed therr
willingness to continue in office as auditors to the
company and group A resolution to reappoint them as
auditors to the company will be proposed at the next
Annual General Meeting

Shares Moorfield will pay 50% of the acquisition costs, certain

On 5 November 2009, the company announced a two for integration costs and under which Grainger will receve

one rights issue of up to 277,628,724 new ordinary shares management fees for management of the assets and

of 5p each at 90p per ordinary share A general meeting business E
held on 30 November 2009 approved the increase of the

authornised share capital from £8m to £25m by the creation By order of the board

of an additional 340m ordinary shares of 5p each and

approved the authonty for directors to allot shares in e

the company up to an aggregate nominal amount of k e_"
£16m Following receipt of vahd acceptances for shares, '

277,553,406 shares In the company were 1ssued on Nick On % %@\
16 December 2009 pursuant tc the rights (ssue Between Company secretary

February and Apnl 2010 a further 10,901 ordinary shares 10 December 2010

were 1ssued fully paid pursuant to the exercise of share

options under the group’s SAYE scheme At 30 September

2010, the company’s authonsed share capital compnsed

500m ordinary shares of 5p each and at that date, the 1ssued

share capital was 416,362,420 ordinary shares of 5p each

The company has one dass of ordinary shares and all shares

rank equally and are fully pard No person holds shares

carrying special nghts with regard to control of the company

There are neither restrictions on the transfer of shares nor

the size of a holding which are both governed by the Articles

of Association and prevailing legislation The directors are

not aware of any agreements between holders of shares In

the company that may result in restrictions on the transfer

of shares or on voting nghts

At 30 September 2010, the directors had unexpired power
to repurchase up to 41,600,000 shares
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Independent auditors’ report to the members of Grainger plc

on the group financial statements

We have audited the group financial statements of Grainger
plc for the year ended 30 September 2010 which compnse
the consolidated income statement, the consolidated
statement of comprehensive income, the consolhidated
statement of financizl posiion, the consolidated statement
of changes in equity, the consolidated statement of cash
flows and the related notes The financial reporting
framework that has been apphed in theis preparation

15 applicable law and [nternatonal financial Reporting
Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors

As explamned more fully in the statement of directors’
responsibilities set cut on page 5%, the directors are
responsible for the preparation of the group financial
staternents and for being satisfied that they give a true
and fair view Qur responsibility 1s to audit the group
financial statements in accordance with applcable law
and International Standards on Auditing (UK and Ireland)
Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors

This repoert, induding the opinions, has been prepared

for and only for the company’s members as a body n
accordance with Chapter 3 of Part 16 of the Companies
Act 2006 and for no other purpose We do not, (1 giving
these optmions accept or assume responsibility for any
other purpese or to any other person 1o whom this report
is shown or into whose hands 1t may come save where
expressly agreed by our pnor consent in wniting

Scope of the audit of the financal statements

An audit involves obtaining ewdence about the amounts
and disclosures in the financial statements sufficent to
give reasonable assurance that the financial statements
are free from matenal misstatement, whether caused by
fraud or error This includes an assessment of whether
the accounting palicies are appropriate to the group’s
arcumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant
accounting estimates made by the diwectors, and the
overall presentation of the financal statements

Opinion on financial statements

In our opinion the group financial statements

s Give a true and fair view of the state of the group’s affairs
as at 30 Septermnber 2010 and of its loss and cash flows
for the year then ended,

» Have been properly prepared in accordance with IFRS as
adopted by the Eurgpean Umion, and

» Have been prepared in accordance with the requirements
of the Companies Act 2006 and Arucle 4 of the
IAS Regulation

Opinion on other matter prescribed by the
Companies Act 2006

In our opinian

* Information given in the directors’ report for the
financial year for which the group financial statements
are prepared 1s consistent with the group financial
statements, and

» The information given in the corporate governance
staterment set out on pages 40 to 45 with respect
to internal control and nsk management systems
and about share capital structures 1s consistent with
the financial statements

Matters on which we are required to report

by exception

We have nothing to report in respect of the following
matters where the Companies Act 2006 reguires us to
report to you sf, in our opinion

» Certain disclosures of directors’ remuneration specified by
law are not made, or

* We have not recewved all the information and explanations
we require for our audi, or

* A corporate governance statement has not been prepared
by the parent company

Under the Listing Rules we are required to review

» The directors’ statement, set out on page 45, in relation {0
going concern, and

* The part of the Corporate Governance Statement relating
to the company's comphance with the nine prowis:ons of
the June 2008 Combined Code specified for our review

Other matter

We have reported separately on the parent company financial
statements of Grainger plc for the year ended 30 September
2010 and on the infarmation in the directors’ remuneration
report that 1s descnibed as having been audited

Bowker Andrewvs (Semor Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Newcastle upon Tyne

i0 December 201
E@,Qb /\Lﬂm’&
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Consolidated income statement

2010 2009
For the year ended 30 September 2010 Notes fm fm
Group revenue 244 5 3022
Net rental income 5 403 385
Profit on disposal of trading property 6 528 44 9
Administrative expenses 8 {112) (89)
Other income and expenses 9 59 73
Net gain on acquisition of subsidiary 43 28 -
Goodwill impairment 21 (15) {29
Profit/(loss) on disposal of investment property 7 04 an
Profit on redemption of equity units in associate 18 10 -
Interest income/(expense) frorn financial interest In property assets 20 25 47
Write back/(write down} of inventornies to net realisable value 22 29 (18 4)
Prowision for impairment of loans receivable net of write backs 19 23 {1079 (19 6)
Operating profit before net valuation deficits on investment property 857 351
Net valuation deficits on vestment property 16 08) (25 6)
Operating profit after net valuation deficits on investment property 849 95
Change in farr value of dervatives 24 (39 6) (387
Interest expense and similar charges 12 {81 3) (107 1)
Interest ncome 12 50 52
Inducement costs and expenses on convertible bond 25 - (31 1)
Share of profit/(loss) of associates after tax 18 56 {6 4)
Share of profit/(loss} of joint ventures after tax 19 46 {14)
Loss before tax 1 {20 8) (170 0)
Taxation — current 01 08
Taxation — deferred 99 372
Tax credit for the year 13 100 439
Loss for the year attnbutable to equity shareholders {10 8) (122 0)
Basic loss per share (2009 restated) 15 (29)p (50 8)p
Diluted loss per share (2009 restated) 15 (29p (50 8)p
Dividend per share {2009 restated) 14 170p 129

All of the above results relate to continuing operations
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Consolidated statement of comprehensive income

2010 2009
For the year ended 30 September 2010 Notes £m £m
Loss for the year (10 8) (122 0)
Actuarial loss on BPT Limited defined benefit pension scheme net of tax 27 04) 29
Fair value movement on financal interest in property assets net of tax 20 23 19
Net exchange adjustments offset i reserves net of tax 09 06
Changes in fair value of cash flow hedges net of tax (14) (47 0)
Other comprehensive mcome and expense for the year 14 (47 4)
Tota! comprehensive iIncome and expense for the year attributable 10 equity shareholders {9 4} {169 4)
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Consolidated statement of financial position

2010 2009
As at 30 September 2010 Notes im fm
ASSETS
Non-current assets
Investment property 16 6347 654 3
Property, plant and equipment 17 13 19
Investment In associates 18 286 245
Investment in joint ventures 19 910 807
Financral interest in property assets 20 1039 1091
Goodwill 23 62 59
8657 876 4
Current assets
Investment in associates 18 01 87
Inventories — trading property 22 9899 10156
Trade and other recevables 23 172 200
Derwvative financial instruments 24 - 02
Cash and cash equivalents 15 915 283
Assets held for sale a1 707 -
1,169 4 1,072 8
Total assets 2,0351 1,949 2
LIABILITIES
Non-current liabilities
Interest-bearing loans and borrowings 25 1,361 7 1,557 0
Trade and other payables 26 40 40
Retirement benefits 27 60 58
Provisions for other liabilities and charges 26 08 09
Deferred tax habibties 13 28 142 211

1,386 7 1,588 8

Current habilities

Interest-bearing loans and borrowings 25 556 199
Trade and other payables 29 573 881
Current tax habilities 13 278 244
Derwvative financial instruments 24 128 3 995
Liabilities held for sale 41 341 -

3031 2319
Total habilities 1,689 8 1,8207

Net assets 3453 1285
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Consolidated statement of financial position continued

2010 2009
As at 30 September 2010 No.es im £m
EQUITY
Capital and reserves attnbutable to the company’s equity holders
Issued share capital 10 208 69
Share premium 1098 1097
Merger reserve 201 201
Capital redemption reserve 03 03
Cash flow hedge reserve (430 (4t 6)
Equity component of convertible bond 50 50
Available-for-sale reserve 42 19
Retained earnings 33 2280 261
Total shareholders’ equity 3452 1284
Non-controlling interests 01 01
Total equrty 3453 1285

The financial statements on pages 59 to 130 were approved by the board of directors on 10 December 2010 and were signed

on their behalf by

M. c.,.h.\.)\,\

Andrew Cunningham Mark Greenwood
Director Director

Company registration number 125575

/AN
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Consolidated statement of changes in equity

£quity
Cash component
lssued Capital flow of  Avalable Non-
share Share Merger redemption hedge convertible forsale  Retaned controlling Total
capnal premium reserve reserve reserve bond reserve earmings Interests equity
£m £m £m £m Em fm £m m Em £m
Balance as at 1 October 2008 64 231 201 03 54 224 - 1520 01 2298
Loss for the year - - - - - - - (122 0) - (1220
Qther recogrised income and
expense for the year - - - - (47 0) - 19 (2 3} - (47 4)
Total recognised income and
expense for the year - - - - 4T - 19 (124 3) - (169 4)
{ssue of shares 05 866 - - - - - - - 871
Conversion of convertible bond - - - - - (174 - - - (74
Transter on early conversion
of convertible bond - - - - - - - 32 - 32
Purchase of own shares - - - - - - - {04 - (PR
Share-based payments charge - - - - - - - 08 - 08
Dwidends paid - - - - - - - (52 - 52)
Balance as at
30 September 2009 69 1097 201 03 (41 6) 50 19 261 01 1285
Loss for the year - - - - - - - (10 8) - (108
Other recogrised income and
expense for the year - - - - (14) - 23 05 - 14
Total recognised income and
expense for the year - - - - (14 - 23 {10 3) - 94)
Issue of shares - ¢1 - - - - - - 01
Purchase of own shares - - - - - - - (4 5) - (4 5)
Rights 1ssue (see note 39) 139 - 2359 - - - - (13 1) - 2367
Transfer to retained earnings
(see note 39) - - {2359 - - - - 2359 - -
Share-based payments charge - - - - - - - 13 - 13
Dividends paid - - - - - - - (7 4) - {7 4}
Balance as at
30 September 2010 208 1098 201 03 43 0) 50 42 22890 01 3453
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Consolidated statement of cash flows

2010 2009
For the year ended 30 Sepiember 2010 Notes fm £m
Cash flow from operating activities
Loss for the year (10 8) (122 0)
Depreciation ¥ o7 08
Net gain on acquisition of subsidiary a1 28 -
Goodwill imparrment 21 15 29
Net valuation deficits on investment property 16 08 256
Net finance costs 12 763 1019
Share of {profit)/loss of associates and joint ventures 18 12 {10 2) 78
{Profit)/loss on disposal of Investment property 7 (0 4) 11
Prowsion for impairment of loans receivable net of write-backs 1% 23 107 196
Profit on redemption of equity units in associate 18 (10) -
Inducement costs on convertible bond 15 - 311
Share-based payments charge Nn 13 08
Change in farr value of denivatives 24 396 387
Interest (Income)/expense from financial interest In property assets 20 (2 5} a7
Taxation 13 {10 0} (48 0)
Operating profit before changes in working capital 932 650
(Increase)/decrease in trade and other recervables 25) 14
Decrease in trade and other payables (23 9) (229
Decrease in trading property 425 126 9
Cash generated from operations 109 3 1704
interest paid (80 2) 779
Taxation refund/(paid) 13 36 (16 2)

Net cash inflow from operating activities 327 763
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2010 2009
For the year ended 30 September 2010 Notes fm fm
Cash flow from investing activities
Proceeds from sale of investment property and property plant and equipment 7 99 88
Proceeds from financial interest in property assets 20 108 101
Proceeds from redemption of equity umits in associate 18 98 76
Interest received 17 19
Dividends/distributions received 18 - 04
Acgquisition of subsidianes, net of cash acquired 40 41 {47 0) (0 8)
Investment in associates and joint ventures (g} (4 8)
Acquisition of investment property and property, plant and equipment 16 17 {15 4) 51
Net cash (outflow)/inflow from investing activities (37 2) 181
Cash flows from financing activities
Proceeds from the 1ssue of share capital 38 2367 -
Purchase of own shares 30 45} 04
Inducement payment to convertible bondholders 5 - 311
Praceeds from new borrowings - ite
Repayment of borrowings (139 4) (86 0)
Settlement of derivative contract (134 -
Dmdends paid 14 G4 (53)
Payments to defined benefit pension scheme 27 (0 6) {0 5)
Net cash inflow/(outflow) from financing activities 714 (1117 I_
Net increase/{decrease} in cash and cash equivalents 66 9 (17 3)
Cash and cash equivalents at the beginning of the year 25 283 432
Net exchange movements on cash and cash equivalents (0 6) 24
Total cash and cash equivalents at the end of the year 94 6 283
Cash held in Soveretgn Reversians plc at the end of the year a1 31 -
Cash and cash equivalents at the end of the year 25 915 28 3
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Notes to the financial statements

1 Accounting pohicies

a) Basis of preparation

Grainger plc 1s a company incorporated and demiciled in
the UK 1t is a public hmited hiatulity company listed on the
London Stock Exchange and the address of the registered
office 1s given on page 141 The group financial statements
consolidate those of the company and its subsidiaries,
together referred to as the ‘group’, and equity account the
group’s interest In joint ventures and associates The parent
company financial statements present information about
the company and not about 11s group

The group financial statements have been prepared in
accordance wath EU endorsed International Finanaal
Reporting Standards (‘IFRSs), IFRIC interpretations and
those parts of the Companies Act 2006 applicable to
companies reporting under IFRS The company has elected
to prepare Its company ftnancial statements in accardance
with UK GAAP These are presented on pages 132 to 139

The accounting policies set out below have, unless otherwise
stated, been applied consistently to all penods presented in
the group financial statements

The group financial statements have been prepared under
the historical cost convention except for the following assets
and habilities which are stated at their fair value, investment
property, derivative finanoal nstruments, financaal interest
In praperty assets share-based payments and pensions

The preparation of financial statements in conformity with
IFRS requires management to make judgements, estimates
and assurnpiions that affect the application of accounting
pohcies and the reported amounts of assets and habilities,
income and expenses Although these estimates are based
on management's best knowledge of the events and
amounts involved, actual results ultimately may differ from
those estimates The areas involving a higher degree of
Judgement or complexity, or areas where assumptions

and esumates are significant to the consolidated financial
statements are disclosed in Note 2

b} Basis of conschdation

1 Subsidiaries

Subsidiaries are all entities (including special purposes
entties) over which the group has the power to govern the
financial and operating policies generaily accompanying a
shareholding of more than cne half of the voting nights

The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when
assessmg whether the group controls another entity
Subsidiaries are fully canschdated from the date on which
control is transferred to the group They are de-consolidated
from the date control ceases

Inter-company transacticns, balances and unrealised gains
on transactions between group companies are eliminated on
consohdation Accounting policies of subsidianes have been
changed where necessary to ensure consistency with the
policies adopted by the group

1l Goodwill and impairment

The purchase method of accounting 1s used to account for
the acquisition of subsidianies by the group The cost of the
acquisition s measured as the fair value of the assets given
and equity instruments 1ssued Identifiable assets acquired
and habilities and contingent liabiities assumed 1N a business
combination are measured inmally at their fair values at the
date of acquisition Goodwill represents the excess of the
cost of an acquisition over the fair value of the group’s share
of net identifiable assets including intangible assets of the
acquired entity at the date of acquisition [f the cost of the
acquisition is less than the fair value of the net assets of the
subsidiary acquired, the difference 1s recognised directly n
the income staterment Costs attributable to an acquisition
are expensed in the consolidated income statement under
the heading ‘other iIncome and expenses’

Goaodwill on acquisiion of subsidianies 1s included in
intangible assets Goodwill on acquisition of joint ventures
and associates is included in investments in joint veniures
and associates

Goodwill is allocated to cash generating units for the
purpose of imparrment testing and 1s tested annually for
impairment and carried at cost less accumulated impairment
losses Impairment losses on goodwil are not reversed
Gains and losses on the disposal of an entity include the
carrying amount of goodwill relating to the entity sold

w Joint ventures and assocates

loint ventures are those entities over whose activities

the group has joint control, established by contractual
agreement Associates are those entities over which the
group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50%
of the voting rights




Investments in joint ventures and assoaates are accounted
for by the equity method of accounting and are initially
recognised at cost The group’s investment in joint ventures
and associates includes goodwill (net of any accumulated
impairment loss) identified on acquisition

The group’s share of its joint ventures' and assocates’
post-acquisition profits or losses is recogrised in the income
statement, and its share of post-acquisiion movements in
reserves Is recogmsed (n reserves The cumulative post-
acquisition movements are adjusted agamnst the carrying
amount of the investment

Unrealised gamns on transactians between the group and rts
joint ventures and associates are eliminated to the extent
of the group’s Interest in joint ventures and associates

The accounting policies of joint ventures and associates
have been changed where necessary to ensure consistency
with the policies adopied by the group

iv Transactions with non-controlling interests

The group applies a policy of treating transactions with
non-controlling interests as transactions with parties external
to the group Disposals to non-controlling interests result in
gains or fosses for the group that are recorded in the income
statement On acquisition of non-controlling interests, where
the consideration paid exceeds the relevant share acquired
of the carrying value of net assets of the subsidiary the
difference 1s recorded in equity as a deduction from

retained earnings

¢) Segmental reporting

The group’s nsks and rates of return are affected
predominantly by differences between the property asset
types it owns and manages A business segment is a
distinguishable group of assets and operations, reflected in
the way that the group manages its business, that 1s subject
to nsks and returns that are different from those of other
business segments

The group has adopted IFRS 8, ‘Operating Segments’

{'IFRS 8') for these financial statements IFRS 8 requires
operating segments to be identified based upon the group's
nternal reporting to the chief operating decision maker
("CODM’) to make decisions about resources to be allocated
to segments and to assess thetr performance The group’s
CODM 15 the chief executive officer
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The group has identified six such segments as follows

e UK residental,

* Retirement solutions,

¢ Property services,

= Fund management/residential investments,
* UK and European development, and

» German residential

All of the above segments are UK based except German
residential which has its assets and tenants based in
Germany and UX and European development which
includes assets based in the Czech Republic More detall
15 given relating to each of the above segments, and their
geographical split in the chief executive and operating
review on pages 10 to 17 of this document and in note 4

The group has a segment director responsible for the
performance of each of these six segments and the group
reports key financial information to the CODM on the basis
of these six segments Each of these six segments operate
within a different part of the overall residential market

The title "All other segments’ has been included in the
segmental tables in note 4 to reconcile the segments 1o the
figures reviewed by the CODM

The measure of profit or loss used by the CODM s the
trading profit or less before valuation gains or deficits on
investment property and excluding all revaluation and non-
recurring items as set out in note 3 The CODM reviews by
segment two key balance sheet measures of net asset value
These are gross net asset value ({NAV') and tniple net asset
value ('NNNAV ) measures Both measures include trading
stock at market value as opposed to the lower of cost and
net reahsable value Further informaticn on the calculavon
of these measures 1s provided in note 4 on page 82
Information relating to the group’s operating segments Is set

out in note 4 Comparatives have been restated to conferm
with the requirement of IFRS 8

67
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Notes to the financial statements continued

1 Accounting policies continued

d) Share capital

Ordinary shares are classified as equity Incremental costs
directly attributable to the 1ssue of new shares or options
are shown in equity as a deduction, net of tax, from

the proceeds

e) Foreign currency translation

1 Functional and presentation currency

ltems included in the financial statements of each of the
group’s entities are measured using the currency of the
primary econcrnic environment in which the entity operates
("the functional currency’) The consohdated financial
statements are presented (n pounds sterling, which s the
company's functianal and presentation currency

il Forergn currency transactions

Foreign currency transactions are translated at the foreign
exchange rates prevailing at the dates of the transactions
Monetary assets and labihities denominated in foreign
currencies at the balance sheet date are translated into
sterling at the foreign exchange rate ruling at that date
Foreign exchange gains and losses resulting from the
settlerment of such transactions are recognised in the
Income statement

1 Foreign operations

The assets and habihties of foreign operations, including
goodwill and fair value adjustments arsing on consolidatton,
are translated to sterling at foreign exchange rates ruling at
the balance sheet date Revenues and expenses of foreign
operations are translated at average foreign exchange rates
for the relevant penod

v Net investment hedges

Hedges of net investments in foreign operations are
accounted for similarly to cash flow hedges Any gain or loss
on the hedging instrument relating to the effective portion
of the hedge is recognised in equity within the translation
reserve as part of retained earnings Any gan or loss relating
to the ineffective portion is recognised in the income
staterment within other interest payable Gains and losses
accumnulated in equity are included i the iIncome statement
when the foreign operation 1s parbally disposed of or sold

f) Investment property

Property thats held for long-term rental yields or for
capital appreciation or both, and that is not occupied by
the companies in the consohdated group, is dassified as
investment property

Investment property 1s measured imbally at its cost, including
related transaction costs

After inital recognition, investment property is carned at fair
value Farr value s based on active market prices, adjusted,

(f necessary, for any difference in the nature, location or
cendition of the speafied asset If this information is not
avallable, the group uses alternatwe valuation methods such
as recent prices on less active markets or discounted cash
flow projections

Subsequent expenditure is iIncluded in the carrying amount
of the property when 1t 1s probable that future economic
benefits associated with the item wll flow to the group
and the cost of the itemn can be measured rehably All other
repairs and maintenance costs are charged to the income
statement during the financial penied in which they

are incurred

Gains or losses ansing from changes in the fair value of the
group’s investment properties are included in the Income
statement of the period in which they anse

g) Property, plant and equipment

Property, plant and equipment 15 stated at histonical cost
less subsequent depreciation and impairment Cost includes
expenditure that is directly attributable to the acquisttion

of the items

Subseguent costs are included n the assets’ carrying amount
or recogrised as a separate asset, as appropnate, only when
it 1s probable that the future economic benefits associated
with the item will flow to the group and the cost of the item
can be measured reliably Alf other repairs and maintenance
costs are charged to the income statement during the
financial period in which they are incurred

Depreciation on property, plant and equipment is calcutated
using the straight-ine method to allocate their cost less
residual values over therr estimated useful hves, as follows

