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Who we are

At Costain we are continually progressing our business
to become the engineering solutions provider of choice.

Our customers demand a seamless world-class service
- from initial consultancy and advice, to construction and
engineering solutions and long-term asset care and

maintenance support.

We can never stand still. Throughout our history of almost
150 years we have been driven by the need to seek continually
new and innovative ways to meet the challenges of delivering

ever more complex solutions.

Our viston

Our vision 1s to be one of the UK's top engineenng
solutions providers We must be the best for technical
innovative expertise and sustainable sclutions

What we do

We focus on inteligent solutions to mest national neads
As a Tier One engineenng sofutions provider, we provide
front-end engineenng consultancy, construction and
ongoing care and maintenance services across markat
sectors including water, waste power, ral, hydrocarbons
and chemicals highways and nuclear process

How we operate

Wa are committed to operating our business both
sustainably and responsibly We are focused on one
smple but powerful message — ‘Costan Cares’

This 1s not a slogan 1t s an atbitude of mind 1t 1s integral
to everything we do and a touchstone against which
we can evaluate and measure our performance
Costan Cares about relationships, our ervironment
and the future

How we create value

Qur ‘Choosing Costain’ strategy 1s designed to meet
national needs by upgrading and maintairing the

UK’s infrastructure and aiding economic recovery and
growth Value 1s created by our dnve for innovation and
wa are committed to a constant quest for improvement
We are confident that our robust business medsl and
our strategic focus will continue to delver shareholder
value in the years ahead

Find us onine

Our Annual Report 2012 18 availlable
n both printed torm and within the
'Invastors section of the Costain
wabsite at www costaln com/
investors Eifectve communication
with our shareholders ts vital to our
continued success and we would
welcome feedback on either or
both varsions of this Annual Report
= ¢ontact us at info@costain com
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2012 highlights

Strategy delivering results

Financial highlights
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Year ended 31 December 2012 201
Revenue' £934 5m £9863m
Operating profit

Undertying? £25.1m £241m
Profit from operations

Adjusted? £314m £23 6m

Reported £28 Om £22 0m
Profit before tax

Adjusted? £29.5m £25 5m

Reported £26.1m £23 8m
Basic earnings per share

Adjusted? 41 4p 311p

Reported 371p 29 2p
Net cash
Year-end cash balance £10567m  £1401m
Average month-end cash balance £1034m £1304m

Dividend per share

10 75p 10 0p

1 Including share of jomnt ventures and associates

2 Underlying operating profit [before amortisation
of acquired intangible assets and employment
related acquisibion consideration of £3 4 mallion)
n 2012 excludes the £2 8 miflon one-off costs
rasutting from pension schemea labuty achons

3 Results stated befora amorisabon of acqueed
intangible assets and employment related
acquistion considaraton and after £10 5 million
profit arising from transfer of PRl assets nlo
the Group’s pension scheme and £2 8 million
ona-off ¢osts resutting from penmon schema
fiatulity actions




Caostain Group PLC Annual Report 2012 03

Findoutmore: |l

Charrman’s statement pages 06-07
Chuaf Executive’s review pages 14-17
Business modal pages 18-24
Group Finance Diractor's review pages 44-47
Board of Directors pages 48-4%

Operational hightights | ||}

* Underlying operating profit? up 4% to £25 1 milion

(2011 £24 1 milhon)

¢ Increase of 16% In adjusted profit before tax® to
£29 5 millon (2011 £25 5 million)

» Adjusted basic earnings per share® up 33%
to 41.4 pence (2011 311 pence), reflecting Increased
profits and a non-recurnng tax timing benefit

» £105 7 million year-end net cash balance
{2011 £140.1 milhion) and average month-end cash
balance of £103 4 milion (2011 £130 4 milion)

* High quality forward order book of £2 4 billion, In excess
of 90% from repeat orders including new awards and
extenstons to existing contracts (2011 £2 5 bilfion)

* Increase to over £700 milion of revenue secured for
2013 as at 31 December 2012 (2011 over £650 million

secured for 2012)

* Recommended increase In final dividend for the
sixth successive year, taking the total for the year
to 10 75 pence, a 75% increase on the prior year

A8 Belfast to Larne
underway

The Northern Ireland Minister for
Regional Development, Danny Kennedy
MLA, has signalled the start of the

A8 Belfast to Larng Dualling {a Costain
joint venture project) by cutting the first
sod of the £102 millon scheme

The Minister said “These works, which
will take 34 months to complete, are of
significant importance to the economic
development of Northern lreland "

Started in August 2012, the works are
expected to be completed in spring 2015

It 13 estimated that 55,000 tonnes

of concrete, 1,300 tonnes of steel
remnforcement and 310,000 tonnes of
bituminous matenal wall be used for the
scheme, which will lead to an increass
in demand for local supphers of
construction matenal

Costain appointed to
£288 million Magnox
framework contract

Magnox has awarded a framework
contract worth around £288 million

for the delivery of construction,
infrastructure and maintenance projects
across all ten sites which are operated
by Magnox on behalf of the Nuclear
Decommissioning Authorty

Major milestones
reached at London
Power Tunnels

Costain has reached a number of
significant milestones in the construction
of three deep level tunnels as part of the
London Power Tunnels contract for
National Gnd

Evelyn dug its way to is first destination,
a pre-prepared shaft deep below
National Grid's Channel Gate Road
offices, after beginning Its journey from
Willesden Substation earler this year

Cleopatrais digging the other 13km

of the route and 1s approximately a
kilometre away from her launch site in
Harngey Tunnetling work 18 scheduled
for completion in 2014

Dawvid Luetchford, National Gnd's

Head of Cable Tunnels, said “The
breakthrough represents another major
step towards the completion of this vital
project Our breakthrough at Channel
Gate Road s just one part of a much
brgger story which involves us deploying
the best talent and technology avalable
to help ensure the hights stay on”

One million man-hours
injury-free

The Costain Carillion JV reached another
major safety milestone on the M1
Junctons 10-13 project The project,
which has an inducted workiorce of over
4,000 people, has agan achieved one
mithon man-hours inury free Itis the
fourth time the project has reached thig
milestone since work began on the
project in 2009, and to celebrate the
team decided to donate £500 to
Leagrave Pnmary School in Luten

The new managed motorway scheme,
which ams to relieve congestion by
using technology to vary the speed imit,
went live between Junctions 10 and 11
in July 2012

Business review
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Overview

2012 highlights

continued

Focused on
our responsibilities

Platinum status

Costain’s commitment to being a
responsible business was underlined
by the retention of Platinum status in
Business In the Commurity's {BITC's")
2012 Corporate Responsibility (‘'CR')
Index

“| congratulate Costan on achieving
Platinum in the 2012 BITC Corporate
Responsibility Index The CR Index has
helped to highlight clearly those best
practice examples that bing to Ife m a
powerful way what iIntegrated responsible
practice really looks ike As we celebrate
ten years of our CR Index it has gven
me great pleasure to witness each
company’s responsible business journey
and the transformations they are making
both withun thetr businesses and the
impact they have in our communities ™

Stephen Howard
Chief Executive
Business in the Community

S171142

Environmental and sooial highiights | |}

Donated to charitable causes in 2012, including
£22,000 to Great Ormond Street Hospital

Costan donated over £22,000 to Great
Ormond Street Hospital's ‘Raising the
Roof” appeal, which will go towards
upgrading the hospital's world-renowned
neuroscience centre

Earlier this year, Costan iInstigated an
enhanced transfer value offer and

a pension increase exchangs offer

to members of The Costain Pension
Scheme This amed to offer scheme
members greater choice and flexibility
regarding ther pension entitlement and
gave Costain the opportunity to reduce

the overall pension labiities and nsk
remaning within the scheme

Costan considered it important that all
members fully understood the offer and
that they sought financial advice The
Company decided to make a donation
of £10 to Great Ormond Street Hospital
for each member who contacted the
apponted ndependent financial adviser,
Oval Financial Services Limited  Dunng
the offer penod, 2,246 members
contacted Oval, generating a donation
of over £22,000

Costain s Sarah Barton, Lisa Bravery and Martn Hunter presented a cheque to
Great Ormond Street Hospital's Chastina Panayiotou (second from nght)

93%

Waste diverted from
landfill

27%

Reduction in measured
carbon emissions over
the last four years

38

RoSPA Awards

Costain's Health and Safety performance
was recognised by the achievement

of Health and Safety Awards The

Group receved 38 RoSPA Awards,
including two Orders of Distinction,

one President’s Award, {ive Gold Medals
and 19 Gold Awards
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Costain launches supply chain academy

administration, commercial and financial
best practice, insurance, Health and
Safety, behavioural safety and quality

Costain receives
accreditation for
carbon footprint

Costan has receved independent
accreditation for reducing its carbon
footprint, following an external audit by
Achilles to the Certified Emissions
Measurement and Reduction Scheme

In September, Costain officially opened
its supply chain academy, a new
inihiative that aims to support and
develop small to medium-sized

enterprises The academy has been launched to

align the Company's supply chain

partners with the high standard of

training and development adopted
across the Group

The Company welcomed 15 suppliers
on 3 September 2012 1o attend the first
of 19 modules covering business

Business review

('CEMARS')

Accreditation to CEMARS means
Costain's commitment over the last
three years to accurately report and
reduce its carbon emissions has been
officially recognised The CEMARS
standard includes a yearly review to
ensure the Company continues to meet
its reduction goals

Costain's target 1s to achieve a 55%
reduction In emisston intensity by 2020
aganst a 2009 baseline, by actively
engaging with its employees, customers
and supply cham

CEEQUAL award for
Crossrail project

In October, the C330 Royal Oak Portal
contract in west London, for which a
Costain Skanska joint venture ('CSJV")
was the contractor, won Crossrall's

first ‘Whole Project Award' under the
Cwil Engineerning Environmental

Quality Assessment and Award Scheme
(‘CEEQUAL)

CEEQUAL 1s the assessment and award
scheme for improving sustainability in
civil engineering and the public realm

It ams to demonstrate the commitment
of the cwil engineenng industry to
environmental quality and social
performance

CSJV Project Manager Dr Vicknayson
Thevendran said examples of
sustainability on the project included
recycling aggregates for temporary and
permanent works, using ranwater for
the wheel-wash for vehicles leaving the
site, and instaling solar panels to power
monitonng equipment

Costain Annual Report wins Investor

Relations Society Award

in November, Costain was recognised
at a prestigious investor relations award
ceremony In London for its 2011 Annual
Report

Costain won the ‘Most Effective Overall
Annual Report (Printed and Onling)
Award', in the SmallCap & AIM category
at the Investor Relations Society’s
{'|RSs") Best Practice Awards held at
The Pavilion, Tower of London, on

20 November

Now in ther 12th year, the IRS Best
Practice Awards recognise and reward
best practice in investor communications,
both online and in print

The awards, which were attended by
approximately 450 people from across
the investor relations and corporate
communications industry, were compered
and presented by former Conservative
cabinet mimister Michael Portillo

The IRS is the professional body for
those Involved in investor relations and
15 the focal point for investor relations in
the UK

The awards’ winners are determined
through a robust, threg-part review
process All entnes are reviewed and
scored against a checklist, based on the
IRS’s best practice gudelines and the
specific cntena for each award, set out
in the awards entry form

Commenting on the award, the judges
said "Costain Group presented a clear
and easy-to-navigate report with the
Rermuneraton Committee content being
a particular feature®

Investor relations is a strategie
management function that ncorporates
finance, communication, marketing

and strict compliance with Stock
Exchange listing rules to enable the
most effective two-way commurication
between a company, its shareholders
and stakeholders, and the financtai
community

Costain started to integrate its financial
and corporate responsibility reporting
into its Annual Report five years ago

Thes allowed shareholders and other
stakeholders to better gauge how the
company performed financially and,
through the successful implementation
of the Costain Cares iitiative launched
in May 2011, to see how it conducted

1ts business in the communities in which
it operated

Corporate
Governance

Financial statements
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Directors’ Report - Business review

Chairman’s statement

Delivering

excellent results

Dawvid Allvey
Chairman

Overview & Strategic Update
Costain has delivered another strong performance

As a result of the implementation of our ‘Choosing Costain’
strategy, the Group 1s one of the UK's leading engineerng
solutions providers, delivenng integrated consulting, project
delvery and operations and maintenance services to major
blue-chip customers in targeted market sectors

Qur success 13 the direct result of our focus on major
customers who are continuing to invest billions of pounds

Iin capital, operations and mantenance contracts {0 address
essential nafional infrastructure requirements across the
transport, energy, water and waste sectors

During 2012, we increased the proportion of revenues from
support service related activities to 28% To meet the
demands of major customers for an increasingly integrated
service, we must continue to enhance and broaden the
range of services we offer The ongoing drive to develop

our services particularly across engineenng consultancy, and
operations and mamtenance will remain a key priority in 2013

The spending plans of our customers provide a major
opportunity to grow the business further With a strong

cash position, robust balance sheet and banking and bonding
facilities in place, we have the resources to continue to grow
the business organically and by acquisition

Performance

Revenue, including the Group's share of joint ventures

and associates, for the year was £934 5 million

{2011 £986 3 milhon) Our focus on higher margin activities
led to an increase of 4% in Group underlying operating profit
of £25 1 million (2011 £241 milkon) Adjusted profit before

tax increased by 16% to £29 5 millon (2011 £25 5 million)
Adjusted basic earnings per share were up 33% to 41 4 pence
(2011 311 perce), reflecting ncreased profits and a
non-recurring tax timing benefit

As a result of the Group'’s ongong strategic focus on major
blue chip customers who increasingly utiise a target cost
based form of contract, our net cash position includes

a lower level of advanced payments typically paid on lump
sum contracts Addiionally, our increasing emphasis on
support service related activities and changing industry cash
flow trends, together with the cash flow timing imphcation

of a delayed contract completion, accounted for the reduction
m net cash to £105 7 millon (2011 £140 1 millon) We expect
these trends will continue to be reflected in a lower average
net cash position




The Group has flexible financing i place
with total banking and bonding facilihes
of £465 miion wath a maturity date of
30 September 2015

We were successiul in secunng

a number of major new contract awards
and extensions to existing contracts
Consequently, the order book, as at

31 December 2012, was £2 4 bilion
(2011 £2 5 bilion) We have increased
to over £700 million the revenue secured
for 2013 (2011 over £650 milkon secured
for 2012) and 115 encouraging to have
started the new financial year with such
long-term wvisibility

Dividend

Reflecting another successful year

and our continuing confidence in the
long-term prospects for the Group, the
Board Is recommending a 7 4% increase
in the final dvidend, the sixth successive
year of increase If approved, the

725 pence per share (2011 6 75 pence)
final dwvidend will be paid on 24 May 2013
to shareholders on the register as at

the close of business on 19 April 2013
This would bring the total dividend for
the full year to 1075 pence per share
{2011 10 00 pence), an increase of

7 5% over the prior year

Board & Staff

The Board was pleased to announce
the appointment of Jane Lodge as

a Non-Executive Director with effect
from 1 August 2012 Jane has also been
appointed Charr of the Audit Committee,
succeeding James Morley who became
Senior Independent Director James
succeedad John Bryant who retired
from the Board at the end of 2012 after
nearly 11 years as a Board member

We would like to thank John for his
considerable contnbubion over that time

Costain Group PLC Annual Report 2012 07

Costain has delivered another
strong performance in 2012,
and our confidence in the
Group’s future is reflected in
the Board’s recommendation
to increase the final dividend
for the sixth successive year.”

There were a number of operational
management changes and these are
covered In the Chief Executive's Review

On behalf of the whole Board, | would
Iike to place on record our recognition
and appreciatron of the excellent
colleagues we have at Costan who
coninue 1o play a major role in our
SUCCESS

Group Pension Scheme

The deficit on the Group's legacy
Costain Pension Scheme ('CPS') at

31 December 2012 was £40 0 millon
net of deferred tax (2011 £39 7 million)
The assumptions and sensitivities used
In the valuation of the penston scheme
are set cut In the notes 1o the financial
statements

Costan has in place a deficit recovery
plan based on the latest actuanal
position as at 31 March 2010, agreed
with the Pension Scheme Trustee,
expected to elimmate the deficit over

a penod of less than ten ysars and
continues to take vanous decisve
actions In that regard Additionally,

in February 2012, the Group announced
two further actions beng taken to
manage the obligations in the CPS
(further detail 1s provided within the
Financial Revtew)} In accordance with
the requirement for a tn-ennial review,
another full actuanal valuation of the CPS
will be camed out as at 31 March 2013

Summary & Outlook

Costain has delivered another strong
performance n 2012, and our confidence
in the Group's future is reflected In the
Board's recommendation to Increase

the final dvidend for the sixth successve

year

QOur progress In recent years, despite
challenging economic conditions, 1S

a reflection of the Group’s strategic
focus on meeting the complex needs
of customers by ensuring that Costan
provides mtegrated consulting, project
delivery and operations and
matntenance capability

The Group believes that, dnven by
innovation, the strategic development
of the business will be accelerated as
we work with customers on therr future
programmes

With a robust balance sheet, posttive net
cash positon and banking and bonding
faciities in place, we have the resources
{o continug to grow the business
organically and by acquisition

TPA

Dawvid Allvey
Charrman

6 March 2013

Overview
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Directors’ Report - Business review

Consulting

Designing
intelligent solutions

The depth and breadth of Costain’s expertise
enables the Company to develop innovative
solutions across its business sectors. These
range from concrete gravity bases for offshore
wind turbines, or completely redeveloping an
operational railway station, to a study — with
partners — of a new treatment for the UK’s
100,000 tonnes of irradiated graphite from
decommissioned nuclear power stations.




Reading 1s one of the busiest rallway
statons outside London, handling
17 million passengers annually

A Costan/Hochtief Joint Venture 1s
undertaking an £80 milion project
to redsvelop and expand it

This includes increasing the number
of platforms from ten fo 15, reofing the
station and instaling a new 'transfer
deck’ across the tracks The latter
involves replacing the existing footbridge
and starrs with a lugher capacity
structure complete with escalators
down to the platforms The project has
been designed to allow all this to take
place while rail services through the
statron continue uninterrupted

Costain Group PLC Annual Report 2012 08
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The new 100-metre transfer deck was
constructed in three sections at a site
beside the tracks The first 50-metre
section was pushed 28 metres out over
the ralway over four mights in July 2012,
while the second section was jacked
Into position over five rights in the pericd
between the Olympic and Paralympic
Games It took two mights to shde the
second section 18 metres over the
track, then a further three nights to
lower 1t just 100mm into its final position

The 1,100-tonne sechion was lowered
25mm at a tme in a sengs of steps to
ensure It fitted exactly onto ris bearings

This particular part of the project was
carried out over an operational raibway
rather than durng a possession when
rall services are suspended “This
demonstrated both Network Rail and
First Great Western's confidence in
the team after the earlier bndge shde;”
commented Site Agent Dave Forbes
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Directors’ Report - Business review

Project delivery

i / ) “{l\i\ii?:‘ f N

Delivering
programme excellence

Construction involves much more than simply
building an asset accurately and efficiently
to plan. Costain has to understand clients’
requirements and work collaboratively with
them to create the most effective solution

to balance performance for users with
long-term maintenance requirements. During
construction it means having teams with the
right levels of competence and leadership

to pull together extensive supply chains and
negotiate complicated interfaces.




