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Repoit of the direciors

The directors submit their report, togethar
with the audited accounts for the vear
ended 31 December 2001

The progress and prosgects of the Group's
buginesses are reviewed on pages 8 to 10.

Fixed assels

Tne Board is of the opinian ihat the
aggregate market value of the Group's land
and buildings is in excess of book valus ot
that this difference is not significant in relation
10 the affairs of the Group as a whole.,

Birectors and directors’ interesis
Prasent mermbers of the Board are shown
0On pages 14 and 15.

Mr David George Jefferies was appointed
as a non-executive director and Chaimman
of the Campany on & June 2001, Mr Stuart
John Doughty was appointed as Chief
Executive of the Compeny on 1 July 2001,
Mr Charles Joseph McCole was appointed
as Finance Director of the Cornpany on

25 March 2002,

Mr David Philip Allvey was apocinted as 5
non-executive director of the Company on
1 November 2001 and Mr John Martin
Bryant was appointed as a non-executive
directer on 1 February 2002

Mr Michaet F Beckett, who had been
appointed as Chaiman of the Company on
18 February 20071, resigned as a non-
executive director and Chairman oni 25 May
2007, Mr dohn A Armitt resigned as Chief
Executive on 30 June 2001, Mr Miles W
Roberts resignad as Finance Director on

31 December 2001. Mr Peter | Burton, a
non-executive director, resigned on

1 November 2001,

Dato’ Dr Ramii birs Moharmad resigned as a
non-executive director and Deputy Chairnan
of the Compary on 11 Decermber 2001,

Mr Abdul Wahid Omar, a nominee of
Dasdaius Projects Limited, replaced Dato'
Dr Ramii bin Mchamad as & non-execLitive
director on 21 January 2002 and was
appointed Deputy Chairman on 22 March
2002.

Mr Jefferies, Mr Doughty, Mr McCole,

Mr Allvey, Mr Bryant and Mr Omar have
Peen appointed by the Board during the
period since the last Annual General
Mesting. The Company's Articles of
Association require that they retire and,
teing sligibie, offer themsehves for re-
election. In accordance with the Compary's
Arlicles of Association, Mr Bas) K Vaslliou
retiras by rotation, Mr Doughty has a sarvica
egreement but no other retiing director has
a service agreement with the Company,

Detalls of directors' emoluments and
interests in shares in the Company are
sentained in the Report of the Directars’
Remunaration which appears later in this
Report on pages 19 1o 23,

Felated parly transactions
Details of transactions with related parties
undertaken by the Group during the year

are disclosed in Note 27 to the accounts
onpage4s,

Dividlends
No divicends wers paid or recommended,
Substaniial interests in shares

Al 22 March 2002, the Compeny had been
notified of the following interests i its shares:

Daedalus Projects Limited®
125,364,541 37.18%

Mohammad Abdulmohsin Al-Kharaf
& Sons WL

79,168,523 23.48%
Raymond Infemational Wil -
38,243,750 11.34%

The Royal Bank of Scotiand Group PLC
12,470,273 3.69%

Uoyds TSB Rank PLC
10,674,075 3.16%

"Intria Berhadt owrs 93% of Daedaius
Projects Limited,

Corporaie Governance

The Company is committed 1o the
prAnciples of corporate govemance
sentained in the Combineg Code which is
appended to the Usting Bues of the
Financial Services Authority (the “Combined
Code") and for which the Board is
accountable to shareholders, This
Staternent of Corporate Governance,
together with the Report o Directors’
Remuneration, explains how the Cormparny
has applied the princicles sst out in
Section 1 of the Combined Code.

The Board and Gommittees

The Board curmentty comprises two executive
directors and nine non-executive directors of
whorm four are independent non-executive
directors, The remairing five non-executive
directors are nominated by major
shareholders, namely Daedalus Projects
Limited, Mohammed Abduimohsin Al-Kharafi
& Sons WL and Rayrmond Intemational WAL,
The composition of the Board does net,
therefora, cormply with provision A3.2 of the
Combined Coda which requires the majority
of non-executive directors to be independent
of management and free from any business
or other relationship with the Company, The
right of these thiee major shareholders to
nominate non-executive drsctors means that,
1o comply with provision A3.2 of the
Cermbined Code, & nurnier of addional
ndependant non-exectitive dirsctors would
have to be appointed.

By virte of the fact that the shareholders
are entitled to appoint nominee non-
executive directors for so long as they hold
7% of the aggregate nominal vaiue of the
then issued ordinary share capital of the
Company maars that the Company does
not completely comply with provision AB. 1
of the Combined Code. The appointment of
four indspendent non-exacutive directors
has brought the Company much closer to
cempliance with provision AB.1 of the
Combined Code. The independent non-
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executive directors’ appeintments are for an
initial periad of three years at the axpiry of
which time their appointments are to be
reviewed by the Nomination Cormmittes to
deterrmine whether their appointment
continues. The Compary's Arficles of
Association requires that all directors
including ncmines non-executive directors
should be subject to election by
shareholders at the first apportunity after
their appointment and to re-glection
thereafter at intervals of no more than three
vears, thus complying with provision A8.2 of
the Combined Code,

Erief biographies of the executive and non-
executive direciors appear on pages

14 and 15. The biographies demonstrate
that the non-executive directors have a
range of business and financial experience
that is important and relevant to the
management of the Company.

In the year ended 31 December 2001, the
Board met on ten occasicns. The Board
has adopted a schedule of matters
specifically reserved to itseff for decision.
The prircipal matters reserved to the Board
concem strategic, financial, operational,
compliance and risk management issues.
The schedule of matters reserved to the
Board is reviewed pericdically, Mr Burton
was the lead indspendent director untl his
resignation on 1 November 2001. No
replacement appointment has been made
since that date and so the Compary does
rot comply with that element of provision
A2.1 of the Combined Code. All directors
have access to the advice and senices of
the Company Secretary and a procedure
also exists whereby any director, wishing to
de s0 in furtherance of his duties, may take
independent professional advice at the
Company's expense. in the vear ended

31 December 2001, no director sought
independent professional advice.

In order to dischargs their duties, the
directors are provided with full and tirmely
access f papers pricr o Board meetings
and the directors are free to seek any
further information they consider necessary.
In addition, between Board rmeetings, non-
executive directors have access to the
Chief Executive, Finance Director and
Company Secrataty in order to progress the
Cempany's business.

All newly appointed directors are provided
with a bookiet covering the responshilities
and duties of directors of a putiic company
and with aclditional relevant materials
produced by the Company's legal advisers,
Slaughter and May. In accordance with the
recommendations of provision A1.6 of the
Combined Cods, arrangements will be
made to hold in-house training seminars for
the executive and non-executive diraciors.

The principal Board Commitiees are the
Remuneration Committee, the Augit
Comyrittes and the Nomination Committee.
The members of the Remuneration
Committes during 2001 were Mr Lana,
Mrs Rogers, Mr Ballard and briefly

Mr Beckett under the chairmanship of

Mr Peter Burton, On 17 July 2C01,

Mr Jefferies was appointed a member of
the Remuneration Committee and on

16 January 2002, Chaiman, On 22 Marah
2002, Mr Bryant was appointed a member
and Chairman of the Remuneration .
Committee and, at the same time, the other
members of the Committee were corfirmed
as Mr Jefferies, Mr Ballard and Mr Shehata,
The Remuneration-Commities has
established writtan terms of reference,
which were reviewed and re-issued on

28 August 2001 and it met on three
occasions in 2007, The Chief Executive is
normally in attendance at Remuneration
Commitiee mestings but is aiways excluded
when his own performance and
remuneration are under review. The Board's
Repert on Cirectors' Remuneration appears
lzter in this Report on pages 19 to 23,

The members of the Audit Committee
during 2001 were Mr Lana and Mr Shehata
under the chairmanship of Mr Burten until
17 Juty 2001, Mr Beckett was briefly a
member of the Audit Committee. On

17 duly 2001, Mr Jefferies was appointed a
member and Chairman of the Audit
Committee. On 11 December 2001,

Mr Allvey was appointed a member and
Chaiman of the Audit Comrmittes. On

22 March 2002, the members of the Audit
Committee were confimned as Mr Allvay,
Chairman, Mr Jefferies, Mr Lana and.
Mrs Rogers. The Audit Committae has
established written terms of reference which
were reviewed and re-issued on 29 August
2001 and it met on four occasions in 2001,
The executive directors, the extamal
auditors, the intermal auditors and CGroup
Financial Controller attend all mestings but
provision is also made for discrete meetings
between the Audit Committee and the
external auditors,

Although the Remuneration Commitiee and
the Audit Commitiee only comprise of nor-
exacuUtive directors, the requirements of
prevision 32.2 and D3.1 of the Combined
Code are not strictly complied with. In the
case of the Remuneration Commities, ot
alt members are independent non-
executive directors and, in the case of the
Audit Committes, the majority of membars
are not independent non-executive
directors. This arises from the cumrent
composition of the Board.

The Nemination Comimittee comprises the
Chairman of the Gompany and all non-
executive directors. The Chairnan of the
Company is the Chaimman of the
Committee. The Nomination Committee has
established written terms of reference which
were reviewsd and re-issued on 29 August
2001. This commitiee meets as required to
select and propese 1o the Board suitabie
candidates for appointrment as executive
and non-executive directors. In 2001, the
role of the Nemination Committee was
undertaken by the Board and by a sub-
committee of the Board consisting of the
Chairman, Chief Executive, Mrs Rogers and
Mr Ballard.

Relationship with institutional invesiors
and private investors

The Chief Executive has been designated
as the principal spokesperson with
institutional investors, press and other
interested parties,

The Company has three key sharsholders
who conirel the beneficial irterast in 72% of
the issued share capital of the Company
and, alse, appoint nominess to sit on the
Board of the Company. However, apart from
these three large shareholders, the
Company has approximately 15,000 other
sharsholders and the Board recognises that
net all of the Compary's private investors
have regular access 1o market Information,
All sharehotders are sent copies of Annual
and Interirm Reports and, where appropriate,
circuiars and prospectuses and are given
notice o enable them to atiend the
Company's Annual General Mesting.
Sharsholders whose shares are hald by
ncminees may recsive copies of such
communications upon request, The
Company has an internet web-site on which
it publishes fts in-house magazine,
“Blueprint”, press releases and other
information conceming the Company’s
business and upon which it publishes its
annual and intarim results.

in accordance with provision C2.1 of the
Combined Code, the Company will
announce the votes cast by proxy at the
forthcoming Annual General Meeting. The
Company complied with this obligation in
respect of the Annual Genaral Meeting in
2001,

The Company will comply with the
Combined Code by giving 20 working days'
notice of the Annual General Mesting. The
Company complied with thig obligation in

. respect of the notice for the Annual General

Meeting in 2001.

Review of internal controls

The directors are responsible for the
Group's system of intermal controls and for
reviewing its effectiveness. However, such a
system can only rmanage rather than
eliminate the risk of failure 1o achieve
business abjectives and can only provide
reasonable, but not absoiute, assurance
against matenal misstatement or loss.

The Board maintains full control over

. strategic, financia!, operational and

compliance issues. Within the overall
objectives set by the Board, the
management of the Group is delegated to
the Chlef Executive who is assisted by other
mermnbers of the Executive Board. The Chief
Executive has full authority to act subisct to
the matters reserved to the Board and to
the requirerments of Group Policies.

Following pubiication of guidance for
directors on internal corttrel “Intemal Control:
Guidance for Directors on the Combined
Code" {the Tumbull guidance), the Board
confirms that there is an ongoing process
for identifying, evaluating and managing the
significant risks faced by the Group which
has een in place for the year under review
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and up to the date of approval of the
Arnuat Report and Accounts. This process
is reviewed by the Boardt and accerds with
the Tumbud guidance.

