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Costain >Turnover up 17%:
highlights £543.4m (2001: £462.9m)

>Profit before tax up 30%:
£11.3m (2001: £8.7m)

>Earnings per share up 12%:
2.8p (2001: 2.5p)

>Net cash balances increased
to £71.3m

>Return to UK operating
profitability

>relationship
>value
>achievement
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David Jefferies
Chairman

30%

Increase in profit on
ordinary activities
before taxation

17%

Increase in
turnover

| am pleased to report that our
new strategy has brought clarity
to the Costain business. We are
now using tough benchmark
targets against which we
measure our delivery and | am
delighted to report that, on every
level, we are significantly better
than plan. The dual achievements
of 2002 were recovery of the
Group’s trading performance and
the re-establishment of its
reputation as a major name in
the industry.




Overview

For many decades, the infrastructure
of the UK, which is essential for our
continuing social and economic
success, has been underfunded. This
fact has at last been recognised by
the Government who are setting tough
targets for major improvements in the
Health Sector, Schools, Roads,
Railways, Water and the Environment.

Despite the current economic
downturn, the Government remains
committed to driving forward a
programme of improvements. It is
actively seeking to work with the
private sector in those areas where it
can be demonstrated that the
Industry can offer expertise and value
for money in delivering its objectives.
Costain is very well positioned to
assist in this major task.

Results and
finance

The Group made a profit on ordinary
activities before taxation of £11.3 million
(2001: £8.7m) which is a 30% increase
on last year's profit.

The turnover of £543.4 million (2001:
£462.9m) is up by 17% on the
previous year,

Eamings per share were 2.8p
{2001: 2.5p) which is an increase of
12% on last year.

No dividend has been recommended
for payment whilst the Group rebuilds
its financial resource, This matter is’
being kept under review,

The Group has no significant
borrowings and net cash balances

at the end of the year totalled

£71.3 million (2001: £67.8m), including
the Group's share of cash held by

joint arrangements {construction
joint venitures) of £27.6 million
{2001: £38.0m). This represented
a cash inflow during the year of
£3.5 million (2001: £25.1m inflow)
which was ahead of forecast.

Strategy

Following a.comprehensive review of
the Group's businesses a year ago,
we began the task of implementing a
new strategy for growth. The success
of turning the strategy into reality is
measured against the benchmark
targets, which have been put in
place. These targets include growth
in turnover for the Group of 15% per
annum coupled with a continuous
improvernent in profitability to 3%
profit before tax for our Group
operations over the five years of the
pian. We are ahead of our targets.

Our strategy and the resulting success
have also been recognised by the
London Stock Exchange. In 2002,
the Costain share price increased by
83% from 13.25p tc 24.25p in a
tweltve-month period. This was at a
faster growing rate than any other
publicly quoted UK construction
company. Whilst we are not
complacent, | believe this
demonstrates that we have acquired a
new following and fresh belief in the
Company’s ability to succeed.

in a number of areas, our position is
strong. We have 15% of the water
utilities capital programme with the
amount of worlk in that sector
increasing rapidly, We are at the
forefront of the UK Government’s
move to improve health and transport.
We have linked successfully overseas
with our major shareholder Kharafi,

we have produced several outstanding .

operational performances during 2002
to confirm our status as a high-guality
contractor and, most importantly,

we have substantially de-risked the
business. Our joint venture with
Banesto Bank at Alcaidesa in Spain
has made very significant progress
during the year.

With the Group performing well, the
Board has been able to spend some
time Jooking at a range of options
beyond the immediate pricrities,
which of course remain our primary
focus. It is clear that Costain has
regained a leading position in the
construction and contracting sector
and now has the potential to take
advantage of the current market
opportunities. Accordingly, we are
examining our financial structure and
also future opportunities to expand
into additional related activities where

we can exploit our core competencies.

Board and
Corporate
Governance

The Board is delighted to report that
athough our Chief Executive,

Mr Stuart Doughty, attaing the age of
60 years in September 2003, the
normal retiring age for executive
directors, he has agreed to continue
as Chief Executive to ensure the
delivery of the targets which he
helped to set for the Company.

in 2002, Charles McCole was
appointed to the Board as Finance
Director and John Bryant and Abdul
Wahid Omar joined the Board as
non-executive directors. Mr Omar
was appointed Deputy Chairman on
22 March 2002. | reported this in last
year's Annual Report as all three
Board members joined the Company
early in the year. Save for that, the
Board remained stable in 2002 and
the only departure was Basil Vasiliou,
who resigned as a non-executive

St Pancras Station

> Left
Rick Randall {left), Costain Project
Manager, pictured with Tim Smart,
URN Client Manager.

> Right
Contract 105 at St Pancras Station in
London - part of the Channel Tunne! Rail
Link project which features Costain as
one of the main contractors,
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director on 24 May 2002. The
Company is indebted to Mr Vasiliou
for his help and guidance during his
time with the Company.

As you will probably be aware, two
reports have recently been published
which broadly fall under the banner of
Corporate Governance.

First, the “Review of the role and
gifectiveness of non-executive
directors” by Derek Higgs. published
in January 2003 {the “Higgs report”)
and, secondly, the report by the
committee set up by the Financial
Reporting Council under the
chairmanship of Sir Robert Smith,
which jooked at audit committees
{the “Smith report”) and was
published on 20 January 2003.

| am pleased to say the Company
already cornplies with many of the
recommendations of the Smith report.
Some of the recommendations of the
Higgs report have proved controversial,
particularly the proposal to enhance
the role of the senior independent
non-executive director, which many
look upon as being potentially divisive
and damaging 1o board unity. This
Company does not appoint a senior
independent non-executive director for
the reasons set out in the Report of
the Directors. The Company already
follows some of the other
recommendations in the Higgs report
but, upon the adoption of these reports
into the Combined Code, we will, as

a Company, review the amendments
and make such adjustments as the
Board considers appropriate,

Share incentive
schemes

You will recollect that at the Annual
General Meeting last year the
members of the Company approved
the adoption of a Save As You Earn

Share Option Scheme {the “Scheme”)
and a Long Term Incentive Plan {the
“Plan”). Al employees are entitled to
participate in the Scheme so long as
they have been employed by the
Company for twelve months at the
time the invitation is issued. A total of
1,256 employees were entitled to
participate in the Scheme. The
take-up by employees was higher
than is usually the case with 494
employees expressing the wish to take
part in the Scheme which represents
some 39.33% of those invited to
participate. The average saving of
each employee is £106.0C per month,
which | understand is double the
usual saving for this type of scheme.
Total number of shares, subject to the
option, is 13,420,225 ordinary shares
which is equivalent to 3.98% of the
current issued share capital of the
Company. We are delighted with the
confidence that the employess have
shown in the Company.

The Plan was designed as an
incentive and reward to executive
directors and senior management for
meeting the objectives of the Group’s
business plan and thus enhancing
profitability. It also afigns the interest
of the executive directors and senior
management with those of
shareholders. There are twelve
participants in the Plan and the
number of shares subject 1o an
option under the Plan is 2,047,833
which is equivalent to 0.607% of the
current issued share capital of the
Company. Details of the perfermance
target is set out in the Directors’
remuneration report.

Staff

During 2002, the decision was taken
to move the headquarters of those
divisions within Costain Limited which
were not based in Maidenhead into
the Maidenhead office. The intention

‘was to create greater cobesion

Hungerford Bridge

> Right

Hungerford Bridge, one of London’s
landmarks, which was completed in
2002 by Costain in joint venture.

beiwean the various divisions of
Costain Limited and with Costain
International Limited and to achieve
economies and improve the efficiency
within the business. 1 am pleased to
say that the move has baen
successfully completed and is
bedding down well.

The financial results that the Company
has achieved is entirely down to the
hard work, competence and
commitment of the Costain staff and,
on behalf of the Board, | would like

1o express our thanks for the great
gffort that they have made on behalf
of the Company.

QOutlook

We are encouraged that central
Government is now delivering on its
commitment to investing in major
improvements in the Transport,
Ministry of Defence and Healthcare
sectors, in ali of which the Group has
significant involvernent.

Despite the downturn in commercial
and industrial sectors, Government
expenditure levels are now way
above the high of 1992 with
construction output running in excess
of 7% of GDP.

It would be inappropriate not to

- recognise the current economic

climate, however, | remain convinced
that the need to improve UK
infrastructure is so pressing that
programmes will continue as originalty
planned.

PR

David G Jefferies
Chaimman
25 March 2003




o >Key management
appointments

>Management systems and
controls strengthened

>Business “de-risked”: 85% of
forward order book consistin
of partnering/framework
contracts

>Asset management/
contracting proportion
ahead of target

Asset I\/lanagement
Klng s College Hospital
A43
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Graham Keegan, General
Manager Asset Delivery, United
Utilities said: ‘Costain has
demonstrated an open, honest
approach in working with United
Utilities in this Partnership’.




Lostock WTW

> Left
Costain’s Northern Regional Director,
Chris Tyerman (right), pictured with
United Utilities’ General Manager Asset
Delivery, Graham Keegan.

> Right
United Utilities, Lostock Water
Treatment Works, Bolton.
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King's Coliege Hospital Golden
Jubilee Wing completed ahead of
schedule and David Pokora, Chief
Executive of HpC King’s College
Hospital Limited, said: “The onsite
team’s whoie approach was perfect’.




King’s College Hospital
> Left

David Pokora, Chief Executive of
HpC King's College Hospital, pictured
with Jean Wright, Costain’s Healthcare
Director.

> Right
King's College Hospital's new Golden
Jubilee Wing, a PF| project built by
Costain in joint venture.
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>achievement

Transport Minister John Spellar
praised the work that went into
the A43 project and said: ‘The
positive comments we have
received from the industry and
the public are richly deserved’.
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: : o > Left
Highways Agency Project Manager
Operation Division, Graham Wright,
pictured with Alan Kay, Costain Project
Manager (left).
> Right

The A43 road project completed
August 2002,
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12 Business The Group took decisive steps
review by in 2002 to reinforce and further
Stuart Doughty implement the Costain strategy,
Chief Executive which for the past 18 months

has provided the platform and

direction for future growth. The
results, showing improvements
in profit and turnover whilst
sustaining the same high level
of cash, have given us the
opportunity to look at the Group’s
longer-term strategic direction
and | deal with this in more
detail later. First, a look at the
environment in which we are

83 §) / operating and the exciting

(0) opportunities we believe it affords

Increase in share to the Group going forward.

price over the year

12%

Increase in earnings
per share
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2002: A year of
achievement

The UK construction industry has a
total annual tumover of £65 billion. It
comprises a large variety of work in
terms of size and nature, ranging from
small local challenges through to
massive national infrastructure
schemes which impact on a nation’s
shape. Whilst the opportunities are
numerous, speed of delivery is
becoming an increasingly important
issue in the Government’s
procurement process, with a far more
mature approach being adopted in
locking for best out-turn value rather
than lowest tender cost. A disciplined
approach to service delivery rather
than contractual protection is at the
heart of the new philosophy and we
have taken great care to position
ourselves at the forefront of this
market.

In 2002, there was considerable
activity in a variety of sectors,
particularly in healthcare, with the
advent of ProCure 21 and in
transport infrastructure with the
introduction of ‘early contractor
involvement’. The temptation to
pursue many different types of
projects on a lump sum fixed price
basis was indeed great. However, at
Costain, we had clearly stated in the
strategy that we would identify and
focus on certain sectors and only
work for enlightened clients who
understood the bensfits of partnering
type arrangements.

We have not veered from this policy.
High-risk fixed price contracts have

been avoided or rejected. The
industry has experienced the pain of
these projects and this Company will
no longer embark on such potentially
damaging ventures to both the client
and the contractor. This is encouraging
a closer relationship with ali parties to
any contract - the designers, the
subcontractors and the service
providers - producing a cohesive
approach with a single point cf service
to the ultimate user. This philosophy
has become pivotal in turning Costain
around. We are still, however,
principally a contractor and will
maintairt our focus on the utilisation of
core skills and avoid the dilution of
that focus by moving into other
peripheral sectors which fall within the
market, eg rail maintenance and
facilities management,

Transport and healthcare, coupled
with the utilities market and the
provision of good quality service, have
been very much the recent focus of
Government attention. In particular, it
has allocated considerable funds, in
excess of £2 billion per year in each
sectar, to the delivery of better quality
roads and hospitals over the next

two years,

In transport overall, the Government is
committed 10 a spending budgst of
more than £180 bilion over a ten-year
period funded from a combination of
public and private investment. This
includes more than £22 billion on
strategic roads. The road building
programme has been slow to
progress but, in the last year, we have
witnessed an increase in pace and we
have tendered for a number of projects.

This Company is one of the UK's
major road-building contractors. Our
relationship with the Highways Agency
{(HA) is strong and it has been one of
the first Government agencies to utilise
earty contractor involvement, where the
suiccessful contractors are engaged
early in the process of the initial

design and planning of the scheme.
This ensures all parties are committed
to the same end result with
commencement on site starting over a
year in advance of the more traditional
route. The first of such schemes is the
A303 Stonehenge, which we have
been awarded in joint venture.

The HA is one of those enlightened
clients which has gained a reputation
for working in partnership and, in
2002, we formed a highly successful
combination to prepare the A43 in
time for the British Grand Prix.
Costain, its joint venture partner and
the HA received Government praise
and | am confident that the A43 will
act as an exampie of how, with a
conscious attempt being made to
resolve outstanding issues in an
expeditious way and maintaining an
excellent relationship with all affected
parties, we can deliver a scheme of
such magnitude in a considerably
shorter time than was originally
considered possible.

fn the Railway sector, the Government
is also committed to a very
aggressive expenditure profile in both
maintenance and capital works. We
have decided against any involvement
in maintenance due to the high entry
costs and reducing margins.

Ormskirk Hospital

> Left
Kit Bennett {left), Finance and Programme
Director for Southport and Ormskirk
Hospital NHS Trust, pictured with Simon
Dolan, Contracts Manager for Costain
Northern Region,

> Right
Artist’s impression of Ormskirk Hospital,
part of ProCure 21.
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However, we are currently involved in
carrying out capital work of some
£700 million in joint venture on the
Channel Tunnel Rail Link and Kings
Cross Station Development. Due to
the scope and compiexity of the
projects, coupied with the need to
achieve tight delivery schedules, we
have adopted a partnering style of
approach and are successfully
tackling the inevitable problems

of dealing with such complex
schemes in high-density populated
areas combining the extremes of
civil engineering skills with a
sympathy for listed building
restoration work,

The Government's piedge to improve
the nation's health service has been
well documented. The Capital
Spending review in 2002 indicated
capital investment in the health sector
is set to rise from £2.3 billion in
2002/03 to £4.2 billion In 2005/06
and to over £6 billion in 2007/08.
The Government has committed itself

) delivering 7,000 new beds, 500
-ne-stop primary care centres, 3,000
modernised GP practices and 100
new hospitals by 2010,

This strategy has already had a major
impact on the industry in terms of
procurement and delivery, Costain is
well placed to take advantage of
these opporiunities and was
successful in being one of the
contractors to be appointed to carry
out new hospital work in the North
West and the Midlands under the
NHS ProCure 21 initfative.

| have stated that, in addition to the
right markets and clients, we must
have the right Costain pecple. We
have already concentrated our
considerable expertise {0 focus on
transport and infrastructure and are
recognised as one of the leading road
contractors both in the UK and
overseas. However, in healthcars,
whilst we possessed the building
skills, we were not so well equipped
with staff able to manage the
interface between ourselves and the
end user. The recruitment of people in
this area has been crucial to the
development of the Company.

Consequenitly, we appointed Jean
Wiright as Healthcare Director, a
position unigue in the UK construction
industry. Before joining Costain, Jean
had spent her working life with the
NHS and is now advising beth our
FFl and Building teams in forming
new relationships with Heaith Trusts
around the country, which will be very
valuable to us in the future.

We have continued to strengthen our
resource in other key areas as part of
an on-going recruitment campaign.
Moreover, we have also invested in
systems and training. Indeed over the
next three years, we will be investing
up to £3 million in the IT infrastructure
needed to achieve consistent best
practice throughout the whole
business.

We have focused on six major
disciplines including supply chain
management and risk management,
each sponsored by a member of
the Executive Board. We have
produced a supply chain
management strategy, which reduces
the number of Costain suppliers and
sub-contractors and focuses on
building relationships, leading to
much better guality products and
service on site and reduced costs.

Adhering to the Costain strategy
requires, and will continue to take,
constant supervision and stringent
management discipline. We have
identified the markets, the clients and
their needs, We have, through
training, systems and recruitment, the

‘right people in place to meet those

needs and become an integral part of
the client’s operation and not a
separate entity offering a detached
service. The process is working. We
have clarity not confusion and the
opportunities for the future are wide-
ranging and exciting.

