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Wolseley is the world’s
number one distributor
of heating and plumbing
products to the
professional market
and a leading supplier
of building materials

The future is about
focus and execution to
create sustained and
profitable growth, both
acquisitive and organic,
across Europe and
North America

>




2006

This has been our
10th record-breaking
yedar in succession

Group revenue*

£14.2 billion

Trading profit*

*Figures in accordance with IFRS for 2006 and 2005, all other years under UK GAAP. Trading profit is as defined on page 88.

£882 million
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Financial highlights

Driving ahead

+25.8%

Group revenue up to £14.2 billion

+24.7%

Trading profit up to £882 million

+18.8%

Operating profit up to £834 million

+11.2%

Basic earnings per share up to 90.77 pence

+19.7%

Earnings per share before amortisation of
acquired intangibles up to 98.90 pence

+11.4%

Increase in total dividend for the ysar

+18.8%

Return on gross capital employed*

*Return: on gross capital employed is as defined on page 23.
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But now it’s about the
next phase of Wolseley’s
growth, with a new Group
Chief Executive and a
renewed commitment to
ensuring that Wolseley is
‘“the name the world
builds on”
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Our key brands

Delivering through local
trusted brands

Wolseley is an international
business, operating more
than 4,650 branches
across 19 countries in
Europe and North America
and employing more than
70,000 people

Although the Wolseley name is well-known amongst

our investor community, it is not universally familiar to

all of our customers. That is because our strength is

to operate leading national businesses in home markets,
with strong local brands supported by continent wide
infrastructures and to continually exceed customer
expectations through ever wider product ranges and
superior service. The brands you see here are all
recognised and trusted in their home markets.
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Chairman’s statement

Staying ahead

An intemational group
committed to improving

performance

Whilst we continued cur record of substantial organic
growth, especially in the US, we also recorded our
highest-aver spend on acquisitions in 2005/6. Added
to this, shortly before the financial year closed,

we agreed to buy, subject to competition approval,
DT Group, the Nordic region’s leading distributor of
building materials. The Board is delighted with this
acquisition, particularly as it dermonstrates our clear
commitment to the European business while also
delivering an excellent balance between our operations
in North America and Europe.

There has been a marked shift in the characteristics

of the Group in recent years. Wolseley is now a
genuinely internaticnal company, with ieadership

from the corporate centre complemented by talented
management throughout the European and North
American organisations, ably supported by high quality
teams in the operating companies.

Crganisational culture has evolved to reflect the
Group’s increasingly international position. Today,

our managers across the world identify with the
Wolseley name. They remain committed to improving
the performance of their own operating companies,
but they also recognise the opportunities availabte
internationally.

We now, therefore, have a Group where the sum of
the parts is truly greater than the indivicual components.
We have established significant leadership capabiities
both centrally and regicnally in areas such as [T,
Procurement, Human Resources, Mergers &
Acquisitions and Strategy, supporting not only our
ongoing businesses, but also increasing our capability
to add value to acquisitions going forward.

Further, two successful debt issues confirmed
Wolseley's status as & soundly financed, well-
respected international group. In November 2005,

the Group completed the largest ever US$ Private
Placement, followed by a bank syndication in May
2006 which was heavily over-subscribed by Wolseley's
relationship banks.

Dividend

With our earnings per share before intangibles rising
19.7% to 98.9 pence, the Board is recommending a
final dividend of 19.55 pence, which represents a total
dividend for the year of 29.4 pence. This is an increase
of 11.4% over the total dividend paid last year.
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The Board

The handover of Group Chief Executive responsibilties
frorn Charlie Banks to Chip Hornsby proceeded to
plan, with Chip being succeeded by Frank Roach

as Chief Executive, North America. Frank joined the
Board in December 2005 and has already made a
significant contrioution to our deliberations.

t would like to thank Charfie Banks not only for

the efficient handover but also for the leadership,
axperience and good humour he displayed throughout
his five years as Group Chief Exacutive. Charlie made
a major contrioution to the Group and during his

time at the helm we witnessed a marked change

in management mindset to a more international
perspective. We saw Group sales rise by 96.8%

and the share price by 144%. |, and the whele Board,
wish him every happiness in retirement.

Chip Hornsby has made an excellent start as Group
Chief Executive and | look forward to working closely
with him in the coming years. He spent the first three
months of this calendar year building on his already
solid knowledge of our European businesses and the
following three months acguainting hirmsetf with matters
at the Corporate level.

As Chip makes clear elsewhers in this Report,
Wolseley has delivered excellent performances
over many years — but now it is time to encourage
& step-change and to push forward to fully realise
Wolseley's true potential.

In conclusion, | wish to thank our customers,

suppliers, investors anc debt providers for their
unswerving support over the last year. But of course
the year’s achigvements would not have been possible
without the skills and unyielding commitment of

meore than 70,000 people and to each of them |
extend our wholehearted thanks.

The Board looks ahead with confidence. The proven
strategy we have followed in recent times will continue,
sustaining our record of growth and business
development. We have achieved a great deal, but
there remains much to do. The Board is confident that
Chip and his team will lead Wolselsy to new and even
greater heights.

John W Whybrow
Chairman




Group Chief Executive’s review

An impressive year

This has been another
outstanding 12 months
for the Group, with record
results for the 10th year
In succession. We are
positioning ourselves

to make further progress

| was delighted and honoured t¢ take over as
Wolseley’s Group Chief Executive on 1 August 2008.
We enjoved a great run under Charlie Banks'
ieadership and | want to put on record my admiration
for his tremendous achievements.

Charlie established some fine foundations which are
reflected in the figures you see in this Report, with
2005/6 characterised by excelent growth in North
America, strong market outperformance in the UK,
good performances in Holland, Switzerland and Italy
and broadly satisfactory resuits elsewhere in the Group.

in North Armerica, Stock Building Supply achieved
excellent results, outperforming the market and growing
sales by 27.4%. Towards the end of the year a
reducticn in housing starts and a fall in the price

of timber affected revenue and this is likely to be
confinued into the current financial vear, Ferguson
saw outstanding growth, with a 35.1% increase in

top line performance and 40.4% botiom line growth
driven by some of the highest fill rates in the industry,
our ongoing distribution centre strategy, our markst
focus and a clutch of successful acquisitions. Wolseley
Canada recorded a solid performance and again
delivered double-digit growtn.

Despite major changes to our UK business, which
included the completion of a comprehensive
restructuring, the business performed wel in a
challenging market, with good acquisition performance
criving sales up by 14.4%. In continental Europe, the
highlights included good progress in Switzeriand and
Italy, the Benelux countries and alsc a rewarding
performance from our French business, PBM. The
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resuits from Wolseley Austria and Brossette were less
satisfactory, atthough we remain confident that both
these businesses wil deliver improved performance in
the coming 12 months.

This time next year, | expect to be reporting results
from three new Wolseley countries, after the completion
of our acquisition of DT Group, which was agreed just
before the vear end. At just over £1.3 billion this is the
largest single acquisition in Wolseley's history so far.
DT Group is the Nordic region’s leading distnbutor of
building materials, with a strong presence in Sweden,
Norway, Finland and Denmark and significantly
broadens our European reach.

