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Welcome to Babcock

..our five businesses share
one core characteristic;
the integration of systems
and technologies, coupled
with a proven delivery
capability. Our recent
acquisition has broadened
our customer base and
will allow Babcock to
grow further.
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Sales

£760.0m
+68%

Operating profit"

£41.0m
+61%

Profit before tax

£284m
+43%

Earnings per share”

14.20
+4.4%

Dividend

4.00
+19.4%

(1) Before goodwill amortisation (2005: £6.6 million, 2004: £3.3 million),
discontinued operations losses (2005: E£nil, 2004; £8.3 millien) and
operating exceptionals of £1.5 million credit (2004: £nil).

{2) Before exceptional items {2005: £0.3 million credit, 2004: £nil) and
goodwilt amortisation,
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Chairman’s statement
Gordon Campbell

—

“Our results once again

demonstrate the success
of our strategyto build a
leading support services

’

business.’

Four years ago we embarked on a process to convert
Babcock from an engineering conglomerate to a
support services business. | said last year, that the year
ending March 2004 completed the first phase of this
transformation, which was predicated upon being a major
service supplier to the defence sector. The second phase
was to broaden our customer base so that we were not
overly reliant on any one market sector. The acquisition
of Peterhouse, concluded in June 2004, marked the start
of this second phase. The acquisition has been extremely
successful and the businesses are now largely integrated
into Babcock. The synergies anticipated were achieved as
quickly as we could possibly have hoped, and hence the
acquisition was earnings enhancing in the year ended
March 2003, somewhat earlier than had been predicted
in the Offer documents. Equally our cash management
skills have reduced the debt taken on to acquire the
Peterhouse business very rapidly, such that our net debt
at March 2005 was anly £63 million.

The results to March 2005 continue to support
our strategy. Profit before tax and before goodwill and
exceptional items increased by 52% following on from
anincrease the previous year of 28%. Operating profit,
before goodwilt and exceptional items, increased by
63% year on year, but this was by no means all due to the
Peterhouse acquisition. The existing Babcock businesses
also increased their operating profit by a reassuring 18%.
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The success of the strategy is also marked by the better
balance of our sales. Sales to the Ministry of Defence

fell from 70% of turnover in the year to March 2004 to
approximately 50% 2004/05. The defence sector remains
an important part of our business but the presence in
higher growth sectors such as telecommunications and
power transmission gives the results more robustness.
Our South African business also continues its dynamic
growth, and we have positioned Rosyth to withstand the
sharp decfine in the refit business without undermining
our ability to resource adequately Rosyth’s role in the
building of the new aircraft carriers.

Earnings per share, before goodwill and
exceptional items, in the year to March 2005 increased
by 4.4% to 14.2p per share. With a year on year
comparable tax charge the increase would have been
15%. The Directors have been conscious throughout this
major transformation of Babcock of the need for tight
controls on cash, but with a much larger and better
balanced business we feel that shareholders should be
rewarded by a substantial increase in dividends whilst
maintaining a conservative cover. Over the medium
terrn we intend to target dividend cover, based on full
year earnings excluding goodwill amortisation and
exceptional items, in the range 2.5-3.0 times, based
on current accounting principles. As a consequence,
the Board is recornmending a 26% increase in the final
dividend to 2.65p per share, which will take the total
dividend for the year up to 4p per share, an increase
over tast year of 19.4%.
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The introduction of 1FRS as the method of accounting

for UK companies does not have a significant effect on
the 2004/05 earnings of Babcock, although there is some
redistribution between operating profit and interest.

IFRS accounting will be introduced in the year ending
March 2006.

The Report and Accounts shows our compliance
with the Combined Code and a number of minor changes
as a resuit of the Higgs recommendations. In the few
cases where we do not comply fully with the Combined
Code we explain our reasoning. However, a number of
our non-executive directors have held their positions for
long periods by the standards of Higgs recommendations,
Notwithstanding, therefore, their outstanding
contribution to the company over this period of time, we
shall be implementing a prograrnme of change amongst
the non-executive directors, However, we feel it important
that this be carried out in a controlled manner such that
we do not lose the substantial benefit of their experience.

The two most irnportant decisions a Board can make in
large companies is to choose the strategy and to identify
and select the best people to implement that strategy.
I think the history over the last five years suggests that
we have made both decisions with some skill, and the
increase in shareholder value over those five years is
atestimony to that. Over the five years ending 31 March
2005, £100 invested in Babcock would have yielded a
retusn of 124% more than a similar investment in the
FTSE All-Share index,

| am sure that shareholders would wish me to
thank all employees who have contributed to such an
outstanding performance and | believe that, with the
acquisition of Peterhouse, we shall continue to improve
value for our shareholders.

This change will therefore be carried out progressively over  Gordon Campbell Chairman

the next couple of years.

In line with this Mike Turner will retire from the
Board at the end of this calendar year and I wish to record
my personal thanks and those of his colleagues for the
major input he has had to the success of Babcock aver
the last nine years, both in terms of its strategic direction
and its delivery.
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Chief Executive’s operating statement

Peter Rogers

The 2004/05 Financial Year has been both successful and
highly active for Babcock. The acquisition and integration
of Peterhouse, and subsequently Turner & Partners,
the start of the South West Regionat Prime Contract,
the first year of the contract at RAF Valley, significant
reorganisation in our marine-based business and
movement to preferred bidder on RSME all took place
during the Financial Year. The result of all this activity
is that sales from continuing operations have risen by
£322 million or 74% and operating profit from continuing
operations before goodwill and exceptional items has
risen by £15.5 million or 61%.
The integration of the former Peterhouse
businesses continued to occupy significant amounts
of management time but synergy benefits totalling
£9 million compared to the £5.3 million contained in the
Offer documents had been identified by 31 March 2005.
Most significantly the development of a better
balanced portfolio of businesses, most of which are in
growing markets, has laid solid foundations which should
allow the company to continue double digit sales and
profit growth in the coming years.

Defence Services

Sales £245.1 million (2004: £171.5 million).
Operating profit £17.8 million (2004: £11.6 million)
(32% of group Saies).

Growth in sales was largely driven by the 1 April 2004
start of the South West Regional Prime (SWRP) Contract.
We expect further growth in sales during the current
year as the contract will be fully operational throughout
the period. Naval Services also showed some growth

in turnover and margin as the scope of the contract
increased and our confidence in delivering the contracted
cost reduction targets improved. The announcement by
the Ministry of Defence that the contract will be extended
by an additicnal five years, which is expected imminently,
will further enhance the order book.

We continue to deliver excellent service to the
custamer acrass the range of husinesses, At HM Naval Base
Clyde customer satisfaction surveys show that, despite the
significant cost savings we are achieving, our customers
rate our service as significantly better than that which
was being delivered previously. Similarly, we have been
complimented on our activities in relation to contracts at
RAF Valley, RAF Lyneham and on SWRP on each of which
we are also delivering substantial savings to the customer.

A notable step forward in the second half of the
yearwas the award of Preferred Bidder Status on the Royal
School of Military Engineering (RSME) PFl to the Holdfast
consortium led by Babcock. We had been sole bidder for
almost three years and internal difficulties in the Ministry
of Defence (MoD) had prevented the project moving
forward. We are now aiming, with the MoD, to achieve
financial close during the 2006 -2007 Financial Year.

Babcock Internaticnal Group PLC
Annual report and accounts 2005




We are invoived in the MoD’s Marine Services PFl as part
of the Starfish Marine consortium, one of two bidders for
this large project. Other significant bids on which we are
working include the Eastern Regional Prime Contract and
Projects for managing the ministry estates in Cyprus and
Gibraltar. We are also working towards submitting bids on
a number of opportunities in the *Building Schools for the
Future’ programme.

The major project on which we are currently
bidding (again as leader of the Holdfast Consortiuem)
is the Defence Training Review which is a PFl for the
management and delivery of approximately half of
the three services non-military training. The award of
this contract should take place during the 2006/07
financial year.

Technical Services

Sales £160.2 million (2004: £180.0 million).
Operating profit £13.1 million® (2004: £14.8 million).
(21% of group sales).

This is the business based at Rosyth. We carried
out significant reorganisation during the yearin
recognition of the fact that the allocated programme for
warship refit is coming to an end in March 2006 and in
further recognition of the fact that the market for warship
refit will be somewhat smailer over the next few years.
The reorganisation so far has enabled us, we believe, to
bacome the lowest cost warship refit yard in the LIK and
we are therefore confident of our ability to compete in the
reduced market, We won eight of the last 13 competitive
bids during the year and we are confident of our ability to
continue to bid both successfully and profitably,

*before exceptional charge of £5.5 million (2004: Enil),

Defence Services:

We moved the businesses based at Rosyth from a position
two years ago where they were almost wholly dependent
for profits on the warship refitting programme to a
position in which they would be a profitable group of
businesses even in the unlikely event of the refit market
dropping to zero. A regrettable consequence of this
reprganisation is the reduction in the Rosyth workforce
from some 1,800 people to under 1,200 by March 2006.

We are continuing to participate in the
programme for construction of the new aircraft carriers.
While no contracts have yet been awarded, other than
for design, we remain confident that Rosyth will be the
lacation selected for the assembly and integration of the
two ships, on the grounds of the excellent facilities and
the skills of the workforce. These have also playad a large
part in the success of the modular construction work we
are carrying out for Heathrow Terminal 5.

We are participating in discussicns with the MoD
onthe ISOLUS programme ~ which is a programme for the
dismantling and storage of defuelled nuclear submarines.
Any contract awarded under the ISOLUS programme will
be for over 20 years.

The Supply Chain Services, Design and
Technology and nuclear businesses are all profitable in
their own right. We are continuing to bid for naval refit
work and are seeking opportunities to expand the scope
of the Engineered Products business.

Through our long-standing
relationship with the MoD,
we have continued to
provide a comprehensive
range of support services.
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Chief Executive’s operating statement continued
Peter Rogers

Engineering and Plant Services:

A resilient business

“The Group benefits

from the strength of our
leng-standing customer
relationships — which
guarantees a reliable
revenue stream that
underpins the business.
We also have the ability to
react to underperforming
areas of the business -
fulfilling potential through
strong management.”

The continued success of
our operations in Africa
puts us in a prime position
to benefit from future

outsourcing Oﬁ

as and when
06

portunities
they arise.
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Technical Services:

Blending and adapting
our expertise from a range
of disciplines, has given

us the abili

to move into

new markets with good
growth potential.

Engineering and Plant Services

Sales £113.0 million (2004: £86.5 million). Operating profit
£5.5 million {2004: £3.5 million).

(15% of group sales).

The African business has continued its
outstanding progress during the year with sales at gver
£100 million for the first time and profits exceeding
£S5 million, The growth resulted mainly from the growth
in the Constructien Equipment business which sells
Volvo equipment largely to the mining and construction
industries. Qur market share continued to increase and
the parts aftermarket is growing as the number of Voivo
vehicles on the ground continues to expand. Increasing
sales in the aftermarket will give opportunities for further
margin improvement.

The African engineering business continued its
excellent progress with profitability again improving.

The need to continue increasing both active generation
capacity and infrastructure support in Africa will provide
a more stable envirenment for the engineering business
than has been the case for a number of years,

Eagleton, our pipeline business in Houston Texas,
had another challenging year as the market continued
atvery low levels, although towards the end of the year
there were clear signs of increased activity driven by the
continuing high price levels for oil and gas.
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Networks

Sales £61.5 mitlion (2004: £n/a). Operating profit
£4.1 million (2004: £n/a) [for period of 9.5 months]
{8% of group sales).

Since the acquisition of Peterhouse, the Networks
businesses (which trade under the ‘Eve’ name) have
performed somewhat better than we had anticipated.
in the telecoms business, the launch of 3G technology
by the network operators is taking place on a more gradual
basis than many had expected, but has been in line with
our expectations at the time of the acquisition.

With the purchase of Turner and Partners we continue to
win contracts for the acquisition design and construction
of new sites thereby strengthening the core business as
well as adding valuable skills, The combination of the
skills of Eve and Turners is proving attractive to customers.
A number of contracts with the major operators have
been secured, including Vodafone, Orange and 3.

The transrnission business continues to deliver
an excellent performance with the volume of work
continuing to rise, at a slightly faster rate than our original
expectations. The volume of pre-sanction engineering
work also continues to rise, which is usually a predictor of
the volume of contracts to be let over the next two years.

Eve Trakway had a reasonable winter and spring
period as its share of the industrial market grew and is
now profitable. We have invested in further capacity
in this business to ensure we maintain our ability to
provide outstanding levels of service to our customers.
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Chief Executive's operating statement continued
Peter Rogers

Networks:

In Eve Group, we acquired
a leader within the power
transmission, broadcast,
and telecommunications

markets in the UK.

Rail

Sales £167.0 mitlion (2004: £n/a). Operating profit
£8.3 million® {2004: £nfa) [for period of 9.5 months]
(22% of group sales).

The rail business (First Engineering) has met
our original expectations at the time of acquisition.
Although the market for signalling was somewhat slower
than we had anticipated the track renewals business
remained extremely busy throughout our period of
ownership. There are clear signs that the rate of placement
for signalling and communication contracts will increase
over the coming months while track renewals will continue
to perform well. The high output renewals contract is
continuing te develop well and First Engineering is now
responsible for the Facilities Management (Mechanical and
Electrical Maintenance) for all Network Rail’s major stations.

Significant first steps have been taken to align
overheads with the new structure of First Engineering
foliowing the handing back of maintenance work to
Network Rail in June 2004, Further savings are planned
including the consolidation of all Glasgow operations
into a single building at Hamilton International Park at
the end of the 2005/06 Financial Year.

Health, Safety and Environmental
Sales £13.2 million (2004: £nfa). Operating loss £1.2 million
(2004: £nfa) [for period of 9.5 months] (2% of group sales).
The two smallest businesses acquired with
Peterhouse are in the process of disposal. Neither IETG nor
ESS (flow monitoring and safety equipment and training}
is regarded as core and we are aiming for completion of
the processes before the end of September.

“before operating exceptional credit of £8.8 million.
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Summary and prospects

As | said in November, credit is due to the operational
management of the businesses for a strong performance,
despite the inevitable distractions of the acquisition

and integration of Peterhouse. The forecast integration
savings have been achieved and we expect that further
savings will be realised,

During the last year we have positioned Babcock
to take advantage of the growing markets in which we
operate. We now have a balanced portfolio of businesses
and customers. We have continued to grow sales and
profits in existing businesses by over 10% a year while
successfully integrating a significant acquisition.

We are well placed to continue the growth in
both sales and profits in the coming years and to become
amajor force in the public sector outsourcing markets
and in other technically demanding markets.

R e

Peter Rogers Chief Executive
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Adding new areas
of expertise

“The acquisition of the
Eve and First Engineering
businesses has benefited
the Group through the
specialised skill sets
they have introduced.”

Rail;

First Engineering was
acquwed togiveusa
welHrespected name

inthe marketplace,
providing multi-disciplinary

engineering and support
services to ’gle rail mcjfjc;try.




Financial review
Bill Tame

This review, which should be read in conjunction with the
Operating statement on pages 4 1o 8, is to provide a view
of how key business events have impacted on the group’s
results during the year and its financial position at the end
of the year.

Results of operations - summary analysis

To assist in understanding how events have impacted the
group, we have set out in the tables on pages 13 and 14
an analysis of existing and acquired operations, as such
all operating profit numbers quoted in the table are
before charging goodwill amortisation and operating
and non-operating exceptional items.

Sales and gperating profits from continuing
businesses were substantially increased from those of last
year as a result of both organic and acquisition related
growth and, as we reported at the interim stage, the
performance of the existing businesses and that of the
newly acquired Peterhouse businesses has been strong.
The acquired businesses met our expectations for the
nine months that they formed part of the Babcock group.

Turnover was 68% above that of the previous
year or 18% up after excluding the effect of acquisitions.
Operating profit increased by 63% to £41 million,
representing a net margin of 5.4% against 5.6% last year.
On existing businesses, operating profit increased 18%
with margins in line with last year at 5.8%.

Existing businesses

Within the existing businesses, Defence Services
performed strongly both in turnover and operating profit
with net margins up from 6.8% to 7.3% driven by a
combination of the start of South West Regional Prime
and further growth in the HiM Nava! Base Ciyde contract.
Conversely and as anticipated, revenues declined in
Technical Services in the face of lower naval re-fit activity
but timely realignment of the cost base enabled margins
to be sustained at 8.2%. Continued strong growth in the
African operations on improved margins yielded turnover
in excess of £100 million and an operating profit
improvement of over 50%.

Acquisitions

The former Peterhouse businesses, included for nine
months, added £11 million in operating profit on

£242 million of tumover, a net margin of 4.6%.

The Networks business benefited from ongoing growth
in both the high voltage power supply market and the
mobile phone transmission market and operating margins
totalled 6.7%. The latter included a contribution to
operating profit of £0.5 million from Turner and Partners,
which was acquired in September 2004, in Rail the
strong growth recorded in track renewals more than
offset any softness in other rail activities to deliver
turnover of £167 million and, following adjustment of
the cost base (post the transfer of rail maintenance work
to Network Rail in June 2004) an operating margin of
5%. Conversely, the performance of the non-core Health,
Safety and Envirpnmental businesses was worse than
anticipated, losing £1.2 million in market conditions
weakened by delays in expenditure on the regulated
assets of the utility companies that are the division’s

key customers.

“We continue to underpin
good and improving profit
performances with strong

cash generation.”
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Reconciliation to statutory profit and loss
The table on page 14 reconciles the results quoted above
to the figures reported in the statutory accounts.

Exceptional items
The following have been treated as exceptional charges
to operating profit.

Cash Non-cash Total
£m £m fm
Reorganisation of marine design
and goodwill impairment {0.8) {4.7) (55}
Exceptional gain on
termination of rail
maintenance contracts 88 8.8
Peterhouse rationalisation costs  (1.8) (1.8)
Disposals - non-operating (1.2) (04 (1.6}
5.0 (5.1) 0.1}

Reorganisation costs and goodwill impairment charges of
£5.5 million were incurred in respect of the marine design
businesses within Technical Services following the decision
to scale down and refocus this division’s operations.

1

Agreement was reached with Netwaork Rail for
compensation and other payments to be made by them
in respect of the early termination and hand back of rail
maintenance contracts formerly run by First Engineering,
the Peterhouse subsidiary responsibie for rail operations,
The net gain after costs of redundancies and other
restructuring charges totalled £8.8 million,

Costs incurred in restructuring and integrating
the Peterhouse businesses into the group totalled
£1.8 million.

Costs totalling £1.6 million in respect of disposals
have been charged as a non-operating exceptional item in
the year,

Goodwill

Additions to goodwill arose in respect of the acquisitions
of Peterhouse Group plc (£81.0 million) and Turner and
Partners (£7.0 million). Amounts amortised and written
off as a result of impairment were £6.6 million and

£4.7 million respectively. The impairment write off was
made as a result of a scaling down of the activities of the
marine design businesses.
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Financial review continued
Bill Tame

Interest and taxation

200405 2003/04
fm £m

Profit on ordinary activities before interest  34.6 20.3

Interest 6.2 (2.2)
Exceptional gain on financial asset - 1.7
Net interest and simitar incomef(charges}  (6.2) {0.5)
Profit before tax 284 19.8
Taxation (7.7 (34)
Profit after tax 20.7 164

The net interest charge rose to £6.2 million following an
increase in net debt arising on acquisition of Peterhouse
and for which a new £140 million financing facility was
arranged. The total interest charge was covered over

six times by operating profit before goodwill amortisation
and exceptional items.

Pre-tax profit increased 43% to £28.4 million and
by 52% to £35.1 million excluding goodwill amortisation
and exceptional items.

The group’s effective tax rate for the year was
24%. This compares to a rate of 15.7% last year, which
benefited from the utilisation of prior year’s tax losses.
The expected rate for 2005/06 is approximately 26%.

Earnings per share

Basic earnings per share, before goodwill and exceptional
items, increased 4.4% to 14.20p, despite a significantly
higher tax charge and an enlarged issued share capital,
After adjusting for the effect of the larger tax charge,
underlying growth in earnings per share was 15%.
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Cash flow
We continue to underpin good and improving profit
performances with strong cash generation and one
of our key performance indicators for all operations is
the conversion rate of operating profit into cash from
operations, after taking into account capital expenditure.
The conversion rate for 2004/05 was 115% compared to
120% last year.

After interest and tax payments free cash
flow was £30.5 million, (2004: £24.4 million).
Capital expenditure, before receipts from assets sold,
totalled £5.7 million ot less than 1% of turnover and
less than one times depreciation. On average over the
medium term we target to spend ne more than 1.5%
of turnover or one times depreciation, whichever is the
greater, on capital assets.