The Board have reviewed the effectiveress
of the system of intemal controis as
described below. The review covers all
centrols, including financial, operational and
compliance controls and risk management.
In particutar;

Risk management

A detailed busingss sk review was
undertaken in 200 and identified and
evaluated the significant project risks
affecting the business. At the direction of
the Board, existing procedures were
reviewed and, where necessary, new
procedures were developed to marege
rigk. This included a specific projsct rigk
management procedure which was
published in April 2000 and emong cther
things requires a Tender Project Risk
Register and a Commercial Risk Review of
the contract to be prepared in respect of
each contract bid. This identifies key risks,
the probability of those risks oceurring, their
Impactif they do occur and the actions
necessary to manage those risks to an
acceptable level. The risks are divided into
four broad categories narmely: safety,
technical, operationa and environmenta)
and ere reviewed by the project manager
and commercial manager of the project on
& corfinuing basis following award, '

The commercigl and contraciual risks
identifiec as part of the Tender Project Bisk
Register are menitored by the commercial
director and commercial managars within
e cperations. It is also the responsibility of
the commercial director and commercial
managers 1o ensure that the risks accepted
are fully understood and in conjunction with
operations 1o ensure the rigks are properly
managed. The commercial cirector reguiary
reports on commercial and contractual
issues to both the Board and the Executive
Board.

Management reviews the role of insurance
in managing risiks across the Group and
bring any impertant issues to the attention
of the Board,

Operational

Controls and procedures are detailed in
Group Poiicy Statements, procedure
manuals and other written instructions. A
major review of the Group Policy
Statements is being undertaken In 2002,
The procedure manuals are regularly
reviewed. The procedures and “essons
ieamt” are progressively being publishec on
the Costain intranet.

The Company has developed in the United
Kingdom, operational menagement systems
which are registered to BS! 9002/1994 and
which are designed to set out an operating
framework that ensures a systematic
approach o management to provide safe
construction processes of the highest
quality. The implementation and compliance
with the managernent system is monitored
and audited on a contirual basis by a team

of intermal quelity assurance auditors.
External audits "of the management systems
are undertaken by the British Standards
Institution in order to maintain the
Company's accreditation.

All prejects operate in & contralled
framewor of heatth, safety and
ervirenmental systems. Exacution of ard
compliance with these systems is
monitored by the project management and

- audited by health, safety and environments!

advisers, Futher detail on health, safety and
environmental matters is given on page 24.

The Board and Executive Board receive
reports at each mesting on heatth, safety
and envirenmental performance and on
significant operational matters. The
responsibility for ensuring compliance with
the Company's procedures lies with the
Executive Board.

Financial

Thers is a comprehensive annual budgeting
system for each business within the Group.
The annual budget is discussed by the
Executive Board and reviewed by the Chief
Executive and Finance Director pricr to
subrmission to the Board for approval, An
updated forecast is produced quarterly and
compared with the annual budget and where
approprate the previous ¢uartery forecast.

Menthly performance of each operation is
reviewegd by senicr management and
subsequently reported against forecast to
the Executive Board and the Board. Reports

‘cover profit and loss arid cash flow with an

accompanying narrative on significart
issues underlying the financial reports.

The Treasury and Tax Managers repoart to
the Finance Director who reparts to the
Audit Committee from time to time on ary
issues of significarice to the Group.

Compliance

The Group Policies contain a statement on
business conduct, which emphasises the
legal, ethical and maoral standards that have
t0 be employed in all the Company’s
business dealings. The Company sxpects
the highest standards from all its employess,

Litigation anct other lega matters are
controlled By the Company Secretary and
Group Legal Adviser. A legal repor would
be submitted to the Board in the event that
a critical legal issue arose and, subject to
that, a review of all ftigation with a value of
apbove £10,000 is submitted to, and
reviewed by, the Board annually. Significant
changes in laws and regulations are drawn
o the aftention of the appropriate staff and
fraining is given where necessary.

The processes used by the Audit
Committee an behalf of the Board to review
the effectiveness of the system of intermal
contrals include the follawing:

s a review of the external and internal audit
work plans;

e consideration of reports from
management, internal and external audit
on the systern of intemal controls and
any materai control weaknesses:
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o discussion with management of the
actions taken on prablem areas identified
by Beard members or in management
reports or in the intemal/external audit
repors;

¢ a review of the self-certification refums on
risks and intermal controls from the
various operating divisions of the Group.

The process of self-cartification and
hierarchical reporiing which is in place
provides for a documented and auditable
trail of agcountability. These procedures are
relevant across Group operations and
provide assurance to senior management
and, finally, to the Board. intermal audit also
provide & degree of assurance as to the
cperation and validity of the system of
intemal controis,

The Chaiman of the Audit Committee
reporis the outcome of the Audit Committee
meetings to the Board and the Board
raceives the minutes of all Audit Commitiee
meetings.

Report on Directors’ Remuneration

Remuneration policy

The Board has a Remuneration Committee
that decides the remuneration policy which
is t0 apply 10 executive directors and gives
guidance as to the remuneration packages
of other senior executives. Details of the
members of the committee are given.on
pages 14 and 15. Mr Bryant is the
Chairman of the Remuneration Committee.
The remuneration palicy is intended 1o
atiract, retain and motivate executive
directors and senior executives of the
approprigte cailbre and experience. The
Remuneration Committes is, however,
aware that it should avoid paying more than
is appropriate or necessary. Accordingly,
the Group carriss out each vear, for the
benefit of the Remuneration Committee, an
exercise to benchmark remuneration
packages and their constituent elernerts
with those of comparable crganisations,
primarily within the UK-basad contracting
sectar, 1o ensure that the remuneration
packages within the Group bear reasonatle
compariscn with those of other groups. This
comparison exercise is only ore glement;
the Remuneration Committes also takes
iNo account personal perfomance. The
Remuneration Committee is also entitied 1o
access independent advice from external
conhsultants on Individual remuneration
packagas or the Company's remuneration
practicas in general. The Remuneration
Committee did not take any independent
advice during the financial year ended

31 December 2001,

The main componenis of executive
directors' and senior executives’
remuneration packages comprise basic
safary, which forms the major element of
remuneration, an annual bonus which is
dependent on the achievernent of shart-
term objectives approvad by the
Remuneration Committee, long-term
incentive arangements, memiership of a
pension scheme {which includes life cover
of four times salary for death 'In service), a

company car {and in certain cases the
nrovigion of a fuel benefit) and the provision
of health insurance or a contribution o the
provision of health insurance.

Since the advent of the Combined Code,
the Remuneration Committes has given due
censideration to the provisions of B1.1 to
B1.8, and to Schedule A of the Combined
Code in formulating the remuneration policy
of the Group, and has noted and taken
account of the requirements of provision
B1.7 1o B1.10 with regard to service
contracts and compensation. The Company
does substantially comply with provisions
B2.1 to 82.8 of the Combined Coda with
regard 10 the estalishmeant and procedures
of the Remuneration Committes, save that
as already noted, the Company does not
comply with provision B2.2 of the
Comibined Code in connection with the
membership of the Remuneration
Committee, The Remuneration Comrrittee
has also taken into account provisions B3,1
10 B3.4 and the provisions in Schedule B of
the Combired Code in the preparation of
this report.

There have been no maferal changes to the
remuneration policies of the Compary during
the year but changes are now planned and
details are given later in this report.

Salary — Salary is a major slement of the
remuneration package. The Remuneration
Committee reviews the salaries of the
executive directors annually and, &t the
samg time, gives guidance to the Chiaf
Executive as 1o the matters to be taken into
accourt in the salary review of other sanior
executives of the Group. Information
obtained from the comparison exerclse
refemed 1o above provides certain guidance
as to market conditions. The salary review
reflects market conditions and perscnat
performance. The salaty review is
undertaken in February/March of each year
after a review of the performance of the
inclividual. A salary increase, if awarded, is
effective from 1 April in each year.

Annual bonus - An annual bonus scheme
is a further component of the remuneration
package for executive direciors and senior
axacutives. Annual bonuses up to a
maximum of between 20% and 40% of
basic salary have been payable if
performance targets are met. These
periormance targets curreritly relate 1o profit,

-both at Group and Divisional level, cash and

overhead management and, in certain
clrcumstances, tems specific to the
individual and, in addition, bonuses include
a discretionary element. The targets for the
annuat bonus are reviewed and approved
annually by the Bemuneration Committes.
Fer the period of 1 July 2001 to

31 December 2001, Mr Doughty was
entitled 1o eam a bonus of £50,0C0. For the
payment of £30,000 of that benus, the
Remuneration Committee has to be
satisfied that certain performance criteria
have baen met. The balance of £20,000 is
in the absolute discretion of the
Remuneration Committee.

There is no requirement for any bonus
eamed 1o be taken as shares. Bonus
payments are not pensionable.

The Fermuneration Committee Nas agreed
for 2002 1o increase the maximum annugl
bonus to £0% of basic salary to bring the
Company into line with other companies
within the sector.

Long-term incertive arangements - There
are two lohg-term incentive arangements.
First, the Executive Share Cption Scheme
and sacondly the Performance Share
Scheme, trigf details of which are given
below:

a. Executive Share Option Scheme

A Revenue-approved arrangement in which
exeCuiive directors and other senior
managemenit have participated was
established in 1984 and was continued
through a second scheme put in place in
1894. This is in most respects similar to the
eariler scheme, save that ne options may
be exercised unless specific performance
crieria have been achieved. There are
options outstending under the earlier
scheme {none in favour of exacutive
directors). The new scheme also allows for
opticns to be granted cutside the Revenue-
approved arrangament.

Under tre first Scheme, options over the
Company's ordinary shares may be granted
each year 10 executive directors and othsr
sanior managemeant and, when granted
within the Revenue-approved arrangerment
of the Scheme, the options over shares are
limited to an aggregate imit of £30,000.
The scheme rules do not pemit apticns to
be granted with an exercise price at a
discount to the market value of the shares
at the date of grant. The options are only
exarcisable folowing the attainment of a
performance condition or conditions
measured over a continuous pericd of at
least three vears, commencing no eariier
than the financial ysar immediately
preceding the date of grant. Options may
not be exercised before the third
anniversary of the date of grart and lapse if
not exercised by the tenth anniversary of
the date of grant.

As mentioned above, the second Scheme
alsc alows for options 1o be granted
outside the Revenue-approved
amrangement. The Rules of this element of
the Scheme are idéntical 1o the Revenue-
approved arangement, save that options
may be granted over shares wih an
aggregate limit of four times the eamings of
the employes to whom the grant is made.
When an employee exgrcises an option, the
Board may, at its discretion, pay 1o such
employee a cash sum egua to the amount
by which the value of the ordinary shares, in
respect of which the notice of exercize was
givan, exceeds the total amount payable on
any exercise by the amployes, instead of
allotting or procuring the transfer of ordinary
shares to that empioyee.

Mr Armitt the previcus Chief Executive was,
on 26 January 1998, granted options over
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774,648 ordinary shares of 10p sach in the
Company which had a total market velug of
£220,000 calculated in accordance with
the Rules of the Scheme on the basis of 2
derived mid-market price at the date of
grant of 28.4p per share. These options
were exercisable at an exercise price of
40p per share, subject to the Rules of the
Scheme, betweean 25 January 2001 and
25 January 2008, and subject to the
achieverment of the performance criteria
appiicable over the three financial vears to
31 December 2000. The Remurneration
Committee had determined that the
performance criteria had been met. The
options lapsed as they were not exerised
on or before 31 December 2001, following
Mr Armitt's resignation from the Company
on 30 June 2001,

At 31 December 2001, the derived mid-
market price of the ordinary shares of the
Compary, as advised by the Company's
Brokers was 13.250. The range of the
share price of the ordinary shares during
2001 was 2.50p to 16.5Cp.

b. Performance Share Scheme

This was introduced in 1983 and provides a
means of awarding executive directors and
other senior managerment shares in the
Company provided that specific
performance criteria have been met.