Current trading
and prospects

The UK construction industry is
experiencing a considerable increase
in activity. Costain will pursue only
those contracts where our particutar
skills can be profitably utilised to the
full. Our experience and expertise
have been recognised worldwide and
we have been awarded a number of
prestigicus projects both in the UK
and overseas.




We have recently been awarded the
£38.5 million design and build
contract to improve the A34
Chieveley/M4 Junction 13. The
scheme will include a new 3km

A34 dual carriageway, which will
pass under the M4. In addition, we
have been awarded a £10 million
contract for the reconstruction of the
M4 between junctions 5 and 7.

In our Building Division, we have been
named the preferred bidder for the
construction of the Diamond
Synchrotron Light Source (£70m) —
the largest scientific facility to be built
in the UK for 30 years. The facility, to
be built near Didcot in Oxfordshire,
will produce pinpoint ultraviolet and
X-ray heams of exceptional brightness.
These highily focused light beams will
enable scientists and engineers to
probe deep into the basic structure of
matter and materiais, answering
fundamental guestions about
everything from the building blocks of
life to the origin of our planet. It is a
prestigious project and will provide an
opportunity to highlight our building
skills to the nation.

Cverseas, the Company, in a joint
venture with Banesto Bank, owns
over 2,000 acres of development land
at Alcaidesa, Spain (twenty minutes
to the east of Gibraltar and adjacent
to Sotogrande) on which we will be
building a very prestigious
development aver the course of the
next ten years. We have focused on
building the infrastructure during the
last year and working closely with the
local planning authorities and, in the

latter part of the year, secured
approval to carry out the first major
tranche of developrment including
1,780 homes, three hotels and a
further golf course. The programme
of cautious development by either
conditional sals, development by
others or development of the site
using our own resources, will now
proceed over the nexi few years.

Also in International, we continue to
benefit from our relationship with
Costain major shareholder Kharafi,
with the award of the Palapye
Sanitation project in Botswana and a
number of other projects being
discussed in Botswana and the
Middle East. Due to the strength of
the brand and our recognised past
experience, we are being invited to
join many joint ventures involved in
major infrastructure schemes in Africa,
the Middle East and the Far East.

| make no apology for my continual
reference to focusing on the right
sectors, clients and contracts.

A perfect example of a contract,
recently won, which fits all those
criteria is the £28 millicn extension of
the Port of Felixstowe's Trinity
Terminal for Hutchison Port Holdings.
We have worked with the client
successfully on a number of projects
over many vears. It is a long-term
relationship based on unity not
conflict with all parties committed to
one goal. We have recently, also with
Hutchison, embarked on Phase ll at
the Freepert Container Port in the
Bahamas.

The NHS is pursuing similar
relationships with contractors and the
health sector, as already stated, will
be a major market for construction
companies. We have in recent times
secured good contracts in several
parts of the country and progress will
be maintained in both traditional and
PFl healthcare sectors.

Another recent step forward for the
Company was the award of a
contract by the Government io
refurbish a number of Job Centres,
This was of significant value because
it involved the Scuth East region, an
area where we are keen to expand
with the right type of clients - such as
the Department of Work and
Pensions and the Department of
Social Security.

There are a number of other major
opportunities that we are currently
pursuing and | am pleased that we
have maintained steady progress in
all our endeavours. The results reflect
a return to profitability in the UK whilst
maintaining a high level of cash
generation derived from a lower risk
and more sustainable workload. This
is entirely compatible with the
Company strategy and we have not
sacrificed overall direction for the
sake of high-risk projects, which
might add to the turnover in the
short-terrn but may incur substantial
financial penatties at a later date.

international

> Left
The Information and Broadcasting
Headquarters, Botswana.

> Right
Costain Project Director, Peter Thomas,
pictured with Gillian Sharpe, Project
Manager for the Ministry of Works
transport and communications.
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Safety and
Environment

Whilst conscious that our overall
Drocesses were in order ragarding the
necassary procedures, 10 further
improve buy-in from all our site
operatives we initiated a campaign -
BE SAFE - which was launched
following detailed consultations with
our site teams and those of our sub-
contractors. The aim was 10 change
the phitosophy of safety into a cultural
issue and aiways keep the issue of
safety in the minds of our operatives
on site, We asked for suggestions
frorn operatives on how the profile of
safety could be further raised. As &
result, many of the comments have
now been incorporated into our
procedures. Other improvements
include placing a greater emphasis
on promoting control of health
related issues.

However, despile achieving progress,
it was with deep regret that we had
1o record the death of Mr Altun, a
welder working on a joint venture
petween Norwest Holst and Gostain.
This tragic event reinforces the
commitrment of both Costain Group
Main and Executive Boards to
rnaintaining 2 strict policy an heatth
and safety, As part of that policy, we
have recruited four more Health and
Safety graduates. This is in addition
10 our continuing commitrnent for a
fully trained workforce. :

Opgrational
review: Asset
management

We actively pursued the Agset
Management market, particularly the
capital programme for major
infrastructure providers. As the
relationships mature with Wessex,
Southern, Thames, United Utilities
and Yorkshire Water, we are now
working even more closely to set
targets for the next round of the
capital programme - ANMP4. Wore
importantly, the relationships ares such
that we are now looking at other
opportunities working on & joint
venture basis with these clients.

We are now close to achieving 40%
of overall turnover on contracts,
adopting framework mechanisms as
the basis of procurement. As the
pressure builds up to compleie the
AMP3 works to satisfy the regulatory
requirerments, so indead the volume
of work being released is aiso
increasing. Fach contract varies in
size between £100,0Q0 and

£10 milion and therefore our qverall
objective of having 50% of our
husiness involved in Asset
Management is well within our sights.

Building

The Building Division experienced
major change in 2002 with NMark
Gordon appointed as Managing
Director and new Regional Directors
for London, Midiands and Southern.
One of the priorities in the Division was
to blend this new capability with the
existing and valued Gostain Building
personnel. This nas heen
accomplished. We also welcomed our
Healthcare Director and a new
Cormmercial Director. Each of these
individugls is clear on the aim of the
Building Division, which is 10 deveiop a
portfolio of projects based on
parinering relationships with key
clients. Parficular care will be taken 10
ansure all new contracts have an
appropriate halance of risk to reward
and we will continue to reject work
which does not meet that strict
criteria.

Key successes in 2002 included being
appointed as one of the five principal
supply chain partners on ihe NHS's
ProCure 21 pilot project operating I
the North West and Midlands.
Qualifying as one of the partners was
extremely encouraging and | arm
pleased to report that we now have
secured the Ormskirk Hospital {£12m)
and others are under negotiation. We
are progressing well with the
strengthening of our relationships

with the NHS Trusts. In addition,

we have also secured work at St
Bartholomew’s Hospital in London
{£8mm} and been awarded the contract
{£13.5m) to build a diagnostic and
treatment centre and & two-starey
ward building at the Royal Shrawsbury




Hospital in Shropshire. The latter is
particularly pleasing as it was the first
contract won by our Midlands office
which opened in March 2002. It was
exactly the start that we wanted for
the region and now places us in a
strong position for more local work
especially in the health sector.

As pait of our philosophy, we have
continued to pursue Tesco and
Waitrose where we remain Term
Contractor in the East for the former
and have successfully built a flagship
store at Cheltenham for the latter
which will act as a benchmark for
future developments in the sector.

Civil
engineering

Another chapter in Costain civil
engineering excellence was
hightighted when we prepared the
A43 in time for the British Grand Prix.
Cur efforts were praised by the
Government and the success has
resulted in another excellent addition
to our roads portfolic. The A2/M2
joint venture is proving equally
impressive and, in summer 2002, the
new 950-metre Medway viaduct was
formally opened by Parliamentary-
Under-Secretary for Transport, David

Jamieson. We will complete the
contract during 2003.

At Warrington, we completed the new
MB2 junction 8 which will give direct
access to the forthcoming Omega
project - a 226-hectare mixed-use
development proposal that will

include offices, production,
technology and distribution space.

It is estimated that over the 25-year
life of the development, Omega will
bring 12,000 jobs to the region. The
Costain construction work has played
a major part in bringing this
development to life,

Generally, the roads sector has been
strengthened in recent times by a
Government pledge to spend

£5.5 billion an a number of major
national and local transport measures
to tackle congestion and improve
safety and refiability. The A303, which
we have been awarded in joint
venture, is one of the designated
projects. As a leading UK road-
builder, we lock forward to tendering
for more of these schemes and
working with the Government in
tackling the problems on our roads.

Railway work has increased in
importance to Costain, Award of the
fit-out work for the Channel Tunnel
Rail Link at St Pancras has produced
£311 million of work at the station
and Network Rafl's award in
November of the relining of Strood &
Higham tunnels in Kent is an

£18 million contract for a strategically
targeted client. The tunnel-baring
machine for the CTRHL contract
(Stratford to Barking) was launched in
December and successfully mined
under the Central Line tunnels, At
King’s Cross, we have now been
awarded all stages of the phase one
modernisation contract which is
progressing satisfactorily.

On the Marine side, we have secured
the new contract for Hutchison Port
Holdings to provide a £28 million
extension of the Port of Felixstowe's
Trinity Terminal. | should also, at this
point, praise our Maring people for
their work on the Hungerford
Millennium Bridge Project. The Bridge,
in the heart of London on the River
Thames, opened in the autumn and
consists of two symmetrical
footbridges. Costain, in joint venture,
overcame a number of cbstacies and
produced what has become one of
London’s most attractive new
iandmarks.

International

Cur business in Southern Spain,
focused on Alcaidesa, is proving a
tremendous success. We hold a 50%
interest in Alcaidesa Holding SA, a
residential and leisure company. The
first phase of the development
scheme, as reported in previous
annual reports, has resufted in a good
level of house and individual buiiding
piot sales being compieted and an
on-going building programme of
housing projects has been agreed.
We now have all the required
consents to Alcaidesa’s Master Plan
proposals 1o take forward the second
phase of the project. These consents,
on a site of 186 hectares, permit the
consfruction of three hotels, part of 2
proposed new 18-hole golf course
with clubhouse facilities and
approximatety 1,780 residential units
to be built in the Andalucian ‘pueblo’
style of development.

Met Office

> Left
Geoff Hunt {left), Costain-Skanska Joint
Venture's Project Manager - Met Office,
presents the keys to the first computer
hall at the Met Office to Alan Douglas,
Met Office Relocation Director.

> Right
The Met Office under construction.
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in consequence, the sale of one hotel
sits to a major Spanish hotel operator
has now been signed and the
operator will build a 300-bed, low-rise
four-star facility on a site fronting the
sea and the existing Alcaidesa links
goff course.

Alcaidesa will also continue to build
guality housing in its own name, but
recognises the risk associated

with large scale speculative
schemes which are subject 1o
market change and the general
economic health of the European
target market,

To dilute that risk and at the same
time secure profits from development,
a joint venture has been formed with
a major Spanish residential developer
to build 400 housing units over the
next four years. The benefits of this
venture will accrue over the build-out
period and assist in safeguarding
Alcaidesa’s future profits and cash
flow.

Master Plan proposals for phase
three of the scheme are well
advanced and it is hoped that all
necessary consents will be obtained
during the course of the year. The
third phase of a 100-hectare enclave
should permit the building of a further
1,200 residential units with some
commercial facilities and the
remainder of the new 18-hole golf
course forming part of phase two.
Longer-term development proposals
for a fourth phase on a 208-hectare
site will be brought forward over the
next two years.

Europe aside, the Board has a plan for
targeting clients and countries that are
familiar to Costain and selecting
projects with commercially acceptable
terms and manageable risks. In
particutar, partnering relationships will
be addressed by working with one or
more of the three main Costain
shareholders - Intria, Kharafi and
Raymond - as well as existing regional
strategic partners such as China
Harbour Engineering in Hong Kong.

Projects successfully completed
during the year included the new
radio and TV broadcasting complex
in Botswana in joint venture with
Kharaff, the KCRC Pat Heung Rail
Maintenance Centre in Hong Kong
and the 70-kilometre Ngezi Road
project in Zimbabwe.

Projects under tender include the
£500 million plus Stonecutters Bridge
in Hong Kong where we are seeking
to bid with our partners China
Harbour Engineering and NKK of
Japan in limited competition for what
will be the world's longest cable-
stayed bridge. COGAP is preparing a
tender for the £140 million Das lsland
Fourth Train project in joint venture
with JGC. Three health sector
tenders have been submitted in joint
venture with Kharafi in Botswana and
a further two are under preparation.

We have been awarded a drainage
project in joint venture with Kharafi at
Palapye in Botswana, valued at
approximately £20 million, and we
also secured the expansion of
Victoria Falls Airport in Zimbabwe,

The political situation in Zimbabwe is
uncertain and obviousty we are
closely monitoring developments.
However, our exposure is limitec and,
at present, our construction activity
progresses well. We must accept
that all international operations are
subject to extreme change in terms
of political landscape and we will
therefore take great care 10 ensure
that all risks are understood and
appropriate measures are taken to
avold any impact on the Company.

We continue to proceed with caution
recognising the benefits of the
associafion with our major
shareholders and joint venturing with
partners of long standing and strong
track records of success.

PFI

Our major £76 million PF| King's
College Hospital project in London in
joint venture progressed extremsly
well during the year and the Golden
Jubilee Wing was completed ahead
of schedule to the great satisfaction
of the client. This success enabled
patients 1o move into the new
facilities two months early. To record
such a quality performance is
extremely pleasing for all concerned.
This is exactly the type of reference
we need to produce for our
healthcare portfoiic.

Looking to the future, we expect to
be appointed Preferred Bidder (in
partnership) for Kingston Hospital and
we are Preferred Bidder on two
Intermediate Care Homes in Kent.




We are making progress with several
other PRI Healthcare schemes,
including two currently in the final
campetitive stage of bidding.

We remain as a shareholder in
Bridgend Custodial Services

{HM Parc Prison, Bridgend) and the
Hospital Partnership Consortium
(King’s College Hospital).

Construction in joint venture of the new
Met Office headquarters in Exeter is
progressing well and is ahead of
schedule, much to the delight of the
client. The topping out ceremony to
celebrate completion of the structure
was held in December 2002.

Costain Oil,
Gas & Process
(COGAP)

In the early part of the vear, we
further strengthened our
management team and introduced
Bill Dubé as Managing Director. The
order intake for COGAP during the
year included the Major Plant
Overhauls Terrn Contract for ADGAS
by the Abu Dhabi operation. COGAP
has ernbarked on a business strategy
of addressing additional markets
beyond the traditional oil and gas
sectors through our proven
competencies in engineering,

design, project management and
procurement. We are planning to
leverage into further opportunities
within the cil and gas sectors as well
as chemicals, water, consultancy and
further shutdown/maintenance
coniracts.

Construction was completed on two
further NTS Compressor Stations at
Cambridge and Nether Kellett with
successful 24-hour reliability runs.
Commissioning has commenced and
final performance testing took place
in March 2003.

COGAP successfully shipped the
largest Nitrogen Rejection Unit of its
kind to the end client, Lasmao in
Pakistan. Construction work is
substantially complete and COGAP
personnel are now assisting the client
with final commissioning. On Das
Island {ADGAS), the gas facility off
UAE with over 3,000 employees, we
successfully completed a six-week
shutdown with an unblemished safety
record and an excellent financial result
and have now negctiated a further
three years of maintenance work.

The £65 million Rivers Fields contract
to engineer, procure, construct and
project manage for Burington
Resources is proceeding well.

The project has an excellent safety
record with no incidents in more than
a year of site work, Civils work is
being undertaken in-house and is

on programme. The project is

on course to deliver gas on the
original programme date of
mid-December 2003,

Conclusion 19

Al in all, this has been a very
successiul year, particularly regarding
the type of work we have secured
and our continuing success at
leveraging the brand to build a solid
platform for future profitable grawth.

Qur strategy, the successiul
implementation of which has been
reflected in virtually a doubling of our
share price over the year, is robust
and differentiates us from our
competitors in that we are adhering
1o those sectors with considerable
growth potential in a focused way
and strictly adhering 1o a low-risk
policy. | feel confident that focusing
predominantly an contracting and
indigenous growth whilst also
considering any new cpportunities
that present themselves will hold us
in very good stead for the future.
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Stuart J Doughty
Chief Executive
25 March 2003

Alcaidesa

> Left
José Manuel Azcona Peribanez (eft),
Development Manager for Banesto Bank,
pictured with Stuart Doughty, Costain
Chief Executive, at the Alcaidesa
develapment.