Just as the DT Group acquisition will take us into
new geographic areas, others have taken us into
new product areas. For example, during the year
Wolseley UK bought Wiliam Wilson and AC Electrical
to move into the electrical distribution sector for the
first time and moved further into the insulation
materials market through the acquisition of Encon.

In the USA, Stock Building Supply also entered into
the electrical products and services market and
strengthened its position In installed services, mesting
a clearly emerging need from our major home
construction custormers.

We invested £914 milllicn on a total of 53 acqguisitions
in seven coluntries during the year, as follows:

North Arnerica Europe
Number of acquisitions 31 22
Total consideration for
acquisitions £497m £417m

—




Our European market: At the end of the
financial year we had operations in 13 European
countries, having moved into Belgium for the
first ime. As the new year opened, we were
finalising our acquisition of BT Group which
gives us a major presence in Sweden, Norway,
Finland and Denmark.

Historically, acquisitions have delivered around half
of our annuai growth and this is an area where our
management team are strong. In industry at large,
there is always concern that acquisitions fail

to deliver the anticipated benefits; at Wolseley &
rigorous assessment process and skilful integration
Into the Group ensures that acquisitions perform in
line with expectations and deliver shareholder value.

A simple business model, executed with
commitment and focus

A distribution business like ours is not an overly
complex model.

What makes us different is the way in which we focus
on our markets and execute our business model.
That's the competitive advantage behind our growth
- and we're not about to radically change such a
proven strategy.

So the future is about evoiution not revolution. The
emphasis remains on growth, through acquisitions
and through organic growth driven by our capabilties
in four key areas which are at the heart of our success:

Peaple

We invest in - and support - the most important
resources that we have: our people. Cur customer
axpetience is based on interaction with our 70,000
plus pecple and customer service is at the heart

of every recruitment we make and every training
programme we launch. Our commitment is to recruit
and train the best people available throughout our
industry that have a particular eye on previding
outstanding customer senvice. This includes the way
we assist customers in al aspects of their business,
by providing the right products at the right time, as
well as being knowledgeable in all aspects of their
particular needs.

Product

We continue to offer more products and services to
more customers in more sectors in more countries.
We buy the right products at the right specification
and the right price. Our objective is to have the widest
product offering of anyone in the industry, so we

can fulfil alt of our customers' particular needs. This
includes carrying some of the most recognised brands
in each of our business sectors to allow us to support
our custormers in each specific area.

Distribution

We buy our products wel and provide those products
and services reliably, efficiently and quickly to our
customers, Qur logistics infrastructure allows us to
ensure that our size translates directly intc better,
faster service. Our objective is to have the highest
order fill rates of anyone in the industry, as this will be
of great benefit to our customers so that they consider
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us to be not only relisble, but also, more importantly,
a frue partner in their business.

Service

We shape our business 1o meet our customers’
needs in whatever way is most advantagecus for
them. We go out of our way to make it easy for
customers to choose Wolseley — whether that's
through deliveries, collaction services, online shops,
shared branches or any cther initiative. Since the
largest majority of our business is transacted at the
local level, through more than 4,650 locations across
Europe and North America, our objective is to lead
the industry when it comes tc access and availability
of product.

You can read practical examples of our model in
getion on pages 12 t0 19.

A track record of success and a
focused future

We have demonstrated year after year that by

doing it our way, we can consistently deliver excelfent
performance. In this, our tenth successive year of
delivering record results, we have again demonstrated
that, despite facing socme challenging market
conditions, we can continue to grow and in most
cases have been able t¢ outperform both the market
and the competition.

So our emphasis remains on profitable growth driven
by an ever stronger focus on the core competencies
that underpin the execution of our business and
some key factors that we believe give us true
competitive advantage.

QOur structure is designed to keep the right activities

at the right level in the Group - the continental groups
are directly responsible for the profits of the cperating
companies they oversee. This is their key priority and
area of focus. In addition, they are responsible for
organic growth; being same branch sales, new branch
openings, expansion into new geographies, as well as
expansion into new customer types throughout their
areas of responsibility.

At the Group and continental levels we also focus on
the strategy and our five core competencies, which
feed into the operating companies and underpin their
ability to grow.

Human resources and leadership development
Customer service is why we exist as an organisation.
Identifying and training the top talent within our
industry therefore not only impacts customer service,
but also our ability to support double-digit growth,
Whilst we recognise that people are a large componant
of our costs, we strive to identify and train people as
one of our most valuable investments.




Our North American market: We have an
extensive branch presence across the continent,
served by our impressive Distribution Centre
network. During the year we continued to grow

our leading positions in both the building materials

and the plumbing and heating markets in the US

and Canada.

Charlie Banks retires

Charlie Banks retired at

the end of the financial

yean, following 39 years with
Ferguson and Wolseley, the
last five as Group Chief
Executive. Here is his parting
message.

“It has been an honour and a
privilege to have been associated
with Wolseley for so many years.
In my time as Group CEO, we
saw sales almost double in size
and both the share price and
EPS rise dramatically. It has
been an amazing journey.

None of our achievements would
have been possible without the
continued support of our
shareholders and debt providers.
| am also grateful to the Board for
giving me the opportunity o lead
this great company and to our
employees, without whose
unswerving commitment we
would not have been able to
execute our strategy and deliver
such axcepticnal growth.

| know that we have laid the
foundaticns for continued
success in the coming years and
| have total confidence in Chip
Hornsby and his team to lead
Wolseley {0 new and even
greater heights.”

Organic growth and acquisitive growth

We have just appointed Adrian Barden, previously
Managing Director of our UK business, to a newly
created position to lead our global M&A efforts.

This will bring even more focus to our acquisition
processes, in a more competitive market, inciuding
developing a target base of acquisition opportunities
on both continents, establishing a formalised
integration process of acquisitions into the Group and

refining our post acquisition performance review process.

Sourcing

We are elevating sourcing to a higher level to deliver
the right products to our customers. This will include
responsibility at the Group level for the top 30-50
suppliers, which wil be coordinated with both the
continental groups.

We want to identify and drive low cost country/own
brand/proprietary brands throughout the entire Group
s0 that this will be a significantly iarger portion of our
business within the next two to thres years. indirect
spend initiatives will alse deliver cost savings across
our business.

Supply chain

We are developing a format such that supply chain
becomes a distinct competitive advantage across the
Group. Simply put, our intent is to have the broadest
product offering with the highest fill rates of anyone in
the industry. We believe that the right combination of
sourcing and supply chain will become a significant
competitive advantage.

Business improvement

Cur aim over the next several vears is to continually
improve cur net margin by focusing on a number

of growth and cost reduction initiatives. In locking

at the longer term, increased focus on efficiency and
productivity throughout the entire Group will bring great
benedit in improving our overall net margin. The utlisation
of information for the benefit of customer service and
productivity wilk be at the forefront of this intiative, but
tt is certainly not imited to that aspect alcne.

The future

So what are my objectives for our organisation in the
immediate future? We are still focused on delivaring
double-digit sales growth — but now with a greater
emphasis on margin improverment and the new
leadsrship structure is designed to alkow us to build
oh our experience and our scale.