Under the terms of the Scheme, opticns
over the Company's ordinary shares may be
granted to exacutive directors and cther
senicr management. There are varous
imitations on e grant of options, including
a prohibition on a grant of an option 1o an
employee unless a period of not less than
22 montha has elapsed since the date of
the previous grant of an option under the
Scheme and a prehibiticn on a grant of an
aption if this would result in an employee
halding options under the Scheme where
the market value of the shares at the date
of grant exceeded in aggregate four times
the employee’s salary, exclusive of bonuses
and the valug cf other bengfits, The
Scheme also prohibits the grant of an
option to an employee within three years of
his retirement. The scheme does not permit
options to be granted with an exercise price
at a discount to the market value of the
shares at the date of grant.

The options are only exercisable on the
attainrment of performance criteria measured
over a continuous period of three financial
vears beginning with the financial year in
which the grant of the option is first made.
The option cannot be exercised until one
month following the date of pubiication of
the audited consalidated accounts of the
Company for the last financial vear of the
three-year performance period. The shares
to satisfy any exercise of an option would
be fransferred from the Costain Group
Employee Trust and so options granted
undar this scheme do not dilute
sharehciders’ equity as they have been
bought on the market,

Options have been granted under this
Scheme but none are outsianding at
present.

Heview of Long-Term Incentive
Arrangements #nd Enployee

Share Options

The Remuneratiory Committee is currently
reviewing fong term incentive arangements
for senior executives and share incentive
arrangements for empioyees. The
Committee is proposing to introduce new
long term share incentive amangements that
will further align the interests of directors
and senicr executives with those of
shareholders; link the incentives providedt
with the Board's objectives for future
growth; reward strong performance and do
80 in line with market practices and trends
taking account of best practice as regards
directors’ andt employees’ remuneration;
and ensure that all the Company's
employess are increasingly focusad on
perfcmance,

The Compary proposes putting forward at
the Annual General Meeting for the approval
of shareholders a new long-tem incentive
plan for direciors and senior executives and
a new share plan for employees. Shares in
the Company will be issued pursuant to the
new plans within the institutional fimits.
Details of the cument proposals for long-
term incentive plans {the LTIP) are included
in the repart on lang-temm incentiva
arrangements below.

Long-Term Incentive Arrangements

Proposed Long-Term Incentive Plan

It Is proposed that the LTIP will be
sstablished at the Annual General Mesting
and awards made from 2002. Under the
LTIR, it is envisaged that awards will be
mada Initielly to the executive diractors and
other memiers of the Executive Board.
Awards may be made on an annual basis
and will be conditional on meeting profit-
related performance targets linked to the
Compary's business pian.

The award will be taken in the form of
shares. Althcugh awarded on entry, the
vesting of the award wil be conditional on
the attainment of the additional peformance
target focused on shareholder retumn over a
continucus pericd of three financial years
beginning with the financial vear in which
the award is made. This performance
meagurement will be designed to achieve
sustained performnance by satisfying
performance targets over the three-year
period. The Company is determining the
most appropriate performancs reguiremants
for the plan given the objective of the
alignment of shareholders' interests and the
business plan. In ine with best practice the
TP is likely to offer an incentive for
executive directors and senior managament
to retain and so build up shareholdings.
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All Employes Share Plan

The Company is also proposing to
introduce an all ermnployee share plan in
which employees including the executive
directors, will participate. The plan will be an
Inland Revenue approved Save Ag You Eam
{SAYE) plan. Under this plan, pearticipanis
will enter into savings contracts and be
granted options with three, five and or
seven year terms. Monthly contribuitions wil
be capped at £250 or such lower figure as
may be determined. Options may be
granted at a discount of no more than 20%
to the market value of the shares sublect to
option at grant. In fine with common
practice, these SAYE opticns wifl not be
subject to performance cenditions. The
SAYE plan wil, however, require an ongoing
commitment from participants, while offering
the prospect of gains in line with growth in
the Company's share price.

Grants of awards under the employee plan
wil be at an approprate leval, taking into
account market practice and in accordance
with the dilution limits of the ABI and NAPE,

Contracts of service — In general, the
service agreements with executive directars
and other senior executives provide for
termination by the Group on either one or
1w years' notice. No executive director has
a notice period over one ysar, The
Committes considers that such notice
periods are reasonable and fair in the
interests of the Group and the individuals
concemed, having regard to prevailing
* practice amongst public companies Both in
the industry in which the Group operates
and elsewhers.!

Direciors’ remuneration

The Rermuneration Committee caonsiders it
unlikely that any executive directar or senicr
executive would in the future be engaged
with & notice period graater than cne vear.
There is no provision for payment of pre-
determined compensation in case of
wrongful termination by the Group. The
Remuneration Committee also believes that
a robust line should be taken on reducing
compensation: to reflect departing directors’
obligations to mitigate lkoss.

Qutside appointments — In principle, the
Company encourages executive directors to
take outside appointments, with the prior
consent of the Company, in the beilief that
such appointments broaden thelr skils and
the contribution which they can make to the
Company's performance. However, not
more than one such appointment may be
undertaken except in special
circumstances. There must be no confiict of
interest, and the time t¢o be devoted to the
autside appointment must be reasonabie in
relation to the individual's commitments to
the Cormnpany. Fees paid for outside
appointments may be retained by the
Individual concemed. The Board has
agreed that Mr Doughty can hald maore than
one autside non-executive appointrent,

Pensicn arangements — Senior éxecutives
fwith the exception of Mr Douighty)
participate in an executive secticn of the
Group's main approved UK pension
scheme. This section provides enhanced
benefits In respect of accnual rate and
spouse pansion and earlier retirement ages
(2.9. 80 for executive directors and some
members ¢f senicr management). In addition

10 & maximym pension of two-thirds of final
salary, the scheme provides a lump sum
death In service banefit of four times basic
salary and pensions for dependants of
mernbers. Some members of senior
management participate on a non-
contributory basis. Future rrembership of
the executive secticn of the Group's Pension
Scheme will be on a contributory basis.

In the case of the previous Chisf Exacutive,
Mr Armitt, the Cormpany contributed 1o a
perscnal pension arangement. In the case
of Mr Doughty, the Company makes no
contribution 1o his parscnal pension
arrangements. Life assurance cover of four
tmes basic salary is provided through the
UK approved pensicn scheme in respact of
eamings up to the Inland Revenue limit
(£95,400 per annum with effect from 6 April
2001) and through the Costain Funded
Unapproved Retirement and Death Benefit
Scheme in respect of the excess. The
annugl premium payable in mspect of life
assurance for Mr Amitt for the period
ending 30 June 2001 was £1,105 (2000:
£2,067). The premium payable in respect of
life assurance for Mr Doughty is ©1,520 and
for Mr Reoberts is 2103 (2000: N,

Non-executive directors — Fees for non-
exeCuiive direciors are determined by the
Board as a whole, Non-executive directors
do nct receive any remuneration or benefits
in addition to their fees and do not
participate in any of the Group’s: pensicn or
incentive schemes.

The aggregate directors' remuneration for the year ended 31 Decemnber 2001 was 2960,800, as sst out in the following table:

2001 2000
Salary/Fes Borus Benefits Other Total Total
: b £ g 2 £ £
Executive Directors _
S J Doughty * 120,000 - 6,520 - 126,520 -
J A Armnitt 2 111,461 43,177 9,029 300,000 468,667 352,227
M W Roberts 3 129,998 20,040 12,310 - 162,349 77,884
Non-Executive Directors
D G Jefferies ¢ 25,000 - - - 25,000 -
D P Alvey 8 4,186 - - - 4,166 -
F W Baliard 6 18,435 - - - 18,435 -
AY Lana 17,500 - - - 17,500 13,933
Mrs L AW Rogers & 17,185 - - - 17,185 -
SY Shehata 17,500 - - - 17,500 17,500
B K Vastfiou 17,800 - - -~ 17,500 17,500
M E Becketl 7 8,051 - - 40,000% 48,051 -
Datc' Dr Ramli bin Moharnad 8 14,5683 - - - 14,583 4510
P L Burion ® 13,264 - - 14,5800 27,844 18,606
Former Directors - - - - - 188,583
TOTAL 514,644 63,217 27,859 354,580 960,300 680,813
Notes:
1. appointed as Chief Executive on 1 July 2007, 5. appointed on 1 November 2001, 8. resigned on 11 Decernber 2001,
2. resigned on 30 June 2001, B. appointed on 9 January 2001, 9. resigned on 1 November 2001.
3. resigned on 31 December 2001, 7. appointed on 16 February 2007 10. compensation for loss of office.
4. appointed ds Chairman on 6 June 2007, and resigned on 25 May 2001.
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Directars’ pensions

Directors’ remuneration — continued
Fertormance-related bonus payments of
£A3,177 and £20,040 were made o

Mr Armitt and Mr Roberts respectively
{2000: Mr Amitt £129,133),

“Benefits” comprise primarily of the provision
of & company car, fuel and subsidised
medical insurance and the amounts stated
exclude the pension and life assurance costs
identified separately under ‘Pension
arrangerments”. The amounts stated also
exclude the cost of disability insurance which
is provided by the Group 1o & staff
employees under 2 general policy with no
separately-identifiable cost in respect of
individual beneficiaries, save in the case of
Messrs Armift, Roberts and Doughty where
the premium payable in respect of
permanent neath insurancs for Mr Armitt was
21,732 (2000: £1,712) and the premium
payable in respect of permanent health
insurances for Mr Roberts and Mr Doughity
ware £1,082 and £255 raspectively. The
cover in respect of Mr Doughty was only
effected on 30 November 2001.

Pension benefits eamed by directors (defined benefit schemes):

Increase in accrued

MNo payments were made o or benefits
received by exectitive-drectors during the
year under any long-tem incentive
schemes.

Provision for compensation payments
relating to three former directors (foflowing
external legal advice taken by the
Rermuneration Committes in the case of
MrJ A Armit as to the level) upon
termination of thelr employment amounted
0 £354,580 (2000: £62,500).

Payments made to a third party in respect
of director's services amounted to £27,844
{(20Q0: £18,658). This figure is included
within the Dirsctors' emoluments.,

NO payment was made 10 any alfemate
director.

Thne emoluments of the highest-paid
director were £463,667 (2000: £352,227).
Both figures exclude atributed pension
coentributions. ‘

Transfer value cf Accumulated fotal
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Notes to defined pensicn benefits

(1) Tre increase In accrued pension during
the year excludes any increase for inflation.

{2) The transfer valus’has been calculated

on the basis of actuarial advice in

gccordance with Actuaries Guidance Notes

GN11 and GN27. The value quoted

includes the cost of providing fife assurance
cover,

{3) The pension entiternant shown s that
which would be paid annually on retirerment.
based on service to the end of the year,

Pensicn contributions paid on tenalf of direclors {money purchase scheme).

pension during the vear increase accrued pension

£pa Zpa

M W Roberts 3,349 22,151 5,035
(2000; £1,658)

{4) Members of the scheme have the option
o pay additional voluntary conributions;
nefther the contributions nor the resulting
banefits are inciuded in the table.

Contribution
£

J A Amitt

Notes to money purchase benefits

14,658
(2000: £28,860)

The contribution excludes the cost of providing life assurance cover and any contribution made by the director.
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The Group makes no provision for, and no
contribution in respect of, pension
arangerments for Mr Doughty or Tor the non-
execuiive directors.

The Costain Funded Unapproved
Retirement and Death Benefit Scheme was
established in 1997 1o provide pension

benefits for senior executives subject to the
Inland Revenue limit {£95,400 per annum
with effect from 6 April 2001) on eamings
eligible for treatment as pensicnable

eamings under approved pension schemes.