> Right
The Alcaidesa development on the
Costa del Sol in which Costain has
a 50% interest.




20 Financial Profit before tax has improved
review by by 30% to £11.3 million
Charles McCole (2001: £8.7m) on a turnover
Finance Director ncluding joint arrangements

(construction joint ventures)

up 17% to £543.4 million

(2001: £462.9m).

Net interest receivable amounted
to £1.4 million (2001: £2.0m) and
other finance income amounted
to £1.9 million (2001: £4.5m).

The tax charge on profits of
£1.8 million (2001: £0.5m) is
an effective rate of 16% and

reflects the utilisation of Group
£703m tax losses.

Work in hand Earnings per share increased

12% to 2.8p (2001: 2.5p).
£3.0m

Positive net assets
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2002 iHOd3aH IYNNNY O1d J4NOHD NIVLSOD

>




Cash flow and
borrowings

Despite the changing profile of the
business towards framework/
partnered reimbursable contracts,
the Group achieved a cash inflow
during the year of £3.5 million
{2001: £25.1m) that brought the net
cash position to £71.3 million
(2001: £67.8m). The net position
includes £0.5 million of overdratts,
which should be repaid during the
year leaving the Group with near
to zero gearing.

Order intake

Order intake improved significantly
during the year with a work-in-hand
pasition of £703 million {2001: £570m)
at the year-end.

Awards since the vear-end and growth
in existing contracts have increased
the work-in-hand position to a sum
approaching £1 billion with at least
85% of the order book being secured
on a framework/partnered format,
thus fully aligning with Group Strategy.

’
Shareholders
funds
The Group has positive operating net
assets of £3.0 million (2001; £5.2m
liabilities) for the first time in years.
However, the impact of the deficit
in the pension scheme, which under
FRS 17 is included in the balance
sheet produced a negative shareholders
funds position of £21.2 million
(2001: £4.1m pesitive}. The Group
adopted FRS 17 in full in 2000 to give

]

a fairer view of the pension pasition
but, the volatility in the market, has
created significant fluctuations.

The value of assets of the pension
scheme has fallen by 9.9% in the
year to December 2002, following
negative returns on the equity
markets. To stabilise the pension
liabilities, we have increased
contributions tg the pension scheme
from both employee and employer
and we intend to cap pensionable
salary increases to inflation.

Shareholder

return

The market price of the Group
ordinary shares at the close of the
financial year was 24.25p, reflecting
an 83% increase for the year as
against a 25% fall (source: Datastream)
on the FTSE Allshare index over the
same period.

Treasury

The Group holds financial instruments
for two main purposes: to finance its
operations and to manage the interest
rate and currency risks arising from
its operations and its sources of
finance. Various financial instruments’
- for example, trade debtors, trade
creditors, accruals and prepayments
- arise directly from the Group's
operations. The Group finances

its operations through a mixture of
working capital and bank borrowings.
With the Group's low level of
borrowings, the main exposure to
interest rates fluctuations arises from
the surplus cash, which when
available is generally deposited with

one of the Group's relationship
banks.The Group has borrowing
facilities with its relationship banks to
a maturity date of 31 March 2004. In
addition to its borrowing facilities, the
Group alsg enjoys contract bonding
facilities with its relationship banks
and St Paul Surety Europe Limited,
both of which facilities subsist until
31 March 2004.

The Group has transactional currency
exposure arising from commercial
activities overseas by subsidiaries in
currencies other than the subsidiaries’
operating currencies. In such
circumstances, the Group requires its
subsidiaries to use forward currency
contracts to minimise the currency
exposure unless a natural hedge
exists elsewhere within the Group.

Going concern

The Directors believe, aiter due and
careful enquiry, that the Group has
sufficient working capital for its
present requirements and, therefore,
consider it appropriate to adopt the
going concern basis in preparing the
2002 accounts.

b A A

-

Charles McCole
Finance Director
25 March 2003

COGAP

> Left
Mark Kingsley {left}, the Burlington Project
Manager, pictured with John Parr, Project
Director, COGAPR

> Right
The Rivers Fields Development Project,
Cnshore Gas Terminal, Barrow-in-Furness.
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22 Board of

BOARD OF DIRECTORS
COSTAIN GROUP PLC ANNUAL REPORT 2002




01 David G Jefferies
CBE, FREng, FIEE (Hon), CCMI,
DTech {Hon), LLD (Hon@@@®
Non-Executive Chairman (2001)
Age 69. Formerly Chairman
National Grid Group Plc
{1989-1998) and Non-Executive
Director and Chairman of Viridian
Group Plc {1992-1999). Chairman,
24/Seven Utilities Services Limited
(1990-2002). Chairman of Smart
Logik Plc {2000-2002). Formerly a
board member of the Strategic Rail
Authority, Co-Chairman Indo British
Partnership. Board Member of the
Roval Institution.

02 Abdul Wahid Omar
FCCA @
Non-Executive Deputy Chairman
{2002)
Appointed 21 January 2002
Age 39. Managing Director/Chief
Executive Officer of United
Engineers {Malaysia) Berhad and
Executive-Vice Chairman of
Renong Berhad, a Non-Executive
Director of Intria Berhad, Plus
Expressways Berhad,
Pharmaniaga Berhad and Projek
Penyelenggaraan Lebuhraya
Berhad, all of which are Kuala
Lumpur Stack Exchange listed
companies.

03 Stuart J Doughty
BSc, CEng, FICE
Chief Executive (2001)
Age 59. Non-Executive Chairman
of Alstec Group Limited. Formerly
Managing Director John Laing
Construction Limited (1985-1986),
Director of Tarmac Construction
Limited (1987-1991), Director .
Alfred McAlpine Construction
Limited (1992-1994), Director
Hyder Plc (1995-1997) and Non-
Executive Chairman Kennedy
Construction Group Limited
(1998-2001). Chairman Trade
Partners UK and member of the
ECGD Export Advisory Council.

04 Charles J McCole
BA, CA
Finance Director {(2002)
Appointed 25 March 2002
Age 50. Formerly Finance Director
of Sodexho UK (1994-2002).

05 Saad Shehata
BSc @@
Non-Executive Director (1997)
Age 77. Sole Principal in Saad Y
Shehata, engineers.

06 Mrs Leslie Rogers
BA, MBA ®@®
Non-Executive Director (2001)
Appainted 9 January 2001
Age 44, Director of Raymond
International WLL.

07 Frederick William Ballard
OBE®@®
Non-Executive Director {2001}
Age 64. Formerly Director of
Alstom Power Conversion Limited
(1986-2000). Chairman of United
Kingdom Airports Group.

08 Aminuddin Yusof Lana
BCA, ACA, ACIS@®
Non-Executive Director (2000)
Managing Director of Intria
Berhad; formerly Managing
Director of Renong Berhad
(1990-1993), Director and
subsequently Group Managing
Director of Faber Group Berhad
(1990-1994) and Managing
Director Metacorp Berhad
(1995-1996), all of which are
Kuala Lumpur Stock Exchange
listed companies.

02 David P Allvey
FCA, ATII®@®
Non-Executive Director (2001)
Age 58. Non-Executive Director of
Britannic Plc, Intertek Plc and
William Hill Plc. Board member of
the UK Accounting Standards
Board. Farmerly Group Finance
Director Barctays Bank Plc
(1999-2000), Chief Operations
Officer, Zurich Financial Services
AG and Allied Zurich Plc
(1897-1989), and Group Finance
Director of BAT Industries Plc
(1989-1988} and Non-Executive
Diractor of McKechnie Group Plc
(1993-2000).

10 John Bryant
MA (Cantab), FREng,
FIM, CEng, DSc (Hon) @36
Non-Executive Director (2002)
Appointed 1 February 2002
Age 59. Non-Executive Director
Welsh Water Plc and Glas Cymru
Limited. Formerly Chief Executive
British Steel Plc {1996-1939),
Joint Chief Executive of Corus
Group Plc (1998-2000) and
Non-Executive Director Bank of
Wales Plc (1996-2001).

Member of Remuneration
Committeg

Member of Audit Committee
Member of Nomination Committee
independent Non-Executive
Director

®@es

Executive Board

The Executive Board has primary
authority for the day-to-day
management of the Group'’s operations
following policies laid down by the
Board. It consists of the executive
directors and certain senior managers
and is chaired by Stuart Doughty, the
Chief Executive. The other members of
the Executive Board are:

Peter Adams

(Operations Director - International)
Bill Dubé

(Managing Director - COGAF)
Clive Franks

(Company Secretary and Group Legal
Adviser)

Mark Gordon
(Managing Director - Building)

Stephen Hall
(HR Director)

David Jenkins
(Operations Director - the Regions and
Asset Management)

Mark Lye
(Procurement Dirsctor)

Charles McCole
(Finance Director)

Symon Taylor

{Operations Director -
Major Civil Engineering Projects)
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24 Report of the directors

The directors submit their report, together with the audited accounts for the year ended 31 December 2002.

Activities

The progress and prospects of the Group’s businesses are reviswed on pages 12 to 19.

Fixed assets

The Board is of the opinign that the aggregate market value of the Group’s tand and buildings is in excess of book value
but that this difference is not significant in refation to the affairs of the Group as a whole.

Directors and directors’ interests
Present members of the Board are shown on pages 22 and 23.

Mr Charles Joseph McCole was appointed as Finance Director of the Company on 25 March 2002,

Mr Abdul Wahid Omar, a nominee of Daedalus Projects Limited was appointed as a non-executive director on
21 January 2002 and Deputy Chairman on 22 March 2002.

SHOLOIHIQ IHL 40 1HOE3IY

Mr John Martin Bryant was appointed as a non-executive director on 1 February 2002.

In accordance with the Company’s Articles of Association, Mr Aminuddin Yusof Lana, Mr Saad Shehata and

Mr Frederick William Ballard retire by rotation. No retiring director has a service agreement with the Company.

Mr Shehata, having been born on 20 June 1925, will have attained the age of 77 years at the time of the Annual
General Meeting and, pursuant to Section 293 of the Companies Act 1985 and Article 76 of the Company's Articles
of Association, notice of his age in years must be given.
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Details of directors’ emoluments and interests in shares in the Company are contained in the Directors’ remuneration
report which appears on pages 32 to 39.

Related party transactions
Details of transactions with related parties undertaken by the Group during the year are disclosed in Note 27 to the

accounts on page 59.

Dividends
No dividends were paid or recommended.

Substantial interests in shares
As at 25 March 2003, the Company had been notified in accordance with Sections 198 to 208 of the Companies Act
1985 of the following interests in its ordinary share capital:

Daedalus Projects Limited* 125,354,541 37.18%
Mohammed Abdulmohsin Al-Kharafi & Sons WLL 79,168,523 23.48%
Raymond International WLL . 38,243,750 11.34%
Lioyds TSB Bank PLC 10,674,075 3.16%

*Intria Berhad owns 93% of Daedalus Projects Limited.

Corporate Governance

The Company is committed to the principles of corporate governance contained in the Combined Code which is
appended to the Listing Rules of the Financial Services Authority (the “Combined Code”™) and for which the Board is
accountable to shareholders. This statement on Corporate Governance, togsther with the Directors’ remuneration
report, explains how the Company has applied the principles set out in Section 1 of the Combined Code throughout the
financial year ended 31 December 2002.

The Board and Committees

The Board currently comprises two executive directors and eight non-executive directors of whom four are independent
non-executive directors, The remaining four non-executive directors are nominated by major shareholders, narmely
Daedalus Projects Limited, Mohammed Abdulmohsin Al-Kharafi & Sons WLL and Raymond International WLL. The
composition of the Board does not, therefore, comply with provision A3.2 of the Combined Code which requires the
majority of non-executive direciors to be independent of management and free from any business or other relationship
with the Company. The right of these three major shareholders to nominate non-executive directors means that, to
comply with provision A3.2 of the Combined Code, additional independent non-executive directors would have to be
appointed which may have the effect of making the Board unwieldy.




By virtue of the fact that the sharehalders are entitled to appaoint nominee non-executive dirsctors for so long as they
hold 7% of the aggregate nominal value of the then issued ordinary share capital of the Company, then the Company
does not completely comply with provision A8.1 of the Combined Code. The appeintment of four independent
non-executive directors has brought the Gompany much closer to compliance with provision A6.1 of the Combined
Code. The independent non-executive directors’ appointments are for an initial period of three years at the expiry of
which time their appointments are to be reviewed by the Nomination Commiitee to determine whether their
appointment continues, The Company's Articles of Association requires that all directors including nominee
non-executive directors should be subject to election by shareholders at the first opportunity after their appointrment
%nd tg reaelgcgon thereafter at intervals of no mare than three years, thus complying with provision AB.2 of the
ombined Code.

Brief biographies of the executive and non-executive directors appear on pages 22 and 23, The biographies illustrate
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 2002, the Board met on seven occasions. The Board has adopted a schedule of
matters specifically reserved to itself for decision. The principal matters reserved to the Board concern strategic,
financial, operational, compliance and risk management issues. The schedule of matters reserved to the Board is
reviewed periodically. The Company does not comply with that element of provision A2.1 of the Combined Code which
requires the Company to identify a separate senior independent Director for disclosure in the Annual Report and to
whom concerns can be conveyed. The Board is of the view that such appeintment is unnecessary on account of
having an independent non-executive Chairman and separate independent non-executive Chairmen of the Audlit and
Remuneration Committees. All directars have access to the advice and services of the Company Secretary and a
procedure aisc exists whereby any director, wishing to do so in furtherance of his duties, may take independent
professional advice at the Company’s expense. In the year ended 31 December 2002, no director sought mdependent
professional agvice.

In order to discharge their duties, the directors are pravided with full and timely access to papers prior to Board
meetings and the directors ars free to seek any further information they consider necessary. In addition, between Board
meetings, non-executive directors have access 1o the Chief Executive, Finance Director and Company Secretary in
order to progress the Company’s business.

All newly appointed directors are provided with a bocklet covering the respansibilities and duties of directors of a public
company and with additional relevant materials produced by the Company’s legal advisers, Slaughter and May. In
accordance with the recommendations of provision A1.6 of the Combined Code, the executive and non-executive
directors have recently benefited from an in-house seminar conducted by Slaughter and May at which topical corporate
governance issues were outlined and discussed and seminar papers were retained by members of the Board

for reference.

The principal Board Committees are the Remuneration Committee, the Audit Committee and the Nomination
Committee. Full particulars of the Remuneration Committes are given in the Directors’ remuneration report which
appears later on pages 32 to 39,

The members of the Audit Committee during the earlier part of 2002 were Mr Allvey as Chairman, Mr Jefferies,

Mr LLana and Mr Shehata. On 22 March 2002, the members of the Audit Committee were confirmed as Mr Allvey,
Chairman, Mr Jefferies, Mr Lana and Mrs Rogers. The Audit Committee has established written terms of reference
which were reviewed, revised and re-issued on 29 August 2001 and it met on four cccasions in 2002. The executive
directors, the external auditors, the internal auditers and Group Financial Controller attend all meetings but provision is
also made for discrete mestings between the Audit Committee and the external auditors. The Caompany Secretary is the
Secretary to the Audit Cornmittee.

Although the Remuneration Committee and the Audit Committee only cormprise of non-executive directors, the
requirements of provision B2.2 and D3.1 of the Combined Code are not strictly complied with. In the case of the
Remuneration Commitiee, not all members are independent non-executive directors and, in the case of the Audit
Committee, the majority of members are not independent non-executive directors. This arises from the current
composition of the Board. Notwithstanding this non-compliance with the Combined Code, the Board is satisfied that
the effectiveness and efficiency of the Audit Committee and Remuneration Committee are not impaired.

The Nomination Committee comprises the Group Chairman and all non-executive directors, The Group Chairman is
the Chairman of the Committee. The Nomination Committee has established written terms of reference which were
reviewed, revised and re-issued on 29 August 2001. This Committee meets as required to select and propose to the
Board suitable candidates for appointment as executive and non-executive directors. In 2002, the role cf the
Nomination Committee was underiaken by the Board and by a sub-committee of the Board consisting of the Group
Chairman, Chief Executive, Mrs Rogers and Mr Ballard.
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26 Report of the directors
continued
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Relationship with institutional investors and private investors

The Company has increased its communication with institutional investors and brokers. Presentations are now made to
brokers' analysts, the press and institutional investors at the time of the announcement of the full year and half-year
results. In addition, there are now regular meetings with analysts, financial journalists and institutional investors
throughout the year.