Bidston Moss Viaduct 1s a 3 7km-long
structure carrying the M53 motorway
over a railway line and major roundabout
on the Wirral peninsula It 1s a 37-span
box girder bndge built in the late

1960s and, by the earty ‘'noughties’,

hike many structures of that vintage

and construction method, structural
detencration had set in

The wiaduct had laboured under weight
restrictions from 2005 and was under
threat of closure if structural weaknesses
were not addressed it carmes 63,000
vehicles daily, ncluding 5,000 HGVs —
closure would have had a severe

effect on the economic Iife of the Wirral

Costain, as principal contractor, installed
400 tonnes of reinforcement steel within
the hollow box girder structure - all while
traffic flow was maintained overhead

Much of the structure had nct been
opened up since 1969 This meant
Costan and its subcontractors had

to create or improve access into

602 indmdual box girder compartments
Costan had to co-ordinate multiple
trades working together in extremely
confined spaces

A lean engineenng team was set up,
using techniques similar to those in the
car industry, to ensure the work was
undertaken with maximum efficiency

Costain Group PLC Annual Report 2012 11

The wiaduct's concrete piers were also
strengthened and refurbishment of the
deck and camageway was undertaken
as part of the £88 9 million contract

for the Highways Agency

The viaduct was restored to full structural
capacity three months ahead of deadline
The project won a plethora of awards

for excellence in both construchon and
safety standards

Qverview
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Directors’ Report - Business review

Maximising
whole-life value

1 Water, nuclear and highways are three
Over the past decade, Cos_taln _has oot wivers s Chin o boan
greatly expanded the services it offers most apparent
clients. As well as its long-established Under Asset Management Programme

. . R - . ('AMP") contracts beaing undertaken
project delivery expertise in construction with several of the UK's largest water

and engineering, it now provides whole-life e G eehne Lo

services, from consultancy and design ongoing support and mantenance
. Costan also prowvides maintenance
work at the start of a project to the services for approximately a third of

. = . England’ torways and major trunk
post-construction operation, maintenance 5 o L ot Contractor

and eventual decommissioning of assets.  arangements with the Highways Agency




In a notable development this year,
Costain and Severn Trent Pic have
created a new joint venture, Severn Trent
Costain, to provide complete business
water and wastewater management
services to high-volume commercial

and industnal water users

This combines the two organisations’
skills and expenence to offer large,
muli-site water users a single expert
suppler for all ther water and
wastewater requirements

In nuclear, as the UK's first-generation
Magnox nuclear reactors close down,
Costain 1s helping care for the sites as
they enter the lengthy decomimissioning
process A £288 milion framework
contract [asting up to ten years 1s
emblematic of the emphasis the
Company s placing on creating value
beyond its traditonal actmties

Costan s also handling enabling works
at the Berkeley and Trawsfynydd sites,
nstaling nfrastructure that will allow
decommussioning to proceed This
includes the reconfiguration of bulldings
and access roads, plus creation of
facihes for the decommissioning
workforce Additionally, Costain 1s also
designing and constructing plant to deal
with radiological waste and assembling
the team to operate it

Costain Group PLC Annual Report 2012 13

On the roads, Costain has worked

with the Highways Agency 1o retro-fit

a more efficient service delivery system
to existing contracts The modified
contracts are based around what
actually needs to be done to keep the
network functioning as opposed to the
previous, prescriptive level of intervention
where Costain delivered a sute of works
to a pre-set budget

QOverview
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Directors’ Report — Business review

Chief Executive’s review

Engineering value
IS our business

Our business model

Engineering Focusing on Qur market
solutions to the needs of focus

meet nattonal major blue-chip

needs customers

fPageta | [[liragets | [JENRPacets ]|

5’ | .

Andrew Wyllie

Chief Executive
Against a backdrop of changing industry dynamics and
ongotng challenging economic conditions, 2012 was another
year of progress at Costain

Qur focus on providing innovative and cost effective solutions
to ncreasingly complex and large-scale national needs, along
with our parinership approach, 1s enabling Costain to build
new and extend existing long-term relationships with a range
of major customers As a result, dunng the year we secured
new contracts and extensions of some £900 millon and our
year-end total crder book stood at £2 4 billion

Reflecting the increasing quality of our customer relationships,
over 90% of that order book now comprises repeat orders
The order book also provides good long-term wisibility with
over £700 millon of revenue secured for 2013, and in excess
of a further £1 7 tallion of revenue secured for 2014 and
beyond [n addiion, the Group has maintained a strong
preferred bidder posrtion of over £400 mullion

Trends & Developments

Dunng the year we saw a continuing trend amongst our major
customers to consolidate therr supply chans, as they seek to
derive business benefits by working in a much more strategic
and collaborative manner with a reduced number of preferred
Tier One service providers who have the ability to delver the
entirety of their service needs
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Our progress in recent years, despite
economic conditions, is a reflection of the
Group’s strategic focus on meeting the
complex needs of customers by ensuring
the Costain provides integrated consulting,
project delivery and operations and

maintenance capability.”

Dawid Allvey
Chairman
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As a consequence, our customers We now deliver Engineenng services During the year, we secured our 5
are rapndly changing their procurement across the full asset Ife-cycle, from first hughways technology framework i3
approach, consolidating a broader range | adwisory and design to operations contract for the Welsh Government, an 5
of services across consulting, project and mantenance Developed both Important contract given the ncreased g

delivery and operations actvities Into
larger, longer-term contracts As
examples of this trend, in 2012 we were
appointed by Magnox as cne of two
service prowders under a 10-year
framework coniract that now covers

all ten of ther UK nuclear sites, and

we were appointed by the Qil & Pipelines
Agency an a 3-year operations and
mantenance contract that now covers
the whole of therr estate

In thig changing and competitive
emaronment, it 15 essential that Costain
1s able to demonstrate that it has the
scale, skills, experience and financial
strength necessary to secure, and then
delver, a strong performance on these
increasingly large and complex
contracts The Costain Group has been
transformed in recent times to meet
our customers’ evolving requirementis

organically and by acquisition, 29% of
our revenue in 2012 was derved from
support service activities

The provision of an increasing range

of skalls and services, along with the
recognised capability of our team, our
acknowledged engineenng expertise
and reputation for reliable safe delivery
has enabled us to secure large,
integrated and complex projects the
contract from Network Rail for the
London Bndge Redevelopment, a key
part of the Thameslink programme, the
Evaporator D project, one of the largest
nuclear decommissIoning projects in
the UK, where we are utiising innovative
rmodulansation techniques used in our
oll and gas operations to deliver unts
to site, the Greater Manchester Waste
project, one of Western Europe's
largest waste PFI contracts, and with
the Highways Agency, whose own
assessment rates Costain as a leading
supply chain partner

levels of iInvestment in technology
expected in the ighways sector We
also recently secured, i joint venture,
our first rall electnfication coniract for
Network Rail, with electrfication forming
a key part of ther £37 billon investment
programme

Costain's growing in-house ability to
design, procure and defiver projects

18 being utlised by Centnca for the
delvery of ts gas plant at Easington

to serve the York field in the North Sea
As a result of successful delivery on the
new plant, we have just been apponted
by Centnca to develop the Front End
Engineenng design {'FEED'} for a sarmilar
project at Barrow The Aberdeen based
ClerkMaxwell specialist ol and gas
FEED consultancy, acquired by Costan
in 2011, has almost doubled In s1ze since
acquisttion
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Chief Executive’s review

continued

‘Engtneering Tomorrow’

Engineering excellence runs through

our DNA and ‘Engineenng Tomorrow’

15 the Costain commitment to identifying,
developing and implementing innovative
solutrons to major national needs

Qur customers are Increasingly fooking
to therr preferred supply chain partners
such as Costain for nnovative products
and services that will shorten lead tmes,
enhance the qualtty of project delvery
and, above all, provide cost-efiective
solutions To remain a preferred Tier Cne
suppler, we need to stay one step ahead
of our peer group

We have increased our investment

in Research and Development, and
have introduced the Costain Start-Up
nitative to encourage and support
entrepreneunal members of staff to
develop ther ideas nto business
opportumties The ‘Mano” asset
management tool was one such idea,
which 1s now being sold commercially
to rall and highways customers as an
addition to Costain’s range of services

We are currently undertaking consulting
projects to develop Plasma Vitrification
and Graphite Gasiication technologres
as potential solutions for addressing the
treatment and storage of intermediate
level nuclear waste We are also
undertaking wark on behalf of the
Energy Technology Institute to develop
a prototype process for carbon capture

Over the last two years, Costain has
been investigating innovative ways of
exploiting 1ts broadening range of skills
and market leading positons This
resulted in the announcement in June
of the formation of a joint venture with
Severn Trent (Severn Trent Costain) to
provide complete business water and
wastewater management services to
high volume commercial and industnal
water users

‘Costain Cares’

Cne of our competitive advantages 1s
the recognition some time ago of the
Increasing importance customers were
placing on the “good citizen” credentials
of their supply-chan partners Falure
to embrace and deliver on what our
customers regard as vital components
of corporate and social responsibility
means non gualfication for tender lists
We passionately share these values
and Costain believes that nvestment
In corporate social responsibility
capital 1Is a vital Investment In the
Group's future success

Core to our transformation and our
value proposition to customers 1S our
‘Costain Cares’ programme which
places responsible, effective and
collaborative stakeholder relationships
at the core of everything we do

We receved a Platinum award from
Business in the Community, recognising
our proactive commitment to mitigating
the environmental and social aspects

of our operations

Costain places the highest pnonty on the
effectve management of Safety, Health
and Environment Further progress was
made in the year and we again recorded
an improved Group Acaident Frequency
Rate (‘AFR’) reducing from G 11 to a new
record low of 0 08, which continues

to compare favourably with our major
Tier One peer group We also received
19 Gold Awards from RoSPA and

two prestigious Orders of Distinction

Teamwork

The results generated by Costain in 2012
were delivered by an cutstanding team
Duning the year, we increased our
franing and development programmes
across the organisation so that we have
the requisite skills and resources There
was a further increase in the number

of apprentices across the Group

There were also a number of
adjustments to the semor executive
team Mark Rogerson MBE, who joined
the Group in June from Serco In the
new role of Chief Development Officer,
has since been appointed Managing
Director of the new Natural Resources
dmsion Mark has a track record of
succeassfully managing and growing
support service businesses The
Infrastructure dwision will continue to be
led by Managing Director Darren James

Alan Kay, previously Managing Director
of the Environment Dmision, and who
recently completed the Advanced
Management Programme at Harvard
Business School, was appointed in
November to the new role of Group
Techrical & Operations Director on the
Executive Board to drive innovation,
operational and engineering excellence
across the Group




Tim Bowen, previously Highways

Sector Director, was appointed to the
Executive Board to develop our
consulting and operations activities

for major customers in the Middle East
The semior management tearn was
further strengthened by the appontment
of Fiona Ware as Human Resources
Director

A New Structure

One of the strengths of Costain s the
ahility to focus group-wide resources

to meet specific customer requirements,
address opportunities and optimise
returns for the Company as a whole
Irrespecive of divisional structure

In November, the Group announced the
formation of the new Natural Resources
operating dvision, encompassing the
Water, Hydrocarbons & Chemicals,
Nuclear Process and Waste sectors,
combining most of the existing Energy
& Process and Environment Diisions
and some support service activilies
previously in Infrastructure This new
disional structure will enable the
Group to align itseif more closely with
Its customers’ evolving requiremsnts
and to combine further iis front end
process engineenng, project delivery,
and operations capabiity into an
integrated service for customers

The Natural Resources dmsion wilt
operate alongside the Infrastructure
diwston which will now also include all
power activities as well as the Group's
actvties in the highways, rad, and arrports
sectors The new divisional structure
took effect from 1 January 2013

The Future

Costain has delivered another strong
performance and demonstrated agamn
that it has the nght strategy 1o drive
profitable growth even through the most
challenging of economic conditions

We entered 2013, having already
secured over £700 million of work for
the year and we continue to benefit
from a strong pipeline and hugh levels
of tendenng actmity

Looking forward, we expect the rate

of change in Costain to accelerate as
we take further steps to broaden our
saervices and enhance our product
rangs We believe that we will continue
to be successful by further increasing
the agility of the business to react to
customer’s changing requirements and
by dnving innovation and new technology
across all of our operations in line

with our commitment to ‘Engineernng
Tomomrow’

} look forward to reporting on further
progress dunng the year

Andrew Wyllie
Chief Executive

6 March 2013
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Business model

Creating value through our
customer-focused strategy

@ Engineering
solutions to
meet national

needs

Focusing on the needs of

maijor blue-chip customers

Health and Safety

Our focus on safety remains our highest prionty We achieve
this by providing a safe working environment where the
health and wellbeing of our people are protected and actively
promoted

Intelhgent solutions

Providing solutions that are agde and responsive to the needs
of our customers remans essental in our chosen markets
QOur expernience and knowledge in the application of the nght
solutions remain criical to informing decisions at all stages

of the asset ife-cycle

Cost-competitiveness

In a challenging global economy, businesses continue to
come under pressure to drive down costs We concentrate
not just on sclutions that deliver the best value for customers
but also on how we deliver these solutions This requires

an unrelenting focus on our customers' costs and our own
operating procedures

Corporate Responsibility

Qur commitment to delivenng services responsibly and
sustainably 1s vitally important to the Group We believe
that responstble business 18 central to delivenng greater
value to our customers and all other stakeholders

Innovation and technology

Today's environment requires busnesses to innovate

at a faster rate than ever before The need to continually
innovate and apply new technology in creating solutions
to meet national and customer needs 1s now a base
requirement of cperating in this market place We focus
on developing inteligent solutions and providing the latest
technology i all activities that we undertake

Partnering and collaboration

Partnenng and collaboration form a central part of an
approach which has become essential to deliver complex
engineenng and services Our customers and suppliers
value the importance of this partnership approach and
we often work in collaboration to deliver required projects
and services
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The markets we operate in remain robust and aligned to planned investment €8
programmes underpinned by regulated spend and national needs. o8
£] fon £]7m £Q Hbm
L]
Water Rail Power
Commutted spend continues in the The national Infrastructure plan sets out | The UK's challenge 1s to secure its -
UK water market as a result of nsing a robust plan for investment in the UK energy future while mesting carbon g 5
environmental standards and continued | rail network This 1s a prionty area for reduction commrtments and coping g g
threat of water scarcity The sixth asset the Government to stimulate economic with an ageing infrastructure This = ®
management plan eycle, proposed growth, and to mest future demands will be underpinned by investment [
£41 bilion London super-sewer project | for an addional 225 million passengers | In cleaner and more reliable sources
and legislation-driven £3 billion water and 355,000 more trains per year of energy and bigger and smarter
retal markets are examples of the £37 5 billion 1s set to be nvested over infrastructure, Including renewables,
growth In this market five years on national rail networks in nuclear power and fossil fuels with g
areas Including electrification, track and | Carbon Capture Storage (‘CCS) =
£ bn network upgrades and the proposed technology Around £110 tillion of g
., High Speed 2 'HS2") investment 1s anticipated by 2020 8
=
Nuclear process £ QF £23bn =
In additton to the Nuclear 5

Decommissioning Authonty's £49 5 billion
investment In cleaning up the UK's
nuclear legacy, generating new nuclear
powaer is seen as vital to UK energy
security, with an estimated investment
of circa £60 billion to bulld up to 16GW
of capacity

£9 5bn

Waste

Ermvironmental and legislative obligations
cantinue to shape the UK waste
management sector, which is predicted
to grow around 3% by 2014 The market
continues to be transformed to focus

on reuse, recycling and recovery of
waste This reflects the UK's ambition

to achieve a zero-waste economy and
te dvert waste from landfills, estimated
to be circa 50% of all local authority
collected waste

Highways

UK road networks are under pressure,
with longer average delays and
increases in traffic volumes year on
year Congestion is predicted to cost
the economy £22 bilion a year by 2025
if road networks are not upgraded

To overcome these challenges, billons
of pounds are being spent improving
road networks, including plans to invest
£9 7 bilion to extend the Iife and quality
of the UK strategic road network

Hydrocarbons and
chemicals

Significant actvity i the UK upstream
market Is expected to continue This
will be pnmarily driven by investment
of over £10 bilkon in offshore deep
drilling and the optrusation of mature
assets in the North Sea In addition,
nsing energy demands, unstable ol
prices and cheaper energy sources are
boosting nvestment in gas exploration

£6lm
Airports

The UK s recognised as one of the
world's leading business centres
However, there I1s growing pressure on
the UK to increase capacity within its
aviatian infrastructure to accommodate
economic growth It is estimated that
alack of capacity at Heathrow 1s
costing the UK economy £14 billion

4 year
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Business model

continued

Our ‘Choosing
Costain’ strategy

We continue to develop our strategy
by broadening our offer and focusing
an developing solutions to meet the

needs of our customers.

Our focus is in our target markets

of highways, rail, power, airports,
waste, water, nuclear process

and hydrocarbons and chemicals.
Our geographical focus remains
primarily in the UK whilst developing
international consultancy services
through strategic partnerships

in the Middie East.

Having successiully pursued this
approach for the last two years

we are strengthening our market
position and delivering engineering
solutions across the entire asset
life-cycle.

We provide advisory and design
services designing intelligent
solutions, complex engineering
delivering programme excellence
and operations and maintenance
maximising whole-life value.

Costain's ambition remains to
double profits in the medium term.

Customer focus

Broadening our services across the
asset life-cycle, enhancing the quality
of our eamings and the value to our
customers and the end user

Progress
* 90% repeat busmess m 2012

* 47% of new order book through
existing contract arrangements

@ Strategic priorities and progress in 2012

Developing a best-in-class
management team

Prowiding new solutions through insight
and nnovation reguires a leadership
team at alt levels of the business closely
aligned to our customers' needs and
our ability to deliver these sclutions

Progress

* 51 new recruits in senior positions,
including nine key senor-level recruits
{six external, three intemal)

* Two new appointments to the
Executive Board

Operational efficiency

To meet our customers’ needs we
continue to focus on our cost base,
ensunng that we are providing best
value through implementing a ‘lean’
strategy throughout the business

Progress
* Appontment of Group Technicat &
Operations Director to the Board

* Reduction in operational overnead

innovation

We continue to iInvest significantly in
nnovation, research and technology that
will provide new services to customers
and address nattonal nesds whers new
rmarkets are emerging
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Progress

* 36 patents and patents pending !
to iImprave customers’ business 1
performance ‘

* Cver £2 millon deployed annually to
solve techmical challenges and bring
innovative solutions to market

» Directly over £8 million of government
investment

Operating responsibly

In contributing to the sustanable
development of the UK's infrastructure,
it 15 Important that we appraach

our business in a responsible way
Corporate Responsibility (‘CR') 1s core
to our business We are committed

to delivering projects and services
responsibly and sustainably, ensurnng
that we meet our customers’ and
society’s needs while managing the
social, environmental and economic
impacts of our business

Progress
¢ Retained Platnum status in Business
in the Community's 2012 CR Index

+ Please see pages 30 to 39 for further
details of cur progress in 2012 |

Partnherships

In a market where collaboration
continues to deliver value, Costain
focuses on developing strategic
partnerships o support the development
of broader services and technology

Progress
« Alstorn Babcock Costain joint venture
wins first electrification project

s Severn Trent Costain joint venture
secures first water retal customer




@ Our business divisions

In November 2012, we announced

a restructuring of our business divisions
by creating a new Natural Resources
operating division as part of the further
transformation of the Costain Group.

We now have two operating divisions:
Natural Resources and Infrastructure.

The new division will encompass the
water, hydrocarbons and chemicals,
nuclear process and waste sectors by
combining the existing Energy & Process
and Environment divisions. The division
will enable Costain to combine further

its front-end processing engineering,
project delivery and operations capability
into an integrated service for customers.