Prior o the establishment of the scheme,
pension entitlernents on eamings in excess

of the limit were provided by way of an
unfunded reserve. The unfunded liability is
being extemally funded througn the
unapproved scheme over a five-year period
commencing from 1398 and the curent
posttion is:

£
Unfunded reserve at 31 December 2000 98,883
Payment to unapproved scheme (34,234}
interest on balance caried forward 5,638
Unfunded reserve at 31 December 2001 88,287
Directors’ interests
Directors' interests recorded by the Company in accordance with the requirements of the Companies Act 1988 are as follows:
At At
1.1.01 31.12.01
D @G Jefferies a 100,000 100,000
S J Doughty -* -
3Y Shehata - -
B K Vasitiou - -
AY Lana - -
Mrs L A W Rogers - -~
F W Balerd - -
D P Allvey - -
M E Beckett - ~T
Dato’ Dr Ramii bin Mohamad . - -t
J A Armitt a 60,000 60,000t
MW Roberts - =
P L Burtcn - —

x

at subsequent date of appointment
T at date of resignation
a Costain Group PLC shares of 10p each

Mr F W Ballard and Mr D P Alvay have
purchased 30,372 and 30,000 Ordinary .
Shares respeciively since 31 December
2001.

All interests are beneficial. Particulars of
directors’ options are contained in the
register of directors’ interasts.

The basis on which executive directors
participate in long-tem incentive schemes
is decided by the Bemuneration Commitiee,
except for the Costain Share Savings
Scheme which is open to all relevant UK
employees. Non-axecutive directors do rnot
participate in any of these schemes.

Options which wers granted to Mr Armitt
under the Costain Executive Share Option
Scheme during 1998 have lapsed.

No options were exercised by directors
during the year.

Details of all outstanding options are sst out
in Note 20 to the accounts on page 42,
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Empioyment Policies

Costain Group companies adopt
employment practices best suited to their
operations and in compliance with the
reqirements of the temitories in which they
work, Personne! ooiicies are designed to
provide equal opportuniies © all. In
particular, the employment of thase who
become disabled is continued wherever
possitle and opportunities are grovided for
the recniitment, training and career
development of disabled peogle.

Health, Safety and the Environment
it is of paramount importance to both the
Board and the Executive Board that:

i health risks or accidents 1o empioyees,
subcontraciors, memiers of the public .
and athers who may come inte contact
with the Group’s activities are avoided;
and

{f) the Group mests all applicable
government guidelines or reguiations and
Industry codes of practice on the
snvironment and in sc doing seeks to
reduce environmental disturcance in all
the Group's activitles.

in order to achieve these oblectives, regular
reports on health, safety and the
environment are subrmitted to and
congiderad by the Board. The Executive
Board considers health, safety and
ervironmentai performance at each monthly
meeting. in addition, there is a Committes
which is chaired by the Chief Executive and
which is responsible, among other things,
for overseeing the preparation, updating
and digsemination of the Group's heaith,
safety and environmental policies,
rmoritering healih, safety and ervironmental
performance, ensuring that appropriate
fraining s undertaken by employess and the
employess of subcontracters and taking the
appropriate initiatives to deliver steagy
improvement in the heaith, safety and
emvironmental performance of the Group.

Mr Doughty, the Chief Executive is the Board
memper responsicie for Health & Safety.

The Group is commitied o continuous
improvement in health, safety and
ervironmenital performiance. The steps
faken 1o ensure continuous improvement
include:

o the completion of the implementation of
the Nattrass Report which was
commenced during 20C0. Mr Stuart
Nattrass, formerty HM Chief Inspecior of
Construction with the Health & Safety
Executive, has continued to advise on
the health & safety management sysiem
of Costain Limited in hig rcle as
consutant. He is also a member of the
Executive MSE Committee chaired oy
Mr Coughty, the Chief Executive,

» the sefting of & number of targets for
2001 as a result of which the folowing
were achieved:

o areduction of 17% on the Accident
Freguency Rate for 2000 plus a
reduction of 16% on Major injuries
rate for the preceding year.

o all the Operations Directors
participated in cross boundary Health
& Safety audits during the year. In
total, eleven full health & safety audits
were camed out. These audits were
additional to those carmied out by the
Regional Safety Advisors who in the
main achieved their target of two
audits per site during the vear.

o an emvironmenta audit scheme was
developed company wide and a
roinimurm of two audits were camed
cut in each region.

¢ a system of company inductions was
introduced and commenced in
Cctober 2C01.

o on the training front, all project related
staff received a minimum of one day's
relevant HSE Training during the year
and the target for 12 non-safety staff
o pass ine NEBOSH General
Certificate was achieved. Furthermare,
all Costain HSE training courses were
aligned to a recognised certification
scheme, mainly o the Institution of
Occupational Safety & Health.

o 180 14007 accreditation {the
Intemational Environmental Standard)
was achieved for the whale of
Costain Ltd and Costain Qil, Gas &
Frocess Limited.

Curing 2001, Costain Uimited was subject
o three prosecutions for breaches of
Section 3 (1) of the Health and Safety at
Work stc Act 1974, The first prosecution
was in connection with & fatal accident
which occurred on 7 October 1899 at the
Liynfi CSO site. Costain Limited pleadad
guilty and was fined £200,000 with costs.
Tne second prasecution related to an
incident which occured at Huddersfisid
Narrow Ganal on 12 January 2001, Costain -
Limited pleaded quity and was fined
£12,000 with costs. The third prosecuticn
related 1o an incident which occumed at M5
Avenmouth on 8 September 19839 when
four subcontractors' operatives tragically fell
from a temporary gantry that had become
parially detached from the underside of the
bridge, Costain Limited and their co-
deferdant, Yarn Road Limited {formerty
wvaemer Cleveland Bricge Limited), were
jointty fined £500,0C0 plus costs.
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Policy and practice on payment

oF suppliers

As a result of the nature of the Group's
business, the contractual relationships with
suppiiers of goods and services and with
subcontractors vary acgarding to
circumstances. It is the Group's paolicy to
enter into an appropriate form of contractual
agreement on payment terms and to pay
accordingly to those terms. The Group
doss not follow any particular code or
practice for the payment of craditors. In
practice, the Group makes every effort 1o
pay accordingly when it can be confirmed
that the supplier has provided the goods or
services in accordance with the relevant
terrns of the contract. The amount for trade
creditors of the mgjor subsidiary tradling
companies reprasenis 51 (2000: 51) days
of average daily purchases. The Company
has no trade creditors.

Donations

Group charitable donations of £831 were
made during the year. No political denations
were magde.

Auditors

KPMG Audit Pic has expressed its
wilingness to continue in office as auditor of
the Company and a resolution 1o re-appoint
them will be proposed at the farthooming
Annual Gereral Megting,

Annhual General Meeting

The Annual General Meeting of the
Company wil be held at One Great George
Street, Westminster, London, SW1P 3AA
on Friday, 24 May 2002 at 11:00 am. The
following resoiutions will be proposed as
Special Business:

a. An ordinery resolution will be proposed
to renew the directors’ authority to allot
relevant securities within the rmeaning of
Section 80 of the Companies Act 1685,
The cument authority iapses on 24 May
2008 but this authority is nomally renewed
at each Annual General Mesting so that the
authority under the resolution (resolution no.
5 in the Notice of Meeting) will replacs the
existing authority and will lapse on 23 May
2007. The authority is limited to shares of a
norminal value of £11 million which equates
t& 110 rrilion ordinary shares of 10p each
being approximately 33% of the current
issued ordinary share capital.

b. Resolution & in the Notice of Meeting is
a special resolution for the renewal of the
directors’ authority ) tc make a rights issue
and (i) to issue a limited number of shares
for cash without first offering them to
shareholders pro-rata to their holdings. in
the latter case the authority is imited 1o
shares of a nominal valus of £1.68 million
which equates to 16 million ordinary shares
of 10p each which is approximately 5% of
the currently issued ordinary share capital.
The authority contained in the resciution
expires at the earlier of next year's Annual
General Mesting and 23 August 2003.

¢ Resoclution 7 in the Notice of Mesting is
an ordinary resolution sesking approval for a
lang-term incentive plan {the LTIP"} which is
more particularly described in a letter 1o
members from the Chairman of the
Remunsration Comrmittae dated the 19 Apil
2002 and which accompanies the Annual
Report. A copy of the draft rules of the plan
will be available for inspaction at the
registered office of the Company ard at the
offices of KEMG, 8 Salisbury Square,
London, EC4Y 8BB during nomnal business
hours on any weekday (Saturdays and
Pubfic Holidays excepted) from the date of
despatch of the circular up to and including
the date of the Annual General Mesting and
at the place of the Annual General Meeting
for at least fifteen minutes prior to and
during the Annual General Mesting.

d. Resolution 8 in the Notice of Meeting is
an ordinary resciution seeking approval of
the Company's 2002 Save As You Eam
Plan {the "SAYE Plan") which is more
particularty described in & letter to members
from the Chairman of the Remuneration
Committee dated 18 April 2002 and which
accompanies the Annual Report. A copy of
the draft rules of the plan will be avaiabiz
for inspection at the registered ofiice of the
Company and at the officas of KPM@, 8
Salisbury Square, Londan, EC4Y 8BB
during normal business hours on any week-
day (Saturdays and Public Holidays
excepted) from the date of the despatch of
the circuiar up to and including the date of
the Annual General Mesting and at the
piace of the Annual General Meeting for at
least fifteen minutes prior to and during the
Annual General Meeting.

The directars have no curent intertion of
exercising sither authority contained in
Resolution 5 or 6 in the Notice of Mesting
save, in the case of the authority contained
in Resclution 6, to the extert that 1t is
necessary to satisfy the LTIP or the SAYE
Plan referred fo in Resclutions 7 and 8 in
the Natice of Meeting.

Mr David Allvey the Chaimman of the Audit

neration Commith
Annuai General
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Directors’
responsibilities
In respect of
the preparation
of financial
statements

The directors are obfiged, undar company
law, 10 prepare financial statements for each
financial year which give a tnue and fair view
of the state of aifairs of the Company and
of the profit or loss for that pericd. I
praparing those financial statements, the
directors are required to:

2 select stitable accounting policies and
then apply them consistently;

o make judgements and estimates that are
reasonable and prudent;

o state whether appiicable accounting
standards have been followed, subject to
any material departures disclosed and
explained in the financial statements; and

o prepare the financlal statements on the
going concem basis uniess it s
inapproprate to presume that the
Compeny will continue in business.

In addition, the directors are responsible for
mairtaining proper accountng records
which disciose with reasonable accuracy at
ary fime the financial position of the
Company and enabie themn to ensure

that the financial statements comply with
the Companies Act 1985. The directors
also have a general responsibility for taking
such steps as are reascnably open to them
to safeguard the assets of the Company
and to prevent and detect faud and other
irregularities.

For the purposes of the above staterment,
the term *Company” shall be taken 1o
inciude the Company and the Group.
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We have audited the financial statements
on pages 28 1o 46. We have also examined
the amounts disclosed relating to the
ermotaments, shares opticns, long-tem
incentive scheme interests and directors’
pension entitements which form part of the
Report on Directors’ Remuneration on
pages 19 to 23.

Respective responsibilities of directors
and auditors

The directors are responsible for preparing
the Annual Report. As described on

page 26 this includes responsibility for
preparing the financial stetements in
accordance with applicable United Kingdom
law and accounting standards. Our
rasponsipilities, as indepsndent auditors,
are established in the United Kingdom by
statute, the Auditing Practices Board, the
Listing Rules of the Financial Services
Authority and by our profession’s ethical
guidance.

We report to you our opinion as to whether
the financial statements give a frue and fair
view and are properly prepared in
accordance with the Companies Act 1885,
We also report to you if, in our opinion, the
directors' repaort is not consistent with the
financial statements, if the company has not
kept proper accounting records, i we have
not recaived &l the information and
explanations we recuire for our audtt, or if
information specifled by law or the Listing
Rules regarding directors’ remuneration and
fransactions with the Group s not
disclosed.

