lan Dixon

Managing Director
44 20 7786 4305
idixon@ambac.co.uk

Guaranteed Financing for Military Housing
Marks Largest Single PFl Contract to Date

Ambac’s PFl and Military Housing Expertise Help in Structuring Deal

£730,000,000

Allenby & Connaught PFI Project
Ministry of Defence Accommodation Project

In 1999, the UK government’s Strategic Defence Review identified a range of
projects to improve the country’s military facilities and support. Key among these
projects is the refurbishing and expansion of housing for military personnel. The largest
of these, the Allenby & Connaught project, aims to provide living and working
accommodations for 15,700 military personnel— approximately 20% of the UK Army’s
full-time soldiers— at six garrisons southwest of London.

As part of the country’s Private Finance Initiative (PFl), the Ministry of Defence
entered a 35-year agreement with two major contractors, Kellogg, Brown & Root UK
Limited and Carillion plc, to build and operate housing and related services. This
highly significant project is the largest single PFI contract ever awarded and financed.
To help strengthen the deal, the participants sought triple-A financial guarantees for the
fixed rate senior financing.

Ambac, with extensive experience in military housing transactions, including the
UK government’s earlier military facilities project at Colchester, was asked to insure half
the £1.46 billion senior debt issued for the project. In addition to its related
experience, Ambac was well acquainted with the project participants, KBR and Carillion,
who formed an SPV, Aspire Defence plc, to finance the transaction.

Because of the size of the project, the length of the service agreement, and the
fact that over 30% of the building activity would involve new facilities, the issuer (Aspire)
needed flexibility to raise funds in the future, if needed. As a result, the financing
includes variation bond facilities that allow for an additional £235 million of debt to be
issued later in the construction period. This variation debt includes a committed
guarantee from Ambac, ensuring that any additional debt will carry a triple-A rating, the
highest available.
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This report has been prepared by Ambac Assurance Corporation and its affiliate, Ambac Assurance UK Limited (together “"Ambac"). It is
distributed outside the United States and solely to assist issuers and their underwriters and financial advisors in gaining a better understanding of Ambac's
expertise as a financial services group. It is approved for issuance in the UK by Ambac Assurance UK Limited, authorised and regulated by the Financial Services Authority. The
report was written by personnel of Ambac Assurance based on information available and believed to be accurate and complete as of April 6, 2006, the date on which the obliga-
tions described above were issued (the "Issuance Date"), which information was obtained from sources believed to be reliable. However, because of the possibility of human or
mechanical error by our sources and the occurrence of subsequent events, Ambac Assurance does not guarantee the accuracy or completeness of this report as of the Issuance
Date or its continued accuracy as of any date subsequent thereto. This report is distributed for information purposes only and nothing contained herein should be viewed as
investment advice or as constituting a recommendation to buy, hold or sell the obligations described herein. Ambac Assurance has insured the obligations described above and
received fees for the issuance of a financial guarantee insurance policy covering such obligations. In addition, Ambac Assurance (or its affiliates) may from time to time provide
investment or financial products or other services for, or solicit other business from, or invest in securities of, the issuer of the obligations described in this report. Citigroup
and HSBC were the underwriters on this transaction.
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