Fixtures, fittings and eguipment Five years

The assets’ residual values and useful lives are reviewed,
and adjusted if appropriate, at each balance sheet date




h) Financial interest in property assets

Finanoal interest in property assets 15 initially recogmised at
fair value plus transactron costs and subsequently carried

at fair value Subsequent to initial recognition, the net
change n value 1s recorded through the income statement
as follows 1) the carrying value of the asset s increased by
the effective interest rate and n) the carrying value of the
asset is revised to the net present value of the revised cash
flows ansing from the instrument using the effective interest
rate applicable at acquisiton The change in value recorded
through the income statement i1s shown on the ine ‘interest
income from financial interest in property assets’

Differences between the revised cash flows using the
effective interest rate applicable at acquisition compared to
revised cash flows using a year end effective interest rate,
assessed as the rate available in the market for an instrument
with a similar maturity and credit nsk, are taken through
equity When gains or losses in the assets are realised, the
accumutated fair value adjustments recogrised in equity are
included in the iIncome statement as gains and losses from
finanoial interest in property assets

1) lnventories - trading property

Tenanted residential properties held for sale in the normal
course of business are shown in the financial statements at
the lower of cost and net realisable value Cost includes legal
and surveying charges incurred durning acquisstion together
with improvermnent costs Net realisable value s the net sale
proceeds which the group expects on sale of a property with
vacant possession

Land and property held within the development segment
of the business, including house-bullding sites, are shown
in the financial statements at the lower of cost and net
realisable value Cost represents the acquisition price
including legal and other professional costs associated
with the acquisition, subsequent development costs and
capitalised borrowing costs directly attributable to the
acquisiion, construction or production of a qualifyng
asset, net of amounts transferred to costs of sale Net
realisable value 1s the expected net sales proceeds of the
developed property

Where residential properties are sold tenanted ar where

land 15 sold without development, net realisable value s
the current market value net of associated selling costs
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)) Cash and cash equivatents

Cash and cash equivalents includes cash in hand, deposits
held at call with banks, other short-term highly iiquid
investments with onginal maturnties of three months or less

k) Income tax

Income tax on the profits or losses for the pericds presented
comprises both current and deferred tax Current tax is the
expected tax payable on the taxable income for the year
using rates applicable at the balance sheet date Tax payable
upon the realisation of revaluation gams recognised in prior
perods is recorded as a current tax charge with a release of
the associated deferred taxation

Deferred income tax 1s prowided using the balance sheet
hability method Prowision 1s made for temporary differences
between the carrying value of assets and liabilities in the
consolidated financial statements and the values used for
tax purposes Deferred income tax s calculated after taking
account of any indexation allowances and capital losses The
amount of deferred tax provided Is based on the expected
manner of realisation or settlement of the carrying amount
of assets and labilities and 1s calculated using rates enacted
or substantially enacted at the balance sheet date in the tax
wrisdiction in which the temporary differences arise

Deferred iIncome tax assets are recognised only to the extent
that it 15 probable that future taxable profits will be available
against which the assets ¢an be used The deferred income
tax assets and habilities are only offset if there (s a legally
enforceable night of set off

i) Employee benefits

1 Defined contribution pension scheme

Obligations for contributions to defined contnibution
pension schemes are recognised as an expense in the
incarne staterment in the penod to which they relate

i Defined benefit pension scheme

The group currently contributes to a defined beneiit pension
scheme that was closed to new members and employee
contributions in 2003 The full defiat in the scheme was
recognised in the balance sheet as at 1 October 2004

An actuanal valuation of the scheme 1s carned out every
three years However, the valuation is updated annually

by a qualified actuary for the purpose of determining the
amounts to be reflected in the group’s financial statements
under IAS 19
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Notes to the financial statements continued

1 Accounting policies continued

The hiability recogrised n the balance sheet is the present
value of the defined benefit obligation at the balance sheet
date less the farr value of scheme assets

There are no current or past service costs as the scheme

1s closed to new members and employee contributions
Interest on pension scheme habilizies and the expected
return on pension scheme assets are reflected in the
inceme statement each year Actuanal gains and losses net
of deferred income tax are reflected in the consclidated
staterment of comprehensive income each year

u Share-hased compensation

The group operates a number of equity-settled, share-based
compensation plans comprising awards under a long-term
incentive scheme (LTIS?), a deferred bonus plan ('DBP’), a
share incentive plan and a save as you earn {"SAYE') scheme
The fair value of the employee services received in exchange
for the grant of shares and options 1s recognused as an
employee expense The total amount to be expensed over
the vesting period 15 determined by reference to the fair value
of the shares and options granted, excluding the impact of
any non-market vesting conditions Non-market vesting
conditicns are included 1n assumptions about the number

of options that are expected to vest At each balance sheet
date, the group revises its estimate of the number of options
that are expected to vest It recognises the impact of the
revision to original estimates, If any, in the iIncome statement
with a corresponding adjustment 10 equity

Awards that are subject to a market-based performance
condition are valued at fair value using the Black-Scholes
valuation model

When options are exercised the proceeds received net of any
directly attnibutable transaction costs, are credited to share
capital (nominal value) and share premium

m) Revenue recognition

Revenue 1s measured at the fair value of the consideration
received or recevable and 1s stated net of sales taxes and
value added taxes Revenue is recogrised as follows

1 Rental and similar income
Rental sncome from operating leases is recogrised on a
straight-line basis over the lease term on an accruals basis

1 Management fee income
Management fee income I1s recegrused in the accounting
penod in which the services are rendered

11 Service charges

The group 15 responsible for providing service charge services
in both the UK and in Germany Where Grainger is exposed
to the significant nisks and rewards associated with the
rendenng of services it 1s acting as princepal Otherwise

it 15 acting as agent

In the UK Grainger acts primarily as agent Accordingly,
service charge income and costs are shown net in the
balance sheet Where recovery of service charges 15 doubtful
a provision for impairment 1s made Any management fees
earned are recognised in the income statement on an
accruals basts

In Germany, Grainger acts primarily as principal Accordingly,
service charge income and costs are shown gross in the
mcome statement with service charge recovenes from
tenants recorded as a component of group revenue Where
recovery of service charges 1s doubtful a provision for
impairment 1s made

Other income 1s accounted for as follows

| Income from groperty trading

Profits or losses ansing from the sale of trading and
investment property are included in the iIncome statement
where contract completion has taken place, are calculated
by reference to their carrying value and are included in
operating profit

n income from investments
Dwadend income from investments s recognised when the
shareholders’ nghts to receive payment have been established

n) Leases

+ Group as lessor

The net present value of ground rents receivable is, In the
opinion of the directors, mmatenal Accordingly, ground
rents receivable are taken to the income statement on a
straight-line basis over the penod of the lease Properties
leased out to tenants are included in the balance sheet
as erther Investment property or as trading property
under inventones

Where the group grants a ifetime lease on an investment
property and receves from the lessee an upfront payment
in respect of the grant of the lease, the upfront payment 15
treated as deferred rent in the balance sheet This deferred
rent 15 released to the income statement on a straight-ine
basis over the projected term of the lease At each year end
the projected term of the lease is revised on an actuarial




basis and the remaining deferred rent 15 released to the
income statement on a straight-line basis over this revised
lease term

it Group as lessee

The group occuples a number of its offices as a lessee
After a review of alt of its occupational leases, the directors
have concluded that all such leases are operating leases
Payments, including prepayments, made under operating
leases {net of any incentives received from the lessor} are
charged to the iIncome statement on a straight-line basis
over the peniod the lease

The net present value of ground rents payable 15, In the
opinion of the directors, immatertal Accordingly, ground
rent expenses are taken to the income statement on a
straight-line basis over the lease term

o} Derivative financial instruments

i Dernvatives

The group uses denvative instruments to help manage #s
interest rate nisk In accordance wath its treasury policy,
the group does not hold or 1ssue denvatives for trading
purposes Derivatives are classified as current assets and
current habrlitres

The denvatives are recognised initially at fair value
Subsequently, the gain or loss on remeasurement 1o far
value s recogrused immediately in the income statement,
unless the derivatives qualify for cash flow hedge accounting
in which case any gain or loss is taken to equity In a cash
flow hedge reserve

In order to qualify for hedge accounting, the group 1s
required to document In advance the relationshup between
the item being hedged and the hedging instrument The
group s also required to demonstrate that the hedge will
be highly effective on an angomg basis This effectiveness
testing 1s reperformed at each period end to ensure that
the hedge remains highly effective

When a hedging instrument 1s broken or when a hedge

no longer meets the crtena for hedge accounting, any
cumulative gain or loss existing In eguity at that time remains
in equity and 15 recognised in the income statement over the
onginal life of the instrument
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n Fair value estimation
The farr value of interest rate swaps 15 based on a discounted
cash flow model using quoted market information

1 Derecognition of financial assets and liabilities
Derecogrition 1s the poeint at which the group removes an
asset or a rability from its balance sheet The group’s policy
15 to derecognise financial assets only when the contractual
right to the cash flows from the financial asset expires

The group also derecogrises financial assets that it transfers
to another party provided the transfer of the assets also
transiers the right to receive cash flows from the financial
asset When the transfer does not result in the group
transferring the right to receve cash flows from the
fimancial asset but 1t does result In the group assuming

a corresponding obligation te pay cash flows to another
recipient, the finanoal asset 1s derecognised

The group derecogrises finanaal habiliues only when its
obligation 1s discharged, 15 cancelled or expires

Financial assets classified as fair value through profit and
loss are the denvative finanaial instruments not in hedge
accounting relatignships

p) At fair value through profit or loss financial assets
At fair value through profit or loss financial assets are
included in the balance sheet at fair value with changes in
fair value taken through the iIncome statement At fair value
through profit or loss financia! assets are managed, and their
performance 1s evaluated, on a farr value basis in accordance
with the group’s documented investment policy

I:

q) Borrowings

Borrowings are imitrally recognised at cost, being the farr value
of consideration receved, net of transaction costs incurred
Borrowings are subsequently stated at amortised cost Any
difference between the proceeds (net of transaction costs)
and the redemption value 15 recognised in the income
statement over the penod of the borrowings using the
effective interest method

Borrowings are dassified as current liabdities unless the

group has an unconditional nght to defer settlernent of the
hability for at least 12 months after the balance sheet date
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Notes to the financial statements continued

1 Accounting pohcaies continued

r} Convertible bond

The convertible bend 1s a compound financial instrument
and the carrying amount has been allocated to 1ts equity and
liability components in the group balance sheet The hability
component has been determined by measuring the far vatue
of a similar liabihity that does not have an associated equity
component The discount rate used for this was based on

a rate of 7 5% compounded serni-annually The kability
component has been deducted from the fair value of the
compound financial instrument as a whole and the residual
element has been assigned to the equity component The
hability efement 1s subsequently measured at amortised cost
using the effective interest rate method

s} Trade recewvables

Trade recewvables are recognised initially at fair value and
subsequently measured at amortised cost using the effective
interest method, less provision for impairment A provision
for impairment in frade receivables 1s established when
there is objective evidence that the group wall not be able

to collect all amounts due The amount of the prowision is
the difference between the asset’s carrying amount and the
present value of estimated future cash flows, discounted at
the effective Interest rate The movemeant in the provision 1s
recognised in the income statement

t) Trade payables

Trade payables are recognised initially at fair value and
subsequently measured at amortised cost using the effective
interest method

u} Provisions

Provisions are recagnised when a) the group has a present
chhigation as a result of a past event and b) it 1s probable
that an outflow of resources will be required to settle the
obhgation and ¢} a reliable estimate can be made of the
amount of the obligation

v} Dividends

Intenm dividend distributions to the company's shareholders
are recognised in the group financial statements when paid
Final dvidend distributions are recogrised as a hiabilsty in

the group financial statements in the period in which the
dwidends either are approved by the company’s shareholders
or are appropriately authorised and no longer at the
discretion of the group

w) Assets and habtlities held for sale

Where a group of assets and habihities are to be disposed
of by sale together or as a single group, they are dassified
as a disposal group The disposal group s classified as
held for sale as defined by IFRS 5 when they are avallable
for sale in their present condition and the sale 1s highly
probakle and expected to be completed within one year
from the date of classification

x) Acquisition of and investment in own shares

The group acquires its own shares to enable 1t to meet

its obhgations under its equity-settled share-based
compensation plans No gain or foss is recegnised in profit
or loss on the purchase, sale, 1ssue or cancellation of the
company’s own shares The acquisiion cost of the shares
15 debited to an investment in own shares reserve within
retained earnings When shares are issued to employees,
a transfer 1s made at the average cost of the shares issued
between the investment 1n own shares reserve and the
share-based payments reserve all within retained earnings
(see note 33)

Where the group buys back its own shares as treasury
shares 1t adopts the accounting as described above Where
it subsequently cancels them, 1ssued share capital i1s reduced
by the nominal value of the shares cancelled and this same
amount 1s transferred to the capital redempuon reserve

y) Impact of standards and interpretations in 1ssue
but not yet effective

At the date of authonsation of these financial staternents
there are a number of standards, amendments and
Interpretations to existing standards that have been
published but which are not yet effective and which have
not been early adopted by the group These are as follows

International Financial Reporting Standards {‘IFRS’)

* |FRS 9, ‘Financial instruments’ — the impact of IFRS 9 on
the group finanwal statements 15 currently being assessed

International Financial Reparting Interpretations Committee

('IFRIC’) interpretations

* |FRIC 15, ‘Agreements for construction of real estates’,

« |FRIC 18, 'Transfer of assets from customaers’,

* Amendment to IFRIC 14, 'Prepayments of a minmum
funding requirement’, and




e [FRIC 19, ‘Extinguishing financial liabilites with equity
Instruments’

Amendments to existing standards

* Annual improvements 2010,

* Amendment to IFRS 2, ‘Share-based payments — group
cash-settled share-based payment transactions’,

¢ Amendments to IFRS 1 for additional exemptions,

* Amendment to IAS 24, ‘Related Party disclosures’, and

* Amendment to IAS 39, Financial Instruments Recognition
and Measurement’

All the above IFRSs IFRIC interpretations and amendments
to existing standards are yet 10 be endorsed by the
European Union {‘EU’) at the date of approval of these
financial statements

z) Impact of new standards, interpretations, revisions
and amendments mandatory for the group this year
At the date of approval of these financial statements, the
following new standards, interpretations, revisions and
amendments were Issued, endorsed by the EU and are
mandatory for the group for the first ime for the financial
year heginning 1 QOctober 2009

tnternational Financial Reporting Standards ('IFRS")

* IFRS 3 (revised) ‘Business combinations’ (effective from
1uly 2009) and IAS 27 'Consolidated and Separate
Financial Statements’ {effective from 1 January 2009)
Some of the key changes are 1) the requirement to
measure all consideration at fair value at acquisition
date, with any subsequent changes (e g contingent
consideration) remeasured at fair value through income
1) the expensing of all transaction costs 11} stepped
acquisitions to be accounted for as a disposal of existing
interests and an acquisition of an enlarged interest, giving
nse to potential profits or losses on disposal of the existing
property The expensing of transaction costs has been
apphied in these financial statements although the impact
has not been matenal

* |FRS 8, "‘Operating segments’ (effective from 1 January
2009) 1FRS 8 amends the current segmental reporting
requirements of IAS 14 and aligns segment reporting with
the requirements of the US standard SFAS 131 It requires
a ‘'management approach to be adopted so that segment
information Is presented on the same basis as that used
for internal reporting purposes This standard has been
apphed In these financial statements and further
information 15 provided in note 4
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* |AS 1 (revised), 'Presentation of financial statements’
(effective from 1 January 2009) This revised standard
requires the introduction of a statement of comprehensive
income aleng with voluntary changes in the titles of
some of the financial statements and the reguirement 1o
aggregate snformation in the financial statements on the
basis of shared charactenstics This standard has therefore
resulted in changes to the statement of recognised income
and expense which has been split into two statements
ane showing changes in equity resulting from transactions
not reflected in the income statement and the other
showing changes in equity resulting from transactions
with shareholders The statement of changes n equity has
now become a pnmary statement in the group’s results

1AS 23 (rewised), 'Borrowing costs’ (effective from

1 January 2009) Thus revised standard requires an entity
to capitalise borrowing costs directly attrnbutable to the
acquisition, construction or production of a gualifying
asset as part of the cost of the asset A qualifying asset s
one that takes a substantal period of tme 1o get ready
for use or sale The option of iImmediately expensing these
borrowing costs 1s removed This revised standard has
been applied to the group from 1 October 2009 but has
had no matenal impact on these financial statements

o [AS 27 (rewised) 'Consolidated and separate financial
statemnents’ (effective from 1 July 2009) This revised
standard requires the effects of all transactions with
non-controlling interests to be recorded in equity If there
15 no change in control They will no longer result in
goodwill or gains and lesses The standard also specifies
the accounting when control 1s lost Any remaining
interest in the entity 1s re-measured to fair value and a
gain or loss 1s recognised in profit or loss This revised
standard has been applied to the group from 1 October
2009 but has had no material impact on these financal
statements

IFRS 1 (rewised) ‘First time adoption’ This revised standard
does not contain any technical changes as it only improves
the structure, which had become complex due to the
numerous amendments in recent years No impact on
the group s results

International Financial Reporting Interpretations Committee
{'IFRIC") interpretations
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Notes to the financal statements continued

1 Accounting policies continued

» |FRIC 12, 'Serwvice concession arrangements’

* IFRIC 13, "Customer loyalty programmes relating to
1AS 18, Revenue'

» IFRIC 14, IAS 19 — The limit of 3 defined benefit asset,
minimum funding requirements and thewr interactson’

= IFRIC 16, "Hedges of a net investment n a foreign
operation, and

« |FRIC 17, ‘Distributions of non-cash assets to owners'

These interpretations have no matenal impact on the group's
financial statements

Amendments to existing standards

e Amendment to IFRS 1 'First time adoption of IFRS’ and
IAS 27 'Consoldated and separate financial statements”
on the ‘Cost of an investment in a subsidiary, jointly
controlled entity or associate’,

* Amendments to [AS 32, 'Financial instruments
Presentation on classtfication of nghts issues’ and 145 1,
‘Presentation of financial statements on puttable financial
mstruments and obligations arising on lrquidation®,

» Amendment to IFRS 7, ‘Financial instruments Disclosures’
This amendment has changed the IFRS 7 disclosure
requirements in the financial statements The main impact
will be the classification of farr value assets and labilities
against a farr value hierarchy and

* Amendment tolAS 3% ‘Financial instruments Recognition
and measurement Eligible hedged items’

The amendments to these standards have had no matenal

financial impact on these finanaal statements

The directors antrcipate that the future adoption of those
standards, interpretations, revisions and amendments listed
above will not have a matenal impact on the group’s
accounts except for IFRS 3 (R} and 1AS 23 (R) which will
result in, amongst other things, acquisiion costs on future
acquisitions being expensed to the income statement as
incurred insiead of being included in the calculation of
purchased goodwill and borrowing costs on development
assets being capitalised instead of expensed as incurred

2 Cnitical accounting estimates and assumptions

The group’s significant accounting policies are stated in

note  above Not all of these accounting policies require
management to make subjective or complex judgements
or estmates The following 1s intended to prowide further

detall relating to those accounting policies that management

consider cntical because of the level of complexity,
judgement or estimation involved In their application and
their impact on the consolidated financia!l statements

Property valuations

After a review by the directors, the valuatrons performed by
the group s own in-house qualified surveying team are used
to value the UK based property as at 30 September 2010
A structured sample of the in-house valuations are checked
by Allsop LLP, an exiernal independent valuer Allsop LLP
has provided the directors with the following opinion

on the directors’ valuation of the group’s UK property,
"Property held in the UK residential and retirement
solutions portfolios was valued as at 30 September 2010
by Grainger's in-house surveyors These valuations were
reviewed and approved by the directors Allsop LLP has
undertaken a comprehensive review of the directors”
valuation and they are satisfied with the process by which
the in-house valuations were conducted As part of the
rewview, Allsop LLP valued approximately 50% of the UK
residential portfolio and approximately 33% of the
retirement solutions portfolio, Independently of the group
Allsop LLP has concluded that they have a high degree of
confidence in the totals reported by the directors in the UK
residential and retirement solutions portfohos *

Valuing the large number of propertes in the portfcho is

a significant task For this reason, and because we have

no rnight to internal access, it 15 undertaken on an external
inspection basis only Invanably, when the in-house
valuations are compared to those of the external valuer,
over 95% of the valuations are within a small acceptable
tolerance Where the difference 1s mare sigrwficant this i1
dhscussed with the valuer to determine the reasons for the
difference Typically the reasons vary but it could be, for
example, that further or better information about internal
condition 15 avallable or that respective valuers have placed
a different interpretation on comparable sales Once such
reasons have been idenufied the group and the valuer
agree the appropniate valuation that should be adopted
Overall, across all of the properties valued by Allsop LLP
the directors’ valuations were 1 69% lower than the Allsop
LLP values




1 Investment Property
Investment property in the UK portfolio 15 valued as set out
under property valuations above

The net gain on valuation of the UK restdential and
retwrement solutions portfolios as at 30 September 2010
was £1 8m and this has been taken through the income
staterment

As at 30 September 2010, Cushman & Wakefield LLP,
external valuers, valued the whole of the residential portfoho
In Germany at a total value of €510 Om (£441 9m)

The net deficit on valuation of mvestment property in the
Germany portfolio as at 30 September 2010 was £2 6m
and this has been taken through the incorne statement

Whilst in the UK valuers rely predominantly on recent
transactional endence {or sumilar praperties to value
Investment property, n Germany Imvestment property 1s
valued using an income capialisation approach under
which net rental iIncome (s discounted to a net present
value Both methodologies are permitted under |AS 40

The group alsc has investments in joint ventures and
asscciates which include investment property Investment
property held in Grainger Geninvest LLP and Gramger
Geninvest No 2 (2006) LLP, in both of which Grainger has

a 50% share, were valued by an external valuer, Martin
Angel FRICS, of Allsop LLP as at 30 September 2010 He has
provided the directors of those entities with the following
opinion “The valuations of the portfolios were made n
accordance with the requirements of the RICS Valuation
Standards and IAS 40 The valuation of each portfolio was
on the basis of Market Value, subject to the assumption that
the dwellings would be sold mdnedually, In their existing
condition, and subject to any exsting leases or fenancies

In aggregate, across both entities, the valuation of the
investment property was £285 6m Allsop LLP 15 satisfied
that, in respect of this valuation Market Value 1s the same
as Fair Value The valuer's opinion of Market Value was
primarily derived using comparable recent market
transactions on arm s length terms *

The group’s share of the irmvestment property across

both Grainger Gen!nvest entities of £142 8m represents
only 6% of the total market value of the group’s assets at
30 September 2010