We review whether the staiernent on pages
18 to 23 reflects the company's compliance
with the seven provisions of the Combined
Code speciiied for our review by the Usting
Rules, and we report if it does not. We are
not reauired to censider whiether the
Board's statements on intemal controt
covers all risks and controls or form an
opinion on the sffectiveness of the Group’s
carporate govemance procedures or its risk
and cantral procedurEs.

We read the other information contained in
the Annual Report, including the corporate
govemance statement, and consider
whether # is consistent with the audited
financial statements. We consider the
mplications for our report if we become
aware of any apparent misstaternents or
material incensistencies with the financial
staternants.

Basis of audit opinian

We conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Board. An audlt inciudes
exarningtion, on a e8! basis, of evidence
relevant to the amounts and disclosures in
the financial statements. k alsc includes an
agsessment of the significant estimates and
judgernents made by the directors in the
preparation of the financial statements, and
of whether the accounting poiicies are
appropriate to the Group’s circumstances,
consistently applied and adequately
disclosed.

Wa plannad and performed our audit so as
to oftain all the information and
explanations which we considered
necessary in order to provide us with
sufficient evidence 1o give reasonable
assurance that the financial statements are
free from material misstatement, whether
caused by fraud or other imegularity or emor,
in forming our opinion we aiso evaluated the
overall adequacy of the presentation of
inforrmation in the financial statements.

Opinion

In our opinion the firancial statements give
a tnue and fair view of the state of affairs of
the Company and the Group as at

31 December 2001 and of the profit of the
Grroup for the vear then ended and have
been properly prepared in accerdance with
the Companies Act 1885.

ViPrts Auld Pl

KPMG Audit Ple
Chartered Accountants
Registered Auditor
Londen

26 March 2002
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profit and loss account

‘ear ended 31 December

2001 2000
Continuing Continuing
Neles £m om
Turnover 2
Croup undlertakings and Group share of joint ventures 462.9 386.3
Less: Group share of joint ventures tumover , (5.8) (5.1
Group umaover 45871 381.2
Cost of sales {(440.7) (368.2}
Gross profit - 16.4 13.0
Administration expenses (16.1} (15.8)
Operating profit{loss) fom Group underiakings 0.3 (2.8)
Share of joint ventures cperating results 1.9 1.3
S Operating profit/{loss) ~ Group and share of joint ventures 2.2 {1.5)
o Prcfit on sale of fixed assets : - 1.8
§§ Profit on ordinary activities before interest - 22 0.4
%_"o} Net interest receivable/{payable) and similar income/{charges) .
£ 2 Group undertakings 4 25 2.0
o Joint ventures  {0.5) {0.3)
32 Other finance income — Group undertakings 5 45 42
gﬁ Profit on ordinary activities before taxation 2, 3- 8.7 6.5
53 Taxation ] 8 : (0.5) (1.4}
éé Profit on ordinary activities after taxation 8.2 5.1
Equity minarity interasts : 0.1 -
Profit for the financial year . 21 8.3 5.1
Eamings per share - basic and dituted 10 2.5p 1.50

During the vear and the previcus year, no businesses were acquired and therefore all continuing resuits arse from existing operations.
The notes on pages 33 1o 48 form part ¢f these accounts.
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Year ended 31 December

2001 2000
£m £m £m £m
Net cash infiow from operating activities 19.4 8.0
Returns on investments and servicing of finance
interest received 2.8 3.1
Interest paid ‘ 0.3 0.9
Net cash inflow from returits on investments and servicing of finance 2.5 2.2
Taxatton
Overseas tax paid 0.2) {0.8)
Capital expenditure and financial investment
g Purchases of tangible fixed assets {0.9) {0.4}
% £ Sales of tangible fixed assets 1.0 3.5
§§ Funging of investments - (1.4)
Ea] Loans to joint ventures (0.4) {0.7)
EZ  Repayment of loans to joint ventures a1 -
Q § Net cash inflow from capital expenditure and financiat investment 2.9 1.0
g% Net cash inflow before financing _ 546 T
53
;§ Tg Financing _ ‘
88 Loan repayments 2.9 (3.1)
Net cash outflow from financing _ 29 (3.1
Increase in cash in the year : 217 8.5
Reconciliation of net cash flow
to movement in net cash
2001 2000
£m £m
Increase n cash in the year’ : 1.7 8.5
Cash outfiow from reguction in loan financing 2.9 3.1
246 1.8
Currency realignment ] 0.5 0.8
Movement in net cash 251 124
Net cash at 1 January 2.7 303
Net cash at 31 December . 67.8 427

The notes on pages 33 to 46 form part of these accounts and the notes to the cash flow staternent are shown in note 25.
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As at 31 December

2001 2000
Notes “Em £m
Fixed assets
Tangible assets 11 2.8 4.2
Investments 12 1.1 14
Investments in joint ventures 12
Shere of gross assets 48.6 45.4
Share of gross liabiities {40.9) {32.0)
1.6 1.7
Current assets
Stocks 14 1.6
Debtors 13 95.6 98.2
Cash at bank, monies on deposit and in hand 14 69.1 51.7
165.8 1485
Creditors: amounts falling due within one year
Bark loans and overdrafts 15 B ) Q.0
Other creditors 17 (166.3) {143.0)
: (167.6) (152.0}
Net current assets/(liabiiities)
Due within one year 7.3) 7.1
Cue after one year, . 13 5.5 4.6
, ' {(1.8) {2.5)
Total assets less current liabilities 9.8 9.2
Creditors: amounts falling due after more than cne year
Other creditors 17 {0.5) {0.5)
Provisions for lizbilities and charges 18 {14.5) {17 5)
Net liabitities excluding pension asset 5.2) 8.8
Pengion asset 19 8.5 34.6
Net assets including pension asset 43 268
Share capital and reserves
Called up ordinary share capital 20 33.7 33,7
Share premium account 21 119.3 118.3
Profit and loss account 21 (148.9) (127.6)
Equity shareholders’ funds 22 41 264
Equity minority interests 0.2 0.4
) 4.3 265

D G Jefferies Director
S J Doughty Director

The accounts were approved iy aoard d }érs on 26 March 2002 and Were signed on its beh
’ i

-

The notes on pages 32 1o 4&orm part of Ahese accounts.

-

-




31 Company
balance sheet

Ag at 31 December

2001 2000
Notes £m o
Fixed assets
Investments 12 115.9 115.8
Current assets
Dehtors 13 6.1 3.3
Cash at bark, monies on depostt and in hand 19.1 1.3
25.2 48
Creditors: amounts falling due within one year
Other creditors 17 {111.0) (82.6)
3 Net current liabilities (85.8} {85.0)
o Total assets less current liabilities . 30.1 30.9
d% Provisions for liabilities and charges 18 (3.3) (4.0
= Net assets 268 26.9
<8 Share capital and reserves
53 Called up ordinary share capital _ 20 337 337
&>  Share premium account o2 119.3 119.3
%5; § Profit and loss account 21 (126.2) (126.1)
86 Equity shareholders’ funds 22 26.8 26.9

The accounts were appréved By the

D G Jefieries Director
S J Doughty Director

The notes on pages 33 to 46 form part of these accounts. ) / —

1

Ty
A
oy W 26 March 2002 and /Jdere igned on its khalf by:




32 Statement of total
consolidated recognisad
gains and losses

Year ended 31 Decemper

2001 2000
Notes £m £m
Profit for the financial year from Group undettakings 6.9 4.1
Proitt for the financial year frem joint ventures 1.4 1.0
8.3 ) 5.1
Curency fransiation differences (1.9} ©.9)
Actuarial loss recognised in the pension schems 19 {39.5) 10.7
Deferred tax arising thereon 11.8 32
Total recognised losses relating 1o the year \ 22 {21.3} 3.9

Historical cost profit is not materally different from reparted profi.

Statement of total consolidated recognised gains and losses

Costain Group PLC Annual Report 2001
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Notes to the accounts

Notes to the
accounts

1 Accounting policies
BASIS OF ACCGOUNTING

The accounts are prepared in accordance with appiicable United Kingdom accounting standards under the historical cost corvention, The
following principal accounting policies have been applied consistently in deaiing with ftlems that are considered material in relation to the

Group's accourts.

BASIS OF CONSOLIDATION

3} The Group accounts include the accounts of Costain Group PLGC and its sdbsidiary undertalqngs as at 31 December 2001, Detalls of
the principal subsidiary undertakings, joint ventures and joint arrangerments are shown in note 26,

b Investments in joint ventures are accounted for under the gross equity method.

interests in joint amrangements are accounted for by recognising the Group's share of assets and liabiliies, profits, losses and cash
flows measured in accordance with the terms of each amangement.

d) Goodwill represents the excess of the purchase consideration over the fair valug of attributable net assets at the date of acquisition.
Goodwill arising on acquisitions before 1 January 1998, when FRS 10, 'Gooowill and intangible assets’ was adopted, was charged
immediately against reserves. There have been no acguisitions since 1 January 1898,

g The balance shests of cverseas subsiciary undertakings and interests in overseas joint ventures are expressed in stering at the rates of
exchange ruling at 31 December. Profits and losses of overseas subsidiary undartakings and joint ventures are expressed in sterling at
average rates of exchange. Exchange differences arising on translation of opening shareho\ders furds less related foreign currency
borrowings which finance overseas equity investments are recorded as & movement on reserves.

TURNOVER

Tumaover tepresents the amounts receivalie for goods and services provided, the value of work camed out during the year on long-term
contracts, house sales, trading and investrment property sales completed and rental income. Tumover includes the Group's share of

umover of joint arangement contracts.

FOREIGN CURRENCY TRANSACTIONS

Monetary assets and liabiiites in Overseas currencles are translated into sterling at year-end exchange rates. Exchange differences on such
iterns and on transactions completed in the ordinary course of business are dealt with in profit on ordinary adétivities,

HEDGING

The Group protects the sterling value of oversess income, where appropriate, by means of forward sales contracts. Profits or losses arising
frorn these arangements are aceounted for in the pericd in which the contracts are due to mature, Accordingly, o account is taken of

unrealised profits or losses arising on such forward contracts.
DEPRECIATION

Except for land, the cost or valuation of tangible fixed assets less any residual vaile is depreciated over the expected life on a siraight line
basis. Buidings are depreciated at a rate of 2% (or the life of the legse if that is less than 50 vears). Plant and equiprnent is generally

depreciated over the shorter of the remaining economic fife of the plant and 12 years. The depreciation rates for the principal assets of the
Group vary from 8% to 20% per annum.

Additional write-downs are made if, in the oginion of the directors, there has been a permanent diminution in the valug of a class of asset,
which is assessed by reference 1o the anticipaied cash flows 1o be generated by those assets over thelr remaining usefu! ives,

INTEREST AND FINANCE CHARGES
Intarest and finance charges are witten off to the profit and loss account as incurred.

TAXATION

Deferred 1ax has been recognised as a liability or asset if transactions have occurred at the balance sheet date that give rise fo an
obligation to pay more tax in future, or a right to pay less tax In future. An asset is rot recognised to the extent that the transfer of economic
benefit in future is uncertain. Deferred tax assets and liabilities recognised have not been discounted,

No provision is made to cover any further lability to taxation that would arise in respect of the distribution of profits retained by overseas
subsidiary undertakings and joint ventures.

LEASED ASSETS

Assets held under finance leases are included under tangible fixed assets at their capital value and depreciated over their usetul lives.
Lease payments consist of capital and interest elements and the interest element is charged 1o the profit and ioss account. The annual
rentals in respect of operating leases are charged to the profit and loss account.

STOCKS

Stocks comprise raw materials and are stated at the lower of cost and net realisable value.

LONG-TERM CONTRACTS

Amounts recoverable on long-term confracts represents the axcess of the value of work carried out over cumulative payments on account.
Long-term contracts are valued at cost plus attributable profit eamed to date, less provision for foreseeable losses.
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accounts— continued

PENSIONS
The Group operates a pension scheme providing benefits based on final pensionable salary, The assets of the scheme are held separately
from those of the Group.