Qur custemer base rung into millions - every one of
them with individual needs, being serviced by our front
line staff, Above all, this is a relationship business and
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the only way to make it work is by serving local
customers, locally. We wil continue to go out of our
way to try and help our customers succeed - we
make their problems our problems and we work with
them 10 find sclutions. Loyal customers provide repeat
business and increasingly more business, as the
amount of product they buy fom us increases.

We are also making it easier 10 do business with us

at all levels. In the USA and the UK we have structured
our branches into focused “business groups” (USA)

or “core brands” (UK) to put a real emphasis on a
particular sector, customer or proguct range.

Results from the businesses structured this way

show significant organic growth, so it’s a model we
are extending across the Group. This single point
focus on specific custorner groups, be they plumbers,
slectricians, roofers, or general contractors, means our
customers know what they can expect. Our team of
people are real subject and product experts, the
products are relevant to the requirement and the
custormer remains loyal.

Looking ahead

We have huge potential for further growth. As you wil
see in our Parformance review on pages 20 to 41 the
size of our potential market is vast and cespite cur
succass we stil have only a relatively small share.

Look across the 19 countries where we currently
operate and you'll find that we are in just about every
sactor of construction materials somewhere — but we
don't as yet provide a complete offering anywhere.
Even without moving beyond Eurgpe and North
America, there are significant epportunities for our
businesses to share knowledge and learn from sach
other's experiences in order to extend our product
range and introduce curselves to new customers.

In conclusion, | would like to thank the Beard and you,
our shareholders, for giving me the ¢pportunity tc lead
this great company. | believe we have a tremendous
future ahead of us and with the continued ioyal
commitment ¢f our outstanding 70,000 plus strong
teamn, without whom we would be nothing, we can
look to the future with confidence. We are committed
to making Wolseley “the name the world builds on”.

Chip Hornsby
Group Chief Executive




Looking
ahead




Thomas Kopsa, Amy Beal and Jason Powers,
Ferguson Trainees in Raleigh Durham, USA

> Investing in people

People — we’ll continue to create and develop " reeolrie

exciting and innovative programmes to attract s,
high quality employees into the Group. o et and hr
But we’ll also increasingly invest in training

and development programmes which are

designed to help all our people fulfil their —

and our — potential.

Wolseley plc Annual Report and Accounts 2006
12 Group Chief Executive’s review

/4




> Delivering to the customer
We work hard to ensure that
our recruitment programmes
are geared to identify
customer-focused people
with the passion to deliver.

Duncan Fellows, British Gas Engineer, Cheltenham Spa, UK

In North America, Ferguson is widely respected for
market-leading graduate programmes that once again
brought people into the organisation in 2005/6 and
has recently seen them recognised by Business Week
magazine as one of the top 50 places in the USA to
start and build a career. People don't just join Wolseley
companies — they stay at Wolseley companies for long-
term careers. Qur new Group Chief Executive, the
head of our North American organisation and the
President and CEQ of Ferguson, along with countless
other members of our leadership team, each have
over 20 years' service with the Group.

The European Graduate Programme {"EGP"} delivers
a pipeline of internationally-minded graduates who
can move effortlessly between cultures as well as
languages. The programme, which provides a mix

of on-the-job training with formal residential courses,
has proved popular with trainees and managers alike.
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Across the Group, the EGP is complemented by

a wide range of Innovative activities, ranging from
established programmes at Stock Building Supply to
the new Groupwide Internationa! Leadership
Deveiopment Programime, among cthers.

During the last year we invested £21 million on
142,000 days of training and development.

This investment in our people alows us to deliver the
services our customers need. Far example, British
Gas service engineers are able to get on with their
jobs, thanks to an innovative agreement with Wolselay
UK. A single national account means that engineers
can collect products and spare parts from any of our
branches throughout the UK, with just a signature,
meaning better and more Immediate service for British
Gas customers.




’ Today >

Earth wire sold by William Wilson, UK

> Today’s trends

Product — we’ll continue to introduce new We belleve that we

offer the broadest product

products to our existing customers, giving et oroomicss
them the Opportunity to buy more gOOdS branches across 19 countries,

and services from us. But we’ll also use our
understanding of industry trends to identify
emerging demands and win new customers
in new sectors.
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> Tomorrow's advantage
We're always looking for
new opportunities where
our expertise and experience
can provide customers with
more products at the right
specification and the
right price.

Tomorrow

Charles Evans and Ronnie Patterson, Stock Building Supply, North Carolina, USA

In the UK, we moved into the electrical distribution
sector for the first time, through the purchases

of Wiliam Wilsen and AC Electrical. In the USA,

we followed suit with the acquisition of Efficient,

an electrical supplier based in Las Vegas. In both
instances, we're giving customers more cpportunities
to become — and remain — Wolselsy customers.

In the Spring, Brossette and PBM opened a joint
facility “Batipcle” in Lannion, France, alowing
customers to purchase from one location building
materials from PBM's Reseau Pro brand, electrical
products from Brossette’s COL brand and plumbing
and heating equipment from Brossette. The French
businesses will continue to innovate to find ways to
mest their customers’ needs.
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High volume, production builders in the western States
of the USA are increasingly demanding a turnkey
installation service from suppliers — they need the
peocple who provide the frames fo also install
equipment throughout the build project.

Stock Building Supply evolved its business model

to meet this new demand, shaping its service to win
business from 2 new set of customers by providing
the products and services they need, how and where
they need them.




Wolseley UK's new DC, Royal Leamington Spa, UK

Distribution — we’ll continue to roll out our ””v“fog;gd“‘"c«
proven Distribution Centre (“DC”) strategy, ova iy o s

using our expertise and financial strength to
set the industry standard in logistics. But we’ll
also develop initiatives at the sharp end of
the supply chain, creating new ways to get
products to customers, with increased speed
and reliability.
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> Less hassle and cost
We constantly search for
innovative ways, such as
our “branch within a branch”
concept, to take more

proeducts to more customers.

Our DCs have helped to transform the Ferguson
business in the US. DCs don't only save costs — they
also have impact on customer satisfaction. Fill rates
out of the US DC facilities regularly exceed 94% and
are amongst the highest in our industry.

Now we're rolling out the DC model across Europe.
The new Naticnal Distribution Centre cpened in the UK
in August 2006 and the halian DC will follow towards
the end of the vear. Plans are already advanced to
open sirmilar facilities in other countries.

Through the “branch within a branch” initiative, we

establish a counter from one brand in the premises of
another, thereby increasing the branch’s total product
offering without increasing the size of the branch itself.
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Simplicity

Wasco branch, Diest, Belgium

Al the Wasco branch in Diest, Belgium, we have gone
ane step further — implanting not one but two new
product areas within the tranch. So in addition to
their regular plumbing and heating supplies, Wasco
custormers can now access spare parts from a Parts
Center area and specialist fixings from a Unifix area,
all under a single rocf. These additional product areas
are also introducing a new customer base to the
Wasco brand,




Convenient >

Tobler's innovative website — www.haustechnik.ch

Service — we'll continue to exploit technology  “seitervistorae

in order to interact with customers in whatever L=s o,
way they prefer. But we’ll never forget that
successful business relationships are built

on successful personal relationships.
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> Personal service
We get close to our
customers, listening to what
they need and then creating
innovative, often highly
personalised services,
to match.