The group has a 21 63% interest in G res which has invested
in mvestment property Valuations of 100% of the G res
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portfolio were carned out jointly as at 31 December 2009
and 30 June 2010 by external valuers, Allsop LLP and DTZ
Debenham Tie Leung Lirnited In aggregate, the valuation
of investment property at 30 June 2010 was £367 4m
After full consideratian of house price movements in those
areas where the G res property assets are situated, and
evidence from the sale of G res property assets in the three
months to 30 September 2010, the group’s directors made
no adjusiment to the 30 June 2010 valuations, other than
for sales and purchases, in the group’s accounts 1o

30 September 2010

Other than for sales and purchases, no adjustment has
been made to these valuations in the group's accounts to
30 September 2010

The group has a 21 8% share in Schroders Residental
Property Unit Trust (ResPUT) Investment property In
this Fund was valued at £0 4m by Allsop LLP as at

30 September 2010

Net realisable value of trading property

The group's residential trading properties are carnied in the
balance sheet at the lower of cost and net realisable value

In assessing net realisable value the group uses valuations
carried out by 1ts own in-house qualified surveying team As
stated above a structured sample of the in-house valuations
was checked by Allsop LLP, an external independent valuer

As the group’s business model Is to sell trading stock on
vacancy, net realisable value is the net sales proceeds

which the group expects on sale of a property with vacant
possession A net reahsable value prowision has been made
at 30 September 2010 to write down properties expected to
be sold ulimately at vacant possession value For properties
expected to be held beyond the immediate future, the
prowsion has been assessed on what the group considers

to be prudent assumptions These allow for no change to
property prices in 2011 followed by a penod of price
increases thereafter in ine with conservative histoncal house
pnce growth rates The group does sell some property as
investment sales, a sale with the tenant sull in site A net
realisable value provision has been made at 30 September
2010 against projected invesiment sales on the same basis
as above exceps that net realisable value 15 based on market
value rather than vacant possession value

In aggregate the group 1s holding a provision of £3 6m in the
2010 consohdated statement of finanaal position to adjust
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Notes to the financial statements continued

2 Cnitical accounting estimates and assumptions
continued

the book value of trading properties to the lower of cost

and net realisable value This represents a reduction in the
provision, compared to 30 September 2009, of £3 7m which
has been credited to the consolidated income statement

Of this ameunt £1 4m has been credited to profit on disposal
of trading property to offset losses made on property sales
during the year The remaming £2 3m has been credited
separately under the heading wnite back/(write down) of
Inventories to net realisable value’

Land and property held within the development segment

of the business, including house-bullding sites, are shown

in the financial statements at the lower of cost and net
realisable value Net realisable value 15 the expected net sales
proceeds of the developed property and a provision 1s made
when, and to the extent that, total projected project costs
exceed total projected project revenues

Where land 15 sold without any or further developrnent, net
realisable value is the current market value net of associated
selling costs

Deaistons regarding whether to develop a site or to sell

a site undeveloped are made by the directors based on
market conditions prevailling at the tme The assumptions
adopted as at 30 September 2010 are based upon the
current intentions of the directors In addition, estimates

at 30 September 2010 of project profitabulity are based

on assumptions regarding projected budd costs and sales
proceeds for those sites where development 1s expected to
occur In some cases these projections are made without
the benefit of planning permission having been agreed The
assumptions made may or may not be borne out In practice
it 1s possible therefore that the net realisable value provision
required should be more than or less than that made

A credit of £0 6m has been made in the 2010 income
statement within the heading ‘write back/(write down) of
inventories to net realisable value’ to adjust the book value
of development stock to net realisable value

Valuation of financial interest in property assets

The vafuation s based on an assessment of the future cash
flows that will anise from our finanaal interest and on the
effective interest rate used to discount those cash flows
The valuatien methadology adopted Is set out in note 1{h)
above The key assumptions affecting the carrying value
are house price inflation and the effective interest rate

The assumptions adopted with regard to house prices are
the same as those set out under net realisable value of
trading property’ above A change of 1% to average house
price inflation over the 10-year period from 1 October 2010
to would either increase the valuation by £6 9m or reduce
the valuation by £6 2m

Consideration has been gsven to the effective interest rate
to adopt for the valuation We have concluded that the
effective interest rate should be reduced by 0 85% as at

30 September 2010 compared to the effective interest rate
when the financial interest was acquired A 1% change to
the discount rate would either increase the carrying value by
£7 6m or reduce the carrying value by £6 8m

Distinction between investment and trading property
The group considers the intention at the outset when each
property is acquired in order tc classify the property as either
an investrment or a trading property Where the intention 1s
to either trade the property or where the property is held

for immedate sale upon receving vacant possession within
the ordinary course of business, the property 1s classified as
trading property Where the intention is to hold the property
for s long-term rental yield and/or capital appreciation, the
property 1s classified as an investment property

Income taxes

There are some transactions and calculations that involve
a degree of estimation and judgement and whose tax
treatment cannot be determined untit a formal resolution
has been reached with the relevant tax authorities In such
cases, the group’s policy 1s to be prudent in its assessment
of the tax benefit that may accrue in line with the
contingent asset rules set out in IAS 37 Where the final
outcome of thase matters 1s different fraom the amounts
inially recorded, such differences will impact on the income
and deferred tax amounts reflected in subsequent
accounting periods

Goodwill iImpairment

Goodwill can anse when a portfolio 1s acquired on the
acquisition of a corporate entity accounted for as a business
combination The goodwill arises from the difference
between how deferred tax Is calculated for accounting
purposes and the value ascribed to 1t in the acquisition
negotrations Generally, the value of goodwill 1s supported
by the fact that the taxation cash flows will anise in future
years and the discounted value of these cash flows Is




significantly less than the tax actually provided The cash
generating unit for impairment testing 1s the portfoha
acquired in the relevant entity and a goodwill impairment
loss arises if the carrying amount of the portfolio exceeds
the value in use which 1s determined as the present value
of the future cash flows arising

The goodwill impairment charge in the UK residential
business in 2010 relating to taxation as descnbed above
was £0 im The key sensitivities relating 1o the goodwill
impairment testing are the discount rate used and the
expected hold peried for the assets concerned No further
information 1s prowided on grounds of immaterniality

In additron to the above, goodwill of £2 7m arase in 2009 1n
relation to the group’s acquisiion of 50% of the equity In a
German property management company, Gebau Vermogen
GmbH {'Gebau’) The goodwill arose on the farr value of the
consideration given exceeded the fair value of the group’s
share of the net assets acquired The value of the gcodwill
was supported by the future discounted cash flows of Gebau

Gebau 1s the cash generatng unit for impairment testing

A goodwill impairment loss anses if the carrying amount

of the investment in Gebau exceeds the value in use
determined as the present value of the future cash flows
ansing The goodwill impairment charge 1n the year relating
to Gebau goodwill was £1 4m This resulted from a
reduction in prejected future cash flows As above, no
further information 1s provided on grounds of immateriality

Going concern

The directors are required to make an assessment of the
group's ability to continue to trade as a going concern

The directors have given this matter due constderation and
have concluded that it is appropnate 1o prepare the group
finanaial statements on a going concern basis The main
considerations were as follows

1) Covenant compliance

The group’s core banking facility has two covenants being
loan-to-value ('LTV') and interest cover At 30 Septermber
2010 the LTV ratio was 54% compared 1o a default level of
80% and the interest cover ratio was 2 4 umes cormpared to
a minimum requirement of 125 times

In addition, the group has other bank debt on which there
are covenant requirements As at 30 September 2010 the
group 15 operating comforiably within these requirements
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The directors have reviewed the group’s financaial projections
covering a minimum penod of two years ahead and which
include covenant compliance forecasts These projections
show that the group will comfortably meet its covenants
reguirements

n} Banking facilities

The group has drawn core banking facilities of £10tm
maturing in the next two financial years to 30 September
2012 The group has cash and undrawn committed facilities
as at 30 September 2010 of £260m

As has been demonstrated over tha past two years,

the group I1s able to generate strong cash flows even in
more difficult market conditions The group's cash

flow projections confirm that the group will remain well
within its facilities for the next two financial years to

30 September 2012

A further £680m of facilities, drawn as at 30 September
2010, are due for repayment in December 2012 and a
further £275m of drawn facilities are due for repayment in
June 2013 Although the group's funding position 15 very
secure for the next two financial years, there is already a
focus on the need to reshape 1ts sources of long-term
funding in an environment where traditional bank fending
15 likely to rematn constrained The group 1s already in
discussicns to advance a number of imnitiatives in this regard

i} Re-financing of Grainger Genlrivest debt

The group has a 50% joint venture interest in two

Grainger Genlnvest LLPs (see note 19) External funding
arrangements in both entities are due for renewal within the
next 12 months Total external debt in the two entities as at
30 September 2010 was £189m

Discussions with potenuial funders are reasonably advanced
and our expectation 1s that both entities will be successfully
refinanced, albeit at slightly lower LTVs than is currently the
case This will necessitate a relatively modest caprtal injection
from the members and discussions are ongoing with our
joint venture partner as to how best to achieve this The
group will be able to meet its obligations comfortably in this
regard from existing faclities and cash

[
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3 Analysis of loss before tax

The results for the years ended 30 September 2009 and 2010 respactively have been significantly affected by valuation
movements and non-recurring items, although the impact of these items in 2009 was much greater than it has been in 2010
The tabte below provides further analysis of the consolidated income statement showing the results of trading activities
separately from these other items

2010 2009
Non- MNon-
Traging Valuation recurnng Total Jrading Valuation recurnng Jotal
£m £m £m fm £m £m fm £m
Group revenue 2445 - - 2445 302 2 - - 302 2
Net rental Income 408 - - 408 402 - a7 385
Profit on disposal of trading property 528 - - 528 453 - 0 4) 44 9
Administrative expenses ©2) - 20) {112) 82) - 07 (89)
Other income and expenses 59 - - 59 73 - - 73
Net gain on acquisition of subsidiary - 28 - 28 - - - -
Goodwill impairment - (15) - {15) - (29 - 29
Profit/(loss) on disposal of
Investrnent property 04 - - 04 an - - an
Profit on redemption of equity
units In associate 10 - - 10 - - - -
Interest Income/(expense} from financial
interest in property assets 25 - - 25 47 - - a7
White back/(write down) of inventories
to net realisable value - 29 - 29 - (18 4) - (18 4)
Provision for impairment of loans
receivable net of write backs - {107) - (10 7) - (18 6) - (19 6)
Operating profit before net
valuation deficits on
Investment property 942 (6 5) (2 0} 857 788 (40 9) (2 8) 351
Net vatuation defiats on
investment property - (08) - (08) - (25 6) - (25 6)
Operating profit after net
valuation deficits on
investment property 942 73 20y 849 788 (66 5) (2 8) 95
Change in fair value of denvatives - (39 6) ~ (39 6) - (387) - (387
Interest expense and similar charges (82 2) - ] 813 (84 5) - 226y (107 1)
Interest income 50 - - 50 52 - - 52
Inducement costs and expenses
on conversion of bond - - - - - - (31 1) 31 n
Share of profit/(loss) of associates
after tax - 56 - 56 02 (6 6) - {64)
Share of profit/(loss) of joint
ventures after tax (2 3) 69 - 46 31 17 - {14)

Loss before tax 147 (34 4) (11 (20 8) @4 (1o (565) (1700}
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4 Segmental information

The group has adopted IFRS 8, ‘Operatng Segments’ {'IFRS 8’ in these financial statements IFRS 8 requires operating
segments to be identified based upon the group’s internal reporting to the chief operating deasion maker ('CODM’} so that
the CODM can make decisions about resources to be allocated to segments and to assess therr performance The group's
CODM 15 the chief executive officer

The group has identified six segments and 15 treating all of these as reportabte segments The segments are UK residential
retirement soluttons, property services, fund management and residential investments, UK and European development and
German residential The group has a segment director responsible for the performance of each of these six segments and the
group reports key financial information to the CODM on the basis of these six segments Each of these six segments operate
within a different part of the overall residential market

The title ‘All other segments’ has been included in the tables on pages 80 to 85 to reconcile the segments to the figures
reviewed by the CODM

The measure of profit or loss used by the CODM s the trading profit or loss before valuation gains or deficits on investment
property and excluding all revaluation and non-recurring items as set out in note 3 The CODM reviews by segment two
key balance sheet measures of net asset value These are gross net asset value (NAV) and triple net asset value (NNNAV)

The adoption of IFRS 8 has resulted in several changes to the group’s segmental information Major changes are 1o add
property services as a reportable segment combine UK and European development into a single segment, to change the
basis of the segment aperating profit/(loss) and to show NAV and NNNAV by segment in addition to statutory net assets
by segment
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4 Segmental Information continued

Information relatng to the group’s operating segments 1s set out in the tables below Comparatives have been restated

to conform with the requiremenits of IFRS 8
Fund
management/ UK and
UK Retrement Property  residential European German All other

2010 Income statement (Em} residenual solutions services  investments develcpment  residential segments Total
Group revenue
Segment revenue — external 1552 256 06 19 197 385 - 244 5
Segment revenue — internal - - 71 - - — - 71
Net rental iIncome 195 41 (0 3) - 08 167 - 408
Profit on disposal of

trading property 4590 67 - - 11 - - 528
Administrative expenses - - - - - - 9 2) 92)
Cther income and expenses 05 (0 4) 06 49 01 02 - 59
Profit on disposal of

Investment property 02 - - - - 02 - 04
Profit on redemption of equity

units in associate - - - 10 - - - 10
interest iIncome from finanaoal

interest in property assets - 25 - - - - - 25
Internal recharges 45 o7n 02 40 - - — -
Operating profit before

net valuation deficits on

Investment property 697 122 05 19 20 171 {¢2) 94 2
iNet trading interest payable - 32) - 24 01 (13 9) (62 6) (77 2)
Share of trading loss of joint

ventures and associates after tax - - - (17) (0 6) - - (23)
Trading profit before tax, valuation

and non-recurning items 147
Reversal of write down of inventores

to net reahsable value 23 - - - 06 - - 29
Net valuation deficits on

Investment property 52 34 - - - {2 6} - 0 8)
Change in fair value of derivatives - - - - - (15) (38 1) (39 6)
Pravision for imparment of loans

recevable net of write backs - - - - 49 - (58) (107)
Net gain on acquisition of subsidiary - 23 - - -~ - - 28
Goodwill imparment on - - - - (14 - {15)
Share of valuation gains in joint

ventures and associates after tax - - - 125 - - - 125

Other net non-recurring Items

a1

Loss before tax

(20 8)
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Fund
managem:rr\‘lf UK and
UK Retirement Froperty  residential European German All other

2009 Income statement (£m) resigential solutions services invesiments development  residential  segments Total
Group revenue
Segment revenue - external 1800 241 04 53 48 2 44 2 - 302 2
Segment revenue — internal - - 83 - - - - 83
Net rental income 208 43 {0 2) - 11 142 - a0 2
Profit on disposal of

trading property 355 44 - - 54 - - 453
Administrative expenses - - - - - - 82) 82
Other income and expenses 09 01 05 53 - 05 - 73
Loss on disposal of

Investment property 03 03 - - - anmn - amn
Interest expense from finanaal

interest in property assets - an - - - - —~ 47
Internal recharges 34 09) 14 (39 - - - -
Operating profit before

net valuation defiats

on Investment property 609 29 17 14 65 136 {8 2) 788
Net trading interest payable - (3 2} - 32 01 (15 1) {64 3) (79 3)
Share of trading loss of joint

ventures and assocates after tax - - - (23) (0 8) 02 - (2 9) :
Trading loss before tax, valuation

and non-recurring items 3 4)
Write down of inventories to

net realisable vatue 44 - - - (12 ) - - (184)
Net valuation deficits on

Investment property 52) {9 5) - - - (109 - (25 6)
Change in fair value of derivatives - - - - - 05) (38 2) (387)
Provision for impairment of loans

recevable net of write backs - - - Q2 {57 - 47 (19 6)
Goodwill impairment (2 2) - - - - {07 - 29
Share of valuauon deficits in joint

ventures and associates after tax - - - {4 9) - - - @9
Other net nen-recurrning items 0n - {02) - {0 3) {1.5) (54 4) (56 5)

Loss before tax

(170 0)
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4 Segmental Information continued

The majonty of the group’s properties are held as trading stock and are therefore shown in the statutory balance sheet at
the lower of cost and net realisable value This does not reflect the market value of the assets and so our key balance sheet
measures of net asset value include trading stock at market value The two principal net asset value measures reviewed by
the CODM are gross net asset value ({NAV’) and triple net asset value {{NNNAV")

NAV 15 the statutory net assets plus the adjustment required to increase the value of trading stock from its statutory accounts
value of the lower of cost and net realisable vatue, to its market value In addition, the statutory balance sheet amounts for
both deferred tax on property revaluations and derivative financial instruments net of deferred tax, including those in jaint
ventures and assoctates, are added back to statutory net assets Finally, the market value of Grainger ple shares owned by
the group are added back to statutory net assets

NNNAYV reverses some of the adjustments made between statutory net assets and NAV All of the adjustments for the value
of derwative financial instruments net of deferred tax, including those in joint ventures and associates, are reversed The
adjustment for the deferred tax on property revaluztions is also reversed In addition, adjustments are made to net asseis

to reflect the farr value net of deferred tax, of the group's fixed rate debt and to deduct from net assets the contingent tax
calculated by applying the expected rate of tax to the adjustment to increase the value of trading stock from its statutory
accounts value of the lower of cost and net realisable value, to its market value

These measures are set out below by segment along with a reconcbatron to the summarnised statutory balance sheet

2010 Segment net assets Fund
management/ UK and
UK Retrement Property  residential Eurcpean German All other

(£my) residential salutions sarvices investments development  residential segments Total
Total segment net assets (statutory) 7818 403 4 - 108 6 833 1314 (1,168 2) 3453
Total segment net assets (NAV) 11155 4596 - 1145 735 1525 (1,0838) 8318
Total segment net assets (NNNAY) 9933 4333 - 1111 760 1312 (1,183 3) 5816
2010 Reconciliation of NAV measures Adjustments 1o Deferrec

Statutory  market value, Gross NAV and Triple NAV

balance deferred tax balance contingent balance

(£m) sheet  and dervatives sheet tax Dervatives sheet
Properiies 1,795 0 3315 2.1265 - - 21265
Investments/other assets 1210 94 1304 - (70) 1234
Goodwill 62 - 62 - - 62
Cash 946 - 946 - - 94 6
Total assets 20168 3409 2,357 7 - (70 2,3507
Borrowings/Derivatives (1,574 0) 1284 (1,445 6) - {141 1) (1,586 7)
Other net habiivies {79 0) - (79 0) - - (79 0Y
Provisions/Deferred Tax (18 5) 172 (13) (142 N 400 {103 4)
Total habilties {1,671 5) 1456 (1,525 9) {142 1) (101 {1,769 1}

Net assets 3453 4865 8318 {142 1) (108 1) 5816
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In order to provide further analyss the following table sets out NNNAV assets and habilities by segment

Segment assets and habilities for NNNAV

30 September 2010 UK managenf::s' UK and 30
residential Reurement Property  residential European German All other  September

(£m) portfolo sclutions services  Investments development  residential segments 2010
NNNAV assets
Investment property 1100 840 - - - 4407 - 6347
Investment in associates - - - 287 - - 287
Investment in joint ventures - - -~ 799 52 17 - 868
Financial interest In property assets - 1039 - - - - - 1039
Goodwill 62 - - - - - - 62
Inventories — trading property 958 6 2895 - - 721 12 - 13214
Trade and other recevables 33 19 - - 60 25 35 17 2
Cash and cash equivalents ©8) 08 - 03 134 778 915
Property, plant and equipment - - - - - 03 10 13
Assets held for sale - 707 - - - - - 707
Value of own shares held - - - - - - 66 66
Total segment NNNAV assets 1,077 3 550 8 - 108 6 836 459 8 889 23690
NNNAV liablitres
interest-beanng foans and borrowings - 447 - - - 2976 10877 143090
Trade and cther payables 58 261 - - 101 67 126 613
Retirerment benefits - - - - - - 60 60
Current tax l:abilities - - - - - - 278 278
Provisions for other habilities

and charges - - - - - - 08 08
Deferred and contingent tax hiabilities 782 126 - (2 5) (25) 25 108 991
Denvative financial instruments - - - - - 218 106 5 1283
Liabilities held for sale - 341 - - - - - 341
Total segment NNNAV habilities 840 175 - (25 76 3286 12522 17874
Net NNNAV assets 9933 4333 - 111 760 1312 (1,1633) 5816

I:
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4 Segmental Information continued

2009 Segment net assets Fund
management/ UK and
UK  Retrement Property  residential European German All other
(Em)} residential solutions services invesiments development  residential segments Total
Total segment net assets (statutory) 7884 3766 - 1013 876 1382 (1,363 6) 1285
Total segment net assets (NAV) 1,108 3 4221 - 1079 734 1582 {1,3003) 569 6
Total segment net assets (NNNAV) 9876 403 3 - 1013 773 1386 (1,359 7) 348 4
2009 Reconcihiation of NAV measures Adjustments to Deferred
Statutory  market value Grass NAV and Triple NAV
balance deferred tax balance contingent balance
{Em) sheet and derivatves sheet 1ax Dervatives sheet
Properties 1,779 0 3035 2,0825 - - 2,0825
Investments/other assets 1158 172 1330 - (8 5) 124 5
Goodwill 59 - 59 - - 59
Cash 283 - 283 - - 283
Total assets 1,929 0 3207 2,2497 - {8 5) 2,241 2
Borrowings/Dervatives (1,676 2) 99 3 (1,576 9) - (108 1) (1,685 0)
Other net abikties (103 2} - (103 2) - - (103 2)
Provisions/deferred tax (21 1) 211 - (137 2) 326 (104 6)
Total habilities (1,800 5) 1204 (1,680 1) (137 2) {75 5) (1,892 8)
Net assets 1285 4411 569 6 (137 2) (84 Q) 348 4

In order to provide further analysis the following table sets out NNNAV assets and habilities by segment

Segment assets and hahilities for NNNAV

30 September 2009 V14 managen-Fn:rr:S UK and 30
residential  Retirement Property  residential European German All other  September
(Em) portioko solutions services investments development  rasidential segments 2009
NNNAV Assets
Investment property 954 886 - - - 470 3 - 654 3
Investment in associates - - - 332 - - - 332
Investment in jomt ventures - - - 68 1 23 30 834
Financial interest in property assets - 1091 - - - - - 1091
Goodwill 59 - - - - - - 59
inventones - trading property 9634 2830 - - 703 24 - 13191
Trade and other recevables 30 13 - - 22 45 90 200
Cash and cash equivalents 04 20 - - 05 119 135 283
Property, plant and equipment - - - - - 04 5 19
Derwvatwve financial instruments - - - - - 01 o1 02
Value of own shares held - - — - - - 60 60
Total segment NNNAV assets 1,068 1 4840 - 1013 853 492 6 301 22614
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managenf:r?g UK and 30