Net debt increased to £62.9 million from
£15.4 million last year principally as a result of the
acquisition of Peterhouse (cash impact £64.7 million)
and Turner and Partners (4 million) although higher
interest payments (£6.1 million against £0.4 million last
year) and tax payments (£4.7 million against £1.6 million)
both of which benefited from one off gains last year, also
impacted. The group has access to a £140 million three
year credit line arranged at the time of the Peterhouse
acquisition of which £78 million had been drawn down
at 31 March 2005,

Strong performance
“The success of the
Group’s operational
strateqies are reflected
by the continuing
growth in our financial
performance - and the
value we are ahle to pass
on to our shareholders .”
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Results of operations
Turnover Operating profit Net margin Growth
QOperating
2004,r£c>ns1 2003}2_2 200413: 2003{60; 200410; 2003;0;: Tu rover prof;:
Defence Services 2451 175 1.8 e 13 6.8 43 53
Technical Services 1602 1800 13.1 14.8 8.2 8.2 (11} (12)
Engineering and Plant Services 113.0 86.5 55 35 49 4.0 31 57
Unallocated (64) 4.4)
Existing 5183 4380 300 255 5.8 5.8 18 18
Networks 615 - 4.1 - 6.7 - - -
Rail 167.0 - 8.3 - 50 - - -
HS&E 13.2 - (1.2) - - - - -
Unallocated (0.2)
Acquisitions 2417 - 11.0 - 4.6 - - -
Disposals - 1440 - 31 - - - -
Total pre-goodwill and exceptionalitems ~ 760.0 4520 410 252 54 56 68 63

Cost of capital and return on investment

The group’s weighted average cost of capital, which for
2004/05 was 8.7%, is used as one measure in assessing
the financial viability of its investments. The after-tax
return before goodwill amortisation and exceptional
itemns for 2004/05 was 16%, compared with 20% last year,
a decline arising principally from the inclusion of less than
a full years operating profit for Peterhouse and Turner
and Partners.

Pensions

The group maintains a number of defined benefit
pension schemes some of which were acquired with the
Peterhouse businesses. In accounting for these schemes
the group applies SSAP24 in its consolidated accounts
and the transitional rules of FRS17 for disclosure purposes.
The balance sheet position under both SSAP24 and FRS17
at 31 March 2005 is as set out in the following table.

SSAP24 FRS17
2004/05 2003/04 2004/05 2003/04
E£m £Em £m £m

Balance sheet

surplusfideficit) 98.2 67.2 (204) 20
Refated tax

{liability}/asset 299y {207 5.8 {0.9)
Net surplusf(deficit) 68.3 465  (14.6) 1.1
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Since last year end the inclusion of schemes taken on
from Peterhouse has increased the SSAP24 balance
sheet surplus substantially with the net surplus standing
at £68.3 million at the end of this year. Conversely,
under FRS17 the net position has deteriorated from a
small surplus last year to a net deficit of £14.6 million
at 31 March 2005. The contrast in the valuation status
reflects the fundamental difference in assumptions
between the two bases; whereas SSAP24 adopts a
tang-term view of funding, FRS17 takes a fair or market
value approach to pension fund assets and liabilities,
which is likely to lead to increased volatility in balance
sheet values. Details of scheme valuations and the
assumptions used can be found at note 25 to the
accounts. All of the group’s principal defined benefit
schemes were in actuarial surplus for funding purposes
at the last valuation dates. The methodology and
assumptions used to calculate the pension assets and
liabilities under FRS17 are substantially consistent with
the requirements of 14519, which will be adopted by
the group with effect from 1 April 2005.

Treasury

The group’s policies, which have been reviewed and
approved by the Board, cover all significant areas of
freasury activity including foreign exchange, interest rates,
liquidity and credit risk. The Treasury Committee, which
comprises the Group’s Chief Executive, Finance Director
and Financial Controlter, with authorities delegated by
the Board, is responsible for ensuring that the Group
operates within the policies agreed by the Board.
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Financial review continued
Bill Tame

Reconciliation to statutory profit and loss

—

Turnover Operating profit Net margin Growth
Operating
2004/05 2003/04 2004/05 2003/04 2004/05 2003/04 Turnover profit
£m £m £m £m % % % %
Tota) pre-goodwill and exceptional iterns 7600 4520 41.0 25.2 54 5.6 68 63
Operating excebtiohal items:
On acquisitions 7.0 -
On existing (5.5) -
Total 1.5 -
Amortisation of goodwill:
On acquisitions (3.4) -
On exisiting (3.2) (3.3)
Total (6.6) (3.3)
Statutory operating results 7600 4520 35.9 21.9 4.7 4.8 68 64
Share of joint ventures 03 0.1
Non—operatin'g'e)'cceptional items {1.6) (1.7)
Profit on ordinary activities before interest 346 203

The group finances its operations through a combination
of retained profits, new equity and bank borrowings.

It is policy to ensure that the group has sufficient
financial resources to support the business and to leave

a comfortable margin between those facilities and likely
peak borrowings during the year. As such, substantial
committed facilities are maintained and are currently

a £140 million bank facility, which has a maturity date

of June 2007,

Interest rate risk is managed through the
maintenance of a mixture of fixed and floating rate debt
and interest rate caps, each being reviewed on a regular
basis to ensure the appropriate mix is maintained.

The group's main exposures to foreign currency
fluctuation arise through its activities in South Africa where
both translational and transactional exposures exist.

It is group policy not to cover the effects of exchange
rate fluctuation on translation of the results of foreign
subsidiaries into the group’s base currency, sterling.
All material transactional exposures arising through
trading in currencies other than the operation’s base
currency must be eliminated by the use of forward
currency cover contracts as soon as they are known of.

All treasury transactions are carried out only
with prime rated counterparties as are investments
of cash and cash equivalents. The group’s revenue is
derived mainly from government or government backed
institutions or blue chip corporates and as such credit risk
is considered small.
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International Financial reporting standards (IFRS)
Under European legislation, we are required to adopt
IAS and IFRS in preparing our Financial Statements
from 1 April 2005 onwards. As a result, these Financial
Statements are the last prepared under UK Generally
Accepted Accounting Principles (UK GAAP).

Application of a particular standard issued
by the International Acceunting Standards Board (IASB)
is dependent on the European Union endorsing that
standard. To the extent that some standards may remain
to be endorsed we have assumed that they will be so
endorsed when applying them in the restatement of
results for 2004/05.

The group has issued a separate announcement
to the Stock Exchange summarising the effects of the
adoption of the new standards on key elements of the
group’s Profit and Loss Account and on group net assets,
This announcement is also available on our website at
www.babcock.co.uk.

Although the majority of the work on the
transition from UK GAAP to IAS{IFRS has been completed,
certain areas of the standards are still subject to change.
Consequently, further and more detailed information
on the impact on Profit and Loss Account and Balance
Sheet line items will be given within the next two months.
The estimates provided in the announcement have not
been audited.

Babcock International Group PLC
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The major areas of impact were outlined in our 200304
Financial Review and were identified as pensions
accounting, goodwill and intangibles with particular
reference to acquisition accounting, deferred tax, finance
leases and foreign exchange hedging. Further analysis
since then has shown that finance leases and foreign
exchange hedging are uniikely to have a material impact
but accounting for share based payments will affect
earnings although not necessarily to a significant extent.

The key points to note are that the group’s cash
flow and its ability to pay dividends will be unaffected but
that there is likely to be more volatility in the balance sheet
as a result of the use of the fair value concept, particularly
in applying the new standard retating to pensions, which
will also result in a realignment of operating profit and
interest income.

Although the presentational requirements of
IFRS will differ from those currently applied under UK
GAAP, the Group will continue to provide details of
underlying earnings, whickunder [FRS will be defined
as earnings before signifiCcant non-recurring items and
before amortigation ojacquired intangibles.

Bill Tame Group Finance Director
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Delivery
“We place great emphasis
on the delivery aspect of
the services we provide,
We achieve this through
careful planning and design,
sharing and adapting
knowledge across our
business areas through
the quality of our people.”
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Directors and Company Secretary

Gordon Campbell (Age 58), Chairman

Mr Campbell has served on the Board since 10 October 2000 when he was appointed as Croup Chief Executive, becoming Executive Chairman
on 7 January 2001, With the separation of the roles of Chief Executive and Chairman on 1 August 2003 he became part-time Chairman.

Mr Campbeltis Chairman of British Nuclear Fuels pic and Chairman of Jupiter Second Split Trust plc. He is also & non-executive Director of
Senior pic and a Trustee Director of the British Heart Foundation. Mr Campbell was reappointed 3s g Director of the comparny at its Annual
General Meeting in July 2004. He is Chairman of the Nominations Comimittee of the Board.

The Rt Hon Lord Alexander Hesketh ks (Age 54), Non-Executive Deputy Chairman

Lord Hesketh joined the Board on 6 October 1993 becoming non-executive Deputy Chairman on 26 April 1996. He is Chairman of British
Mediterranean Airways Limited and is also a Director of 8 number of other private companies. Until very recently, he was a non-executive
Director of BAE Systems PLC. He was Covernment Chief Whip in the House of Lords from 1991 to 1993 and, prior to that, was Industry

Minister at the Departrent of Trade and Industry. Throughout the year t0 31 March 2005 Lord Hesketh chaired the compary’s Remuneration
Committeg, was 3 mernber of its Audit and Risk, and Norninations Committees and was its nominated Senior Independent Director. However,
with effect from the forthcoming Annual General Meeting he will stand down from these committees and cease to be the neminated Senior
Independent Director, He was reappointed as a Director of the company at its Annual General Meeting in July 2004 and, in accordance with
the Combined Cade on Corporate Covernance, having served as a Director for more than nine years, he will be retiring and offering himself for
re-election at the company’s forthcoming Annual Generat Meeting in July 2005.

Peter Rogers (Age 57), Group Chief Executive Officer

Mr Rogers joined the group as Chief Operating Officer on 1 June 2002 and was appointed to the Board on 13 June 2002. On 1 August 2003
he became Graup Chief Executive. He is a former Director of Courtaulds plc and Acordis BY. Mr Rogers was last reappainted as a Director

of the carmpany at its Annual General Meeting in luty 2002 and will, therefore, in accordance with the company’s Articles of Assaciation, be
retiring as a Director at the forthcaming Annual General Meeting in July 2005 where, being eligible to do so, he will offer himself for re-election.

William Tame (Age 50}, Group Finance Director
Mr Tame joined the Board as Group Fimance Director on 25 January 2002, He is a former Finance Director of Scapa Group PLC. Mr Tame was
last reappointed as a Director of the company at its Annual Ceneral Meeting in July 2002 and wil, therefore, in accordance with the company’s

Articles of Association, be retiring as a Director at the forthcoming Annual General Meeting in luly 2005 where, being eligible to do so, he wilt
offer himself for re-election.

John Rennocks (Age 59}, Non-Executive Director, Chairman of the Audit and Risk Committee and nominated Senicr Independent
Director designate.

Mr Rennocks joined the Board as a non-executive Director on 13 June 2002. He is a former Finance Director of Corus Group PLC and is a
non-executive Director of Diploma Plc, Foreign & Colonial Investment Trust PLC, JP Fleming Cverseas investment Trust PLC, Wagon PLC and
Xenova Group PLC. He is Chairman of Nestor Healthcare Group PLC. Mr Rennccks is Chairman of the company's Audit and Risk Cornmittee and is
a member of its Remuneration Committee and Nominations Committee. He was last reappeinted as a Director of the company at its Annual
General Meeting in July 2002 and will, therefore, in accordance with the company's Articles of Association, be retiring as a Director at the
forthcoming Annual General Meeting in July 2005 where, being eligible to do so, he will offer himself for re-election. With effect from the
Annual Ceneral Meeting, Mr Rennocks will become the nominated Senior Independent Director.

Dipesh Shah (Age 52), Non-Executive Director

Mr Shah joined the Board as a non-executive Director on 15 June 1999, He is the Chief Executive Officer of the United Kingdom Atornic Energy
Autharity, and is nan-executive Chairman of Viridian Group PLC, He is also a nan-executive Director of T Power Limited. He was formerly

Chief Executive Officer of various businesses within BP and was a member of the DTI's Renewable Energy Advisory Committee and UK Panel
for European Environmental Awards. Mr Shah is a member of the company’s Audit and Risk, Remuneration and Nominations Committees.

He was last reappointed as a Director of the company at its Annual General Meeting in July 2002 and will, therefore, in accordance with the
company's Articles of Association, be retiring as & Director at the forthcoming Annual Genera Meeting in July 2005 where, being eligible to do
50, he will offer himself for re-election.

Michael Turner cBe (Age 56}, Non-Executive Director

Mr Turner joined the Board as a non-executive Director on 5 June 1996, He is Chief Executive Officer of BAE Systerns PLC and a member of
the Airbus Shareholders Committee. He is a former President of the AeroSpace and Defence Industries of Europe (ASD). Mr Turner was
reappointed as a Director of the company at its Annual General Meeting in July 2003. He will be retiring as a Director an 31 December 2005,

and will be standing down from the Rermuneration, Nominations and Audit and Risk Committess of the Board with effect from the forthcoming
Annual General Meeting in July,

Sir Nigel Essenhigh ccs (Age 60), Non-Executive Director

Sir Nigel Essenhigh joined the Board a5 a nor-executive Director with effect from 4 tMarch 2003 and is a member of the company's Audit
and Risk, Remuneration and Norninations Comrmittees. Until his retirement from the Royal Navy in fate 2002, he was First Sea Lord and
Chief of Naval Staff. He acts as an advisor to Defence Strategy & Solutions LLP and as a consultant to the Northrop Grumman Corporation.
Sir Nigel was reappeinted as a Director of the company at its Annual Ceneral Meeting in July 2003,

Compary Secretary
Albert Dungate (Age 48)
Mr Dungate was appointed as Group Company Secretary and General Counsel on 1 February 2002. A solicitor, he was formerly General

Counsel and Company Secretary of Arjo Wiggins Appleton PLC, Mr Dungate is Secretary to the company’s Audit and Risk, Remuneration and
Norminations Committees.
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Directors’ report

The Directars present their Report and the audited Financial Staternents of the group for the year ended 31 March 2005.

Result and dividends
The profit attributable to shareholders for the financial year was £20.6 million (2004: £16.4 million}, An interim dividend of 1.35p per 60p
ordinary share was declared in the year (2004: 1.25p per 60p ordinary share). The Directors propose to recommend the payment on 8 August

2005 of a final dividend of 2.65p (2004: 2.1p per 60p ordinary share) on each of the ordinary shares of 60p entitled thereto and in issue on
8 July 2005.

Business review and group structure

The Chief Executive’s operating statement and the Financial review on pages 4 to 15 review the group’s activities and future developments.
Other matters material to an appreciation of the group's position are contained in the Chairman’s statement on pages 2 and 3. The principal
subsidiary and associated undertakings of the company are set out on page 62,

Acquisitions and disposals

information regarding the group’s acquisitions and disposals during the course of the year are set out in note 30 on page 59 and are also
referred ta in the Chief Executive’s operating statement, the Financial review and Chairman’s statement.

Research and development
The group commits resources to research and developrnent where necessary for the evolution and growth of its business.

Charitable and political donations

During the year the group donated £516/58 (2004: £38,230) ta charitable organisations. Na donations were made during the year for
political purposes.

Supplier payments

The group has a policy of making payments consistent with established practices agreed with suppliers. There is no universal code or standard
on payment practices across the countries in which the group does business, but subsidiary companies are expected to establish terms of trade
consistent with the above policy and with the markets in which they aperate, to ensure that suppliers are made aware of the terms of payment
and to abide by them. The company itself had no trade creditors at either 31 March 2005 or 31 March 2004,

Directors
Details of the present Directors are shown on page 6.

Messrs P Rogers, W Tame, D Shah and J Rennocks will retire at the company’s forthcoming Annual General Meeting under the provisions of
Article 92 of the company’s Articles of Association, having last been reappointed as Cirectars at the company's Annual General Meeting in 2002,
Being eligible, each offers himself for re-election at the forthcoming meeting. Lord Hesketh, having first been appointed as a Director in 1993,
in accordance with the Combined Code submits himself for re-election on an annual basis and will therefore retire at the forthcorming Annual
General Meeting and, being eligible, wilt offer himself for relection.

Directors’ interests
There is no contract or arrangement with the company or ariy of its subsidiaries subsisting at the date of this document in which any Cirectar
of the company is materially interested and which is significant in relation to the business of the company and its subsidiaries taken as a whole.
Mr Turner is, and until 4 May 2005 Lord Hesketh was, a Director of BAE Systerns plc and detaifs of the cormpany’s transactions with that
company ar it subsidiaries in the year are disdased in note 33 on page 61.

The interests of the Directors in the issued share capital of the company, induding family interests, all of which were beneficial, were,
at the dates shown, as follows:

AL 31 Masch ALY Apil
Director 2005 2004
G ACampbell 49,685 49685
PL Rogers ' o 100,000 20000
The Rt Hon Lord Hesketh wee 8,249 8,249
W Tame 17113 12113
D shah B - - 8333 8333
M J Tumer ce 4 . . . 16,666 16,666
Sir Nigel Essenhigh ¢ - -
L Rennocks . . . -

Holdings are all of ordinary shares of 60p each.

There were no changes in the Directors' interests in shares between 31 March 2005 and 25 May 2005.

Details of options and awards over shares in the compary granted to Directors up to 25 May 2005 are given on pages 28 and 29.
Each Director holding share options or share awards is also deemed to be interested, for the purposes of sections 324 to 328 of the Companies
Act 1985, in the shares held by the Babcock Employees’ Share Trust, being petential beneficiaries of that trust.
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Directors’ report continued

Significant shareholdings
As at 25 May 2005, the company had been notified in accordance with sections 198 to 208 of the Companies Act 1985 of the following major
interests in its ordinary shares {which represent interests in 3% or more of its issued ordinary share capital).

Number of

Name 60D ordinary shares %
Scnroder investment Managernent Umited 37088105 17.80%
ﬁde\ity Investrment Services Limited S . - 23,843,703 11.44%
Gapital Group - 1698380 8.15%
legal & General Investment Managerert Umited ' 7567698 363%
Mineworkers Pension Scheme . - 6777549 325%
Lansdowne Partrers Limited S - 6300000 302%

Employee share schemes

In addition to the 1999 executive share option schemes and 2003 Babcack Long-Term Incentive Plan which are descriped in more detail in the
Remuneration Report, the company has the following employee share schemes:

(it Aif Employee Share Ownership Flan

This plan is open to all UK empioyees (including executive Directors) who meet common service criteria. 1t allows emplayees to puichase
“partnership’ shares in the company in the market out of pre-tax Income, and could also be used by the company to award free andar
matchirg shares to participants. A tax-approved employee trust holds shares on behalf of participants. The shares must generally be kept in
trust for at least three years to obtain any tax advantages, and for five years to obtain maxirmum tax advantages. To date the company has not
made an offer of free or matching shares,

(i} Babcock International Group PLC Sharesave Scheme

This scheme was introduced in December 1997. It enables share options to be granted linked to save-as-you-eam contracts. Offers to
participate must be made to all UK employees (including executive Directors). There are cureently no outstanding options under the scheme.
Options could be granted at a discount of up 1o 20% off the market price of the shares at the time of the offer.

(i} The Babcock internationat Group PLC and Unapproved Executive Share Option Schemes

Grants under these schemes were not performance-linked. They are no longer operated. Options granted under them, however, continue to
subsist, but no current Directors hold any. The Babcock 1999 Approved Executive Share Qption Scheme and the Babcock 1999 Unapproved
Executive Share Option Scheme {'the 1999 Schemes”) which replaced these schemes do pravide for option grants to be linked to company
perfarrance, and are described in more detail in the Remuneration Report.

Ermployees
Further information concerning the company's approach to employee matters (inciuding public interest disclosure and ethical standards,

and its policy on disabled employees and employee involvernent) is included in the company's Corporate and Social Responsibility Review
appearing on pages 19 and 20,

Authority to purchase own shares

At the company's Annual General Meeting in July 2004, the shareholders autharised the company to make market purchases of up to

15 million of its own ordinary shares of 60p each. That authority will expire at the forthcoming Annual General Meeting in July 2005.
Although no crdinary shares have been purchased by the company during the period from 16 July 2004 (the date of the fast Annual
General Meeting) to the date of this report, a resolution will be put to shareholders at the forthcoming Annual General Meeting to renew
the autherity to make market purchases of the company’s shares up to a maximum of 10% of the company's issued share capitat.

Annual General Meeting
This year's Annual General Meeting will be held at The Londen Marriott Marble Arch Hotel, 134 Gearge Street, Landon W1H SDN on Tuesday,

19 July 2005, at 11.30 am. The notice of meeting is on page 63 and notes on the resolutions to be proposed at it as special business are set
out on page 65.

Auditors

PricewaterhouseCoopers LLP are willing to continue in office as Auditors, and resolutions to reappoint them will be proposed at the forthcoming
Annual General Meeting.

Approval of report
Approved by the Directors an 25 May 2005
By Order of the Board

A N Dungate Company Secretary
25 May 2005
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Corporate and Social Responsibility Review

Introduction

As 3 socially resporsible employer Babcock recognises that effective management of business risks, service quality, health, safety and
environmental impact is integrat to its success and the short-term and long-term value of the group, and is of great importance to
its stakeholders.

Overview
The Board takes regufar account of these matters in a variety of ways.

Particular projects requiring Board approval: in evaluating these projects the Board considers, at a strategic level, the implications for the
qgroup generalty, and this will include the abave matters where they appear to be relevant,

The risk management process: this is described in maore detail in our corporate governance repart on page 23 which should be read
together with this review statement, The group risk standard and risk registers address a wide range of risks - short-term, ongsing and long-term
- that have implications either for particular businesses or for the group as a whale. Those risks directly or indirectly address social, environmental
and ethical matters. This process is increasingly embedded within group management: practices, with named individuals taking responsibility for
identified risks. Principal risks, and the process itself, are reqularly reviewed by the Board through the Audit Committee in the presence of both
internal and external auditors who are invited to comment on the risk management process.