Natural Resources

The Natural Resources division delivers engineering solutions
n water, nuclear process, waste and hydrocarbons and
cherrucals, whilst also delivening legacy projects in education

Water

A leading provider of capital framework and maintenance
framework programmes under the current AMP 5
arrangements Providing water services to commercial
and ndustnal customers

Nuclear process

Major frameworks and capital schemes delivered across
a number of the UK's strategic assets

Waste
Delvenng major waste schemes across the UK
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Findoutmore: il
1 Engneenng solutions to meet national needs page 18
2 Focusing on the needs of major blue-chip cusiomers  page 18
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5 Strategic pnontes and prograss in 2012 page 20
& Qur business dmsions page 21
7 Our business architecture page 22
8 Operatng effectivety and responsibly page 23
9 Investingin page 24
10 Delvering shareholder value page 24

Hydrocarbons and chemicals

Developing and mplementing solutions for the upstream
and downstream oil and gas and chemical sectors in the
UK and Middle East

Infrastructure
The Infrastructure division delivers engineering solutions

for principal infrastructure providers in rail, highways,
power and airports

Rail

A leading provider of mult-disciplinary projects for Network
Rail, Crossrait and LUL Currently delivenng major projects
prncipally focused on transportation hubs, most recently at
London Bndge, Reading and Bond Street

Highways

Delivering major programmes for the Highways Agency,
Wealsh Government and local authorities Mantenance
under the current MAC contracts and Early Contractor
Involvement works

Power

Focusing on thermal generation, new nuclear, offshore wind,
transmission and distnbution Currently delivering major
tunneling works for National Gnd

Airports

Delivenng programmes of work across arport assets
at Heathrow, Gatwick and Manchester

Find out more on pages 26-28 "
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Business model

continued

@ Our business architecture

Consulting
Advisory
and design

Pre-investment advisory
* Investment appraisals and
business cases

* Feasibiity and concept design
* Intelligent infrastructure solutions
* Optioneering and value management

Complex programme
advisory

* Programme management
and governance

* Performance assurance and controls
+ Risk and opportunity management

» Contractual consultancy services

¢ Commercial controls

* Asset commissioning planning

Operational excellence
+ Lean engneering
¢ Cost planming and reduction

* Procurement and supply chain
solutions

* Asset management and optimisation
* Decommissioning and reclamation

Sustainability and
energy advisory

* Engineenng consultancy, advice and
support across the asset life-cycle

Design

* Concept outline through to detalled
design

* Front-end engineering studies
* Feasibity and options

Construction
Complex programme
delivery

Programme leadership

» Detalled design management
and control

* Construction rmethodology
and strategy

+ Planning and programme management
* Resource allocation and optimisation
* Construchon management

Sustainable delivery

» Behawvioural safety and ermvaronmental
assurance

* Qualty assurance management
* Energy and waste management
* Community engagement and haison

Asset operation integration
» Network management systern

+ Network technology integration

* Service assurance

+ Stakeholder management

Construction and
engineering compliance
» Risk control management

* CDM standards and control
management

» Construction systems and process
assurance

* People development and
COMMUNIC3IoN

Care

Operations

and maintenance
Infrastructure network
management

* Control centre staffing

+ Call centre operaiions

* Live ‘on network’ emergency

+ Sustainable operational excellence

Asset management
and maintenance
» Asset knowledge acquisition

» Asset monitoring, testing and
inspechon

* Planned preventative maintenance
* 'Non-scheduled’ defect solutons
» Life-expired asset renewal

¢ Decommissioning

Facilities management

+ Building fabric maintenance and
renewal

* Mechanical and electncal reparr
and renewal

* Support service staffing and
resourcing

* Commercial cleaning,
catenng and security

¢ Grounds mantenance

Comphance services

* Behavioural and process safety

* Fire systems mantenance

¢ HVAC installation and maintenance
* Water hygiene and monitoring

» Energy efficiency management
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Relationships Our Environment The Future 8¢
We encourage open, honest and We operate in the bullt environment, We play an important role in the &) 8
respectful communication We beleve where we meet national needs for provision of Infrastructure vitat for
in strong, long-lasting relationships that strategic investment in infrastructure the UK economy The benefits of
are mutually beneficial We compete In the escanomic investment in infrastructure today
environment, where we must deliver will be felt for many years to come
We will value for customers and shareholders
+ provide a safe working ervironment We have to deliver responstbly to the We will =2
free from harm, natural environment for the benefit *+ be one of the UK's top engineering g E
= provide a healthy working environment | of everyone sclutions providers, E 2
for all our people, * provide a sustainable return on L %
We will investment for our shareholders,
* support the local communities in  work with our customers and supply
which we operate, ensunng we leave chain to, where possible * nvest In innovation to provide
a lasting legacy, sclutions for tomarrow's challenges,
- reduce our Impact on climate change,
= provide sustanable solutions and the » work with our customers and 5
hughest standards of service for our - conserve natural resources through supply chain to davelop skills £
customers, efiective Wanet managemept, q to respond to future needs within g
minmising water consumption an K]
* attract, retan and develop the best g i our sector, and =
sustainably sourcing materials, and =
people for the Costain Group, and ¢ contnbute to economic growth i
« operate a collaborative, responsible ~ protect and enhance the environment by supporting our supply chain, )

supply chain where our partners
support us In delivering efficient,
innovative and sustainable solutions

Find out more on pages 30-36 Il

Find out more on pages 37-38% Ii

including smalt and medium-sized

enterprises

Find out more on page 39 I!
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Business model

continued

- NS T e T TN
; H
LN
L
: “ONAN Lot
[N N //\\/ ‘\‘J!

1 . .
.
— . - N
CRE TN A TR
N 1, * T N AR
= [ ~ AN T
1

- ot

Delivering

shareholder value

Health and Safety

Ensuring that we provide a safe working environment where
the health and wellbemng of our people 1s protected and
actively promoted

Find out more on pages 30-32

Our people

Attract, retamn and develop the best people and, in doing
s0, support the delivery of our strategy A focus on key roles
to delver our broadening offer into our chosen markets

Find out more on pages 33-35 Il

Developing customer insight

Developing customer relationships through a greater focus
on business development and early project engagement
Additional capability

Strategic acquistions to support the 'Choosing Costain’
strategy in our chosen markets

Find out more on pages 1417 II

Work-winning

Maximising our return on investment through focus and
developing relationstups with key partners to extend our
ofter to our customers Providing greater capability, service
and technology solutions

Innovation and technology

Delvenng intelligent solutions through the effective
deployment of direct Investment, research funding and
customer-led INnovation

Responsible business and sustainability

Building a longer-term sustainable business that creates
economic, environmental and social value

Providing sustainable solutions and the highest standards
of service for our customers

Find sut more on pages 28-39 II

Reflecting another
successful year and our
continuing confidence
in the long-term
prospects for the
Group, the Board is
recommending a 7.4%
increase in the final
dividend, the sixth
successive year of
increase.

David Allvey
Charman

Dividends per share
Pence

12 1075

100




Directors’ Report — Business review

Costain Group PLC Annual Report 2012 2%

Performing responsibly

Performing responsibly

1s integral to our success and sustanability

This is the fifth year we have
combined our Financial and
Corporate Responsibility (‘CR’)
reporting, demonstrating that
responsible business is core
to our Company. Our aim is

to deliver a totally integrated
approach to our reporting.
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Our Epyirormmer™

Our operational reporting

framework

Natural resources

The Natural Resources division defivers engineerng
solutions i water, nuclear process, waste and hydrocarbons
and chemicals, whilst also delvenng legacy projects

In education

Water

Nuclear process

Waste

Hydrocarbons and chemicals

Infrastructure

The Infrastructure division delivers engineenng sclutions

for principal inirastructure providers in rail, highways, power
and awrports

Rail
Highways
Power
Airports

Our CR reporting framework l I

Relationships

Wea encourage open, honest and respectful communication
We believe in strong, long-lasting relationships that are
mutually beneficial

Our Environment

Wa operate in the built emvironment, where we meet
national needs for strategic investment in infrastructure

We compete in the economic environment, where we must
deliver value for customers and shareholders We have to
delver responsibly to the natural environment for the benefit
of everyone

The Future

We play an mportant role in the provision of infrastruciure
vital for the UK economy The benefits of investment in
infrastructure today will be felt for many years to come

Qverview
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Performing responsibly

continued

Divisional performance

The Infrastructure division, which
incorporated activibes in the highways,
rail, and arports sectors, had a very
successful year in which revenue
{including share of joint ventures and
associates) Increased to £562 3 million
{2011 £466 0 mulion) as investment

in business development enabled the
Group to take advantage of a number
of major opportunities in the market
As aresult, adjusted profit from
operations rose to £26 1 million (2011
£10 2 milion} The significantly improved
profit performance reflects strong
operating returns and additional gans
on successtully completed and final
accounted projects The order book
for the division has grown to £1 6 billion
(2011 £1 5 billien) and the level of
tendering actvity remains high

New wastewater
infrastructure brings
cleaner seas to Sussex

In Rall, during the penod, the Group, In
Joint venture, secured its fiith contract
with Crossrail for the construction and
fit out of the Intermediate shafts and
headhouses at Eleanor Street and

Mile End Park in London, along with

the connecting adits to the main running
tunnels Work is also progressing well
on the major London Bnidge Station
redevelopment project for Network Rail,
in which Costain 1s providing integrated
services Including design, censtructhon,
logistical and environmental operations
whilst ensuring the station remains open
throughout

Costain continues o be a leading
suppler to the Highways Agency and
sigruficant progress 1s being made

with the large portfolio of professional
servicas, construction and mantenance
contracts in which 1t 1s engaged for this
custorner New contract awards during
the penod under review include the

upgrade of the A8 Belfast to Larne
carmageway for the Northern Ireland
Roads Service, appointment to both lots
of the Highways Agency Asset Support
Framework and a four-year technology
contract awarded by the Welsh
Government for the maintenance of
Road Network Communications and
Tunnel Systems across Wales, involving
the maintenance and fault repair of
complex technology systems such

as CCTV cameras, variable messaging
signs ('VMS'), emergency telephones
and ftraffic signals along major strategic
routes

The Riverside Resource Recovery
Energy from Waste faciity at Belvedere
15 now fully operational and the final
account has been agreed

A new wastewater treatment works, two
pumping siations, an 11-kilometre sewer
tunnel and a 2 5-kiometre-long sea outfall
for chent Southern Water 1s bninging cleaner
seas to the Sussex coast

The project is beng delvered by 4Delvery,

a consortium made up of Costain, Veoha Water
and MWH A new sewer tunnel, bored through
the local chalk, takes wastewater from
Peacehaven, Telscombe, Salidean, Rottingdean,
Ovingdean and Brighton and Hove to a new
wastewater treatment works Located on

the edge of the South Downs Natonal Park,
the works nestle in a dry valley and i1s covered
by one of the largest green roofs in the UK,
blending 1t nto the surrounding landscape
Once fully operational the works will treat

95 million itres of wastewater each day 10

the latest EU standards




Improving the flow and
efficiency of the M1

Costain 1s heavily Involved in maximising the

assets, the M1 motorway

complete in spnng 2013, motorists travelling
on a 15-mile stretch of the motorway between
Junctions 10 and 13 will, when signs indicate,
be able to use the hard shoulder as a trafilc
lane during busy penods — ncreasing capacity
and improving journsy times

Costain has also recently been awarded
similar coniracts for Junctions 28 to 32 and
Junctions 32 to 35

Costain 1s nvotved in every stage of the
programme With a position in the Managed
Motorways programme office, t manages
development of the schermes, takes them
through public inquines, physically reconfigures

Costain Group PLC Annual Report 2012 27

Findoutmore: I

2012 highhghts pages 02-05
Business model pages 18-24
Our Corporate Responsibility framework and approach pages 28-39

and rehabiiitaies these 1950s/60s/70s assets,

capaciy of one of the UK's biggest infrastructure
When the Managed Motorways scheme 1s

then provides aftercare for the carmageways

Environment l I I

The Environment division focused on
the water and waste markets as well as
{he specific requwemnents of a number
of long term customers Customer
spend in this market 1s underpinned by
regulatory and legislative requirements
and we expect this to grow over the
medium and long term as the market
in the UK undergoes major change

Revenue {Including share of joint
ventures and associates) in the dvision
for the year was £232 8 million

{2011 £375 4 million), with profit from
operations, Including the profit on

PFI transfers, of £150 million

(2011 £175 million) The reduction in
revenue has been influenced by our
strategic priority on other actnties in the
Group Operating profits In this division
declined significantly in the period
following the one-cff margin benefits
from successful close-out of a number

of legacy issues well wathin our
allowances in the comparative perod
and as a result of additional costs o
complete a project The division firushed
the year with a forward order book of
£0 6 bithon (2011 £0 8 billion), with the
reduction agamn reflecting the Group's
strategic focus on other opportunities

In the water sector, the Group I1s making
good progress on the AMPS framework
contracts with Northumbnan Water,
Sevem Trent, Southermn Water, United
Utilities and Welsh Water During the
penod the Group was also awarded a
coniract by Sevemn Trent Water to replace
its largest covered service reservon sited
near Ambergate in Derbyshire

In anticipation of the significant changes
taking place in the water sector since
the Department for Emaronment Food
and Rural Affarrs ('DEFRA) altered the
regulations to allow more businesses

to be able to choose ther water supplier,
Costan entered into a joint venture with

Severn Trent, called Severn Trent
Costain ('STC"), to prowvide complete
business water and wastewater
management services to high volume
commercial and industrial water users

Costain's position in the water sector
gives the Group a strong platform to
win new contracts and extensions as
the water sector prepares for the next
regulatory review period, commencing
in 2014

In the waste sector, the Group 1S
completing the PFI contract for the
Greater Manchester Waste Disposal
Authortty The majonty of the facilities
on the scheme, which utlises a range
of sophisticated waste management
technologies, have been handed over
with the remamnder in an extended
comrmissioning phase and commercial
discussion regarding completion
conanuing
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continued

Energy

& Process

The Energy & Process dhasion undertook
work In the hydrocarbons and chemicals,
nuclear process and power sectors

Revenue (including share of joint
ventures and associates) In the dwvision
for the year was £137 7 million

(2011 £143 4 milion) with adjusted

proft from operations of £2 5 milion
(2011 £47 milion) Duning the year, the
profits In the dvision have been impacted
by the reduced revenue, higher business
development costs, restructunng costs
and additional costs to complete on two
projects The division finished the year
with a forward order book of £178 million
(2011 £215 millicn)

In Bydrocarbons & Chemicals, the
Group 1s continuing to catry out projects
for a number of customers both in the
UK and overseas We have benefitted
greatly from ClerkMaxwell, acquired In
2011, which 1s enabling us to take
advantage of a number of excriing
opporturnities in the high growth
upstream oll and gas service sector

Dunng the penod the Group also
secured a three-year £60 milion asset
support contract, awarded by the Ol
and Pipelines Agency for the operation
and maintenance of the Government
Pipeline and Siorage System The
addtional support services capabilities
afforded the Group by the acquisttion
of Promanex in August 2011, were
instrumental n secunng this contract
and demonstrates the value n
enhancing existing capabilibes through
targeted acquisitron

In Nuclear Process, we continued to
make good progress during the course
of the year in our vanous projects across
the UK, including Evaporator D at
Sellafield, one of the UK's largest nuclear
decommissioning projects, which has
seen the delivery of further modules to
site dunng the period The Group was
also appointed, as one of two suppliers,
to the Magnox framework contract, for
the delivery of construction, infrastructure
and maintenance projects across all

ten sites which are operated by Magnox
on behalf of the Nuclear Decommissioning
Authority The project work which
Costain will defiver Includes the design,
construction and maintenance of
permanent buldings and structures,
infrastructure mantenance and extension
waorks incorporating construction, civit
engineenng structures and ground
works projects

In Power, the Group continues Its work
with the Energy Technologies Institute,
developting carbon dioxide reduction
techinology for use in coal fired power
stations, a criical factor in the UK's
ability to meet ts stated climate change
targets

Land

Development

QOur non-core Land Development activity
In Spain ¢continued to be subject to
challenging market conditions Revenue
was £1 9 million (2011 £1 5 million)

and the loss after tax was £2 3 million
(2011 £2 0millon) As anticipated, no
significant land sales were completed in
the year and we continue our moratonum
on development actvity on our land-bank
until the market iImproves and maximum
shareholder value can be secured for
the assets Our actvities during the

year have been focused on our letsure
businesses of golf courses and our
800-berth yacht manna adjacent to
Gibraltar which has reported increased
levels of activity during the year
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Our Corporate Responsibility
framework and approach

Our approach

We are committed to delivenng projects
and services responsibly and sustamably,
ensunng that we mest our customers'
and society's needs while managing

the sccial, environmental and economic
mpacts of our business

We recognise that by working with
our custemers, supply chan partners,
employees and other stakeholders
we can make a greater contribution
{0 a more sustainable society

The Beard s responsible and the
Executive Board 1s accountable for all
aspects of CR, including setting policy
and strategy and providing leadership
to drive our CR programme We have
established CR champions, consisting
of directors and senior managers with
direct respensibility for key aspects of
our CR performance Every employee
1S expected to work in a responsible
and sustainable way

Listening to our
stakeholders

We have a wide range of stakeholders,
ncluding customers, joint venture
partners, supply chain partners,
employaes, investors, regulators,
government, community and
emvironmental groups and other
interested parties The views of our
stakeholders inform and guide our
policies and reporting For more
information on how we engage and
respond to our stakeholders, please
see our websrie www costain com

Your comments are important to

us and we would welcome your
feedback Please visit our website

and complete a short online survey at
www costain.com/responsibility, or,
email us at corporate.responsibility@
costain.com

Key responsibilities

There 1s a wide range of social,
emironmental and economic 1ssues
that impact our business, erther directly
or through our supply chan Through
stakeholder engagement and by
assessing our impacts and leve!l of
influence, we have denbified issues that
are matenal to our business In 2011 we
launched Costain Cares, our Corporate
Responsibility strategy and wision to
build a longer-term sustanable business
that creates economic, environmental
and social value Costan Cares 1s based
on three fundamental pillars

Relationships

We encourage open, honest and
respectful communication We belave
tn strong, long-lasting relationships that
are mutually beneficial

Our Environment

We operate n the built environment,
where we meet national neads for
strategic investment in infrastructure
We compete in the economic
environment, where we must deliver
value for custormers and shareholders
We have to deliver responsibly to the
natural environment for the benefit

of everyone

The Future

We play an important role in the
provision of infrastructure wital for the

UK economy The benefits of investment
in infrastructure today will be felt for
many years to come

Measuring our
performance

We measure our performance and
benchmark ourselves agamst our

peers and other companies in the wider
marketplace by participating n Business
in the Community (‘BITC"} CR Index

The CR Index illusirates how companies
integrate responsible business at
strategic and operational levels In June
2012, we receved the results of the BITC
CR Index 2012 and are proud to have
retained Platinum staius, achieving 95%
Qur BITC CR Index feedback report is
available t0 download on our website

Business in the Community
Responsibility Index performance
and band thresholds

%

100 58 93 95 95

50 84 II l.
o7 08 09 1 12

B Bronze z 70 00%

W Siver 2 76 76%

B Gold = 89 76%

B Platinum = 94 76%

In 2011 BITC renamed the CR Index 2010 as CR Index
2011 to reflect 1ha yesar tha resulls wens published
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continued

Costain Cares

Retationships ||}

We encourage open, honest, respectful
communications. We believe in strong,
long-lasting relationships that are

mutually beneficial.

besafe

Health and Safety providing a safe
working environment free from harm
The Health and Safety of our workforce
are of paramount iImportance We are
committed to providing a safe working
emvironment, where the health and
wellbeing of our people are both
protected and actively promoted

In 2012, we achieved an Accadent
Frequency Rate (‘AFR") of 0 09, which
represents a reduction of 18% over the
previous year and a 47% reduction over
the last five years

We are dedicated in our drive towards
zero accidents and incidents We focus
this drive on the following three areas
compliance, competence and culture

Group annual Accident Frequency Rate
Number of reporiable accidents per
100,000 man-hours

020
o1l6

015

015

010
005
0

o8 09

B Trondlng

0.09

Group AFR, a 47% reduction in the last
five years

Comphance

Health and Safety management

QOur Health and Safety management
system 18 accredited to BS CHSAS
18001 This provides our stakeholders
with the reassurance they need that

our system meets and exceeds the
requirements of all relevant Health and
Safety legislation, codes of practice and
guidelines

Our standards are mantained by
continualty menitoring compliance

to systems and benchmarking
performance through an established
audit and inspection regime, undertaken
by baoth external parties and our own
Health and Safety professionals All
findings are reviewed at the highest
level and where necessary changes are
made to our policies or procedures, or
innovations captured and implemented
Company-wide in the spint of contnual
improvement

in March, Costan was prosecuted in
respect of an accident that occurred

on the A2/M25 site on 8 Apnl 2008 The
Company pleaded guilty to breaching
Section 2(1} of the Health and Safety

at Work Act 1974 and was fined
£250,000 plus £45,000 costs Following
the judgement, work stopped on all sites
to enable a safety stand-down to be
conducted with a view 1o disseminating
the lessons leamt across the Costain
business to try to ensure that a simitar
situation is never experienced agan

on one of our sites The stand-down
focused on raising awareness of
behawvioural 1ssues, and in particular

the impact of behaviours on our safety,

healtn and environment ('SHE")
performance In additicn the managing
director for the Infrastructure dvision
and the Group SHE director undertook
a senes of briefings at vanous Costain
forurns to reinforca the message to all
operational management

In October, a Prohibiion Notice was

served on Costain relating to confined

space working on our Tier 1 COMAH |
site at Purton in contravention of !
Section 3(1) of the Health and Safety 1
at Work Act 1974 and Regulation 4 of ‘
the Confined Spaces Regulations 1997