Pension scheme assets are measured using market values. Pension scheme liabilities are measured using a projected unit method and
discounted at the current rate of retun on a high quality corporate bond of eguivalent term and currency to the liability.

The increase in the present value of the ablliies of the Group's defined benefit pension schemes expected 1o arise fom employse service
in the period is charged 10 the operating prefit. The expected retum on the schemes assets and the increase during the period in the

present value of the schemes liabilities arising from the passage of time are included in the other finance income. Actuarial gains and lossas
ara recagnised in the statement of total recognisad gains and losses.

2 Business and geographical segment information
Business segment information

in the opinion of the directers, the administering of the enginesring and construction prolects is the only material class of business,
Geographical sagment information by origin

Turnover Profit/{loss) Net assets/{liabilities)
2001 2000 2001 2000 2001 2000
£m £m £m " Em £m £m
Continuing operations
Group undertakings
Urited Kingdem - 4156 3271 2.2 By (68.8) 312
Rest of the world 415 54.1 25 23 2.4 7.9
Tumover, operating profit/loss) and net
lighilities of Group undertakings 4571 3812 03 2.8 {71.2) 23.3)
Joint ventures
United Kingdom - - - - 1.6 2.3
Rest of the world 5.8 51 1.9 . 1.3 L 4.1
' 462.9 3863 ' 22 (1.5 ©63.5) (18.9)
Profit on sale of fixed assets
United Kingdem - -
Rest of the word - 1.9
Net interest receivabie/(payabie) )
and similar income/{charges) 2.0 1.8
Cther finance income 4.5 4.2
Net cash 67.8 42.7
Profit on ordinary activities before
taxation and net assets 8.7 858 43 258

Tumaover by destination is not materislly different to tumover by origin,
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¢ Profit on ordinary activities before taxation

2001 2000
£m £m
Proftt on ordinary activities before taxation is stated after charging:
Staff costs (note 6) 62.0 88.3
Remuneration of directors (note 7} 1.0 0.7
Depreciation on assets owned by Group {note 11) 0.8 0.9
Hire of plant and machinery - 10.6 11.5
Rent of land and buidings 4.0 4.3
Auditors' remuneration — audit senices — Group 0.3 0.3
— audit services ~ Company - -
- ofher fees paid to the auditors and their associates 0.1 0.1
and after creciting:
Net income from rerts of lard and buiidings 1.4 1.2
Rental receiveble from hire of plant and mechinery 1.1 1.1
4 Net interest receivable/(payable) and similar income/
(charges) of Group undertakings
200 2000
£m £m
interast payable on bark loans and overdrafis {0.3) 0.9}
Interest receivable 28 3.1
25 22
5 Other finance income of Group undertakings
2001 2000
Em £m
Expected refum on pension scheme assets 22.6 22.6
Interest on pension scheme liabiliies (18.1) (18.4)
Net retum 4.5 4.2
6 Staff costs
2001 2000
£m £m
Wages and salaries 53.2 50.4
Social security costs 4.4 3.8
Pension costs (note 19) 4.4 4.1
62.0 58.3
The average rnumber of persens employed by the Group during the year was:
2001 2000
Number Number
United Kingdom 1,473 1,440
Rest of the world 1,804 2,171
3,277 3,811

7 Emoluments of directors

Details of directors’ emoluments and share options are included on pages 21 to 23 in the Report of the Directors.
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36 Notes to the
accounts - continued

8 Taxation
2001 2000
£m £m
On profit for the vear:
United Kingdom cerporation tax at 30% - -
QOverseas taxation 0.2) (0.3
Adiustments in respect of orior years - 0.3
{0.2) -
Defered taxation 0.3) (1.2)
Adjustments in respect of prior yvears - Q.2
(0.5) 1.4)
2001 2000
. £m £m
Tax reconciiation: . ) _
Proft on ordinary activities before taxation 8.7 8.5
Tax at 30% (2.6} (2.0)
Rate adjustiments relating 1o overseas profits 0.1 G.5
Sundry disailowed expenses and profits relieved by capital losses (0.2 0.7
Unrelieved overseas taxation - {€.3
Tirning differences rélating 1o the pension asset ) ‘ 11 10
Other timing differences 1.6 {0.1)
Exchange differences 0.2} 0.1
Adjusiments in respect-of prior years - 0.3
Tax charge for current year . {0.2) -
Accumulated tax losses caried forward, mainty in the United Kingdom, are estmated at £15.5m (2000 £10.6m)}.
The elements of deferred taxation are as follows:
2001 2000
. £m £m
Accelerated capital alowances (1.8} (1.2)
Other timing differences 0.9} 0.7
Deferred tax asset (note 13} 2.7) (1.9)
Deferred tax liability or pension asset (note 19) i . 4.0 14.8
1.3 129
The movements in the deferred taxation balance were as follows:
£m
Provision at beginning of vear 12.9
Amount charged to profit and loss account a3
Amount credited to the staternent of recogrised gains and losses (11.8)
Exchange differences {0.1)
Provision at end of year 1.3

There are other deferred tax assets that have not been recognised on the basis that their future economic benefit is uncertain.
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9 Profit atiributable to Costain Group PLC
The loss cealt with in the acgounts of Costain Group PLC is £0.1m {20C0: £2.2m profit). A separate profit and loss account for Costain
Group PLC has not been presented as pemitted by Section 230 of the Companies Act 1985,

10 Earnings per share

The calculation of eamings per share is based on eamings of £8.3m {2000: £&.1m) and 337,136,350 orginary shares being the weighted
average number of ordinary shares in lssue during the year.

Diluted eamings per share are the same as basic samings per share.
11 Tangible assets - Group
Land and buidings Plant and equipment  Total
Freshoid Leasehold Owried
Owver 50 50 years
yaars and under .
£m &m £m £m £m
- Cost
%8 At 1 January 2001 1.2 0.2 40 185 210
22 Currency realignmenit 0.1} - 0.1 {1.0) (1.0
% §  Additions - - 01 0.7 08
E:E} Disposals - - - (5.7 5.7
9 é At 31 December 2001 1.1 0.3 4.2 9.5 15.1
3
;3;3 Depreciation .
;%g At 1 January 2007 0.1 0.1 3.8 128 16.8
§§ Cumrancy reglignment - - 01 {0.7) 0.6
Frovided in year - - 0.1 0.7 0.8
Disposals - - - @7 @7
At 31 December 2001 0.1 0.1 4.0 8.1 12.3
Net book value .
At 31 December 2001 1.0 0.2 02, 14 28
At 31 Decernber 2000 1.1 0.2 0.2 2.7 4.2

Freehold landt and buildings includes land of £0.7m (20C0: £0.7m) cn whidh no dapreciation has been charged.
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38 Notes to the
accounts — continued

12 Investments - Group

Loans to
Joint joint COther Other
ventures ventures  investments lcans Total
£m £m £m £m £m
Cost
Al 1 January 2001 26.3 8.5 0.8 1.1 33.8
. Cumency realignmant 0.8) 0. - - 0Q.7)
Additicns - 0.4 - - .4
Repayments ~ 3.1 - - @.1)
Disposals Q0 0.4 Cc.4 - ok
At 31 Pegember 2001 25.6 2.3 0.5 1.1 29.5
Share of post-acquisition reserves
At 1 January 2001 {20.7) (20.7)
Currency realigriment 0.3 03
Profit for the year 1.4 1.4
Eliminated on disposal 0.5 0.5
At 31 Decemnber 2001 (18.5) (18.5)
Amounts written off
At 1 January 2001 (4.4) (0.3} {0.9) = (5.6)
Currercy realignmeant 0.1 - - - 0.1
Released in the year 29 - - - 29
DCisposals : - - 0.4 - 0.4
Al 31 December 2601 (1.4) {0.3) {0.5) - (2.2)
Net book value
At 31 December 2001 5.7 2.0 - 1.1 8.8
At 31 Decembear 2000 1.2 5.2 - 1.1 7.5
Investments — Company
Subsidiary Ciher
undertakings  investments Total
£m £m om
Gost
At 1 January 2001 387.6 0.4 388.0
Disposals - 0.4 0.4
At 31 December 2001 387.6 - 387.6
Amounts written off
At 1 January 2001 271.7) 0.4 (272.1}
Disposals - Q4 Q.4
At 31 December 2001 271.7) T - @77
Net book value
At 31 December 2001 115.8 - 115.9
At 31 December 2000 115.9 - 116.9

Details of the principal subsidiary undertakings and joint ventures are shewn in note 26.
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13 Debtors

Group
2001 2000 2001 Q00
£m m £m £
Amounts faling due within one year:
Trade debtors 58.2 39.8 - -
Cther debtors 6.6 12.5 - -
Amounts recoverable on long-term confracts 23.2 356.9 - -
Prepayments and accned income 2.0 3.8 - 0.2
Amounts owed by joint ventures : 0.1 - - -
Amounts owed by subsidiary undertakings - -~ 585 1.9
Taxation - - 0.6 1.2
90.1 918 6.1 33
Amounts falling due after more than one year: ‘
Cther debtors : 28 27 - -
Deferred tax asset (note 8) 27 1.9 - -
5.5 4.6 -
95.6 96.2 6.1 3.3

14 Cash at bank, monies on deposit and in hand — Group

Cash at bank, monies on deposit and in hand is analysed in note 16 and includes the Group’s share of cash held by joint arrangements of

£38.0m (2C00: £30.1m). There are restrictions on these funds being transferred from the relevant joint arangement.

15 Bank loans and overdrafts — Group

2001 2000
. £m £m

Armourts faling due within one year:
Overdrafts 1.3 6.0
Bank loans - 3.0
Total borrowings 1.3 9.0

In 2000, bank loans of £3.0m ware secured 'on the assets of Costain America Inc.
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16 Financial instruments

An explanation of the Board's objectives, policies and strategies for hoiding and issuing financial instruments is set out in the financlal review
on page 13.

Short-term debtors and creditors, as defined in FRS 13, ‘Derivatives and other financial nstruments: disciosures’, have been omitted from
all of the financial instruments disclosures, save for those relating to curency risk.

a Liquiciity
The maturity of all firnancial liabiliies is shown in note 15.
B} Undrawn committed borrowings facilitiss

Undrawn borrowing facilities are available to the Group as sat out below. The conditions precedent to the availability of these facilities were
all satisfled at the balance sheet date.

2001 2000
£m £m
5 Expiring in one year or less ‘ _ 3.0 10.4
%g ¢) Interest rate risk
= :5, The Group's financial Hiabilities were all at fioating rate and denominated in the following curencias;
g2 2001 2000
23 £m £m
% g US dollers - 3.0
22 Stering 1.0 5.4
22 Otwr : - ) 0.3 0.6
§ 5 1.3 9.0

The interest rate on sterling denominated borowings is based on Base rate.

The Group's financial assets which comprised cast at bank, moenies on deposit and in hand were denormirated in the fallowing cumencles:

200t 2000

£m Zm

Stering §1.8 30.0
UAE Dirharms 2.2 3.4
Hong Kong Dollars . 29 16.3
Zimbabwe Dollars 0.4 0.2
US Dallars ) 0.4 0.2
Other 1.6 0.9
. £9.1 517

d) Currancy risk

At 31 December 2001, the net monetary assets denominated in currencies other than the functional curency of the operation involved
were Hong Kong doliar denominated net assets of £2.3m and US dollar denominatad assets of £2.5m in the books of sterling companies.
Forward cumency sale contracts of US Dollars totaling £2.9m were in place at the vear end as protection against curency fluctuations.

