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Business review

The principal activities of the group comprise the provision of innovative and high-quality port
facilities and related services to ship and cargo owners and other users of seaports in the UK. The
group also provides value-added transport-related services and generates income from the ownership
and development of properties at port locations within the UK.

The group owns and operates 21 general cargo ports within the UK. In addition, it owns 49 per cent
of DPWS, the second largest container terminal in the UK, and 33 per cent of Tilbury Container
Services, a deep-sea container terminal located at the Port of Tilbury. The company is ultimately
owned by Borealis International Investments Corporation, GIC Special Investments Pte, Goldman
Sachs Infrastructure Fund and Infracapital Partners LP.

This business review is presented under the following headings:

Group overview — overview of the group’s performance for the year ended 31 December 2008.
Strategy update — summary of the group’s current strategy and brief details of some of its more
strategic projects, which are expected to underpin its future growth.

Operating and financial review — brief overview of the UK ports market, detailed review of
performance by segment for the year ended 31 December 2008-and expected trends for 2009,
details of the group’s financial position at 31 December 2008 and discussion of critical accounting
policies and judgements applied in the preparation of the group’s 2008 financial statements.

Risks and uncertainties — discussion of principal risks and uncertainties including health and
safety, environmental and operating factors, which could impact the group’s future performance.
Resources and key relationships — details of the key resources and relationships which are integral
to the group’s successful future development. '

1. . Group overview

Supported by a diverse cargo base and long-term agreements with a variety of customers,
notwithstanding an extremely challenging economic background the group’s core ports and
transport business continued to grow during 2008. :

Revenue for the group’s ports and transport activities increased by 4.2 per cent to £417.6m (2007:
£400.7m). In line with our expectations, due.to the impact of a number of significant property
disposals completed during 2007, revenue contribution from the group’s property investment and
property development activities decreased by £56.2m to £6.0m (2007: £62.2m) and consequently
overall group revenue decreased by 8.5 per cent to £423.6m (2007: £462.9m). Underlying (before
exceptional items, increase in fair value of investment properties and amortisation of acquisition
related adjustments) operating profit, as set out in table 1, decreased by 5.0 per cent to £187.0m
(2007: £196.9m). The reduction in underlying operating profit was due to the expected decrease in
contribution from property development -activities, which declined by £19.7m to £1.1m (2007:
£20.8m). Underlying operating profit from ports and transport activities increased by 5.0 per cent to
£182.4m (2007: £173.7m) and the underlying operating profit contribution from the group’s
property investment activities increased by 45.8 per cent to £3.5m (2007: £2.4m). The growth
achieved by the group’s ports and transport business was driven by improved contributions from
certain bulk trades and increased levels of property income associated with the group’s ports,
business. During 2008, the group continued to progress a number of strategic projects designed to
underpin future growth for its core ports and transport business, further details on these projects are
provided in the strategy update.
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Table 1

' 2008 2007 Change from
Operating profit by business segment £m £m . 2007
Ports & transport _ 1824 173.7. +5.0%
Property investment 3.5 24 +45.8%
Property development ' 1.1 20.8 -94.7%
Underlying operating profit 187.0 196.9 -5.0%
Increase in fair value of investment properties 31.7 2.9 +993.1%
Less: :
Amortisation of acquisition related adJustments (35.3) (36.5) +3.3%
Exceptional items — administrative expenses - (5.5) +100.0%
Group operating profit 183.4 157.8 +16.2%
Recurring EBITDA' 236.9 225.8 +4.9 %

'Recurring EBITDA is calculated in accordance with the definition set out in the group’s credit facilities — after including the group’s share of
EBITDA in associated undertakings and exceptional items but excluding gross profit from property development and sale of fixed assets.

Underlying group earnings before interest, taxation, depreciation and amortisation (EBITDA) from
group operations reduced by 3.5 per cent to £225.4m (2007: £233.5m). Recurring EBITDA
(defined in the group’s credit facilities — after including the group’s share of EBITDA in associated
undertakings and exceptional costs but excluding gross profit from property development activities
and disposals of fixed assets) increased by 4.9 per cent to £236.9m (2007: £225.8m).