Immediately following the notice, all

works ceased on the site concerned to

enable our procedures to be reviewed

and strengthened Suitable control

measures were subsequently

implemented at Purton and all other

sites within the framework and the

notice was Iifted six days later when

work recommenced under the new

safe system of work

Group average score In monthly
SHE scored inspection
Score

100
79 79 8.0

75 72
60

50

25
0

8.0

Group average SHE performance score

Process safety management

In 2012, we reviewed and strengthened

our process safety management

systemns which now align to the indusiry-

recognised Energy Instrtute framework \
In additien members of our PLC and |
Executive Boards attended process

safety awareness traning sessions
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Relationships continued II I |

Management of road nsk

An enhanced procedure for the
management of road nsk was drawn up
N 2012 This included the launch of an
online drvers' ngk assessment tol In
June Under the new regime all Costan
personne! who are engaged to drive

on Company business are required

to undertake a risk assessment and,
dependent on the resultant nsk rating,
may be required to agree a course of
action with therr ine manager to control
the degree of nsk that may exist while
drving

In 2013 we will continue to develop

our systems and processes relating to
transport logistics and will be launching
a minmum standard for speciic types
of vehicle that access our sites

Competence

A safe site 1s one where all workers are
aualfied to carry out the tasks to which
they are assigned For this reason we
insist on a fully qualfied workforce and
provide ongoing traming and development
for bath our own employees and those
of our supply chain partners

The role of front-ine supervisors iIs a
key factor in improving Health and Safety
performance, and in September we
dedicated a week-long campaign to
supervision In the workplace A total

of 562 front-line supervisors, across

the Group, took part in the event

The aim of the Intiative was to achigve
a premier standard of front-ine
supervision performance through the
use of a number of techniques including
workshops, assessments and feedback
Sessions

Culture

We promiote a culture where our
managers are expected to lead by
example and our people are expected
to demonstrate personal leadership

In Health and Salfety Our values of
teamwork and accountability actively
encourage our workforce to engage
and interact with therr colleagues,
customers and supply chain partners
alike s0 that we leam from one anocther,
explore different methods of working
and promate best practice and
innovation

Durnng 2011-2012, 127 drectors and
senior managers attended a two-day
‘Leading Safety, Health and Envircnment
in Costan' course All attendees
subsequently develcpad an individual
leadership action plan by assessing

ther own leadership performance
against the crtena set out in the Institute
of Directors safety leadership guidance

Our ongoing drive to improve the
Health and Safety culture within the
Group continued during 2012 with

the development and delivery of a
bespoke Health and Safety course
aimed at middle management Further
courses are planned for 2013 as we
continue to cascade our Health and
Safety leadership principles throughout
our business

In 2012, all Costain operational directors
were required to carry out a minimum of
six engagement tours, the primary focus
of which was to enter into discussions
with the workforce regarding site Health
and Safety 1ssuas while also checking
physical conditions on stte In 2013, we
have set a target for all our operational
directors to receve 360-degree feedback
from ther direct reports on therr
leadership style Subsequent personal
leadership improvement plans will be
developed

Following third-party accreditation in
2011, we continued to promote our
Costain Behavioura! Safety Programme
{'CBS’) dunng 2012 Theamisto
significantly influence the delivery of
sustained safety improvements which
focus on safety leadership and the
development of a culture where the
people who work for us do the nght
things ‘because they want to'

Building on the mternal success of
CBS, we have developed a behavioural
safety and management consultancy
and are currently engaged with a
number of external clients in supporting
themn to deliver therr own behavioural
safety programmes

In 2013, we will be using the behavioural
science prnciples of our CBS programme
to develop and enhance our approach
to and delivery of our business and
quality systems

Wa continue to build on our already
well-established links with our supply
chamn, which we consider to be
fundamental to the srooth running
and safe delivery of all our operations
In 2012, biannual Health and Safety
meetings were held with our preferred
subcontractors in seven different
disciplnes These meetings have
provided an effective forum for an
exchange of views and the shanng of
best practice and lessons learnt with
our strategic partners
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Relationships continved .I I |

lv_
HESLTHY

Health prowviding a healthy working
envirenment for all our people

The heafth and wellbeing of our people
remained a key focus area during 2012
Our ongoing 'Be Healthy’ campaign
was enhanced n the spring with the
development of a logo which now
appears on all health-related
documentation

Our vision 1s to provide a working
envronment which impacts positively
on the health of our workers Qur health
management system Is focused on

the prevention of work-related ill-health
and the protection of workers with
existing health conditions In addition,
the wellbeing and good health of the
workforce 1s actively promoted and
mamntaned

Wa continued to cffer voluntary
wellbeing medicals to all staff durng

the year, and have introduced a monthly
wellbeing clinic In our head office,
which 1s open to employees working

In local sites as well as all head office
staff The take-up of these medicals
increased dunng the year as employees
recognised the value and benefits of
regular health checks

Qur proactive approach to health
promotion was mantained in 2012 with
the introduction of blood pressure
testing kits at all sites and offices io
enable all members of the workforce
(including our subcontractors) to
regularly test therr own blood pressure
In addiion, we ran a skin cancer
awareness/summer working campaign
Company-wide with support from
Macmillan Cancer Support

Furthermore, Costan signed up to the
Public Healih Responsibility Deal, a
Department of Health iniiative which
taps into the potental for businesses
and other organisations to Improve

public health and tackle health
inequahties through therr influence over
food, physical activity, alcohol and health
in the workplace As a Responsibility
Deal partner, we have signed up o

five core commitments and supporting
pledges and have made an individual
pledge within the Health at Work
category which relates to health checks
for staff

Durnng 2013, we will continually review
the management of health and wellbeing
In the workplace as we strive 1o raise
standards further Qur proactive stance
with regarg to health promotion in the
workplace will continue with the delivery
of regular themed campaigns, for
example the issuing of pedometers
which are amed at encouraging our
workers to exercise and thereby improve
health and fitness In a sociable and
enjoyable way We will also continue to
work closely with external organisations
such as the UK Contractors Group and
the Rall Safety and Standards Board
with a view to sharing best practice and
raising standards

In December, Costan organised a STEM event which gave over 240 pupls an nsight into emvil engineenng, pictured are puplls from St James Junior

School who took part i the Bndges to Schools event




Relationships continued

Communities supporting the local
communities in which we operate,
ensuring we leave a lasting legacy
We recognise that our work affects

the communities m which we operate
How we manage our relahonships and
work together with these communities
and other stakehalders 15 wital We

are committed to developing and
maintainng excellent relations with local
communities

We strive to minimise the negative
aspects of our work, such as noise
and disruption, and our goal 1s to have
a greater postive iImpact, by focusing
on the following key areas

* Community engagement
* | ocal employment and skills
* Chantable giving and volunteenng

Community engagement

In 2012, 86% of our projects developed
and mplemented community
engagement plans, which identify
specific SoCio-economic 1ISsUes
associated with the local community,
note the positive iImpacts that Costain
makes, and develop an action plan

to work in partnership with the local
community

As an assoclate member of the
Considerate Constructors Scheme,

we are committed to the principles set
out in the Considerate Constructors
Code of Considerate Practice in 2012,
the Group achieved an average score
of 35 out of 40 The average score

of all sites registered with the scheme
15 approximately 33 2 (December 2012)
In addition, our performance was
recognised by the receipt of 17 Awards
from the Considerate Constructors
Scheme four Gold Awards, four

Silver Awards and nine Bronze Awards
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Considerate Constructors
Scheme performance
Group average score

40

H7 350

Average score In the Congiderate
Constructors Scheme

Local employment and skills

We work with a range of partners and
organisations to offer employment and
training opportunities mn the communities
in which we work We are a patron of
The Prince’s Trust, the youth chanty
that helps change young iives, and a
member of the Trust's Construction and
Business Services Leadership Group
The Trust works with 13 to 30-year-olds
who have struggled academically, have
been in care, are long-term unemployed
or have been in trouble with the law

Preudd o b 2 Paran o ‘:EC?P

The Prince’s Trust .., .

In 2012 Costain, tn collaboration with
CITB-ConstructionSkills, the National
Skills Academy for Construction and
The Pnnce's Trust, secured Employee
Ownership of Skills {{EOS’) funding,
matched to the value of £600,000 over
two years With this matched funding,
Costain will provide 100 opportunities
for Indmduals to undertake a three-week
‘Get into Construction' programme
during 2013-2014

Chanitable giving and volunteering
We continue to support vanous charities
both corpaorately and through local
donations given by our project teams

tn 2012, we donated £171,142 to worthy
causes, Including a donation of £22,000
to Great Ormond Street Hospital's
‘Raising the Roof' appeal, which went
towards upgrading the hospital's world-
renowned neuroscience centre

Through our employee volunteenng policy,
we provide our employees with the
opportunity to develop and share skills
while making a wisible and sustainable
difference to local communities In 2012,
our employees volunteered a total

of 27 days and we are committed to
continuing this support N 2013

Group chantable donations
£000

200

171

150 185
100
50
0

08 o9 10 1

SI71142

Donated to chantable causes in 2012

Qur People. attracting, retaining
and developing the best people for
the Costain Group

Costan Group continues to grow and
now employs 3,740 people in the UK
and 1,026 people in the Middle East
We have a relatively stable workforce,
with 49% of staff having been with us
for over five years and our voluntary
staff turnover for 2012 was 7 37%

We filled 154 vacancies last year, 56%
of them through internal placements,
ensunng a mix of employee career
progression and bringing new
employees into the organisation

Qverview
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Re!ationships continued ll I I

Employee {voluntary) turnover rate’ Diversity profile’
% % employees
100 99 40
- 326 -
75 70 ¢ | g1 B7Y pey W8T
I
50 il 20
5 2 225 11 222
25 q 10 .4 o5 v f’%'f.’ 249 194
.——.—-_._-—-.-——""
o 0 67 65 64 e 80
08 09 10 M 12 08 09 0 1 12
' UK employees B Femnale Wl Gver 50
W BAME MUnder30 ' UK employees

.3'7%

Employee {voluntary} turnover rate

Building a diverse workforce

We recogrise the value of a diverse
workforce and ensure that all pecple
activities continue ta be inclusive and
that we provide far access to and
partcipation in training, promotions,
reward and recognition We have
monitored our diversity profile over the
tast five years This year, our statistics
include acquisttions, which have resulted
in a shight decrease in the proportion of
female employees to 19 4% (construction
industry fernale average 13%, UK
Contractors Group (‘UKCG') average
female 16%) and an increase in Black,
Asian and Mmority Ethnic (' BAME')
employees to 8 0% (construction
industry BAME average 5%, UKCG
average BAME 6%) While these figures
compare favourably to the ndustry
average, we are not satisfied with this
and our focus for 2013 will be on
encouraging more women and BAME
people to join Costain tn 2012, Costain
became a member of Business in the
Community's 'Opporturuty Now'
campagn, to share ideas with other
Industries to improve the attraction and
retention of women in the workplace
Cpportunity Now empowers employers
to accelerate change for women in the
workplace

19.4%

Of our pecple are female, 8 0% are
BAME

Developing talent

We continue 1o irvest in training and
development for all our staff, delivenng
atotal of 7,988 training days in 2012,
covenng technical and behawvioural skills
and a range of qualfication levels In
October, over 120 leaders at all levels
within the Company, from the Board

to front-ine supervisors and tranees,
attended a Costamn leadership
development day, creating an opportunity
to engage and develop common
leadership styles across the Group

Costamn I1s now actively working with
four sector skills academies, covering
rall, power, nuclear and construction
We are working with the academtes to
develop skills and competencies to
ensure we can meet the evotving needs
of our customers

In 2012, we expanded our comimitment
to the Costan Project Management
Academy, accredited by the Association
of Project Management (APM'),
supporting 20 of our project managers
who are targeting registered project
professional status with the APM
Costain 1s currently one of only four
organisations with ten or more registared
projgct professionals in the UK

Part of our ongoing strategy I1s to

increase employment oppertunities

for young people, and we continue to

invest In our graduate and apprentice

pragrammes During 2012, we |
welcomed 38 new graduates from |
eight discipline areas, bringing our |
current scheme total to 120 This year

we have placed increased focus on

our apprentice schemes and have

seen a doubling in the number of

apprentices We currently have

65 apprentices on Level 3 frameworks

across 11 diseiplines, including new

areas such as track and signalling,

tunnelling operation, business

admunistration and accounting

Apprentice totals
Number of Costain apprentices

750 65

525
a9
175

00
03 |

65

Apprentices on our apprenticeship
programme

We are aware of the need 1o encourage
young people to take an interest In
science, technology, engineenng and
math ('STEM') skills and we are
encouraging all our graduates and
apprentices to become STEM
ambassadors and to use therr volunteer
days to go into schools and encourage
young children to take an interest in
these subjects Please see page 39

for more information on our work
developing skills for the future
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Employee engagement

Engaging effectively with our people 1s
crucial to the success of our business
The views of our employees are
extremely important and we want our
pecple to feel valued, istened to and
rewarded We run a biennial employee
engagement survey to understand
the opinions of our employees, gain
feedback and target areas where
improvements can be made In 2012,
we continued to act on the results

of our 2011 survey

Our employees told us we needed io
improve some forms of communication
across the business As a result we have
updated our methods of communication,
embracing social media (for example
Twitter) and implementing internal onhne
networking forums, where employees
are encouraged to share thair ideas and
ask for or offer support

Feedback from employees also identified
performance management as an

area for further improvement In 20114
and 2012 we provided performance
management and leadership training

to over 150 managers As a direct resutt
of this training there was a shift in

our performance raview scornng,
demonstrating that our managers are
improving therr performance appratsal
skills We surveyed the direct reports of
the managers who receved the training
and were pleased that ther overall
engagement scores increased by 6%

Our next employee engagement survey
will take place in 2013

Reward and recognition

In the last 12 months, we have
recognised 293 employees through
formal promotion and have faciitated
the career development of a further
447 employees through implementing
cross-project and cross-sector

Fndoutmore: ]
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transfers to enable them to broaden
ther experience and capabilities We
have been developing career paths and
benchmarking roles externally to ensure
that we have a robust career and
grading structure in place, in order to
improve visitility of career progression
and to ensure we are rewarding our
employees competitively in the current
marketplace The career paths will be
rolled cut during 2013

In February 2013, we hosted our
Achieving Excellence Awards to
recognise and celebrate the outstanding
performance and contributions of
individuals

Customer satisfaction score
%

B4 &4
a3
a &2
81 1] 81
&
80 4
08 02 10 Ll 12

84%

Group average custormer satisfaction
score

Customers providing sustainable
solutions and the highest standards
of service for our customers

Our aim is to provide sustainable,
innovative solutions and the highest
standards of service to our customers
We constantly strive to improve our
performance and actively seek feedback
from our customers

We undertake regular customer
satisfaction surveys, where we ask

our customers to rate our performance
agamnst core values such as safety,
health and ermironment, quality, delvery,
subcontract management and
relationships In 2012 we achieved

an average score of 84%

Supply chain, operating a
collaborative, responsible supply
chain where our partners support
us In delivening efficient, innovative
and sustamable solutions

We understand the impact of our
procurement activities and are
commutted to the responsible
managemeant of our supply chain and
the economic, environmental and social
1ssues within it We ask our supphers

to share our values and standards

and to support us in delvering efficient,
innovative, sustanable solutions In turn,
Costain 1s commutted to engaging and
supporting its supply chamn to ensure
compliance, continuous Inprovement
and the achievement of mutual goals

Costain celebrates the achievements and outstanding performance of its people at its Achieving

Excellonce Awards 2012
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Performing responsibly

continued

Relationships continued II I I

Supply chain management

Dunng 2012, our focus was to
strengthen the supply chain, ensunng
that the identified companies were
sustainable businesses procured n

a uniform and responsible manner,
particularly in relation to ndustry-
recogrused social and ethical trading
standards/inimatives In 2011, Costain
Introduced an accreditation scheme for
assessing the capabilities and values of
asupplier Dunng 2012, the percentage
of our strategic and preferred supplier
base accredited to the scheme
increased to 90%, from 59% in 2011
An added benefit of implementing the
scheme 1s the facility to track and
analyse the percentage of suppliers
that have achieved specific standards

Effective engagement and two-way
feedback are essential to ensure that
we perform as one team We monitor
and measure our own performance
brannually wia 360-degree feedback
reviews requested from the elected
Top 100 supply chain The results are
analysed to identify the formation of
trends or cultures, which are addressed
accordingly In 2012, 203 reviews were
recervad, which collectively gave Costain
a feedback review score of 79 7%

We undertake regular performance
reviews with our supply chan,
discussing iIssues such as supervision,
competency, communication, tearmwork,
cost, quality, Innovation, safety and
envircnmental performance Suppliers
and project management are
encouraged to conduct the performance
review jointly to ensure the performance
of our supply chain 1s accurately
represented This allows both parties

to have an input During 2012, 1,160
performance reviews were conducted
on our Top 100 and other business-
cntical supply chan members, resulting
IN an average score across the Group

of 69% (2011 B65%) We were pleased

AN N

to note that the number of suppliers
achieving the ‘Costain Blue’ standard

(a rmirimurn score of 80% in an indnadual
performance review) increased to 171
from 1151 2011

Supply chain performance

%

% 69
60 s 68 05

o N
(=]

08

33%

Increase in supply chain performance
over the last five years

10

Supply chain engagement

In April 2012, we held our third supply
chain conference at Warwick University,
attended by 160 senior representatives
of our supply chain partners and

50 of Costain’s seror management
The conference offered a chance for
supphers to hear about the future of
working with Costain and to participate
in a Q8A session with a panel consisting
of Costain senior management

Responsible procurement
Responsible procurement for Costain
means leading socizlly, emvironmentally
and economically responsible
procurement to deliver value and
benefits to stakeholders

We have adopted the UK Government's
Flexible Framework as the method
through which we will develop our
approach and measure our progress
Wae have set a target to achieve Level 3
of the Flexible Framework in 2013 and
Level 5 by 2015

In 2013, we wilt identify five key
sustainabiiity focus areas that we will
promote within our Top 250 suppliers,
setting timescales for them to meet
arequired standard in these areas

To ensure our procurement staff
approach responsible procurement

in a uniform manner, our commitment
In 2013 1s to deliver responsible
procurement training to all our
procurement personnel

In September, we launched the Costain
supply chain academy, a new initiative
that aims to support and develop smalf
to medium-sized enterprises ('SMES')
The Company welcomed 15 suppliers
to the academy, where representatives
attended 19 learning modules covenng
business administration, commercial
and financial best practice, insurance,
Health and Safety, behavioural safety
and quality
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We have to deliver responsibly to the
natural environment for the benefit

of everyone.