The Company has three key shareholders who control the beneficial interest in 72% of the issued share capital of the
Company and, also, appoint nominees to sit on the Board of the Company. However, apart from these three large
shareholders, the Company has approximately 15,000 other shareholders and the Board recognises that not all of the
Company's private investors have regular access to market information. All shareholders are sent copies of Annual and
Interim Reports and, where appropriate, circulars and prospectuses and are given notice to enable them to attend the
Company’s Annual General Meeting. Shareholders whose shares are held by nominees may receive copies of such
communications upon request. The Company has an internet web-site, www.costain.com, on which it publishes its
magazine, “Blueprint”, press releases and cther information concerning the Company’s business and upon which it will
publish its annual and interim 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 General
Meeting in 2002.

The Company will comply with the Combined Code by giving 20 working days' notice of the Annual General Meeting.
The Company complied with this obligation in respect of the notice for the Annual General Meeting in 2002.

Review of internal controls

The Board is responsible for the Group’s system of internal controls and for reviewing its effectiveness. However, such a
gystem can only manage rather than eliminate the risk of failure 10 achieve business objectives and can only provide
reasonable, but not absolute, assurance against material misstatement or loss.

The Beard maintains full control over strategic, financial, organisational and compliance issues. Within the overall
objectives set by the Board, the management of the Group is delegated to the Chief Executive who is assisted by other
members of the Executive Board. The Chief Executive has full authority to act subject to the matters reserved to the
Board and to the requirements of Group Policies,

Following publication of guidance for directors on internal control “Internal Control: Guidance for Directors on the
Combined Code” (the Turnbull guidance), the Board confirms that there is an ongoing process for identifying, evaluating
and managing the significant risks faced by the Group which has been in place for the year under review and up to the
date of approval of the Annual Report and Accounts. This process is reviewed by the Audit Committee on behalf of the
Board and accords with the Turnbull guidance.

The Audit Committee has reviewed the effectiveness of the system of internal controls as described below. The review
covers all controls, including financtal, operational and compliance controls and risk management. In particular:

Risk management

Risk management has been an important issue within the Company for many years but following the publication of the
Turnbuli guidance the Gompany undertook a detailed business risk review 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 10 manage risk. This included a specific project risk management
procedure which among other things required 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 occurring,
their impact if they do occur and the actions necessary to manage those risks t0 an acceptable level. The risks are
divided into four broad categories namely: safety, technical, operational and environmental and are reviewed by the
project manager and commercial manager of the praject on a continuing basis following award.

The commercial and contractual risks identified as part of the Tender Project Risk Register are monitored and managed
by the commercial director and commercial managers within the operations, It is also the responsibility of the
commercial director and commercial managers to ensure that the risks accepted are fully understood. The commercial
directors regularly report on commercial and contractual issues to the Board.

During 2002, the Company developed a major business improvement initiative, Implementing Best Practice Programme
(IBP), which has seen the development of IBP documentation and which sets the minimum standard required to
manage risk and opportunity throughout the lifecycle of a project. The key areas developed as part of the IBP
programme were pianning and programming, design management, supply chain management, subcontract
management, proposals management and project management. These minimum standards, which are presented as
process flow charts are supported by tools and guides which are available to the staff on the Costain intranet.




A management course has been developed to deliver training in the IBP standards which will be cascaded throughout
the Group. The Company has also appointed a Group Risk Co-ordinator who is responsible for reviewing and endorsing
“the projects risk register at the time of tender and at various contract stages during the project. The Group Risk
Co-ordinator will also be involved in settling tenders with a value in excess of £20 million and he will also undertake an
end of contract review of the risk register on each project to determine whether there are any lessons to be learnt.

Internal Audit throughout the year audited projects to assess compliance with and the effectiveness of the risk
management processas.

Management reviews the role of insurance in managing risks across the Group and bring any important issues to the
attention of the Board.

Operational

Controls and procedures are detailed in Group Policy Statements, procedure manuals and other written instructions.

A major review of the Group Policy Statements was undertaken in 2002. The procedure manuals are regularly reviewed.
The procedures and “lesscns learnt” are published on the Costain intranet.

The Company has developed in the United Kingdom, operational management systems which are registered to BS!
9002/1994 which are designed to set out an operating framework that ensures a systematic approach to management
to provide safe construction processes of the highest quality. The IBP standards referred to above are being incorporated
within the Project Management Plans for each new contract which forms part of the accredited management system.,
The implementation and compliance with the management system are monitored and audited on a continual basis by
a team of internal quality assurance auditors. External audits of the management systems are undertaken by the

British Standards Institution in order to maintain the Company’s accreditation.

Jo improve the monitoring of projects the Gompany introduced Total Project Reports (TPR). The TPR is submitted
through commercial line management and covers programme, cost, value, physical progress, variations and the cash
position of projects.

All projects operate in a controlled framework of safety, health and environmental sysiems. Execution of and compliance
with these systems are monitored by the project management and audited by health, safety and environmental
advisers. Further detail on safety, health and environmental matters is given on pages 28 and 29.

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

Financial

There 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 Exacutive and Finance Director prior to submission to the
Board for approval. An updated forecast is produced quarterly and compared with the annual budget and, where
appropriate, the previous quarterly forecast.

Monthly actual performance of each operation is reviewed by management and, subsequently reported against forecast
to the Executive Board and the Beoard. Reports cover profit and loss and cash flow with an accampanying narrative on
significant issues underlying the financial reports.

In 2002, the Company decided to collate its site accounting procedures within a single procedural manuat. It effectively
formalises the existing procedures and instructions.

The Treasury and Tax Managers report to the Finance Director who reperts to the Audit Committee from time to time on
any issues of significance to the Group.

Compliance

The Group Policies contain a statement on business conduct, which emphasises the legal, ethical and moral standards
that have to be employed in all the Company's business dealings. The Company expects the highest standards from all
its ermnployees.

Litigation and cther legal matters are controlled by the Company Secretary and Group Legal Adviser. A legal report
would be submitted to the Board in the event that a critical legal issue arose and, subject to that, a review of all litigation
with a value of above £10,000 is submitted to, and reviewed by, the Board annually. Significant changes in laws and
regulations are drawn to the attention of the appropriate staff and training is given where necessary.
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The processes used by the Audit Committee on behalf of the Board to review the effectiveness of the system of internat
controls include the following:

reviewing and agreeing the extarnal and internal audit work plans;

monitoring the process for formally identifying, evaluating and managing the significant risks within the business;
oversesing the establishment of procedures to manage perceived risks; |

consideration of reports from management, internal and external audit on the adequacy and effectiveness of
systems of internal control including risk management systems and any material contrel weaknesses;

discussion with management of the acticns taken on problem areas identified by Board members or in management
reports or in the internal/external audit reports and monitoring the follow-up on any agreed remedial action; and

o areview of the self-certification returns on risks and internal controls from the various operating divisions of the
Group. '

[ 3 R 2R 2

The process of self-cerification and hierarchical reporting which is in place provides for a documented and auditable
trail of accountability. These procedures are relevant across Group operations and provide assurance to senior
management and, finally, to the Board. Internal audit also provides a degree of assurance as to the aperation and
validity of the systems, processes and checks within intemai control,

The Chairman of the Audit Committee reports the outcome of the Audit Committee meetings to the Board and the
Board receives the minutes of all Audit Committee meetings.

Corporate Social Responsibility

Although Corporate Social Respensibility is not defined as such, it is generally considered to cover Health and Safety,
Environmental, Ethical and Social issues. Corporate Social Responsibility is an increasingly important measure as to
how a company is judged and the Board is very conscious of that fact and the need to manage that risk. The Company
has for some vears included within the Report of the directors a section on Health, Safety and Environment. This will
now appear in this section of the Report of the directors.

Health, Safety and Environment

In line with the Health and Safety Commissions view, the Company believes that Health and Safety is central to
sustainable development and the securing of a better quality of life for all. It is therefore of paramount importance to
both the Board and the Executive Board that;

() health risks or accidents to employees, subcontractors, members of the public and others who may come into
contact with the Group's activities are avoided;

(i) the Group meets all applicable government guidelines or regulations and industry codes of practice on the
environment in so doing seeks to reduce environmental disturbance in all the Group’s activities;

(i) the Company embraces and supports the efforts of the Major Contractors Group, the enforcing authorities and
others through industry initiatives aimed at continually improving the Gompany’s own performance; and

{iv) the Company develops an ethos and culture across the Group so that health, safety and environmental issues are
given equal status to all other critical aspects of the business.

In order to achieve these cbijectives, regular reports on health, safety and the environment are submitted to and
considered by the Board. The Executive Board considers health, safety and environmental performance at each
monthly meeting. In addition, there is a committee of the Executive Board which is chaired by the Chief Executive and
the members are the managing directors and operations directors. This Committee meets bi-monthly and is
responsible, among other things, for overseeing the preparation, updating and dissemination of the Group's health,
safety and environmental policies, monitoring health, safety and environmental performance, ensuring that appropriate
training is undertaken by employees and the employees of subcontractors and taking the appropriate initiatives to
deliver steady improvement in the health, safety and environmental performance of the Group.

Mr Doughty, the Chief Executive is the Board member regponsible for health and safety.

The Group is committed to continuous improvement in health, safety and environmental performance. To ensure
continucus improvement a& number of targets for 2002 were set and the following was achieved:

o after reducing the Accident Frequency Rate by 25% in 2000 and 17% in 2001 the Company's Accident Frequency
Rate was maintained at 0.54 in 2002, mirroring the results in 2001;




e all the operations directors and managing directors participated in cross boundary health and safety audits during
the year;

e intotal, 25 full health and safety audits and 22 environmental audits were carried out during the year. The full health
and safety audits are in addition to those carried cut by the regional safety advisors;

e on the training front, all project related staff received a minimum of cne day's demonstrable HSE training relevant to
their undertaking during the year. The NEBOSH General Certificate was passed by 17 non-safety staff during the
year; and

e the Company is on target to meet the Major Contractors Group drive to have a competent work force enrclled in the
CS8CS scheme by 2004.

On the environment:

e site environmental plans were produced on all sites;

e the Company is committed to reduce waste and to move towards more sustainable construction. A waste
management system was piloted during 2002 and is now being implemented on all sites with a view to waste being
recycled or re-used wherever possible and to reduce the waste taken to landfil sites; and

e there were no poliution incidents in 2002.

Both Costain Limited and Costain Oil, Gas & Process Limited are accredited ISO 14001 (the International Environmentai
Standard}.

in 2002, the Company took steps to consolidate its already strong safety culture with a number of new improved
initiatives being implemented across the business. Early in the year, the “Be Safe” safety campaign was launched,
designed to put safety at the forefront of everybody’s mind and to make health and safety more visible to everybody
involved in the operations. This campaign was implemented following a survey of some of the workforce on the
Company’s sites together with a consultation programme that fully engaged a selection of the workforce within the
discussions. As a result, many of the suggestions raised during this exercise were included in the "Be Safe” campaign.
This has resulted in further improvements in the safety standards on sites. The Company will continue to recognise and
promote the contribution of the workforce and in doing so seek to achieve a culture of self-regulation.

The Company has strengthenad its professional SHE advisors team by the recruitment of a further four health and
safety graduates during the year.

During 2002, Westminster Plant Co Limited was prosecuted for failing to properly maintain a tower crane at the
Northgate House project, London. Westminster Plant Go Limited pleaded guilty and was fined £5,000 with £3,200 in
costs. Prior to that Westminster Plant Co Limited had_an unblemished safety record since 1955.

Group policies
In 2002, the Board reviewed all the Group policies, including policies on:

e Business Conduct policy which covers the legal, ethical and moral standards which the Group must adhere to in all
its business dealings. It covers conflict of interest and lays down stringent guidelines for the receiving and the giving
of gifts, lcans and entertainment and makes it clear that the offering of a gift (however nominal in valug) could
constitute bribery and corruption. It deals with the stalutes covering corruption in the United Kingdom and the Anti-
Terrorism Crime and Security Act 2001 which gives extra-territorial scope to the statutes covering the United
Kingdom and so covers bribery and corruption of a foreign official notwithstanding the act of bribery and corruption
is carried out in a country or territory outside the United Kingdom. The policy also prohibits anti-competitive
behaviour;

e Insider Dealing policy which supplements the Modef Code on directors dealing which forms part of the Listing Rules
of the Financial Services Authority;

o Community Involvement policy which recognises that the work of the Company impacts on communities throughout
the world. i is therefore important for the Group to (i) support employees involved in the community for both
business reasons and their personal development, (i) safeguard both the built and natural environment, (jii} create
employment, (iv}) encourage enterprise and promote regeneration in areas of need, (v) contribute to education and
training through true partnerships and (vi) develop awareness of the work and values of the Group and the
construction industry as a whole, as a resource for education in the wider community;

e Political and Other Charitable Donations policy which prohibits political donations without Main Board approval. The
Company has not made political donations since 1990;

e [Equal Opportunities policy provides for non-discrimination and equal opportunities. The policy is directed to avoiding
discrimination based on gender, ethnic origin, religion, age, disability or sexual orientation. The policy aiso contains
the Company’s code of practice on harassment at work; and

e Pubiic Interest Disclosure poiicy (“whistleblowing procedure”) which encourages employees to report wrong doing by
the Company or any of its employees that fall short of the business principles of the Group and ensures that
employees who do report wrong doing are protected.
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The above only represents some of the Group pciicies, the majority of which have been in existence for many years and
have governed the conduct and acticn of the Company and its employees, The above poiicies all apply worldwide.

Employment policies

Group companies adopt employment policies best suited to their operations and in compliance with the requirements of
the territories in which they work. Personnel policies are designed to provide equal opportunities to afl in accordance
with the Group policy outlined above. In particular, the employment of those who have become disabled is continued
wherever possible and opportunities are provided for the recruitment, training and career development of disabied
people. Although the Company does work in countries outside the Organisation of Economic Co-operation and
Development (OECD) the Company takes such action as it can to comply with the majority of the core labour standards
contained within the International Labour Organisation (ILO) conventions on:

o discrimination at work;
e prohibiting the employment of children below 15 years and below 18 years in most hazardous work; and
e prohibiting the use of forced labour, indentured labour, slave labour and prison labour.

Community relations

in 2002, the Company launched their “Building Awareness” programme which is designed to encourage young people
to consider careers in the construction industry. The programme enables the Company to work with schoals,
universities, the Construction Industry Training Board (CITB) and other professional institutions to reverse the decline in
young people pursuing a career in construction. The scheme operates regionaily with the Company's employees
volunteering their services to act as regional co-ordinators and administrators. Recently graduated employees act as
“young presenters” visiting schools and colleges to speak with youngsters about their experience of the industry.

As part of the proegramme, participants are taken to the Company’s construction sites to learn about how different
projects are managed. A variety of work-based projects are completed, aimed at developing the necessary skills and
qualities for a career in construction. Older participants ¢can also take part in work placements at the Company's sites.
The resulting scheme aims to provide young people with a comprehensive ovenview of the industry and the range of
fobs on offer,

The Company is targeting schools which place a special emphasis on teaching maths, science and technology which
are within reasonable proximity to the Company’s regional offices or live major projects and have a sirong desire to form
links with the industry. The first schoois are already enrolled in the scheme.

In addition, the Company:

e welcomes teachers and school/college students to undertake accompanied site visits to the majority of the
Company’s projects;

e arranges community briefings and awareness programmes on major project sites advising on amongst other things
the mitigation measures being taken particularly those related to the environment;

e is prepared to be involved and take part in local and regionalised events particularly linked to schools, colleges and
universities which have a construction bias;

e is prepared for its executives to give presentations and talks on the Company’s projects and other topics of industry
interest to professional bodies and special interest groups; and

o takes a particular interest in students who wish to be involved in VSO projects or gap year projects in the Third
World.

Policy and practice on payment of suppliers

As a result of the nature of the Group's business, the contractual relationships with suppliers of goods and services and
with subcontractors vary according to circumstances. It is the Group’s policy to enter into an appropriate form of
contractual agreement on payment terms and tc pay according to those terms. The Group does not follow any
particular code or practice for the payment of creditors. In practice, the Group makes every effort to pay accordingly
when it ¢can be confirmed that the supplier has prowded the goods or services in accordance with the relevant terms of
the contract. The amount for trade creditors of the major subsidiary trading companies represents 53 {2001: 51) days of
average daily purchases. The Company has no irade creditors.




Donations
Group charitable donations of £325 were made during the year. No political donations were made.

Auditors
KPMG Audit Plc has expressed its willingness to continue in office as auditor of the Company and a resciution to re-

appoint them will be proposed at the forthcoming Annual General Mesting.