Policies: there are group-wide divisional policies covering employment issues, health, safety and environmental matters and ethical
conduct, supplemented by division-specific policies or procedures,

Qur bonus schemes are used to set objectives for key executives and relevant staff to focus attention on matters that may, if not
addressed, present risks to the group's interests or on dealing with any identified weaknesses in our risk management processes; they can
and do include requirernents for acceptable health and safety performance.

We seek to have real and effective engagement with stakeholders: most of our businesses have a customer base that consists of a limited
number of large custocners with whom they maintain a continuous dialogue in which concerns about sacial, environmental and ethical matters
can be and are raised; dialogue is maintained with our employees in a variety of ways; new whistle-blowing arrangernents are in place; and our
businesses seek to cultivate open and constructive relationships with relevant regulatory bodies or authorities, including the Health and Safety
Executive and environmental protection agencies.

In our Corporate Governance Statement we identify out-turn on contracts and the success rate in bidding for contracts as the principal
risks to the long-term vatue of the group. This in turn is a function not only of our ability to identify remunerative contracting opportunities and
to put together successful bids (which requires close management and evaluation of the bids and appropriate training}, but also of the many
other factors that go to make us an attractive business partner or service provider: aur reputation, our contractual performance generally, our
health, safety and ervironmental performance and our ethical conduct. We must also keep abreast of and sensitive to our customers needs and
resources and the factors influencing their decision-making processes, We must ensure that our voice is heard and an appropriate group profile
maintained in discussions that could have farreaching effects for our industries as a whole (such as the review of possibilities for the restructuring
of the naval surface ship and submarine building, maintenance and refit industry that is underway in the UK — a review in which we are playing a
significant part through our divisicnal and central business development tearms).

Health and Safety

The successful management of Health and Safety is a key management objective. Qur intent is to achieve the highest standards in the
rmanagerment of Health and Safety in ak areas of our operations, not only for own employees, but aiso for the benefit of contractors,
austomners, agents, visitors and the general public. We strive to provide safe and healthy working conditions, equipment and systems of work.
Where relevant, accreditaticn to appropriate standards is sought for each operation,

The group is fully aware of its obligations under the Health and Safety at Work etc Act 1974 and related legislation, and is fully comimitied
to meeting those obligations, In all cases, compliance with legislative requirerments is considered the minimurmn threshold of acceptability, with
higher standards being introduced where possible and reasonably practicable,

The Board has delegated to a Corporate Safety Steering Group (‘the CSSC') responsibiity for the strategic overview of Health and Safety
matters. The Committee alsa considers environmental matters. The CSSC is intended to create a mechanism for cross-business discussion of
group Health and Safety Policy execution, and is charged with: creating the conditions necessary to enable the 3ims of the group Health and
Safety Policy Staternent to be achieved; keeping workplace arrangements relating to Health and Safety under review; considering new legislation
and its impact on the group; reviewing serious incidents and their implications and reviewing the implementation of overalt and specific Health
and Safety palicies. The CSSC mests three or four times a year, is staffed with senior Health and Safety representatives from the divisions and is
chaired or attended by the Group Chief Executive, Divisional Managing Directors will be invited to attend certain meetings.

At the operational level, each operation is required to develop and keep up-to-date detailed Health and Safety procedures appropriate
ta its operations, local environment and customer base and to provide appropriate training for personnel and for non-employees where
appropriate. Each division has its own specialist Health and Safety teams and advisers, and Divisional Managing Directors have overall
responsibifity at a divisionat level for ensuring that Heatth and Safety management amangements are properly carried out and resourced,

Babcock’s commitment to Health and Safety can be seen in the many awards won and other recognition gained by our operations around
the world, for example:

+ Our BES operations at Rosyth were awarded the prestigious ‘British Safety Council Sword of Honour' in 2003 and again in 2004, They have
also received the British Safety Council Health and Safety Management S star rating as well as several British and Scottish safety awards.

* Qur BIS operations have been awarded the Royal Society for the Prevention of Accidents ('RoSPA’) President’s Award for Health and Safety for
four years running: this award is itself onfy given following 10 years of winning the RoSPA Golden Medal for Health and Safety.

« first Engineering won two highly commended awards at the National Rail Awards 2004, related to engineering innovation and safety
management. The innovation award related to the development and design of a non-intrusive crossing system (NICS) that will deliver
efficiency and safety benefits to the industry. In addition, the business was recognised for its Annual Safety Roadshow that is presented by the
operaticnal Directors of the business to every emplayee within the business. Alsa during the year, First Engineering renewed its Contractors
Assurance Case with Network Rail and expanded the scope of its Railway Safety Case with Her Majesty’s Rallway inspectorate (HMR.L) to
include High Output Track Renewals replacement activity.

+ Outside the UK, our Africa cperations have received awards from the National Occupationa! Safety Association, gaining a Gold Award in 2003
and have also received safety awards, including best SHE achievement and first place in “excellence in safety’ awards, fram ESKOM, its major
custorner for power station services,
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Corporate and Social Responsibility Review continued

The environment

Babcock recognises its responsibility to be mindful of the environment and to endeavour to minimise adverse impacts of its operations through
positive environmental controls. We aim to achieve the highest standards in the management of environmental matters and seek accreditation
to appropriate standards where appropriate.

Operational managers are required to devise and implement policies and practices appropriate to their businesses in respect of matters
over which they have operational control, As 3 support services provider, many of our operations are carried out on customer sites with
custorners retaining responsibility for environmental matters, either generally or for historical environmental conditions. At these sites we work to
the environmental service levels required by customers. In other cases, customers may require us to manage operations in, or bring them into,
compliance with the customer’s own bespoke environmental management policies on timescales chasen by the custorner.

Cn those sites that we do effectively own and control, such as Rosyth, we have made significant advances in environmental management,
For example, since taking over management of the Rosyth Dockyard {and, later, ownership} we have spearheaded an energy efficiency
campaign resulting in a 40% reduction in electricity costs at the site, a reduction year-on-year of gas consumption costs of nearly 20% despite
significant price rises and a reduction in water corsumption of some 35%. In South Africa we are taking steps to be in a position to obtain
OHSAS18000 (Occupationat Health & Safety specification) together with ISOS0001 (Quality} and 15074001 {(Environmental) certificates,
by the end of 2005,

Ethical conduct and whistle-blowing

We insist on the highest standards of honesty and integrity in all aspects of the group’s business, This includes compliance with the laws
and standards of conduct required in the countries in which the group operates and does business. A strict ethical policy, and guidance on
business deafings, which we believe complies with international standards, is issued to relevant group employees. Employees are required to
avoid conflicts of interest regarding group business, to act lawfully and ethically and to communicate non-compliance issues of which they
become aware.

During the year we carried out a review of our whistle-blowing arrangements both to ensure ongoing compliance with the Public interest
Disclosure Act 1988 in the UK, and also as part of a review of our internat control procedures. As a resuit we have implemented new group-wide
arrangements for employees to be able to communicate concerns in confidence about possible improprieties in matters of financial reporting
and other matters. An external provider has been retained to provide a confidential telephone hotiine service, All employees are provided with
the number of this service at which they can leave recorded messages, which may be anonymaus. The message is refayed as soon as possible
to senior group management in head office who will follow up the matter. Where appropriate, a reply can be provided to the employee via
the service with the employee calling in to receive the recorded response in 3 way that will maintain the employee’s ancnymity.

Employees

in common with all businesses, ensuring that we have high quality, suitably trained management is a key risk management objective.
Historically, management training and development programmes were arganised at business level, but following a major review of
management development needs for our senior and middle managers we will this year be fully implementing externally-provided, but

group administered, management development programmes to ensure that we have a consistent and focused approach to meeting the future
needs of our businesses. Qur divisional businesses will continue to supplement this training and organise business-spedific training through their
OWR programmes,

We continue to use and develop a variety of means to imprave communications with our employees. As welt as using traditional cascade
briefings and divisional newsletters, we issue group-wide publications giving an averview of the progress of and significant issues affecting our
individual businesses. In the UK, we have also established a group-wide Empleyee Forum for Comsultation and Information that will be up and
runping during this financial year. The Forum will be a means for keeping employees informed of major developments and issues affecting the
group and for hearing their views, with elected representatives attending from our UK operations,

As a group we have non-discriminatery employment policies. Full consideration is given to disabled applicants for employment, having
regard to their particular aptitudes and abilities, and they share in the opportunities for training, career development and promotian. If an
employee becomes disabled, our objective is, wherever possible, the continued provision of suitable employment either in the same or an
alternative position, with appropriate training being given if necessary.

in the year ended 31 March 2005 Babcock International Group PLC employed an average of 9,088 staff worldwide, of whom approximately
89.7% were located in the United Kingdom.

Babcock in the community
Our business divisions and group headquarters support a range of charitable and community projects in their local areas.

For example, in South Africa our business is involved in a training programme for previously disadvantaged children leading to qualification
as equipment machanics, with the trainees being employed in the business throughout their training and having the opportunity upan
qualification to remain with the company. Babcack Africa is also reviewing the possibility of establishing a social respansibility fund to focus on
health and education for the disadvantaged. In Scotfand, our Babcock Naval Services business has established a Community Investment Group
with a view to supporting the local cemmunity in education, regeneration and emvironmental areas. It is akso on the Steering Comnmittee of the
Dunbartonshire ‘Enterprise in Education through Business Links' programme and supports Young Enterprise Programmes in lacal schools.

P L Rogers Group Chief Executive
25 May 2005
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Statement on Corporate Governance

Statement of compliance with the Combined Code
During the year ended 31 March 2005 the company complied with the provisions of section 1 of The Combined Code on Corporate
Governance 2003 {the ‘Combined Cade') considering as it did that all its non-executive Directors were to be regarded as independent in that
year. Set out in the Statement on Corporate Govemance in the company's financial statements for the year ended 31 March 2004 were the
reasons why the Board took the view that, despite his having served on the Board for over nine years. Lord Hesketh was nonetheless regarded
by them as independent; namely that ‘he is] a man of considerable and robust independence of thought and expression with no connections
with the executive Directors”. Lord Hesketh served on the Rernuneration Cornmittee (of which he was Chairman) and also the Audit Committee
throughout the year, However, althcugh the Combined Code itself does not deem a Director with service of maore than nine years to be
ncn-independent in all cases, the Board is aware that some shareholders adopt a different view. In recognition of that view, Lord Hesketh,
with effect from the forthcoming Annual General Meeting, will stand down from membership of those Committees and will no langer be
nominated as the Senior Independent Director. Mr Turner, who will shortly achieve nine years of service, will be retiring as a Director on
31 Decernber 2005 and in the meantime will stand down from membership of Board comnmittees with effect from the forthcoming Annual
General Meeting.

This statement sets out how the principles of goed governance in the Combined Code have been implemented.

Board, Directors and Independence

Chairman and Chief Executive Functions; Senior independent Director

There is a clear division of responsibilities between the Chairman and Group Chief Executive which is set out in a statement of their respective
rales and resporsibilities approved by the Boarc. During the year Lord Hesketh was recognised by the Board as the Senior Independent Director
to whom concerns could be conveyed by shareholders if they had concerns which had not been resolved through the normal channels of
Chairrman, Chief Executive or Finance Cirector. For the reasons stated above, from the forthcoming Annual General Meeting the role of Senior
Independent Director will be assumed by Mr lohn Rennocks.

The Board

It is a main principle of the Combined Code that Boards should be balanced between executives and non-executives (and, in particular,
independent non-executives) such that no individual or small group of individuals can dominate the Board's decision taking, and also that there
should be progressive refreshing of the Board. The Board considers that it complies with both principles.

Refreshing of the Board

In the past five years the executive team has changed completely, a long-standing independent. non-executive Director retired in 2002, two
new independent non-executive Directors have been appointed, one in 2002 the other in 2003 and a further long-standing non-executive
Director, Mr Turner, will be retiring at the end of 2005. It is the intention to appoint a new non-executive Director as soon as possidle,

Board Balance

During the year under review the Board cornprised of a part-time Chairmnan, two full-time executive Directors and five non-executive Directars
four of whom were independent even if Lord Hesketh were not 10 be so regarded. The Board believes that it has an appropriate balance of
Directors with longer, medium and shorter term service and that their respective backgrounds and experience are such as to provide an
appropriate range of skills, knowledge and experience to the Board.

Fve board members will be offering themselves for re-election at the forthcoming Annual General Meeting. Three of them are non-éxecutive
Directors including Lord Hesketh who, if re-elected, will continue to offer birnself for re-slection annualy as required by the Corntined Code in
view of his length of service. The Board sets out in the Accornpanying Notes to the Notice of Annual Ceneral Meeting on page 65 why it is
recommending re-election of those non-executive Directors and the Chairman confirms in those notes, as required by the Combined Code, that,
having formally evaluated their performance, the Board is of the view that they continue to be effective and 1o demonstrate commitment to
their roles, including commitment of time for Board and, where applicable, committee meetings and other duties,

ndependent non-exacutives

As for the non-executive Directors other than Lord Hesketh (whose position is dealt with above) the Board considered Mr Turner, Mr Shah,

Sir Nigel Essenhigh and John Rennocks, to be independent. Mr Turner is an executive Director of BAE Systems plc and untif 4 May 2005,

Lord Hesketh was a non-executive Director of that company. The Directors {and in particular the other non-executive Directors) do not consider
this common directorships to have in any way affected the independence of Lord Hesketh or Mr Turner in their capacities as non-executive
Directors of the company.

All Directors have full and timely access to information.

The company’s Articles of Association require that each Cirector must submit himself for re-election at least every three years. It is the
company’s policy to review rigorously the re-appointment of nan-executive Directors whe have served mare than six years on the Board.

There were seven scheduled Board meetings in the financial year under review. Lord Hesketh was unable to attend on one occasion and
Mr Rennocks on two occasions, the other Directors attended all such meetings. in addition to the scheduled formal Board meetings, there are
ad hoc meetings of Board Committees of two or more Directors established for particular matters (for example in connection with the
acquisition of Peterhouse Croup pic) or to deal with matters in accordance with delegated authorities.

Before each scheduled Board meeting, the Chairman usually chairs a meeting at which only he and the non-executive Directors are present
50 as to be able to discuss matters without executive management present.

An evaluation of the performance of the Board as a whole, its committees and individual Directors for the year under review has been
undertaken. An independent facilitator was retained to conduct individual confidential interviews with each of the Beard members and the
company secretary. The views expressed in those interviews were surnmarised and reported to the Chairman who in turn transmitted them to
the Board for discussion. The performance of the Chairman was evaluated during the year by the non-executive Directors, led by the Senior
Independent Director,

Change in Chairman's significant external commitments
During the year Mr Campbell became the Chairman of British Nuclear Fuels plc, of which he was already a non-executive Director, and was

appeinted as a non-executive Director of Senior plc. Since the year-end he has resigned from the Board of iti Scotland Limited of which he
was Chairman,

Board Committees - the Audit and Risk Committee

For the year under review, the Board's Audit and Risk Cormnmittee: consisted throughout the year of all the non-executive Directors considered by
the Board 1o be independent:

Committee membership

J L Rennocks {Committee Chairman)
D) shah

M J Turner

Sir Nigel Essenhigh

The Rt Hon Lord Hesketh

The Chairman, Mr Rennocks, is a former Finance Director of Corus Group PLC, and is considered by the Board to have the necessary recent and
relevant finandial experience for the role.

Biographical details of the members of the Committee are set out on page 16.
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Statement on Corporate Governance continued

The Committes has formal terms of reference that are available on the company’s website. Committee meetings are attended, at the
invitation of the Committee, by the Group Chairman, Group Chief Executive Officer and the Group Finance Director and also by staff from
the Group Finance department. The Company Secretary acts as secretary to the Committee, The Group Risk Manager is invited to attend
meetings for discussion of group risk reports and related items. Ernst & Young LLP, who provide internal audit services to the company, and
PricewaterhouseCoopers LLP, the group's external auditors, attend for the whole of the meetings. Committee members have the opportunity
to meet the auditors {internal and external) in the absence of executive Directors and group employees, and the Committee Chairman has
during the vear met PricewaterhouseCoapers LLP in the absence of executive management.

The Committee met formally four times in the year under review. Mr Turner and Lord Hesketh were each unable to attend two of those
meetings. Mr Rennocks, Mr Shah and Sir Niget Essenhigh attended all committee meetings. At its meetings for the year ended 31 March 2005,
the Committee:

* reviewed the preliminary and intenim results and the proposed announcements relating to them,

» reviewed the Financial Statements for the year ended 31 March 2004 and the half-year ended 30 September 2004, and internal and external
auditors’ comments in connection with them;

+ evaluated the effectiveness of internal controls, and their extension to the companies acquired on the acquisition of Peterhouse Croup plg
+ considered the impact of and state of planning and readiness for the introduction of International Financial Reporting Standards,

+ considered internal audit reports from Emnst & Young LLP and external auditfreview reports from PricewaterhouseCoopers LLP;

s considered the levels of audit fees and non-audit fees paid to auditors;

+ agreed internal and external audit plans;

* reviewed controls for access to 1T systems;

» reviewed generally (and, for selected matters, in depthy, the group risk standard and its implementation, together with group nisk reports;
* conducted a going conCerm review.

Whistie-biowing

During the year, new arrangements for staff to raise concerns in confidence about possible improprieties in matters of financial reporting and
other matters were introduced. These arrangements have been reviewed by the Committee and are described in the Corporate and Secial
Responsibility Review on page 20.

Non-audit fees

in order to safeguard the cbijectivity and independence of the company’s external auditors, the Audit and Risk Cornmittee Chairman must
expressly authorise any engagermnent of those auditors on non-audit work that would entail their being paid fees in excess of 20% of the audit
fee in any year, Careful consideration is given on each occasion as to potential conflicts and the possibility of actual or perceived threats to
the independence of the externa! auditors before instructing them in connection with non-audit work. Instructions are given only when the
company considers it to be in its best interests to use the external auditors other than in connection with pure audit services.

Board Committees - the Rermnuneration Committee and the Nominations Cormimittee

Fult details of the membership of the Remuneration Cornmittee and its report for the year under review are set out in the Remuneration Report
on page 24. Throughout the year the Committee comprised of all the non-executive Directors considered by the Board to be independent,
with Lord Hesketh as Chairman. The Committee met formally on three occasions in the year. Lord Hesketh and lohn Rennocks were unable to
attend one meeting but otherwise each of the Committee members attended all of these meetings although attendance at one by Mr Turner
was for only part of the time. Until January 2005 the Remuneration Committee also encompassed within its terms of reference (available on
the company’s website) the role of a Nominations Committee. In January 2005 the Board established a separate Nominations Committee,
Membership of this Committee is open to all the non-executive Directors provided there is a majority of independent non-executive Directors.
The group Chairman chairs the Committee. Its terms of reference are avallable on the company's website. Mr Turner and Lord Hesketh will
step down from membership of the Committee with effect from the forthcoming Annual General Meeting. During the year there were no
new Board appointments or changes to the roles of the Directors that needed consideration by a Nominaticns Committee and no separate
meetings of the new Nominations Committee were held between its establisbment in lanuary and 31 March 2005. The Board has requested
that a fult succession planning review be carried out, initially by management, for review by the Nominations Cornmittee in the first half of the
current financial year in order to satisfy itseif that succession plans are up-to-date following the acquisition of the Peterhouse Group.

Contact with shareholders

The company has regular contact with its shareholders, both institutional and individual, typically involving the Chairman andjor the Group
Chief Executive Officer andfor the Group Finance Director. Reports of these meetings and general feedback from investors or the market
are made to the Board and non-executive Directors are provided with copies of analysts’ and brokers’ reports. The Annual General Meeting
is used as an impertant apportunity for communication with shareholders. All of the company’s Directors other than Lord Hesketh and
lohn Rennocks attended the 2004 Annual General Meeting. The company's website is also avallable for sharehoiders to keep themselves

advised of developments. 1t is regularly updated with press releases and analyst presentations. Shareholders can register on the website to
be sent news releases autormatically.

information and training for Directors

Itis the company’s practice to arrange for new non-executive Directors to make induction visits to the group's principal operations or to

be provided with information about them. Non-executive Directors may at any time make visits to group businesses or operational sites.
Detailed presentations on each of the group’s divisions are made on a relling basis to the Group Board, and non-executive Directors receive
copies of all minutes of meetings of the Group Executive Committee and of the monthly operating reports sent to the group head office by
the business operations. CGeneral Director training is arranged on request and non-executive Directors are from time to time advised of seminars
or briefings run by external providers that are considered to be of potential interest or relevance, for which the company is wiling to pay.
Non-executive Directars who serve or who have served an boards of other public companies are also exposed ta a broad range of experience
of the performance of the duties of 2 non-executive Director,

Accountability and audit

Going concemn

The Finandial Statements have been prepared on a going concern basis as the Directors have, after making enquiries, a reasonable expectation
that the group will have adequate resources to continue in operational existence for the foreseeable future.

Internal controls

The Board of Cirectors has overall responsibility for the group’s systemn of intemnal controls, and for monitoring its effectiveness. There are
wiritten statements as to matters that have been delegated by the Board to committees or particular Directors. Whikt delegating certain

of its day-to-day pawers to executive management including powers, within prescribed fimits, to authorise borrowings and give guarantees,
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the Board retains responsibility for major matters such as setting overall strategy, approving annual budgets, equity investments, business
acquisitions and disposals, sigrificant contracts outside the ordinary course of business and treasury policy. The retention of such powers is
with a view to ensuring that the Board andfor its Committees maintain effective control over appropriate strategic, financiai, organisational and
compliance issues.