Savé{

Our Environmental Management
Systern (‘EMS’) 1s accredited to the
international standard of environmental
management ISO 14001 2004 The
Group Environmentat Policy Statement
outlines our Intention to ensure we
manage all our work and its iImpacts
effectively, prevent pollution and
continuously improve the operation
and environmental management of our
activites

Our commitment 1s to work with our
customers and supply chain to, where
possible

*+ reduce our impact on climate change,

* conserve naiural resources through
effective waste management,
minimising water consumption and
sustanably sourcing matenals, and

* protect and enhance the environment

Chmate change

We remain committed to reducing

our measured carbon emissions and,
In 2012, demonstrated significant
Improvements in the management

of chimate change and our overall
performance We achieved external
accreditation to the Achdles Certified
Emissions Measurernent and Reduction
Scheme (‘CEMARS'), accrediting our
data from 2009 to 2011 Thus highlights
our ongoing decication to accurate
carbon emisstons reporting and
disclosure, In addition to reducing our

emissions The CEMARS standard
includes ndependent verfication of

our data and a yearly review to ensure
we continue to deliver reductions in
emissions Our method of reporting

1S Inaccordance with, and certified
against, 150 14084-1 2006 and 15 also
In line with the Carben Reduction
Commitment Energy Efficiency Scheme
reporting gudelines

As a result of this verfication and
increased accuracy in our data we have
reviewed and updated our cimate
change strategy and associated targets
Qur restated target 1s 1o achieve a 55%
reduction in carbon emission intensity by
2020, compared with 2009, and to work
with our customers to provide them with
low-cost low-carbon solutions

In 2012, we demonstrated a reduction
in our absolute emissicns compared
with 2009 We further expanded our
carbon footpnnt and associated
boundartes to include 2011 acquisitions,
therr associated activities and turnover
As can be seen from the graph below,
this has ncreased both our emissions
intensity and our absolute emisstons
compared with 2011 While the intensity
figures are normalised aganst turnover,
the activities are different and, therefore,
an increase i1s reported In 2013, we will
further expand our footprint to Include
foint ventures and intemational operations

In 2012, we continued to engage the
business on cimate change, raising
awareness among our employees
through dedicated energy awareness
weeks, sustanable transport plans for
offices and projects, and the promotion
of case studies

Costain certified CO, emissions by scope and emissions intensity

000 tCO,e/tCO,e per £m turnover

44 40
40 & M1 032

33 RO2H A 30

279
22 20
R0 8

it 10

Q Q
1.} 10 1 12A 12B

W Scope 3 - Indrect emissions such as employes
business travel (not included n Scope 1),

B Emussions intensity ((CO&/EM1) — 2012 A

carbon {ootpnnt  new reporting boundary

emssions from water usage and waste disposed inchuding 2011 aeausitions

of at landfil
M Scope 2 - Indrrect emissions such as electricity
H Scope 1 - Direct emissions such as fuel
combustion company owned or leased vehicles

B Emissions ints

ensity MUnNLs acquisitions
(tCOL/EM1) - 2012 B carbon footpnnt 2011
reporting boundary

Fgures are reported n accordance with ISO14064 1 2006 and rafiect UK operations wathin Costan's dvect

operghonal comtrol

27%

Reduction In measured ermissions intensity, comparad with 2009
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Performing responsibly

continued

Our Environment continued II I |

Natural resources

We continue to focus on waste
management and the reduction of
waste produced from all our actmties

Construction waste removed
from site

000 tonnes of waste/

tonnes per £100,000 turnover

600 56,604
450

51,654

300 27,066

150

|Q N e o @

0
08 09 10 " 12

H B Tornes of waste removed from site

W Tonnes per £100 000 turnover

Figures are raported in accordance with WRAP Wasta
Measurement and Reportiing Gudance Turnover figure
raflect operations reporing waste 2008-2011 figures relate
10 UK operations excluding MAC jont venlures and 2011
acquisiions. 2012 figures reflect all operations bul exclude
our MAG 10 jant ventuwre and Alcadesa operabons end

the assocated turnover

53%

Reduction in construction waste,
compared with 2008

Waste diverted from landfil

%

100
g4 239 o
75
67

58
50
25
0 -

08 09 10 11 12
Fgures are reporied m accordancs with WRAP Waste
Measurarnen! and Reporing Guxdance Turnover figuwre
reflaci operations reporng waste 2008-2011 figures
ralais 10 UK operabons excluding MAC jonit ventures
and 2011 acquisiions 2012 figures reflect af operations

but exchude cur MAC 10 joil venture and
operalions and the assocated lumover

93%

Waste diverted from landfill

Wa successfully met our 2012 target,
Increasing the waste diverted from
landffill to 93% In 2008, the Group
pledged its support to the Waste &
Resources Action Programme ("WRAP")
‘Halving Waste to Landfill' commitment,
setting a target to achieve a 50%
reduction in the total tonnage of
construction, demolhion and excavation
waste we sent to landfill by 2012 By
2012, we had vastly exceeded this targst
by reducing the total tonnes of waste

we send to landfill by 92% compared
with 2008

We continue to tramn key personnel in
environmental management, in particular
responsible procurement, matenals
procurement and waste and matenals
management This traming provides
adwvice, gudance and knowledge to
indnaduals dealing with waste and
matenals on a day-to-day basis

Obtaring a greater understanding

of our water consumption continues

0 be a key focus for the Group Water
monitonng and measurement have
commenced on a number of our projects
and we continue to develop our reporting
process to improve the capture of
information across the business, so that
we are able to report on our water
consumpton in 2013

Protecting the environment

Environmental incidents
Number of ncidents

100
75

50
24 37 38

_25 - -

0 .
08 09 10 1

W Number of major ncidents

M Number of sgnificant iIncidents

B Number of minor ncidents
Ag defined by Costan

Environmental incident
frequency rate

Number of ermvronmental incidents
per 1,000,000 man hours

04

03 028

o1s0 0156 o137

00 -

1 12

We are committed to minimising our
impact on the environment by ensuring,
where possible, that our actvties do

not result n damage and that we reduce
our overall environmental Incidents year
oh year We ensure that all environmental
incidents are reported and nvestgated
to capture lessons leamt and prevent
recurrence

Our reported snvironmental incidents
and the associated environmental
incident frequency rate {('EIFR') have
increased in 2012 In 2011, we reviewed
our definiiion of environmental incidents
1o align our reporting procedure with
that of our customers and the regulator,
and have continued to strongly promote
the reporung of incidents While our
reported EIFR has increased in 2012
compared with 2011, we attnbute

this to an increased awareness and
reporting of incidents No major
incidents have been reported in 2012,
compared with one n 2011, and no
environmental prosecutions, cautions
or notices were receved

To improve environmental awareness
across the industry, Costain contnbuted
to the development of an industry
environmental awareness course, the
Site Environmental Awareness Traning
Scheme (‘SEATS'), for supervisors and
managers The scheme will be faunched
in 2013 and will be formally accredited
to CITB-ConstructicnSkills
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We play an important role in the provision
of infrastructure vital for the UK economy.
The benefits of investment in infrastructure
today will be felt for many years to come.

Developing skills for the future
We recognise the importance of
engaging with schools, colleges and
universities to ensure we attract young
talent into our orgarusation, build a
sustainable pipeline of talent for the
{future and support local communities
where we operate

Through our Engineernng Futures
programme, we am to raise the
awareness and asprrations of young
people to find out more about careers
in engineenng and related industries
We have numerous ambassadors
across the Group who volunteer ther
time to go into schools to Inspire young
people n STEM subjects In addition,
we offer Inspirational work expenence
to young people, aming to make theirr
experence of the world of work more
accessible and meaningful In 2012,
we supported over 90 work placement
opportunities and were delighted to

be rewarded by being voted 24th In the
National Placement and Internship
Awards 2012 We have set atarget to
increase the number of work expenence
placements we offer across the Group
in 2013

We continus to grow and expand

our apprenticeship programme, with
65 apprentices on Level 3 frameworks
across 11 disciplines In 2012, we also
undertook a campaign to promgete
apprentices within our supply chain,
setting a target of 150 apprentices
within Costain and our supply chamn by
the end of the year We have achieved
a total of 169 apprentices across the
Group and wathin our supply chain

Dn you want 1o min £5
your own business? “’3

Catikss Tortod 3

Innovation

Innovation underpins our strategy and
will cantribute to our growth, productivity
and competitiveness We are comimitted
to prowding intelligent sclubions to our
customers that will help them achieve
ther ambitions and aspirations

In June, we launched Costan Start-ups,
a new initiative which creates and
supports innovative busmess ideas
from across the Company Employees
are invited to submit ther nnovative
business idea, if it 1s chosen, the
Company will Invest in their idea and
provide the necessary resources to
make 1t a realty That could mean help
with finance, HR and legal issues as
well as the technical advice needed to
bnng the 1dea to life If successful, the
candidate will be given the opportunity
to work on their idea on a full-time
basis in order to develop it and get it
off the ground

Contribute to economic growth
supporting our supply chain,
including small and medium-sized
enterprises (‘'SMES’)

We are committed to ensunng that our
supply chain 1s accessible to a diverse
supplier base, mecluding SMEs, and that
wa support SMEs within our supply
chain, empowenng them to achieve
therr potenthal

In recognition and support of this aim,

in September Costain opened its
supply chan academy, a new nitiative
that aims to support and develop

SMEs and to align the Company's
supply chan partners with the high
standard of traming and development
adopted across the Group The
Company welcomed 15 suppliers to

the first academy, where representatives
attended 19 learming modules covenng
business administraton, commercial
and financial best practice, insurance,
Health and safety, behavioural safety and
quality A further two intakes are planned
for 2013

Costain Cares our vision for 2014

In 2011, we launched our Corperate
Responsibility strategy, Costan Cares,
which sets out our vision for 2014, and
2012 targets against which we measure
our performance and dnve continual
improvement We achieved 76% of the
2012 targets and have developed targets
for 2013 to dnive further improvements
and deliver our 2014 vision

For more information and to download
a copy of our Costain Cares vision,
please wvisit our website at

www costain.com

76%

CR targets achieved in 2012
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Principal risks

Managing risk

Strategic and Financial Risk

Risk and Impact

Mitigation

Economic outlook

The uncertain outlook for the UK and global
economy continues The extent of any changes
o government and international regulation,
taxation and nterest rates, may alsc Impact the
Group's ability to win work and deliver forecast
returns The uncertain economic outlook alsc
affects our customers' abiity and confidence to
place orders, potentiglly impacting the Group's
level of opportunities

The Group regutarly monitors the pipeline of opportunihes availlable and
develops relationships with customers across a range of markets in both
the private and pubhc sectors The Group has set out a clear strategy

to target customers whose spending plans are driven by natonal need,
regulatory commitments or essential maintenance requirements The
Group continues 1o broaden 1ts offer In its key sectors

Change of Government Policy on spending
Certain of the Group's operations are dependent
on government policy with regard to iImproving
public infrastructure and services Any reduction
in government investment and funding would

be lkely to affect the Group's future revenues
and profitability adversely

Key factors that may affect Group strateqgy are kept under regular review
by sersor management and action taken where potential future workload
shortfalls are identified

The Group continues to haise with government bodies, showcasing
a wide range of nnovative deas to demonstrate the business as
a solution provider

Competition

The failure by the Group to compete effectively,
resutting In a fatlure to win work I a competitive
market, could reduce the Group's revenus,
profitabilty and cash flow

The Company’s strategy of targeting customers with committed long-
term capital and operational spending plans will enable us to continue

to pursue and win work less affected by the downturn The Company's
ongoing drive, both organically and by acquisition, to broaden its services
across engineenng consultancy, construction and operations and
mantenance, and to provide Innovative cost-effective solutions, will also
provide it with a competitive edge

Pension hiabihties

The Group operates a defined benefit scheme
which was closed to new members from

1 June 2005 and was closed to future accrual
on 30 September 2008 The current defict on
the scheme 1s £51 9 millon net of deferred tax
If the market value of the schems's assets
decling in relation to its assessed habilihes, the
Group may be required to mcrease its cash
contnbutions to cover funding shortfalls which
could have an adverse mpact on the Group's
operational results

The valuation under IAS 19 for the scheme as at 31 December 2012 valued
the scheme’s assets at £558 8 milion and habilities of £610 7 mullion

An actuanal valuation of the scheme as at 31 March 2010 was concluded
during 2010 and Costamn agreed a deficit recovery plan with the Trustee
The next actuarntal vatluation 1s due on 31 March 2013

The value of the deficit recognised in the Group's balance sheet pursuant
to IAS 19 s dependent on certam cribical assumptions, mcluding maortality
rates, pension increases, Invesiment returns and inflation and 1s lkely to

vary from year to year

The Company reviews the options regarding what actions Costan can
take to miigate its long-term nsk and consults professional advisers
as necessary

Acquisitions

Fallure to Integrate successfully an acquired

business or recognise and mitigate new and
related nsks could have a damaging Impact

on the Group's future revenue and profits

Full due digence 1s camed out before any acquistion 1s made Integration
plans are put In place and managed by a dedicated team
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Mitigation

Operational delivery

Failure fo follow best practice guidelines could
mean that projects are not delvered to time,
cost, quabty or appropriate Health and Safety
and environmental standards and therefore
do not meet customers’ expectations

Failure to follow Company standards, policies,
procedures and guidelines could advarsely
affect the Group's reputation and/or expose
the Group to financial labiities and adversely
affect the operational, financial and share price
performance

To miigate the cost nsk, expenenced and qualfied staff are used to prepare
bids, which are subject to internal review and approval before subrmission
Dunng the Iife of the contract, regular project manager's report meetings and
end forecast meetings take place to discuss safety, progress, quality, cost,
financial performance, nsk, etc

Work on site 1s audited by in-house specialists and reports prepared so
that corrective action, where required, can be taken A senior executive

15 responsible for overall quality sssues, the updating of best practice and
ensunng compliance The senior executive I8 also responsible for reviewing
and updating our procedures in Ine with the changing business

Regutar Heatth and Safety visits and on site traning take place to reduce the
nsk of human error Any breaches in procedures are reported quickly and
acted upon as appropnate Employess are encouraged 1o take responsibiity
for safety in ther work areas

Loss of IT systems/Key Documentation
Fallure of [T systems, inability to manage and/or
to integrate IT systems, as well as the falure to
store key documentation securely, could cause
financial loss to the Group and expose the
Company to breaches of legislation and fines

A senior executive 1S responsible for the IT systems and has a sutably
qualiied tearm in support Critical areas are subject to testing and nclude
rapid recovery as well as sound data backup procedures Online secunty
traning 1s provided for safe usage and storage of documentation

Subc¢ontractor/supply chain and

customer failure

If a subcontractor, joint venture partner or
suppler of goods or services falls financially

or 15 responsible for late or iInadequate delivery
or low qualty work, 1t could damage the Group's
reputation and/or cause it to sufier financial
losses If a customer faills financially, the Group
could suffer financial losses

The Company seeks to ensure that it 1s not over-reliant on any one
subcontractor, suppher or joint venture partner In additicn, the Company
mantains a hst of preferred subcontractors and suppliers which 1s
reviswed regularly The Company also undertakes financial monitonng of
subcontractors and suppliers and endeavours to mantain a dialogue with
them in order to identify any tssue or cause for concern The Company
has in use an external audit system to ensure compliance by our
preferred and strategic supplers

The Company focuses on targeting and working with blue-chip customers
In sectors whose spending actity 1s underpinned by strategic national
need, regulatory commitments or essential mantenance recuirements

People

Failure to atiract, develop and retain highly skilled
management or personnel may limit the Group's
ability to grow the business as anticipated

The Company has In place a well-developed succession planning process
whiich 1s regularty monitored  This process includes carrying out ‘ialent
reviews' and encouraging ongoing development at all levels The
Company seeks to actively engage with employees through engagement
surveys and its Employee Consuttative Committee

Pay and conditions of employment are also regularly reviewed against the
prevailing market and benchmarked aganst competitors to ensure that
the Company remains competrtive at all levels
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Key performance indicators

The Group uses a range of
performance indicators across
its business units. These start
with a formal three-year
business plan that sets out
clear strategic targets and
objectives and which forms
the basis of the budget for

the following financial year.

The Board considers that the
following Non-financial and
Financial key performance
indicators {‘KPIs’) are the
most effective measures for
monitoring its objectives:

Non-financial kPis | | I

Accident Frequency Rate (‘AFR’)

Target
To continually improve safety performance with a zero
tolerance approach

2012 20m 2010

0.09 0.11 0.15

Safety 1s the number one pnonty Within the Company there

15 both a corporate and indwvidual responsibility to ensure that
operations are managed in a safe, healthy and environmentally
controlled manner The common measure In the construction
sector for measuring safety performance is the Accident
Frequency Rate ('AFR’) which measures the number of senous
waorkplace accidents reportable under the Reporting of
Inunes, Diseases and Dangerous Occurrences Regulations
1995 per 100,000 of hours worked The further improvernent
achievad n 2012 refiects the continued attention given

to all areas of safety and represents upper-quartile safety
performance In the construction sector

Staff turnover

Target
To provide initiatives and working conditions n order
to retain key staff

2012 20M 2010

4% 7.0% 5.1%

The retention of staff 1s fundamental m delivenng a quality
service to customers The Group undertakes a number

of mportant ntiatives to retain key staff, ncluding actively
facitating therr career development Clear action plans are

In place 1o address issues such as Health and Safety, reward,
traiung and development and job satisfacton The Group uses
a 'voluntary leavers' turnover rate to monitor staff retention

In 2012, staff retention was very strong compared to long-term
industry norms

Supply chain performance

Target
Average key suppher performance score of greater
than 50%

2012 2011 2010

69% 65% 63%

The Group has a number of key suppliers and i1s relant on
ther performance in carrying out its business Consequently,
an internal performance measurement ool 1s used fo assess
the performance of key supphers on a regular basis against
a number of indicators including Heatth and Safety,
programme, commerctal and qualty performance The
result of the assessment IS shown as a percentage score
which allows companson aganst previous scores and other
suppliers The assessment and results are then used as

a basis for discussion with each strategic and preferred
suppiler of their performance and to put in place, where
necessary, actions to improve performance or, If appropnate,
reduce the amount of work performed by a supplier

In 2012, the average key supplier performance score
continued to mprove The objective 1s to ensure that all

key supplers have a performance score of at least 50%
The Group has also mplemented an external accreditabon
system called Achilles {Bullding Confidence) for its strategic
and preferred supply chain members
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Underlying operating profit

Target
In Iine with business plan

2012 20m 2010

£25- 17% 5424. 17)1 é’lZ‘Q’m

The level of underlying operating profit (before acquisition
related other items and pension Lability management costs)

15 a key measure of performance for the Group The measure
represents the results of the operating elements of the Group's
performance and excludes sale of assets and joint ventures
The Group’s operating profit iIn 2011 and 2012 increased as
aresult of the strong performance in the Group during the vear

Adjusted profit from operations

Target
I bre with business plan

2012 2011 2010

314" L23.6™  S29.4™

The level of adjusted profit from operations {before acquisition
related other items) 1s a key measure of performance across
all areas and dvisions of the Group The profit from operations
for each segment of the business i1s reported in detall in the
Business review section of the Annual Report The Group’s
profit from operations N 2012 increased compared to 2011
due to the significant profit of £10 & million from the transfer

of assets into The Costain Pension Scherme in 2012
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Findoutmore: 1l

Qur Corporate Responsibility framework and approach page 29
Costain Cares pages 30-39
Group Finance Director's review pages 44-47

Adjusted profit before tax

Target
In ine with business plan

2012 201 2010

29.5™  £25.5™  L27.9™

Adjusted proflt before tax 1s a key measure for the Group

and incorporates the interest from cash deposits held and the
1AS 19 pension interest The reported profit before tax n 2012
included the significant profit of £10 & million from the transfer
of assets into The Costain Pension Scheme

Order book

Target
To build a strong order book In ine with strategy

2012 2011 2010

g4 sg5m g4

The level of secured orders on which work 1s to be carned
out 15 a key measure for achieving continued profitability and
growth At the end of 2012 the order book for the Group has
decreased from the level at the start of the year

Net cash balance

Target
Maintain a net cash balance at an appropnate level to sutt
the business requirements

2012 2011 2010

$05.7™  f140.1"  i144.3™

The Group has a positive net cash balance and close
monitonng and measurement of cash resources 1s carried
out as part of the performance measurement process The
reduction in the 2012 year-end cash balance compared to
2011 reflects the transition to target cost based contracts with
blue chip customers The average month-end cash balance
for the Group durnng 2012 was £103 4 rmilhon cornpared to
£130 4 miflion in 2011
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Group Finance Director’s review

Focused on a strong
financial position

Costan delvered another year of good financial performanice

The Group generated a 4% increase in underlying' operating
profit for the year to £251 milien (2011 £24 1 million)

Profit from operations, before other items?, for the year

was £31 4 million (2011 £23 6 millon)

Group revenue, including shara of joint ventures and
associates, was £934 5 milion for the twelve months to

31 December 2012 (2011 £286 3 mullion) The increased
profitability, on reduced revenue, reflects the Group's focus
on higher margin work

Dunng the year the Group transferred two PFl investments
into The Costan Pension Scheme ("CPS') at an agreed value
of £20 3 million which resutted in a profit on the transfer of

£10 5 milion In addition the Group implemented an Enhanced
Transfer Value and Pension Increase Exchange offers to the
members of the CPS which resulted in a ong-off accounting
cost of £2 8 milion in the year

Profit before tax, before other tems?, for the year ended
31 December 2012 increased to £29 5 milion (2011
£05 5 million) Basic earnings per share, before other items?,

Tony Bickerstaff

Group Finance Drrector amounted to 41 4 pence (2011 311 pence per shars),
reflecting increased profits and a non-recurring tax timing
benefit Reported basic earnings per share were 37 1 pence
(2011 29 2 pence)

During the year the Group secured a number of new contracts
and extensions and the Group's order book stood at
£2 4 bilion (31 December 2011 £2 5 billion)