Annual General Meeting
The Annuat General Meeting of the Company will be held at One Great George Straet, Westminster, Londen SW1P 3AA

on Friday, 23 May 2003 at 11:00 arm. The following resolutions will be proposed as Special Business:

a. An ordinary resolution will be proposed to renew the directors’ authority to allot relevant securities within the
rmeaning of Section 80 of the Companies Act 1985. The current authority lapses on 23 May 2007 but this autherity
is normally renewed at each Annual General Mesting so that the autherity under the resolution (resolution no. 6 in
the Notice of Mesting) will replace the existing authority and will lapse on 22 May 2008. The authority is limited to
shares of a nominal value of £11 million which equates to 110 million ordinary shares of 10p each being
approximately 33% of the current issued ordinary share capital.

b. Resolution 7 in the Notice of Meeting is a special resolution for the renewal of the directors’ authority (i) to 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 limited to shares of a nominal value of £1.8 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 resolution expires at the earlier of next year's Annual General Meeting and 22 August
2004,

The directors have no current intention of exercising sither authority contained in Resolution 6 or 7 in the Notice of
Meeting other than in connection with satisfying any allotment of shares made pursuant to amended Article 1(E).

c. Inline with the Higgs “review of the role and effectiveness of non-executive directors”, the Company has decided to
amend Article 1(E} to allow Directors but principally Non-executive Directors the opportunity to take part of their
remuneration in the form of shares in lieu of cash. At the same time the Board has decided 1o increase the
maximum limit on the aggregaite fees from £250,000 to £500,000 as the limit has not been increased for many

years.

Copies of the Memorandum and Articles of Association of the Company in the form in which they will appear if
amended will be available for inspection at the registered office during the normal business hours from the date of
notice until the date of the Annual General Meeting and for fifteen minutes prior to and at the meeting.

Secretary
25 March 2003
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Remuneration Committee .

The Board has a Remuneration Committee which consists of four non-executive directors. At the beginning of 2002,
the members were Mr Jefferies who was appointed Chairman of the Remuneration Committee on 16 January 2002,
Mrs Rogers, Mr Lana and Mr Ballard. On 22 March 2002, Mr Bryant was appointad a member and the Chairman of the
Remuneration Committee, and, at the same time, the other members were confirmed as Mr Jefferies, Mr Ballard and
Mr Shehata. Further details of the members of the commities are given on pages 22 and 23. The Remuneration
Committee has established written terms of reference, which were reviewed, revised and re-issued on 29 August 2001
and it met on six occasions in 2002. The Chief Executive is normally in attendance at Rermuneration Committes
meetings but is always excluded when his own performance and remuneration are under review.

The Remuneration Committee is advised by Mr S Hall the senior human resources manager in the Group and by the
Company Secretary. The Remuneration Committee is also entitled to access independent advice from external
consultants on individual remuneration packages or the Company’s remuneration practices in general. The
Remuneration Committee took advice from KPMG LLP during 2002, KPMG LLP advised on a Long-Term Incentive
Plan, Save As You Earn Share Option Plan and undertook a benchmarking exercise comparing salary and other terms
and conditions of senior exgecutives within the Group with those of other companies in the sector, Save for that, the
Remuneration Cormmittee did not take any other independent advice during the financial year ended 31 December
2002. KPMG LLP was appointed by the Company and not by the Remuneration Committee.

The remuneration of non-executive directors is determined by the Board as a wholg and no director is involved in
determining his own remuneration.

Remuneration policy

The Remuneration Commitiee makes recommendafions to the Board on executive remuneration policy for adoption by
the Board and determines specific remuneration packages for each of the Executive Directors on behalf of the Board.
In addition, the Remuneration Committee will review and consider on behalf of the Board the Company’s policies on
total pay and other benefits {in all its or their forms) payable to, and terms of employment of senior executives of the
Group (other than the Executive Directors) and shall make or authorise changes where appropriate to ensure such
policies are in the best interests of the Company having regard to those adopted from time to time in other companies
within the UK-based construction sector and are designed to encourage and reward individual performance in the
interests of the Company.

The remuneration policy for Executive Directors and other senior executives is designed to attract, retain and motivate
executives of the appropriate calibre and experience so that the Company is managed successfully for the benefit of its
stakeholders. The Remuneration Committee is, however, aware that it should avoid paying more than is appropriate or
necessary. Accordingly, the Group carries out each year, for the benefit of the Remuneration Committee, an exercise to
benchmark remuneration packages and their constituent elements with those of comparable organisations, primarily
with the UK-based contracting sector, 1o ensure that the remuneration packages within the Group bear reasonabie
comparison with those of other companies. The comparison exercise is only one element to assist the Remuneration
Committee in exercising its judgement; the Remuneration Commiftee also takes into account personal performance.

The main components of Executive Directors’ and other senior executives' remuneration packages comprise basic
salary, which forms the major element of remuneration, an annual bonus which is dependant on the achievement of
short term objectives approved by the Remuneration Committee, long term incentive arrangements, membership of the
pension schems (which includes life cover of four times salary for death in service), a company car (and In certain cases
the provision of a fuel benefit) and the provision of health insurance or a contribution to the provision of health
insurance.

Since the advent of the Combined Code, the Remuneration Committee has given due consideration to the provisiohs
of B1.1 to B1.8, and tc Schedule A of the Combined Code in formuiating the remuneration policy of the Group and has
noted and taken account of the requirements of provision B1.7 to B1.10 with regard to service contracts and
compensation. The Company does substantially comply with provisions B2.1 1o B2.6 of the Combined Code with
regard to the establishment and procedures of the Remuneration Committes, save that as already noted, the Company
does not comply with provision B2.2 of the Combined Code in connection with the membership of the Remuneration
Committee. The Remuneration Committee has also taken into account provisions B3.1 to B3.4, the provisions in
Schedule B to the Combined Code and The Directors’ Remuneration Report Regulations 2002 in the preparation of
this report,

At the Annual General Meeting of the Company held on 24 May 2002, the Company approved the introduction of a
Long-Term Incentive Plan and the 2002 Save As You Earn Share Option Scheme. Further detaifs of both schemes are
given below but, subject thereto and the increase in the maximum annual bonus t© 50% of basic salary, there were no
material changes made to the remunreration policies of the Company during the year.
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Details of the Executive Directors’ participation in the LTIP are as follows:

Date of Grant  Maximum Number of

Ordinary Shares® Exercise Period
S J Doughty 11.10.02 290,611 March 2006 - October 2012
96,870 January 2008 - October 2012
C J McCcole 11.10.02 156,483 March 20086 - October 2012
52,160 January 2008 - October 2012

* Assumes the performance criteria is met.
The Company will not be entering intc an LTIP in 2003 for executive directors and other senior executives.

The Company has two other long-term incentive arrangements. First, the 1994 Executive Share Option Scheme which
provides both a Revenue-approved arrangement and also allows options to be granted outside the Revenue-approved
arrangement. Executive Directors and other senior executives may participate in the Executive Share Option Scheme.
Options over the Company's ordinary shares may be granted each year to Executive Directors and other senior
executives and, when granted within the Revenue-approved arrangement of the scheme, the options over shares are
limited to an aggregate limit of £30,000. In the non-Revenue approved amrangement under the scheme, options may be
granted over shares with an aggregate limit of four times the earnings of the employee to whom the grant is made.

The scheme rules do 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 following the attainment of a performance condition or
conditions measured over a continuous period of at least three years, commencing no earfier than the financial year
immediately preceding the date of grant. Options may nat be exercised before the third anniversary of the date of grant
and lapse if not exercised by the tenth anniversary of the date of grant. When an employee exercises his opition, the
Board may, at its discretion, pay to such an employee a cash sum equal 1o the amount by which the value of the
ordinary shares, in respect of which the notice of exercise was given, exceeds the total amount payable on any exercise
by the employee, instead of allotting or procuring the transfer of ordinary shares to that employee.

The other long-term incentive arrangement is the 1993 Performance Share Scheme which provides a means of
awarding Executive Directors and other senior executives options to acguire shares in the Gompany provided that
specific performance criteria have been met. There are various limitations on the grant of options under this scheme,
including a prohibition on a grant of an option to an employee unless a period of not less than twenty-two months has
elapsed since the date of the previous grant of an option under the scheme and a prohibition on a grant of an option if
this would result in an employee holding options under the scheme where the market value of the shares at the date of
grant exceeded in aggregate four times the employees salary, exclusive of bonus and the value of 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.
Options are only exercisable on the attainment of performance criteria measured over a continuous period of three
financial years beginning with the financial year in which the grant of the option is first made. The option cannot be
exercised untit one month foliowing the date of publication of the audited consolidated accounts of the Company for
the last financial year of the three year performance period, The shares to satisfy any exercise of an option will be
transferred from the Costain Group Employee Trust and so options granted under this scheme do not dilute
shareholders equity as they have been purchased on the market.

Options over 15,000 shares are outstanding under the Executive Share Option Scheme. No options are outstanding
under the Performance Share Schame. No options were granted under either the Executive Share Option Scheme or
the Performance Share Scheme in 2002, Further details of the options are given in Note 20 to the Accounts on

page 55. .

At the 31 December 2002, the derived mid-market price of the ordinary shares of the Company, as advised by the
GCompany’s Brokers was 24.25p. The range of the share price of the ordinary shares during 2002 was 13.25p to
27.75p. -

The Group granted options on 22 October 2002 under a Save As You Earn Share Option Scheme (the “Plan®} which
was approved by sharsholders at the 2002 Annua! General Mesting. All sligible employess and Executive Directors are
entitled to participate in the Plan provided that they had been in the employment of the Company for twelve months
prior to the date of grant. Neither Executive Director participated in the Plan but details of the grants made under the
Plan are shown in Note 20 to the Accounts on page 55.

Benefits - benefits comprise primarily of the provision of a company car, fugl and subsidised medical insurance and the
amounts stated exclude the pension and life assurance costs identified separately under “Pension Arrangements”.
The amounts stated also exclude the cost of disability insurance which is provided by the Group to all staff employees
under a general policy with no separately-identifiable cost in respect of individual beneficiaries, save in the case of




Mr Doughty and Mr McCoie where the premium payabie in respect of permanent health insurance for Mr Doughty was
£2,220 (2001: £255 but the cover was only effected on 30 November 2001) and the premium payabie in respect of
parmanent health insurance for Mr McCole was £847 (2001: NIL), Mr McCole having joined the Company on 25 March
2002.

No paymenis were made to or benefits received by Executive Directors during the year under any long-term incentive
scheme.

Pension Arrangements - Executive Directors (with the exception of Mr Doughty) and other senior executives participate
in the executive section of the Group’s main approved UK pension scheme. This section pravides enhanced benefits in
respect of accrual rate and spouse pensicn and early retirement ages (e.g. 80 for Executive Directors and other
members of senior management). In addition to a maximum pension of two-thirds of final salary, the scheme provides a
lump sum death in service benefit of four times basic salary and pensions for dependants of members. The Executive
Director in the scheme and all other senior executives participate on a contributory basis.

In the case of Mr Doughty, the Company makes no contribution to his personal pension arrangements. Life assurance
cover of four times basic satary is provided through the approved UK pension scheme in respect of sarnings up to the
Inland Revenue limit (£97,200 per annum with effect from 6 April 2002) and through the Costain Funded Unapproved
Retirement and Death Benefit Scheme in respect of the excess. The annual premium payable in respect of life
assuranca for Mr Doughty was £4,288 (2001 £1,520 for part of the year) and the premium payable in raspect of life
assurance for Mr McCole was £242 (2001: NIL).

Pension benefits eamed by Executive Directors (defined benefit scheme):

Change in Accrued GN11 transfer GN11 transfer Increass in

accrued benefits benefit at value value at the GN11 transfer

during the year year-end of accrued beginning value net of

benefits of year director’s

at year end contributions

£pa £pa £ £ £

< J McCole 1,080 1,080 18,092 - 13,666

Notes to defined pension benefits

{1) The transfer value has been calculated on the basis of actuarial advice in accordance with Actuaries Guidance
Notes GN11 and GN27.

(2) The pension entitement shown is that which would be paid annually on retirement based on service to the end of
the year.

(3) Members of the scheme have the option to pay additional voluntary contributions; neither the contributions nor the
resulting benefits are included in the tabie.

The Costain Funded Unapproved Retirement and Death Benefit Scheme was established in 1997 to provide benefits for
senior executives subject to the Inland Revenue limit (£87,200 per annum with effect from 6 Aprit 2002) on earnings
eligible for treatment as pensionable earnings under approved pension schemes.

With the exception of contributions paid to secure life assurance benefits, no contributions were paid 10 the Costain
Funded Unapproved Retirement and Death Benefits Scheme during the year. However, a contribution liability of £11,380
has accrued during the year in respect of Mr McCole and this contribution is being retained, pending clarification of the
proposals contained in the Green Paper entitled “"Simplicity, Security and Choice; working and saving for retirement”
{published in December 2002) and the new tax proposals contained in a consultation paper issued by the Inland
Revenue/HM Treasury entitled “Simplifying the taxation of pensions; increasing cheice and flexibility for aff®, particularly
those relating to the future tax treatment of unapproved schemes.
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Prior to the establishment of the scheme, pension entitlements on earnings in excess of the limit were provided by way
of an unfunded reserve. The unfunded liability is being externally funded through the unapproved scheme over a five-
year period cormmencing from 1928 and the current position is:

£
Unfunded reserve at 31 December 2001 68,287
Payment tc unapproved scheme (30,240)
interest on balance carried forward 2,053
Unfunded reserve at 31 December 2002 41,000

Contracts of Service - In general, the service agreements with Executive Directors and other senior exacutives provide
for termination by the Group on sither one or two years' notice. No Executive Director has a notice period over cne
year. The Committee considers that such notice periods are reasonabie and fair in the interests of the Group and the
individual concerned, having regard to prevailing practice amongst public companies both in the industry in which the
Group operates and elsewhere.

The Remuneration Committee considers it unlikely that any Executive Director or ather senior executive would in the
future be engaged with a notice period greater than one year. There is no provision for payment of predetermined
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 loss.

Mr Doughty’s service agreement is dated 14 June 2001 and terminates automatically at his normal retirement age of
60 years which he achieves in September 2003. In accordance with the agreement reached between the Board and
Mr Doughty, and referred to in the Chairman’s Statement, Mr Doughty's contract will continue from year to year
following his attainment of normal retirement age, subject fo termination by either party on 8 months’ notice given at
any time and to a formal review at each anniversary. Mr McCole's service agreement is dated 22 May 2002 and, until
24 April 2003, Mr McCole is on six months’ notice of termination given at any time and thereafter on 12 months’ notice
of termination given at any time. His service agreement will end automatically when he reaches normal retirement age of
60 years.

Qutside Appointments - In principle, the Company encourages Executive Directors to take outside appointments, with
the prior consent of the Company, in the belief that such appointments broaden their skills 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 conflict of interest, and the time to be devoted to the outside
appointment must be reasonabie in relation to the individuals commitment to the Company. Fees paid for outside
appointments may be retained by the individual concerned. The Board has agreed that Mr Doughty can hold more than
one outside non-executive appointment.

Performance graph as required by The Directors’ Remuneration Report Regulations 2002

The graph at the top of page 39 shows the Company’s Total Shareholder Return (TSR} performance compared to the
FTSE All Share Index TSR over the last five years namely the period from 1 January 1998 to 31 December 2002. TSR is
defined as share price growth plus reinvested dividends but it will be remembered that during the pericd the Company
has not paid dividends. The FTSE All Share Index TSR has been rebased so that it starts at the same TSR point as the
Company on 1 January 1998. As a broad index is required for a comparison, the Board is of the opinion that the FTSE
All Share Index is the most appropriate for the Company as the Company is a constituent part of that index.



Directors’ remuneration
The aggregate directors’ remuneration for the year ended 31 December 2002 was £616,639, as set out in the following
table:

Salary/fee  Bonus Benefits Other 2002 2001

Total Total

£ £ £ £ £ £
Executive Directors
S J Doughty 255,000 51,590 9,999 - 316,589 126,520
C JMcCole ! 95,487 - 5,456 - 100,943 -
Nen-Executive Directors -
D G Jefferies : 50,000 - - - B0,000 25,000
AW Omar ? 16,847 - - - 186,647 -
D P Allvey 25,000 - - - 25,000 4,166
F W Ballard 25,000 - - - 25000 18,435
J M Bryant 2 22,916 - - - 22916 -
AY Lana 17,500 - - - 17,600 17,500
Mrs L A W Rogers 17,500 - - - 17,800 17,185
5Y Shehata 17,500 - - - 17,500 17,500
B K Vasiliou * 7,044 - - - 7,044 17,500
Former Directors - - - - - 716,494
TOTAL 549,594 51,590 15,455 - 616,639 960,300
Notes:

' appointed as Finance Director on 25 March 2002
¢ appointed on 21 January 2002

? appeointed on 1 February 2002

* resigned on 24 May 2002

Performance-related bonus payments of £51,580 were made to Mr Doughty in 2002. A performance-related bonus
payment of £11,376 was made to Mr M Roberts in 2002 after he had ceased to be a director of the Company.