UK Retrrement Property  residential European German Allother  September

(Em} residential solutions services Investments development  residential segments 2009

NNNAV Liabilities

Interest-bearing loans and berrowings - 417 - - - 3214 12226 01,5857
Trade and other payables 31 280 - - 1189 99 392 921
Retrement benefits - - - - - - 58 58
Current tax habilities - - - - - o4 240 24 4
Provisions for other habilities and charges - - - - - - 09 09
Deferred tax habilities 774 110 - - 39 29 172 1046
Derivative financal instrumenits - - - - - 194 801 995
Total segment NNNAV habilities 805 807 - - 30 3540 11,3808 19130
Net NNNAV assets 987 6 403 3 - 101 3 773 1386 (1,3597) 3484
5 Net rental mcome Z?E!rg miog
Gross rental income 756 779
Service charge income on a principal basis 72 134
Property repair and maintenance costs (19 9) (22 3)
Service charge expense on a principal basis (oo (15 3)
Property operating expenses (see note 8) (12 1) (15 2)
408 385

6 Profit on disposal of trading property 20£1r: 20{2:
Proceeds from sale of trading property 1510 198 4
Carrying value of trading property sold (90 8) (144 4)
Other sales costs {see note 8} (7 4) 91
528 449

7 Profit/(loss) on disposal of investment property Zof]rg 20{0:;
Proceeds from sale of investment property 99 88
Carrying value of investment property sold {9 5) 99
04 n




86 Gramnger plc Annual report and accounts 2010

Notes to the financial statements continued

2010 2009
8 Administrative expenses £m £m
Total group expenses 307 332

Many of the group’s expenses refate directly to either property management activities or to staff involved directly with the sale

and acquisition of property Accordingly, total group expenses shown above have been allocated as follows

2010 2009
£m £m

Property operating expenses {see note 5} i21 152
Costs directly attributable to the disposal of trading property (see note 6) 74 91
Administrative expenses 12 89
307 332

9 Other income and expenses ZTn? Zﬂfﬂ’:
Property and asset management fee income 56 57
Crop store and agricultural income 03 05
Other sundry mcome 08 11
Costs on acquisiion of subsidiary undertakings 07) -
59 73

2010 2009

10 Employees £m £m
Wages and salaries 1n7 131
Termination benefits 21 15
Social secunty costs 12 13
QOther pension costs - defined contnibution scheme {see note 27) o7 ()
Share-based payments (see note 31) 13 08
170 175

Interest on net pension scheme habilities amounted to £0 3man 2010 (2009 £0 2m}) and is included within interest expense

and similar charges (see note 12)
The average monthly number of group employees during the year (including executive directors) was

2010 2009
Number Number

UK tenanted residential 238 251
UK development 4 10
European tenanted residential 12 13
254 274

Details of directors’ remuneration, including pension costs, share options and interests in the LTIS are pgrovided in the audited
section of the remuneration committee report on pages 50 to 53 which form part of these financial statements
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2010 2009
Key management compensation fm f£m
Salanes and short-term employee benefits 30 30
Post-employment benefits 02 02
Share-based payments 04 07
36 39
Key management figures shown above include the executive and the non-executive directors
11 Loss befare tax 20£1n(: 20£Dm9
Loss before tax s stated after charging/crediting)
Deprecatron on fixtures, fittings and equipment (see note 17) 07 08
Impairment of goodwil| (see note 21) 15 29
Net gain on acquisttion of subsidiary (seg note 41) (2 8) -
Bad debt expense 14 11
Foreign exchange losses 10 04
Operating lease payments 17 17
Auditors’ remuneration - audit 01 01
Auditors’ remuneration — non audit 08 08
The remuneration paid to PrnicewaterhouseCoopers LLP, the group’s principal auditors, 1s disclosed below
2010 2009
Auditors’ remuneration £ 000 £000
Audit fees
Fees payable to the company s auditors for the audit of the
parent company and consolidated financial statements 146 148
Other fees
The audit of the company's subsidiaries pursuant to legislation 11 103
Other service pursuant to legislation
Tax services 205 106
Other services 382 531
Total fees 864 888

Dunng the year, £205,000 was paid by the group to PricewaterhouseCoopers LLP for taxation services The audit commuttee
give careful consideration before appointing the auditors to provide taxation advice and regularly use other providers to ensure
that independence and full value for money are achieved A further £382,000 was paid for other services, the main element of
which was £366,000 relating to work performed In connection wath the rights issue These fees were one-off In nature and are
not expected to reaccur

Operating lease payments represent the fease payments made in the year relating to renting of office space used by the group,
car leases under contract hire arrangements and operating lease payments relating to office equipment such as photacopiers
Leases relating to office space used by the group have initial terms of varying lengths, between one to 13 years Rent reviews
generally take place every five years Contract hire car leases generally have a three-year term There are no other sigruficant
operating lease arrangements requinng disclosure under 1AS 17 The group’s aperating lease commitments are shown in
note 37
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2010 2009
12 Interest £m fm

Interest expense and similar charges
Bank loans and mortgages 750 782
Convertible bond 17 21
Loan notes - 04
Other interest payable 01 52
Foreign exchange losses on financng activities 10 04
Loan issue costs = amortsation and loss on extinguishment 32 206
Interest on net pension scheme labilities (see note 27) 03 02
813 107 1

Interest income

Interest receivable from assocrates and joint ventures (see note 35) 24 33
Qther interest receivable 26 19
50 52
Net finance costs 76 3 1019

Loan ssue costs — amortisation and loss on extingushment of £20 6m in 2009 includes £17 5Sm of loan casts and fees
expensed as a result of the debi refinancing concluded immediately prior to the 30 September 2009 year end through which
certain loans were accounted for as an extinguishment under IAS 39 ‘Financial Instruments Recogrution and Measurement’

13 Taxation 20512 20:22

Current tax

Corporation tax on profits 41 09

Adjustments relating to prior years 42) (117)
@n (10 8)

Deferred tax

Ongination and reversal of timing differences (12 3) (388

Adjustments relating to pnor years 24 16
99 (37 2)

Income tax credit for the year {10 0) (48 0}
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Refund Movernents Movements
Opening receved Acquired  recogrised Exchange  recogrised Closing
balance  in the year Transfers  1n the year Inincome  adjustments n equrty balance
2010 Mgvement in 1axation £m fm £m £fm im £m fm
Current tax 24 4 36 - a1 on {02) - 278
Deferred tax
Trading property uphft to fair
value on acquisiicn 420 - 03 24 (32 - - 415
Investment property revaluation 94 - - - (02 - - 92
Accelerated capital allowances 04 - - - - - - 04
Short-term uming differences (14 8) - 03) - {6 5) - - 216)
Actuarial deficit on BPT Limited
pension scheme (0 4) - - - - - 01 095
Equity component of available-for-sale
finanaial asset 07 - - - - - 08 15
Fair value movement in cash flow
hedges and exchange adjustments (16 2) - - - - (0 1) - {16 3)
211 - - 24 99 on 07 142
Total tax - 2010 movement 455 36 - 25 (100) (03) 07 420
Payments Movements Movements
Cpening made in Acquired  recognised Exchange  recogmised Closing
balance the year  In the year inincome  adjustments n equity balance
2005 Moverment In taxation £m fm fm £m £m im £m
Current tax 514 {16 2) - (10 8) - - 24 4
Deferred tax
Trading property uplift to farr
value on acquisiion 603 - - (18 3) - - 420
Investment property revaluation 201 - - (110 03 - 94
Accelerated capital allowances 22 - - (18 - - 04
Short-term timing differences 87 - - ®1n - - {14 8)
Actuanal gain/{defiait) on BPT Limited
pension scheme 07 - - - - an 0 4}
Equity component of availlable-for-sale
financial asset - - - - - 07 07
Fair value movement in cash flow
hedges and exchange adjustments 38 - - - - (20 0) (16 2)
784 - - {37 2} 03 (20 4) 211
Total tax — 2009 movement 1298 (16 2) - (48 0} 03 (20 4) 455
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13 Taxation continued

The tax credit for the year comprnises

2010 2009

fm £m

UK taxation (86) (46 1)
Overseas taxaton (14) (19)
(100) (48 Q)

The tax credit for the year 15 higher than the standard rate of corporation tax in the UK of 28% {2009 28%) The differences
are explained below

2010 2009

fm £m

Loss before tax (208) (170
Loss before tax at a rate of 28% (2009 28%) (5 8) {47 &)
Expenses not deductible for tax purposes 20 25
Goodwill credit/impairment not taxable/allowable (oY 08
Impact of tax rate change 09 -
Utiisation of current and prior penod losses - {(119)
Other losses and non-taxable items 30 66
Adjustment in respect of prior penods (19 16
Total income tax credit in the Income statement {see above) {10 0) (48 0}

As shown in note 28, deferred tax has been taken directly to equity in relation to the actuanal loss on the BPT Limited pension
scheme, the equity component of avadable-for-sale financial assets and the fair value movement in cash flow hedges and
exchange adyustments

Factors that may affect future tax charges

A number of changes to the UK corporation tax system were announced in the June 2010 Budget Statement The Finance
(No 2) Act 2010 introduced legislation to reduce the main rate of corporation tax from 28% to 27% effective from 1 April
2011 Based on our assessment of the reversal of timing differences we have reduced our deferred tax liability by £0 9m as a
resuit of this change Further reductions to the main rate of corporation tax proposed that would reduce the rate by 1% per
annum to 24% by 1 April 2014 These further changes are not substantively enacted at the balance sheet date and are
therefore not included in these financial statements

Althaugh a number of matters have been agreed dunng the year with the relevant tax authonties, we are currently in
discussions with HM Revenue & Customs in connection with a number of outstanding tax matters The Group has continued
with its pelicy of prudent tax provisioning and no credit has been taken as at 30 September 2010 for any potential benefits
that may anse from settlement of these outstanding matters
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13 Dwvidends

Under IAS 10, final dividends are excluded from the balance sheet either until they are approved by the company In general
meeting or until they have been appropriately authorised and are no longer at the discretion of the group Dividends paid in
the year are shown below

2010 2009
£m fm

QOrdinary dwidends on equity shares
Final dividend for the year ended 30 Septernber 2008 - 1 29p per share - 53
Final dividend for the year ended 30 Septernber 2009 — 1 29p per share 53 -
Interim dividend for the year ended 30 September 2010 — 0 Sp per share 21 -
74 53

Diwvidend per share figures relating to the prior peniod have been restated to reflect the nghts issue in December 2009

Afinal dwvidend in respect of the year ended 30 September 2010 of 1 20p per share amounting to £4 9m will be proposed
at the 2011 Annual General Meeting If approved, this dvadend will be paid on 11 February 2011 to shareholders on the
register at close of business on 10 December 2010 The 2010 intenim dividend of 0 50p per share was paid in July 2010
This gives a total dividend for 2010 of 1 70p per share (2009 1 29p per share)

15 Loss per share

Basic

Basic (loss)/earnings per share 15 calculated by dividing the profit or loss attnbutable to equity holders of the company by the
weighted average number of ordinary shares in 1ssue during the year, excluding ordinary shares purchased by the group and
held both In trust and as treasury shares to meet its obligations under the long-term incentive scheme {'LTIS’) and deferred
bonus plan ('DBP’)

Diluted

Diluted (loss)/earnings per share 15 calculated by adjusting the weighted average number of shares in 1ssue by the dilutive
effect of ordinary shares that the company may potentially issue reiating to its convertible bond and its share option schemes
and contingent share awards under the LTIS and DBP based upon the number of shares that would be 1ssued if 30 September
2010 was the end of the contingency period The {loss)/profit for the year is adjusted to add back the after tax interest cost on
the debt component of the convertible bond Where the effect of the above adjustments 1s antidilutive, as 1s the case for both
years being reported, they are excluded from the calculation of diluted (loss)/earnings per share
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15 Loss per share continued

30 September 2010 30 September 2009
Weighted Waighted
Loss average Loss average
for the nurber Loss far the number Loss
year of shares per share year of shares per share
£m (thausands} pence fm (thousands) pence
Basic loss per share
i Loss attnibutable to equity holders
{2009 as cniginally stated) {108y 375,687 29 (122 Q) 135,816 (89 8
Loss attributable to equity holders
In 2009 (as restated) - - - (122 0) 240,340 (50 8)
Effect of potentially dilutive secunties
Share options and contingent shares — - - - - -
Diluted loss per share
Loss attributable to equity holders
(2009 as onginally stated) (10 8) 375,687 29 (122 Q) 135,816 (89 8)
Loss attributable to equity holders
in 2009 (as restated) — — — (122 0) 240,340 (50 8)

The 2009 less per share has been restated to reflect the impact of the nights 1ssue In December 2009 In accordance with

I1AS 33 the nghts 1ssue compnsed a bonus i1ssue of shares for no consideration and an issue of shares at the full theoretical
ex-rights price The bonus 1ssue represented 104,523,114 shares and has been added to the weighted average number of shares
with effect from the beginning of the earliest penod being reported, 1 October 2008 The remaining 173,030,292 shares have
been tume appertioned from their date of issue, 16 December 2009, in calculating the weighted average number of shares

2010 2009
16 Investment property £Em £m
Opening balance 654 3 6193
Additions

Acquisitions 130 11

Subsequent expenditure 21 37

Disposals (95) Q9
Net valuation defiaits 08 (25 6)
Exchange adjustments (24 4) 657
Closing balance 6347 654 3

The group has valued all of its Investment property as at 30 September 2010 at fair value
Informatien relaung to the basis of valuation of investment property, the use of external independent valuers, and the

Judgements and assumptions adopted by management 1s set out In note 2 ‘Cnitical accounting estimates and assumptions’

A revaluation deficit of £0 8m has anisen on valuation of investment property to fair value as at 30 September 2010 (2009

deficit of £25 6m) and this has been taken to the iIncome statement

The historical cost of the group’s investment property as at 30 September 2010 15 £638 Om (2009 £659 4m)

Rental income from investment property during the year was £41 7m (2009 £41 3m)
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Direct property repair and maintenance costs ansing from investrment property that generated rental income dunng the year

was £10 8m (2009 £12 2m)

Direct operating expenses arising from investment property that did not generate rental income during the year amounted

to nil (2008 £0 1m)

The reduction in value of £24 4m (2009 Increase of £65 7m) relates 1o an exchange movement on the group’s German
residential property This reflects the movement in the sterling/euro exchange rate at 30 September 2010 compared to the

rate at 30 September 2009

Fixtures

{rttings and
17 Property, plant and equipment eqmpm?r:
Cost
At 1 October 2009 51
Additons 03
Disposals {0 4)
At 30 September 2010 50
Accumulated Depreciation
At 1 October 2009 32
Charge for the year 07
Disposals (02)
At 30 September 2010 37
Net book value
At 30 September 2010 13
A1 30 September 2009 19
Fixtures
fittings and
equipment
£m
Cost
At 1 October 2008 47
Additions 04
At 30 September 2009 51
Accumulated Depreciation
At 1 October 2008 24
Charge for the year 08
At 30 September 2009 32
Net book value
At 30 September 2009 19
At 30 September 2008 23

C
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2019 2009
18 Investment in assocates £m £m
Qpening balance 332 516
Share of profit/{loss) 56 & 4)
Distnbutions receved - 04)
Profit on redemption of equity units 10 -
Proceeds on redemption of equity units (98 {7 6)
Share of change in fair value of cash flow hedges taken through equity (13) 40
Closing balance 287 332
Disclosed as
Nan-current assets 286 24 5
Current assets 01 87
Closing balance 287 332

In January 2008 the investors in Schroders ResPUT agreed to a controlled iquidation of the fund and the group has recerved

a number of redemption payments as assets have been realised The iquidation process was virtually completed at

30 September 2010 and the remaining investment of £0 1m (2009 £8 7m) is therefore held as a current asset

As at 30 September 2010, the group’s interest in associates was as follows

% of
ordinary share Country of
capitaltunits held Incorporation
G res1 Limited 216 lersey
Schroders Residential Property Urit Trust (ResPUT) 218 jersey

The accounting period end of G res1 Limited 1s 31 December 2010 Their results for the 12 months te 30 September 2010

and their financial position as at that date have been equity accounted In these accounts

The accounting period end of Schroders ResPUT 1s 31 March 2011 Thew results for the 12 months to 30 September 2010

and therr financial position as at that date have been equity accounted In these accounts

In relation to the group’s investment (n asscciates, the group’s share of the aggregated assets, liabilities, revenues and profit

or loss are shown below

2010

G tes1 Limied ResPUT Total

£Em £m fm

Non-current assets 790 - 790
Current assets 57 01 58
Non-current liabilities (54 4) - (S4 4)
Current habilities a7 - 17
Net assets 286 01 287
Revenues 44 - 44
Profit (including share of gain on revaluation of investment property) 55 01 56
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2009

G res! Limsted ResPUT Total

£m £m fm

Non-current assets 742 78 8§20
Current assets 49 08 58
Non-current habtties (53 0) - (53 0)
Current abilites (16) - {16)
Net assets 245 87 332
Revenues 44 06 50
Loss (including share of deficit on revaluation of investment property) 60} (C 4) (6 4)

Net

assets Loans Goodwll Total

19 Investment in joint ventures £m £m fm £m
At 1 October 2008 22 886 - 908
Loans advanced - 75 - 75
Maovemnent in provisions against loans - {14 8) - (14 8)
Share of loss (14 - - (14
Net assets acquired through purchase of joint venture 01 01
Goodwill anising on investment in Gebau Vermogen GmbH - - 27 27
Exchange adjustment 04 - - 04
Share of change in fair value of cash flow hedges taken through equity (4 6) - - (4 6)
At 30 September 2009 (33 813 27 807
Loans advanced - 93 - 93
Movement in prowisions against loans - (4 9) - 49)
Share of profit 46 - - 46

Goodwill impairment charge on investment in Gebau

Vermogen GmbH (see note 21) - - (14) (14)
Exchange adjustment - on - 01)
Share of change in fair value of cash flow hedges taken through equity 28 - - 28
At 30 September 2010 41 856 13 o

The movement In provisions against loans in 2010 of £4 9m represents a release of £1 5m provision against the group’s
mezzanine ioan to Grainger Genlnvest No 2 (2006) LLP, a £1 5m prowvision against the group’s investment in 1ts Czech Republic
Jont ventures and a £4 9m proviston against the group’s investment in its Curzon Park joint venture These prowisions

are included withun the provision for impairment on loans recevable net of write backs on the face of the consolidated

mncome statement
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19 Investment in joint ventures continued

As we announced at the half year, a recent White Paper on the proposed High Speed Rail Network from Londen to
Birmingham indicates that the potential route will cover at least part of our development site (held in joint venture with
Development Secunties plc) at Curzon Park in Brmingham We are assessing the long-term impact with our advisers and aim
to collaborate with other affected owners In the area A provision of £4 8m has been made in our year-end accounts against
the carrying value of cur joint venture investment In view of the uncertainty relating to the future of the Curzon Park site, the
group Is seeking advice in order to protect its position Should the value of the site, together with any compensation received,
be insufficient to repay the bank loan in the joint venture entity, the group may incur further charges in respect of its
obligations to the joint venture and the bank

At 30 September 2010, the group’s interest in Joint ventures was as follows

% of |

ordinary share Country of

captal held incorporation

Grainger Geninvest LLP 50 United Kingdom
Grainger Geninvest No 2 (2006) LLP 50 United Kingdom
Curzon Park Limited S0 United Kingdom
King Street Developments (Hammersmith) Lirmited 50 United Kingdom
CCZas 50 Czech Republic
CCYas 50 Czech Republic
Prazsky Project a s S0 Czech Republic
Gebau Vermogen GrmbH 50 Germany

The accounting period end of Curzen Park Limited 1s 31 December 2010 Therr results for 12 months to 30 September 2010
and thew financial position as at that date have been eguity accounted in these accounts

The accounting periad end of King Street Developments {Hammersmith} 1s 31 March 2011 Their results for 12 months to
30 September 2010 and therr financial position as at that date have been equity accounted in these accounts In relatron
to the group’s Investment In joint ventures, the group's share of the aggregated assets, habilies, revenues and profit or
loss are shown below
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2010 Summarised income statement

2010
King Street
Grainger Grainger Czeth Developments Gebau
Gentnvest  Genlnvest No 2 Republc Curzen Park  Hammersmith Vermogen
LLP (2006} LLP combined Limited Limited GmbH Total
im fm fm £m fm £m £fm
MNet rental ncome and
other Income 09 28 - - - 02 39
Profit on disposal of
investment property 01 04 - - - - 05
Operating profit before
valuation deficits 10 32 - - - 02 44
Net valuation gains on
investment property 47 22 - - - - 69
Operating profit 57 54 - - - 02 13
Interest payable (19) 40) 02 (0 4) - {02) 67
Profit/(loss) before tax 38 14 (02) (V)] - - 46
Taxation — - - - - - -
Profit/(loss) after tax 38 14 02) 04 - - 46
2010 Summarised balance sheet
e
King Street
Grainger Gramnger Czech Developments Gebau
Genlnvest  Genlnvest No 2 Republic Curzan Park  Hammersmith Vermogen
LLP {(2006) LLP combined Limited Limited GmbH Total
fm £m £fm fm £m £m £m
Investment property 416 1011 - - - - 1427
Current assets 06 36 149 186 19 12 40 8
Total assets 42 2 1047 149 186 19 12 183 5
Non-current liabilities {6 4) @40 (5 6) 207) - - (36 7}
Current habilities (28 9) (104 1) {6 8) on {19) (0 9) {142 7}

Net assets/(liabilities) 69 34 25 (22) - 03 41
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19 Investment in joint ventures continued

2009 Summarnsed income statement

2008
King Street
Grainger Granger Czech Devetopments Gebau
Genlnvest  Genlnvest No 2 Repulilic Curzon Park  Hammersmith Vermogen
LLP (2C06) LLP combined Limited Limited GmbH Total
£m £m £m £m £m fm £fm

Net rental income and
other iIncome 09 26 - - - 04 39

Profit on disposal of
Investment property - - - - - _ _

Operating profit before

valuaticn gains 09 26 - - - 04 39
Net valuation gains on

investment property 17 - - - - - 17
Operating profit 26 26 - - - 04 56
Interest payable {19) a1 02) 06 - (0 2) (7 0)
Profit/(loss) before tax 07 (15 02) (0 6) - 02 (14)
Taxation - - - - - - -
Profit/(loss) after tax 07 (15 02 06 - 02 (14)

2009 Summansed balance sheet

2009
King Street
Grainger Grainger Crech Developments Gebau
Geninvest  Genlinvest No 2 Republic Curzon Park  Hammersmith Vermogen
LLP (2006) LLP combined Limited Limited GmbH Total
£m £m £m £m £m £fm £m
investment property 391 1008 - - - - 13989
Current assets 01 50 140 185 - 05 381
Total assets 392 1058 140 - 185 - 05 1780
Non-current habilittes (337) (1083 52 (127 - on (160 )
Current habihties 31 {4 6) (59 (7 6) - 0N {21 3)
Net assets/(labiliies) 24 71 29 (18) -~ 03 (33)