As a result of the Group's ongoing strategic focus on major
blue chip customers who increasingly utlise a target cost
based form of contract, our net cash position includes a
lower leve! of advanced payments typically paid on lump sum
contracts Additionally, our Increasing emphasis on support
service related actvities, changing industry cash flow trends,
together with the cash flow timing implication of a delayed
contract completion, accounted for the reduction m net cash
to £105 7 milion (2011 £1401 milion) We expect these
trends wilt continue to be reflected in a lower average net
cash position

1 Underiying operating profitis before amortisation of acquwed ntangible
assets and employment related acquisibion consideration and excludes the
one off costs relating from pension scheme liability actons

2 Other temns are the amorbisation of acqured intangible assets of £1 7 mdlion
(2011 £ 9 mdiion) and employment related acquisition consideration of
€17 million (2011 £07 milion)




The results of the Group's operating
dsions are considered in the
operational review section and are
shown in the segmental analysis in the
financial statements

Interest

Net finance expense amounted to

£1 9 milhion (2011 £19 millen income)
The interest payable on bank overdrafts
and other similar charges was £1 8 million
(2011 £17 millon) and the interest
income from bank deposits and other
loans and recewvables amounted to

£1 0 milion (2011 £1 8 million) In
addition, the net finance expense
included the difference between the
expected return on the pension
scheme's assets of £26 3 mikon

(2011 £32 3 million} and the interest
cost on the present value of the pension
scheme's habilities of £27 4 million

{2010 £30 5 mithon) being a net
expense of £11 million (2011 £1 8 mulion
INCOME)

In accordance with IAS 19, the pension
scheme defict position was reassessed
as at 31 December 2012 Asa
consequence of the new requirements
of 1AS 19, requinng a change in the
method of calculation, the net pension
interest expense will Increase in 2013 to
£21 miltion

Tax

The Group's effective rate of tax was

7 3% of the profit before tax (2011 218%)
The lower than normal rate of tax arose
owing to tax relief on the transier of PFI
assets to The Costain Pension Scheme,
Research and Development tax relief
claims, the uthsation of brought forward
tax losses, timing differences and caprtal
allowances, not previously recognised
as deferred tax assets, and the effect
on the brought forward deferred tax
balances of the reduced rate of
corporation tax of 23% from 1 Apnl 2013
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2012 highhghts pages 02-05
Chairman’s statement pages 06-07
Chief Executive's review pages 14-17
Corporate Governance pages 50-76
Financial statements pages 78-121

Dwidend

The Board has recommended a final
dvidend for the year of 7 25 pence per
share (2011 675 pence per share) to
bring the total for the year 1o 10 75 pence
per share (2011 10 0 pence per sharg),
an ncrease of 7 5%

As In previous years, the Group will
make an additional cash contrbution

to the pension scheme equal to the
amount of dwvidend paid to shareholders

Shareholders’ Equity

Shareholders' equity increased in the
year to £31 8 miflion (2011 £30 8 milion)
The profit for the year amounted to

£24 2 millon and other comprehensive
expenses to £191 milion The movements
are detailed in the consohdated
statements of comprehensive Income
and expense and changes i equity

in the financial statements The most
significant element was the actuanal
loss on the Group's defined benefit
pension scheme

Pensions

As at 31 December 2012, the Group's
pension scheme deficit in accordance
with 1AS 19, net of deferred tax, was
£40 0 million (2011 £392 7 millon} The
scheme deficit position has ncreased
primarity as a result of a reducton in the
discount rate, based on corporate bond
yields, used to calculate the habiities

In February 2012, the Group announced
two further actions being taken to
manage the obligations in the CPS

The first of these was the transier of the
Group's Interest in two PFlinvestments
into the CPS at an agreed value of

£20 3 million which was completed on
22 February 2012 and resulted in an
accounting profit on the transfer of

£10 5 milton The second acton was
the implementation of Enhanced
Transfer Value {'ETV') and Pension
Increase Exchangse {'PIE’) offers to the

members of the CPS The ETV and PIE
exercises have resulted in a reduction in
the scheme habities and assets of
approximately £35 milkon and have
resulted in a one-off accounting cost

of £2 8 milion expensed In 2012

A full actuanal valuation of the CPS was
last performed by the Scheme Actuary
as at 31 March 2010 and a recovery plan
agreed with the Trustee of the Scheme
In accordance with the requirement for

a tri-enmial review, another full actuarial
valuation of the CPS will be camed out
as at 31 March 2013

Cash Flow and Borrowings

The Group has a positive net cash
balance, wtuch was £105 7 million as at
31 December 2012 (2011 £140 1 million)
and included £1 7 million of borrowings
{2011 £16 millon) and cash held

by jointly controlled operations of

£29 6 milion (2011 £33 6 milon)

As set out in the consolidated cash flow
statemment, dunng the year, the Group
had an operating cash outflow, together
with outflows for payment of dwidends
and matching pension deficit
contnbutions  The average month-end
cash balance during 2012 was

£103 4 milion (2010 £130 4 million)

The cash position 1s affected by monthly
and contract specific cycles and in order
to accommodate these cyclical flows,
the Group seeks to maintain a base
cash balance

Overview
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Group Finance Director’s review

continued
. S N TN st

2012 2011 2010 2009 2008
Revenue £9345m £9863m £1,0225m £1,0611m £9960m
Underlying operating profit £251m £241m £174m £220m £195m
Profit from operations £28 Om £220m £294m £208m £18 3m
Profit hefore tax £26 Tm £239m £279m £18 1m £231m
Earnings per share - basic 371p 202 364p 23 0p 290p
Net cash £10577m C1401m £1443m £1205m  £1469m
Dividends per ordinary share 10 75p 10 00p 9 25p 8 25p 750p

Key Risks and Uncertainties

The principal nsks and uncertamties

of the business, and the factors which
mitigate these nisks, are set out in the
Group's Annual Report and include the
economic outlook, change of government
policy on spending, competition,
pension abilities, acquisition integration,
operational delivery, loss of IT systems,
supply chain and customer failure and
people retention The Board continuously
assesses and monitors these nsks

and the Charman's Statement, Chiet
Executive's Review and business and
operations review In these financial
statements mnclude consideration of
uncertainties affecting the Group

Accounting pelicies and significant
areas of judgment and estimation

A summary of the significant accounting
policies of the Group 1s set out in the
Notes to the financial statements There
has been no signdicant change 1o the
accounting pohcies in the year and there
Is no matenal effect on the Financial
statements of new accounting standards
adopted in the penod

The Notes to the financial statements
also Inchude the significant areas of
|ludgment and estmation used in
preparation of the financal staternents

The most criical accounting policies

and significant areas of judgment and
estimation anse from the accounting

for defined benefit pension schemes
under |1AS 19 Employee benefits, the
accounting for long-term contracts under
IAS 11 and assessments of the carrying
value of land, property, goodwill and
intangible assets

Contract Bonding and Banking
Facilihes

The Group's long-term contracting
business is dependent on it being able
to supply performance and other bonds
as necessary This means mantaining
adequate facilites from banks and surety
bond providers o meet the current

and projected usage requirements

The Group has contract bonding and
banking faciittes of £465 mullion with

a matunty date of 30 Septernber 2015
with its relationship banks and surety
comparves

Going Concern

The Drectors have acknowledged the
guidance 'Going Concern and Liquidity
Risk Guidance for Directors of UK
Companigs 2009' published by the
Financial Reporting Council n October
2009 The Directors have considered
the Group's financial requirements,

its current order book and future
opportunittes and its availlzble bonding
facilties Having reviewed the latest
projections, including the application

of reasonable downside sensitivities,
the Directors believe that the Group

15 well placed to manage its business
risks successiully despite the current
uncertain economic outiook Accordingty,
the Group continues to adopt the
going concern basis in preparing these
financral staternents

Treasury

The Group's treasury and funding
activibes are undertaken by a centralised
treasury funchion Its pnmary activibes
are to manage the Group's hquidity,
funding and financial risk, principally
ansing from movements in interest rates
and forexgn currency exchange rates




The Group's policy I1s to ensure that
adequate quidity and financial
resources are avalable to support the
Group's growth development, while
managing these nsks The Group's
policy 1s not to engage in speculative
transactions Group Treasury operates
as a service centre within clearly defined
objectives and controls and I1s subject
1o penodic review by internal audit

Liqundity Risk

The Grougp finances its operations
primanly by a mixture of working capital,
funds from shareholders and retaned
profits The Drectors regularly manitor
cash usage and forecast usage to
ensure that projected financing needs
are supported by adequate cash
resarves or bank faciites

Foreign Currency Exposure
Translaton exposure the results of the
Group's overseas activities are translated
into sterling at rates approximating to

the foreign exchange rates ruling at the
dates of the transactions The balance
sheets of overseas subsidianes and
nvestments are translated at foreign
exchange rates ruling at the balance
sheet date

Transaction exposure the Group has

a small transactional currency exposure
ansing from subsidiaries’ ccmmercial
actwties overseas and, where
appropnate, the Group reguires its
subsidianes to use forward cunency
contracts to mimmise any currency
exposure unless a natural hedge exists
elsewhere within the Group
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With a robust balance sheet, positive
net cash position and banking and
bonding facilities in place, we have the
resources to continue to grow the
business organically and by acquisition.”

Dawid Allvey
Charman

Interest Rate Risks and Exposure
The Group holds relatively minor financial
instruments for two mam purposes

to finance its operations and, currently
only within its PFl investments, to
manage the interest rate rsks ansing
fromits operations and its sources of
finance Varnous financial instruments
{for example, trade recenvables and
trade payables} anse directly from the
Group's operattons

With the Group's cash balances and low
level of borrowings, the main exposure
to nterest rate fluctuations within the
Group's operations anses from surplus
cash, which 1s generally deposited with
the Group's relationship banks Within
the investments i joint ventures and
associates, interest rate movements will
affect the value of swaps classified as
cash flow hedges and this wilf impact
the Group’s equity

Tony Bickerstaff
Group Finance Director

6 March 2013
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Board of Directors

Experienced leadership

David P Allvey (67)
FCA, ATHI?
Non-Executive Charrman

Appointment November 2001

Skulls and expenence Dawvid Alivey was
appointad Chairmarn in January 2008 pnor

to which he was Charman of the Audit
Committes With a career that started n

crvil engineenng and subsequently as

a Chartered Acgountant, his previous roles
include Group Finance Birector for BAT
Industnes ple, Barclays Bank plc and

Chief Operating Officer for Zurich Financial
Servicas, member of the UK Accounting
Standards Board, member of the
International Accounting Standards Insurance
Group, Non-Executive Director of Thomas
Cook ple (2007-2012), Senor Non-Executive
Director of Intertek Group pic {(2002-2011),
Senior Non-Executive Director of William Hill
plc {2002-2011), Senior Independent Director
of Frends Life FPG Limited {formerly Fnends
Provident Group ple) (2008-2011) and
Chairman of Arena Coventry Ltd (2006-2012)

External appointments Senior
Inddependent Director of Frends Life Group plc,
Non-Executive Director of Clydesdale Bank plc
and National Australia Group Europe Limited

AR

Andrew Wyllie (50)
FREng, MBA, BSc, CEng,
FICE, CCMI

Chief Executive

Appointment September 2005

Skills and expenience Andrew Wylle

was appontad Chief Executive In September
2005 Hs was previously Managing Director
of Taylor Woodrow Constructon Ltd
(2001-2005) and a member of the Taylor
Woodrow plc Executive Commuttee Andrew
Jjoined Taylor Woodrow in 1984 and worked
on major contracts in Afnca, the Middles East,
the Far East and tha UK

External appointments Non-Executive
Director of Scottish Water

Anthony O Bickerstaff (48)
FCCA
Group Finance Director

Appointment June 2006

Skills and expertence Tony Bickerstaff is
Group Finance Diractor, Costain Group PLC
and has been since June 2006 Tony has
extensive knowledge of the construction and
support services sectors both in the UK and
overseas He is responsible for all aspects of
the financial management of the Group as
wall as playing a major role in the Group's
strategic and operational development
Praviously, Tony was with the Taylor
Woodrow Group, which he joined in 1882

He held a number of senior management
and financial positions 1in Taylor Woodrow
including Finance Director of Taylor Woodrow
Construction Limted Pror to becoming
Finance Director, he was Divisional Operations
Drrector in charge of the Group’s PFI projects

Former Daractor
Mr John Bryant retred as a Non-Executive Dvector
with efiect fram 31 December 2012

Notes

i Member of the Remuneration Committee
2 Mamber of tha Audt Committee

3 Member of the Nomination Comiittes




James Morley (64)
BSc, FCA 123
Senior Independent Director

Appomtment January 2008

Skills and experience James Morley
served as Charman of the Audit Committes
from January 2008 until the end of

Qctober 2012 and was appointed as the
Sentor Independent Director at the start of
January 2013 He 1s a Chartered Accountant
with sorne 27 years' expenence as a board
member of both listed and private companes
Previous roles include Chief Oparating Officer
of Primary Group Ltd {2006-2007) Group
Finance Director of Cox Insurance Holdings
plc (2002-2005) Group Firance Director

of Arjo Wiggins Appleton plc (1999-2001),
Group Executive Director Finance of
Guardian Royal Exchange plc (1980-1998),
Deputy Chuef Executive and Finance
Director of Avis Europa plc (1976-1989),
Non-Executive Director of the Bankers'
Investment Trust plc (1994-2008),
Non-Executrve Director of WS Atkins plc
(2001=2009}, Non-Executrve Director of
Trade Indemnity Group plc (1991-1996) and
Non-Executive Chairman of Acumus Ltd
{2011-2012}

External appommtments Non-Executive
Dirgctor of The Innovation Group ple,
Clarksen pic, Speedy Hire plc, BMS Group Ltd
and BMS Associates Lid

Samer G Younis (51)
BSc, Grand Officer of the Order
of the Star of Italian Sohdanty 3
Non-Executive Director

Appointment June 2009

Skills and experience Samer Younis

was appointed as a Non-Executive Diector
n June 2009 He s Vice Charman and
Managing Director of Kharafi National Group,
Board Member of ABJ Engneenng and
Contracting Co KSCC (Kuwart), Utiities
Development Company (Kuwait), Kuwait
Jordarmian Holding Company (Jordan),

SSH Consultants (Kuwait), Global Cleanng
House Systams (Kuwait}, Emirates Utikties
Company Holding (UAE) and Heavy
Enginsering Industries & Shipbuilding Co
{HEISCO) (Kuwan) and a Trustee of the Arab
Forum for Environment and Development

Jane A Lodge (57)
FCA, BSc '2?
Independent Non-Executive Director

Appointment August 212

Skills and expenence Jane Lodge was
apnpointed as a Non-Exscutiva Director In
August 2012 and was apponted Char

of the Audit Committee with effect from

the end of October 2012 Prior to this

Jane spent 35 years at Deloitte LLP {UK),

25 as an audit partner advising global
companies, particularty In the manufactunng,
house-building and property and construction
sectors She was senior partner of the
Birmingham office and the Deloitte UK
Manufactunng Industry Sector

External appointments Non-Executive
Director and Chair of the Audit Commitiee,
Dewvro Plc, Non-Executive Director, Black
Country Living Museum Trust Ltd and
Non-Executive Director and Charr of the Audit
Committes, DCC plc
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Michael B Alexander (65)

BSc, MSc, FIChem E, FIET, FIGM,
CEng,CSc112?

Independent Non-Executive Birector

Appointment July 2007

Skills and experience Mke Alexander
has extensive experience of tha energy
market Previous roles Include Chief
Executve of Bntish Energy plc (2003-2005),
Managing Diractor of British Gas Trading,
Cheef Operating Officer and Executive
Drrector of Cantnica ple {1994-2003)
Non-Executive Chairman of Goldfish Bank Ltd
(2002-2003), Charman of TGE Marine AG
(2007-2010}, Chairman of the Associabon
of Train Operators (2008-2009) and
Non-Executive Diwector of the Energy Saving
Trust Utd (1994-2001)

External appointments Independent
Non-Executive Director of Payments Council
Lid . Executive Director of Lexican Ltd

and Lexican Associates Lid , member of the
European Adwisory Board for Landis & Gyr,
Special Adviser at EGS Energy Ltd and
Deputy Chairman and Senior Independent
Director of Russian Platinum PLC

Tracey A Wood (43)
LLB
Legal Director and Company Secretary

Appomntment June 2011

Skills and experience Tracey Wood
joined the Company in February 2006

She has a ¢onstruction and commercial law
background and was formerly a partner at
Hammonds She has responsitufity for legal,
secretanat and human resources

Group Executive Board

The Executive Board has pnmary authonty
for the day-to-day management of the
Group's operations, following policies laid
down by the Group Board it consists of the
executive directors and other senior
managers and 1s chared by Andrew Wyllie,
Chief Executive The members of the
Executive Board are

Andrew Wyllie

Cheef Executive

Tony Bickerstatf

Group Finance Director

Tim Bowen

Regonal Development Director
Patrick Bruce

Group Commercial Eirector

Martin Hunter

Group Financial Controller

Darren James

Managing Director — Infrastructure
Alan Kay

Group Technical and Operations Director
Mark Rogerson

Managing Director - Natural Resources
Alex Vaughan

Corporate Development Director
Tracey Wood

Legal Director and Company Secretary

Overview
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Corporate
Governance

This section explains our Corporate
Governance and decision-making
processes. We detail the committees
and our accountability and audit
procedures.

Corporate Governance statement

Other statutory information

Directors' remuneration report

Directors' responsibilities statement

Independent Auditor’s report to the members of Costain Group PLC
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5

5

3
“The Board 1s commuted to We believe that great companies &
achieving the highest standards - . o
of governance Tr:'ns overview sets are built on the foundation of trust. 8
out to eff - T %
e g oot prachce” Trust is earned by providing open g
David Allvey and transparent information,
Charrman together with strong compliance

with both the spirit and letter of the
law, and by managing the business
in a responsible and sustainable way.
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At Costain, we are committed fo robust corporate governance

practces and accountability The Company considers that the prnciples
set out In the UK Corporate Governance Code are central to the effective
management of the business and to maintaining the confidence of

the investors =] ‘E
O Q

Qur Board 1s responsible for prowvding strong leadership to the Costain § E

Group Effective leadership is realised through collaboration between e

the Board and the executive team and my role as Chairman 1s to ensure “

that we harness the expenence and knowledge of the Directors and

drive a culture of continual Improvement in standards, decision-making,

policies and accountability

Govemnance goes well beyond the boardroom At Costain, we operate é

with diigence and discipline across the whole business and beleve g

it 15 important to assess continually how we do things Encouraging 5

dialogue with stakeholders helps to guide and shape our approach IS

to governance and nsk management E

We continually monitor the composition of the Board to ensure we o

have the nght level of skills and expertise The Directors have a deep
understanding of our business and secter and bring valuable nsight
and experience to the table

Our Board 1s utimately responsible for the success of Costan and
we are committed to the highest standards of corporate governance
to enable us to achieve our vision of becoming one of the UK's tap
angineenng solutions providers

The way In which the Costain Board and its various committees operates
and delivers effective corporate governance is detasled in the following
Corporate Governance statement

Sl —~,

Dawvid Allvey
Chairman
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Corporate Governance statement

The Board of Directors of
Costain Group PLC is
committed to achieving

the highest standards of
Corporate Governance

and to managing operations
in accordance with the
principles set out in the UK
Corporate Governance Code
(the ‘Code’)! to which the
Company is subject.