The 2008 review of the group’s investment property portfolio led to an increase in carrying values
of £31.7m (2007: £2.9m). The increase in carrying value reflected the impact of new tenancies and
rent reviews concluded during the year. In accordance with its policy of 5-yearly external reviews,
the group’s investment property portfolio was independently reviewed by AtisReal.

Non-cash amortisation charges in relation to acquisition accounting related adjustments for 2008
amounted to £35.3m (2007: £36.5m). The group did not incur any exceptional charges during
2008. The exceptional charge of £5.5m incurred in 2007 related to the loss of a customer from the
Ports of Ipswich and Immingham and to a number of cost reduction initiatives that were
implemented across its operations.

Notwithstanding weaker volumes towards the end of the year, TCS benefited from a strong first
half and continued to grow during 2008. However, DPWS’s performance during 2008 was
impacted by operational issues associated with the failure of a crane in January and by weaker
volume trends experienced during the latter part of the year. In addition, the group’s share of its
associates’ results for the year was adversely affected by its share of a one-off deferred tax charge
of £2.7m in respect of future capital allowances followirig the commencement of the government’s
phased abolition of industrial buildings allowances in March 2008. The 1mpact of the deferred tax
- charge, coupled with the operational issues at DPWS meant that the group s share of profit in
associates decreased to £2.3m (2007: £10. 3m)

Interest payable and similar charges amounted to £292.3m (2007: £281.9m) and included interest
costs of £140.4m in relation to the group’s senior and mezzanine debt (2007: £146.1m) and interest
payable of £143.9m (2007: £127.4m) in relation to loan notes issued to the company’s shareholders.
Interest receivable and similar income amounted to £5.6m (2007: £4.7m).

An unrealised loss of £513.1m (2007: gain of £59.1m) was recognised in the year in relation to the
interest rate swaps held to hedge the group’s exposure to interest rate movements.
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The overall tax credit for 2008 amounted to £80.3m (2007: £42.4m) and comprised a current tax
credit of £2.6m (2007: £7.7m) and an underlying deferred tax credit of £157.9m (2007: £34.7m)
being partly offset by the write-off of a deferred tax asset of £80.2m (2007: £nil) associated with
future capital allowances following the government s abolition of industrial buildings allowances in
March 2008

A detailed segmental analysis of the group’s business is provided in note 2 to the financial
statements on page 46. The operating performance of each business segment is discussed in more
detail in the operational and financial review.

2. Strategy update

The ports and transport operations continue to be the main focus of the group’s activities.

Our strategy is to invest in long-term projects in partnership with quality customers that can generate
~ internal rates of return of at least 15 per cent. In addition, we continue to monitor maintenance °
capital expenditure with a view to maintaining this below our annual depreciation charge.

The group continues to pursue a number of major developments, which will underpin its growth
during the coming years. Strategic investment projects currently in progress include: ‘

A major expansion of the existing container capacity at the Port of Southampton. The increased
capacity is required to support expected long-term growth in the Port’s container volumes and,
subject to receipt of the necessary planning consents, is expected to become operational on a phased
basis over the coming years.

An investment of £19m in the construction of a cruise terminal for Carnival Cruises UK Limited,
which will enhance the Port of Southampton’s reputation as the UK’s number-one cruise port by .
‘enabling the Port to continue to handle the largest cruise liners sailing in European waters. This
development remains on schedule to be operational in time for the 2009 cruising season.

The planned expansion of capacity at our existing deepwater jetty at Port Talbot to facilitate the
import of coal and woodchip volumes. This investment, which remains subject to the finalisation of
consents and commercial agreements, will support the development within the Port estate of a new
350MW renewable energy plant by Prenergy.

~ An £8m upgrade to craneage at Newport, which will be underpinned by a long-term contract with
Nevis Power to handle biomass fuel imports for a 49MW renewable energy plant to be sited within
the Port estate.