There has been a process for identifying, evaluating and managing significant risks throughout the period under review and up tc the date
of the approval of the Finandial Statements for that year, and the Audit Committee has reviewed the effectiveness of this process. This process
is in accordance with Internal Controls: Guidance for Directors on the Combined Code published in September 199S. The group's systems are
designed to manage rather than to efiminate the risk of failure to achieve business objectives, recognising that any system can only provide
reasonable and not absclute assurance against material risstaterment or loss. The key features of this systern are described below.

Control environment and procedures
The group has an established systern of internal control comprising principally of:

* arisk identification, evaluation and management process (described below);

« clear delegations and limits of authority;

» clear authorisation and review procedures;

* internal audits,

» regular review by the Audit Committes of risk registers and internal and external audit reports;
* reqular divisional aperating reviews attended by group executive management,

* regular contract review meetings,

Identification and evaluation of risks and control cbjectives

The Board has the primary responsibiity for identifying the major business risks facing the group and developing appropriate policies to manage
those risks. The group has a Graup Risk Manager, reporting directly to the Group Finance Director, who oversees & group Risk Standard that has
been promulgated across the organisation requiring businesses and operations, in a consistent manner, to monitor, identify and clarify risks and
the steps that can be taken to reduce, eliminate or manage them. Group risk registers are compiled from this information and are regularty
reviewed by the Audit and Risk Committee. The Cornmittee has also requested that mzjor risks be reported upon in more detail on a

relling basis.

Civen the nature of the group’s businesses, the principal business risks relate to out-turn on contracts and the success rate in bidding for
contracts, Al proposed and actual bids for significant contracts are subject to continuous maonitoring and review by a ‘Bid Executive’, consisting
of the Group Chief Executive Officer, Group Finance Director, Divisional Managing Directors and representatives from other central functions.

It usuaily meets monthly, but will also meet on an ad hoc basis if needed. Its function is to ensure that group resources are properly focused
on appropriate, realistic and remunerative bidding opportunities that are the most suitable having regard to the strengths of the group and its
development objectives. The final submission of significant bids requires formal approval from one or more executive Directors to ensure that
they meet group criteria. Progress on all significant cortracts is continually manitored within the relevart Division and is reviewed quarterty by
group Head Office. In addition to the Bid Executive meetings, there are reqular monthly meetings of a Group Executive Committee consisting
of the Group Chief Executive Officer, the Group Finance Director, Divisional Managing Directars, the Company Secretary and General Counsel
and the Group Business Devetopment Girector. It considers the ongoing conduct and performance of the group’s business and reviews key
commercial issues and other key matters, including a high level review of health and safety performance.

Information and communication

Comprehensive budgeting systems are in place to develop annual budgets and medium termn financial plans. The budgets are subject to
review by central management prior to submission to the Board for approval. Updated forecasts for the year are prepared on a regular basis.
Actual performance is compared each month with budgets, forecasts and the prior year, with written commentary on significant variances
from approved plans.

Monitoring
For the year under review, the internal contro! system was monitored by means of review visits from group management supplemented by an
internal audit service provided by Ernst & Young LLP acting under the overall control of the Audit and Risk Committee, which determines its
areas of focus,

The Board of Directors has reviewed the effectiveness of the system of internal cortrols in place.

Statement of Directors’ responsibilities

Company law requires the Directors to prepare Finandial Statements for each financial year which give a true and fair view of the state of affairs
of the company and the group and of the profit or loss of the group for that period. In preparing those Financial Statements, the Directors are
required to:

* select suitable accounting policies and then apply them consistentty;

» make judgements and estimates that are reasonable and prudent;

= state whether applicable accounting standards have been followed, subject to any matertal departures disdosed and explained in the
Financial Statements; and

+ prepare the Finandcial Staternents on the geing concern basis unless it is inappropriate to presume that the company and the group will
continue in business.

The Directors are responsible for maintaining proper accounting records which disclose with reasonable accuracy at any time the financial
pasition of the company and the group and to enable them to ensure that the Financial Statements comply with the Companies Act 1985.
They are also responsible for safequarding the assets of the company and hence for taking reasonable steps for the prevention and detection
of fraud and other irregularities.

A copy of the financial staternents of the compary is placed on the company's website. The maintenance and integrity of this website is
the responsibility of the Directors. The work carried out by the auditors does not include consideration of these matters, and accordingly, the
auditors accept no responsibility for any changes that may have occurred to the financial statemnents since they were initially presented on the

website. Legisation in the United Kingdom governing the preparation and dissemination of financial staternents may differ from legistation in
other jurisdictions.
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Remuneration report

Remuneration report

This report sets out the company’s policy on the remuneration of its Directors which it followed for the year under review and intends to follow
for the current financial year and subsequent years. It also provides details of the Directors’ remuneration packages and contracts. The report
wili be submitted for approval at the forthcoming Annual General Meeting of the company,

Remuneration Committee

Respansibility for determining and approving the remuneration packages of the executive Directors and certain other senior group executives
has been delegated by the Board to a Remuneration Committee (‘the Committee’) consisting solely of all the non-executive Directors of the
company considered to be independent by the Board. Those Directors who served on the Committee during the year under review

{in each case they served for the whole year), were:

The Rt Hon Lord Hesketh {Committee Chairman)

D J Shah

M J Turner

J L Rennocks

Sir Nigel Essenhigh

Lord Hesketh and Mr Turner will stand down from the Committee with effect from the forthcoming Annual General Meeting in July.

Biographical detatls of the members of the Committee are set out on page 16.

The Committee invites Mr Campbell and Mr Regers to attend meetings in their capacities as Chairman and Group Chief Executive
respectively, but neither is present when their own remuneration is under discussion. The Company Secretary attends as Secretary to the
Committee, The Committee has access to market research on remuneration. Advice on matters affecting remuneration is sought by or on
behalf of the Committee from Mr Campbell and Mr Rogers {other than in respect of their own remuneration), in connection with the structuring
and operation of share awards and share schermes from Pinsent Masons {solicitors with recognised expertise and experience in executive and
ernployee share schernes) and, for advice on executive Director remuneration (including in refation to share options and long-term incentive
plans) from Inbucon Uimited (rermuneration consultants). Pinsent Masons also provide legal services to group companies. Inbucon Limited does
not provide other services to group companies. Both firms have been appointed for these purposes, with the Committee’s approval, by the
company (acting through the Croup Company Secretary).

Remuneration policy

Basic policy

The remuneration policy of the Committee is normally to provide executive Directors and senior executives with basic remuneration packages
that, looked at as a whole, are competitive having regard to companies of a similar size in business sectors in which the group operates,

The policy provides an oppertunity to eam upper quartile rewards for upper quartile performance, and faciltates the recruitment, retention and
motivation of executives in the light of the cornpany’s needs and development objectives.

Rernuneration packages for executive Directors consist, to varying degrees as between individuals, of fixed elernents - basic salary, pension
entitlements and typicat benefits in kind — and performance-related elements — annual bonus schernes (linked to company and/or personal
performance} and share-based or share-related long-term incentive schemes, including grants of options under share option schemes and
awards of shares under the 2003 Long-Term incentive Plan (LTIP). This report describes the various elements of the packages for each of
Mr Campbell, Mr Rogers and Mr Tame for the year under review.

The company required extra senvices from Mr Campbell during the year, significantly beyond his contractual requirements, in connection
with the offer process for the acquisition of Peterhouse Group plc and the subsequent initial stages of the merger, The Committee determined
to compensate him for these additional services in the amount of £250,000.

For the year, the perfermance-related elements of their packages consisted, for Mr Rogers and Mr Tame, of annual bonus schemes
{the value of which was capped as described below) and, for each of Mr Campbell, Mr Rogers and Mr Tame, share awards under the LTIP.
Remuneration advice from Inbucen Limited indicates that our remuneration structure for executive Directors is consistent with mid-market
practice amongst UK companies of cornparable size. The Comnrnittee is sensitive to the need to set Directors’ ternuneration having regard to pay
and conditions in the group as a whole and is satisfied that the approach taken by the company is fair and reasonable, compatible with current
market practice and in the best interest of the shareholders.

The Board encourages executive Directors to use company shares acquired under option or LTIP schemes, over time, to build and maintain
a personal holding of shares equivalent in value to around a year's basic salary.

Performance-refated rewards:

Annual bonus schemes:

The Remuneration Committee determines a performance-related annual bonus scheme for Mr Rogers and Mr Tame at the beginning of each
financial year. For the year ended 31 March 2005 the annual bonus payable to them was dependent on the profit before tax (pre-exceptionals
and goodwil: amortisation) achieved by the group against budget. A 15% bonus is awarded for on-target performance rising to a maximum
of 40% according to the level of out-performance of target. A bonus of up to 10% of salary is also payable for personal performance and
achievement of non-financial personal objectives. The maximum potential annuat bonus for each of them s, therefore, 50% of basic salary.
The financial targets were adjusted to take account of the acquisition of Peterhouse Group Plc towards the end of the first quarter of the year
under review. Simitar schemes are in place for Mr Rogers and Mr Tame for the current financial year, Anrual bonuses are not pensionable,

wMr Campbell has no contractual entitlernent to an annual bonus.

Long-tenm ncentives:

Since 1 April 2003 executive share options are no longer granted to executive Directors: they receive awards under the LTIP, further information
about which appears below.

Share pptions:

Executive Directors hold share aptions granted before April 2003 under the Babcock 1999 Approved bxecutive Share Option Scheme and the
Babcock 1999 Unapproved Executive Share Option Scheme (‘the 1999 Schemes’) and, in the case of Mr Campbell and Mr Rogers, under option
agreements (described further on page 28) which were subject to performance criteria as described below.

Details of executive share options and share awards under the L-TIP already granted to Directors are set out in the tables on pages 28
and 29,

Relative importance of variable and fixed pay

Variable, performance-related remuneration represents approximately one-third of the total remuneration package for Mr Rogers and Mr Tame,
and onefifth for Mr Campbell, if the compary achieves its financial performance target for a given year and if share awards made in that year
vest at minimum, if raximurm annual bonus is achieved due to out-performance of target for a given year and there is full vesting of the share
award made for that year, the proportions increase to approximately two-thirds and a half respectively. This assumes that the value of vested
shares remains the same a3 on the date of award. To the extent that those shares increase in value the proportion of variable pay wil incresse.
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Long-Term incentive Plan (L-TIF)

In 2603 shareholders approved the establishment of & long-term incentive plan {L-TIP} under which share-based awards may be made to
executive Directors and other senior executives, Awards made under the L-TIP can be made as rights (structured as nil-cost options) to acquire
shares granted either by the company or by the trustees of The Babcock Employees’ Share Trust or the Peterhouse Employee Berefit Trust
acting on the recommendation of the Committee.

Under the L-T#, executive Directors and other selected senior executives may be awarded each year conditional entitlements to shares in
the company (Award Shares’) or to a cash sum whose value s linked to a notional award of Award Shares. It is policy that such awards are made
only to executive Directors of the company and a limited number of other senior executives who are key to the group, The initial market value of
the shares aver which any such award is made in any year may be up to 100% of the amount of the participant's basic annual salary at the date
of grant (save as may be adjusted to reflect the payment of employer's Nationa! Insurance).

FPerformance Targets: L-TIP share awards and option grants under the 1999 Schemes
Performance targets are set by the Comnmittee when options are granted or share awards made, having regard te current market conditions
and in the light of the need to ensure that such awards serve the purpose of motivating and retaining key staff. Viesting of share awards or
option grants is according to the extent to which those targets are met or exceeded.

For both share awards under the L-TIP and optien grants under the 1999 Schemes the performance period is effectively a pericd of three
finandial years commencing with the financial year in which the award is made or option granted, and performance is measured as at the end of
that period. There is no retesting of perfarmance.

Review of performance measures

Cptions granted under the 1299 Schemes were made subject to 2 comparative Total Shareholder Return (TSR} performance measure
requiring the company’s TSR performance over the performance period to be compared to that of a specified comparator group. For options
granted before 2003 the comparator group was the companies who at the date of grant comprised the FTSE Engineering and Machinery
Sector, in which the company ther: appeared. For grants in 2003 and 2004 the comparator group was all those companies comprising

the FTSE All Share Index (other than investment trusts) on the date of grant. The perfarmance test provided that there would be no vesting
unless the company's ranking at the end of the performance peried was at least immediately above mecian in which case 25% of the aptions
would vest, with 100% vesting for top quartile ranking and propartionate vesting on a straight-line basis for a ranking between those points.

For the 2003 and 2004 L-TIP awards an additional precondition to vesting was imposed ~ there could be no vesting unless the company's
earnings per share (pre-goodwill amortisation and exceptional items) in the third year of the performance period was at least 9.27%
(representing a 3% per annum compourid growth rate) greater than the basic earnings per share (pre-goodwill and exceptional iterns) for
the financial year immediately preceding the financial year in which the award was made.

At the time of the share awards and option grants in 2003 and 2004 the Remuneration Committee considered that using the comparies
comprising the FTSE All-Share Index {other than investment trusts) as the comparator group was an appropriate measure. When those awards
were made the company had moved from its classification in the FTSE Engineering and Machirery Index at the end of 2002, but had a support
services offering that was fairly narrowly defined with a heavy reliance on business with the Ministry of Defence., It was not easy to compare the
company with other support sector companies as it had not fully completed and integrated the further strategic acquisition in support services
that had been under corsideration for some time {which was realised with the acquisition of Peterhouse Group pic only shortly before the 2004
awards were made).

With the integration of the Peterhouse businesses, the Remuneration Committee sought advice from Inbucon Limited a5 to new
appropriate performance measures to be attached to both L-TIP share awards and share option granis, given the need both to align Directors’
and senior executives” interests with sharehoiders and to make them genuinely helpful in incentivising and retaining those Directors and senior
executives. The company believed that completion of the Peterhouse acquisition, which broadened the compary's support services offering,
allowed far a more appropriately defined list of comparator companies to be identified.

The review condluded that the objectives of retention and motivation and alignment with sharehclder interests can be served by having
share awards under the L-TIP vest partly accarding to comparative performance measured against a group of companies with similar businesses
(see below) and partly according to challenging growth in earnings per share {eps’), This approach will be taken with any share awards made
under the L-TIP in the current financial year and the same approach will be applied to the awards made in 2004 (which are only one-third of the
way through their performance period and were made almost simultaneously with the compietion of the Peterhouse acquisition). 50% of the
Award Shares wil vest according to comparative TSR performance and 50% according to eps growth. In each case the performance period will
be the pericd of three financial years commencing with the financial year in which the award is made, and performance wil be measured as at
the end of the period.

To the extent that vesting depends on comparative TSR performance a ranking immediately above the median level in the comparator
table will result in 25% of the relevant Award Shares vesting and a ranking in the top quartile would result in 100% vesting. Rankings between
these threshold levels would result in proportionate vesting calculated on a straight-line basis between 25% and 100%. The comparater group
of listed companies for the 2004 awards and any awards made in the current financial year is:

AEA Technology, W.S. Atkins, Aggreko, Amec, Bodycate, Capita, Carillion, Cobham, Interserve, Laing (John), Mitie, Mouchel-Parkman,

PHS Group, Rentokil Initial, Sercg, VT Group, and WSP Group.

These companies were selected in consultation with Inbucon Limited as being an appropriate range of support services providers against
which to compare the company given the nature of its and their businesses.

To the extent that vesting depends on eps growth, 25% of the award will vest if eps growth {adjusted to exclude exceptional itemns and
goodwill amortisation), over the performance periad, is equivalent ta a real compound annual growth rate of 4%, with fuli vesting if this reaches
B%. Vesting will be on a straight-ine basis between these two points. International Financial Reporting Standards will be taken into account in
both the apening pasition (which may have to be restated) and the assessment of performance.

The review also concluded that share options granted in the current financial year and those granted in 2004 should have a performance
test consisting solefy of the above eps test, rather than a TSR performance measure, This does not affect executive Directors as no such options
were or will be granted to them.

Further details of the rules of the L-TIP and the 1999 Schemes are set out below the tables on pages 28 and 29.
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Remuneration report continued

Perforrance graph

The graph below, comgiled by Inbucon Limited, shows the total shareholder return for a holding in the company's shares for the period from
31 March 2000 to 31 March 2005 relative to a holding of shares representing the FTSE All-Share Index {excluding investment trusts). This is the
same index as has been used for this purpose in earfier Remuneration Reports, being a broad index that allows comparison of the company’s
performance against the performance of the stock market 2s 2 whole.

Total Shareholder Return: Babcock international Group vs FTSE All-Share Index (excluding Investment Trusts)
and FTSE Services Index
Cumulative Total Shareholder Return Value of £10C investment on 31 March 2000
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Directors’ pensions

UK-Dased executive Directors of the company are eligible for mempership, by invitation, of the compary’s defined benefit pension plan.

This would entitle them, subject to Inland Revenue limits and peried of service, o a retirernent pension of up to two-thirds of their base salary
in the 12 months prior to attaining age 60 and life assurance cover of up to four times base salary up to the earnings cap. For those eligible
executive Directors invited to participate in the pension scherne whose earnings exceed the Inland Revenue earnings cap, the comparty will,
on request, establish a Funded Unapproved Retirement Benefit Schemne (FURBS) and take out additional life assurance cover to provide
additional retirement and life assurance benefits based on salary in excess of the earnings cap. The company may in lieu of membership of
the defined benefit plan or a FURBS make a salary enhancerent to reflect this, offer membership of a defined contribution scherme and/or
make payments to a personal pension plan. Mr Tame is currently a mernber of the company's defined benefit scheme and berefits from a
FURBS. Neither Mr Campbell nor Mr Rogers receive pensions benefits from the company, and their salaries take this into account,

The company is aware of the proposed changes to the taxation of pensions that will come into effect in Aprit 2006, The company's policy
is to remain competitive in the marketplace to attract and retain the calibre of employee it needs. Subject to that, it is not the company's plicy
to compensate emplayees for tax changes.

A summary of Directors’ pension entitlements is set out at page 27.

Non-executive Directors
It is currently company policy that non-executive Directors do not participate in any of the company's share, pension ar bonus schernes.

They are remunerated solely by fees that are reviewed against market practice at least every three years by the executive Directars, to whom
the task has been delegated by the Board.

Directors’ emoluments and compensation (audited)
The Directors’ emolurments for the year ended 31 March 2005 are set out in the table below:

Totah Toral

Year ended Year endled

Salary Benefits™ 31 March 31 March

corfee  Annual bonus” in kind 2005 2004

Director £000 £000 £000 £000 £'000

Executive

G A Campbell (Chairman, part-time from 1 August 2003) 218 250 1 469 289

P L Rogers (Chief Exacutive Cfficer) 378 177 22 577 526

W Tame (Group Finance Director) 228 103 20 351 343
Non-executive

The Rt Hon Lord Hesketh kee 52 - - 52 52

JRernocks 32 - - 32 32

U1 Shah 27 - - 27 27

M I Tumer Cee 27 - - 27 27

Sir Nigel Essenhigh 27 - 2 29 28

Total 989 530 45 1564 1,324

“The amount shown for Mr Campbell represents extra remuneration for the additional services he provided in respect of the acquisition
and integration of Peterhouse Group Pic as explained on page 24 which does not form part of his regular remuneration,

*"*Benefits comprised medical insurance, home to work expenses and accommedation expenses for Mr Rogers and for Mr Tame.

In addition Mr Tame had contributions to FURBS. Mr Campbell had horme to work expenses reimbursed.

The fees for Lord Hesketh refiect his additional duties as Deputy Chairman and as Chairman of the Remuneration Commitiee. Mr Rennacks' fees
reflect his additional duties as Chairman of the Audit and Risk Committee.
Bonus payments and benefits in kind are not pensionable,
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Directors' pensions (audited)

Babcock international Group Pension Scherne
Mr Tame is a member of the upper tier of the Babcock International Group Pension Scherne,

Directors’ pension entitienents under the Babcock International Group Pension Scheme (defined benefit) are set out in the following table:

Increase in
accrued
henefits
excluding
inflation Transfer value
Accrued during the Change in Transter Transter aof inCrease in frcrease in
pension at year ended  accrued benefits valke at value at  accrued benefits transfer value
31 March 31 March after allowing 1 April 31 March less director's less directer's
2005 2005 far inflation 2004 2005 <ontiibutions contributions
Director Epa £pa £ E £ £ £
W Tarme 11,178 3,629 3,395 86,51 138,863 29276 42302

{1} Inflation has been taken as 3.1% for the purposes of calculating increases in transfer values and pensicn earmed.

{2} The transfer value of the increase in pension accrued is calculated in accordance with Actuarial Guidance Note GN11, and is stated after
deducting members' contributions.

{3) The figures in the above table make no allowance for the cost of death in service benefits under the Scheme.
{4} The figures in the above table mzke no allowance for any benefits in respect of eamings in excess of the Inland Revenue earnings <ap.

{5) If any rmember has significant benefits retained in any pension scheme provided by previous employers then the pension entitlerments
shown abxave may be restricted to a lower amount and the figures may need to be reduced accordingly. In calculating the atiove figures for
Mr W Tame no account has been taken of any retained benefits which he may have.