The results and financial position of the three Czech Republic companies have been aggregated in the above tables as
ndvdually they are not material and the development being undertaken in Prague 1s being managed as a single development
with each company owning part of the combined site
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2010 2009
20 Financial interest in property assets £m £m
Opening balance 109 1 1212
Cash received from the instrument (10 8) (10 1)
Amounts taken to income statement 25 an
Amounts taken to equity before 1ax 31 27
Closing balance 1039 1091

Financial interest In property assets relates to the CHARM portfalko, which 1s a financial interest in equity mortgages held by
the Church of England Persions Board as mortgagee It 1s accounted for under 1AS 39 in accordance with the designation
avallable-for-sale financial assets and 1s valued at fair value

For interests held at 30 September 2010 we have revised our assessment of future cash flows and of the effective nterest rate
to discount those cash flows This has resulted in an increase to the fair value of £3 1m before tax which has been taken
through equity reservas

Credit risk anses from the credit exposure relating to cash receipts from the financal instrument All of the cash receipts are
payable by the Church Commissioners, a counterparty considered to be low risk as they have no history of past due or
impaired amounts and there are no past due amounts outstanding at the year end

21 Goodwill 1?;2 mﬁi
Opening balance 59 80
Arising on prior year acquisition - 08
ArSINg on current year acquisition 04 -
Impairment charge taken to income statement 0N 29
Closing balance 62 59

Goodwill ansing in the current year of £0 4m relates to the group’s acquisition of PHA Lirnted on 31 March 2010 (see note 40)
The total goodwill impairment charge in the income statement comprses

2010 2009
£m fm

Impairment charge as shown above ©n 29)
Impairment charge relating to Gebau Vermogen GmbH {see note 19) (14) -
(15) (29)

Further information on how goodwill arises 1s provided in note 2 "Cnuical accounting estimates and assumpticns’

2000 2009
22 tinventones - trading properties £m £m
Residential trading property 908 5 9284
Development trading property 814 872

989 9 10156

The market value of inventories as at 30 September 2010 was £1,321 4m {2009 £i 319 2m)
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22 Inventones - trading propertres continued

Provisions of £2 9m against the net realisable value of residential trading property have been credited back to the consolidated
Income statement in the year (2009 charge to the income statement of £18 4m} Further details are given in note 2 ‘Critical
accounting estimates and assumplions’

The cost of inventories recognised as an expense in the consclidated income statement 15 shown in note & ‘Profit on disposal
of trading property’ and amounted tc £30 8m (2009 £144 4m)

23 Trade and other receivables 2% 20£0n91
Trade recewables 88 101
Deduct Prowision for impairment of trade receivables Q20 22)
Trade recevables — net 68 79
Other receivables 54 99
Prepayments S0 22
172 200

The fair values of trade and other recevables are considered to be equal to therr carrying amounts

Other recevables includes a loan of £1 6m net of an impairment provision of £10 6m (2009 £4 8m) made to the Mornington
Capital Special Situations Co-Investment Fund 1 Limited Partnership {'Mornington’) The group 1s in regular contact with the
fund managers at Mornington and s discussing how to realise value from the mvestment made However, In assessing
impairment a prudent view has been taken on assessment of the discounted future cash flows likely to be realised The loan
has heen used by the fund to Invest in real estate joint venture partnershups The loan bears interest at between 5% and 8%
per annum above EURIBOR and 1s repayable within one year The loan is secured by fixed and floating charges over the assets
of the fund

Other recervables alsa tnclude a loan of £2 4m made o Clanns Linited (‘Clanns ) to enable that company to develop a
property in the City of Westminster The loan 1s interest free and subordinated to the semior debt provider funding the
development Grainger s entitled to a prionty profit share of up to £4 25m on sale of the developed property The loan
i1s secured by a charge on the property being developed

As at 30 September 2010, tenant arrears of £2 Om within trade recevables were impaired and fully provided for (2009

£2 2m} The indvidually impaired recevables are based on a review of outstanding tenant arrears and an assessment of
collectability The ageing of these recevables 1s

2010 2009

£fm £m

Up to two months a1 01
Three months or rmore 19 21
29 22

Rental debtars are due on demand and hence all balances outstanding at the year end are past due The balances within
trade recewvables which are past due but are not considered to be impaired, because either the debt has been collected since
the balance sheet date or there is a history of regular payment, are as follows
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2010 2009
fm £fm
Up to two months 25 19

The carrying amounts of the group’s trade and other recewvables are denominated in the following currencies

2010 2009

£m £m

Pounds Sterling 131 73
Czech Koruna - 09
Euros 41 18
i 172 200

Maovements on the group provision for impairment of trade recevables are as follows

2010 2009

£m fm

Opening balance 22 12
Provision for recevables impairment during the year 22 15
Receivables written off dunng the penod as not recoverable (16) 0
Unused amounts reversed (0 8) (©4)
Closing balance 20 22

The charge/credit relating to the creation and release of provisions for impaired recevables have been included in property
repair and maintenance costs in the consolidated income statement (see note 5) Amounts provided for are generally written
off when there 15 no expectation of recovering any further cash

The loan due from Mornington included within other receivables has been impaired and the provision made in the year of
£5 8m s included within the provision for impairment of loans receivable net of write backs on the face of the consolidated
income statement The other classes within trade and other recavables do not contain impaired assets

The maximum exposure ta credit nisk at the reporting date is the carrying value of each class of receivables mentioned above
Tenant deposits of £3 7m (2009 £3 6m) are held which prowide some security against rental arrears and property dilapidations
caused by the tenant In addition the loans to Mornington and Clarins are secured as described above The group does not
hold any other collateral as security

24 Finanaal nsk management and derivative financal instruments

Finanaal nsk management

The group’s objectives for managing financial nisk are to minimise the risk of adverse effects on performance and to ensure
the ability of the group to continue as a going concern while securing access to cost effective finance and maintaning
flexibihity to respond quickly to opportunities which arise

The group’s policies on financial nsk management are appraved by the board of directors and implemented by group
treasury Wnitten polices and procedures cover interest rate risk, credit nisk, the use of derivative and non-denivative financial
instruments and investment of excess iquidity Compliance i1s monitored by internal auditors Group treasury reports to the
risk committee

The group uses dervative finanaal instruments to hedge its exposure to financial nsk but does not take positions for
speculative purpases
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24 finanaal nsk management and derivative finanaal instruments continued

The sources of financial nsk and the policies and activities used to mitigate each are discussed below and include credit nisk,
liquidity nisk and market nsk which includes interest rate nsk, foreign exchange nsk, house price nsk in relation to the CHARM
portfolio, our financial interest in property assets and capital risk

Categories of financal instruments

A surmary of the classifications of the financial assets and liabilities held by the group is set out In the following table

2010
Loans and Assets at
recevables/ far value Derivatives Total
cashand cash  through profit used for Available- book Fair Farr value
equivalents and loss hedging for sate value value adustment
£m £m fm £m fm fm £m
Financial interest in property assets - - - 1039 103 9 1039 -
Trade and other recevables 12 2 - - - 122 122 -
Dervative financial instruments - - - - - - -
Cash and cash equivalents 915 - - - 915 915 -
Total finanaal assets 1037 - - 1039 207 6 207 6 -
Lialines at Other finanial
far value Derwatives liabilities at Total
through profit used for amortsed book Fair Fanr value
and loss hedging cost value value adjustment
£m £m £m £m £m £fm
Non-current liabilities
Interest-bearing loans and
borrowings - - 13617 13617 1,374 4 127
Trade and other payables - - 40 40 40 -
Pravisions for other liabilities
and charges - - 08 08 08 -
Current habilities
Interest-bearing loans and
borrowings - - 556 556 556 -
Trade and other payables - - 158 158 158 -
Derivative finanoal instruments 727 556 - 128 3 1283 -
Total financial habilities 727 556 1,437 9 1,566 2 1,5789 127
Total net finanaal
assets/{Liabilities) 1037 (727} (55 6} {1,334 0) (1,358 6) (1,371 3) (127
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2009
Loans and Assets at
recewables/ fair value Derwvatives Total
cash and cash  through profit used for Available- book Fair Fair value
equivalents and loss hedging for sale value value adjustment
fm fm £m fm £im £m £m
Financial interest in property assets - - - 1091 1091 1091 -
Trade and other recervables 178 - - - 178 178 -
Denvative financial instrurments - 02 - - 02 02 -
Cash and cash equivalents 283 - - - 283 283 -
Total financral assets 461 02 - 1091 155 4 155 4 -
Liabilities at Other financial
farr value Denvatves Fabilities at Total
through protit used for amortised hook Farr Farir value
and loss hedging cost value value adustment
£m fm £m £m £m £m
Non-current habilities
Interest-bearing loans and borrowings - - 1,557 0 1,557 0 1,565 8 88
Trade and other payables - - 40 40 40 -
Prowistons for other habilities and charges - - 09 09 09 -
Current habilities
Interest-bearng loans and borrowings - - 199 199 199 -
Trade and other payables - - 112 12 112 -
Derwvative financial instruments 395 600 - 995 995 -
Total financial habilities 395 600 1,593 0 1,692 5 1,701 3 28
Total net finanaal
assets/(habilities) 461 (39 3) ®00) (1,4839) {1,5371) {1,5459) 88

The fair value adjustment relates to the group’s fixed rate loans and the hability component of the convertible bond, all of
which are stated at amortised cost in the consolidated statement of financial position There 15 no requirement under JIAS 39
to revalue these loans to far value in the statutory balance sheet

Credit nisk

Credit nisk 1s the nisk of financial loss due to a counterparty’s faillure to honour its obligations The group’s principal financial
assets include its financial interest in property assets, bank balances and cash, trade and other receivables and financial
dervatives The carrying amount of financial assets recorded in the financial statements reprasents the group’s maximum
exposure to credit risk without taking account of the value of any collateral cbianed

The group’s financial interest in property assets relates to a financial interest in equity mortgages held by the Church of
England Pensions Board as mortgagee, a counterparty cansidered to be low risk as they have no history of past due or
impaired amounts and there are no past due amounts outstanding at the year end
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24 Financial nsk management and denvative finanaal instruments continued

The group’s principal credit risk relates to trade recevables Where 1t 1s identified that recovery 1s doubtful a provision for
impairment 1s made For all Assured Shorthold Tenancies credit checks are performed prior to acceptance of the tenant
Regulated tenants are incentivised through the benefit of their tenancy agreement to avoid default on therr rent Lifetime
tenancies are generally at low or zero rent and hence suffer mimimal credit nsk Rent deposits and personal guarantees are
held in respect of some leases Taking these factors into account the risk to the group of iIndividual tenant default and the
credit nsk of trade recewvables 1s considered low, as 1s borne out by the low level of trade receivables written off both in this
year and In prior years

The credit nsk on hgquid funds and derivative financial instruments 1s managed through the group’s policies of monitonng
counterparty exposure, concentration of credit nsk through the use of multiple counterparties and the use of counterparties
of goed finanaial standing Cash and short-term deposits at 30 September 2010 amounted to £91 5 (2009 £28 3m)
Deposits were placed with financial instiutions with A- or better credit ratings

At 30 September 2010, the fair value of all interest rate denvatives which had a positive value was il (2009 £0 2m)
For 2009 balances, all the counterparties had investment grade credit ratings

At 30 September 2010, the largest combined credit exposure to a single counterparty ansing from money market deposits
and interest rate swaps was £291 7m (2009 £305 4m} which represents 14 3% (2009 15 7%) of total assets

At 30 September 2010, the loan advanced to Mornington Capital Special Situations Co-investment Fund 1 Limited Partnership
was impaired on the basis of discounted future cash flows (see note 23}

Liguidity risk
The group ensures that it maintains contimuity and flexibility through a spread of maturities

Although the group's core funding 1s supported by covenants reguiring certain levels of loan to value with respect to the
entities in the group of obligors and to mantaining a certain level of interest cover at the group level the loan 1s not secured
directly against any property allowing operational flexibility The group has comfortably complied with its covenants during
2010 and as at 30 September 2010 (see note 2 ‘Critical accounting estimates and assumptions’)

The group ensures that it maintains sufficent cash for operational requirements at all times The group uses short-term money
market deposits to manage its hquidity The group also ensures that it has sufficient undrawn committed borrowing facilities
from a diverse range of banks to allow for operational flexibility and to meet committed expenditure on its developments

The UK residential business in particular is very cash generative from its gross rents and sales of trading properties In adverse
trading condiions, investment sales can be increased and new acquisitions can be stopped Consequently, the group 1s able
to reduce gearing levels and improve iquidity quickly

The following table analyses the group’s financal habiities and net-settled dernivative financial habilities at the balance sheet
date Into relevant maturity groupings based on the remaining period to the contractual matunty date The amounts disclosed
in the table are the contractual undiscounted cash flows As the amounts included in the table are the contractual
undiscounted cash flows these amounts will not equal the amounts disclosed on the balance sheet for borrowings, denvatve
financial instruments, trade and other payables and prowvisions far habilities and charges A reconchation to the balance sheet
amounts Is given on page 105 Trade and other payables due within 12 months equal their carrying balances as the impact

of discounting 15 not significant
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The cash flows are calculated using yield curves for floating rate interest-bearing hiabiities Foreign currency related cash flows
are calculated by means of the forward rates relevant to each matunty date

Between Between
Less than yand 2 Zand 5 Over 5
1 year years years Years Total
£m £m £m £m £m
At 30 September 2010
Interest-bearing loans and borrowings 920 901 1,185 4 198 2 1,565 7
Cash flow hedges 329 316 493 197 1335
Trade and other payables 346 - 40 - 386
Provision for hiabilities and charges ' 01 01 04 06 12
Between Between
Less than 1and 2 2and5 Over 5
t year years years Years Total
im £fm £m £m £m
At 30 September 2009
Interest-beanng loans and borrowings 622 1716 1,394 1 2141 18420
Cash flow hedges 455 285 2413 96 1079
Trade and other payables 620 - 40 - 660
Provision for habilities and charges 01 01 04 07 13
Reconchation of maturity analys:s
Between Between
Less than 1and2 2and S Qver 5
1 year years years Years Total
£m £m fm £m £fm
At 30 September 2010
Interest-beanng loans and borrowings (see note 25) 556 514 1,144 9 165 4 1,417 3
Foreign exchange impact of forward rates - on (36 (45) 82)
Interest 334 358 417 360 146 9
Unamortised borrowing costs 30 30 24 13 97
Financial iabihity cash flows shown above 820 90 1 1,185 4 198 2 1,565 7
Between Between
Less than 1and2 Z2and 5 Over §
1 year years years Years Jotal
£m £m £m £m £m
At 30 September 2009
Interest-bearing ioans and borrowings {see note 25) 199 109 6 1,2756 1718 1,576 9
Foreign exchange impact of forward rates 03 01 (137N (6 6) 207
Interest 394 589 1271 475 2729
Unamortised borrowing costs 32 32 51 14 129
Financal hability cash flows shown above 622 1716 1,394 1 2141 1,842 0

The group’s undrawn commutted borrowing fachities are monitored against projected cash flows
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Matunty of committed undrawn borrowing facihities

2010 2009
f£m fm

Expinng
Within one year 50 50
Between one and two years - -
Between two and five years 1881 1595
Total 1931 164 5

The above facilities are those freely available to be drawn for group purposes

Market risk

The group Is exposed to market risk through interest rates foreign exchange fluctuations, the avallability of credit and house
price movements relatng to the CHARM portfolio The approach the group takes to each of these risks is set out below

The group (s not exposed to equity price nsk or to commodity price risk

Fair values

IFRS 7 sets out a three-tier hierarchy for financial assets and habilities valued at farr value These are as follows

Level 1 — quoted prices in active markets for identified assets or liabilities,

Level 2 — Inputs other than quoted prices included in level 1 that are observable for the asset or hability, either directly as prices
or indirectly as denived from prices and

Level 3 — inputs for the asset or liability that are not based on observable market data
The foliowing table presents the group’s assets and habilities that are measured at fair value as at 30 September 2010

The fair value of swaps 1s derived from the present value of future cash flows discounted at rates obtained by means of the
current yield curve appropriate for those instruments As all sigmificant inputs required to value the swaps are observable,
they all fall within level 2

2010 2009
Assets Liabities Assets Liabliues
£m £m £m £m
Interest rate swaps — cash flow hedges in hedge
accounting relationships - 556 - 600
Interest rate swaps — cash flow hedges not in hedge
accounting relationships - 727 02 395
- 128 3 02 995

Interest rate swaps are all classified as either current assets or current habiities

The notional principal amounts of the outstanding interest rate swap contracts as at 30 September 2010 was £932 2m
(2009 £1,117 3m) As at 30 September 2010 the fixed interest rates vary from 3 51% to0 5 26% (2009 3 51% to 5 38%)
The fair value movernent relating ta cash flow hedges not In hedge accounting relationships amounted to a charge of
£39 6m (2009 charge of £38 7m)} in the consolidated income statement

All of the financial dervatives included in the above table were valued by external consultants, J C Rathbone Associated Ltd,
using a discounted cash flow modet and quoted market information and were checked internally using a bespoke software
package

In accordance with |AS 39, the group has reviewed its interest rate hedges In the absence of hedge accounting, movemenits

in fair value would have been taken directly to the income statement However, where cash flow hedges have been viewed
as being effective any gains or losses have been taken to equity through the cash flow hedge reserve
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A valuation was carrted out at 30 September 2010 by external consultants, | C Rathbone Associated Ltd, to calculate the
market value of the group’s fixed rate debt on a replacernent basis, taking into account the difference between the fixed
Interest rates for the group's borrowings and the market value and prevailing interest rate of appropriate debt instruments
as a fair value adjustment The farr values compared to the carrying amounts of the group's fixed rate financial liabilities
are analysed below

Book value at Fa value at

30 September 30 September

2010 2010

Fixed rate loan facilittes 838 965
Baok valye at Fair value at

30 September 30 September

2009 2009

Fixed rate foan facilities 862 950

Interest rate nsk

The group’s interest rate nsk anses from the risk of fluctuations in interest charges on floating rate borrowings The group
mitigates this nsk through the use of vanable to fixed interest rate swaps, caps and collars This subjects the group to far value
nsk as the value of the financial derivatives fluctuates in ine with vaniations in interest rates However, ihe group seeks to cash
flow hedge account where applicable The group 15, however, driven by commercial considerations when hedging 1ts interest
rate nisk and 15 not driven by the strict requirements of the hedge accounting rules under 1AS 39 if this 1s to the detniment of
achieving the best commercial arrangement

Hedging activities are carned out under the terms of the group’s hedging policies and are regularly reviewed by the board to

ensure compliance with this policy The board reviews its policy on interest rate exposure regularly with a view to establishing

that 1t 1s still relevant in the prevailing and forecast economic environment The current group treasury policy Is to maintain

floating rate exposure of no greater than 35% of expected borrowing As at 30 September 2010, 75% (2009 93%) of the :
group's gross borrowings were economically hedged to fixed or capped rates

As at 30 September 2010, the market value of denvatves designated as cash flow hedges under 1AS 39, 15 a net hability of
£55 6m (2009 net kabihty of £60 0m) The movement in fair value measured through the income statement on cash flow
hedges in the year ended 30 September 2010 was a charge of £38 6m (2009 charge of £38 7m) At 30 September 2010, the
market value of derivatives not designated as cash flow hedges under 1AS 39, 1s a net hability of £72 7m (2009 net liability of
£39 3m} The cash flows occur and enter in the determination of profit and loss until the maturnity of the hedged debt

The table below summarises debt hedged at 30 September 2010

Cash flow hedged debt

2010 2009
£m £m

Cash flow hedges maturing
Within one year 750 -
Between one and two years 130 820
Between two and five years 7890 958 3
Qver five years 552 770

9322 1117 3
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Interest rate profile - including the effect of denvatives

20010 2009
Sterling Elrp Total Sterling Euro Total
£m £m £m Em £m fm
Fixed rate 586 252 838 590 272 862
Capped rate 6300 3660 9960 945 2 423 4 1,368 6
Vanable rate 2929 54 3 347 2 811 539 1350
9315 4455 1,427 0 1,085 3 504 5 1,589 8

At 30 September 2010, the weighted average interest rate of the sterling fixed rate debt 15 5 5% (2009 5 4%) The weightad
average period for which the rate 1s fixed s 11 years (2009 12 years) The weighted average interest rate of the euro fixed rate
debt s 1 25% (2009 1 25%) The weighted average period for which the rate is fixed 15 40 years (2009 41 years)

Based on the group’s interest rate profile at the balance sheet date a 1% increase in interest rates would decrease annual
profits by £4 1m (2008 £2 3m) Similarly a 1% decrease would increase annual profits by £4 1m (2009 £2 3m) This has
been calcutated to include the effect of hedge accounting

Upward movements in medium and long-term interest rates, assocated with higher interest rate expectation, increase the
value of the group’s interest rate swaps that provide protection against such moves The converse 1s rue for downward
movements in the yield curve Where the group’s swaps qualfy as effective hedges under |AS 39, these movements in farr
value are recogrised directly in equity rather than the income statement

Foreign exchange risk

The group’s foreign exchange risk anses from the exposure due to translating overseas trading performance and overseas net
assets into stering The group does not have foreign currency trading with cross border currency flows The group hedges
foreign currency assets naturally by funding them through borrowings in the applicable foreign currency and aims to ensure
that it has no material unhedged net assets or habibues denominated in a foreign currency Profit translation 1s not hedged

The group’s balance sheet translation exposure 1s summarnsed below

2010 2009 2010 2009

Euro Euro  CzechKoruna  Czech Karuna

£m fm fm £m

Gross foreign currency assets 4597 499 1 75 85
Gross foreign currency hiabilities (475 4) (534 8) - -
Net exposure (15 7) 357 75 85

As at 30 September 2010 1t 15 estmated that a general increase/decrease of 10 percentage ponts in the value of Sterling
against the Euro would increase/decrease the group's profit before tax by approximately £0 2m (2009 £1 6m) and equity
by £1 6m (2009 £3 6m)

As at 30 September 2010 1t s estimated that a general mcrease/decrease of 10 percentage points in the value of Sterling
against the Czech Koruna would increase/decrease the group’s profit before tax by approximately £0 3m (2009 £0 3m)
and equity by £0 8m (2009 £0 9m)




Grainger plc Annual report and accounts 2010 109

Credit availlabihity nisk

Credit availability nisk relates to the group’s abiity to refinance its borrowings at the end of their terms or to secure additional
finanaing where necessary The group maintains relationships with a range of lenders and maintains sufficient headroom
through cash and committed borrowings Although the funding position of the group 1s very secure for the next two financial
years there 1s already a focus on the need to reshape its sources of long-term funding In an environment where traditional bank
lending is likely to remain constrained The group 1s already in discussions to advance a number of inrtiatives in this regard