These principles are considered to be central to the
effective management of the business and to mantaining
the confidence of Investors

* A copy of the Code 18 publicly avalable at www frc org uk
2 A copy of the schedule 1s avalable on the Company’s website at
www costain com

e | |

The Board has adopted a schedule
of matters specifically reserved to the
Board for its approval 2

The prnncipal matters reserved to the
Board include

+ reviewing the environmental and health and safety
performance of the Group,

setiing Group strategy,

approving the annual operating and capital expenditure
budgets and matenal changes to them,

reviewing performance in hght of the Group strategy,
objectives, business plans and budgets and ensuring
that any necessary corrective action is taken,

supervising the Group's operations and financial
performance,

approving major acquisitions and divestments,

reviewing the Group's systems of financial control
and nsk management,

ensunng that appropriate management development
and succession plans are in place,

approving appointments to the Board and Executive Board
and the appointment of the Company Secretary,

approving policies relating to executive directors’
remuneration and the severance of executive directors’
service agreements, and

ensunng that a satisfactory dialogue takes place with
shareholders




Achisvementsof20i2 | | Ji

What has the Board done during the year?
Set out below 1s a summary of the key matters undertaken by the Board in 2012

Strategic
discussions
and investment

Monitoring risk

Training

Evaluation

Corporate
Responsibility
(‘CR’}

The Board continued to undertake wide-ranging
discussions on key strategic 1ssues which included
a number of Board workshops attended by
members of the Executive Board and third-party
adwisers Discussions were focused on formulating
a strategy to achieve a step-change in the
underlying profit of the business and included the
ongoling consideration of potential acguisitions
and mvestments A business plan for 2013-2015
was approved in December 2012 based on the
‘Choosing Costain’ strateqy

The Board has continued to assess the
effectiveness of the Group's reporting controls
and has ensured that the Group's nisk profile
reflects the Company's strategic objectives

The Boeard attended senor leadership team
gathenngs and visited a number of sites across
the country to ensure the directors maintain an
understanding of the operational 1ssues that affect
the Group

The Board has overseen the updating of the
Company's Competiion Law Compliance Polcy
All Board members also undertook traning in this
area and in the area of process safety leadership

The Board reviewed the results of an externally
facilitated independant Board evaluation Further
detalls of the external evaluation can be found
on page 55 Following due consideration of the
composrtion and competencies of the Board,
Jane Lodge was appointed as a Non-Executive
Director in August 2012

The Board recewves reports from the Comparny's
dedicated CR Director and monitors progress
on aregular basis
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Board and Commuttees

The role of the Board

The Group 1s controlled through its
Board The Board's main role 1s to create
long-term value for shareholders by
providing entrepreneunal and prudent
leadership of the Company, setting the
Company’s strategic aims, ensunng
that the necessary financial and other
resources are avalable and that the
appropnate controls are in place to
deliver these objectives

Who 1s on the Board?

The Board currently compnses

two executive directors and five
non-executive directors of whom one
15 the Chairman, thres are independent
non-executive directors {one being

the Senior independent Director) and
one IS a nomInee non-executive director
The nominege non-executive director

1s nominated by our major shareholder,
Mohammed Abdulmobsin Al-Kharafi &
Sons Co WLL

A bst of the ndwvidual directors and

ther biographies are set out on

pages 48 10 49 The biographies
ilustrate that the non-executive directors
have a range of business and financial
expenence that 1s important and relevant
to the management of the Company
The Board believes that there 1s an
appropriate balance between executives
and non-executives and that this
balance 1s enhanced by the varying
lengths of service of the non-executive
directors, which are depicted in the
chart on page 54

The Board recognises the importance
of greater diversity (not just gender
specific) in the boardroom and
throughout the business The Board
ams to have a broad range of skills,
backgrounds and expenence whilst
following a policy of ensuring we appoint
the best people Within this context,

and as part of the ongoing process

of refreshing the Board, the Company
will continue to encourage and welcome
nterest from candidates drawn from

a diverse background, who will add to
the Board's diversity With effect from
August 2012 Jane Lodge was appointed
as a Non-Executive Director and
appointed Charr of the Audit Committee
with effect from the end of October 2012
Having spent 25 years as an audit partner
at Delottte LLP (UK), Jane bnngs
considerable expenence to her role and
enhances the skill-set of the Board as

a whoie
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Length of Service
Non-Executive Directors
as at 31 December 2012

0-2 years

S5+ years

2-5years

Independence

The Board considers each of its
independent non-executive directors

to be independent in character and
judgement and there are no relationships
or circumstances which are ikely to
affect (or could appear to affect) the
Judgement of such non-executive
drrectors

The Normination Committee continues
to review succession on a regular basis

At the time of his onginal appointment
in January 2008, the Charrman of the
Company was considered independent
by the Board However, in accordance
with the Code, the ongoing test of
independence is not applicable In
relation to the Charman

The Company complies with the
requirement under prowsion B 12

of the Code that at least half of the
Board, excluding the charman, shoutd
comprise non-executive directors
determined by the Board to be
independent, notwithstanding that this
requirement I1s waed in respect

of smaller companies, such as the
Company, which are members of the
FTSE SmaliCap Index

Confhicts

The Company has procedures In place
for managing conflicts of interest The
Board has satisfied itself that there i1s

no compromise to the independence

of the drrectors who have appointments
on the boards of, or relationships wath,
other companies The Board requires
directors to declare all appointments
which could result In a possible conflict
of mterests and has adopted appropriate
processes to manage and, f appropnate,
approve any such conflict

Appointments to the Board and
retirement of directors

The membership of the Board and
biographical details of the executive
and non-executive directors are given
on pages 48 10 49

Jane Lodge was apponted to the
Board in August 2012 and became
Charr of the Audit Committee at the
end of October 2012, replacing James
Morley who became the Senior
Independent Director at the end of
December 2012 upon the retirement
from the Board of John Bryant

The appointment and replacement of
drrectors 1s governed by the Company’s
Articles of Association, the Code, the
Companies Act 2006 and related
legislaton The Articles of Association
may be amended by a spectal resolution
of the Company's shareholders The
Company's Articles of Association
reguire that all drectors, including
nominee non-executive directors,
should be subject to election by
shareholders at the first opporiunity
after ther appointment and to re-election
thereafter at intervals of no more than
three years The Company's Articles

of Association also provide that
non-executive directors who have
served for longer than nine years should
be subject to annual re-election
Accordingly, the aforementioned
provisions of the Company's Articles

of Assocation comply with provision
B71 of the Code, as apphcable to
smaller companies below the FTSE 350

In accordance with the Company's
Articles of Association and provision
B 71 of the Code, David Allvey,

Tony Bickerstaff, Samer Yourus and
Jane Lodge will offer themselves for
re-election at the next Annual General
Meeting Having due regard to the
results of the iIndependently faciitated
review of the Board's performance
conducted towards the end of 2011
and to the periodic internal evaluations,
the Board confirms that it 1S of the
cpinion that each of the directors
standing for re-election continues

to make an effective and valuable
contribution to the Board and should
therefore be re-elected at the
forthcoming Annual General Mesting

The Chairman and independent
non-execuive directors all have terms
and conditions of appointment, which
are avallable for inspection dunng normal
business hours at the Company’s
registered office An independent
non-execuiive director's appomntment

I1$ for aninitial period of three years,

at the expiry of which time the
appontment 1$ reviewed to determine
whether the appomntment should
continue Mohammed Abdulmohsin
Al-Kharafi & Sons Co WLL and the
other major shareholder UEM Buillders
Berhad are each entitled to appoint

a non-executive director for so long

as these shareholders each hold 7%

of the aggregate nominal value of the
then issued crdinary share capital of the
Company UEM Builders Berhad has
not taken advantage of this optron since
4 December 2009 In consequence, the
Company did not comply with provision
B 2 3 of the Codse, which requires that
all non-executive directors should be
appointed for a specific term
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Board and Executive Committee structure I I |

Costain Group PLC Board of Directors

Group Executive Board

v
Investments Committee

How often does the Board meet?
The Board holds scheduled meetings
throughout the year and meets on an
ad hoc basis both physically and by
telephone conference as required
Dunng 2012, the Board met formally
on seven occasions Detalls of the
attendance at Board meetings in 2012
are given Iin the table below

Board meetings Il |

D P Allvey

A Wyllie

A O Bickerstaff
J Morley

M R Alexander
J A Lodge*

S G Younus

J M Bryant**

A Maxemum number of mestings the drector
could have attended

B Number of meetings the director actually
attended

* appointed to the Board wath effect from
01 August 2012

* retred from the Board with effect from
31 Dacamber 2012

N BN N~ e

~N| BB~~~ ~N~ Ry

~d

v
Heaith and Salety Committee

Samer Younis attended four out of the
seven scheduled Board meetings
throughaout the year due to other work
commitments Samer Younis regularly
attended board meetings held on an
ad hoc basis

How do we make sure our Board

1s effective?

The Board has established a formal
process for the evaluation of the
performance of the Board and its
principal committees Towards the

end of 2011, In accordance with best
practice, the Board commissioned

an externally faciitated Board and
committee review The review was
conducted by SCT Consuttants Ltd
{who, having no other connection with
the Company, are considered to be
independent) and each director
completed a questionnaire and was
interviewed indmvidually on a confidential
basis This Independent external review
formed part of the regular and on-going
evaluation and development work
conducted by the Board, during which
consideration 1S given o a number

of key 1ssues including overall
effectiveness and Board diversity The
outputs of the 2011 external Board and
committee evaluation have informed the
Board's action planning for 2012-2013
The next ndependently facilitated review
1s due to commence towards the end
of 2013

Nomination Committes Remuneration Commities

Dunng the year, Davd Allvey met with
the non-executive directors without
the execuive directors being present
and, as part of the process to appraise
Dawvid Allvey's performance, the Senior
Independent Director met with the
non-executive directors without the
Charrman beng present

Cn appantment, the directors take part
In an induction programme, pursuant

to which they receve Information about
the Group, the role of the Board and

the matters reserved for 1ts decision, the
terms of reference and membership of
the pnncipal Board committees and the
powers delegated to the committees,
the Group's corporate governance
practices and procedures, and the fatest
financial information about the Group

As regards the continuing professional
development of the executive and
non-executive directors, Board members,
ndependent of any forrmal training
arranged by the Company, are
encouraged to attend seminars and
conferences on issues relevant to ther
appointiment as directors of a public
compary, partcularty matters concerned
with corporate governance, audit and
remuneration 1ssues In addition, Board
site visits are considered essential to
ensure that directors have a thorough
understanding of the business operations
and 1ssues that affect the Group
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continued

in order to discharge their duties, the
directors are provided wath full and
timely access to papers pror to Board
meetings and the directors are free

to seek any further information they
consider necessary In addition,
between Board meetings, non-executive
directors have access to the Chief
Executive, Group Finance Director and
Company Secretary in order to progress
the Company’s business The non-
executive directors also receive a weekly
report from the Chief Executive, monthly
management accounts, internal audit
reports and regular management reports
and information, which enable them

to scrutinise the Group's and its
management's performance against
agreed objectives

All Board members have access to all
information relating to the Group and
have access to the advice and services
of the Company Secretary (whois
responsible for ensuring that Board
procedures are followed) and who ts
also the Company's Legat Director

The appointment and removal of the
Company Secretary 1s a matter reserved
for Board approval The Board also
obtains acvice from professional
adwvisers as and when required at the
expense of the Group

The Group's organisation and structure
18 established and overseen by the
Board and designed to allow effective
decision-making and to meet corporate
governance standards A diagram
ilustrating the structure 1s shown on
page 55 The Board has estabhshed
committees which are responsible for
audit, remuneration and succession
Each commitiee plays a wital role In
helping the Board to ensure that high
standards of corparate governance arg
mantained throughout the Group The
committees are governed by terms of
reference which are reviewed annually
and can be viewed in the corporate
governance section of the Company’s
website The membership and activities
of each of the Board committees 1s
detalled in the following sections

The Group Executive Board 1s
accountable for running the business
and delivenng the Group strategy

It consists of the executive directors
and other sertor managers, IS chared
by Andrew Wyllie (Chief Executive) and
works with the support of a number of
operational committees and functions

Audit Committee

J A Lodge*

{Commuttee Chau) 2 2
J Morley 5 5
M R Alexander 5 5
J M Bryant** 4] 5

A Maxamum number of meetings the drector
could have attended
B Number of meetings the director actually attended
* apponted to the Comrmuttee with effect from
20 August 2012
** retred from the Board with effect from
31 December 2012

Details of the attendance at Audit
Committee meetings in 2012 are given
in the table above The Committee’s
terms of reference are available from the
Company Secretary and are published
on the Company's website The
mestings of the Committee are normally
also attended by the Chairman, the
Chief Executive, the Group Finance
Director, the external auditors, the

Head of internal Audit and the Group
Financial Controfler The Audit
Committee regutarly mests privately
with the externa! auditors and Head of
Internal Audit The Company Secretary
I1s the Secretary to the Audit Committee

Brographves of the members of the
Committee are shown on page 49

The Company considers that it has

in Jane Lodge, as Charr of the Audtt
Committee, an appropnate person
possessing what the Financiat Reporting
Council's ('FRC') guidance on audt
committees describes as recent and
relevant financial experience

Pnar to joining the Costain Board, Jane
Lodge, a chartered accountant, spent
35 years at Deloitte LLP (UK), 26 as an
audht partner adwising global companies,
particularly in the manufactunng,
house-bulding and property and
construchion sectors Jane Lodge was
senior partner of the Birmingham office
and the Deloitte UK Manufactunng
Industry Sector

Role of the Audit Committee
In accordance with its terms of
reference, the Audt Committee i1s
responsible for

» monitonng the integnty of the Group's
financral staternents and any formal
announcement relating to the Group's
performance,

monitoring the effectiveness of the
external audit process and making
recommendations to the Board

in relation 1o the appontment,
re-appointiment and remuneration
of the extemal auditors,

ensunng that an appropnate
refattonship between the Group and
the external auditors 15 mantained,
includifg reviewing nen-audit services
and fees,

reviewing the Group’s system of
nternal controls and the processes
for management of the nsks facing
the Group,

reviewing the effectiveness of the
internal audit function and approving,
in consultation with the Chief
Executive, the appointment and
termination of employment of the
head of that functon, and

reviewing its terms of reference and
its effectiveness from time to time
and recommending to the Board
any changes required as a result

of the review

Matn activities during the year

In 2012, the Audit Committee discharged
its responsibilibes placed on it by
provisions of the Code by performing
the following activiies

= reviewing the Group's draft financial
statements, prelimunary and ntenm
results pnor to Board approval and
reviewing the external audrors’
detailed reports thereon Significant
issues that the Committee considered
included key contract judgements,
wntemnal contrals, cash flow and
financial covenant compliance,

* reviewing the appropnateness of the
Group's accounting policies,

reviewing the external audrtors' plan
for the audit of the Group's financial
staternents,




reviewing and monitorng the external
audrtors’ independence and cbjectivity
and the effectiveness of the audit
process, taking into consideration
refevant UK professional and
regulatory requirements, together

with the quality control processes
operated by the auditors The
Committee concluded that this
remained of a satisfactory standard,

reviewing/approving the external
audrtors' engagement letter, together
with therr audt and non-audit fees,

reviewing the internal audit function’s
work programme, internal audit
reports and quarterly reports on its
work during the year,

reviewing the Group's system of
intemal controls and its effectiveness,
reporting to the Board on the results
of the review and recemng regular
updates on key risk areas of financial
control,

monitenng the process for formally
identifying, evaluating and managing
any significant risks and opportunities
within the business,

reviewing and monrtonng the Group's
commercial and financial IT systems,
and

undertaking an internal review of the
effectiveness of the Committee and
the internal audit function

Audit services

The Company's external auditors are
KPMG Audit Plc The Senior Statutory
Audrtor (who has signed the Audit
Report on behalf of KPMG on page 76)
1s Mr Stephen Bligh, who has been the
Company’s audit director aince 2010

Non-audit services

The Audit Committee monitors the
non-audit services being provided to

the Group by tts external auditors, and
has developed a formal policy on the
provision of non-audit services by the
external auditors with the objective of
ensunng that such services do not
imparr their Independence or objectvity
The policy also sets out a number of

key principles that underpin the provision
of non-audit services by the external
audrtors the audrtors should not audt
their own firm's work make management
decistons for the Group, have a mutuality
of financial interest with the Group, or be
put in the role of advocate for the Group

Approval of the Audit Committee 1s
required for any services provided by
the external audrtors where the fee 1s
Iikely to be in excess of £25,000 The
Audit Committee reviews all services
being provided by the external audtors
annually to assess the independence
and objectvity of the external auditors,
taking into consideratton relevant
performance and regulatory requirements
so that those are not imparred by the
provision of permissible non-audit
services

in 2012, KPMG performed non-audit
services in respect of potential
acquisitions and the provision of tax
services KPMG were selected as the
most cost-effective and efficient supplier
to undertake these services based

on therr tharcugh understanding of the
Group and therr particular expertise
The Audit Committee approved the
provision of these services and were
satisfied that the non-audit services
would not impact upon KPMG’s
objectvity and independence

The services of two other accounting
firms, PwC and Ernst & Young, were
also employed inrespect of due
diigence on potential acquisttions
dunng the course of 2012

Nomination Committee

R |
Director A B

D P Allvey
{Committee Chair)

1
J A Lodge* 1
J Morley 1
1
1

M R Alexander
5 G Younis
J M Bryant** 1

A Maximum number of meetings the director
could have attended
B Number of meetings the drector actually attended
* appomnted to the Committee with effect from
20 August 2012
** retired from the Board with effect from
31 December 2012

Al —=
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Details of the attendance at Nomination
Commitiee meetings in 2012 are given
n the table above The Committeg's
terms of reference are avalable from the
Company Secretary and are published
on the Company's websiie

Role of the Nommation Committee
The principal role of the Nomination
Committee ts to review the structure and
composition of the Board and to 1dentify
and propose to the Board suitable
candidates 1o fill Beard vacancias

The Nomination Committee directs

the Board effectiveness reviews and
also reviews management traning and
succession planning arrangements

m respect of senior management

The Company Secretary 1s the Secretary
of the Nomination Committee

Main activities during the year
In 2012, the Nommmation Committee
discharged its responsibilities by
performing the following activities

reviewing the results of the external
review of Board effectiveness which
took place towards the end of 2011,

reviewing recruitment of non-executive
directors,

receving notificatiens from directors of
situations, such as proposed external
appointments, in which a potential
conflict of interest may anse,

recommending to the Board the
re-appontment of those directors
who are due to offer themselves for
re-election at the Annual General
Meeting In accordance writh the
Articies of Association, following dug
consideration of the Board's policy
on independence and the results of
penodic Board performance reviews,
and

reviewing succession planning in
respect of the Company's senior
management

Overview

Busmness review

o
Lo
o =
» ©
SE
]
o>
00
&

Financial
statements

Other information




58 Costain Group PLGC Annual Report 2012

Directors’ Report — Corporate Governance

Corporate Governance statement

continued

Remuneration Committee
Director - B

Members

M R Alexander

(Committee Char) 2] 6
J A Lodge* 2 2
J Morley 6 5
J M Bryant** 3] 5]

A Maxmum number of meetings the drector
could have attended
B MNumber of meetings the duector actually attended
appointed 10 the Commuttee with affect from
20 August 2012
retired from the Board with effect from
31 December 2012

Details of the attendance at
Remuneration Committee meetings

N 2012 are given In the table above
The Commitee's terms of reference are
available from the Company Secretary
and are published on the Company's
website

Role of the Remuneration
Committee

The role and operation of the
Remuneration Committee I1s set out
in the Director's remuneration report
on pages 65 to 74

Relationshup with institutional
investors and private investors
The Company remains commitied to
maintaining good relationships with both
institutional and private shareholders
There continues to be regular dialogue
with inghitutional wvestors and brokers
At the time of the announcement

of the {ull-year and half-year results,
presentations are made to brokers'
analysts, the press and institutional
investors These presentations are
available on the Company's website

at www costain com |n addion,
there are meetings with analysts,
financial journafsts and institutional
nvestors throughout the year

The Chairman is avallable to discuss
strategy and governance Issues with
shareholders and James Morley, as the
Senior Independent Director, 1s avalable
to shareholders if they have concermns
that have not been, or cannot be,
addressed through the Charman

The Company cbtans feedback from

its brokers, Investec, on the wiews of
instrtutional investors on a non-attnbuted
basis As a matter of routine, the Board
reviews reports from its brokers on
1Issues relating to recent share price
performance, trading actvity and
institutional sentiment The Board also
receves copies of relevant analysts'
reports on an ad hoc basis

The Board regards the Annual General
Meeting as an important opportuntty to
commurnicate directy with shareholders
Board members, including the Charrs

of the Remuneration, Nomination and
Aucdit Committees, attended the 2012
meeting and propose attending the 2013
meeting where they will be avalable

to answer questtons

Shareholders may raise 1ssues or
concems by contacting the Group's
Investor Relations {eam via the email
address stated on the Company’s
website or by wnting to the Company
Secretary

Interna! controls and nsk
management

Rewview of internal controls

The Board s responsible for the Group's
system of internal controls and for
reviewing its effectiveness Such a
system, however, can only manage
rather than eliminate the nsk of falure
to achieve business objectives and
can only provide reasonable, but not
absolute, assurance aganst matenal
misstatement or loss