{6} No payments have been miade to retired Directors in excess of the retirement benefit to which they were entitled on the date the benefits
first became payable or, if later, 31 March 1997.

Other pension arrangements (audited}
The amount of contributions made to the Directors’ own pension plans or FURBS and former Directors' FURBS arrangements, including the cost
of providing any additional life assurance cover, are set out in the table below:

2005 2004
Director £000 £000
WTame 1 10

Contributions to & FURBS for Mr Tame are fixed such that the total cost to the company, including tax and National Insurance, is 209% of basic
salary over the eamings cap plus the cost of providing additional life assurance cover for eamings above the cap.
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Remuneration report continued

Directors’ share options (audited)
Details of Directors” share options are set aut in the table below and the notes beneath it;

MNumber Number
of shares of shares Exerdsable
subject to subject to {subject to
options at Granted Exercised Lapsed options at Exercise  westing where
OQption 1 Aprl during duting, curing 31 March nrice notyetvested)
Director scheme 2004 the year the year the year 2005* {pence) from Expiry date
G A Campbell d 560,975 - - 560,975 123.00 Mowv 2003 Nov 2010
o} 30,202 - - 7853 22,349 99.33 Jun 2004 Jun 2011
C 282573 - - 73469 209,104 99.33 Jun 2004 Jun 2011
C 317,590 - = - 317,590 124.50 Jun 2005 Jun 2012
P L Rogers a 4606 - - - 401,606 124.50 Jun 2005 Jun 20012
W Tame b 28,754 - - 7476 21278 10433 lan 2005 Jan 2012
c 201,285 - - 52,334 148,951 104.33 Jan 2005 Jan 2012
C 198,125 - - - 198,125 124.50 Jun 2005 Jun 2012
“Those shown in italics are vested.
Where:

a = Share Opticn Agreement,

b = Babcock 1999 Approved Executive Share Option Scheme.

¢ = Babcock 1995 Unapproved Executive Share Option Scheme.,

During the year, a former Director, Mr M Easton, exercised the cutstanding options held by him of 17,232 shares at an option exercise price of
§933p per share. The mid-market closing price for the shares on the date he exercised the options was 133.0p.

There were no options exercised during the year by any of the current Directors.

The exercise prices of the options granted under the company’s executive share options schemes were not set at a discount to the market
value of the company’s shares at the date of grant, with the exercise price being determined by reference to the average of the mid-rnarket
quotation of a share as shawn by the London Stock Exchange Daily Official List for the three dealing days immexdiately preceding the grant date.

Directors may, subject to vesting in accordance with the applicable performance criteria, exercise options granted under the 1999
Schemes between the third and tenth anniversary of the dale of grant. Subject to the rules of the schemes, options may be exercised earfier in
other circumstances such as on leaving the group in certain drcumstances or in the event of a change of control, but normally of not more than
a time-apportioned proportion and then only having regard to the company's performance.

Each of Mr Campbell and Mr Rogers were recruited on terms that provided for the issue, shortly after their respective appointments,
of share option contracts with the Trustee of the Babcock Employees’ Share Trust enabling them to purchase shares in the company equivalent
in value (at the effective date of the contract) to twice their then rates of basic salary. These aptions (which are shown in the above table as
being granted pursuant to a Share Option Agreement} take the form of bilateral contracts between the Trustee and Mr Campbell and the
Trustee and Mr Regers each on terms, including as to performance eriteria, which mimor those governing options granted under The 8abcock
1999 Unapproved Executive Share Option Scheme, save only that if the compary comes under the control of another persen or persons in
consequence ¢f a general takeover offer, these options granted pursuant to the opticn agreements become immediately exercisable in respect
of all of the shares aver which they are held. The performance criterion applicable under the option contracts is the TSR based criterion
{comparatar group: Engineering and Machinery section of the FTSE All-Share Index mentioned on page 26 above as applying to share options
granted under the 1999 schemes before 2003). The provisions of the option contracts cannot be altered ta the advantage of Mr Campbell
or Mr Rogers without the prior approval of the company's shareholders in general meeting. The benefits under the option contracts are
not pensicnable.

28 Babcock International Group PLC
Annual report and accounts 2005




Directors’ share awards Under the L-TIP (audited)
Details of share awards made to Directors are set out in the table below:

Number Number
of shares of shares
subject to subjectto Market value Exercisable
award at Granted Exerdised Lapsed award at of each share {subject to
1 ApT during during durirg N Mavch at date westingy
Director 2004 the year the year the year 2005 of award from Expiry date
G A Camphelt 167400 - - - 167,400 135 Jul 2006 Jul2013
- 158,730 - - 158,730 1260 Jul 2007 Julzoa
P L Rogers 255,506 - - - 255,506 135 Jul 2006 Jul 2013
- 281,746 - - 281,746 126.0 Jul 2007 2014
W Tame 171806 - - 171,806 135 ul 2006 Jut 2013
- 162,698 - - 162,698 1260 Jul 2007 Ml 2004

Mone of the awards have so far vested.

The awards were rmade, by the trustee of the Babcock Employee Share Trust, as conditional rights to acquire shares {effectively nil cost
options), and the number ¢f shares awarded was based on the average of the mid-market closing price of the company’s shares for the three
business days preceding the date of the award. For each ¢f Mr Rogers and Mr Tame the value of the awards on grant was equivalent to his
annual salary at the date of grant. For Mr Camphell the award in 2003 was equivalent to his anticipated annual salary as part-time Chairman
which took effect on 1 August 2003, The value of his award in 2004 was equivalent to his annual salary at the date of the award. Subject to
satisfaction of the performance criteria (see page 25} attached to the awards, the Directors may call for the release to them of the shares
subject to the award during the above shown exercise periods. Subject to the rules of the plan, an earlier release of shares may be allowed by
the Remuneration Committee {for example, in the event of a cessation of employment or a change in contral) but normally of not more than
a time-agpportioned proportion and then only having regard to the company's performance.

There were no changes in the current Directors’ share options or share awards between 31 March 2005 and 25 May 2005.

The cormpany’s mid-market share price at dose of business on 31 March 2005 was 149.0p. The highest and lowest mid-market share
prices in the year ended 31 March 2005 were 151.0p and 104.25p respectively.

Service contracts
The following table sets out a summary of the Directors’ service contracts or terms of appointment.

Executive Directors

Name Date of senvice contract Unexpired term Notice period

G A Camnpbeli 31 Juby 2002 12 months 12 monihs from company, six months from Directior
{arended by letter
dated 5 May 2004)

P L Rogers 31 Uy 2003 12 months 12 months from company, six rronths from Director
{amended by letter

W Tame 20 September 2001 o 2 rﬁonms o 12 hoﬁﬂ]s from company, sfx manths from Director
{amended by letter
dated 5 May 2004)

The company's policy for executive Directors' service contracts is for them to be capable of being terminated by the company on not more
than 12 months’ notice, and for the company ta reserve the right to terminate those contracts without full notice by payment of basic salary
in fieu of notice. In the event of a change of contral of the company, the executive Directors’ contracts provide that within 90 days of the
occurrence of the change of control, the executive Director may terminate his employment forthwith. In that case, or if, following a change
of control the Director’s appointment is terminated within 12 months, the Director is entitled to a termination payment equal to 100% of his
annual salary (plus, in the case of Mr Rogers and Mr Tamne, an additional 40% in lieu of bonus and all other benefits). If, however, the Director
exercises his right to terminate his employment contract within 20 days of a change of control, he will only be entitled to be paid, for up to
a peniod of 12 months, on @ monthly basis, his basic salary {plus, in the case of Mr Rogers and Mr Tame, 40% in lieu of bonus and all other
contractual entitlements) but any amount that they receive by way of income from other sources within that 12 month period, if it exceeds
10% of their salary, that they would not have been able to eam had they continued in erployment with the company is deductible from
the amounts otherwise payable by the company, Directors” service contracts terminate automatically on the Director reaching the age of 60.
In the event of the termination of a Director’s service contract by the company {cther than following a change of control or by the exercise
of the company’s option to pay salary in lieu of notice) the company will have regard to all the dircumstances in determining the amount of
compensation, if any, payable to him in connection with that termination. Save as menficned above, the contracts do not contain piovisions
for contractual payments on terrnination. .
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Remuneration report continued

Non-executive Directors

Date of appointment Expiry of present tenm
Name as a Director af appeintment”
Lord Hesketh 6 QOctober 1993 ACM for 2006
M 1 Tumer - - 5 June 1996 . 31 December 2005
[ Shah '  Bumelxe AGM for 2067
I L Rennocks 13 june 2002 AGM for 2008
Sir.NigeI Essenhigh . R . . . 4“Mar.d;= 2003 N AGM for 2007

*Subject in each case to re-election as required by the company's Articles of Association andfor the Combined Cede.

For non-executive Directors the company’s policy is to have written terms of appointment, with initial appeintments being for a three-year term,
and in all cases appointments being terminable at will. All non-executive Directors {other than Mr Turner) now have terms of appaintment
expiring at an Annual General Meeting. Non-executive Directors are free to resign at any time. The written terms of appointment are available
for inspection at the company’s registered office and at the company’s Annual General Meeting. The expected time commitment of
non-executive Directors fs either sel out in their cumrent written terms of appaintment (if they have recently been issued to them) or is known,
by experience, to the Directors concernad.

Outside directorships

The company considers that it can often be of benefit to it if a Director, executive or non-executive, holds directorships in other companies
oulside the group, provided that any such appointment does not conflict with the Director's duties to the company or with the group's best
interests, Before taking up any outside appointment after becoming a Cirector of the company, a Director must first seek the approval of the
Board. Any fees earned by a Director for his outside appointment are ordinarily retainable by him. Neither Mr Rogers nar Mr Tame have yet
been released by the company ta work as non-executive Directors elsewhere., Mr Campbell is employed by the company in a part-time capacity
only and his earnings from any non-executive directorships in cther companies held by him are earned in tme not committed to the company.

This report has been approved by the Board and signed an its behalf by

Lord Hesketh Chairman of the Remuneration Committee
25 May 2005
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Independent auditors’ report to the members of
Babcock International Group PLC

We have audited the Financial Statements of Babcock International Group PLC which comprise the Profit and loss account, Balance sheet, the
Cash flow staternent, the Staterment of total recognised gains and losses and Reconciliation of movement in shareholders” funds and the related
notes numbered 1 to 34, which have been prepared under the accounting policies as set out therein. We have also audited the disclosures
required by Part 3 of Schedule 7A to the Companies Act 1985 contained in the Directors’ remuneration report (‘the auditable part').

Respective responsibilities of Directors and auditors

The Directors® responsibilities for preparing the annual report and the Financial Statements in accordance with applicabte United Kingdom law
and accounting standards are set out in the statement of Directors’ respansibilities. The Directors are 2lso responsible for preparing the
Directors’ remuneration report,

Qur responsibility is to audit the Financial Staternents and the auditable part of the Directors' remuneration repart in accordance with
refevant legal and regulatory requirements and United Kingdom Auditing Standards issued by the Auditing Practices Board, This report, including
the opinion, has been prepared for and only for the company’s members as a body in accordance with section 235 of the Companies Act 1985
and for no other purpose. We do net, in giving this opinicn, accept or assume respansibility for any other purpose or to any other person to
whorm this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

We report ta you aur opinion as to whether the Financial Statements give a true and fair view and whether the Financial Statements
and the auditable part of the Directors’ remuneration report have been property prepared in accordance with the Companies Act 1985.

We also report to you if, in our opinion, the Directors” report is not consistent with the Financial Staternents, if the company has not kept
proper accounting records, if we have not received all the information and explanations we require for our audit, or if information specified
by law regarding Directors’ remuneration and transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the Financial Statements. The other information comprises only the Chairman’s report,
the Operations review, the Finandal review, the Directors’ report, the Statement on corporate gavernance, the Remnuneration report and the
Five year fingncial record,

We review whether the corporate governance statement reflects the company’s compliance with the nine provisions of the 2063 FRC
Combined Code specified for our review by the Listing Rules of the Financia! Services Authority, and we report if it does not. We are not required
to consider whether the Board’s staternents on internal control cover ail risks and contrals, or form an opinion on the effectiveness of the group’s
corporate governance procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board, An audit includes examination,

on a test basis, of evidence relevant to the amounts and disclosures in the Finandial Statements and the auditable part of the Directors’
remuneration repert, It also includes an assessment of the significant estimates 2nd judgements made by the Directors in the preparation
of the Financial Staterments, and of whether the accounting policies are appropriate to the company’s drcumstances, consistently applied
and adequately disclosed.

We pianned and performed our audit so as to obtain all the information and explanations which we considered necessary in order
to provide us with sufficient evidence ta give reasonable assurance that the Financial Statements and the auditable part of the Directors’
rernuneration report are free from material misstaternent, whether caused by fraud ar other irregularity or error. In forming our opinion
we also evaluated the overall adequacy of the presentation of information in the Financial Statements.

Opinion
N our apinion:

« the Finandal Statements give a true and fair view of the state of affairs of the company and the group at 31 March 2005 and of the profit
and cash flows of the group for the vear then ended,

+ the Financial Statements have been properly prepared in accordance with the Companies Act 1985; and

« those parts of the Directors’ remuneration report required by Part 3 of Schedule 7A to the Companies Act 1985 have been properly prepared
in accordance with the Companies Act 1985.

Nl syt as {l'l%\xb
PricewaterhouseCoopers LLP
Chartered accountants and registered auditors
Embankment Place
London WC2N 6RH

25 May 2005
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Group profit and loss account
For the year ended 31 March 2005

2005 2004
Before 2005 Before 2004
goodwill and Goodwill and goadwill and Coodwill and
exceptianal exceptional 2005 exceptional exceptional 2004
items items Total iterns. iterms, Total
Notes £m £m £m £m £m £m
Existing apecatians 5183 - 5183 4386 L
Acquisitions 2417 - 207 - - -
Continuing operations 2 760.0 - 7600 4380 - 4380
Discontinued o.per.ations .2 . - - - 140 - 40
Group turnover 2 760.0 - 760.0 4520 - 452.0
Cost of sales 3 (647.7) - (647.7) (385.0) - (385.0)
Gross profit 23 - m2.3 67.0 - 670
Net operating expenses 3 .3 {5.1) (76.4) 4.8 {45.1)
Existing operations 300 8.7) 213 255 222
Acuistors | 10 el el - - -
Continuing operations 41.0 (5.1} 35.9 255 (3.3) 222
Discontinued operations - - - 03 - 03)
Group operating profit 2 110 (5.1) 359 252 (3.3} 219
Share of operating broﬁt of joint ventures : 03 - .0.3 Q1 - 0.1
Loss on sale of operaticns 5 - (1.6) (1.6 - {1.7) (1.7
Profit on ordinary activities
before interest 413 6.7) 346 53 (5.0) 203
Net interest and similar (charges)fincome 6 6.2} - (62) 2.2) 17 0.5)
Profit on ordinary activities
before taxation 351 6.7) 284 231 (33 2.8
Tax on profit on ordinary activities 8 ‘ (8.1) 04 (77) (34) - (34)
Profit on ordinary activities
for the financial year 270 {6.3) 207 197 3.3 6.4
Equity minority interests 28 - - (0.1) - -
Profit for the finéncial year 206 164
Equity dnidends paid and proposed 10 .[9.4) 4.9)
Retained profit for the financial year 27 1.2 15
Eamnings per share
- Basic n 10.87p 1N.31p
- Diluted T 10.86p 11.28p
Eamings per share béfore exceptional . . .
iterns and goodiwill
- Basic N 1420p 1360p
- Diluted 1 14.18p 1357p

The accompanying notes are an integral part of this group profit and loss account,
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Group balance sheet

At 31 March 2005

—

2004 2004
2005 2005 {as restated) fas restated)
Notes £m £m £m £m
Fixed assets
Intangible assets 13
Develo;jment costs 0.2 Q7
_Go_o_dwm ............
- Goocdwil 156.1 815
~ Neqgative goodwill 2.9) a7
153.2 w8
153.4 75
Tangible assets " 37 122
Investments 6
Envestrﬁents in joint ventures
Share of gross assets 48 24
Share of gross labiities (44} (”7
loarstojoirt ventures 02 co
06 06
Other in\eestmenﬁ 0.1 a1
0.7 0.7
192.0 904
Current assets
Stocks 17 41.3 297
Debtors — due within one year 18 1504 75.2
f)ébft;rs - due after more than oné year 18 ' 981 4.0
278.5 1382
Cash and bank baiances 331 175
3528 1864
Creditors — amounts due witﬁin one year 19 (307.5) {134.7)
Net current assets 454 51.7
Total assets less current liabilities 2374 1421
Cféd itors — amounts due after moré than one year 20 (84) (16.0)
Pfo.\.'is.ioﬁ‘s‘ fbr liabilities and d;arg.és. . 23 {55.0) {29.0)
Net assets 1740 971
Capital and reserves
Called up equity share capital » 1259 %01
Share premium account 27 693 386
Capital redempticn reserve 27 306 306
Profit and loss account 27 . (51.0] (622
Shareholders’ funds - equity interests 1739 g7.1
Equity minonity interests Y 0.1 -
174.0 97.1

The accompanying notes are an integral part of this group balance sheet.
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Company balance sheet

At 31 March 2005

2004
2005 {as restated)
Notes. £m Em
Fixed assets
Investment in subsidiary undertakings o S o o 15. 308.6 1523
rangible oed et . - e e o4 -
3084 1523
Current assets
Cebiors - . - o . o 18 4390 207
Cash and bank balances ' - - S ' 263 220
69.3 62,7
Creditors - amourtts due within one year o N ' B 19 (18.4) (305)
Net current assets (49.1) 322
Total assets less current liabilities 2593 1845
Creditors ~ amounts due after more than one year 20 - (150
Provisions for liabilities and charges 23 (3.5) -
Net assets 255.8 1095
Capital and reserves
Calied up share capital S - ' o ® 1250 %0
Share premiurn account - o . 27 . 69.3 386
Capital redemption resenve - ' o - B 306 306
Profitand loss accont : - - ' 2 309 102
Shareholders’ funds - equity interests 255.8 169.5

The accompanying notes are an integrat part of this company balance sheet,
The Financiat Statements on pages 32 to 61 were approved by the Board on 25 May 2005 and signed an its behalf by:

G A Campbell Director
W Tame Director

S L
P /
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Group cash flow staternent

For the year ended 31 March 2005

2 2004
W05 2805 {as 1esfatest {35 1estatad)
hiures £m £m fm £m

Cash inflow from operating activities

Net cash optflow from retums on investrnents
and servicing of finance

TJaxation

UK comoration tax pa o o

Chwargeas Tax paic {1.1} o

Ner cash outflow from Gxation 4 (16

Capital expenditure and financial investment

Receipts
Receipts fron sale of otha in

Net cash outfiow from capital expenditure and financiaf investment 18 {18}

Acquisitions and disposals

5

Met cash {pulfiowlfinilow from acquisitions and disposals 29.7} 14
Equity dividends paid {7.0) ah

Cash (qutflowifinflow before management of liguid rasources
and financing

1IES W0 acguire own Laes

Net cash inflow{outflow) from financing 206 {i9.21

increase in cash in the year e 46 2.1

‘The ancompanying noRs are an integral part of this group cash flow statement.
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Group statement of total recognised gains and losses

For the ywear ended 21 March 2005

2i05 2
Em H

203 64
0.3 -
20.6 B4

¥y hel invesiments an

Teitd recognised gains and losses relating o the year 206 170

Reconciliation of movements in group shareholders’ funds

forthe T encied 31 Margh 2005

2004
2005 |
£m
Sharelwiders fands at siart of yedn, a5 previously reported 1019 873
Prigy year adjusiment (nole 12} 2.0 39

:
v
Sharehaiders’ funds at starr of year, a; testote a7 834

rrient o0 Emploves Share Ownarship Piar

Net inovernent, i1 shareholders funds

Sharehaiders” funds at and of wear 1739 93

The accompanying notes are an integrad part of this group statement of total recogrised geine and insses and this recondiiztion of moverments
i group snarchoiders’ funds.
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Notes to the financial statements
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Notes to the financial statements continued

1. Accounting policies (continued)
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in respaf-‘ f‘f 10':; -term cor‘hr’[u tL'F"]Q‘JPf 'e""e’sl ks arrounis transferrad 1o cost of sales during the period pius attnbuted profit,
Cither i ods and senvices supplied by the group. Tumover exdudes sales taxes and

Persion Costs
The group 0perates various pension schemes established in acrordance with focal conditions and p:‘acticps in the countries concerned.
For those .cheamer thut operate o & defined benefit basis, contributions are bazed on periodic zctuanal aiculations and ate dharged so
35 to spx 15 over (Fe e:(pe:_*f-d service lives of the e /ec-:. wr‘ﬁ are :'rlwnbeﬁ of the schermne.

aroup hag _-*\,pb:u the fra : irement benefits’. FRT7 adopts
3 kel valug approach 1o the rmeasurement of re

Derivative financiat i itgirursients
The group dses derk {i
The are u,J d{..‘es notb by '=Jd o issue »_i-=

"3 o exchange contr: ('t ;
fighilifies ¢rto g kcr'\'nl’r-Pn' > [Hie same CurrenICy O Simil <ir f'.,r*en(ws 2
fisk of foreign curency exchange movermanis on the group's opemtions. Gains and Iosses on these contracts are ¢ e‘or*& and recoghised in
the profit and loss account, o as adisstments o the carnying armount of fised assets, only when the hedged ransaction has iiself been
recognised i the Finandial Staternents.