The development of a riverside container terminal to accommodate the expected long-term growth
in shortsea container volumes at the Port of Hull

An investment of around £40m in the enhancement through automation of the exiéting deepsea coal
import facilities at Immingham along with provision of storage facilities to support imports of
- biomass by Drax.

The group also remains in discussions with several potential customers for the construction of
further riverside dry bulk terminals for the import of coal and biomass on the Humber, where the
availability of land alongside deep water fulfils two of the key requisites for the development of new
electricity generation capacity. '
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As always, we continue to talk to all of our customers at every level to ensure that our facilities are
developed to serve their growing requirements. Organic growth complemented by investment in a
range of customer-related projects remains an important driver of the group’s growth prospects.

3. Operating and financial review

Ports & transport

Market overview

As our ports and transport business accounted for 98.6 per cent of group revenue and 97.5 per cent
of underlying operating profit it is very much the key driver of the group’s overall performance.
Market data for the UK ports market is normally available during the third quarter following the

calendar year to which it relates, table 2 sets out the latest available market data for cargo volumes,
international ferry passengers and cruise passengers for the five years to 31 December 2007*.

Table 2

2007 2007

ABP ABP -

market market 2007 2007 2006 2005 2004 2003

(million tonnes) position  share ABP market market market market market
Cargoes: ,
Liquid bulks 1 226%  56.6 250.6 2523 2654 2694 2625
Dry bulks ‘ 1 332% 444 133.7 141.8 1349 122.8 124.1
Containers, roll-on/

roll-off and vehicles 2 182% 30.2 - 1662 1593 154.7 149.9 139.7
Other general cargo 1 27.1% 8.4 31.0 303 30.7 31.0 294
Total 24.0% 139.6 581.5 583.7 5857 573.1 555.7
Change -04% -0.3% 22%  3.1% -05%
International ferry

passengers ' - '

(thousands) 4 65% 1,534 23,668 23,465 23,693 25,799 26,523
Change +0.9% -1.0% 82% -27% -7.7%
International cruise '

passengers , : ‘

(thousands) 1 69.8% 790 1,132 1,064 987 807 723
Change 64% 78% 223% 11.6% 26.4%

*Source: DfT Transport Statistics Report Maritime Statistics 2007, being the latest available data
on the UK ports market. ‘ :

The UK’s ports handle over 95 per cent of the country’s trade by volume. Overall cargo volumes
for 2007 amounted to 581.5m tonnes with 357.8 or 61.5 per cent being represented by imports and
223.7m tonnes or 38.5 per cent being represented by exports. With 21 strategically located ports
the group remains the largest and leading ports operator in the UK. During 2007, the group‘s ports
accounted for 24.0 per cent of cargo volumes handled by UK ports and we maintained our market
leading positions in liquid bulks, dry bulks and other general cargoes. The Port of Southampton,
the UK’s premier cruise port, handled 790,000 international cruise passengers during 2007
representing 69.8 per cent of the overall UK volumes. The group’s international ferry passenger
volumes for 2007 amounted to 1,534,000, being 6.5 per cent of the overall market with the Port of
Dover continuing to account for a majority of the volume for this trade.
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The market for ports services in the UK remains highly competitive with 51 major ports, defined by
the DfT as ports with cargo volumes in excess of 1m tonnes, being operated under a variety of
ownership structures during 2007. With the continued preference amongst shippers for the use of
larger vessel sizes the larger UK ports account for a majority of the country’s trade volumes.
During 2007 the top 20 ports accounted for 84.8 per cent of the overall market volumes. The Port
of Grimsby and Immingham with cargo throughput of 66.3m tonnes remained the country’s largest
port, by volume and the group’s ports at Southampton, Hull and Port Talbot were also amongst the
~ top 20 ports in the country. As part of their selection process shippers tend to favour ports that are
capable of accommodating the deepest drafted vessels, which are located close to the major
shipping channels, with suitable facilities for on-port storage and onward transportation. Location
of a port in relation to the destination or origin of a cargo and the eff1c1ency of ports services are
also important considerations.