At 31 Decerniper 2001, the unrealised profit on the forward contracts was £0.1m,

g Fair value

The fair value of inanciel asssets and financial liabiites is the same as the book value.
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17 Other creditors
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Group Compary
2001 2000 2001 2000
£m £m £m £m
Armnourtts faling due within one vear:
Trade creditors €3.5 49,0 - -
Other creditors 8.8 108 0.5 -
Social security 2.9 1.7 - -
Credit balances on long-term contracts 214 27.0 - -
Accruals and deferred income 67.6 53.1 0.3 0.5
Amounts owed to subsidiary undertakings - - 108.4 87.3
Taxation 2.1 2.0 1.8 1.8
. 166.3 143.0 111.0 89.6
Amounts falling due after more than one vear:
Accruals and deferred income 0.5 0.5 - -
0.5 0.5 - -
18 Provisions for liabilities and charges — Group
' At beginning Provided Utilisect " Atend
of year . of year
: . .- £m £m 2m ’ £m
Engineering & Construction provisions 13.4 3.4 (5.6} 11.2
US Mining — reciamation and other provisions 0.3 0.1) 0.2
Void space 24 - (0.6} 1.8
Other provisions © 1.4 - {0.1) 1.3
17.5 34 B.4) 14.5

E & C provisions are in respect of liabiliies incurred on long-temn contracts most of which are estimated to be paid over the next two years.

Provisions for liabilities and charges - Company

US Mining provisions are mainly in respect of remedial costs, most of which are expected o be paid aver the next yaar.
Vold space provisions relate to costs of vacant properties. The provisions will be utilised over the next five years.
Cther provisions comprise remedial costs and litigation provisions that are expected to be utiised over the next year.

Al beginning Provided Released At end

of year : : of year

£m £m £m £m

Provisions against losses of subsidiary companies 3.2 1.1 (1.8) 2.5
Oiher provisions 0.8 - - 0.3
4.0 1.1 1.8) 3.3

19 Pensions

amounted to £4.4m (2000 £4.0m}.

The Group operates a number of pension schemes principally of the defined beneft type in the United Kingdom and overseas, under
which contrisutions are paid by Group undertakings and employses. The pension cost charge of the United Kingdom pension schemes

A full actuartal valuation of the United Kingdom scheme was carried out at 31 March 2001 and was updated to 31 December 2001 by a
qualified independent actuary, The major assumptions used by the actuary were {in nomingl terms):

31.12.2001 31.12.2000 31.12.1998
Rate of increase in pensicnable salaries 4.0% 4.0% 4.4%
Rate of increase in pensions in payment 2.5% 2.5% 2.9%
Discount rate B8.0% 5.9% £.2%
Inflation assumgption 2.5% 2.5% 2.89%
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19 Pensions — cortinued

The assets in the scheme and the expected rate of retum (et of sdministrative expenses) wars:
31122001 31122001  31.12.2000 31,12.2000 31.12.1993  31.12.190%

. Em
Equities 7.2% 206.4 7.4% 2315 7.2% 240.2
Bonds 4.9% 123.8 4.8% 1287 4.9% 17.2
Total market value of assets 330.2 3602 357.4
Actuarial value of fability {(316.7) 310.8) ' {300.7)
Surplus in the scheme - 13.5 49.4 8.7
Related deferred tax iabifity (4.0 {148 (7.0
Net pension asset ’ ) 9.5 ) 348 39.7
Movement in surplus during the year
2001 2000
C £m £m
Surplus in scherne at beginning of vear 494 5.7
Movement in vear (current service cost) : 4.3) 4.0}
Coniributions : 34 32
Net retum on assels 4.5 42
Actuarial loss : : : : (39.5) (10.7)
Surplus in scheme at end of year ‘ 13.5 49.4

The estimated actuarial valuation at 31 December 2001 showed a surplus of £13.5 million. The full actuarial valuation as at 31 March 2001
stated that the ermplayer contribution rate could remain at 9.6% of pensionable salaries until the completion of the next full actuariai

valuation to be carted out as at 31 March 2003, subject to actuarial review during this pericd. Employer contributions were pald at this
rate in 2CQ1. o ‘ .

20 Share capital of Costain Group PLC

2001 and 200Q
Authorised lssued ard
fully paid
£
Crdinary shares of 10p each 56,000,000 23,713,635

Cn 26 January 1988, Mr Ammitt was granted options over 774,648 Ordinary shares under the Costain Executive Share Cption Scheme,
The options lapsed as they were not exercised on or befors 31 December 2001, folowing Mr Amitt's resignation from the Compary on
30 June 2001. At 31 December 2007, options over & total of 15,000 shares [2000; 789,648 shares) were ouistanding as follows:

Erercise price Number of
per share shares

13 April 1994 £3.57 15,0C0
The options granted on 13 April 1984 are exercisabis up to 12 April 2004,

Date of grant

During the yaar, no options were granted under The Costain Group Performance Share Scherme. At 31 December 2001, no oplions
{2000: NI} were outstanding.

During the year no options wera granted under the Costain Share Saving Scherne. At 31 December 2001, opticns Over & total of 389,836
sharas (2000: 828,506 shares) were outstanding as follows:

Exercise price Number of
Date of grant ) per snarg shares
22 Novembper 1936 20.28 389,836

These options are exercisable up fo 1 July 2002.
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21 Reserves — Group

Snare premiurm account Profit and loss

Zm om

AL 1 January 2001 1193 {127.6)
Net exchange differences - (1.8
Profit for the financial vear - 8.3
Actuanial ioss recognised - {39.5)
Deferred tax - 11.8
At 31 December 2001 1193 (148.9)

The closing balance on the profit and loss includes £8.5m (2000: £34.6m), stated after deferred taxation of £4.0m (20C0: £14.8m) In
respect of pension scheme assets of the Group pensicn fund.

At 31 December 2001, the cumulative goodwill written off on acquisitions priar t¢ 1 January 1898 amounted to £3.3m (2000: £3.3m).
There are no significant restrictions on the ability to remit overseas reserves.

Reserves - Company

Shara premium account Profit and loss
£m £m
AL January 2001 119.3 (1261
Loss for the vear - 0.1
At 31 Decembar 2001 119.3 (126.2)
22 Reconciliations of movements in shareholders’ funds
] Group Cornpany
2001 2000 2001 2000
£m oM ] m
Profit/loss) for the financial year 8.3 51 (0.1} 2.2
Cther recognised losses in the vear {29.6) (8.4) - -
Net {reduction)/increase in sharehclders' funds (21.3) 3.3 0.1} 2.2
QOpening shareholders’ funds : 254 28.7 ) 26.9 24,7
Closing sharenciders' funds © 40 25.4 26.8 269
23 Contingent liabilities
Group Company
2001 2000 2001 2000
£m £m £m £m
Under guarantees of bank overdrafts, mortgages and loans:
To subsidiary underiakings - - 0.2 35
To joint ventures 0.2 1.7 0.2 1.7

Certain subsidiary undertakings have entered into cross-guararitess for loans and overdraft faciiies made available to the

Group and certain joint ventures. At 31 Decernber 2001, these Yiabiliies amounted to £0.2m (2000: £4.8m) and are included
or disclosed in these accounts.

The shares of Alcaidesa Holding SA held by Costain Alcaldesa Limited have been plediged as security for centain loans to
Alcaidesa Holding SA.

There are also contingent liabilities in respect of:

— creditors of joint arrengements which are less than the book value of their assets;
~ performance bonds and other undertakings entered inte in the ordinary course of business.
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24 Other financial commitments — Group

2001 2000
Other Other
Land and operating lLand and operating
buildings leases buildings leases
£m £m £m £m
Annual commitments under nen-cancellable operating leases expiring:
- within ane year - 0.8 - Q.4
— between one and two years - 0.9 - 08
— Detween two and five years . 0.5 0.7 0.1 0.6
— after five vears ) 28 - 30 -~
3.1 2.4 31 1.8
25 Notes to the cash flow statement
Reconciliation of operating profit/{loss) te net cash inflow from operating activities
2001 2000
“£m £m
Operating profit/{ioss) 22 {1.5)
Depreciation 0.8 0.9
Amounts written back to investments - {2.9) 0.7
Joint vertures {1.9) 1.3
Decrease/(increase) in stocks 08 .1
Decrease in debtors : 3.0 10.7
Increase/idecreass) in crediiors 204 2.8y
{Decrease)increase In provisions . (3.0 4.6
Net cash inflow from operating activities 19.4 9.0
Analysis of changes in net cash
At At
1 January . Currency 31 December
2001 realignment Cashfiow 2001
£m £m em £m
Casn {note 14) 517 0.4 17.0 69.1
Overdrafts 8.0 - 4.7 1.3)
457 0.4 21.7 67.8
Bank loans due within ore vear 3.0) 01 29 -
Net cash 42.7 0.5 24.8 67.8
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26 Principal subsidiary undertakings, joint ventures and joint arrangements

Percentage Courttry of
Activity of equity held incorporation
Subsidiary undertakings
Costain Abu Dhebi Co WLL Procass & Civil Engineering & Construction 49+~ UAE
Costain (Africa) Ld Helding & Property Company 100+ Zrmbabwe
Costain America Inc Holding Company 100+ USA
Costain Building & Civil Engineering Lid Civil Engineering & Construction 100+
Costain L1d Cwil Engineering & Construction 100+
Costain Construction Lid Conatruction 100+
Costain Dubai LLC Civil Engineering & Construction 49+* UAE
Costain Enginesring & Construction Lid Holding Compary 100
Costain Intemational Lid Civl Engineering & Gonstruction 100+
Cogigin Malaysia) Sdn Bnd Civit Enginsering & Construction 100+ Malaysia
Costain Ot, Gas & Process Lid Process Engingering 100+
Costain Oll, Gas & Process {Overseas) Lid Process Engineering 100+
Costain USA Inc Holding Company 100 LSA
County & District Properties Ltct Commercial Propedy 100
Costain dmbabwe (Pvt) Lid Civil Engineering & Construction 100+ Zimbabwe
Richard Costain Ltd Sanvice Company 100
‘Yahya Costain LLC Chvit Engineering & Construction A0+* _Orman
lssued share Percentage
capftal -of eguity Country of
£m held incomoration
Joint ventures
Alcaidesa Holding SA Residentla! Property 18.7 50+ Spain
Jalal Costain WLL Civil Enginesring & Construction 0.1 49+ Bahrain
HpC King's College Hospital (Holdings) ttd ~ Construction & Operation of Hospital 0.2 33+ UK

+ Equity capital held by subsidiary undertakings.

* Treated 28 subsidiary undertekings due to Costaln having dominant influence and contro! of the compaosition of the Board of Directors.