House price risk

The cash flows arsing from the group’s financial interest in property assets (CHARM) are related to the movement in value of
the underlying property assets and, therefore, are subject to movements in house prices However, consistent with the group’s
approach to house price nisk across 1ts portfolio of trading and investment properties the group does not seek to eliminate this
nsk as it 15 a fundamental part of the group’s business model

At 30 September 2010 1t 1s estimated that, with respect to the group’s financial interest in property assets a general increase/
{decrease) of one percentage pomnt in house prices at the balance sheet date would increase/(decrease) the group’s profit
before tax by approximately £0 9m (2009 £0 9m)

Capital nsk management
The board managas the group’s capital through the regular review of cash flow projections, the ability of the group to meet
contractual commitments, covenant tests, dividend cover and geanng

The group manages the level of its equity sharehclders funds by means of dividends, share purchases and share 1ssues

The nghts 1ssue completed in December 2009 15 an example of how the board manages the group’s capital The rights
1ssue proceeds were used, inter alia, to iImprove balance sheet leverage ratios and to reduce the overall size and cost of the
group's debt

Loans within the group have associated cavenant requirements with respect to lgan to value and interest cover ratios The board
regularly reviews all current and future projected covenant levels to monitor anticipated compliance and available headroom
aganst key thresholds For the group as a whole the board does not have a specfic loan to value target but it i1s reviewed In

the context of the board’s view of markets, the prospects of and risks relating to the portfolio and the recurning cash flows of
the business

The group monitors its cost of debt and weighted average cost of capital (WACC) on a regular basis At 30 September 2010,
the weighted average cost of debt was 5 0% (2009 5 3%} and the WACC was 5 66% (2009 5 22%) Investment and
development opportunities are evaluated using the WACC in order to ensure long-term shareholder value 15 created

Certain group subsidianes are regulated by the Financial Services Authonty and therefore have externally applhed capital
adequacy requirements However, these do not have any matenal impact on the group as a whole
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25 Financial assets and habilities

1) Interest-bearing loans and borrowings

2010 2009
£m fm
Current habilities

Mortgages 03 03
Bank loans 498 19
Loan notes 55 77
556 199

Non-current habilities
Mortgages 215 229
Bank loans 13186 1,5131
Convertible bond 216 210
13617 1,557 0
Total interest-bearnng loans and borrowings 14173 1,576 3

Costs relating to the raising of the loan finance set off against the balances shown in the above table amount to £9 7m
(2009 £12 9m)

Analysis of bank loans

a) Core banking facility

010 2009

£m im

Term Facility A 198 8 2250
Term Facility B 176 7 2000
Revolving Facility A 3374 3924
Revolving Facility A Euro 507 535
Revolving Facility B 196 4 1930
Revolving Faality B Euro 563 594
Revolving Facility C Euro 399 685
Total 1,056 2 1,191 8

Headroom on the core banking facility at 30 September 2010 was £188 1m (2009 £153 5m)
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Interest 1s payable at the agreed margin over LIBOR plus mandatory costs The agreed margin and final repayment date of the
facilities are as follows

Final
Margin % repayment date

Faality
Term Facility A 090  Jun2013
Term Faaility B 085 Jun 2013
Revolving Facility A 070  Jun201
Revolving Facility B 200  Dec 2012
Revolving Facility C 100  Dec20612

The core banking facility 15 secured by floating charges over the assets of the group
The group has a forward start credit faokty compnsing a committed term loan of £365m that will becorne avalable on
30 June 2011 which wall replace the Revolving Facility A expinng on that same date

b} Other UK bank loans
2010 200%

fm £m

Fixed rate — Pounds Sterling 363 373
Vanable rate — Pounds Sterlng 85 85
44 8 458

The fixed rate loan 1s secured by fixed charges over specific retirement solutions home reversion assets In the group’s
subsidiary company Hamsarg 2517 Limited and bears interest at a fixed rate of 6 32%

The vanable rate loan 1s secured by fixed charges over specific investment property assets in The Tilt Estate Company Limited
and bears interest at 0 9% above base rate

¢) European bank loans

2010 2009

fm fm

Varnable rate - Euro 2733 290
Fixed rate — Euro 35 39
276 8 2999

Headroom on these faclities at 30 September 2010 amounted to £mil (2009 £nil) The vaniable rate Euro bank loans are
secured by floating and fixed charges over the investment property m the group’s German residential portfolio The loans bear
interest at between 0 6% and 2 1% over EURIBOR The fixed rate Euro bank loans are secured by floating and fixed charges
over the investment property in the group 5 German residential portfolic The loans bear fixed interest rates between 5 2%
and 7 5%
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25 Financial assets and habilities continued

d) Analysis of loan notes

2010 2009

£m fm

Fixed Rate — Pounds Sterling 03 04
Floating rate — Pounds Sterling 52 73
55 77

The fixed rate loan notes are secured by a bank guarantee and bear interest at a fixed rate of 3 25% The floating rate loan
notes are secured by bank guarantees and cash collateral and bear interest at between 0 75% and 1% under LIBOR

e) Martgages

2010 2009
£fm fm
Mortgages = Euro 218 233

The mortgages are secured by fioating and fixed charges over the investment property in the group’s German residential
portfolto and bear interest at a fixed rate of 0 5%

f) Convertible bond

2010 2009

fm Em

Qpening balance 213 927
Early conversion during the year - (722)
Amorused during the year 06 08
219 213

As part of the early conversion in November 2008, of £87 1m of the £112m 2014 convertible bond, holders accepted a cash
payment of £35,000 per £100,000 nominal bend value to convert early This cash payment totalling, with expenses, £31 1m s
shown in the income staterment 2009 comparatives as an inducement cost

The analysis of the loans and borrowings in the above tables is before deducting unamortised 1ssue costs of £9 7m

{2009 £12 9m) relating to the raising of the loan finance

Other loans and borrowings information

The core banking facility, vanable rate UK bank loans and the European bank loans are generally rolled aver every three
months At roll over, LIBOR, EURIBOR and PRIBOR are reset for the following interest penod

The fixed rate UK bank [can and the mortgages are at a fixed rate of interest which do not reprice The fixed rate loan s
repayable after more than five years The mortgage has repayments of £0 3m wiathin one year, £1 2m within two to five years
and £20 3m after more than five years The average interest rate on borrowings during the year was 5 6% (2009 5 7%)

The matunty profile of the group’s debt, net of finance ¢osts, 15 as follows

2010 2009

£m fm

Within one year 556 199
Between one and two years 514 1096
Between two and five years 1,144 9 1,275 6
Over five years 1654 1718

1,417 3 1,576 9
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The Interest rate risk profite of the group’s debt after taking into account the various financial dervatives used by the group
to manage Its Interest rate nsk 15 as follows

2010

Fixed rate Cappedrate  Floating rate
labihties habilues habiliues Total
£m £m im fm
Loan notes 03 - 52 55
Meortgages — Euro 218 - - 218
Convertible bond 219 - - 219

Bank loans
Pounds Sterling 363 6300 2879 954 2
Euro 35 366 0 541 4236
838 996 0 3472 1,427 0
Unamortised issue costs 97
1,417 3
2009

fixed rate Capped rate Floaung rate
habilities lhabilities liabiities Total
fon £m fm fm
Loan notes 04 - 73 77
Mortgages — Euro 233 - - 2332
Convertible bond 213 - - 213

Bank loans

Pounds Sterling 373 945 1 738 1,056 2
Euro 39 4235 539 4813
862 1,368 6 1350 1,589 8
Unamortised 1ssue costs {129
1,576 9

The group’s borrowings subject to fixed interest rates and to swaps, caps and collars (capped rates) have the following
weighted average interest rates and weighted average maturnty dates The weighted average Interest rates shown are inclusive
of loan margins

2010
Fixed rate Weighted Capped rate Weighted
weighted average waighted average
average rate penod average rate penod
% years % years
Loan notes 325 1 - -
Mortgages 050 a0 - -
Convertible bond 363 4 - -
Bank loans - Pounds Sterling 632 15 640 2

Bank loans — Euro - - 480 3
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25 Financal assets and habilities continued

2009

fixed rate Waeighted Capped rate Weighted

weighted average weaighted average

average rate DEFIOC‘ average rate penod

% years % years

Loan notes 325 1 - -

Martgages 050 41 - -

Convertible bond 363 5 - -

Bank loans — Pounds Sterling 632 16 650 3

Bank locans — Euro - - 510 4

) Financial assets

The group has the following cash and cash equivalents at 30 September 2010

2010 2009

t fm frm

Pounds Sterling 777 158

Euros 1386 122

Czech Koruna 02 02

915 28 3

Short-term deposits totalling £5 4m (2008 £7 Sm) with an average maturity of three months are held as cash collateral
These have an effective interest rate of 0 6% (2009 14%)

included within 2010 year end cash balances is £4 0m {2009 £2 9m) held in third-party chent accounts where Grainger acts
as Trustee or agent The corresponding hability s included within trade payables

At the year end £63 4m was placed on the overnight money market (2003 frul) at effective interest rates of between 0 9%
and 155% Remaining cash and cash equivalents are held as cash at bank or in hand

The group has an overdraft faciity of £5m as at 30 September 2010 {2009 £5m)

2010 2009
26 Non-current habilities £m £m
1) Trade and other payables
Deferred consideration payable 40 40

Trade and other payables s deferred consideration for the purchase of land at West Waterloaville and 1s payable in Apnl 2013

2010 2009
£m £im

n) Provisions for other habilities and charges
Other 08 09
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27 Pension costs

Defined contribution scheme

The group operates a defined contribution pension scheme for its employees The assets of the scheme are held separately
from those of the group in independently administered funds Pension arrangements for directors are disclosed in the report
of the remuneration committee and the directors’ remuneration report on page 50 The pension cost charge In these financial
slatements represents contrbutions payable by the group The charge of £0 7m (2009 £0 8m) 1s included wathin employee
remuneration in note 10

Defined benefit scheme

In addition to the above, the group also operates a final salary defined benefit pension scheme, the BPT Limited Retirement
Benefits Scheme The assets of the scheme are held separately in funds administered by trustees and are invested with Axa
Sun Life, an independent investment manager Costs and funding are assessed with the advice of an independent qualfied
actuary using the projected unit credit method Actuanal valuations are carried out every three years and the last full actuanial
valuation was undertaken as at 1 July 2007 This scheme was operated by BPT Limted which became a subsidiary of Grainger
plcin 2003

No benefits have accrued since 30 June 2003 although active members retamn a final salary ink

Pension benefits for deferred members are based on the members’ final pensicnable salaries and service at the date
employment ceased (or date of leaving If earlier)

The company has opted to recogruse all actuanal gains and losses immedeately through the statement of comprehensive Income

The actuartal valuation as at 1 July 2007 was based on the main actuarial assumptions of an investment return of 6 8% per
annum, salary increases of 4 9% per annum and mflation-linked increases to pensions in deferment of 3 4% per annum
The scheme assets were valued at £17 9m and scheme habilities at £21 1m, a funding level of 85% The funding level for the
scheme at the previous valuaticn as at 1 July 2004 was 79% The trustees and the employer have agreed a recovery plan to
eliminate the deficit This plan wall run for seven years with company contributions to the scheme of £48,350 per month,
£580,200 per annum The actuary also undertook a Section 179 valuation as at 1 July 2007 as required by the Pension
Protection Fund The funding level on a Section 179 valuation basis was 142%

The scheme was closed to new members and to employee contributions in 2002 Accordingly, there is no current service cost
for the scheme

The IAS 19 calculations for disdosure purposes have been based upon the 1 July 2007 actuanal valuation but have been
updated to 30 September 2010 by a qualified independent actuary

Principal actuanal assumptions under [AS 19

2010 2009
Discount rate 490%pa 530%pa
Price inflation 310%pa 305%pa
Salary increases 460%pa 455%pa
Rate of increase of pensions in payment 500%pa 500%pa
Rate of increase for deferred pensioners 310%pa 305%pa

Year Year

commencing (ommencmg
1 Ociober 2010 1 October 2009

Expected return on assets 500%pa 530%pa
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27 Pension costs continued

The overall expected return on assets assumption of 5 00% p a as at 30 September 2010 has been

derived by calculating the

weighted average of the expected rate of return for each asset class The following approach has been used to determine the

expected rate of return for each asset class
* Fixed interest securities, current market yields

¢ Equities, allowance for an additional return of 2 60% p a above that available on UK government securities,
* Property, allowance for an additional return of 2 60% p a above that available an UK government secunties, and

* Cash, current Bank of England base rate

Demographic assumptions
2010

2009

Mortality tables for pensioners 107% of PCAQQ year
of birth tables allowing

for long cohort

improvements with

1 25% minimum

improvements for males

and 0 75% minmum

improvernents for

females each year

107% of PCAQOD year of
of birth tables allowing
for long cohort
Improvements with

1 25% minimum
improvements for males
and 0 75% minimum
improvements §or
females each year

Mortality tables for non pensioners As for pensioners As for pensioners
Life expectancies
30 September 2010 30 September 2009
Males Females Males Females
fm £m £m £m
Life expectancy for a current 65 year old 88 2years 903 years 882years 903 years
Life expectancy at age 65 for a current 55 year old 89 5years 91 lyears 8B95vyears 911t years

The other demegraphic assumptions are the same as those adopted in the Scheme Funding valuation as at 1 July 2007

Market value of scheme assets and expected rates of return
The assets of the scheme are invested in a diversified portfolio

30 Sepiember 2050 30 September 2009
Lang-term Long-term
Market % of total  expected rate Market % of total  expected rate
value scheme assets of return value  scheme assets of return
£fm % % £m

Equities 62 33% 61% 53 32% 6 5%
Bonds 75 40% 4 4% 70 42% 4 4%
Properties 03 2% 61% 03 2% 65%
QOther 05 3% 05% 01 - 05%
Insurance pohces 41 22% 49% 490 24% 53%

Total value of assets 186 100% 167 100%

The actual return on assets over

the period was 20 19
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The assets of the scheme are held with AXA Sun Life in a managed fund As the above table shows, the assets of the scheme
are primanily held within equities and bonds The equity return of 6 1% 1n 2010 and 6 5% n 2009 1s based on an equity nsk
premium of 2 6% above the 15-year fixed rate on gilts The directors consider this to be at the mid point of the acceptable
range The return on bonds has been deterrined by reference to actual yields

Defined benefit obligations, scheme assets and scheme deficit

2010 2009 2008 2007 2006
f£m £m fm £m fm
Total market value of assets 186 167 152 140 135
Present value of scheme liabilities (24 6) (22 5) (17 3) (16 7) (18 1)
Scherme deficot at 30 September (6 0) (58) 2n 27} 46)
History of assets, habilities, experience gains and losses
2010 2009 2008 2007 2006
Gains/{|losses) arising on scheme liabilities
Due to experience - - £13m - -
Percentage of defined benefit obligation - - 75% - -
Due to change of basis £(1 6)m £(5 0)m £17m £2 Om -
Percentage of defined benefit cbligation {6 5)% (22 )% 9 8% 12 0% -
Experience adjustments
Gains/lcsses} ansing on scheme assets £11m £10m £(2 6ym - f06m
Percentage of scheme assets 59% 60% (17 )% - 4 2%
The change in the present value of defined benefit obligation over the year was as follows
2010 2009
fm fm
Present value of projected defined benefit obhgation at start of the year 225 173
Interest on pension scheme liabilities 12 11
Actuanal loss 16 50
Benefits paid 07 (09)
Present value of projected defined benefit obligation at end of the year 246 225
The change in the value of the scheme assets over the year was as follows
2010 2009
fm £m
Market value of scheme assets at start of the year 167 152
Expected return on scheme assets 09 09
Employer contributions 06 05
Actuanal gain 11 10
Benefits paid (07} 09

Market value of scheme assets at end of the year 186 167
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27 Pension costs continued

Pension cost recognised in the income statement

2010 2003

£m tm

Interest on pension scheme habilities 12 11
Expected return on pension scheme assets (09} 09
Total pension cost 03 02

The total pension ¢ost shown above has been nduded within interest expense and similar charges (see note 12)

Actuanal loss recognised in the consolidated statement of comprehensive income

2010 2008

fm £m

Actual return less expected return on assets 11 10
Loss on change of assumptions {16) (50)
Total actuanal loss before tax (05 40

The actuanal loss shown in the above tables of £0 5m (2009 £4 0m) has been induded in the consolidated statement of
comprehensive iIncome, net of deferred tax {(see page 60)

Future funding obligation

The last actuana! valuation of the Scheme was performed by the Actuary for the Trustees as at 1 July 2007 The group has
agreed a recovery plan with the Trustees to pay annual deficit contributions of £580,200 The group expects to pay £597,000,
including the standard expense charges payable under the Managed Fund policy, to the Scheme during the year beginning

1 October 2010 The next actuarial valuation of the scheme as at t July 2010 15 currently being carried out Fellowing this
valuation, the contributions required to be paid by the group may change

Sensitivity analysis
Set out below 15 an analysis of how the scheme deficit would vary with changes to the key actuanal assumptions

Discount rate increased by 0 1% decrease in deficit of £0 4m
Inflation increased by 0 1% increase i defiait of £0 1m
Life expectancies increased by one year increase in defiat of £0 8m

The cumulative amount of actuanal losses recagrised in the consoldated statement of comprehensive income before deferred
taxation s £2 2m (2009 £17m)
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28 Deferred tax habilities
The movernent in the proviston for deferred taxation 1s as follows

2010 2009

£m fm

Opening balance 211 784
Acquisition of subsidianes in the year 24 -

Recognised in the ncome statement 99) (37 2)

Recognised in equity

Actuanal loss on BPT pension scheme on (11

Fair value mavement in cash flow hedges and exchange adjusiments - {200
Equity component of availlable-for-sale financial asset 08 07
Exchange adjustments 01 03
Closing balance 142 211

In addition to the above, the group has a contingent tax liability representing the difference between the carrying value of
trading properties in the balance sheet and ther market value This contingent tax, which 1s not prowded in the accounts,
amounts to £88 4m (2009 £85 7m)

29 Trade and other payables ZDEIrE 20{0{:
Deposits received 37 36
Trade payables 109 73
Taxation and social security 12 03
Accruals and deferred income 415 769

57 3 881

Trade payables includes £0 6m {2009 nil) relating to acquisitions of property where contracts have either been unconditionally
exchanged or notansed

Accruals and deferred income includes £22 7m (2009 £26 1m) of rent received in advance relating to lifetime leases

30 Share caprtal 2%‘01 2o£0r2
Authonsed

500,000,000 (2009 160,000,000) ordinary shares of Sp each 250 80
Allotted, called-up and fully pad

416,362,420 (2009 138,798,113) ordinary shares of 5p each 208 69

Durning the year The Grainger Employee Benefit Trusts took up their nghts 10 2,400,756 shares at a cost of £2 1m and
The Grainger Trust Employee Trustee Company Limited took up its iights to 63,858 shares at a cost of £0 1m The Grainger
Employee Benefit Trusts also acquired 1,600,000 shares during the year at a cost of £1 8m

In addition, the group paid £0 5m to the share incentive plan during the year for the purchase of matching shares and free
shares in the scheme
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30 Share capital continued

The overall cost of £4 5m has been deducted from retained earnings within shareholders’ equity (see note 33)

As at 30 September 2010, share capital included 46,803 (2009 31,929} shares held by The Grainger Trust Employee

Trustee Company Limited, 5,976,623 (2009 1,975,867) shares held by The Grainger Employee Benefit Trusts and 21,410
(2009 21,410) shares held by Grainger plc as treasury shares The total of these shares s 6,044,836 (2009 2,029,206)
with a nominal value of £302,242 (2009 £101,460) and a market value as at 30 September 2010 of £6 6m (2009 £6 Om)

Movements in 1ssued share capital during the year and the previous year were as folfows

Norminal

value

Number £000

At 1 October 2008 128,716,094 6436
Shares 1ssued following conversion of Canvertible Bonds 10 081,013 504
Options exercised under SAYE schemes 1,006 -
At 30 September 2009 138,798,113 6,940
Issue of shares under the nghts 1ssue 277,553,406 13,878
Options exercised under SAYE schemes 10,901 -
At 30 September 2010 416,362,420 20,818

Share options

Certan senior executives hold opttons to subscribe for shares in the company under long-term incentive schemes In addiven
the campany aperates a SAYE share option scheme available to all employees The number of shares subject to options as at
30 Septermber 2010, the penods in which they were granted and the periods in which they may be exercised are given below
Prior year numbers have been restated to take account of the rights issue In the year

Exercise price Exercise 2010 nulznoboegr
Year of grant {pence) period number (restated)

Long-term incentive scheme (LTIS)
2003 o 2006-13 20,814 90,915
2007 3700 2010-37 - 16,182
20,814 107,097

SAYE share options

2004 157 2 2007-10 - 3nz2
2006 2389 2009-12 - 3,281
2007 2628 2010-13 1,003 1722
2008 (A) 971 2011-14 124110 129,114
2008 (B) 377 2012-14 2,166,864 2 362,208
2009 683 2012-15 133,903 148,527
2010 908 2013-16 113,304 -
2,539,184 2,647,964
Total share opticns 2,559,998 2,755,061
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The movement in the share options schemes during the year is as follows

Cpening Closing
posiion Exerased Granted Lapsed position
LTIS schemes
2003 90,915 - - (70.101) 20,814
2007 16182 - — (16,182) -
107,057 - - (86,283) 20814
Weighted average exercise price (pence per share) 1501 - - 159 6 1110
SAYE scheme
2004 3,112 - - (3.112) -
2006 3,281 {781) - (2,500) -
2007 1,722 - - (719) 1,003
2008 (A} 129,114 - - (5,004) 124,110
2008 (B) 2,362,208 (10,120} - (185,224) 2,166,864
2009 148,527 - - (14,624} 133,903
2000 - - 113,304 - 113,304
2,647,964 (10,901) 113,304 (211,183) 2,539,184
Weighted average exercise price (pence per share) 428 521 908 46 1 406

Far those share options exercised dunng the year, the weighted average share price at the date of exerase was 139 7p
(2009 156 7p) For share options outstanding at the end of the year, the weighted average remaining contractual life 1s
3 0 years (2009 3 9 years) There were 21,817 (2009 97,308} share options exercisable at the year end with a weighted
average exercise price of 118 Op (2009 116 7p)

31 Share-based payments

The group operates an equity-settled, share-based compensation plan comprising awards under a long-term incentive scheme
('LTIS’), a deferred bonus plan ('DBP’), a share incentive plan ("SIP*) and a save as you earn ('SAYE’) scheme