Personal

Bob Smith, Wolseley UK, providing customer service for 60 years

Few people would place plumbers close to the top

of a list of those who use the web in thelr daily lives.
Yet a recent e-business initiative at Tobler in Switzerand
is proving the very opposite. The Tobler website
experiences an average of over 1,600 hits each day
and more than 15,000 unigue visitors per month.

All 50,000 plus Tobler products are available online.
If customers place an order by 6pm, products are
defivered first thing the following morning, either to
the plurmber's business or to the job site.

In the UK and the USA, we've structured our branches
to put a real emphasis on a particular sector, customer
or product range. This single poirt focus on a specific
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customer group — such as plumbers, electricians,
roofers and so on — delivers a truly personal,
knowledgeable service. Customers know what

10 expect and they know that our people will give
them the personal service they need to get on with
their jobs.

Cur custamers' experiences are based on their
interaction with cur people. We invest in a wide range
of programmes that help ensure that when customers
meet any of our people, they do so with somebody
who speaks their language - literally as weil as
professionally — knows their business, understands
their pressures and can meet their needs.




Record results

2006 has been a year of
record investment, record
results and strong growth




4,658

The number of branches
operated by the Group at

31 July 2006
L Introduction of heating and plumbing products to professional
W0|SE|€‘Y S Purpose ctio contractors and a leading supplier of bulding
H H u ) materials to the professional market. The Group
business is the Tnis Performance review has been prepared sy g an international business, operating 4,658
ickn 1 0 provide additional Information to existing an branches in 19 countries and employing over
dIStI‘IbUtIOH Of potential shareholders and other interested parties 70,000 pecple poying
- to assess the Group’s strategies and the potential ’ '
COﬂSthCl‘lOn for those strategi i i
gies to succeed. Wolseley plc is a holding company and its
1 . subsidiaries are organised into two geographic
;?‘Utenuls und f ?;2:2%::°ké“9t§;a?e’;?o':: f this Report contai divisions — Europe and North America. Civisional
e provision o : &nd oiher SeCUCnS Of TiS e AN management are primarily responsible for the
p . forward ioo‘king statements tha_t are _supject to risk profits of the operating companies they oversee
related services factors, which are further explained inside the back  4nq for driving organic growth, which includes
prlm(]rlly toa cover of this Annual Report. additional sales from existing branches, new branch
cpenings, expansion into new geographies as well
Contents P
. qn ] as expansion into new customer types and
SpECI(]hSt m(]rket ;Lhe g erfcgmance ?:eT"eW Qiﬁg’e?” prgpareg ;::e preduct areas.
. e Group as a whole an refore gives greater
Of prOfeSSI()nﬂl emphasis to those matters which are significant to The civisional teams are supported by global
Ont Ct S Woelseley plc and its subsidiary undertakings when functional teams such as acquisitions, sourcing,
C racuor. viewed as a whole. supply chain and business improvement. This

The Perfermance review discusses the foliowing areas:
Company overview and

performance moenitoring p.21
Operations p.25
Future outlook n.32
Risk management p.33
Financial review B.37
Cther financial matters P38

Basis of preparation of financial information

As noted on page 41, these financial statements

are the first prepared under IFRS. In respect of five
year information included in this Performance review
information for years 2002, 2003 and 2004 has been
prepared under UK GAAP. Information for 2005 and
2006 has been prepared in accordance with IFRS,

Company overview and
performance monitoring

Company overview

Wolseley's business is the distribution of construction
materials and the provision of related services primarily
to a specialist market of professional contractors.
The Group is the world's number one distributor
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structure allows the Group to focus on the key
competencies by which the business is driven
forward. These key competencies and the business
model are dascribed in the Group Chief Executive’s
review on pages 8 to 19.

The principal activities of the Group are:

+ the distribution of plumbing, heating and
air conditioning equipment within Europe and
North America;

» the distribution of building materials in the UK,
Ireland, France and USA;

« the distribution of slectrical components and
supplies iny the UK, France and USA;

+ the distribution of pipes, valves, fitting and
waterworks in Europe and North America.




The opportunities
for organic

and acquisitive
growth in these
fragmented
markets are
substantial

Wolseley's products

The Group supplies materials used in the
construction industry. The range of products used in
construction is broad and the Group continually seeks
cpportunities to widen that choice to its customers.
The main product categories supplied 1o customers
are set out at the bottom of the page.

Wolseley's customers

The Group has a wide range of customers operating
in different industry sectors that range from the
individual plumber or builder through to national
confractor chains or house builders and include large
industrial and commercial organisations. Wolseley’s
primary customer focus is on professicnal contractors.
These contractors work with households,
governments, property developers and industrial
companies in the construction of new homes,
cffices and industrial buildings or in the repair

and maintenance of existing premises. Increasingly
the Group has structured around core business
groups or brands allowing its local companies to put
real focus on these sectors, whilst enhancing custcmer
senvice and developing further product expertise.

Competitive environment

The Group aims to be a leading distributor in each
of the markets in which it operates. The markets
where the Group operates are typically fragmented
with a few large players and a significant portion of
the market is supplied by small local operations. In
certain markets the Group competes with the large
DY chains which have increased their offarings to
profesaional contractors.

The oppaortunities for organic ang acquisitive
growth in these fragmented markets are substantial,
The environment for acquisitions has become
marginally more competitive over the last year

in certain markets and the competition for large
acquisitions from private equity investors has also
increased. However for the majority of acquisitions
which are smaller businesses, financial purchasers
are few and there has been no significant change in
the competition for these acquisitions.

Wolseley’s products
Plumbing, heating & air conditioning

Other market factors

The changing demographics of the European and
North American markets, with a generally ageing
population and increasing immigration, suggests that
demand for new housing will continue at relatively
high levels over the long term, As the housing stock
ages, it will increase demand in the repair and
remodelling sector. The Group’s business model
gives it the flexibility and agility to respond to
changes of this nature.

While the Group does not operate in a regulated
industry, the performance of the Group can be
impacted by Government legislation. The key
regulatory influences centre on environmentai
legislation and stipulations imposed when building
or remodelling buildings. Such changes in legislation
present an opportunity for growth in response to
increasing demand as customers or end users
respond by changing their buying habits,

Performance monitoring

The Group employs a rigorous performance
management framewaork to plan, monitor and review
the activities of the businesses. An annual leng term
rolling plan is produced by all businesses and this
sets out business plans and resource reguirements,
Linked to this is the annual budget process, which
is core 1o the target setting process. The form and
components of the budget are in general cascaded
down to branch level within the businesses.

Each month, the businesses submit their results,
which also include a forecast for the remainder
of the financial year. Performance against bhoth
budget and prior month forecast is reviewed
with the businesses by continental and Group
management. Corrective actions or additional
resource deployments are discussed with the
benefit of such information.

The Board of Wolseley plc meets regularly to
discuss trading results ang uses a set of Key
Performance Indicators to measure overall progress
of the Group against its business obiectives.