It an instrument ceases to be accounied for as 2 hedge, for exarrphe be@use the underying hedged position i eliminated, the

instrurnent is marked to market and any resuiting profit or joss is recognised at that tirme

2. Segmental information
The segrmentsl infommation reflacts the current compasition of the group,

20035

Group

Gperating

profitfloss)
batore 008 2045
2005 gondwilland  Goodwill and Group
Group exraptional exceptional opersting
wrnaver items Rems profitglass)
£m £m £m £m

Existing operations

m,
Deafency

Technica

Networks 615 an - a3
R e 83 88 ™M
T T PO OOV S PPPTURO PP RO a2 {12} T {1-2)
Uraitcated Gosts ofbr income and goodwiiamortiatn - pa 63 (54

2417 1.0 35 146
Total continuing operations 7600 410 (5.1} 359
3 8 Babcock International Group PLT
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2. Segmental information {continued)

2004
Group
aperating

2004
Cmup exsepuasd
turnoer Hems
£m £m

Existing operations

o over,

(2004 £nil}.

The intersagment saies i 2003 and 2004 were not material.

Uinited Rest af Narth Rest of the Grotg
Group nurmover Ktngdom furcpe America Alrica Werld Toia!
By geagraphic area of origin Em £m £m £m £m £m

Existing coerations 4611 ~ k¥4 1092 42 5183
Acquisitions 2340 2.7 - - - 241.7

Continuing aperations 6351 77 38 108.2 42 7600
Discontinued operations - - - - - ~

Group total 635.1 Iy 38 082 42 760.0
2004

Ll

(o)
Discontinuad operations - 140 - - - 140
4

Group total 3378 4.6 82 ih 119 4520

United Rest of North Rest of the Group
Group humover Hingdorm Europe America Africa Warld Teral
2y geograplic ares of destitsation £m £m £m £m E£m £m

2005
Existing operations 38032 38 75 1085 71 5183

Acquisitions 2314 833 -~ - - 2417

Continuing operations 8237 122 5 1095 1 760.0

Discontinued operations - - - - - -

Group total 6237 122 75 1095 71 760.0
Hia

e

fining nperations

L
et
i
n
~
)
o
1Y)
k99
o
o2
-,
A

e

4380
140
4520

Discontinued operations

o
ot
wl
—
=
j&)
wn
-~
=

Group toTa 332,

R
Fy
&
<
=~
o
]
3]
)
.
w0
o
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Notes to the financial statements continued

2. Segmental information {continued)

United Rest of Nowth Resk uf the Groap
Group operating profitfloss) Kingdoin Europe Amgrica Africa World Total
betare goodwiil by geographic arigin £m £m £m £m £m fm

2005
Exnsn ng operations 244 {0.2) 03)

Acquss:t:ons 10.9 O'I - - - 110”

Contmumg cperaﬂcns 353 {G.1) {031 58 0.3 410
Discontinued apera!‘.luns - - - - -

Group total 353 o1 03 58 03 410

Disconbireed operations - 03} - - - i

Group ot 221 07 ©.3) 38 03 252

The good
£05

farge of £6.6 rifiion in 2008 {2004: £3.3 million) relates to the UK £8.1 rmilion (2004 £2.8 million) and North Amesica
{2004: £0.5 milion).

Operating net assets - by activity

Erginessing and Plant Senvices 14.8

Nebweris ' 217 -

dnjocctal o - 483 278

Operating nat assets 1149 520

Opemting net assats - by gangraphic ares

North America {04} _ﬂ
Afn(.l 144 0 2
tof "3"“ ‘Jv"""G 06

Operating net assets 1149
. (8.5;
)
1832

Non-aperatng 2ssets 53.9 ac.i

Nat assels 174.0 a7

Lef'ew«_'e Sendces drwd ﬂ -Qe\t of tE*e WrJ':ci
Nebworks 2nd the United

40 Babcock International Group PLT
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3. Net operating expenses

2005 2005 235

2505 Distribution  Adminstigtion  Net operaling

Cost of sales expenses expenses expenses
£m £m £m £m

Existing nperatmns 4526 08 4328 447

Acquisitions 1951 0.6 311 317
Continuing pperations 647.7 i5 749 764

Dlsconnnued operations - -

Group total 6477 15 749 76.4

2004

Nr cnerating
epentes

im

40 3
Liszonzinued aperations 9.3 34 4 4 8

':;zw.xp toia 30 52 398 4521

respect of mhd'\g aperat:
r-\mt:cr*g and o iy ﬁff

J00d Digrhiricn
Cosk of s2ies EXIONGES

i)} im

3/33 i3 i

crery

and t34 (\r\. in res
I\,xr\ in: E";p‘_ T O ol

q mce-p"lmal o 1rg<- of
1 expensas ndude a goodwilt Chal

20605 4008

- Omed 62 44
- l rafe{l B3 “ts

\Lu\x):'\'ff‘r on ﬂ‘n d-s,,oca- 2 witeoff of tanghle fixed assets

- \hor* {(-rm plaa‘i I‘ 10 0.

)

Ev:;e

02 02

et gooc‘.w:i 3N 656 33

372,073 2004 £333,000) n relation 1o non audi
ices ES?,OO:, iaedinthe rr.t:_ﬁmxn Waitewash.

i

ir addition to the smounts discosed sbove, the group auditors ang their assec]
senvices i the UK and £7,054 {2004 £13 000} for services cutside the UK, For the Us

4‘} Babticoch International Group PLC
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Notes to the financial statements continued

5. Exceptional iterns and goodwill
Within axisting businesses an operating exceptionat 1oss of £5.5 million was reatisect repres
t4.7 mithon of goodwill write-off on the downsizing of the group’s marine design subsic
exceptional profit of £7.0 miliion s made up of £8 8 miilicn |nrornf= frnw th lc't Far1
€33 of the transfer and restructuring cosis wit
Peteitiouse head office.

Tre reguiar goodwil af.w‘i:sd.*jon {exr." <
In 20(K35 the non-operat;
o3 dispxor ats of previcasly cI|. xned of
write-down 5f the carmying vakie of FBMA which was <0H on 10 Ociob
the above.

In 2004 the non-operating exceptionat charge of £1.7 million was made up of 7 1oss on sale of Swedish Materials Handiing businesses
of £2.5 milion, cffset by a profit on the sale of 3 pon trading subsidiary containing a financia! asset of £0.% mifion. Net mterest and simitar
incomeffcharges) includes an exceptional gain of £1.7 milfon arising on the disposal of a financdial asset.

. BUSINEsSEs 30 Operating
lﬂalweﬂance u.r.u act< bad< o Netb wok Rall offset

6. Netl interest and similar incomefcharges}

2005 20
£m im

£ pavable and " Charges
- Bank [nans and overdinafts :8 0] 23

- Finany

i iS-l'\tﬁ‘{E”C (0 4) ::0.‘:‘;.

(85 25

Other inferest receivabie and sirrilar income 2.3 0.3
e

6.2) 2

Excopdionat gain arising on disposal of fnancia asset - 7
Igtal group inferest charge {6.2) {0.5)

7. Emplovee costs

2005
£m
r’a‘nr' fars uf employess,
mu O S‘ ]
2274
203
—U“n T PETSION 3 \h rf-Te 53} 106
2583
The average numier of peopie employed by the group in eadh of the following cazagories was as follows:
2005
Number
Crperations 7,980

vl managernert 1,088
<088 £,356

The number of people empioyed by the group ot 31 March 20405 wass 2306 (2004 61108
informiation in respedt of Directors” .‘eml.'r'erara.ﬂ.. and share interasts is contained w thm the Remuneration repart on pages 24 tn 30,

el
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8. Tax on profit on ordinary activities

2405 204

£m in
Lpited Kir O X <] 2.1 33
Adiustrrents n 'c*;mof Previn s periods 0.2 {08

12 23

Tokat cuirrent tax 4.7 38

Bciuding the net
UK rate of 30%
There i atan¢ mdt of L\:4 it
The differences betwas "‘"P w3l m'rt’rt tax fhm\n ahove e ardl the amount calated by appiving the standard rate of UK corporation
tax 1o the profit before taxis a5 fo

2005 2004
Em imn

Profit on ordmary actiwties befcre tax 284 9 8

Peduct: share o’r plnt wrtl,rm a‘ld csvm prn'rf J"DI'C - tax o f(¢hc] :‘O

Group profit on ordinary activities before taxation 28.1 187

o pro: it i ordinary 2ctivities at standard UK corporation tax rate of 30% (2(.‘04 308 .’:l 84 a0

Group eurrent tax charge for perind 47 38

The tax charg? in future pericds may be affected by rasults in overseas jurisdictions, o
the UK and elbewhere, and the utlisation of 1o iosses for which 1o defered tax aseet b

e With oveTseas tax rates, permanent aifferences in
Deen rew;n:sm.

9. Company profit
The conpany has taken advartage of the exemption g
accaunt e aof the cofnparsy i duciosed
with in the Finad

sed Dy section 230 of the Companies At 1885 whereby no individual profit and loss
fciuded i the group pxo"t for the finandial vear is @ profit of £22.5 milion {2004, ‘ i
il Staterrients of the company.

18. Equity dividends

2005
£rm

Ordinary shares

t 25D per 80 share) 28
- Fqul dividend pmpoted of 2.65p per 60p 'I‘am (22)34 2.0Cp per 80p 4 54
84 49

igres issued

= Addition:

~ Ity dhidera pca 1. 250 per f-uUp sharz { '?-"[)4

The ul

s a resuit of the ad

2 vear ended 31 March 2004 exceeded the arount accrued by £1.2 ¢
ion of Petarholse Gro: B HC
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Notes to the financial statements continued

11, Earnings per share
Famings per ordinary share hiave been calaiiated by dviding the pmfit attrbutable 1o shareholdess for the financizi year by the waightea
averane nurnber of ordif f i

B0es 2004
Number Nesivier

\7\’ Snbe Average i

s o- sMr: s Inissue Tor Hasic earnings per share 189193,.887 4L 072 080

{ :.IL.t: cffect of share 0.)'.:01": 258810 353923

Veinlbed average nurnber of shares in issue for dilfed earmings per share 189454697 14537013

The weighted average number of shares excludes the weighted average number of shares held in the Baboock Bmployee Share Trust and the
Peterhouse Employee Share Tiust,

2005 20605 2004
2005 Basic. Esiluted 2004 Bane.
£m {penne) {pence} m inenee}

Biceptional fems 03) (0.16) {0.16) - 003 0.04

-ure mcep donal i iz 203 1.7 10.79 i5.

k-(i 'ne* goodrf. AT tlm 6.6 348 348 33 2.26 2
3

Uﬁ-

Pofi hefore evcepional iems and goocodwik 268 1420 14.38 9.7 1360 i

The earnings per stare figures calculated above elirinate the effect of exceptional fome and goodwlll amortisation to give 3 rrore meaningiul
presentation of trading pertemnance,

12. Prios year adjustment
The Fancial Staternents for e yvear ended 31 March 2004 have been restated loliowing the adoption of UITF Abstiact 38 ‘Accounting for
ESOP Tsts'. Shares hedd by the Babicock international Group PLC ESCP Trust, previously shawrs in the balance sheet as fiad asset investrnents,
are ricnw reclired to be s?'()\m 2 a deductios ffOI*ls]( rehiclders” funds.

The Impact of the tieat mor'r above is Gsrfre*f\ts by £4.0 milicn at 3% March 2004,

The conso f o reflect the realiacation of the cash payments for the pschase of shares
from "capit !.anr-rc' {Thare is noy matenal innpact on profit betore tax in ethior the current
GF pricy peti

iod )

3. Fixed assets - intangible assety

Rz Deveioprnent
Coodal: goodall costs Total
£m £m £ Em

At 31 March 2006 1788 (25.8} 32 1572
Accumuiated a'narttsatxsn

npanent

imp AL tr‘v .‘Lex.ﬁ 13 - 6.7 0.6

At 31 March 2005 {237) 228 {3.0) {3.8)
Net baok value at 21 March 2003 156.1 {z9) 02 1534

Net book value 2t 31 Maich 2004 815 47 Q.7 775

sbeock Internationat Group PLT
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14. Fixed assets - t3ngible assels

Goup Compsny

Frachold reasehold A ieasehold
nicperty preperty mazhinery Toral propesty
Fro £ £ £m HyYl

s (rote 20}

Reclassitoation

A 31 March 2005 53 22

Accumutzted depreciation

At 31 March 2005 10,1y 0.4

32,0}

Net book value at 31 March 2005 52 1.8

309

et book visiuie 2t 21 March 2004 25 07

=11}

122 -

(2004

r)

15. Fixed assets - investments in subsidiary underiakings

Loans Total
im £&m

Company cost

Disposals

Repayments

ey
3290
(1075}

A% 31 March 2005

3080

Luring the year the company acquired
nereased s investments in group sub
Information on the pringipaf subsi

3
diary undestakings is given on page 62,

45 Babeack Intermational Group PLG
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Notes to the financial statements continued

16. Fixed assets - vestments

Troup Cxnpety

vestments in Othar IVASITNENTS in

ek venkuias 4 E Total s (E A

s £m £

AL Mg 2004, @ previousty reported 05 40 A 47 A0
Hrior year adjstiment - G - {4.0} @0

At 1 Aprit 2004, restated $%7 - o @7 -

AL 31 March 2005 48 - a1 a7 -

17. Stocks

Croup Houp
20405 e
&m i

Stocks and work in progress

Prondsions {3.9) (2.7

18. Debstors

Grawip Cnup Company LmpEny
2005 204 2505 2004
£m fm Em £my

Tale waithin one year:

Perision schame prepaynents 21 S - -

Oither cebtons 62 4.1 0.1 0.7

Prepayinants and acriued incame 14.1 5.3 13

W
I

-
o
2
i
-~
o
He)
b
]
=]
)
o]

Greup Croup Company Lompery
i} 2004 <005 2004
£ £ Ern £

:I 6 Babcock International Group FLC
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149. Creditors ~ amounts due within one year

Graup Lioup Company Laanpary
2565 i 2045 2o
£m i £m £

Acrnuais an

Fropsad diviciend 54 3.1 5. 3.3

20, Creditors ~ amotnts due after more than one year

Croup Sroup Campany Cermpany
005 200 2005 A
£m m £m im

241 150 - 50

= Un

~
L

21, Borrowings
Repayment detal

The intal bonowings of the group at 31 March are repayable as follows:
2005 2005
Bank isans  Finance lease
and gverdralts obligations
£m £m

854 23
""" 05 13
16 08
s
875 85

Lany FINance e
S oneerdratis ohigalinns

M Ll

Wit

: QNG YR

Babween gre
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Notes to the financial statements continued

21. Barrowings {rontinued;

Croup Group
2095 200
Secunty grangsinants £rm im

Loans and overdrafts

Finance leaze obiigations are secured against the assels Lo which they refate.

22 Derivatives and other financial instruments
The group’s finarcial instrumicnts, other than derivatives, comprise cash, fiquid resolrces, some short-ferm bomow
as trade debtors and trade creditors that arise directly from its operztions. The main purpose of these financizl ins
Grotp's ooerations.
The group controls Credi risk by entering into financial derivatives only with prime rated and authornsed counterparties. Counter-party
authorisations andg positions are monitored on a reguias
T et disciosires in his note deal witr
neial Instuments: Disclosure (FRS13), Certain
comganias gre exchidad from the saope of these discosures
As permitied by FRS 13, short-term debiors and creditors have been exduded from the disciosures, otner than the currency disciosures,

5 and vanous terns such
nents i to fnance the

ard 13 - Dervatives
uie and sssociate

s as defined in Finanizl Reparting §
rvestrnenis in subsidiary, joint ve

inleresi iate profite
The qroup's financiat assels comprize cash deposits of £33.1 ¢
sever-thiy and monthly rles.

1 st rate prafie of the group's financial asseks ar
rate swaps used 1o manage the interest profite, is @

= placed on money miakets ot cal,

{eciucing short-tem debtors and creditors), 3
ows:

taking into acoount

w5 fixt

2005 2005

Financial sszets Financial Habilities

Tokai aid Ng ingerost

floating rate Total Floating rabe Fixed fabs paid

Cuiiency Eral £m £ers £rn £rm

240 816 85.1 25 -

2004 TR

Firangiai asseis Firnidial labilties
foral sres Ne migiest
esting fare Totst fleating ! il
fmi m o im

13.4 - -

nL 324 - -

sove Tailes Co not hd
4 6,0%) and the st
The waighied swerag
The weighted sverage

rate on fingnd
and the iocal prrme rate for other Qurmencics.

tha groun has 3 into an interest rate swan 1o Gap the UROR component of interest to 5.0% par annum, This §s inrelation 1o
£23.5 mition of fleating rate debi. The interest rate swap s effective tor thiee wears frorn 26 June 2002,

iizbiity i 6.0%

which comprize finance lease obligations, are 6.2%
P is seven yaurs.
sterling, e pomie rafe i the Gase of South Affoan rand
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22. Derivatives and other financial instruments foontinge
The growuss acauired two snaps from UBOR o fived raiz with %t@r.“s(ws descrined below:

Anount Fixed
£m % Matuzity

10 4.89 291107
20 4,72 25105

Boriowingy oilities

The arpup had undrawn comitted bommwing facilities ar 31 March 2005, in respec of which sl conditians Hrenedent had been met,
.,'WSJ
2005
Em
s r:r-'\'\ogar 169 -
£ Than one yoar but nct more tha.: t\m ,m 62 0 470

Tm. s palicy not to hedge foreign currency exposures an the Dransiation of its overseas
wfout: a‘ld net as:ets i} 5&. ing. Such movernents are desit with through the group statement: of total recognised geins and tosses, 1Tis group
policy for subsidiaries 10 hedo nsectional Currency exposuies against the cummency in which their resuits are measured.
The tatie below shows the qraun'’s, Cumency exposures; 1 other words, those transactional exposures that give Hse to net currency gains
ar losses recogrised in the profit and loss account. Such exposures compri e

monetary assets and monetary kabiities of the group
not denorrinaied in the operating (o “functional’) camency of the operating unit nvolved.

As at 31 Merch 2005, these exposures were as Tofices:

Net foraign carency maonetary assetsiliabilities)

Eure-zone
Sterling Us Dollars cureencies  Swedish Keona Other Total
Functional currency of group operalion £&m £m £m £m £m £m

Stezling - a8 1.7 - 04 30
uspollars T e e e e e L
vaedhKrond ............................................................................. s = 05"“ .................. 05

Totat - 08 22 - 04 15

As ar 31 March 2004, thesa expostaes were a5 folinws

Net forein cureny

SweaciEn Ky St Torat
Functional currency of group operaton £ £n
Sterting - 03 a7 : a1 11

Jsmj.a]'\,“.”-. e [ R R .

Gther - - - - - -

Total - c3 13 - 0.1 17

The amounts shown in the above table teke into atcount the effect of forward foreign curency contractt entered in to manage these
il WY EXLOSITE,

Az at 31 March 2005, the group ako beld open varinis forward foreign currency contracts that the gr
axpectad fiitre foreign curency movements.

> had faren out o hedge
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Notes to the financial statements continued

22. Derivatives end other financial instruments {continued

ield to rmanage the i
e book value and the fair

& rate and Gistency
velise of the group's

ncial instrn
fererice el

ir valiies of derival
casas, there is no maten

2005 2605 2004
Book vaiue Fair valye R e
£m £m b
interesl mite ',wax,» 0.3 0.1 0.1

?o- NB:".‘J

100 U \".‘,' racts o o - h (05‘! -

hanges 10 the vaiue of the swaps as an re ot induded in the book vaiue of the relevant asset or abiity.
The book vaiue and the tair \“\UF' of tha .]-u..Q: L:UW‘M- WIS and wsh ar bank arg the same and are therefore not reflected in tha

v abie

b
inins and losses on hedges

i ters into forward foreign cumendcy contracis to hedge the currency exposures that arise on sales and purchases denorrinated in
: ztely the tansaction ocouws.
value of instroments used as b p
of these unrecogrised gains and osses 1s a5 {ollows:

At anaisis

\.innf Lesss
0 fey]
H ‘me:;cf:med gu a.ld I'.)A&h G *eeuc,ed £ -".pn 2\;44 0.4 54 S0
1% i3 GREVACRIS % rsﬂ %3 Wl FeUGr edntu—\,e‘-: ended 31 March 2005 4] 5.2 3.8
ag- eione: § Apri - t were not recognised in the year ended 31 March - 03
(ains and ingses anising mar were nat recognised |.'.I the: wear E"ldrc k1l I‘v.arm 2005 S ')‘) s {J%‘n

i

Unrecognised qains and iosses on herdges at 31 March 2005 05

¢ 31 March 2006 : ) 05)

Bt rate swaps of £0.2 m

recognised in the year

in addiion t s an unrecognised loss i respect of it
rexdging insiTurments.

23. Provisions for Habilities and charges

s g Defered

chigations baxation consideration
5 {rete 243 ) ! Tl
i I i [ mn

28 123 26 5.7 56 - 200
oy 4033434344 S
ntheyear o —' ey n a3 w4 o
At 31 March 2005 29 199 58 100 9.8 6.8 550

{a) Provisions for pension kabilities, pavable within twa to fve yoars.