For awards under the 2010, 2009 and 2008 LTIS, one third are subject to an absclute total shareholder return performance
condition measured cver three years from the date of grant and two thirds are subject to annual growth in Net Net Net Asset
Value ('NNNAV } measured over three years from the date of grant One third of the awards, therefore, are subject to a
market-based performance condition and the remaining two thirds of the awards are subject to a non-market based
performance condition Those awards subject to a market-based performance condition, have been valued at fair value using
a Black-Scholes valuation model Those awards subject to a non-market-based performance condition have been valued based
on the share price at the date the award was granted

Awards granted in 2010 under the DBP have no speafic performance conditions other than continued employment by the
group There 15 a three-year vesting period from the date of grant One third of the awards vest at the end of each year
Participanis can choose to exercise their awards on vesting or to retain their awards within the plan until the end of the third
year at which point a 50% matching element 1s added to their award entitlernent

Awards under the DBP have been valued based on the share price at the date of the award less the dividend yield at the
award date as there 15 no entitlement to dividends duning the vestng penod

Awards under the SAYE scheme have been valued at farr value using a Black-Scholes valuation model
Awards under the SIP scheme have been valued based on the share price at the date the award was granted
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31 Share-based payments continued

Shares were awarded, subject to any vesting conditions set out above, to executive directors and selected employees during the
year under the LTIS and the DBP but there were no options granted n the year under these schemes Share options were granied
to employees of the group dunng the year under the SAYE scheme The main assumptions used to value the shares and options
granted during the year are set out in the tables below Conditional share awards over a total of 546,000 shares granted o
Ntck Jopling and Mark Greenwood on 29 September 2010 are not shown as no share-based payment charge has been made

in 2010 relating to these awards on grounds of immateriality given the proximity of the awards to the group’s financial year end

LTIS

Share awards
8 December 8 December
2009 2009
market non-market
Award date based based
Number of shares on grant 192,278 384,556
Exercise price (£) - -
Vesting period from date of grant {years) 3 3
Exercise penod after vesting {years) 7 7
Share pnce at grant (£) 1305 1305
Expected risk free rate (%) 5310 -
Expected dividend yield (%) 0900 -
Expected volatility (%) 26 000 -
Fair value (f) 050 1 305

DBP

Share awards
Award date 3 February 2010
Number of shares on grant 516,932
Exercise price {£) -
Vesting period from date of grant (years) 1-3
Share price at grant (£} 1316
Dividend yield (£) 0017
Fair value (f) 1299
SAYE 19 July 2010 19July 2010
3-year scheme  5-year scheme
Number of shares on grant 99,694 13,610
Exercise price (£) 0908 0908
Vesting penod from date of grant (years) 3 5
Expected exerase date 1 Nov 2013 01 Nov 2015
Share price at grant {£} 1132 1132
Expected risk frae rate (%) 1 880 1880
Expected dvidend yield (%) 2170 2170
Expected volatility (%) 37 000 37 000
Fair vatue {£) 0333 0378

The expected volatiity figures used in the valuation were calculated based on the histonc volatiity over a penod equal to the
expected term from the date of grant

The share-based payments charge recogrused in the income statement s £1 3m {2009 £0 8m)

Mavements in options and options exercisable as at 30 September 2010 are shown In note 30
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32 Changes in equity

The consolidated statement of changes in equity 15 shown on page 63 Further information relating to the merger reserve and
cash flow hedge reserve 1s provided below

Merger reserve

The merger reserve arose when the company issued shares in partial consideration for the acquisition of City North Group ple
The issue satisfred the provisions of Sectron 612 of the Companies Act 2006 and the premium relating to the shares issued was
credited to a merger reserve In December 2009 the group completed a two for one nghts 1ssue at an I1ssue price of 90p per
share raising a total gross amount of £249 8m, net of costs £236 7m The rights 1ssue Increased the number of shases in issue by
277,553,406 shares, increasing share capital by £13 3m The group took advantage of Section 612 of the Comparues Act 2006
to take proceeds in excess of the nominal value of shares 1ssued, amounting to £235 9m to a merger reserve The group used a
cash-box structure to effect the nghts issue and, under this mechanism, £235 9m has been subsequently transferred 1o retained
earnings Of this amount £104 5m 1s currently not distributable Costs of 1ssue, which totalled £13 1m have been taken directly
to reserves

Cash flow hedge reserve

The fair value movements on those derivative financial nstruments qualifying for hedge accounting under 1AS 39 are taken
to this reserve net of tax
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33 Movement in retained earnings

The retained earnings reserve comprises vartous elements Those elements and the movemenis in each are set out below

Share-based Treasury shares

payment bought back  invesiment m Translation Retaned  Total retained
reserve  and cancelled awn shares reserve earnings earnings resarve
£m £m fm £m £m £fm

Balance as at 1 October 2008 20 (7 8) G4 t2 1660 1520
Loss for the year - - - - (122 0) (122 0)
Actuanal loss on BPT pension scheme net of tax - - - - (29) 29
Net exchange adjustment offset in reserves - - - 06 - 06
Purchase of own shares - - (04 - - 04
Award of shares from own shares 07} - 07 - - -
Transfer on conversion of convertible bond - - - - 32 32
Share-based payments charge 08 - - - - 08
Dividends paid - - - - 52) (52)
Balance as at 30 September 2009 21 (78 Gn 18 391 261
Loss for the year - - - - (108) {10 8)
Actuanal loss on BPT pension scheme net of tax - - - - {0 4) 04
Net exchange adjustment offset in reserves net of tax - - - 09 - 09
Purchase of own shares - - (4 5) - - {4 5)
Award of shares from own shares (05) - 05 - - -
Rights Issue costs - - - - (a3 (31)
Transfer from merger reserve - - - - 2359 2359
Share-based payments charge 13 - - - - 13
Dividends paid - - - - 74 (7 4)
Balance as at 30 September 2010 29 (7 8) {13 1) 27 2433 2280

Share-based payments reserve

This reserve comprises the cumulative credit entries relating 1o the share-based payments charge made in the income

statement less the average cost of shares issued to employees

Investment in own shares reserve

As at 30 September 2010, the group owned its own shares as follows 46,803 (2009 31,929) shares held by The Grainger
Trust Employee Trustee Company Limited, 5,976,623 (2009 1,975,867) shares held by The Grainger Employee Benefit Trusts
and 21,410 (2009 21,410) shares held by Grainger plc as treasury shares The total of these shares held 1s 6,044,836 (2009

2,029,206) with a cost of £13,068,465 (2009 £9,125,863)

Detals relating to the nghts 1ssue and the transfer from merger reserve are set out 1n notes 32 and 39
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The directors consider that providing details of all subsidiaries, joint ventures and associates as at 30 September 2010 would
result in disclosure of excessive length The following information relates to those subsidiary undertakings whose results or
financial position 1 the opinion of the directors, principally affected the group A full hst will be appended to the next

annual return

Preportion of norminal value of
ordinary 1ssued shares hetd by

Group Company
Name of undertaking % % Incorporated Activity
Northumberland & Durham Property Trust Limited 100 England & Wales Property Trading
Grainger Residential Management Lirmited 100 i00 England & Wales Property Management
Grainger Asset Management birited 100 100 England & Wales Asset Management
Warren Court Limited ‘ 100 England & Wales Property Trading
Grainger (Hornsey) Limited 100 England & Wales Development
West Waterlooville Developments Limited 100 England & Wales Development
BPT (Bradford Property Trust) Limited 100 England & Wales Property Trading
BPT {Residential Investrnents) Limited 100 England & Wales Property Investment
Grainger Finance Company Limnited 100 100 England & Wales Finance Company
Bromley Property Investments Limited 100 England & Wales Finance Company
Home Properties Limited 100 England & Wales Property Trading
Bridgewater Tenances Limited 100 England & Wales Property Trading
Bridgewater Equity Release Limited 100 England & Wales Property Trading
Homesafe Equity Release LP 100 England & Wales Property Trading
Sovereign Reversions ple 100 England & Wales Property Trading
Hamsard 2517 Limited 100 England & Wales Property Trading
Grainger Recklinghausen Portfolio One Sart & Co KG 100 Germany Property investment
Grainger Recklinghausen Portfolio Two Sarl & Co KG 100 Germany Property Investrnent
Grainger Berlin Portfolio One Sarl & Co KG 100 Germany Property Invesiment
Grainger Stuttgart Portfoho One Sarl & Co KG 100 Germany Property Invesiment
Grainger Stuttgart Portiolio Two Sarl & Co KG 100 Germany Property Investment
Francono Rhein-Main Gmbh 100 Germany Property Investiment
Grainger Luxembourg Financing (No 1) Sarl 100 Luxembourg Finance Company
Grainger Luxembourg Fimancing {No 2) SA 100 Luxembourg Finance Company
Grainger Luxembourg Financing {(No 3} SA 100 Luxembourg Finance Company
Grainger Luxembourg Germany Holdings Sarl 100 Luxembourg Investment Company
Grainger Treasury Froperty (2006) LLP 100 England & Wales Investment Partnership
The Tilt Estate Company Limited 100 England & Wales Property Investment
Grainger Retirement Housing No 1 {2007) Limited 100 England & Wales Property Investment
BPT Limited 100 England & Wales Investment Company

All subsidianies are conschdated in the group accounts
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35 Related party transactions

During the year and at the year end, the group held a 50% interest in Grainger Geninvest LLP and Grainger Geninvest No 2
(2006) LLP The group provides a number of services to both partnerships and receives an asset adviser fee, a sales fee, a
commercial management fee and a treasury services fee Amounts recogrised in the income statement and outstanding
balances at the year end are as follows

040 2010 2009 2009
fees Year end Feas Year end
recognised balance recegnised balance
£ 000 £ 000 £ 000 £000
Asset adviser fee 691 201 700 199
Sales fee 49 5 a3 6
Commercial management fee 28 8 26 7
Treasury fee 30 9 30 8
798 223 799 220

In addition, the group has prowided loans to both partnerships as follows
Balance as at Balance as at 010 2009
30 September 30 September Interest Interest
2010 2008 receivable receivable
£m fm £Em £m
Grainger Geninvest LLP - 8 5% fixed interest loan note 85 78 07 07
Grainger Geninvest No 2 (2006} LLP - 11 0% fixed interest loan note 55 52 03 03
Grainger Geninvest No 2 (2006) LLP - mezzanine loan at LIBOR plus 4% 790 753 38 53
930 883 48 63

Interest receivable is included within interest receivable from associates and joint ventures (see note 12) The difference of

£2 4m between the figure shown above of £4 8m and the amount shown in note 12 of £2 4m 15 a consolidation adjustment
to eliminate interest recevable by the group from the Grainger Gernvest entiies against interest payable in those entities to
the group

The loan notes have no fixed repayment date and are subordinated to external financing within each LLP If not demanded
before, the Grainger Geninvest LLF loan notes are repayable by 23 June 2015 and the Grainger Geninvest No 2 {2006) LLP loan
notes by 31 December 2016 The mezzanine loan 1s repayable on demand but has a final repayment date of 20 March 2011
As at 30 September 2010 the group 1s helding an impairment provision of £7 6m (2009 £9 1m) against the mezzarine loan

The group held a 50% interest tn Curzon Park Limited as at 30 September 2010 The group has prowided a loan to Curzon
Park Limited as at 30 September 2010 of £12 8m (2009 £7 5m) The loan is repayable on demand and bears interest at
4% per annum  As at 30 September 2010 the group 1s holding an impairment prowvision of £10 6m against this loan

The group held a 21 6% interest in G res 1 Lirmited as at 30 September 2010 The group provides a number of services to
the fund and receves a property management fee, a fettings and renewal fee, and an asset management fee Amounts
recognised In the tncome statement and the outstanding balances at the year end are as follows
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2010 2010 1009 2009

Fees Year end Fees Year end

recagnised balance recognised balance

£ 000 £ 000 £ 000 £ 000

Property management fee 1,423 748 1,443 370
Lettings and renewal fee 183 58 167 50
Asset management fee 2,302 1,242 2,229 1,033
3,806 2,048 3,839 1,453

The group held a 21 8% interest in the Schroder Residential Property Unet Trust as at 30 Septernber 2010 The group
provides a number of services to the Trust and receives a property management fee, a letungs and renewal fee, an asset
management fee and a sales fee In January 2009 the fund investors agreed to a controlled hiquidation of the fund and this
was virtually completed by 30 September 2010 As a result, fee income in 2010 1s considerably lower than in 2009 Amounts
recognised in the income statement and the outstanding balances at the year end are as follows

20i0 2010 2009 2009

Fees Year end Fees Year end

recognised balance recognised balance

£ 000 £ 000 £ 000 £'000

Property management fees 2 - 202 18
Lettings and renewal fees 11 - 9 0
Asset management fees 44 - 369 67
Sales Fees 118 - 9% 64
175 - 671 150

Details of key management compensation are provided in note 10

36 Capital commitments

As at 30 September 2010, the group and its jont ventures and associates had capital commitments of £nil 2009 £nil)

37 Operating lease commitments

The future aggregate minimum lease payments payable by the group under non-cancellable operating leases are as follows

2050 2009
£m fm

QOperating teases which expire
Not later than one year 03 04
Later than one year and not later than five years 22 27
Later than five years 50 59
75 90

The group expects to receive £0 8m under non-cancellable sub-leases (2009 £1 Om)
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38 Contingent habihities

The properties in certain subsidiary companies forming a ‘guarantee group’ prowide the secunty for the group’s core debt
facity The properties in certain of the group’s German subsidiaries provide security for the non-recourse finance raised in
those subsidiary undertakings (see note 25 for further details)

Barclays Bank Plc and Lioyds TSB Bank Plc have provided guarantees under performance bonds relating to the Group's UK
development division In addition they have prowided guarantees against certain loan notes issued by the group In either
case, If called upon the relevant bank would have recourse to the group In relation to these guarantees

As at 30 September 2010, total guarantees amounted to £2 4m (2009 £4 5m)

In addition, the group has an obligation, under the sale and purchase agreement for the land at West Waterlooville, to pay
further consideration should the site value exceed certain pre-agreed amounts It 1s not possible to determine the amount or
timing of any such future payments due to the fong term nature of the site's development and the associated uncertainties
with respect to planning applications However, any future payments will not fall due unti! at least 2015 and will be spread
over a number of years

As explained in more detatl in note 19, there 15 uncertainty relating to the future of the site at Curzon Park In which the group
has a 50% joint venture interest Should the value of the site, together with any compensation received, be insufficient to
repay the bank loan in the joint venture entity, the group may ncur charges in excess of those prowded in these financial
statements, In respect of obligations to the joint venture and the bank

39 Rights i1ssue

In December 2009 the group completed a two for one nghts 1ssue at an issue price of 90p per share raising a total gross
amount of £249 8m, net of costs £236 7m The nghts issue increased the number of shares in 1ssue by 277,553,406 shares,
increasing share capital by £13 9m

The group took advantage of Section 612 of the Companies Act 2006 to take proceeds in excess of the nominal value of
shares 1ssued, amounting to £235 9m to a merger reserve Under a cash-box mechanism this amount has been subsequently
transferred to retaned earmings and of this, £104 5mus currently not distributable Costs of issue which totalled £13 im have
been taken directly to reserves




Gramnger plc Annual report and accounts 2010 129

40 Acquisition of PHA Limited

On 31 March 2010 the group acquired 100% of the equity in PHA Limited, a company which owns 162 residential properties
located in Devon The total consideration for the purchase was £15 4m paid in cash The acquisition has been {reated as a
business combination and goodwill of £0 4m arose reflecting the discount obtained against the potential contingent tax
inherent in the portfolic There has been no impairment of goodwill In the period since acquisition

The identfiable assets and liabihties acquired were as follows

fm
Assets
Inventories — trading property 172
Cash and cash equivalents 04
Other current assets 01
177
Liabilities
Corporation tax 02
Deferred tax 24
Other current liabilities 01
27
Net assets acquired 150
Fair value of consideration paid 154
Goodwill ansing {see note 21) 04

The post acquisition revenue and profit of PHA Limited included within the group’s consolidated income statement was
£0 5m and £0 3m respectively Had the acquisition taken place on 1 Cctober 2009, we estimate on a pro-forma basis, that
the revenue and profit of PHA Limited for the 12-month perod from that date would have been £1 0m and £0 6m respectively

41 Acquisition of Sovereign Reversions plc

On 9 August 2010 the group acquired Sovereign Reversions plc {*Sovereign’) a company which specialises in equity release
investment, adwice, plan provision and plan administration The Sovereign property portfolo on acquisition, was valued at
approximately £67 9m

Grainger Equity Release Limited ('GERL') paid £34 2m for 100% of the issued share capital of Sovereign (excluding acquisition
costs) The far value of assets and habilmies acquired was £73 1m and £34 4m respectively The far value of net assets
acquired therefore was £38 7m The resulting gain on acquisition of £4 5m has been credited to the income statement in
accordance wath IFRS 3 {Revised)

The purchase was made with the intention of entenng into a joint venture with Moorfield Real Estate Fund Il Equity Release
Limited, a wholly owned subsidtary of Mcorfield Real Estate Fund [l {Moorfield’) Moorfield is a UK-based real estate nvestor
and Fund Manager
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41 Acquisition of Sovereign Reversions plec continued

Subsequent to the Grainger year end, on 12 October 2010, GERL received a cash consideration of £17 5m from Moorfield

for a 50% stake in Sovereign valued at £19 2m The group has provided for the resulting loss of £1 7m in these financial
statements In accordance with IFRS 5 all of the assets and habilities of Sovereign as at 30 September 2010 have been
classified as a disposal group held-for-sale This is because the disposal group meets the two criteria set out in IFRS 5 of

being available for sale in its present candition and the sale being highly probable Included on the face of the consolidated
statement of financial pasition are total assets of £70 7m and total! babilives of £34 1m relaung to Sovereign These balances

comprise the following

£m
Total assets
Inventories — trading property 66 5
Cash and cash equivalents 31
Other current assets 11
707
Total liabilities
Bank loans 282
Deferred tax 49
Other current liabilities 10
341

A net gain of £2 8m, comprising the gain on acquisimon of £4 5m and impairment loss of £1 7m has been credited to the
consolidated income statement and 1s shown in the segmental analysis in note 4 within the retirement solutions segment
The Sovergign assets and habilities are also shown as part of the retirement solutions segment In note 4

42 Post balance sheet events
As stated in note 41, the group sold 50% of its equity stake in Sovereign Reversions plc on 12 October 2010
There are no cther post balance sheet events requiring disclosure in these financial statements
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Independent auditors’ report on the parent company financial statements

We have audited the parent company financial statements of
Grainger plc for the year ended 30 September 2010 which
comprise the parent company balance sheet and the related
notes The finanoal reporting framework that has been
applied in their preparation 1s apphcable law and United
Kingdom Accounting Standards {United Kingdom Generally
Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained more fully in the statement of directors’
responsibilities set out on page 55, the directors are
responsible for the preparation of the parent company
financial statements and for being satisfied that they give a
true and fair view Our responsibility 1s to audit the parent
company financial statements in accordance with applicable
law and International Standards on Auditing (UK and
lreland} Those standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

This report, including the optnions, has been prepared for
and only for the company’s members as a body In
accordance with Chapter 3 of Part 16 of the Companies Act
2006 and for no other purpose We do not, in giving these
opinions, accept or assume responsibiity for any other
purpose or to any other person to whom this report 1s
shown or Into whose hands 1t may come save where
expressly agreed by our prior consent in writing

Scope of the audit of the finanaal statements

An audit Involves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to give
reasonable assurance that the financaial statements are free
from matenal misstaternent, whether caused by fraud or
error This includes an assessment of whether the
accounting policies are appropnate to the parent company’s
arcumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant
accounting estmates made by the directors, and the overall
presentation of the finanoial statements

Opinton on finanaal statements

In our opinion the parent company finanaal statemenis

= Gwe a true and fair view of the state of the company's
affairs as at 30 September 2010,

» Have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

¢ Have been prepared in accordance with the requiremenis
of the Comparses Act 2006

Opimion on other matters prescribed by the
Companies Act 2006

In our opimon

* The part of the Directors’ Remuneration Report to be
audited has been properly prepared In accordance with
the Companies Act 2006, and

* The information given in the Directors’ Report for the
fmancial year for which the parent company financial
statements are prepared is consistent with the parent
company financial statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following
matters where the Companies Act 2006 requires us to
report to you i, In our opinion

* Adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not wvisited by us, or

The parent company financial statements and the part of
the directors’ remuneration report to he audited are not In
agreement with the accounting records and returns, or
Certain disclosures of directors’ remuneration specified

by law are not made, or

—

* We have not received all the information and explanations
we require for our audst

Other matter

We have reported separately on the group financial
statements of Grainger plc for the year ended
30 September 2010

Bowker Andrews (Seruor Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Newcastle upon Tyne

10 December 2010
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Parent company balance sheet

00 2009
As a1 30 September 2010 Notes fm im
Fixed assets
Tangible assets 2 - 01
Investments 3 348 2 12717
348 2 127 8
Current assets
Investment in associates 3 a1 87
Debtors 4 1302 3099
Cash at bank and in hand 489 11
1792 3197
Creditors amounts falling due within one year 5 145 162 3
Net current assets 1647 157 4
Total assets less current habilities 5129 2852
Creditors amounts falling due after more than one year
Convertible bond 6 2186 210
Net assets 491 3 264 2
EQUITY
Capital and reserves
Called-up equity share capital 7 208 69
Share premium 8 1098 097
Capital redemption reserve 8 03 03
Equity component of convertible bond 8 50 50
Profit and loss account 8 3554 142 3
Total shareholders’ funds 4913 264 2

The finanaal statemnents on pages 132 to 139 were approved by the board of directors on 10 December 2010 and were
signed on their behalf by

A C.N..OL /A4

Andrew Cunningham Mark Greenwood
Director Director

Company registration number 125575
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Notes to the parent company financial statements

1 Accounting polictes

a) Basis of preparation

The financial statements have been prepared on a going
concern basis In accordance wath the histonical cost
convention as modified by the revaluation of certain
Investments, 1in accordance with the Companies Act 2006
and applicable UK accounting standards

The company has taken the exemption allowed under
Section 408 of the Companies Act 2006 from the
requirernent to present its own profit and loss account
The prafit for the year was £0 9m (2009 loss of £20 4m)
On an histonical cost basis the profit for the year would
have been £0 9m (2009 loss of £20 O0m) These financial
statements present information about the company as
an individual undertaking and not about 1ts group

The company has taken advantage of the exemption in FRS 8
‘Related Party Transactions’, from the requirement to disclose
such transactions on the grounds that it has presented its
own consohdated financial statements

b) Accounting policies

The company financial statements have been prepared under
UK GAAP rather than under IFRS which has been adopted for
group reporting The following accounting policies have been
appled consistently in dealing wath items which are considered
matenal in relation to the company’s financial statements