Building materials

« Baths, showers
and accessories

» Sanitaryware

¢ Brassware

* Bathroom furniture

» Bollers and burners

» Radiators and valves
* Hot water cylinders
and flues
* Control equipment
* antilation/
air conditioning equipment

Electrical

® Insulation
* Plaster and plasterboard

* Timber products
* Dogrs and frames

* Reofing materials * Glass
# Bricks, blocks « Beams, trusses and frames
and aggregates * Hardware

» Tiles and flooring
Civils/waterworks, industrial & commercial

* Cables and cabling
accessories

« Controls and switchgear

* Wiring accessories

* | jghting
» Data networking supplies
* Gable management

* Tanks and treatment plants
¢ Sheat material

» Drainage pipes, associated
supplies and covers
* Underground pressure pipes

» Small bore pressure
pipes and fittings

» Other pipes, valves
and fittings

In North America, the Group also provides construction services to house builders. This consists of the provision of labour to assist
with house construction and commercial lending to house builders securad on properties under construction or completed homes.
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53

The number of acquisitions
completed during the year

Over the past five
years the Group
has delivered:

e gverage organic
revenue growth
of 7.0%

o average
acquired revenue
growth of 10.4%

e AN increase in
trading margin
from 5.8%
t0 6.2%

e average free
cash flow, after
dividends,
of£213m

e average return
on gross capital
employed
of 17.9%

Key Performance Indicators

The Group utilises the following indicators of performance to assess its development against its strategy and

financial objectives.

Key Performance Indicator and definition

Review of performance

Growth in organic revenue

The total increase or decrease in revenue for the
year adjusted for the impact of currency exchange,
new acguisitions in the year and the incremental
impact of acquisitions in the prior year.

The Group seeks to achieve, on average, double-digit
growth in revenue through both organic growth and
through acquisitions. Over the economic cycle the
Group would expeact growth to come evenly from
both sources.

» Organic revenue increased in the year by 10.9%.

¢ Ferguson achieved organic revenue growth of
24.3% whilst Stock Building Supply alsc achigved
organic growth of 4,1%.

» The UK business cutperformed the market and
achieved 2.1% organic growth.

* Each of the Italian, Swiss and Dutch businesses
achieved double-digit organic growth.

= Over the past five years the Group has delivered
average organic revenue growth of 7.0%.

Growth in acquired revenue

The growth in revenue from businesses that the
Group has acquired during the financial year and the
incremental effect of the prior years' acquisitions.

+ A total of 53 acquisitions were completed
during the year.

» Acquisitions made in 2006 contributed £862 million
to ravenue in the year or 6.1%.

+ Cver the past five years the Group has delivered
average acquired revenue growth of 10.4% with
11.9% in the last year, both exceeding target.

Trading margin
The ratio of trading profit t¢ revenue expressed as
a percentage.

The Group seeks to achieve a growth in trading
profits higher than the growth in revenue through
year on year improvements in trading margin as a
result of continuous improvement in operations.

* Trading margin improvement was achieved in
North America although the Eurcpean trading
margin reduced due to lower trading margins
in Brossette, Austria and the UK.

+ Overall, Group trading margin fell from 8.3%
in 2005 to 6.2% in 2006 as a result of investments
in people and infrastructura.

s Qver the past five years the Group’s trading margin
has increased from 5.8% to 6.2%.

Free cash flow

Free cash flow represents cash flow from cperating
activities less maintenance capital expenditure, tax,
dividends and interest.

The Group seeks 1o generate sufficient free cash flow
over the business cycle to fund normal “bolt on”
acquisitions and expansion capital expenditure.

¢ Free cash flow decreased from £321 million
it 2005 to £288 million, down by 11.2% as a
result of higher working capital demands cue
o organic growth,

« Qver the past five years after dividends, average
free cash flow is £213 million,

Return on gross capital employed

The ratio of trading profit to the aggregate of the
monthly average of shareholders' funds, minority
interests, net debt and cumulative goodwil and
acquired intangibles written off.

The Group targets to deliver an incremental return
on gross capital empioved at least 4% in excess
of the pre-tax weighted average cost of capital.

* Return on gross capital employed in 2006
decreased from 19.1% 10 18.8% due to higher
acquisition spend in the year, but was 7.5% ahead
of the estimated pre-tax weighted average cost of
capital of 11.3%.

« Avaerage return on gross capital employed over the
past five years was 17.9%.

» Return on gross capital employad in Europe was
16.2% {2005: 19.9%) and in North America 21.9%
(2005: 20.3%).
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Electrical

The Group acquired Wiliiam
Wilson and AC Electrical
in the UK

124

The number of XpressNet
locations operated by Ferguson

Wolseleyss 70’000 A summary of the Group’s performance over the last five years is as follows:

plus people are
the comerstone
of providing
service to its
customers and
are one of its
key competitive
advantages

2006 2005 2004 2003 2002
Growth in organic revenue 10.9% 8.7% 13.1% 1.3% 0.8%
Growth in acquired revenue 11.9% 5.5% 16.4% 7.2% 11.1%
Trading margin 6.2% 6.3% 6.1% 5.8% 5.8%
Free cash flow after dividends (£ million) 285 321 (B0) 269 248
Return on gross capital employed 18.8% 19.1% 18.4% 16.7% 16.7%

Nete: 2006 and 2005 figures prepared under IFRS. 2004, 2003 and 2002 figures prepared under UK GAAP.

Peaple performance indicators

Wolseley's 70,000 plus people are the cornerstene
of providing service to its customers and are one
of its key competitive advantagaes. As much of the
custormer experience is generated through ongoing
relationships with the Group's branch personnel

or ¢utside sales force, staff turnover rates are
considered an important indicator and these are
reviewed as part of the monthly reporting.

The overali summary turnover rate for 2006

was 22% (2005: 27%), reflecting an improved
performance and a rate management considers 10
be In fine with industry standards. Turncvar in 2606
at the management level of staff is estimated to

be at much lower rates. Enhanced measures and
information collection mechanisms are being
designed as part of the Group's new human
resources management system.

The safety of Wolseley's people is also regarded as
paramount and lost time incident rates are monitored
closely by health and safety committees established
in each of the major businesses. The lost day
incident rate used is affected both by the severity of
the cause of the absence from work but also the
effectiveness of the handiing of each absence and
return to work programmes.

Incidence rates are quoted per 200,000 work hours
(approximating 10 100 people working for a year), an
internationally used standard. The estimated
incidence rate for 2008, using submissions from
companies representing 80% of the Group in terms
of total work days, was 35 (2005: 41).

Other performance areas

In order to measure the success of its strategy
execution, the Group uses a variety of non-financial
performance indicators which continue to be refined
and developed.
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Business diversity

A key element of the Group’s growth strategy is
the enhancement of business diversity, which has a
number of elements. The Group is continucusly
seeking to enhance its branch network to provide
improved service and a wider product offering to
new and existing customers. The expansion of the
branch network is detailed in the table below.

2006 2005 2004 2003 2002
Europe 2,861 2,486 2,393 2,266 1,799
North America 1,797 1,434 1,244 1,183 1,156
Total 4,658 3,920 3,637 3,449 2,955

The Group also aims to increase its geographic
footprint in its chosen areas of operation, Europe
and North America. During the year, the Group
expanded its geographic diversity by acquiring a
business In Belgium, Centratec, which contributed
revenue for the year of €35 million. In addition,

in North America, Stock Building Supply expanded
operations into the states of Alabama, Louisiana and
New Jersey.