Na payments were made to or benefits received by Executive Diractors during the vear under any long-term incentive
schemes.

No compensation was payable to Executive Directors for loss of office in 2002 (2001: £300,000).

Payments made to a third party in respect of directors’ servicaes amounted to £16,647 (2001: £27,844). This figure is
included within the Directors’ emoluments.

No payment was made to any alternate director.

The emoluments of the highest paid Director were £316,589 (2001: £463,667) both figures exclude attributed pension
contributions. :
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Directors’ interests
Directors’ interests recorded by the Company, in accordance with requirements of the Companies Act 1985, are as
follows:

At At
1.1.02 31.12.02

D G Jefferies a 100,000 175,000
AW Omar -* -
S J Doughty a - 86,000

b - 387,481
C J McCole b - 208,643
D P Allvey a - 30,000
F W Ballard a - 17,987
J M Bryant a -* 50,000
AY Lana - -
Mrs L A W Rogers - -
3Y Shehata - -
B K Vasiliou - -t
Notes

*  at subseguent date of appointment

T at date of resignation

a Costain Group PLC ordinary shares of 10p each

b Options grarted on 11 Octoper 2002 to acquire Cosiain Group PLC ordinary shares of 10p each under the 2002
Long-term Incentive Plan

Mr 8 J Doughty has purchased 80,000 ordinary shares since the 31 December 2002 bringing his holding to 166,000
ordinary shares in Costain Group PLC. Mr McCole has purchased 80,000 shares since 31 December 2002.

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

The basis on which Executive Directors participate in long-term incentive schemes is decided by the Remuneration
Committes, except for the Costain Share Saving Scheme which is open 1o all relevant UK employees. Non-Executive
Directors do not participate in any of these schemes.

No options were exercised by Directors during the year.

Details of all outstanding opticns are set out in Note 20 to the accounts on page 55.

The Company's auditors are required to report to the shareholders on the information set out within the Directors’

remuneration and Directors’ interests sections of this report. Cther elements of the Directors’ remuneration report:
are unaudited.




The performance graph referred to on page 36
Costain Total Return Index (against FTSE All Share - rebased)

300 Source: Datastream
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Non-executive directors

The independent non-executive directors have contracts of appeintment. These cover, amongst other things, the initial
terms for which the independent non-executive directors are appointed, a general statement on their role and duties,
and the fees they will receive as a director.

Non-executive directors’ initial period of appointment is until their turn comes 1o retire by rotation under the Articles.
This is intended to be three years and will be treated as being three years notwithstanding that because of changes that
have taken place on the Board their term to retire by rotation may arise in under three years. The appointment of an
independent non-executive director can be terminated by reasonable notice on either side, At the end of the initial
pericd, the appointment may be continued by mutual agreement. Messrs Allvey, Ballard and Bryant are not entitled to
compensation for loss of office.

The norninee non-executive directors, as indicated earlier, hold office for as long as the sharsholder nominating them
holds a specific percentage of the issued share capital of the Company. The nominee non-executive directers are
nevertheless required to stand for re-gfection in the usual way.

In 2002, the Chairman received a fee of £50,000 per annum, the other independent non-executive directors received
fees at the rate of £25,000 per annum and the nominee non-executive directors received fees at the rate of £17,500
per annum. The fee for the Chairman was increased to £95,000 per annum with effect from 1 January 2003. Individual
directors cannot be involved in determining their own remuneration.

As mentioned earlier, non-executive directors do not participate in any Group share, bonus or pension scheme.

Althcugh there is no requirement to do so, all the independent non-executive directors purchased ordinary shares in the
Company shortly after their appointment so aligning their interests further with those of shareholders.

By order of the Board

John M Bryant ~
Chairman of the Remuneration Committee _

25 March 2003
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The directors are obliged, under company law, to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company and of the profit or loss for that period. in preparing those financial
staternents, the directors are required to:

Select suitable accounting policies and then apply them consistentiy;

Make judgements and estimates that are reasonable and prudent;

State whether applicable accounting standards have been followed, subject to any material departures disdiosed and
explained in the financial statements; and

Prepare the financial statements on the going concemn basis unless it is inappropriate to presume that the Company will
continue in business.

in addition, the directors are responsible for maintaining proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Comparny and enable them to ensure that the financial staternents
comply with the Companies Act 1985, The directors also have a general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud and other
imeguiarities.

For the purposes of the above statement, the term “Company” shall be taken to include the Company and the Group.




Independent auditors’
report to the members of
Costain Group PLC

We have audited the financial statements on pages 42 to 59. We have also audited the information in the directors’
remuneration report that is described as having been audited.

This report is made solely 1o the company’s members, as a body, in accordance with section 235 of the Companies Act
1985. Cur audit work has been undertaken so that we might state to the company’s members those matters we are
required to state to them in an auditor's report and for no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the company and the company’s members as a body, for our
audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report and the directors’ remuneration report. As described on
page 40 this includes responsihility for preparing the financial statements in accordance with applicable United Kingdom
law and accounting standards. Our responsibilities, as independent 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
sthical guidance.

We report to you cur opinion as to whether the financial statements give a true and fair view and whether the financial
statements and the part of the directors’ remuneration report to be audited have been properly-prepared in accordance
with the Companies Act 1985. We also report to you if, in our opinion, the directors’ report is not consistent with the
financial statements, if the company has not kept proper accounting recerds, if we have not received all the information
and explanations we require for our audit, or if information specified by law regarding directors’ remuneration and
transactions with the Group is not disclosed.

We review whether the statements on pages 24 to 28 and 32 to 39 reflects the company’s compliance with the seven
provisions of the Combined Code specified for our review by the Listing Rules, and we report if it does not. We are not
reguired o consider whether the Board's statements on internal control cover all risks and controls, or form an opinion
on the effectiveness of the Group's corporate governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report, including the corporate governance statement and the
unaudited part of the directors’ remuneration report, and consider whether it is consistent with the audited financial
statements. We consider the implications for our report if we become aware of any apparent migstatements or material
incensistencies with the financial statements.

Basis of audit opinion .

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the armounts and disclosures in the financial statements
and the part of the directors’ remuneration report to be audited. [t also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the financial statements, and of whether the
accounting pelicies are appreopriate to the Group's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and expianations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements and
the part of the directors' remuneration report to be audited are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of
information in the financial statements and the part of the directors’ remuneration report to be audited.

Opinion
In our opinion:

o the financial statements give a true and fair view of the state of affairs of the company and the group as at
31 December 2002 and of the profit of the group for the year then ended; and

e the financial statements and the part of the directors’ remuneration reéport to be audited have been properly
prepared in accordance with the Companies Act 1985.

o
N chidd Pl
KPMG Audit Plc
Chartered Accountants
Registered Auditor
London

25 March 2003
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42 Consolidated profit and loss account
Year ended 31 December

2002 2001
Continuing Contiruing
Notes £m £m
Turnover 2
Group undertakings and Group share of joint ventures 543.4 482.9
Less: Group share of joint ventures turnover {21.6) (5.8}
oo Group turnover 521.8 457.1
o0
$&  Costof sales (504.8) (440.7)
§§ Gross profit 17.0 16.4
A3
o]
%§ Administration expenses (16.5) (16.1)
;.!;g Operating profit from Group undertakings 0.5 0.3
m
S
gg Share of joint ventures operating resuits 7.5 1.9
'%E Operating profit - Group and share of joint ventures 8.0 22
X
§§ Net interest receivable/{payable) and similar income/(charges)
35 Group undertakings 4 2.0 2.5
RO Joint ventures (0.6) (0.5)
g% Other finance income - Group undertakings 5 1.9 4.5
Profit on ordinary activities before taxation 2,3 11.3 8.7
Taxation 8 {(1.8) (0.5)
Profit on ordinary activities after taxation 9.5 8.2
Equity minority interests - 0.1
Profit for the financial year 21 9.5 3
Earnings per share - basic and diluted 10 2.8p 2.5p

During the year and the previous year, no businesses were acquired and therefore all continuing results arise
from existing cperations.

The notes on pages 46 to 59 form part of these accounts.




Consolidated cash flow statement

Year ended 31 December

2002 2001
£m £m £m £m
Net cash inflow from operating activities 3.8 9.4
Returns on investments and servicing of finance
Interest received 24 2.8
Interest paid (0.4) {0.3)
Net cash inflow from returns on investments and servicing of finance 2.0 25
Taxation
Overseas tax paid {0.4) (0.2)
Capital expenditure and fihancial investment
Purchases of tangible fixed assets - (1.2) ©.8)
Sales of tangible fixed assets 0.1 1.0
Repayments of loans to other investments 0.1 -
Loans to joint ventures (0.5) ({C.4)
Repayment of loans to joint ventures - 34
Net cash (outflow)/inflow from capital expenditure
and financial investment (1.5) 2.9
Net cash inflow before financing 4.0 246
Financing
[.can repayments - (2.9
Net cash outflow from financing - 2.9
Increase in cash in the year 4.0 21.7
Reconciliation of net cash flow
to movement in net cash
2002 . 2001
£m £m
Increase in cash in the year , 4.0 217
Cash outflow from reduction in foan financing - 2.9
4.0 24.6
Currency realignment {0.5) 0.5
Movement in net cash 3.5 251
Net cash at 1 January 67.8 42.7
Net cash at 31 December 71.3 67.8

The notes on pages 46 to 58 form part of these accounts and the notes to the cash flow statement are shown in note 25.
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44 Consolidated balance sheet
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As at 31 December

2002 2001
Notes £m £m £m £m
Fixed assets
Tangible assets 11 3.3 2.8
Investments 12 1.0 1.1
Investments in joint ventures 12
Share of gross assets 59.7 48.6
Share of gross liabilities (43.0) {40.9)
16.7 7.7
21.0 11.6
Current assets
Stocks 1.8 11
Debtors 13 109.7 95.6
Cash at bank, monies on deposit and in hand 14 71.8 69.1
183.1 165.8
Creditors: amounts falling due within one year
Bank overdrafts 15 (0.5) (1.3}
Other creditors 17 {189.8) (166.3)
{190.3) (167.6)
Net current assets/(liabilities)
Due within one year {11.5) (7.3)
Due after ane year 13 4.3 55
{7.2) (1.8)
Total assets less current liabilities 13.8 08
Creditors: amounts falling due after more than one year
Other creditors 17 0.9) {0.5)
Provisions for liabilities and chargés 18 (9.9) (14.5)
Net assets/(liabilities) excluding pension (liability)/asset 3.0 5.2)
Pension (iability)/asset 19 (24.1) 9.5
Net (liabilities)/assets including pension (liability)/asset (21.1) 4.3
Share capital and reserves
Called up ordinary share capital 20 33.7 33.7
Share premium account 21 119.3 119.3
Profit and losg account 21 (174.2) {148.9)
Equity shareholders’ funds 22 {21.2) 4.1
Equity minonty interests 0.1 0.2
{21.1) 43

The accounts were approved by the Board ofdirectbrs on 25 M

S.J. Doughty Director
C.J. McCole Director

The notes on pages 46 to 59 form pa/o

arch 2003 and were signed on its behalf by:




Statement of total consolidated recognised
gains and losses

Year ended 31 December

2002 2001
Notes £m £m
Profit for the financial year from Group undertakings 3.3 8.9
Profit for the financial year from joint ventures 6.2 1.4
9.5 8.3
Currency translation differences 0.3 {1.9)
Actuarial loss recognised in the pension scheme 19 (50.1) (38.5)
Deferred tax arising thereon 15.0 11.8
Total recognised losses relating to the year 22 {25.3) (21.3)
Historical cost proiit is not materially different from reported profit.
The notes on pages 46 to 59 form part of these accounts.
2002 2001
Notes £m £m
Fixed assets
Investments 12 120.9 115.9
Current assets
Debtors 13 4.6 6.1
Cash at bank, monies on deposit and in hand 37.9 19.1
42.5 25.2
Creditors: amounts falling due within one year
Other creditors 17 (130.5) (111.0)
Net current liabilities (88.0) (85.8)
Total assets less curvent hiabilities 329 301
Provisions for liabilities and charges 18 2.7 3.3)
Net assets 30.2 26.8
Share capital and reserves
Called up ordinary share capital 20 33.7 337
Share premium account 21 119.3 118.3
Profit and loss account A 21 (122.8) (126.2)
’ 22 30.2 26.8

Equity sharsholders’ funds o

The accounts were approved by the Board of dir,e”t:tors an 25 March 2003 and were signed on its behalf by:

S.J. Doughty Director
C.J. McCole Director

s

The notes on pages 46 to 539 form part t £S6 age
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46 Notes to th'e accounts
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1 Accounting policies

BASIS OF ACCOUNTING ‘

The accounts are prepared in accordance with applicable United Kingdom accounting standards under the histerical
cost convention. The following principal accounting policies have been applied consistently in dealing with items that are
considerad material in relation to the Group’s accounts.

BASIS OF CONSOLIDATION

a) The Group accounts include the accounits of Costain Group PLC and its subsidiary undertakings as at
31 December 2002. Details of the principal subsidiary undertakings, joint ventures and joint arrangements are shown
in note 28.

b) The Group's share of the profits less losses of joint ventures is included in the consolidated profit and loss account
and its interest in their net assets is inciuded in investments in the consolidated balance sheet.

¢) Where a Group company is party to a joint arrangerment, which is not an entity, that company accounts directly for
its income and expenditure, assets and liabilities and cash flows. Such arrangements are reported in the
congolidated accounts on the same basis.

d} Goodwill represents the excess of the purchase consideration over the fair value of attributable net assets at the
date of acquisition. Goodwill arising on acquisitions before 1 January 1898, when FRS 10, ‘Goodwill and intangible
assets’ was adopted, was charged immediately against reserves. When a subsequent disposal occurs any related
gocdwill previously written off to reserves is written back through the profit and loss account as part of the profit or
loss on disposal. There have been no acquisitions since 1 January 1998.

In the Company’s accounts, investrments in subsidiary undertakings are stated at cost less any impairment in value.

e} The balance sheets of cverseas subsidiary undertakings and interests in overseas joint ventures are expressed in
sterling at the rates of exchange ruling at 31 December. Profits and losses of overseas subsidiary undertakings and
joint ventures are expressed in sterling at average rates of exchange. Exchange differences arising on translation of
opening shareholders’ funds less related foreign cumrency borrowings, which finance overseas equity investments,
are recorded as a movement on reserves.

TURNOVER

Turnover represents the amounts receivable for goods and services provided, the value of work carried out during the
year on long-term contracts, property development sales completed and rental income. Turnover includes the Group's
share of turnover of joint arrangement contracts.

FOREIGN CURRENCY TRANSACTIONS

Monetary assets and liabilities in overseas currencies are translated into sterling at year-end exchange rates. Exchange
differences on such items and on transactions completed in the ordinary course of busingss are dealt with in profit on
ordinary activities.

HEDGING

The Group protects the sterling value of overseas income, where appropriate, by means of forward sales contracts.
Profits or losses arising from these arrangements are accounted for in the period In which the contracts are due to
mature. Accordingly, no account is taken of unrealised profits or losses arising on such forward contracts.

DEPRECIATION

Except for land, the cost of tangible fixed assets less any residual value is depreciated over the expected life on a
straight line basis. Buildings are depreciated at a rate of 2% (or the life of the lease if that is less than 50 years). Plant
and equipment is depreciated over its remaining economic fife. 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 opinion of the directors, there has been an impairment in the value of a class
of asset, which is assessed by reference to the anticipated cash flows to be generated by those assets over their
remaining useful lives.

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




1 Accounting policies - continued

TAXATION

Deferred tax has been recognised as a liability or asset if transactions have accurred at the balance sheet date that give
rise to an obligation to pay more tax in future, or a right to pay less tax in future. An asset is not recognised to the
axtent 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 liability 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 useful lives. Lease payments consist of capital and interest elements and the interest element is charged to the
profit and loss 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 contracis represents the excess of the value of work carried out over cumulative
payments on account. Long-term contracts are valued at cost plus attributable profit earned to date, less provision for
foreseeable losses.

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 return on a high quality corporate bond of equivalent term and
currency 1o the liability.

The increase in the present value of the liabilities of the Group's defined benefit pension schemes expected to arise from
employee service in the period is charged to the operating profit. The expected return 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 losses are recognised in the statement of total recognised gains and
losses.
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2 Business and geographical segment information

Business segment information

In the opinicn of the directors, the administering of the engineering, construction and property development projects are

the only material classes of business.