¢) Tangible fixed assets

These comprtse office fixtures, fittings and equipment and
are carnied at histoncal cost less accumulated depreciation
and impairment Subsequent costs are included in the assets
carfymg amount or recogrised as a separate asset, as
appropriate, only when 1t 1s probable that the future econonmc
benefits associated with the item will flow to the company
and the cost of the item can be measured reliably Depreciation
1s provided on a straight-line basis over the estimated useful
Iife of the assets which 1s assessed as five years

d) Investments

Investments in equity instruments that have a quoted market
price in an active market or whose fair value can be reliably
measured are valued at fair value under FRS 26 Finanaal
Instruments Recognition and Measurement’ Farr value is
measured as the net asset value per unit held

e} Investment in subsichanies

Investments in subsidianes are carned at histoncal cost less
prowision for impairment

f) Investment in joint ventures and associates
Investments in joint ventures and assoctates are accounted
for by the equity method of accounting and are inimially
recognised at cost The company’s share of its joint ventures’
and associates’ post-acquisition profits or losses 1s recognised
In the income statement, and the share of post-acquisition
movements In reserves is recognised in reserves The
cumulative post-acquisition movements are adjusted against
the carrying amount of the investment

g) Taxation

Corporation tax is provided on taxable profits or losses at the
current rate

Deferred tax assets and liabilitres anse from timing
differences between the recognition of gains and losses in
the accounts and their recogrution in a tax computation

In accordance with FRS 18 ‘Deferred Tax’, deferred tax s
prowided in respect of all trming differences that have
onginated but not reversed, at the balance sheet date that
may give rise to an obligation to pay more or less tax in
future Deferred tax s measured on a non-discounted basis

h) Own shares including treasury shares

Transactions of the Grainger Trust Employee Trustee
Company Limited and The Grainger Employee Benefit Trusts
are included in the company’s finanaial statements The
purchase of shares in the company by each trust and any
treasury shares bought back by the company are debited
directly to equity

1) Convertible bond

The £112m 3 625% convertible bond due 2014 was issued in
May 2007 Interesi s payable semi-annually Unless previcusly
redeemed, converted, purchased or cancelled the bond 1s
convertible at any time up to 12 May 2014 nto fully pad up
ordinary shares at a conversion pnice of £4 60 The convertible
bond 15 a compound finanoal instrument and the carrying
ameunt has been allocated 1o 1ts equity and hability
components in the company’s balance sheet The hability
component has been determined by measuring the farr value
of a simiar hiability that does not have an associated equity
component The discount rate used for this was based on

a rate of 7 5% compounded serru-annually The liability
compcenent has been deducted from the fair value of the
compound financial nstrument as a whole and the residual
element has been assigned to the equity component The
hiability element 1s subsequently measured at amortised cost
using the effective interest rate method




134 Grainger plc Annual report and accounts 2010

Notes to the parent company financial statements

1 Accounting policies continued

)) Share-based payments These share-based arrangements have been treated as
Under the share-based compensatron arrangements set out equity-settled in the consohdated financial statements
in Note (1)) on page 70 and note 31 on pages 121 and In the company accounts the share-based payment charge
122, employees of Grainger Employees Limited have been has been added to the cost of investment in subsidiaries
awarded aptions and conditional shares in the company with a corresponding adjustment to equity

Fixtures fittings

and equipment

2 Tangible fixed assats £m
Cost
At 1 October 2009 and 30 September 20010 09
Depreciation
At 1 October 2009 c8
Charge for the year 01
At 30 September 2010 09
Net book value
At 30 September 2010 -
At 1 October 2009 01
Invesiment in
Schroder
Residential
investment in Property
3 Investments SUDSIdlaréensm un T[grsu: Tt;‘:-:
Valuatron
At 1 October 2009 1277 87 136 4
Additions 3089 - 3089
Disposals - 87 87
Provision for impairment (88 4) - (B8 4)
Increase «n fair value - 01 01
At 30 September 2010 3482 01 348 3
Investments in equity instruments that do not have a quoted market price in an active market or whose farr value cannot be

rehably measured cannot be valued at fair value under FRS 26 The investment in the Schroder Residential Property Umit Trust

can be reliably measured and, therefore, has been valued at far value under FRS 26
The additions in the year relate to a further investrnent of £250 Om in Granger Finance Company Ltd, £8 Om in Grainger

Europe No 3 Limited and £49 6m in relation to the acquisition of Sovereign Reversions plc and PHA Limsted by subsidianes
of Grainger plc The additions also include a capital contnbution dunng the year of £1 3m in respect of share-based payment

awards granted to subsidiary employees

The prowision for imparment of £88 4m has been made against the company's investments after assessment of net
recoverable value in accordance with the company's accounting policy 1e) on page 133

In January 2009 the investors in Schroders ResPUT agreed to a controlled hiquidation of the fund and the company has
receved a number of redemption payments as assets have been realised The hquidation process was wirtually completed
at 30 September 2010 and the remamning investment 1s therefore held as a current asset

A list of the prinapal subsichanes of the cormpany s given in note 34 on page 125
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2010 2009
4 Debtors £m £m
Amounts owed by group undertakings 1301 3098
Other debtors 01 01
1302 3099
Debtors in both 2009 and 2010 are all due within one year
5 Creditors amounts falling due within one year 20£1"l3 2050m9
Amounts owed to group undertakings 126 1616
Other taxation and social security 10 01
Accruals and deferred income 09 06
145 162 3
6 Convertible bond mclne mgr:
Opening balance 213 927
Early conversion during the year - (72 2)
Amortised durning the year 06 08
219 213
Unamortised issue costs 03 (0 3)
Liability component at 30 September 2010 216 210

As part of the early conversion m November 2008, holders representing £87 1m of the £112m 2014 converuble bond accepted
a cash payment of £35,000 per £100,000 nominal bond value ta convert early

7 Share caprtal 2°g'n‘3 zofor:
Authorised

500,000,000 (2008 160,000,000} ordinary shares of 5p each 250 80
Allotted, called-up and fully paid

416,362,420 (2009 138,798,113) ordinary shares of Sp each 208 69

Durning the year The Grainger Employee Benefit Trusts took up their nghts 1o 2,400,756 shares at a cost of £2 1m and The
Grainger Employee Trustee Company Limited took up i1ts nghts to 63,858 shares at a cost of £0 1m The Grainger Employee
Benefit Trusts also acquired 1,600,000 shares during the year at a cost of £1 8m In addiuon, the group paid £0 5m to the
share incentive plan during the year for the purchase of matching shares and free shares in the scheme The overall cost of
£4 5m has been deducted from retained earnings within shareholders’ equity (see note 8)

As at 30 September 2010, share capital included 46,803 (2009 31,929) shares held by The Granger Trust Employee Trustee
Company Limited 5 976,623 (2009 1,975,867} shares held by The Grainger Employee Benefit Trusts and 21,410 (2009
21,410) shares held by Gramnger plc as treasury shares The total of these shares 15 6,044,836 (2009 2,029,206} with a
nominal value of £302,242 (2009 £101,460} and a market value as at 30 September 2010 of £6 6m (2009 £6 Om)
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Notes to the parent company financial statements continued

Mavements in issued share capital durning the year and the previous year were as follows

Nominal

Value

Number £ 000

At t October 2008 128,716,094 6,436

Shares i1ssued following conversion of Convertible Bonds 10,081,013 504

Options exerased under SAYE schemes 1,006 -

At 30 Septermber 2008 138,798,113 6,940

Issue of shares under the rights 1ssue 277,553 406 13,878

Options exercised under SAYE schemes 10,901 —

At 30 September 2009 416,362,420 20,818
Details of share options granted by the company are provided in note 30 on pages 11910 121

Equty

Capita! camponent Profit and

Share redemption  of convertible Merger loss

premium reserve bond Teserve account

8 Reserves £m fm £m frn £m

At 1 October 2009 1097 03 50 - 142 3

Retained profit for the year - - - - 09

Share-based payment charge - - - - 13

Issue of shares 01 - - - -

Rights 1ssue - - - 2359 (13 1)

Transfer to profit and loss account - - - (235 9) 2359

Purchase of own shares - - - - (4 5)

Dwidends paid - - - - (7 4)

At 30 September 2010 109 8 03 50 - 3554

Merger reserva

In December 2009 the company completed a two for one rights issue at an issue price of 90p per share raising a total gross
amount of £249 8m, net of costs £236 7m The rights issue increased the number of shares in issue by 277,553,406 shares,
increasing share capital by £13 9m The group tock advantage of Section 612 of the Companies Act 2006 to take proceeds in
excess of the nominal value of shares 1ssued amounting to £235 9m, to a merger reserve Under a cash-box mecharism this
amount has been subsequently transferred to retained earmings and of this, £104 Sm 1s currently not distributable Costs of
1issue which totalled £13 im have been taken directly to reserves
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9 Other information

Post balance sheet event
There are no post balance sheet events requiring disclosure In these financial statements

Dividends
information on dwvdends pard and declared 1s given in note 14 on page 91

Directors' share options and share awards
Detalls of the directars’ share options and of therr share awards are set out below

Directors’ share options

Ordinary shares {thousands) Rupert Dickinson Andrew Cunningham Peter Couch
Exercise 30Sapt 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept
Dates exercisable price 2010 2009 mna 2009 2010 2009

Non-performance-related
(available to all staff)

SAYE Scheme
1 February 2014 to 31 juty 2014 £0 377 - 44 44 44 25 25

Performance-related
{conditional awards)

Inland Revenue Approved Executive
Share Option Scheme

23 March 2010 to 23 March 2017 £370 - 8 - 8 - -
- 52 44 52 25 25

Ordinary shares {thousands) MNick Jopling Mark Greenwoad Total
Exertise 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept 30 Sept
Dates exercisable pnce 2010 2009 2010 200% 2010 2009

Non-performance-related
(available to all staff)

SAYE Scheme
i February 2014 to 31 July 2014 £0 377 - - - - 69 113

Performance-related
{conditional awards}

Inland Revenue Approved Executive
Share Option Scheme

23 March 2010 to 23 March 2017 £370 - - - - - 16
_ - - - 69 129

Performance conditions for the options exercisable 23 March 2010 to 23 March 2017 at £3 70 were not met, thus the
options lapsed

The market pnice of the company’s shares at the end of the financial year was 110p and the range of the closing mid-market
prices during the year was 102p 10 170p

Comparative figures for Peter Couch, Nick Jopling and Mark Greenwood are as at the date of theirr appontment to the board
(see page 51)
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Notes to the parent company financial statements continued

9 Other information continued

Directors’ share awards

Qrdinary shares of 5p each (thousands} Rupert Dickinson Andrews Cunningham Pater Couch

Earliest

Award vesting 30Sept 30 Sept 30 Sept 30 Sept 3G Sept 30 sept

date date 2010 2009 2010 2009 2050 2009
Non-performance-related — 12 Dec 12 Dec

rmiscellaneous* 2007 2010 - - - - 26 26
Non-performance-refated — 3Feb  3Feb

deferred bonus plan* 2010 20 - - - - 90 80

Performance-related
{condrtional awards)

Long-term incentive scheme
23 Mar 23 Mar

2006 scheme (lapsed) 2007 2010 - 187 - 140 - -
9 Jan g lan

2007 scheme 2008 20 - 376 284 284 153 153
23 Dec 23 Dec

2008 scheme 2008  20m - 1,048 779 779 429 429
9Dec 9Dec

2009 scheme 2009 2012 - - 481 - - -
29 Sept 9 Dec

2009 scheme 2009 2012 - - - - - -

Matching awards
{conditional)

2006 scheme 23 Mar 23 Mar

{lapsed) 2007 2010 - 37 - 28 - -
9 Jan g Jan

2007 scheme 2008 2011 - 75 56 56 N n
23 Dec 23 Dec

2008 scheme 2008 2011 - 206 156 156 86 86
9Dec 9 Dec

2009 scheme 2009 2012 - - 96 - - -
29Sept 9 Dec

2009 scheme 2009 2012 - - - - - -

~ 1,929 1,852 1,443 815 815
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Ordinary shaves of 5p each (thousands) Nick Jopling Mark Greenwood Total
Earhest
Award vesting 30 Sept 30 Sept 30 Sept 20 Sept 30 Sept 30 Sept
date date 2010 2009 2010 2009 200 2009
Non-performance-related — 12 Dec 12 Dec
miscellaneous* 2007 2010 - - - - 26 26
Non-performance-related - 3Feb  3Feb
deferred bonus plan* 2010 2011 - - - - 90 a0
Performance-related

(conditional awards)
Long-term incentive scheme
23 Mar 23 Mar

2006 scheme (lapsed) 2007 2010 - - - - - 327
g lan 9 fan

2007 scherne 2003 2011 - - - - 437 813
23Dec 23 Dec

2008 scheme 2008 2011 - - - - 1208 2,256
9Dec 9 Dec

2009 scheme 2009 2012 - - - - 481 -
29 5ept 9 Dec

2009 scheme 2009 2012 283 - 230 - 513 -

Matching awards
(conditional)

2006 scheme 23 Mar 23 Mar

{lapsed) 2007 2010 - - - - - 65
9 Jan 9 Jan

2007 scheme 2008 201 - - - - 87 162
23 Dec 23 Dec

2008 scheme 2008 2011 - - - - 242 448
9 Dec 9 Dec

2009 scheme 2009 2012 - - - - 96 -
295ept 9 Dec

2009 scheme 2009 2012 23 - 10 - 33 -

306 - 240 - 3,213 4187

Performance condrtions for the conditional share awards set to vest on 23 March 2010 were not met and therefore lapsed on
that date

Rupert Bickinson retained his parucipation in the long-term incentive scheme for awards conditionally vesting on 9 January
and 23 December 2011 respectively Any awards which vest will be adjusted on a pro forma basis to 20 October 2009 being
the date he retired from the board On this pro rata basis the maximum shares that could vest total 612,000

*These share awards were granted o Peter Couch before he was appomted to the board

Comparative figures for Peter Couch, Nick Jopling and Mark Greenwood are as at the date of their appointment to the board
{see page 51)

Audit fees

The audit fee for the year was £8,000 (2009 £8,000)
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Five-year record for the year ended 30 September 2010

2006 2007 2008 2009 2010
£m £m £m im £m
Turnover 2063 2293 246 2 3022 2445
Gross rental income 526 527 707 779 756
Sales of investment properties 406 148 74 88 9%
Trading profits 56 2 628 626 449 528
Profit/(loss) before taxation 477 775 {112 1) (170 0) (20 8)
Profit/(loss) after taxation and non-controling interests 335 609 (77 4) (122 Q) {10 8)
Dwidends taken to equity 69 76 83 52 74
Pence Pence Pence Pence Pence
per share per share per share per share per share
{Loss)/earnings per share 2599 47 26 (61 05) {89 81) (2 90)
Dwvidends per share 562 618 618 391 170
Em fm £m fm fm
Fixed assets and stocks on a financial statements basis 1,467 8 18650 20274 1,886 1 1,849 4
Fixed assets and stocks at market value 20099 2,514 7 2,404 6 22011 21767
Share capital and reserves 2501 3231 2298 1285 3453
Pence Pente Pence Pence Pente
per share per share per share per shae per share
Net asset value on a financial statements basis 1925 2511 178 4 926 829
Net asset value including fixed assets and stocks
at market value* 606 3 7517 4715 3175 1631
Dividend cover 4 6% 7 Tx - -
Share price at 30 Septernber 628 Op 447 Sp 200 Op 257 6p 109 8p
I addition

*Corporabon tax has not been provided on valuation surpluses relaung to stocks




Shareholders’ information

Finanaal calendar

Annual General Meeting
Payment of 2010 final dwvidend
Announcement of 2011 intenm results May 2011
Announcement of 2011 final results November 2014

9 February 2011

Share price

Duning the year ended 30 September 2010, the range of
the closing mid-market prices of the company’s ardinary
shares were

Price at 30 September 2010 110p
Lowest price dunng the year 102p
Highest price durning the year 170p

Daily mformation on the company’s share price can be
obtained on our website or by telephoring The Financial
Times Citylne Service on 09068 432 750

Capital gains tax

The market value of the company’s shares for capital gains
tax purposes at 31 March 1982 was 2 03p

Website
Website address www graingerplc co uk

Shareholders’ enquines

All admunistrative enquiries relating to shareholdings (for
example, notification of change of address, loss of share
certificates, dwidend payments) should be addressed to
the company's registrar at

Capita IRG Pl¢
Northern House
Woodsome Park
Fenay Bridge
Huddersfield
West Yorkshire
HD8 OLA

11 February 2011
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Share dealing service

A share dealing service 1s avallable to existing shareholders
to buy or sell the company s shares wia Capita Share Dealing
Services Online and telephone dealing facilities prowide an
easy to access and simple to use service

For further information on this service, or to buy or sell
shares, please contact

www capitadeal com - online dealing
0870 458 4577 — telephone dealing

Please note that the directors of the company are not
seeking 1o encourage shareholders to either buy or sell
their shares Shareholders in any doubt as to what action
to take are recommended to seek financial adwvice from an
independent financial adwiser authonsed by the Finanaal
Services and Markets Act 2000

Secretary and registered office
Nick On

Citygate

St James' Boulevard

Newecastle upon Tyne

NET 4JE

Company registration number 125575
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Advisers

Solicitors

Dickinson Dees

St Ann’s Wharf

112 Quayside
Newcastle upon Tyne
NE1 3DX

Freshfietds, Bruckhaus Dertnger
65 Fleet Street

Londen

EC4Y 1HS

DWF

West 1
Wellington Street
Leeds

LS1 1BA

Financal public relations

Financial Dynamics
Holborn Gate

26 Southampten Buildings
London

WC2A 1PB

Banking

Cleaning Bank and Facility Agent
Barclays Bank PLC

Other bankers

Uloyds TSB Bank pic

The Royal Bank of Scotland plc
Allied Insh Banks ple

The Governor and Company of the
Bank of Scotland

National Australia Bank Limited
Nationwide Bullding Society
Eurchypo AG

Deutsche Pfandbriefbank AG

The Governor and Company of the
Bark of Ireland

GE Real Estate Finance Limited
Svenska Handelsbanken AB

SEB AG

Bayersche Hypo-und Verelnsbank AG
HSH Nordbank AG

Sparkasse

Auditors

PricewaterhouseCoopers LLP
89 Sandyford Road
Newcastle upon Tyne

NE1 8HW

Stockbrokers

JP Morgan Cazenove Limited
20 Moorgate

London

EC2R 6DA

Brewin Dolphin Securities
Times Central
Gallowagate

Newcastle upon Tyne
NE1 45R

Registrars and transfer office

Capita Registers ple
Northern House
Woodsome Park
Fenay Bndge
Huddersfield

West Yorkshire
HD8 OLA




Glossary of terms

Property
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Finanaial continued

Assured periodic tenancy ('APT")
Market-rented tenancy ansing from succession from
requlated Tenant has secunty of tenure

Goodwill
On acquisiton of a company, the difference between the far
value of net assets acquired and the purchase price paid

Assured shorthold tenancy (‘AST")
Market-rented tenancy where landlord may obtain
possession If appropnate notice served

Assured tenancy ('AT*)
Market-rented tenancy where tenant has night to renew

Investment value ("IV’) or market value
Open market value of a property subject to relevant tenancy
In place

Home reversion

Rent free tenancy where tenant has nght of occupatron until
possession is forfeited (usually on death) If tenant retains an
equity Interest In the property this 1s a partial !ife tenancy

PRS
Private rented sector

Regulated tenancy
Tenancy regulated under 1977 Rent Act, rent (usually sub-
market} set by rent officer and tenant has security of tenure

Tenanted residential {'TR’)

Actimty covering the acguisition, renting out and subsegquent
sale {usually on vacancy) of residental units subject to a
tenancy agreement

Vacant possession value (‘'VP')
Open market value of a property free from any tenancy

Corporate

IFRS

International Financial Reporting Standards, mandatory for
UK-listed companies for accounting penods ending on or
after 31 December 2005

Financal

Cap
Financial instrument which, in return for a fee, guarantees an
upper himit for the interest rate on a loan

Contingent tax

The amount of tax that would be payable should assets
be sold at the market value shown in the market value
balance sheet

Dwvidend cover
Earnings per share diwvided by dividends per share

Earnings per share {*EPS")
Profit after tax attributable to shareholders divided by the
weighted average number of shares in i1ssue in the year

Gearing
The ratio of borrowings, net of cash, 10 market net asset value

Gross net asset value ("NAV')

Shareholders’ funds adjusted for the market value of
property assets held as stock but before deduction for
deferred tax on property revaluations and before
adjustments {for the farr value of denvatives

Hedging
The use of financial instruments to protect against interest
rate movements

Interest cover
Profit on ordinary activities before interest and tax dwided by
net interest payable

Loan to value (‘LTV*)
Ratio of net debt to the market value of properties

Net net net asset value (triple net or ‘NNNAV’)

Gross NAV adjusted for deferred tax and those contingent
tax llabiliies which would accrue if assets sold at market
value and for the farr value of long-term debt and
dernvatives

Grainger NAV ('GNAV')

NNNAV adjusted for the after tax value of the reversionary
surplus in our regulated and equity release portfolios
discounted back to present value using our nisk adjusted
weighted average cost of capital over the expected average
period of realisation

Return on caprtal employed

Operating profit after net valuation movements on
investment properties plus share of results from joint
venture/associates plus the moverment on the uphit of
trading stock to market value as a percentage of opening
gross capital defined as investment property, financial
interest In property assets (CHARM), investment In joint
venture/associates and trading stock at market value

Return on shareholders’ equity

Growth in net net net asset value ('NNNAV') In the year plus
the diwdend per share relating to each year as a percentage
of opening NNNAV

Swap
Financial instrument to protect against interest rate
movements

Total shareholder return {'TSR’)

Return attnibutable to sharehoiders on basis of share price
growth with dividends reinvested

Weighted average cost of capital ("WACC")
The weighted average cost of funding the group’s activities
through a combination of shareholders’ funds and debt
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Corporate addresses

Newcastle

Citygate

St James' Boulevard
Newcastle upon Tyne
NE1 4JE

Tel 0191261 1819

London

161 Bromptan Road
Krughtsbridge
Lendon

SW3 1QpP

Tel 02077954700

Birmingham

Elm House
Edgbaston Park
351 Bristol Road
Birmmngham

BS 75W

Putney

1st Floor

SWISH Building

73-75 Upper Richmond Road
London

SW15 2SR

Manchester

St Jlohn's House
Barnngton Road
Altrincham
Cheshire

WA14 1T)

www graingerplc co uk

Ipswich

42a Barrack Square
Martlesham Heath
Ipswich

Suffolk

IP5 3RF

Luxembourg

16 Avenue Pasteur
L-2310
Luxembourg

9 Parc d'Actiwite Syrdall
L-5365 Munsbach
Luxembourg

Germany

Weissfrauenstrasse 12-16
Entrance Friedenstrasse 6-10
60311 Frankfurt am Main
Hesse

Germany

treland

57 Herbert Lane
Dubln 2
Ireland

Malta

Verdala Business Centre
Level 2, TG Complex
Brewery Street

Mrehel

Malta