The overall growth in cargo volumes handled by UK ports can be expected to follow the growth in
the country’s GDP, however, growth rates for individual cargoes can be impacted by a number of
other factors e.g. exchange rates, changes in preferences for method of transport and changes in
trends associated with globalisation of production facilities etc. During the 5 years ended 31
December 2007, cargo volumes handled by the UK’s ports grew at a compound annual growth rate
of 0.8 per cent with declines in liquid bulk volumes being more than offset by growth in dry bulks,
containers, roll-on/roll-off and other general cargoes. Notwithstanding the expected short-term
weakness in volumes due to the impacts of the economic slowdown the group continues to believe
that long-term volume growth prospects for containers, roll-on/roll-off and certain bulk cargoes
remain attractive. The long-term future growth prospects for cargo volumes remain positive as
seaborne transport continues to be the only viable method for the transport of certain bulk cargoes,
the UK now relies heavily on overseas production. Economies of scale associated with larger
vessel sizes add to the attractiveness of seaborne transport and the scope for the development of
new ports within the UK remains extremely limited.

The five-year compound annual growth rate for UK’s international cruise passenger volumes was
14.7 per cent. This growth in cruise volumes continues to be driven by recent investment in market
development and tonnage by cruise operators, the popularity of cruising with younger passengers
and increased demand for shorter cruises. Again notwithstanding the likely negative near-term
impacts of the economic climate on growth in cruise volumes the group remains confident about the
long-term growth prospects for this market. International ferry passengers handled by the UK’s
ports declined at compound annual rate of 2.6% during the five years to December 2007. This
reduction reflects the impact of the abolition of duty free regime for travel within the EU and the
expansion of low-cost air travel. These volumes have now stabilised with 2007 volumes being 0.9
per cent higher than the preceding year. :

© 2008 throughput volumes

During 2008, the cargo volumes handled by the group’s UK ports decreased by 3.8 per cent to
134.3m tonnes (2007: 139.6m tonnes). Table 3 provides an analysis of the changes in the group’s
2008 UK ports volumes by cargo category compared with 2007. .
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Table 3
Changes in ABP’s UK port volumes 2008 2007 Change from
Cargo ' million tonnes  million tonnes 2007
Liquid bulks 56.0 56.6 - -11%
Dry bulks 44.1 44 4 -0.7%
Containers, roll-on/roll-off and vehicles - 27.2 30.2 -9.9%
Other general cargo , 7.0 ' 8.4 -16.7%
Total Tonnage 134.3 139.6 -3.8%

The overall volume reduction of 3.8 per cent for 2008 reflects a variety of developments across the
group’s many trades. Significant developments in individual cargo volumes included the following:

Liquid bulks: reduction of 1.1 per cent with decreases in crude oil import volumes being
partially offset by improvements in petrolenm product volumes.

Dry bulks: overall dry bulks volumes decreased by 0.7 per cent as growth in
coal/biomass, grain and fertiliser volumes was more than offset by reductions in iron ore
imports and throughputs associated with construction related materials.

Containers: container volumes decreased by 10.8 per cent. Volumes at the Port of
Southampton which is home to the UK’s second largest container terminal were
impacted by operational issues associated with a crane failure during the first half and by
reductions in underlying volumes during the second half of the year. Elsewhere, growth
in shortsea container volumes at Immingham was offset by reduced throughput levels at
the Port of Hull. '
Roll-on/roll-off and vehicles: Roll-on/roll-off traffic (excluding vehicles) decreased by
14.2% per cent primarily due to the cessation of Ferryways services from Ipswich and
Immingham during June 2007. Underlying volumes at Hull and Immingham were also

-below the levels achieved during 2007. Import/export vehicle volumes decreased by

15.6 per.cent with volumes at both Southampton and Grimsby being impacted by the
reductions in vehicle sales in the UK.

Other general cargo volumes decreased by 16.7 per cent mainly due to reduced imports
of steel and timber resulting from reductions in vehicle production and construction
activity.