Wolseley has continued its strategy of moving

into new market segments within the construction
materials and services industry. Wolselay UK
acqguired William Wilson and AC Electrical, which
established a presence in the electrical distribution
sector, while the acquisitions of Brandion Hire and
Encon significantly expanded its presencs in the plant
hire and insulation distribution sectors respectivaly.

Ancther key element is the transfer of knowledge

and expertise across the Group in order that local

companies can establish operations in new market

segments or channels. Examples during the past

year include:

+ The "XpressNat” network established by
Ferguson in the USA, which mitrors Wolseley UK's
Plumb CenterExpress model. By the 2006 vear
end, 124 locations had been established, with 64
added during 2C086.

* The Woilseley UK Hire Centar model is being rolled
out to PBM in France and GAG in Austria, with
further progress expected in the coming year.




The European
division continues
to seek
opportunities
to expand

into other
geographic
areas such

as Spain and
other parts of
Eastern Europe

» The Distribution Centre congept first developed by
Fergusen is being expanded in Europe. In the UK,
the National Distribution Centre has just cpened
with the italian Distribution Centre expected to
come on stream before the end of 2008.

* The blended branch concept where offerings from
different brands or business groups are co-located
to allow customers more convenience and choice
is now in use in the UK, USA, lreland and France,

Environmental

The Group's approach to environmental measures

is set out in the Corporate social responsibllity report
cn page 46. n accordance with the reporting guidelines
suggested by the UK Government's Department

for Environment, Food and Rural Affairs, the Group
is developing a range of environmental measures,
principally in the areas of carbon dioxide emissions
and volume of waste sent to landfill. The Group is
establishing mechanisms to capture and monitor this
information for use in subsequent reporting.

Operations

Europe

Market

The European division is managed through three
gecgraphic areas with senior management allocated
responsihiiity for each. These areas are UK includling
Ireland, France and Central Europe. The latter is
responsitle for the division’s operations in Austria,
Belgium, the Czech Republic, Denmark, Hungary,
Italy, Luxembourg, the Netherlands and Switzerland.

Market size

Woiseley UK is managed through brands such as
Hire Center, Plumb Center and Build Center. Thess
brands allow focus on specific market groups of
customers while being supported by the common
logistics and operations infrastructure of Wolseley UK.

Europe in total represents a market estimated to be

450 million people and is experiencing the following

demographic factors, all of which present market

opportunities for Wolselay:

* Falling birth rates leading to less new build but
more repair, maintenance and improvement work.

* Longer life expectancies and increasing divorce
rates leading to an increase in apartment
accommodation compared o family homes.

* An increasing number of high incomes resulting
in more demand for second homes.

e Skilt shortages leading to @ more migrant
population and an increased use of offsite fabrication.

* Increasing consumearism producing new routes
to market, for example, the Internst.

These changes often represent shifts of activity
within segments rather than shifts into segments
where the division does nct have a presence.
Nevertheless the Group does employ a flexible
business model which allows it to react quickly
to market changes.

The European division continues to seek opportunities
1o expand into other geographic areas such as
Spain and other parts of Eastern Eurcpe. The Group
will be present in the growing Nordic region following
completion of the acquisition of DT Group.

Management has estimated market sizes through evaluating the building materials suppliers' total market if all
products were channelled through the distribution network. Management’s best estimate of both Wolseley's
activity in each market and the totai size of these markets are set out below:

Total for countries

with Wolseley presence UK and [reland
Estimated Estimated Estimated Estimated
rnarket market market market
Revenue size share Sales sizg share
£bn £6on % £bn £bn %
Plumbing, Heating & Air Conditioning 2.5 17.5 14% 1.4 4.7 30%
Electrical 0.1 14.7 0% 041 29 2%
Building Materials 2.1 a5.6 2% 1.0 27.5 4%
Civils/Waterworks, Industrial & Commercial 0.5 8.9 5% 0.2 1.8 13%
Total 5.2 136.7 4% 2.7 36.9 7%

France Central Europe
Estimated Estirnated Estimated Estimated
market market market market
Sales size share Sales size share
£on £bn % £bn thn %
Plumbing, Heating & Air Conditioning 05 4.7 11% 0.6 8.1 7%
Electrical 0.0 5.7 0% 0.0 6.1 0%
Building Materials 1.1 21.5 5% 0.0 46.6 0%
Civils/Waterwerks, Industrial & Commercial 0.1 1.4 7% 0.2 5.7 3%
Total 1.7 333 5% 0.8 66.5 1%
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£240bn

The estimated size of the
otal market opportunity
in Europe

+11.1%

The increase in reported
revenue of the European
division

Significant
opportunities
are available

to broaden

the European
division’s

reach both
geographically
and alsoin
terms of market
segment.

The acquisition
of DT Group is

a significant step
in this regard

An analysis of the estimated total market opportunity in Europe, including those territories where at 31 July 2006

Wolseley had nc presence, is set out below:

Rest of

Europe (Total) Nordic Europe

Estimated Estimated  Estimated Estimated

market market market market

Sales size share size size

£bn Tbn % £bn £bn

Plumbing, Heating & Air Conditioning 2.5 28.7 9% 1.5 9.7
Electrical 0.1 24.3 0% 18 7.8
Building Materials 2.1 169.5 1% 12.8 61.0
Civiis/\Waterworks, Indusérial & Commercial 0.5 17.4 3% 1.5 70
Total 5.2 239.9 2% 17.7 85.5

Note: Wolseley's small existing operation in Denmark has been excluded from this analysis.

Demand In the European markets is driven by activity in a number of key market sectors:
* the residential market analysed between new construction and repairs, maintenance and improvemants;
* the non-residential market analysed between new construction and repairs, maintenance and improvements; and

+ the civil infrastructure market.

The division’s split of business by each of these key drivers is given below:

Sales Sales
£bn %
Residential:
New construction 1.4 28%
Repairs, Maintenance and Improvements 28 50%
Non-Residential:
New construction 0.3 5%
Repairs, Maintenance and (mprovements 0.6 11%
Civil infrastructure 0.3 6%
Total 5.2 100%

The dhvision has more activity generated from resicential
compared 1o non-residential and civil infrastructure
work, however the actions underway both through
acquisitions and enhancement of business diversity,
continue to broaden the business base.

Significant opportunities are available to broaden
the division's reach both geographically and also
in terms of market segment. The acquisition of DT
Group represents a significant step in this regard.
Its annual revenue in its last financial year was
£1.6 dillion.

Divisional performance

All of the continental European operations with
the exception of the Czech Republic, which had
marginally lower revenue, increased revenue and
most achieved profit improvements in the year to
31 July 2008 despite markets in construction that
showed very little growtn. The results bensfited
from the effect of acquisitions but were adversely
impacted by the fall in Brossette's profits due to its
restructuring and lower profitability in Austria.
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Reported revenua for the European division
increased by 11.1% from £4,637 miillion to

£5,150 million, of which 2.8% was from organic
growth, Growth due o acguisitions accounted

for £382 mitlion {8.2%} of revenue. Trading profit,
after European central costs, increased 2.9% from
£307 million to £316 million. European central costs
rose by £3 million to £7 million cue to the planned
expansion of the European infrastructure to drive
future growth and profit initiatives.