All undertakings are incorporated in Great Britain, except where otherwise stated, and operate mainiy in the courtry of incorporation with
the excaption of Costain Buiding & Civit Enginesring Ltd and Costain Lid which operate inside and outside of the UK and Costain
International Ltdt and Costain Oll, Gas & Process {Overseas) Ltd which operate in various counfries outside the UK. All holdings are of
ordinary shares except Richard Costain Ltd where Costain Group PLC hoids 1C0 per cent of the ordinary and preference shares. A full list
of Group companies will be included in the Company's annual retum,
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46 Notes to the a
ACCoOUNts — continued

26 Principal subsidiary undertakings, joint ventures and joint arrangements — continued

Percentage Country of
Activity of equity held Incorporaticn
Major joint arrangements
Anglo Japanese Contractors Joint Venture Civil Engineering 33 Hong Kong
Balfour Beatty-Cestain Joint Venture — Cardiff Bay Bamage Chil Enginesring 35 UK
Balfour Beatty-Costain Joint Verture — Portsrnouth Civil Engineering 850 UK
Black & Vieatch-Costain Joint Venture — Southem Water Asset Management 50 UK
Caostain-Bachy-O'Rourke Joint Venture - CTRL 1056 Civil Engineering 33 UK
Costain-China. Harbour Joint Venture Civil Engineering 50 Haong Kang
Costain-Nowest Holst Joint Vienture — Hungerford Bridge Civil Engineering 50 UK
Costan Of, Gas & Process Lid and UK Constructicn Lid
Joint Venture — Seal Reception Facilities, Bacton Process Engineering 50 UK
Costain-Skanska Joint Vsnture ~ A43 Dualing Civil Engineering 50 UK
Costain-Skanska Joint Venture - Coventry Shopping Centre Censtruction g0 UK
Costain-Skanska Joint Venture ~ Great \Weastem Hotel Construction 50 UK
Costain-Skarska Joint Venture — King's College Hospital Construction 50 Uk
Costain-Skanska Joint Venturs - Met Office Construction 50 UK
Costain-Skanska Joint Venture — Neorthgate House Censtruction 50 UK
Costain-Skanska Joint Venture ~ Uxbridge Shopging Centre Construction 50 UK
Costain-Skanska-Bachy Jeint Venture - CTRL 240 Civil Engineering 33 UK
Costain-Skanska-Mowlern Joirt Venture — A2M2 Civil Engineering ac UK
Costain-Taylor Woodrow Joint Venture — Jubilee Line Civil Engineering &0 UK
Costain-Taylor Woodrow Joint Veniure — King's Cross Civit Engineering 50 UK
Hochtisf-Costain Joint Venture — Winchester House Construction 50 UK
Mitsui-Costain Joint Venture Chivil Engineering 50 Hong Kong
Nishimeatsu-Costain-China Harbour Joint Venture Civil Engineering 33 Hong Kong
Nishimatsu-Costain Joint Venture Civil Engineering 50 Hong Kong
27 Related party transactions
The Group's related party transactions, as defined by FRS 8, and the nature of the relationships and the amounts involved are
summarised below:
Major
shareholders arangemnents Total
£m £ £
Sales of goods and services fo related parties:
Staff - 14.8
Management services -~ 0.8
Construction services and materisis ~ 1.8
Administrafive services ~ 2.4
- - 19.6

Balances with related parties at 31 December 2001
Amounts due to related parties
Amounts due from related parties

Balances with joint veniures are disclosed elsewhere n these accounts. Balances with joint arrangements are eliminated on consolidation.

Major sharsholders

Mohammed Abduimohsin Al-Kharafi & Scns WLL, Raymond Intemational WLL and Intria Barhad, are regarded as related parties of Costain

Group PLGC.
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Five year financial surnmary

summary

Turnover and profit

2001

2000 1989 1908 1997
£m £m £m £m £m
Tumover
Centinuing operations 457.1 381.2 3731 381.9 559.¢
Discontinued operations - - - - 11.5
457.1 381.2 373.1 381.9 5714
Cperating profit/lloss):
Continuing cperations 0.3 (2.8} 2.1 (2.7} (3.8)
Discontinued operations - - - 0.8 (2.2}
_ 0.3 (2.8) 2.1 1.8 (6.0)
Share of joint ventures 1.9 1.3 0.9 0.5) (1.6}
Net interest receivable/{payable) and ather similar income/{charges) 2.0 1.9 0.8 25 (1.5)
Cther finance incomes 4.5 4.2 3.2 - -
Profit on disposals of discontinued operaions - - - - 1A
Prafit on disposals of fixed assets - 1.8 1.2 0.4 086
Profit/loss) on ordinary activities before texation 8.7 6.5 6.4 0.5 (7.4)
Profitfioss) attioutable to Costain Group PLOC 33 B A8 0.4 (8.0)
Ordinary dividends - - - - -
Amounit retained/{deficit) for the year 8.3 8.1 4.9 oy} (8.0}
Famings/{loss) per share 2.5p 1.5p 1.5p 0.0p {3.5p
Summarised baiance sheets
Tangible assets 2.8 4.2 6.3 7.4 83
investments 8.8 75 4.1 4.0 25
11.6 11.7 10.4 114 10.8
Pension prepayment - - - 39.5 43,0
Other net current {iabilities)/assets (1.8) {(2.5) (7.8} {(4.9) 123
Total assets less curent fiabifities 9.8 9.2 26 46.0 66.1
Long-term liabiiities (15.0) (18.0} (13.2) {27.1) (468.4)
5.2) {3.8) (10.8) 18.8 19.7
Pension asset 9.5 34.6 39.7 - ~
Net assets including pensicn asset 43 258 29.1 18.2 19.7
Equity sharehalders' funds 441 254 287 185 181
Minority interests 0.2 0.4 0.4 0.4 0.6
4.3 25.8 29.1 18.9 19.7

The figures for 1996 to 2001 comply with FRS 17.
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Notice of annual general meeling

Natica i heraby given that the Annusl
General Mesting of the mermbers will be
held at Cne Great George Strest,
Wastminster, London SW1F 34A on Friday,
24 May 2002 at 11.00 a.m. for the
following purpcses:

Ordinary Business

1. To receive and adept the directors’
report and the audited accounts for the
year enced 3 December 2007,

2. To glect the following directors who offer
thernselves for re-election: a ~ Mr David
George Jefferies; b — Mr Stuart Jchn
Doughty; < ~ Mr Charles Joseph
McCale, d — Mr David Philio Allvey;

& — Mr Abdul Wahid bin Omar; :
f = Mr John Martin Bryant; g — Mr Basil
Kirn Vasiliou. Mr Vasiiou retires by
rofgiion under Aricle 81 of the Articles
of Association and Mr Jefferigs,

Mr Doughty, Mr McCole, Mr Allvey,

Mr Cmar and Mr Bryant retire undear
Ardicle 77, having been appointed since
the last Annual General Mesting, Each
re-election will be proposed and voted
0N 28 a separate resolution.

3, o re-appoint KPMG Audit Pic auditors
of the Company.

4, To authorise the diractors to determine
the remuneration of the Auditors.

Special Business

To consider and, if thought fit, to pass the
foliowing resciutions proposed as follows:

5. As an ordinary resolution;

THAT, in substitution for all subsisting
authorities, the directors be and they are
hereby generafly and unconditionally
authorsed 1o exercise al the powers of the
Company to allot relevant securities (within
the meaning of Section 80 of the
Companies Act 1885} up 1o an aggregate
nominal amount of £11m provided that this
authority shal! expire on 23 May 2007 save
that the Company may before such expiry
make an offer or agreement which would or
might reduire refevant securities io be
allottsd after such expiry and the directors
may allot relevant securities in pursuance of
such offer or agreerment as if the authority
confimed hereby had not expired.

6. As a specia resoltion:

THAT, pursuant o the authority conferred
on them by resolution number 5, the
diractors be and are hereby empowered
purstiant to Secticn 95 of the Companies
Act 1988 to allot equity securities for cash
fwithin the meaning of Section 94 of the
said Act) as if sub-section (1) of Section 89
of the said Act did not apply to any such
allotment provided that this power shall be
lirnited:

{8} 10 the alotment of equity securiies
pursuant 1o Aricls 119 (A) and/or in
conrection with & rights issue in favour
of the shareholders where the equity
securities respactively attributable to the
interests of ali such shareholders are
nroparticnate {as rearty 25 may be) to
the respective numbers of shares held
by themn subject to such exclusions or

other amangements as the directors may
think fit In conngitich with fractional
ertidernents or 'egat or practical problems
arising in connection with the laws of, or
requirernents of, any recognised regulatory
body or stock exchange in any temitory;
and .

{b) to the dllotment {otherwise than
pursuant to sub-garagraph (a) above) of
equity securtties up to an aggregate
noming! value of £1.6m

and shall expirs 15 months following the
passing of this resolution or, if earller, at the
conclusion of the next Annual General
Meeting of the Company after the passing
of this reschution save that the Company
may before such expiry make an offer or
agreement which would or might requirs
equity sacurities to be alotted after such
expiry and the directors may allot equity
securiies in pursuance of such offer ar
agreement as if the power conferred
hereby had not expired.

7. THAT

(a} the Costain Group PLC Long Term
incentive Plan {the Plan), a summary of
which is set out In Part | of the Appendix
1o the letter from the Chairman. of the
Remuneration Committee to
shareholders dated 19 April 2002, be
and is hereby approved and the
directors be and they are hereby -
authorised to do all acts and things
necessary to establish and camry # into
effect; and

{b) the directors be and they are hereby
authorsed to vote and be counted in
the guonum on any matter connected
with the Plan {except that no director
may vote of be counted in the quonum
in respect of his own participation) and
any prohibition on voting contained in
the articles of association of the
company ba and is hereby relaxed
accordingly.

3. THAT

{@ the Costain Group PLC 2002 Save As
You Eam Flan (the Plan), a summary of
which is set out in Part | of the Appendix
to the letter from the Chairrnan of the
Remuneration Committee to
shareholders dated 19 Aprl 2002, be
and is hereby approved and the
directers be and they are hereby
authorised o do all acts and things
necessary to establish and cary it intc
effact; and

{b) the directors e and they are hereby
authorised to vote and be counted in the
quorum on any matter connected with
the Plan {except that no director may
vote or be counted In the quorum in
respect of his own participation) and any
prohigition on vofing contained in the
articles of association of the company
be and is hereby relexed accordingly.

By Crder of the Board
Clive L Franks
Secretary

19 April 2002




4 9 Notes:

1. A member enditled to afiend and vote at
the meeting may appeint one or mare
proxies to attend and, on a poll, to vote on
his behalf. A proxy need not be a member
of the Company. Appointmsnt of a proxy will
not preclude a member from attending and
voting in person if he so wishas,

2. To be effective, a proxy and the
authority (if any) under which it is signed or
a notariaily certified or cffice copy of such
authority must be deposited with the
Company's registrars, Uoyds TSR Bark
Registrars, The Causeway, Worthing, West
Sussex BN99 60B no later than 11 am on
Wednesday 22 May 2002. A proxy may be
delivered by facsimile to the Company's
registrars, Lloyds TSB Registrars, facsimile
number 01903 702341} provided that:

(a) the facsimile is actually received
(whether or not it appears to the sender
o have kbeen received) by the
Company’s registrars no later than
11 am on Wednesday 22 May, 2002.

(b) the Chaiman or the Secretary or any
other person authonsed by the Board
for the purpose determinges in his sole
digcretion (such determination to be
conciusive) that such facsimile has
been transmitted in an acceptable
manrer including a determination that
such facsimile is complete and is ina
Clear and legiole form; and

2001
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{c) the criginal instrument appeirting the
proxy and the authority (if any} under
which it is executed or a notarially
ceriified or office copy of such autherity
must be defivered to the Company's
registrars, Uoyds TSB Registrars, The

: Causeway, Worthing, West Sussex,
[ BN93 608 no later than 10 am on
k Friday 24 May 2002.

3. The Company pursuant 1o Begulation
41 of the Uncertified Securities Regulations
2001, specifies that cnly those
shareholders registered in the register of
members of the company at €.00 pm on
Wednesday 22 May 2002 shall be enited
to attend or vote at the meeting in respect
of the number of shares ragistered in their
name at that time. Changes to entries cn
the relevant register of securities after

£.00 pm on Wednesday 22 May 2002 shall
be disregarded in determining the rights of
any person 1o attend or vote at the meeting.




o0 Financial
calendar

Half year resufts ~ Anncunced 31 August 2001

Full year results — Announced 27 March 2002

Report & Accounts — Sent to shareholders 19 April 2002
Annual General Meeting ~ To be held 24 May 2002

Analysis of Shareholders
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Centinuing
Shares Accounts (milions) %
institutions, companies and nominses:
Shareholdings 100,000 and over 78 304.5 90.3
Shareholdings 50,000 - 99,999 45 2.9 0.9
Sharsheldings 25,000 - 49,999 46 1.6 0.5
Shareholdings 5,000 - 24,599 136 1.8 0.5
Shareholdings 1 - 4,99¢ 359 0.4 2.1
individuals 14,496 26.1 77
15,160 337.1 100.0
" Secretary and Registered Office Registrar and Transfer Office
g Uoyds TSB Registrars
= Secretary The Causeway
= Clive L Franks Warthing
g West Sussex
£ Registered Office BN gDA
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