Geographical segment information by origin

Turnover Profit/(loss) Net assets/
(liabilities)
2002 2001 2002 2001 2002 2001
£m £m £m’ £m £m £m
Continuing operations
Group undertakings
United Kingdom 4846 4156 2.2 (1.5) (108.8) (68.8)
Rest of the world 372 45 (1.0) 25 0.3y (2.4
Reorganisation costs - UK {0.7) (0.7)
Turnover, operating profit and net
liabilities of Group undertakings 521.8 457.1 0.5 0.3 (109.1) (71.2)
Joint ventures
United Kingdom 3.6 - - - 1.7 1.6
Rest of the world - property development 17.9 5.5 7.5 1.9 16.4 7.5
Rest of the world - engineering & construction 0.1 0.3 - - 4 (14
5434 4629 8.0 2.2 {92.4) (B3.5)
Net interest receivable/{payable)
and similar income/{charges) 1.4 2.0
Other finance income 1.9 45
Net cash 713 67.8
Profit on ordinary activities before taxation
and net (liabilities)/assets 11.3 8.7 1.1y 4.3
Turnover by destination is not materially different to turnover by origin.
3 Profit on ordinary activities before taxation
2002 2001
£fm £m
Profit on ordinary activities before taxation is stated after charging:
Staff costs (note 6) 68.6 62.0
Remuneration of directors (hote 7) 0.6 1.0
Depreciation on assets owned by Group {note 11) 0.5 0.8
Hire of plant and machinery 12.9 10.8
Rent of land and buildings 4.0 4.0
Auditors’ remuneration - audit services - Group 0.3 0.3
- audit services - Compary - -
- other fees paid to the auditors and their associates 0.1 0.1
and after crediting:
Net income from rents of land and buildings 1.6 1.4
Rentals receivable from hire of plant and machinery 0.3 1.1
4 Net interest receivable/{payable) and similar income/
(charges) of Group undertakings
2002 2001
£m £m
Interest payable on bank loans and overdrafts ©.4) ©.3)
Interest receivable 2.4 2.8
2.0 2.5




5 QOther finance income of Group undertakings

2002 2001
£m £m
Expected return on pension scheme assets 20.6 22.6
Interest on pension scheme Yabiiities 18.7) {18.1)
Net return (note 19) 1.9 4.5
6 Staff costs
2002 2001
£m £m
Wages and salaries 59.6 53.2
Social security costs 4.8 4.4
Pension costs (note 19) 4.2 4.4
68.6 62.0
The average number of persons employed by the Group during the year was:
2002 2001
Number Number
United Kingdom 1,608 1,473
Rest of the world ‘ 1,521 1,804
3,129 3,277

7 Emoluments of directors

Details of directors’ emoluments and share options are included on pages 32 to 39 in the Directors’ remuneration report.

8 Taxation
2002 2001
£m £m
On profit for the year:
United Kingaom corporation tax at 30% - -
Overseas taxation (0.5) 0.2)
Joint venture taxation {0.7) -
(1.2) {0.2)
Deferred taxation (0.6) 0.3
(1.8) (0.5)
Tax reconciliation:
Profit on ordinary activities before taxation 11.3 8.7
Tax at 30% {3.9) (2.6)
Rate adiustments relating to overseas profits (0.2 0.1
Sundry disallowed expenses and profits relieved by capital losses - 0.2)
Unrelisved overseas taxation {0.2) -
Timing differencas relating to the pension (liability)/asset 0.7 11
Other timing differences 1.8 1.6
Exchange differences 0.1 0.2
Adjustments in respect of prior years - -
Tax charge for current year (1.2) 0.2
Accumulated tax losses carried forward, mainly in the United Kingdom, are estimated at £22.1m (2001: £15.5m).
The elements of deferred taxation are as follows:
2002 2001
£m- £m
Accelerated capital allowances (2.9) (1.8)
Other timing differencas - (0.9
Deferred tax asset (note 13) {2.9) (2.7)
Deferred tax on pension {liability)/asset (hote 19) {10.3) 4.0
{13.2) 1.3
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8 Taxation - continued

The movements in the deferred taxation balance were as follows:

£m
Provision at 1 January 2002 1.3
Amount charged to profit and loss account 0.6
Amount credited to the statement of recognised gains and losses (15.0}
Exchange differences {0.1)
Asset at 31 December 2002 (13.2)

There are other deferred tax assets that have not been recognised on the basis that thair future economic benefit is not
assured as at the balance shest date.

9 Profit attributable to Costain Group PLC
The profit dealt with in the accounts of Costain Group PLC is £3.4m (2001: £0.1m loss). A separate profit and loss
account for Costain Group PLC has not been presented as permitted by Section 230 of the Companies Act 1885,

10 Earnings per share _
The calculation of earnings per share is based on earnings of £9.5rm (2001: £8.3m) and 337,136,350 ordinary shares
being the weighted average number of ordinary shares in issue during the vear.

Diluted earnings per share are the same as basic eamings per share.

11 Tangible assets - Group
Land and buildings Flant and equipment Total
Freehold L easehold Owned
. Over 50 50 years
years  and under

£m £m £m £m £m
Cost
At 1 January 2002 1.1 0.3 4.2 9.5 151
Currency realignment - - .4 (0.4} (0.8)
Additions - - - 1.2 1.2
Disposals - - - (0.4) 0.4)
At 31 December 2002 1.1 0.3 3.8 9.9 15.1
Depreciation
At 1 January 2002 0.1 0.1 4,0 81 12.3
Currency realignment _ - - {0.4} 0.3) 0.7
Provided in year B - - - 0.5 0.5
Disposals - - - {0.3) 0.3
At 31 December 2002 01 0.1 3.6 8.0 11.8
Net book value
At 31 December 2002 1.0 0.2 0.2 1.9 33
At 31 Decermnber 2001 1.0 0.2 0.2 1.4 2.8

Freehold fand and buildings includes fand of £0.7m (2001: £0.7m) ¢n which no depreciation has been charged.
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12 Investments - Group

Loans to
Joint joint Cther Other
ventures ventures investments loans Totai
£m £m £m £m £m
Cost
At 1 January 2002 25.6 2.3 0.5 t.1 29.5
Currency realignment 1.2 - - - 1.2 33
Additions - 0.5 - - 0.5 |
Repayments - - - {0.1) {0.1) 3z
At 31 December 2002 26.8 2.8 0.5 1.0 31.1 23
Share of post-acquisition reserves =
At 1 January 2002 (18.5) (18.5) 8=
Currency realignment (0.3) 0.3 co
Profit for the year 8.2 6.2 E,g
At 31 December 2002 (12.6) 126 35
Amounts written off g;
At 1 January 2002 (1.4) ©.3) (0.5) - 22 33
Released in the year 1.4 - - - 1.4 =
At 31 December 2002 - (0.3) {0.5) - {(0.8) °§
Net book value "
At 31 December 2002 14.2 2.5 - 1.0 17.7
At 31 December 2001 - 57 2.0 - 1.1 8.8
Investments - Company
Subsidiary undertakings £m
Cost
387.6
Amounts written off
At 1 January 2002 . (271.7)
Amounts written back 5.0
At 31 December 2002 _ (266.7)
Net book value
At 31 December 2002 120.9
At 31 December 2001 115.9
Details of the principal subsidiary undertakings and joint ventures are shown in note 286.
13 Debtors
Group Company
2002 2001 2002 2001

£m £m £m £m
Ameunts falling due within one year;
Trade debtors 64.2 58.2 - -
Other debtors 5.5 8.6 - -
Amounts recoverable on long-term contracts 31.9 23.2 - -
Prepayments and accrued income 3.7 2.0 - -
Amounts owed by joint ventures 0.1 0.1 - -
Amounts owed by subsidiary undertakings - - 4.4 55
Taxation - - 0.2 0.6

1054 90.1 4.6 8.1

Ameunts falling due after more than one year:
Other debtors 1.4 2.8 - -
Deferred tax asset (note 8) 2.9 2.7 - -

4.3 5.5 - -

108.7 95.6 4.8 6.1
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continued

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 inciudes the Group’s share of cash held by
joint arrangements of £27.6m (2001: £38.0m). There are restrictions on these funds being transferred from the relevant
joint arrangement.

15 Bank overdrafis - Group

2002 2001
£m £m

Amounts falling due within one year:
Overdrafts 0.5 1.3

16 Financial instruments
An explanation of the Board’s objectives, policies and strategies for holding and issuing financial instruments is set out
in the financial review on page 21,

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

a) Liguidity
The maturity of all financial liabilities is shown in note 15.

b) Undrawn committed borrowings facilities
Undrawn borrowing facilities are available 1o the Group as set out below. The conditions precedent to the availability of
these facilities were all satisfied at the balance sheet date. :

2002 2001
£m £m
Expiring in one year or less 3.0 3.0

¢} Interest rate risk
The Group's financial liabilities were ail at floating rate and denominated in the following currencies:

2002 2001

£m £m

Sterling - 1.0
Other 0.5 0.3
0.5 1.3

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

The Group's financial assets which comprised cash at bank, monies on deposit and in hand were denominated in the
following currencies:

2002 2001

£m £m

Steriing 67.7 61.6
UAE Dirhams 0.8 2.2
Hong Kong Dollars 1.3 2.9
Zimbabwe Dollars 0.1 0.4
US Dollars 0.6 0.4
Other 1.3 1.6
71.8 69.1




16 Financial instruments — continued
d) Currency risk

At 31 December 2002, the net monetary assets denominated in currencies other than the functional currency of the
operation involved were Hong Kong dollar denominated net assets of £0.9m and US dollar dencminated assets of
£1.4m in the books of sterling companies. Forward currency sale contracts of US Doilars totalling £1.8m were in place
at the year-end as protection against currency fluctuations. At 31 December 2002, the unrealised profit on the forward
contracts was £0.1m.

&) Fair value
The fair value of financial assets and financiat liabilities is the same as the book value,

17 Other creditors

Group Company
2002 2001 2002 2001
£m £m £m £m
Amounts falling due within one year;
Trade creditors 67.0 63.5 - -
Other creditors 10.6 8.8 0.1 0.5
Secial security 2.0 2.9 - -
Credit balances on long-term contracts 27.6 214 - -
Accruals and deferred income 80.5 67.6 - 0.3
Amounts owed to subsidiary undertakings - - 128.7 108.4
Taxation 2.1 2.1 1.7 1.8
189.8 166.3 130.5 111.0
Amounts falling due after more than one year:
Accruals and deferred income 0.9 0.5 - -
0.9 0.5 - -

18 Provisions for liabilities and charges - Group
At beginning Provided

Utilised At end

of year of year

£m £m £m £m

Engineering & Construction provisions 11.2 0.8 (4.9) 7.1
Void space 1.8 - (©.5) 1.3
Other provisions 1.5 - - 1.5
14.5 0.8 5.4 9.9

Engineering & Construction provisions are in respect of liabilities incurred on long-term contracts most of which are

estimated to be paid over the next two years.

Void space provisions relate to costs of vacant properties. The provisicns will be utilised over the next five years.

Other provisions comprise remedial costs and litigation provisions most of which are expected to be utilised over the

next year.

Provisions for liabilities and charges - Company

At beginning Provided Utilised At end

of year of year

£m £m £m £m

Provisions against losses of subsidiary companies 2.5 - {0.5) 2.0
Other provigions 0.8 - (0.1) 0.7
3.3 - (0.6) 27
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19 Pensions

The Group operates a number of pension schemes principally of the defined benefit type in the United Kingdom and
overseas, under which contributions are paid by Group undertakings and employees. The pension cost charge of the
United Kingdom pension schemes amounted to £4.2m (2001: £4.4m).

A full actuarial valuation of the United Kingdom scheme was carried out at 31 March 2001 and was updated to
31 December 2002 by a qualified independent actuary. The major assumptions used by the actuary were (in nominal

terms);

Rate of increase in pensionable salaries
Rate of increase in pensions in payment
Discount rate

Inflation assumption

31.12.2002
2.3%
2.3%
5.6%
2.3%

31.12.2001
4.0%
2.5%
6.0%
2.5%

31.12.2000
4.0%
2.5%
5.9%
2.5%

The assumptions used by the actuary are best estimates chosen from a range of possible actuarial assumptions which,
due to the timescale covered, may not necessarily be borne out in practice.

The fair value of the scheme's assets, which are not intended to be realised in the short term and may be subject to
significant change before they are realised, and the present value of the scheme’s liabilities, which are derived from cash
flow projections over long periods and thus are inherently uncertain, were:

31.12.2002 31.12.2002 31.12.2001 31.12.2001 31.12.2000 31.12.2000

£m £m m

Equities 6.9% 180.7 7.2% 206.4 7.4% 231.5

Bonds 4.5% 106.9 £.9% .123.8 4.6% 128.7

Total market value of assets 287.6 330.2 360.2

Actuarial value of liability (322.0) (316.7) {310.8}

(Deficity/surplus in the scheme (34.4) 13.5 49.4

Related deferred tax asset/(liability) 10.3 (4.0} (14.8)

Net pension (liability)/asset (24.1) 9.5 34.6
Movement in surplus during the year

2002 2001

£m £m

Surplus in scheme at beginning of the year 13.6 49.4

Movement in year (current service cost) 4.1) 4.3)

Contributions 4.4 3.4

Net return on assets 1.9 4.5

Actuarial loss {50.1} (39.5)

{Deficity/surplus in scheme at end of the year {34.4) 13.5

The estimated actuarial valuation at 31 December 2002 showed a deficit of £34.4 million. The full actuarial valuation as
at 31 March 2001 stated that the employer contribution rate could remain at 9.6% of pensionable salaries until the
completion of the next full actuarial valuation to be carried out as at 31 March 2003, subject to actuarial review during

this period. However, employer contributions were paid at 9.6% to 31 March 2002 and at 11.6% thereafter.



20 Share capital of Costain Group PLC

2002 and 2001

Issued and

Authorised fully paid

£ £

Ordinary shares of 10p each 55,000,000 33,713,635

On 28 March 2001, the Company granted share warrants to the Banks who participated in the refinancing of the
Company’s then existing term facilities. The Banks may require the Company to issue up to 16,000,000 new ordinary
shares at an exercise price of 11.225p per share. There are 10 new ordinary shares in each warrant. The warrants are
exercisable at any time after 31 December 2002. The warrants cease to be exercisable after 31 March 2004,

At 31 December 2002, options over a total of 15,000 shares (2001: 15,000 shares) were outstanding under the Costain
Executive Share Option Scheme as follows:

Date of grant Exercise price per share Number of shares

13 April 1994 £3.57 15,000

The options granted on 13 April 1894 are exercisable up to 12 April 2004.

During the year, no options were granted under The Costain Group Performance Share Scheme. At 31 December
2002, no options (2001: Nil} were outstanding.

Options granted on 22 November 1996 under the Costain Share Saving Scheme lapsed on 1 July 2002, No opticns
were exercised in 2002,

During the year, options were granted under the 2002 Save As You Earn Scheme. At 31 December 2002, options over
a total of 13,420,225 shares were outstanding as follows:

Date of grant Exercise price per share Number of shares

22 October 2002 £0.20 13,420,225

These ¢ptions are exercisable up to 1 June 2008.

During the year, options were granted under the 2002 Long Term Incentive Plan. At 31 December 2002, options over
a total of 2,047,833 shares were outstanding. The options were granted on 11 October 2002. The exercise price is
£1.00 whether on an exercise of the entire award option or any part of it but the option cannot be exercised unless the
performance condition is satisfied. These options are exercisable up to 10 October 2012, Details of the performance
conditions and the options granted to executive directors are given in the Directors’ remuneration report on

pages 32 to 39.
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21 Reserves - Group

Share premium account

Profit and loss

&m £m
At 1 January 2002 119.3 {148.9)
Net exchange differences - 0.3
Profit for the financial year - 9.5
Actuarial loss recognised - (50.1)
Deferred tax - 15.0
At 31 December 2002 119.3 (174.2)

The closing balance on the profit and loss includes a £24.1m debit (2001: £9.5m credit), stated after deferred taxation

of £10.3m (2001: £4.0m) in respect of pension liabilities (2001: assets) of the Group pension fund.

At 31 December 2002, the cumulative goodwill written off on acauisitions prior to 1 January 1998 amounted to

£3.3m (2001: £3.3m).

There are no significant restrictions on the ability to remit overseas reserves.