The overall divisional traging margin, after European
central costs, fell from 6.6% to 6.1% primaniy due
1o the lower trading margins in Brossette, Austria
and the UK and the effect of acquisitions. Margin
improvements were achieved in PBM (France),
Manzardo (ltaly), Cesarc (Czech Republic), Elsctro
Qil {Denmark} and Wasco (Netherlands).

In the year, a further net 375 branches were added
to the European network, giving a total of 2,861
locations (2005: 2,486).




+375

The net additional branches
added to the European
network

+9.9%

The increase in trading profit
reported by Wolseley UK

The new national
DCin Royal
Leamington Spaq,
which is located
alongside
Wolseley UK’s new
headquarters,
commenced
deliveries to
branches in
August 2006

UK and Ireland

Wolseley UK’s performance held up well against
a UK building materials market which is estimated
1o be around 4-5% down on the prior period. Whilst
the fundamentals of the UK economy remained
positive, with relatively low interest rates and

fow unemplioyment, repairs, maintenance and
improvement (“BMI") spending slowed in the first
half of the financial year in response to weaker
consumer confidence, but sales trends started to
show a gradual improvement in the final quarter.
Government spending remained a relative bright
spot, although there have been noticeable delays
in planned social housing expenditure.

Against this more challenging background, Wolseley
UK, which includes frefand, recorded a 14.4%
increase in revenue to £2,690 milion (2005: £2,351
millicn). Organic growth of 2.1% outperformed the
market generally, with Bathstore, the retall bathroom
offering and Heatmerchants and Brooks, the lrish
businesses, performing particularly well, producing
double-digit organic revenue growth.

Wolseley UK's trading profit increased by 9.9% on
the prior year mainly as a resuit of the acquisitions
of William Wilson, Encon, AC Electrical and Brandon
Hire, all of which have outperformed expectations
at the time of acquisition. Although the gress margin
improved, the trading margin fell slightly from

7.8% to 7.5%. This was the result of the cngoing
investment in the business to increase the
management rasource, improve supply chain

and logistics and expand the branch opening
programme. These investments provide a platform
for future growth in both the traditional brand areas
as well as those recently entered.

The new national distribution centre (*DC") in

Royal Leamington Spa, which is located alongside
Wolseley UK’s new headquarters, commenced
deliveries to branches in August 2008. The regional
DC, in the north west, is scheduled to open in
Autumn 2007. These invastments and the cumrent
initiatives to centralise control of transport and
branch inventory management should enhance
customer servige, improve efficiency and support
continued growth in the business.

During the year, 288 net new locations were added
in the UK and Ireland, including 262 branches added
as a result of acquisitions, taking the total number

of branches for Wolseley UK to 1,858 {2005:

1,570 branches).
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France

In France, government tax incentives continued

to underpin growth in the new residential market,
but RMI, representing approximately two-thirds of
revenue for both Brossette and PBM, continued
to show only marginal improvernent against the
background of little growth in the overall economy,
weak consumer confidence and persistent high
levels of unemployment.

Wolseley's French operations, which since May have
been managed through one central team, generated
revenue up 4.8% tc €2,515 million (2005: €2,399
million), including organic growth of 2.1%. Trading
profit for France was down to €132 miillion (2005;
€143 million) with a trading margin of 5.3% {2005:
6.0%) as a result of the lower level of profitability

in Brossette.

PBM achieved an increase in revenue of 8.8% in
local currency, almost half of which was organic
growth. The sales trends in PBM improved in the
second half and this upward momentum is expected
to continue. Gross margin was down slightly. PBM's
branch numbers increased by 57 during the year

to 347 branches including the opsning of 8 new
satellites and 12 hire locations. The underlying
trading profit, excluding the previously announced
€11.5 million (£8 millicn) wood import duties rebate,
showed an improvement, as did the underlying
trading margin.

Local currency revenue in Brossette was 1.8%

up on the prior year. Trading profit was significantly
lower, bafore taking account of the previously
announced €7.6 million (£5 million) fine from the
French Competition Authorities relating to matters
which took place mare than ten years ago.
Brossette's results reflect the ongoing reorganisation
of the district, branch and management structures
and the move to ¢entralisation of purchasing and
logistics, ali of which are designed to enhance
customer service and facilitate future expansion.

In order to accelerate the changes being made at
Brossette a number of management and employee
changes were made during the year with associated
one-off severance costs of approximatsly €3.5 million.

PBM is expanding the number of jcint sitas with
Brossette, continuing to cross-sell each others’
products in their respective branches and exploiting
opportunities to create purchasing synergies and
indirect cost savings in cooperation with other
Group companies.




+14.6%

The increase in reported
revenue of Central Europe

Tobler, in
Switzerland, had
another record
year with revenue
up 17.8% to more
than CHF300
million for the first
time, including
10% organic
growth

1Source: Supply House Times, May 2006
2Sopurce: ProSales, 2006

Central Europe

The Group’s other continental Eurcpean cperations
enjoyed generally good results despite broadly flat
markets. Revenue in Central Europe was up by
14.6% to £735 million {2005: £642 million), reflecting
organic growth of 7.4% and the benefit of acquisitions.
Trading profit was up 3.9% to £31 million (2005:
£30 million).

Tobler, in Switzerland, had ancther record year with
revenue up 17.8% to more than CHF30C million for
the first fime, inciuding 10.1% organic growth.
Despite competitive market conditions exerting some
pressure on prices and a change in the business mix
to lower margin products, its trading margin improved.

In the Netherlands, Wasco continued to make
good progress expanding its product range into
sanitaryware, developing its offering to the more
profitable RMI market and focusing on cost control.
It achieved organic revenue growth of 16.1% and
trading profit improved by 57.0%. In Luxembourg,
CFM'’s revenue increased by 3.6% although trading
profit was down, reflecting an increasingly competitive
market, Centratec, the Belgian business acquired in
October 2005, performed in line with expectations
and is now working with Wasco and CFM to
achieve improvements in sourcing, logistics and
inventory management.

OAG, in Austria, increased revenue by 2.7%
although trading profit fell due to continued
competitive pressure on prices as a conseguence

of difficult housing and RMI markets and business
restructuring. In Hungary and the Czech Republic,
local market conditions remained difficult but Wolseley
Hungary achieved strong organic revenue growth
and Cesaro in the Czech Republic improved profits.

In ltaly, Manzardo increased revenue by 21.4%
compared to the prior year, Including 6.7% organic
growth in a fiat market and the incremental effect of
iser Zauli acquired in January 2005. The branch
opening programme of the past few years continued
to benefit Manzardo's revenue growth. Trading profit
rose 13% reflecting the costs of branch cpenings
and preparations for the DC opening. Four new
brancnes were opened during the year. Progress

on the €20 million new central DC in northern ltaly
continues and the first branch deliveries are
expected to commence before the end of 2008, with
other branches being rolled out over the following
12 to 18 months.
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Further progress was made during the year to
manage the businesses in a more integrated

way across Europe. The focus was on sharing
best practice in areas such as branch format and
product/service offerings, rationalising the product
and supplier base, improving the supply chain and
sourcing from low cost countries. All of these
initiatives are designed to enable the Group to
benefit from cross-border synergies and accelerate
growth in Europe.