Y

) Acquisitionjdeferrad condideratinn relates 1o the confingent consid
certain Ginar BIOVsions set up on the acquisition of Peterhouse

tion for T

Pererho

{2) The insurance provisions - wrance Linited.

I‘G’v redate to spechic

se in the group's captive INsUranca compar
¥ aisessed B accordanee with the achvice of :ndew.‘r“e.h

Figss, the main part of

isions for costs relating Lo the reorganization or dis pos.al of businesses are pri
iy vacant prooeriiss Cwdich aie not expectixd to bacors
itigation, whiclh are likely 10 be pavabie within one year,

{2 Froperty and othei i
the main paitof v

1 the main relate 10 provisions for onerous leases or continuing businesses witi
his payabie after five years,

the acquired Peterhouse Croup,

The company had & provision o contingent corsideration of £3.5 millien (2004; £nil.
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24. Deferred t2xation
The major components of the provision for deferred taxation and the potential i

ity are as follows:

2045

2805 204 Full

Provided Arviced potential

Em fin £m
{53) ] B3

"‘c."lalﬂn Srpiuses 29 9 29 g
'zn (22}
{01 - (20.4)
244
(45) 5 45)
19.8

Aaoi rated r:‘xpr'ﬂ

erable advance: comporation tax

There is no unpravided deterred tax fabfity In the company.

25. Pension arrangements
The group has continued 1o ac
Benefits has heen deferred. The tra

doption of the requitements of FRS17 - B
Part {ts) of this nole.

{3 S5AP 24 dlisclusuies

The persion (ost, Laic

&t the ginup operaling 2rofil was 3y folows:

2005 2004
Em m

Deﬁned beneﬁt schemes:
n a1 ¥

Readar st ret N v }

inferest O PEnsion SChetm sumiises (5 9}
32

B
10.6

R

oo
N BRI

e

Of the above dharge £2.6 millon refates o the UK (2004: £8.0 riliory and £1.5 rilion relaies to Oveiseds {2004:£14 m:liion}.

The group operates four prindpal defined henefrt nsion schernes for &) E i i i :
Pension Scherne, the Fosyin Rovial Dockyard Pansion Scherre, the First £
fve Persion All four schemes are funded by payments 1o separ
the schemes is assessed in aroordance with the advice of independent, quelified actisaries. The df‘t?l s of -hn sabest f -0~~1‘a~ acﬂ Al v
these four schemes are 35 foliows:

Rosyh
Poyal Dockysd - Fisk Engnesding e Cip

31 33 OJ 3120

\Jumer .actrue mew’:bclSst 31 March 2005 Bh

AJ.Ja et diJcm 1 mf:‘d 1o<,
Qe: dlis of L:s' fomat actiiral \"';»aﬁan:

'\J?..iut-: of

Bylrnent reluens g

Ax aresult of the level of sumplus the group's contributions to the Baboock ot =S EF
at ieast the: results of the formial valuation are availab

Prepayments of £5%.%5 miflicn (2004: £69.0 milion) are camed in the baiance sheet in respect of the group's prindipal pension schemes.

wationa Group Pension Schera i
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Notes to the financial statements continued

3sis of e vallation methodalogy adonted by

In addition 1o the four princpa defined |
benefit pension schames:

Tre Babcork Hoidings {USA), inc. Pensian Plan — for employees of US subsi ¢ Babcock Heldings {USAL Inc. A fUl actuadal valuation
of the scherme was carmied out at 31 Decemnber 2004. The company made a centribution of £6.7 miffion during the year to 31 March 2003.
Tre plan was frozen as of 31 January 2003 and, theretore, no active members existed & at 31 March 2005,

The Lnicom Persion Sthetre - for ernployees in the SGEbusiness, acguired by the company on 19 Jurte 2002, A full actuarial vah
of the scherne was catied out at 31 Decernber 2003, The scherme was dosed 1o new members Fom 30 Moverrder 2002 ar
{urtrier acain)l of benefits for future service. Al scheme members ; the proess of tansianing o the Balbye el
schame. The comnpany made no contsbution i the scheme during the year to 31 March 2005,

As part. of the Peterhousa acquisition three s iefined benefit schemes were acquirad: Jackson Group i
Scnarna, Shorce Group Pension Scheme and AMT Internationasl L
E£150.000 was coniribuied to the Jackson Group Scheme durd

The st actisanal valuation dates wers:

> alss opertes 3 number of simalier defined

13500
2isno
sl Grovp Pension

winn & Lfe Assurance
ited Pension Scheme, Al three schemes Rad no aclive mambers.
G the year.

e

2005 are com
cefined be

ad with the pension fiabifilies calculaked
persion scher: been updated o

= of pension scherme assels 8t 37 March
uirler the proj full actuzdah valustions of U

3 March 2

o1}

SRAMTIE
3 Scherne Eue Groug

Shpa ]

2005 2004 2002 2005 2004 2003 2005 X4 2003 205 2004 2003 2005 2004 2003

Rale of Increzse 30- 2483
of fultire earnings 43 382 3. 335

5
543 &5 54 543
3.0 3.0
infigtion rate 30 25 30 22

The fair vaiue of the assets, the present vaiue of the liabilities and the expected rates of return of the Babcoddintemational Grougp, Rosyth Roval
Tinchyard, First Engineering and Eve Group defined benefit sahemes, together with the aggregated data for the other schernes in the Group 2t
31 March 2005 were 3¢ foliows:

40 - - a0 - - - 38
; 543 - - 543 -~ - 545 40
s

[
P
Loy

i
F o

Bal:codk intematinnat rogyth Repal
Ioip sceme Dockyard Schenne  First Brginessing Scneme Bve Croup Schernes Cirer schemes Croup
Weigtedd
sected AEFNGE
Fair iate of rar e Fzii
value  of retum valiye e “ahte
£m % £ % 0

20 525 88 2248 i
foperty - 5 575

Bands - comaomate 55 422

47 ar4 .

Bonds - ao

{ash

&
7
1
g
~

Fair vaiua assets

Present value of scherne Bablitios 7

Recogrised] persion ssseljiabiity)

Deferred ax assetllisbiliny)

Met persion assetffliabilig 21 {368} 41 3

o
k]
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25. Pensian arrangements {continued}

The fair valun of the assets, the present value of the liabit
Foyal Dockyard o
s folicws:

5 andd the expected rates of refum of the Baboork
e henefit schames, together with the aggrenated data for the sther schermes in the grou

temational Group and Fosytn
3 At 31 March 2004 were

Batenox
Intesnationat Crowa Schemne

ackyid Scheme Ciher schernas Crup

taneried rate

of rensn Fair yahse Yair vl e walue
k3 fm 241

{45.7) :
{13: 137 {10] 0.9
Net pensian guset/{labiy) 317 (3201 i4 i

The fair vaiie of the assels, the present walue of the Fabiliies and the expects
foyal Sockyard definad benefit schermas, together with the aggregated da
as folinuss:

Prates of retvrn of the Babooe
or the other schemes in the ¢

international i
sLip at 31 March 20073 were

Babwork
s Ciog Scheme

inernelon

Kissyth Roal Dockvaid Schemge Oihier sehenes i

Waighted
avalEne

besweied rate

Foair yahse Fiar walue

&m

tqLites

Fair vaiue of ausets

Present waiue of

recngnised persion assetiliabiity)

Delfemad taz assei]l

et pensicn assetfiiabifty}
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Notes to the financial statements continued

25. Pensions srrangements {continued)
if the defired benefit pension and post-retirement benedi

schermes hag heen accounted for under FRS17, the following amcunts watdd hane

teen recorded in the profit and loss account and statement of total recognised gains and 1a5ses for the year ended 31 March 2005,
Posvth Ryl Fist
et i

o
o

Amounts charged to operating profit

Caent senice ost 3.3 B 27 oA 25)

S e -

e o ottt e - e )

‘{(‘f‘rﬂﬂt'f)"‘f‘bef})lUS e
2.3) 05 27 Q4 - o

Amuum:s creditedficharged to net interest

Fapeted et o pe e : 345 .................. A S

irdersst o pension sghsrme Eabiblies

[

b
i
&b
=

et
o]
Wt
.
he
o>
o
in

Amounts recorded in statement of
to‘tai lecngnlsed gains and iosses

’rarge-'- ’rc ":-‘J-’l"h"lg pm- 3.3 k 27

siatemnent of

Dirhange adpstments - - - - - -

Surplusjdeticit} in schermnes as ab 31 March 2005 289 {52.7} 59 58 (3.0} {204)

Hlstory of experience gains am‘.‘! tosses

ference bebween the ey;_,eu_ed and a:tua: renum:

&p&nel‘ . gflr -s:{=:-&xe.1 of

Pricert, 190 f‘f
3t 31 Mareh &

1% 2% 1% 0% 8% 1%

oresent value of scherne [Ic ities
d‘ 2005 4% 3% oy 0% 23% 4%
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recc-rded i ﬂ’k: pro::t anct loss ar.'.ount and statement. of

17, the fllowing amounits woild have been
T harch 2004,

R \,rh Eeaal

ey

Tantip $¢

Amaunts charged to operating profit

SEPCe Cost

f.c‘ LO&E

J (-'t of =+H mem

- - o2 2

B
()]
il
Ln
o

™y
ffe)
)

195 06 388
H83 08 36,7

—1
w
i
)
A
-

kY
G onscheme L -
: =-ssumpu ans redating 1o present value of scherne liab 2.6 B oy {78}
10 46) 07 2

Movements in qurplus J{deficit) during year

Bichange acjustmenr;-

__@
N=)
B
o
u
[51]
i

Surplusi{deficit in schemes as at 31 Maich 2004

110 07
- - ol 83
453 {45.7) 24 a0

Hismry of experience gains and Iosses

—’t—.’(m ’i(_](- '\Fsmeme Aels at *‘. I;.:

3565) ot srhow\ |"||’)

55
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Notes ta the financial statements continued

25, Pension arrangements (coniinuect)
i thevaluation basis abave had been applied i the acoounis instead of the S5AP 24 valuation basi

profit art iogs account resenve after taking into account deferred tax, wiouid have heen as foliows:

e offect on the group's nat assets and

200e
2095 oy el ated
£m &m

e
@
©
L=
B
5
[
=

Pension prenament undar S58P 2,

Brovsion for pension costs under

Pelaten deferred 2% asset 299 2007

g Dersion assets

Net pension {Jiabifity)/asset ura

including pension fiabiltylfasset 811

[$]
~J

204
2005 as restated
&m pai

Pe:';L'iiUi! ;;;r(-;;;;ér
Relaréddefér:‘édtaxiia:‘;ﬂi'tyrV - I 299
{112.3) (1

(148)

inchuding person {iability)jaset (133.9) {1076}

26. Called up shara capital

Cidiiary
FEJERN
of B
Possiber By an

Authorized:

f\;d"o sed dui

i

) TN year - -

AL 31 March 2005 306,219,012 1 -
Orcinagy Lominary A

shares Carion gy

of 50p Lstal

Aliptted, issued and fyiiy pald: fmber m

150,249,024 1

1,086,441

1ase of Peterhose 5701873

At 31 March 2005 208,355,202 1250
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26. Calted up share capital {conlinued)

Chitstanding share opfions

The table below shows options existing over the company's shares as at 31 March 2005. They reprasent. cutsianding options granted under
alf the O xpaw 5 Executive Share Options Schemes. Of the total number of shares shown, 2,972,868 a respect of options granted by
the trustes of the Babcodk Emplovee Share Trust and 797,925 are in nespect of options granted by e frustee of the Peterhcuse Employee
Share Trust, both are opions 1o ; u_}um shares a\reacb,' purchesed or intended o be puichased in the rarket £ by he resgrective tustees.
Thie balarice of 2,600,654 shares & in respect of options granied by the compaiy to mb;u‘be for neswvly issued shares,

e

Nureper of shares Sinscs
Pasatl urider cption

3
e share Swadiae poriod

Executive s‘nc pucn s<. 1ermnes '*0000 15100 U"- “1 15554 tu 2.0: 2005

20] UC’U

Trians f

O
i23.00 220 20u3 Lo 2%
99.33 230c¢OM 10 24062011

2*11)

-r\gn] 2 ',

2002 ZOOH 0 P Q2. 70 7

mmmatisad in the Rernuneraton report on pages 24 16 30 and zre induded in the outstanding opticns set

27. Reserves

e} 25 Consideration o p

ichase of Peterhogse 3.3 -

{1.0) - _
N DEt investnents and - - _
At 31 March 2005 69.3 3086 (51.0)
Corpany share (ovunany camtal (mparn ol
] edeniption a
resene
m

At T Apiit 2004 35 previously report

c"nu yedr 2dj _Ltmwt {rote 12}
AL hpn' 2\;\:4 as restiatend

S 'f—d on enem»se \'f 'nnow

Petained profit for

At 31 March 2005 68.3 306 308
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Notes to the financial statements continued

27 Ftesewes {c ﬂﬂ'lﬁaodn

:t of «[«, ootential

. 3 h 2008

{ held 3,5?4—_.:139 md aly s‘f!a:es, at 2 total market

{ date. The carnpany elected to pay dividends 0 the Trust at the rate
rAoyees. The cornpany meets the aperating expensas of the

‘Lij 528 sha eJ‘ isposed of resy
:;-e of £5,325,91 1 epaesewm 1 72% of
0.007p per snaie during the yo
l‘rust, The provsion represents an E Iowa“u e for
enabies shar Pﬂwc=,mpany el

rma e af\d made awalabie o smplf\\,ees prim.‘ il
ier the Bahoock 1995 E Drecutive R"lere Ont used to grant awards made
poge 25, T cretionary seb .a.rr i emplc:; e w i ;
Trust. T 5t iy Co \tm led ard 1 1af1dg€d autsde the UK and has a singie 'Ulm'd Lru&tee whsd*. i5 an indepen =

trstess senices org3 tﬂn The right to remave the tnistee and appoint 3 new trustes rects in the company. The thustee i reguirad o
aive both voting "Iqhé. and dividends payabie on any share in the compa ry in excess of 0.007p, uniess otherwise directed by the C”‘:‘:’}paf‘-)'.
The: irust miay not, withow: the approval by ordinany resolution of the memiers of the company, hold more than 5.0 % of the issuad ordinary
shares of the company.

Curing the year the company aceired Peterhouze Groug plc for a condderation of cash and shares in the o::mpaﬂy P\S agon
the Tnustee e Petertouse Group PLC 1988 Employee Trust {the Trust’), atguired 622,640 Babeock on S
subsequently agreed o operate the Trust in conjunchion with the Babeock 1999 Acproved Executhve Share Cpiion Man and U‘e Eab ek 19953
Unapproved thare Ogtion Plan and granted ogtions over 622,040 snare‘ to eragloyees undar the tens of d*o. Do plans,

The trst enables shares in the co OPYIparsy 1o be purchased and made avsiiabic 1o employees of the Peteriouse subsidiary mainky through
the grant of options owr the s“a«res unger Lh(‘ ?vrrrs fﬁwr‘ 3‘30\.@ BNO

referred to

b y iz eseduded from ber
corporate lrusiee, R(chj Bank of Canada

28. Eguily minority interests

POt for he year 8.3 -
At 31 March 2005 8.1 -

29. Group cash flow statement

(3] Recoadiation of groun aperating profit io el cash fiow from operating activitios:
2005 2004
£em Em
Gromp operating profit 359 218
D«epreciduf'.f:,ah Qtic-rzandir rent charges o - 1.9.';’ - 32

'rr-.‘asej(decrease; i pICvisions

Net cash inflow from operating activities 43.2

\lor cash infiow froy

al)

432 280

(bl Movement in net debt:
2505 204
£m m
Iricrease in cash in the year 146 2.
increase sa) i IEq.J:-i i f—sn Lxevea T - - I 56 . {0;2)
Cash: Rowe frearn (incesssel{decrenss in debt and \éaseﬁr:ancing 7 {12.8) 205
Change i et funds resdiling from o o4 224
ioans and § ‘.cree eaes acigiire wtf sub5|ds nPs - {4?.2) -

Net debt 3t 31 March {62.5) (154
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29. Group cazh flow statement iconinued)
L\ H
l’i.j {hanges in et debt:

A At

1 Apnd tlew finance 31 March
200 Cas fiows eases 20005
(341 o om £m

{rerdrafis

{179) - 279 - 245

1::-27 - . {36}~ {61:

33 27) - 173 - 173
Freb 20.5) 23.1) 373) 0. 808}

ance ledses

9 o {8.5)
2

0.8 167.2) 02 (89.3)

8. 5

{C.9) {299 o2 {62 i
2005 20065 2604 R
Disposals Acquisicans Dispcsals Auisitions,
£m &m im im

06
LT A - -
33)

- (40.2)
01
@3

Vredf
et cash fow {3.2) f26.5) 1.1 0.3
i D:sp:san‘:
Thei -.um !’It_t ash duposed of represents the overdraft disposed of within CMR, Other paymients ang e
e 1>t‘ osed of blsingsses,
it Acqui.x‘r‘tfo;‘x
Farquisitions represents fomde:rd- on of £31 ?
uners and de’f‘r'ed ..nn.irir‘ra"-:inr' paid of£1.8
ttion. (Other payments represent costs in Pete
30. Acguisitions and disposals
(& AcqLusitions
G e 2004 Baboock acquired Peterhause Group PIC, the foflowing is 2 summizry o the provisional acgidsitio
e net asseds acquired and the related costs were s folicws;
SeaL e
rimsionai
air vale
im

rmestineing

301

o
-

Totat fixed assets

Net zsseks soquired

Fair value of consideration:
Cash

Shiarey

T

57

Lo
[}

P}
£

g {amortsed over 20 veans)

@
o

=r“r:'L:c.h within hinance leases is £6.8 my

iair vl 3 i
r1 stocks and
""dl UpWRIT 'lct

"m'rwrﬁ -3f ﬁ'< la Se18 far G

rents 1o pu,

the S3AP 24 s ereed o abiove,

59

yavd
P

SJ--*IJJe, refe

n due after more than one yeal
BHET r‘ommq i sinessen
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Notes t the financial statements continued

35. Acguisitions and disposals {continued)

ces received was 55 . 7% with the remaining accaptances receivadt over Hhe follewing monins.
in percentag? ownerstip i this pencd did not matenally aflect the fair valize of assets acquiredt o e resuliant goodhl
refiected above,

Frors 1 January 2004 te 13 Jure 2004 Peterhouse Croup Plc had sales of £208.2 milicn and a trading profit of £3.0 roilion; foss
befure taxation was £2.7 enilion and o L1 il el fter ax for Pelerouse Growsy Pc for the vear 1o 31 Decaimber 2003
wigs £10.5 miflion. There is no rateral o
{0 September 2004 1
On 1 Movernber 2004

s 2 02
Hrang: lease - )

Provisions for iabilifies and charges B _

Met assets acquired 04 2.8

Fair value of consideration:

Tish 38 28

{antngent consiients

{08TS 0

R
i

=t
*
)
o

Soodwil

b |
(=]

o) Disposais
On 13 iy 2004 the groep sold GJR Consuitants Linvted and on 30 june 2004 the group soid Baboock Defence Services Australia Pty L

ible fived assets o]

Stocks and work in progress -

Delateus G5

MNet assets disposed [k}
Less on sale {0.1)

Net sale proceeds -
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31. Financial commitments
C(’Ulud coinriinents

2005 200
£m n

Authoricad u_ru.ﬂfn'ro. axgendingre of the group ot 31 Mardh et wiss conmacted for
s

byt not prov e Financiat Statermnen

1
o
=

The compeny had o capital expenditure contractad for at 23 March 2005 {2004 £ni,

Uperating lease convpitimenis

G The

N

commitrmeant of the group under le operating leases was as foliows:

2005

2405 Plant
Lend and nachinery
bulidings and vekicles
£m £m

S 48_ BT
75 5.4 39 08

ing lasse comimitiment for fand and buildings as 2t 31 March 2005 with an anraal commibment exclring
o {20041 £1.7 rriliion).

Campany The conpany has @n opet
after more than five years of £2.2

32. Contingent liabifities
{ai The company has guananteed of nas joint and several fabillty for bank faciities of £1795 million {20041 £88 .5 milion) provids
Group companies

&
&
®
=y
E‘.'—
5

-*‘or Tiance bonds and Bdamnities iosue:
£ 31 March 2005 these amouniad D
r (20{14'. 6500

: i=eg 2wt in respex
s ance comsantz2s i the oidinar ¥ Course of b

s

the company had counter-indemnified "b am

| or clevelopment of the Dogivard
o Mol dated 50 an.san ), 1007
over the Dockyard in favon

5,' mr,r of secur
of the Autharity,

(e} fhe oompany has grven certain indemnities ans warrantios in the oo nﬁw-‘s and companies. The company belioves
that Ay Hebiity in respect of these s unkkely To e a matensl |

ation which have aticen in the course of normat trading. The Directors do not befieve that the
resuit in any material zdverse changs 1o the group’s financiad ,,o>.t@n,

{1 The qroup i invaived in d:
gutcomne of these mattars w

33. Relatad party transactions
Detals of transactions with related parties in accordance with the requi

rements of FRSE Related Party Disciosures, are set out below

{aj Transactions with joint ventures

i Daring the year a group subsidi
outstandii

ary scid senvices to. i
vear end on these sales were £78,000.

rArsaciions with

('” Curing the year 3 group subsidiary sold geads to its jaint veriture
autstanding =t year end was £ Wt (‘004 £56,000). A gratip subsi
year end was £138,000 £2004: 1285

() Durir\; the year a gioup subsidiary soid senvices and purchased services from its joint venture Ore Network Solutions Hmited for £348,000 '
ared £307.000 respecively (2004: £nil). The AMOUNEsS cutsta"""tng 3t year end on these sales and purchases were £32.000 and £81,000
respectively (2004: £nl] 2nd £nil), Al fransactions with the inint ventuse arise in the narmal course of business,

norp-Hiboma Linited for £
ary aisc mMade loans to the
DO0Y. Al ransactinns with The inint venture arise: In tha nanme

£175,000 {2004 £305,0008, The amount
t venitire. The armount m.tstpr‘.dmg at
# course of tusiness.