Reserves - Company

Share premium account

Profit and loss

£m £m
At 1 January 2002 119.3 {126.2)
Profit for the year - 3.4
At 31 December 2002 119.3 {122.8)
22 Reconciliations of movements in shareholders’ funds

Group Company

2002 2001 2002 2001
£m £m - £m £m

Profit/{loss) for the financial year 8.5 8.3 3.4 {0.1)
Other recognised losses in the year (34.8) (29.6) - -
Net (reduction)increase in shareholders’ funds (25.3) 21.3) 34 0.1
Shareholders’ funds at 1 January 4.1 25.4 26.8 26.9
Shareholders’ funds at 31 December {21.2) 4.1 30.2 26.8
23 Contingent liabilities

Group Company

2002 2001 2002 2001
£m £m £m £m

Under guarantees of bank overdrafts, mortgages and loans:
To subsidiary undertakings - - 0.3 0.2
To joint ventures 0.2 0.2 0.2 0.2

Certain subsidiary undertakings have entered into cross-guarantees for loans and overdraft facilities made available to
the Group and certain joint ventures. At 31 December 2002, these liabilities amounted to £0.2m (2001: £0.2m) and are
included or disclosed in these accounts.

The shares of Alcaidesa Holding SA held by Costain Alcaidesa Limited have been pledged as security for certain loans
10 Alcaidesa Holding SA. '

There are also contingent liabilities in respect of:

- creditors of joint arrangements which are less than the book value of their assets;
- performance bonds and other undertakings entered into in the ordinary course of business.



24 Other financial commitments - Group

2002 2001
Other QOther
Land and operating Land and  operating
buildings leases buildings leases
£m £m £m £m
Annual commitments under non-cancellable operating leases expiring:
- within one year - 0.8 - .8
- between one and two years 0.1 0.9 - 0.9
- between two and five years 0.4 0.9 0.5 0.7
- after five years 2.8 - 2.6 -
3.3 26 3.1 2.4
25 Notes to the cash flow statement
Reconciliation of operating profit o net cash inflow from operating activities
2002 2001
£m £m
Operating profit 8.0 22
Depreciation 0.5 0.8
Amounts written back to investments (1.4) (2.9)
Joint ventures {7.9) 1.9
(Increase)/decrease in stocks {0.5) 0.8
(Increass)/decrease in debtors (14.2) 3.0
Increase in creditors 23.6 20.4
Decrease in provisions (4.6) (3.0)
Net cash inflow from cperating activities 3.9 19.4
Analysis of changes in net cash
At 1 .January Currency Cash flow At 31 December
2002 realignment 2002
£m £m £m £m
Cash {note 14) 69.1 0.5) 3.2 71.8
Overdrafts {(1.3) - 0.8 {0.5)
67.8 0.5) 4.0 71.3
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26 Principal subsidiary undertakings, joint ventures and joint arrangements

Percentage
of equity Country of
Activity held incorporation
Subsidiary undertakings
Costain Abu Dhabi Co WLL Process Engineering 49+7 UAE
Costain (Africa) Ltd Holding & Property Company 100+ Zimpabwe
Costain America Inc Holding Company 100+ USA
Costain Building & Civil Engineering Ltd Civil Engineering & Construction 100+
Costain Ltd Civil Engineering & Construction 100+
Costain Construction Ltd Construction 100+
Costain Construction (Botswana) Pty Ltd Construction & Civil Engineering 100+ Botswana
Costain Dubai LLC Civil Engineering & Construction 494" UAE
Costain Engineering & Construction Ltd Hoiding Company 100
Costain International Ltd Civil Engineering & Construction 100+
Costain (Malaysia) Sdn Bhd Civil Engineering & Construction 100+ Malaysia
Costain Qil, Gas & Process Ltd Process Engineering 100+
Costain Qil, Gas & Process (Overseas) Lid Process Engineering 100+
Costain USA Inc Holding Company 100 USA
Costain Zimbabwe (Pvt) Lid Civil Engingering & Construction 100+ Zimbabwe
County & District Properties Lid Commercial Property 100
Richard Costain Ltd Service Company 100
Yahya Costain LLC Civil Engineering & Construction 49+* Oman
Issued
share Percentage
capital of equity Country of
Activity £m held incorporation
Joint ventures
Alcaidesa Holding SA Property Development 19.9 50+ Spain
Jalal Costain WLL Civil Engineering & Construction 0.1 49+ Bahrain
HpC King's College Hospital
(Hoidings} Ltd Construction & Operation of Hospital 0.2 33+ UK

+ Equity capital held by subsidiary undertakings.

*  Treated as subsidiary undertakings due to Costain having dominant influence and control of the composition of the

Board of directors.

All undertakings are incorporated in Great Britain, except where otherwise stated, and operate mainly in the country of
incorporation with the exception of Costain Building & Civil Engineering Ltd and Costain Ltd which operate inside and
outside of the UK and Costain International Ltd and Costain Oil, Gas & Process (Overseas) Ltd which operate in various
countries cutside the UK. All holdings are of ordinary shares except Richard Costain Ltd whers Costain Group PLC
holds 100 per cent of the ordinary and preference shares. A full list of Group companies will be included in the

Company's annual return.



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

Percentage
of equity Country of

Activity held operation
Major joint arrangements
Anglo Japanese Contractors Joint Venture Civil Engineering 33 Hong Kong
Baifour Beatty-Costain Joint Venture - Cardiff Bay Barrage Civil Engineering 35 UK
Balfour Beatty-Costain Joint Venture - A303 Stonehenge Improvement  Civil Engineering 50 UK
Black & Veatch-Costain Joint Venture - Southern Water Asset Management 50 UK
Costain-Hochtief Joint Venture - Winchester House Construction 50 UK
Costain-Norwest Holst Joint Venture - Hungerford Bridge Civil Engineering 50 UK
Costain Qil, Gas & Process Ltd and UK Construction Ltd
Joint Venture - Seal Reception Facilities, Bacton Process Engingering 50 UK
Costain-0'Rourke-Bachy-Emcor Rail Consortium - CTRL 105
(Combined) Civil Engineering 27.4 UK
Costain-Skanska - A43 Dualling Civil Engineering 50 UK
Costain-Skanska - Met Office Construction 50 UK
Costain-Skanska-Bachy Joint Venture - CTRL 240 Civil Engineering 33 UK
Costain-Skanska Joint Venture - Coventry Shopping Centre - Construction 50 UK
Costain-Skanska Joint Venture - Great Western Hotel Construction 50 UK
Costain-Skanska Joint Venture - King's College Hospital Construction 50 UK
Costain-Skanska Joint Venture - Northgate House Construction 50 UK
Costain-Skanska Joint Venture - Uxbridge Shopping Centre Construction 30 UK
Costain-Skanska-Mowlem Joint Venture - A2/M2 Civil Engineering 30 UK
Costain-Taylor Woodrow Joint Venture - Jubilee Line Civil Engineering 50 UK
Costain-Taylor Woodrow - King’s Cross Civil Engineering 50 UK
Galliford-Costain Joint Venture - United Utilities Asset Management 50 UK
MAK-Costain Joint Venture - Television & Radio Station Project Construction 50 Botswana
Mitsui-Costain Joint Venture Civil Engineering 50 Hong Kong
Nishimatsu-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 Joint Joint

shareholders ventures arrangements Total
£m £m £m Em

Sales of goods and services to related parties:
Staff - - 16.7 18.7
Management services - - 0.2 0.2
Construction services and materials - - 0.9 0.9
- - 17.8 17.8

Balances with related parties at 31 December 2002
Amounts due to related parties -
Amounts due from related parties -

Balances with joint ventures are disclosed elsewhere in these accounts. Balances with joint arrangements are eliminated
on consclidation.

Maijor shareholders
Mohammed Abdulmohsin Al-Kharafi & Sons WLL, Raymond International WLL and intria Berhad, are regarded as
related parties of Costain Group PLC.
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60 Five-year financial summary

Turnover and profit
2002 2001 2000 1999 1998
£m £m £m £m &m

Group turnover .
Continuing operations 521.8 457 1 381.2 373.1 381.9
Discontinued operations - - - - -

o 521.8 457 .1 381.2 373.1 381.9

0=

K

g §  Operating profit/{oss)

=D Continuing operations 0.5 0.3 (2.8) 2.1 2.7)

23 Discentinued operations - - - - 0.8

T2 0.5 0.3 2.8) 2.1 (1.9}

=2

2; Share of joint ventures 7.5 1.9 1.3 {0.9) {0.5)

55 Net interest receivable/{payable) and

== other similar income/{charges) 1.4 2.0 1.9 0.8 25

23 Other finance income 1.9 4.5 4.2 3.2 -

.l Profit on disposals of fixed assets - - 1.9 1.2 0.4

3 Profit on ordinary activities before taxation 11.3 8.7 8.5 6.4 0.5

3

= Profit attributable to Costain Group PLC 9.5 8.3 5.1 4.9 0.1
Ordinary dividends - - - - -
Amount retained for the year 9.5 8.3 5.1 4.9 0.1
Earnings per share 2.8p 2.5p 1.5p 1.5p 0.0p
Summarised balance sheets
Tangible assets 3.3 2.8 42 6.3 7.4
Investments 17.7 8.8 7.5 4.1 4.0

21.0 11.6 11.7 10.4 114
Pension prepayment - - - - - 39.5
Cther net current liabilities (7.2) {1.8) 2.5) (7.8} {4.9)
Total assets less current liabilities 13.8 9.8 g.2 2.6 46.0
Long-term liabilities (10.8) (15.0} {18.0) (13.2) 27.1)
Net assets/{liabilities) 3.0 5.2) (8.8) (10.6) 18.9
Pension {liability)/asset {24.1) 9.5 34.6 39.7 -
Net (liabilities)/assets including pension (liability)/asset (21.1) 4.3 25.8 29.1 18.9
Equity sharehoiders’ funds (21.2) 4.1 254 28.7 185
Minority interests 0.1 0.2 0.4 0.4 0.4
21.1) 4.3 25.8 29.1 18.9

The figures for 1999 to 2002 comply with FRS 17.




Notice of annual general meeting

Notice is hereby given that the Annual General Meeting of the members will be held at One Great George Street,
Westminster, London SW1P 3AA on Friday, 23 May 2003 at 11.00 a.m. for the fcllowing purposes:

Ordinary Business

1.
2.

4.

B,

To receive and adopt the Directors’ report and the audited accounts for the year ended 3| December 2002.

To receive, adopt and approve the Directors’ remuneration report for the financial year ended 3| December 2002,
To elect the foflowing directors whe offer themselves for re-election: a — Aminuddin Yusof Lana; b — Mr Saad
Shehata (who will be 77 years old at the time of the Annual General Meeting); ¢ — Mr Frederick William Ballard.
All directors retire by rotation under Article 81 of the Articles of Association. Each re-election will be proposed and
voted on as a separate resolution.

To re-appoint KPMG Audit Plc auditors of the Company.

To authorise the Directors to determine the remuneration of the Auditors.

Special Business

To consider and, if thought fit, to pass the following resclutions proposed as follows:

6.

As an ordinary resolution:

* THAT, in substitution for all subsisting authorities, the directors be and they are hereby generaily and unconditionally

authorised to exercise all the powers of the Company to alfot relevant securities {within the meaning of Section 80 of
the Companies Act 1985} up to an aggregate nominal amount of £11m provided that this authority shall expire on
22 May 2008 save that the Company may before such expiry make an offer or agreement which would or might
require relevant securities to be allotted after such expiry and the directors may allot relevant securities in pursuance
of such cffer or agreement as if the authority confirmed hereby had not expired.

. As a special resolution:

THAT, pursuant to the authority conferred on them by resolution number 8, the directors be and are hereby
empowered pursuant to Section 85 of the Companies Act 1985 to allot equity securities for cash (within the
meaning of Secticn 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 limited:

{a) to the allotment of equity securities pursuant to Article 119 (A) and/or in connection with a rights issue in favour
of the shareholders where the equity securities respectively attributable to the interests of all such shareholders
are proportionate (as nearly as may be} to the respective numbers of shares held by them subject to such
exclusions or other arrangements as the directors may think fit in connection with fractional entitlements or legal
or practical problems arising in connection with the laws of, or requirements of, any recognised reguilatory body
or stock exchange in any territory; and

(b} to the allotment (ctherwise than pursuant to sub-paragraph (a) above) of equity securities up to an aggregate
nominal vaiue of £1.6m

and shall expire 15 menths following the passing of this resolution or, if earlier, at the conclusion of the next
Annual General Meeting of the Company after the passing of this resolution save that the Company may before
such expiry make an offer or agreement which would or might require equity securities to be allotted after such
expiry and the directors may allot equity securities in pursuance of such offer or agreement as if the power
conferred hereby had not expired.
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8. As a special resolution:

THAT the Articles of Association be amended as follows:

That Asticle 1(E) be amended by the deletion of the existing Article 1{E) and its replacement by the following:-
“(E} The aggregate fees of the Directors as such shall in respect of each financial period of the Company be such
sum not exceeding £500,000 as the Board may by resolution determine or such other sum as shall from time to
time be determined by an ordinary resolution of the Company. Such fees shall be divided in such proportions
and among such of the Directors as the Board may by resolution determine and failing any such determination
by the Board, no fees shall be payable hereunder. Subject to the provisions of the Companies Acts and these
Articles, the Board may arrange for such proportion of the fees payable to any Director as the Board may decide
from time to time to be paid in the form of fully paid up shares in the capital of the Company or to be applied in
the purchase or subscription of shares in the capital of the Company on behalf of that Director. The value of any
shares allotted in payment of fees and the subscription price of any shares to which fees are applied shall in
either case be the closing middie miarket price as published in the Daily Official List of the London Stock
Exchange on the day of allotment or subscription”.

By Order of the Board:
Clive L Franks
Secretary

17 April 2003

Notes:

1.

A member entitled to attend and vote at the meeting may appoint one or more proxies to attend and, on a poll, to vote
on his behaif. A proxy need not be a member of the Company. Appointment of a proxy wifl not preclude a member from
attending and voting in person if he so wishes.

To be effective, a proxy and the authority (if any} under which it is signed or a notarially certified or office copy of

such authority must be deposited with the Company’s registrars, Lloyds TSB Registrars, The Causeway, Worthing,
West Sussex BN99 6DA no later than 11 am on Wednesday 21 May 2003. A proxy may be delivered by facsimile to the
Company’s registrars, Lloyds TSB Registrars (facsimile number 01903 702341), provided that:

(@) the facsimile is actuaily received (whether or not it appears to the sender to have been received) by the Company's
registrars no later than 11 am on Wednesday 21 May, 2003.

{b} the Chairman or the Secretary or any other person authorised by the Board for the purpose determines in his sole
discretion (such determination to be conclusive) that such facsimile has been transmitted in an acceptable manner
including a determination that such facsimile is complete and is in a clear and legible form; and

{c) the original instrument appointing the proxy and the authority (if any} under which it is executed or a notarially certified
or office copy of such authority must be delivered to the Company’s registrars, Lloyds TSB Registrars, The Causeway,
Worthing, West Sussex BN99 6DA no later than 10 am on Friday 23 May 2003.

The Company pursuant to Regulation 41 of the Uncertified Securities Regulations 2001, specifies that only those
shareholders registered in the register of members of the company at 6 prn on Wednesday 21 May 2003 shall be entitled to
attend or vote at the meeting in respect of the number of shares registered in their name at that time. Changes to eniries on
the relevant register of securities after 6 pm on Wednesday 21 May 2003 shall be disregarded in determining the rights of any
person to attend or vote at the meeting.
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Half year results — Announced 4 September 2002

Fult vear results - Announced 26 March 2003

Report & Accounts — Sent to shareholders 17 April 2003
Annual General Meeting — To be held 23 May 2003

Half year results 2003 — To be announced September 2003

Analysis of Shareholders

. o
Accounts  Shares {millions) % g%
Institutions, companies and nominges: g9s
Shareholdings 100,000 and over 100 303.4 90.0 e
Shareholdings 50,000 ~ 99,999- 50 3.3 1.0 22
Shareholdings 25,000 ~ 49,999 57 2.0 0.6 23
Shareholdings 5,000 ~ 24,999 130 1.5 0.4 9
Shareholdings 1 — 4,999 314 0.3 0.1 Ty
Individuals: 14,254 26.6 7.9 z
14,905 3371 100.0 E
o)
m
Secretary and Registered Office 9:
]
Secretary Registrar and Transfer Office 8
Clive L Franks Lloyds TSB Registrars N
The Causeway
Registered Office Worthing
Costain House West Sussex
Nicholsons Walk BNS99 6DA
Maidenhead
Berkshire Telephone 01903 502541
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Telephone 01628 842444
www.costain.com
info@costain.com
Company Number 1393773