North America

Market

The Group’s activities in North America centre around
two main market areas — plumbing and heating
distribution, which are served by Ferguson and
Woiseley Canada and building materials distribution,
which is served by Stock Building Supply.

Ferguson is the largest wholesale distributor

of piumbing supplies, pipes, valves and fittings

in the USA and a major distributor of heating,
ventilation and air conditioning systems?!. The
company also distributes waterworks products,
fire protection products and industrial pipes, valves
and fittings as well as operating a number of
speciaity businesses, serving markets such as the
nuclear industry and a maintenance, repairs and
operations management services business.
Ferguson is managed through “business groups”
such as Heating Ventitation and Air Conditioning
(“HVAC™ and Waterworks, These business groups
allow management 1o focus on the specific needs
of key groups of customers. Ferguson is present in
50 states, as well as the Uistrict of Columbia and
has 1,237 branches (2005: 841 branches).

Wolseley Canada distributes piumbing, heating and
piping products, including heating, ventilation and

air conditioning, waterworks, refrigeration, industrial
pipes, valves and fittings and fire protection products
as well as industrial plumbing supplies to customers
through its 246 branches {2005: 238 branches).

Stock Builging Supply is the largest supplier of
building materiais to professional nhome bullders

and contractors in the USAZ2. Stock Building Supply
is present in 33 states with 314 locations (2005:
255 locations) and provides contractors with Bullding
materials such as structural timber products, roofing
products, windows, insulation and hardware. Stock
Building Supply also assembles and sells & variety
of engineered wood products and offers customer
delivery, design, installation as well as financing and
credit services.




50

The number of US States
where Wolseley has a
presence, as well as the
District of Columbia

In North America,
Wolseley has
shown impressive
organic growth,
outperforming the
market and
gaining market
share

*Source: 1BISWGrd
2Source: US Census Bureau

In general, the North American plumbing and heating
distribution market (s fragmented with an estimated
95% of distribution operations employing less than
100 people. Consolidation of market players has
accelerated with some of the major retailers having
moved more significantly into the market. The North
Amatican building materials markat is also very
fragmented with no company enjoying more than

a 3% market share!.

Both markets have shown good growth in recent
years reflecting low unemployment rates, refatively
low interest rates and strong real GDP growth.
Wolseley has shown impressive organic growth,
outperforming the market and gaining market share.

Demographic trends suppaert high rates of hame
ownership and residential construction with “baby
boomers” entering their peak earnings time and
purchasing second or trade-up homes while
immigrants are buoying the entry-level market. Baby
boomers, who are thought to contrat a majority of

the wealth in the USA, are also expected to have a
significant effect on the repair and remodel market
as their decision to improve their existing homes

will be less influenced by the state of the sconomy.

The plumbing and heating distribution market is
driven by new construction and remodelling sales.
The fatter market is less cyclical. The building materials
market is influenced similarly although Stock Building
Supply's business is currently more focused on the
new residential construction sector. Annualised
housing starts in the USA at 31 July 2006 were

just below 1.8 million per annum?2, but there are
indications that the market will continue 1o soften.

Splitting the US into four geographic regions using
US Census information, it is possible to analyse the
number and growth in new housing staris by region.
This can then be compared to Wolseley's share of
its business in each of these regions afthough it
should be noted that this will also reflact sales into
non-residerttial sources.

New residential Remodelling Wolseley

Calendar Calendar Share

2005 share Growth versus 2006 Growth versus of revenue

Region of starts 2004 share 2004 in 2005/6
Northeast 9.2% 8.0% 17.3% 12.6% 6.9%
Miciwest 17.3% 0.6% 23.4% 8.3% 15.0%
South 48.2% 3.6% 35.7% 14.9% 46.5%
Wast 25.3% 1.7% 23.6% 13.8% 31.8%

Note: LIS Census information relalés to calendar years whereas the Group information relates te the year to 31 July 2008.

In the Scuth and West areas which in 2005 represented 73.5% of new housing starts and 59.3% of remodelling
activity, the division had 78.1% of its business and hence is wel placed to exploit these key markets.
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£460bn

The estimated size of the total
market opportunity in North
America

+36.1%

The increase in reported sterling
revenues of the North American
division

Trading profit, in
sterling, increased
by 41.5% from
£426 million to
£603 million

Management has astimated overall market sizes for North America. For the materials market, market size is
based on the final selling cost to the installer or end user. For construction services, the market only includes
those activities currently serviced by Wolseley. Management's best estimate of both Wolseley's activity in each
market and the total size of these markets are set out below:

Wolseley North America USA

Estimatad Fstimated Estimated Estimated
market market market markat
Sales size share Sales size share
£bn thn % £bn £bn %
Flumbing, Heating & Air Conditioning 3.0 38.1 8% 2.6 32.7 8%
Electrical cA 379 0% 0.1 309 0%
Building Materials 2.7 187.4 1% 2.7 173.1 2%
Civils/Waterwarks, [ndustrial & Commergial 2.7 111.6 2% 25 107.4 2%
Construction Services 0.5 84.7 1% G.5 84.5 1%
Total 9.0 459.7 2% 8.4 408.6 2%

Canada
Estimated Estimated
market market
Sales size share
£en £bn %
Plumbing, Heating & Air Conditioning c.4 5.4 7%
Electrical 0.0 7.0 0%
Building Materials c.c 14.3 0%
Civils/Waterworks, Industrial & Commercial 0.2 4.2 5%
Construction Services 0.0 20.2 0%
Total 0.6 511 1%

Management has also estimated the business drivers for its revenues in a consistent manner to the European

division. The results are shown below:

Sales

£bn % Sales
Residential:
New construction 4.1 46%
Repairs, Maintenance and Improvements 1.4 18%
Non-residential:
New gonstruction 1.8 20%
Repairs, Maintenance and improvements 0.9 10%
Civil infrastructure 0.8 8%
Total 9.0 100%

In general the division shows a broad spread of
business across the categories. While residential
new construction has slowed, the other segments
continue to show growth. Actions are being taken
tc widen the business base and increase Wolseley's
presence in these other market segments. The use
of the business group modei providing dedicated
focus on customer segments in North America

is providing focus towards this objective.

Wolseley remains confident that with the continued
development in the strength and depth of its
management and the investment being made in
the supply chain, the business is well placed to
succeed in meeting its growth targets and improve
marging over time.

Divisional performance
Wolseley's North American division performed
strongly in the year to 31 July 2006 with significant
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rises in revenue and profits, maintaining its position
as the leading distributor of construction products to
the professional contractor market in North America.

Reported revenue of the division was up 36.1% from
£6,619 milion to £9,008 million, reflecting organic
agrowth of 16.4%, net gains from price fluctuations in
commodities, acquisitions and the beneficial impact
of currency translation. Trading profit, in sterling,
increased by 41.5% from £426 million to £6C3 million,
after an increase of £10 million in North American
central costs, reflecting the creation of the new
North American management structure with effect
from 1 August 2005,

Currgney translation ingreased divisional revenue by
£274 million (4.1%) and trading profit by £18 million
(4.2%). There was & net increase of 363 branches
in North America to 1,797 (2005: 1,434},