{} During the year & erLp ,L.bz,ld 'y sold senvices to, and gurchased services Troem, 1S joint vanure 40 Seven Urnited for 54,000 and L118,000
vy (20 cutstanding atvear erd on these saies ard purchases were £1,000 and £10,500 respectively {2004 £nil.

n the nomial course of business,

fi G
outstandi
fd) D
culstian
of business.

iwiary soid sepvices 1o Firs e for £4.646,000 {2004: £rill, The amgu

i' y&af 4 g."vm.,- wie : y
ese sales were £773.000 2004: £n :i) Al chSjLUbfls «.'l:rl the joink ventuie anise in the normaal counse of business.

W

Sutput for £154,000 (Z004: £ni
wihy 1he jont senlure arise i the nomnal

3 £1068.430 andt £2553,853 e "’rt‘“"“!
ndl Is] a= ‘,’hl. eng !i S 25 were LS ,/24 zmd £7170634 res,
, Chief Exacutive Qificer of BAR Systems P C. d'T(i the Rt |-
recions of Baboodk International Group PLC. All transact

W53, ang O ATS lehgth terms,

D mg J"nw:
and i 470 000)
and £370,000). M M
Systerns FLC, are

2004 E122.000
Lvely 2004, L7000
o fien-exective Sirecior of BAT

s Dedween croup subsidiaries and BAL Systere PLC

share Tnut

pany sold ordingry shares through the Babeock Erployee Share Trast. Furthet in

{ci Babeock trplve
During the year the a

fornation

fven i note 27 o page 58,

34. Subsequent events
Thiere are no material events subsenuent Lo 31 Mix

rquied to be disclused.
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Principal subsidiary and associated undertakings

bDefence Services MNebworks

Eves Grotip Limite

Technical Services

Ralyock Dest

i & Technoiogy Uimited

Baboock

10t Sendces Limitad

Hiherna P Limi

Manne Eng

Eirst Engineering Hotdings Limited
e

First Froects

Babrodk Support Sevices {Invesh

Chepstow Ingance L

Al sndertakings are wholv-ewned unless otherwise stated. With the exception of Habeonok Holdi
which a: owned by the company, 3! group undtertakings are ownad by subsidiary undertakings.

Excent a5 othensice stawed, oil shares held corprise share capital.

All underialangs are incorpefated and operated in Greal Britain unless athenwise stated. Underialings located ovarseas openaia {
in the country of inconnonation,

Limiteg and Babeook invesiments L

cpaliy
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Y

Notice of meeting

s

Notice s Y RN the sixteerth Annual Ger

be held at The London Marmioft Marbie Arch Holed, 134 George Streat, London W1H
tranzaction of the foliowing busines

L Mesting of the members of Babcock intemati "dl Crup PLC {'the compar
BON, on Tuesday 13 kiy 2005, at 1130 am for the

As Ordinary Business:

(1) Yo receive: the Directors” and Ao

! reports arvd the audited Firandal Statements of the company for the year ended 31 March 2005,

2} Vo dechare & fiel dividend for the year ended 31 Marc 2005 as recommended by the Direciors.
{3) To re-slect Mr P L Rogers a5 a Direcinr of the compary.
{4} To reeelact dr W ame as a Director of the compary,

{5) To re-elect Mr £ Shah as & Dis

of the coimpany.
{6) To re-elect Mr J Rennocks as @ Director of the cornpany.

{7110 reelect Lord Hesket
{8} Tes &gy
(9} 1o reapooint PricewzternouseCoopers LLP a3 Axditors.

{100 o authorize the D

F a3 3 Director of the: cornpany.

rove he Reimunerstion Report of e Dire

i

1 March 2005,

ectons for the year eng

rectons to set the mmuneration of the Auditors, as they shall in their disaetion see fit,
As Special Businass, to consider and, if thought fit, to pass the foilowing resolutions:

Ondinary Resolutions

3 i Cirectors are hereby autnorised, for the purposes of 'sm'or‘ &) of the Companies At

tn ey use cl ti‘:r: pw.'rau O t‘“ﬂ a_or pary 1o alioh relevant securities fwithin the mea"-m; section 2G{2) of the Acj up toan

,D4u t":'s au -TﬂO'I'V tn emne on 18k y 70 u ur"ﬂ; p reviously reveked, renewed or vanied {save that the
fie seant :-G.'CLI?W-J"‘& m be E.Jhed e[ tef such em.r}

{121 That the compary is ereby authorised fo make Donstions to EL Rolitical C-rqa isations and incur EU Po-mca- Expenditure during the period
rorn the date of this resclution untl the date of the company™s Annual General Meeting in 2608 plwr'Pr' t the aggregate amount of suth
; ture imade by the cormpary and ary olher company authorised by a resolution of the sharetolders of the company
Pt pen'od x'h, | riof excesd £150,000 (one hurdred and Rty “-uu:nrf' pounids} For the puiposes of i .gsoiuﬂm ‘Danabions’,
o and ‘LU Political Expenditure’ bave the meani ol in Part XA of the Cornparies Act 1985

(12} That Babicock Support Services Limited being a w“.()-ly cw o su‘*s’dinw of e Cf'mp:r‘-y. is hereby author
| Snganisatior dnd jifzatly :_b DO|1 Ibcpenui' i

Aru Gererd Meeti a3
Fand any other con .['!dﬁ"

fone rumdmcl and fifty thousas
fxpenditure” have the meanings set out

s‘ o rr‘zke Dor-aiicms sy

horisexd by ar s Z‘ & f the cor " @ (—e( ¥
wish. For the & :tl(.-.'rs dfld 'E‘J Politicat
Fart XA '.'}f Th(-‘ U.Tf‘ TS H.(‘T 19-".‘3

s loEY

'Batvv.i\' Naval Servicas Lirry iy & iy owied subsidiary of the company, i« hereby authorised 1o make Donz
: sl ¢ acing the name

‘-.aL"* arl 13 in e notice of this meeting, rep
Servicas Lin

fyve CruLp Liimited, by rnparny, (s hereby authorized ton 1ake Donations o EU Polilica
ar EU Pyl re o Lqe fers st QLt fri resoiution 13 5y the notke of T i e par
il with Eve G g,

e ters set out \'r, el LU 3 Ll e |~oL e Of

Suppurt Sanvices Limited wilhy Bve Grooy bimited.
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Notice of rneeting cortinued

$pecial Resolutions

{13 "'T-d e Dleclors

are hereby ernpowered
conferred by

ety securities (38 de i section { the Companies Act 1985 {the Act)) for cash
ofice of wet + 3 o anely S any suth

-en ’\ﬁ\ rexi fwhether by way of rights issue, open offor o omerwi'ej 0

as may be) to the res = nmbers of Grdinary st

5 oF other arrgngernents 2 the Dictoss may ¢ doern
necessary o exgedent in relation o frar‘imal en mients ol kegal or practical probiemns arising under o pursuant o the laws, or the
ragquirements af a recognised requlatory bady stock excharge, af any tesitony and

ibhailotraents of equity seciites LU'\EIW‘LS& tha pur s ant to paragraph (a) above up © an aggregate nominal value of £6,250,856

mties where stich sec
> Grdinar}.' shares i the capitat of the
held by them on the record date for any such ©

and shall, unless previously revaked, renewed or vanied, evpire on 18 July 2010, save that the company p'xa\'hﬁforv the eupiry of the power
nereby conferred make any offer or agreement which might reguire equity se to be alfotted after the axpiry of such power 2nd the
Sirectons may allot equity securities in puisuance of any such offer ar agreernent 3¢ ¥ the power conferred berely had not exgired.

s which is 2n allobment of equdy securities by wtie of section !
2nt to the authority conferred b,v 2solution T were omitted.

3A) of the Act &8 f in the first

hases (within the meaning of section 163 of the Cormpanies ACL 1985) of
ny provided that:
urchased shall be 20,200,008,

nal value th

of exclushe of the expenses

fej the magives r price which: 2y be pald for sach opdinary share (exclusive of the expenses of purchase} shall not exceed 109% of the
average rrddie market quota sary share as derived from the London Stock Bxchange Dalfy Official List for the e b

days preceding the day of pu:f

{ail th : J‘ﬁ"m I 91 lrec();
compaity fwhichewer is rhe e: J"I[e 0 S

{o) the company may make a cor b nany a:f‘:

which will or may be exec

of any such contract.

By order of the Board.

tha next Annat Ceneral Meels
W& and
2 \

by conferred prios 1o the exginy of such audh
ithonty 2 r'.d rmay make pUrchases of ordinary shares in pursi e

A N Dungate Seqetary
16 Jupe 2005
Registered ifice: 2 Caver

1 0P,

cish SepkTe, Lo

Notes
{i} A aaguined by the Combined Code, te 1235008 y
wir Reninocks) shaidd be elected are setout o

(2} Ay explarsiion of

v the Board af the corapany Defieves that the non-executive Direcrors standing for reelection {Lorg Hazieth, Mr Shah and
8 Erompariand Motes on page 65,

ANALOrY Nofes O DRgE 5.
i3} A hocder of orchnary
mernber of the company,

{4} A hoider of crcinary
meeting i onder w

AROINE & DIOKY 1

ooy eerd nad be 3

ni2is Inist be entencd an the e
e i:gh: to strend sed wite

resact of sich shateholding not later than 48 hours hefare the time apeoint=d fof the
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Acccmpanying Notes
The ¢ o"rhnod u e i

i =
fLorg

% the Board to set out the reasons why it beliewes that the nor-executive Directors standing for elechon
ned M Renrcios) shiotdd be elech

ad, Thesa are as ioliows:

; tive Direcior since 1993, o 1y CONCH
> be re-elecied hew Ger b as .r';ber

ated serdar \n(k‘mn"(‘r‘f recior. However, the 8o ‘
hat he gives and @ the operation of govemment and the politi
¢ of the gr

a5, MONwWild he hs the T
160 bring o its meebings, the Joun
aatters of particuiar reevance ©

sty Shah M Shan hias been a v
altits meetings and tose of s com
has or had 3 leading mla.

5 ane of the ¢

fied 1o continue T the role of Cha

vhich is welt supplementad by the: ongoing kn

Note from The Chalrman.
can o & Fe

P

hfr- for umrci and, whs:

i Renniocks M E

applicable, m"nr'\.

e Meetings 2nd other dulies.”

(:, vl /Z o
Gurdon Campbell

Explanatory Notes

.'?esu.a[u:. Pl hi:wil‘ be "!Upospc as2n Ondiny
1,040, wh.-_h reprezen.L\ ddbf{,-)(l-ﬂd

: nd 201 18 uly 2003

Par]rlor] O- i

-:wt.;i of

the company

1Y ds at
S5 DreRd(Lsly
Y

i 4 h.v. iy 2Lu‘~4, Wi

P ary snares exoeot, ¥

exac iy Ar" €r‘tp oy \hBVP \c-“.ﬂT‘(\

t‘ 16 wilk be proposes
ations t() LL ol

lons. The Cornpanies A(t 79’%3 QRIS COrTiEs
1 fedich includes LK pa
covering a nuinber of nomr
s auo"anypo ty of inadvertantly contravening ThoAc’r rhc'
speciied i he Act o obtan sharehdlder appraval for the company and
Babeock Maval Senvices Limited, Bve Group anlh.x i First En :qz“eer
f tha- expendiiure of up 1o £150; C(l" |'1 tai aver .he oeriod of thr
i e JL'L}IOHE.\/ lulr 21y i

3

3
."f’"}tyd ‘}1
nes Babeock

naiitizat mnanr‘- i 'rhm"'nal
prdent 1o follow the TRnoas §
Suppart Services Limited,
organisations and

e
Limited @& makf—* do s b0 EL
years from the date of the 2005 Annugl

The cornpany's poticy remigins et it does
cal party and the authonty being requested

not, directly o
fiom shared

fesolution 17, whidh wil be proposed as a Spedial Re:o'utlon empawers the DlFECtOI‘S in certain cirournstances 10 ailot or grant rights over
shares and Mo Lo :el. 5t I-.:I'\:': *.% by we cofnpany 25 treasury shares v.ne;e ropose 1o 4o so for cash and Jthefmy: than to '-,q,um
shareholdenrs HE dreurrstances i quest 'tlo.f oz Aghis issue or other preemptive offer in favour o
ordinary shi on o l’he isste of shams up o an Rx_,l}reg imind value of £6,250,656, being 5'}.: of the issued shere (3|)i1£ii
of the "O'r'; il given, The powsr conferted by this resaiution would expire on 18 july 2070 unles renikad,
renawed o v

# be propased
The renewed ;

8 Special Resoiution, will renew the gene
fitle urder 107 of

ke riarket purchases of
asat 1 une 2005, wouild

U puUrchase p "up per share andl 3 mexireairn pri lhe verage Iniddle inarket
j shiare: a8 devved from the h}mﬂn Sionk Bxchange Daily Officat List eding the day of
|rcha»o If r‘ra"f(*' I‘P ‘51-”“~f‘fhy wallid expire on 31 Decor""\é" 2006 o, if eariier, at the concits ..nz?mE Meeting of the

CUr. pany o be h rohiased under the authority wolid either be cancelied or

j o heid i:v,r the c()».’npany 25 treasury shares.
The Di'ectw“ hav“ i"c reseq" iﬁte'lijon or .L;i"!" thi; pcwr-" afld wou d mly exercise “P porwer

are 'i:.tLSFEﬁ at any ti‘nP that twasin

3 e AT xp:o‘w;e :ha.'e >~ﬂ£—vr =>] any p._lld‘d;l:‘ WUL|" bie fikedy to 7
Lv‘-" sha
2005 :be| U Ihe Ic-tf-‘sl prd '

sat T hine 2005, fthe R

ng 1 hune
tech shiare capits
ions worsd sepve
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Five year financial record

55000 Barmentr 7600 2

acthvities befoie interest

rnEar Gerges

et gssels

Sharebcides” funds 1739 A 73 8i0 1057

Minarity

Earmangsifioss) per share - Dasic 10.87p 1.3 S {16

Dividends per share 4.00p 31350 300p 285p 2838

“Ieludes operating lossfprofit of joint ventires and gssoc
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International financial reporting standards — update

on | '\10 16 6’2

A *'“'a ondmn iu Sﬂp'n"r'ber .)(Jus o
sneet as at 31 Manrch 2004 and primary staternents for 2005 orepared in jf'CUTdal‘Jl_E Wi
tor report its consolidated arco;mts in aocordance with U GAAF tor 1005

lnLerL.'&thJ ol t} ing, corseguently
appsication of 1

**1 IFRS wili aiso be required. The. group haa contir -Jed

ation given
e starlards

in orcer tu asslst

ibject to change. Howey

(e} Share Dased pawnients
Unwler IFRS 2 “Share based pay . share options and other sham based
azed on me" ] npioyess and spread over e vesting |
vast. Under § As i rasult as i expens2 will be recognized in the IFRS

2 slaterment.
(B Pansion schermes
d: wda Lk GAAPR the

.'i’

sion schemes in acuordance with SSAP 24 A

iwiEng for Pension Costs'
1 accordance with FRS17 Retirern 1

P subsudsaﬂ'
a0 INGerprets
T with aciu N ements Gong through ‘mr-‘ &a-
finatize its polcy i this anea when further ia! ity emerces 3s to qer'Pfa iu ﬂdﬂu

Under i85 13 any significant dhange | :
number of red J"Iddl Kigs inone of the s

N practice.
her & curlaihiment gain orloss, ©
el Qair.

e ac

W] the year a

(G} Gogguili
Bzbcodk hes elecied o utilise the sem

ime Adoption of Intemational Finand

Reporting Slandards’ to not resiaie

o s orir Lo e ran beh..ne J Wrrh 20"4 wi ba rectated w axception of
cwill. Undes FRSJ B Cornbinati 5 that the previousty held negative

lirrinated on the transition 1o RS, Under iR ssed annually for i

angibie assets arisin 2004 are separately identified and will be arnorlived over their usefl AT
ble\ repr-—*seoi *’he st acts and relationships which praviously fonmed part of general goodwi
i 'P ] I,( 1e T"\'i‘.i.l-.‘ﬂ of the Rait Mainterance contrcds is valued i the acaosition balance sheet as an

{e} Didderds
Under ‘KSL\D 7
3y

1

4] 'VPn'{_s after the

(f} Ciher

(i} Hodiday pay
As aresult of further more prescrictive quidance in 1AS 19, holiday pay accruals and prepayments are requined.

(i} Long-ferrn confracts

tinder RS 3l conracts which are in progress a1 3 reporting date are sccounied for as long temm con
contracts are accolnted for as long termy, This results in a soali profit change due to the difference
Salance sheet dassifications ditfer ursier IFRS, although rot creating net asset changes.

1. LITCET UK GAAR \-r\:‘f ificant’
n fming. Additionally, disdosure and

‘Reverue', accoint roust Sz iaken of anyn it finandng wathin e
ategory the r nt value nfLe- i

5 credited 10 pred
ustnent to profil before tax and nel sssels for e

o

;up‘ 0 O =r\t-:-n |ationai finandial Reporting Stand

T hee r‘e,»t:ng starmarcis will bz |.fnp|9:’nerr- ed from 1 f‘.p:’il 2005 omvards.
(v} Jont ventures

Llndec IFRS 2 'Ainancial Reporting of Interests
propartional consalidation rmethod for reportin
o the reparting of e interim resuits.

investrrent method ©
in joint yveniires. The treatrnent will be reviewsd and 3 firm pofioy adopted prior

wentures” the group has the option of adopiing the equi
3 inferests

fvif Fax
Under 1A3 12 ‘ncome Tases’ certain termporary differences, some of which were not recognised under LK CAAP, wili be recognised
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Shareholder information

Financial calendar

Financial year &nc

21 harch 2405

2004105 prebminary results announced 26 May 2005
Anevsat Cenerngl Meeting 12 uly 2005
Finai dividend payrment daie (record date 8 july 2005 8 August 2005

s anct Dhvidends' on page 17.

Registered office and company number

Londan WIS OFX

\ste- -°d ir: Engiand
C rGany number 23421382

Registrars
are wvesior Services PLC
#O Box No 82
The Faitions
Bridgwater Raad

sharehaiding, cmdr’hd
o‘sm-rc certi

Auditors
P;if'e\n‘v‘at‘-:hf-umf:s;;e
i Drnbankinent Pac
VA2 ORE

LOnnn

Frincipat UK bankers

The Rovai Bark of Scotland pic
135 Bishopsgate

London EC2M 3UR

Investrment bankers
Hawkpoing Parthers Ureited
4 Creat 5L Helens

ondon FC3A BHA

Stockbrokars

1P Morgan Cazenove
20 Moorgate
iondon EC2R EDA
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Share dealing senvice
The foliowing shate dealing services are avallable through our
Reyistrars, Computershare Investor Sepvices PLC:

fnff‘rrf‘t ;‘rcre» 4Ea,"'ﬁ9

i an easy way 1o buy or self
'\,: c|=3'eC o the tondon Stock
ctioa o |f| it charge

[ U 5"6. i
ior stamp duty, curmer
i ny need o open
sating Is availabie duri i
by (o place your order outside of market v ‘;uré Up o
orders are availabie for sales. To access the senice log on to
whwComputershare .corideaingfuk. Sharehoiders snould have they
:ha.n. icter Reterence Number (RN} available. The SEN appesrs on

share cevtificares. A bank debit c.;rd i i

jusrisd mm‘-. Dle,_se ‘e.er W
of hese countries.

\ i, excitcing banlk no dr_.ys. =4 :*.?&E-;‘:T’x:r:fr
703 0084, Sharenaider shouid have their Sharehaider

B uthases Detzited m'ms E
telephoning G870 703 01
Th g SeiviCes e Of"EI 'ed on an execulion ¢

m bu y, seli or hn'f*
uhar*.?ﬁu:c!e_rs who are u
independent financial
up hich miay resy

e of wihat ach on to o §f r‘l,id u:,Tair:
cvice. Share vaities may go down a3 wai as
in a sharehoider receiving less than hejfshe

ing seiv © pmw_e\_ by t_qrr‘
s been (-pp--wﬂd by Compuite o7 Services PLC for the
on 21 (4} (b} of the Fit i ices and Markats Act
2000 anly., (.D'T'pl tershare imvestor Services PLE is authorised and
reguiates by the Finandsl Sendces Authoriy,

Where this notice has beer received in 3 country where the
provision of such a serace would Be contrary to focal laws or
reguiations, this should be trested as infarmation only.

wrshare .nve~t0i Senices r'L\ﬁ
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Babcock Intemnational Group PLC
2 Cavendish Square

London W1G OPX

Telephone +44 {0120 7291 5000
Fax +44 {0)20 7291 5055
www.babcodkco.uk
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