The Board maintains full control over
strategic, financal, operaticnal and
comphance issues Management of

the Group 1s delegated to the Chief
Executive, who I1s assisted by members
of the Executive Board The Chief
Executive has full authonty to act subject
to the matters reserved to the Board
and to the reguirements of Group
policies

The Board confirms that there 1s an
ongoing process for identrfying,
evaluating and managing the sigrificant
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 This process extends
not onty to projects undertaken solely
by subsicharies of the Group but alsc fo
projects undertaken in jont arrangements
and by joint ventures and associates

This process 1s reviewed by the Audit
Committee on behalf of the Board and
accords with the Financtal Reporting
Council's {'FRC') guidance on internat
control

The Audit Committee has reviewed
the effectiveness of the system of
internal controls The review covered
all controls, ncluding financial,
operational and complhance controls
and nsk management

Risk managernent

The Company has vanous procedures
for identifying and managing risk,
including a pre-qualfication and
pre-tender review {or obtaning approval
to bid for a project from the Investments
Committee and a specific project

risk management procedure which
nvolves a continuous review of nsks

by the project manager and commercial
manager of the project following
contract award

The Company has established a
Corporate Risk and Opportunity
Register, as well as, sector business
Risk Registers, which are monitored and
updated regularty The Board and Audit
Committee receive reports on the
Company's main corporate nsks and
opportunities As recommended by the
Code, the Board has determined the
nature and extent of the significant nsks
it1s wiling to take In achieving #s
strategic objectives

For the duration of a contract, the Risk
and Opportunity Register 1s updated

on a monthly basis and the top five risks
and opportunities reviewed by Group
senior management Internal Audit
conducts site reviews and circulates
reports with further follow-up actions
and inspections

The nsk management strategy Is
regularly reviewed and the Group's nsks
and opportunities compared against
those of other blue-chip comparies
Internal Audit provides mdependent
assurance that nsks inherent to the
Company's business processes are
reasonably controlled and assists
management in assessing those nsks
and how effectively they are managed
by internal controls Internal Audit

also promotes best practice in nsk
management processes to ensure
delivery of corporate objectives




In 2012, Internal Audit conducted
project and departmental reviews to
appraise and report on the effectiveness
of the nsk management processes
All reviews carned out were subject
to appropnate follow-up action to
provide assurance that accepied
recommendations have been
implemented effectively The overall
assessment I1s that a strong nsk
management culture 15 continuing to
develop within the Group

The Board also assesses the
effectiveness of the Company's reporting
controls to ensure that the Group’s nsk
profile reflects its strategic objectives

QOperational controls

Controls and procedures are detalled
in Group policy statements, procedure
manuals and other wntten nstructions,
which are reviewed and updated
regularty

The Company has developed operational
management systems that are
accredited to 1ISO 8001 2008 which
are designed to support management
In providing safe quality management
processes across the entre business
In addition, the Company operates
information security processes certified
to 18O 27001 2005 Implementation
and complance with the systems are
monitored and audried by Internal Audrt
In order to maintain the Company’s
accreditation, external audits of the
management systems are undertaken
biannually by the British Standards
Institution

Each project manager completes
monthly reports, which include
information on safety, health and
environmental statistics, cash flow,
value, cost and profit, clams and
vanations, nsk management, progress
and stafiing levels All projects cperate
within a controfled framework of best
practice, safety, health and environmental
gudelnes The project management
team monitors and the safety, health and
environmental adwsers audit, compliance
with and execution of the guidelines

The Board and Executive Board receive
regular reports on safety, health and
environmental performance and
significant operational matters The
Executive Board Is responsible for
ensuring compliance with Company
procedures The Chief Executive is the
Board member responsible for Health
and Safety

Financial controls

There Is a comprehensive annual
budgeting system, linked to the annual
strategy review, for each business within
the Group The budget for the following
year 1s reviewed and finalised by the
Executive Board, alongside the
three-year Business Plan, before final
approval by the Board in December

The Company produces a monthly
roling forecast update for the current
year which 1 compared with the annual
budget Each operation’s performance
15 reviewed monthly by management
and reported aganst budget to the
Board and Executive Board The reports
cover profit and loss and cash flow with
an accompanying narrative on significant
1ssues underlying the financial reports
The Group Treasurer and Group
Taxation Manager report to the Audit
Committee, via the Group Finance
Drrector, on any 1ssues of signidficance

to the Group

Comphance

The Group's policies contan a statement
on business conduct, emphasising the
legal, ethical and moral standards that
must be employed in all the Company's
business dealings This statemment 1s
requiarly reviewed and updated as
appropriate to ensure cormpliance with
any change In legistation, for example
the Bribery Act 2010 The Company
expects the highest standards from all
employees and key suppliers

In the event of a critical legal Issue,

a legal report 1s submitted to the Board
An annual review of all iigation valued
above £50,000 15 submitted to, and
reviewed by, the Board Significant legal
and regulatory changes are notified to
the appropnate staff and traming given
where necessary
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The Chairman of the Audit Committee
reports the outcome of the Audit
Committee meetings to the Board and
all Board members receve the minutes
of all Audit Committee meetings

Comphance with the Code
Throughout the year ended 31 December
2012 the Company comphed with all the
applicable pnnciples and provisions of
the UK Corporate Governance Code
(the 'Code'), except for provision B 2 3 of
the Code, which requires non-executwe
drrectors to be appointed for a specific
term because the Company’s two major
shareholders are entitled to appoint

a non-executive director for so long

as they each hold 7% of the then issued
ordinary share capital of the Company,
as detalled on page 54 of this Corporate
Governance staterment

Overview

Business review
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Other statutory information

The directors submit to

the members their

Report and Accounts

of the Company for the year
ended 31 December 2012.

The Directors’ Report of the Company for the year ended

31 December 2012, prepared in accordance with the
Auditing Standards Board's (‘ASB's’) Reporting Staterment on
Operating and Financial Review, 1s set out on pages 06 to 75

Activities

The prncipal actvities of the Group are engineenng
consultancy, construction and operations and maintenance
The Group also has a share in a land development and marina
joint venture in southern Spain The progress and prospects
of the Group's businesses and the main factors which could
affect the future development and performance of the Group
are set out in the Business review (pages 06 to 44)

Fixed assets

The Board 1s of the opinion that the aggregate market value
of the Group's land and builldings 1s in excess of book value
but that thes difference 1s not significant in refation to the affairs
of the Group as a whole

Profit and dividends

The profit after tax for the financtal year ending 31 December
2012 amounted to £24 2 millon (2011 £18 7 million) An
intenm drvidand of 3 50 pence per share (2011 3 25 pence)
amounting to £2 3 million (2011 £2 2 mulkon) was paid

on 26 October 2012 The directors recommend payment

of a final dvidend at the rate of 7 25 pence per share {2011

6 75 pence} amouniing to £4 7 milkon (2011 £4 4 mulhon})

If approved, the dvidend will be paid on 24 May 2013 to
shareholders registered at close of business on 19 Apnl 2013

Going concern

The directors believe, after due and careful enquiry, that the
Group has sufficient resources for its present requirements
and, therefore, consider it appropnate to adopt the gong
concern basis in preparing the 2012 financial statements as
discussed on page 46 of the Group Finance Director’s review
and Note 2 to the financial statements

Forward looking statements

This Annual Report contains forward-looking statemenis
These forward-looking statements are not guaraniees of
future performance Rather, they are based on current views
and assumptions and involve known and unknown nsks,
uncertanties and other factors that may cause actual results
to differ from any future results or developments expressed
or mplied by the forward-locking statements Each forward-
looking statement speaks only as of its particular date

Directors and directors’ interests
Brief biographies of the present members of the Board are
given on pages 48 and 49

In accordance with Article 78 of the Company’s Articles of
Association and the Code, Dawd Alivey, Tony Bickerstaff,
Samer Younis and Jane Lodge, baing eligible, will offer
themnselves for re-election at the 2013 Annual General Meeting
David Allvey, having been in office for a continuous period

in excess of nine years, s required to stand for re-election on
an annual basis Tony Bickerstaff and Samer Yourus, having
served on the Board at the time of the two preceding Annual
General Meetings without retinng, are required to stand for
re-etection at the 2013 Annual General Meeting Jane Lodge,
having been appointed as a director of the Compary since
the last Annual General Meeting, 1s required 1o stand for
re-election at the 2013 Annual General Meeting Dawd Allvey
and Jane Lodge have letters of appointment with the
Cornpany and Tony Bickerstaff has a service contract with
the Company, detalls of which are set out in the Directors'
remuneration report

With regard to the re-election of David Allvey, Tony Bickerstaff,
Samer Yourus and Jane Lodge, the Board 1s of the opinion

that they each continue to perform efiectively and demonstrate
commitment of tme for Board and commitiee meetings and
cther respective dutes

No director had any matenal interest in any contract of
significance with the Group during the penod under review
Detalls of directors’ emoluments and interests in shares In
the Company, Including any changes in interests dunng 2012,
are contained in the Directors’ remuneration report, which
appears on pages 65 to 74

Related party transactions

Detalls of transactions with related parties undertaken by
the Group dunng the year are disclosed in Note 25 to the
financial statements on page 119

Incorporation and constitution
Costain Group PLC 1s domiciled in England and ncorporated
in England and Wales under Company Number 1393773

Costain Group PLC's Articles of Association are avallable
on the Company’s website at www.costain.com




Share capital
The Company's share capital consists of ordinary shares
with a nominal value of 50 pence each

The issued share capital of the Company as at 31 December
2012 was £32,772,153, consisting of 65,544,306 ordinary
shares of 50 pence each

Details of the share capital of the Company can be found
In Note 20 on page 116

The awards granted in Aprl 2009 under the 2002 Long-Term
Incentive Plan (the *2002 LTIP’) matured as at 31 December
2011 resulting In the vesting of awards in March 2012 over
634,767 ordinary shares of 50 pence each with an exercise
price of £1 per exercise Further detals with regard to the
vesting of these LTIP awards can be found in the Directors’
remuneration report on page 73

At the 2008 Annual General Mesting, the Company obtained
shareholder approval to cffer a scnp dwvidend scheme which
authonses the directors to offer and allet ordinary shares in
lieu of cash dividends to those shareholders who elect to
participate in the scnp dvidend In May 2012, 133,133 ordinary
shares of 50 pence each were allotted to shareholders in
respect of the final dwvidend for 2011, and 65,681 ordinary
shares of 50 pence each were allotted to shareholders In
October 2012 in respect of the intenm dividend for 2012
Further information on the scrip dwvidend scheme s set out

on page 122 Shareholders’ approval to renew the authonty
for the directors to offer a scnp dwvidend scheme will be sought
at the 2013 Annual General Mesting as the current approval
will exprre at that time (being the fifth anniversary of the
passing of the shareholders resolution) Details about jorrung
the scrnp dvdend scheme can also be found on the
Company's website at www costain com

Major shareholders

As at 04 March 2013, the Company had been nohfied,
including under the Disclosure and Transparency Rules issued
by the Financial Services Authorty ('DTRS'), of the fcllowing
voting interests i its ordinary share caprtal

UEM Builders Berhad® 13,810,850 2107%
Mohammed Abdulmohsin

Al-Kharafi & Sons Co WLL® 13,789,490 2104%
Henderson Global Investors® 3,642,742 5 56%
Legal & General Investment

Management® 2,564,056 391%

M Shares are held by nominees on behalf of these beneficial owners
® Fund managers holding shares on beha!f of a number of benaficial owners
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Restnictions on transfer of secunties
There are no restnictions on the transfer of secunties In the
Company, except

» that certan restnctions may {rom time to time be imposed
by laws and regulations (for example, insider trading laws),
and

» pursuant to the Listing Rules of the Financial Services
Authority whereby certan employees of the Company
require the approval of the Company to deal n the
Company's ordinary shares

The Company is not aware of any agreements between
holders of secunties that may result In restnctions on the
transfer of securties

Rights and obligations attaching to shares

In accordance with the Articles of Associatton, the Company
can issue shares with any rights or restrictions atiached to
them provided such nghts or restnictions do not restnct any
nghts or restnctions attached to existing shares These rights
or resinctions can be decided etther by ordinary resolutions
passed by the shareholders or by the directors as long as
there 18 ne conflict with any resolution passed by the
shareholders Subject to the Articles of Assoctation, the
Companies Act 2006 and other shareholders' nghts, the
Issue of shares 1s at the disposal of the Board

Powers in relatton to the Company 1ssuing or buying
back its own shares

The drectors may only issue and buy back shares
authonsed to do so by the Articles of Assoctation or the
shareholders in general meeting At the Company’s Annual
General Meeting held on 8 May 2008, shareholders granted
an authonty to the directors to allot ordinary shares up to an
aggregate norminal amount of £10 47 milion As this authonty
1s due to expire on 7 May 2013, shareholders’ approval will be
sought to renew the drectors’ authonity to allot ordinary shares
at the 2013 Annual General Meeting, up to an aggregaie
nominal amount of £10,924,051 As at 31 December 2012,
the only shares that had been allotted were in order 10 satisfy
awards under employee share schemes and the scrip
dividends The directors did nct request authorty 1o buy
back any of the Company's shares at the last Annual General
Meeting in 2012 and they do not propose to do so at this
year's Annual General Meeting

Securities carrying special rights
No person holds secunties in the Company carrying special
rights with regard to control of the Company

Corporate Responsibility
The section on perforrming responstbly 1s on pages 25 to 39
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Employee involvement

The Company maintains a strong commurication network
and employees are encouraged to discuss with management
matters of interest and Issues affecting the day-to-day
operations of the Group Employees are kept informed

of the financial and economic factors affecting the Company’s
performance and other matters of concern to them as
employees In vanous ways These include regular updates
from the Chief Exacutive and other serior managers, a Costain
cnline news service, personal briefings and emails Senior
managers also visit sites and discuss with employees matters
of current interest and concern to them and the business
Employees alsc have the opportunity to provide feedback
and ask questions at the annual staff road-shows which take
place around the country

The Company also organised a staff engagement survey in
2011, altowing 1t to understand how employees feel about
Costain and will be organising a further survey during the
course of 2013 In December 2011, the Company also
launched ‘ask costam.com’, enabling employees to get
invalved in two-way communication with the Company

The Company has an established Employee Consultative
Committee which convenes three times a year and on an

ad hoc basis throughout the year, to discuss matters
impactng the business, in order that the views of employees
can be taken into account in making decisions lkely to affect
their interests

Share schemes are an established part of our reward package,
encouraging and supporting employee share ownership, In
particular, employees currently paricipate in the Company's
Save As You Earn Scheme

Diversity and inclusion

The Company 1s aninclusive employer and promotes

equality and ncluston from recruitment arxd selection, through
traring and development, to promotion and retirement

We are fully committed to the elimenation of unlawful and unfarr
discrimination and we value the differences that a diverse
workforce brings to the organisation It 1s Company policy that
people with disabilities should have full and far consideration
for all vacancies Wherever possible, we endeavour to
Interview those people with disabilities who fulfi the minimum
critena, and to retan employees in the workforce if they
become disabled dunng employment and to provide speciahst
training where appropnate We support our supply chain

and encourage ther active commitment to our approach

on equality and inclusion

Our customers are looking to us o prowvide local employment
and skills, and to faciitate inclusion in our projects We
continue to work with the UK Contractors Group to deliver

an equality and diversity acton plan across Costain and to
apply local solutions to diversity 1ssues on projects We assist
our customers tn therr employment and skills agenda by
delivering an apprentice development programme and through
establishing Natonal Skills Academies

Policy and practice on payment of suppliers

As a result of the nature of the Group's business, its
contraciual relationships with suppliers of goods and services
and with subconiractors vary according io circumstances and
type of supplier or subcontractor Iti1s the Group’s policy to
enter Into an appropriate form of contractual agreement on
payment terms when agreeing the terms of each transacton
and to pay according to those terms The Group enters into
an approprate form of contractual agreement on payment
terms with its suppliers and subcontractors on an indnadual !
basis rather than following a code or standard on payment

practice The Group's policy IS to make every effort to abide by

these agreed terms when it can be confirmed that the supplier

has provided the goods or services In accordance with the

contract terms and condiions

The amount for trade creditars of the mayor subsidiary trading
companies represents 47 (2011 46) days of average daily
purchases The Company has no trade creditors (2011 none)

Significant agreements — change of control

The directors are not aware of any significant agreements

to which the Company and/or any of its subsidianes or
assoclates are a party that take effect, alter or terminate

upon a change of controt of the Company following a takeover
bid, save in respect of the Facility Agreements relating to the
Company’s banking and surety bonding facilities, which would
terminate upon a change of control There are no agresments
between the Company and its directors or employees
providing for compensation for loss of office or employment
that occurs because of a takeover bid except that provisions
of the Company’s share schemes and plans may cause
opticns and awards to be granted to employees under such
schemes and plans to vest an a takeover

Essential contracts or other arrangements

Given the scope and dversity of the Company's activiiies,
the Company does not consider that 1t has contractual

or other arrangements which are essential to the business
of the Group and which are required to be disclosed

Research and development

The Group 1s involved In research and development in all
sectors n which 1t operates, but specifically in ughways, rail,
arrports, nuclear, hydrocarbons and chemicals, waste and
water The Group’s engineers and techrucal staff in these
named sectors develop and deliver technical advances,
processes and innovations in an effort to achieve practical,
integrated solutions that ncorporate the most advanced
technologies, while taking account of the broader regulatory
perspective and seeking to resolve all scientific and
technological uncertainties In undertaking certain elements
of this research and development work, the Group 1s
supported by arrangements with certain Briish universittes
and vanous technology specialists

Donations

Chantabie donations of £171,142 (2011 £135,424) were made
by the Group during the year, principally to industry-related
chanties serving the communittes in which the Group operates

No political donations were made during the year ended
31 December 2012 (2011 none) The Company has a policy
of not making donations to pohtical orgarvsations




Disclosure of information to auditors

The directors who held ofiice at the date cf approval of this
report confirm that, so far as they are each aware, there 1s

no refevant audit information of which the Company's external
audttors are unaware, and each director has taken all the
steps that he/she ought o have taken as a director to make
himself/herself aware of any relevant audit information and

to establish that the Company's external auditors are aware
of that information

This confirmation 1s given and sheuld be interpreted in
accordance with the provisions of Section 418 of the
Companies Act 2006

Auditors

KPMG Audit Ple has expressed its wilingness to continue in
office as independent auditor of the Company and a reseolLticn
to reappoint them will be proposed at the forthcoming Annual
General Meeting

Directors’ indemnity

Costain Group PLC maintains liability insurance for its directors
and officers There are ne subsisting indemnities in favour

of directors

Directors’ responsibilities

The directors’ responsibilities for the financial statements
contained within this Annual Report and the directors'
confirmations required under DTR 4 112 are set out on
page 75

Voting nghts

Every member and every duly appointed proxy prasent

at a general meeting or class mesting has, upon a show

of hands, one vote and every member present in person or
by proxy has, upon a poll, one vote for every share held

by him/her In the case of joint holders of a share, the vote
of the senior who tenders a vote, whether in persen or by
proxy, shall be accepted to the exclusion of the votes of the
cther joint holders and, for this purpose, seniority shall be
determined by the order in which the names standin the
register in respect of the joint holding

Restnictions on voting

No member shall be entitled to vote at any general meeting

or class meeting In respect of any share held by him/her If any
call or other sum then payable by him/her in respect of that
share remains unpaid or if a member has been served with

a restriction notice (as defined in the Articles of Association)
after fallure to provide the Company with information
concerning Interests in those shares required to be provided
under the Companies Act 2006

The Company i1s not aware of any agreement between holders
of secunties that may result In restrictions of voting nghts
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Dividends and other distributions

The Company may by ordinary resolution from time to time
declare dividends not excegding the amount recommendad
by the Board Subject to the Companies Act 2006, the Board
may pay ntenm dnadends, and also any fixed rate dividend,
whenaver the financial position of the Company, in the opinion
of the Board, justifies its payment If the directors act in good
fath, they are not liable for any loss that shareholders may
suffer because a lawful dvidend has been paid on cther
shares which rank equally with or behind their shares

The Board may withhold payment of all or any part of any
dwdends or other montes payable in respect of the Company's
shares from a person with a 0 25% interest in a class of the
Company's shares If such a person has been served with

a restnction notice after failure to provide the Company with
Information concerning Interests in those shares required to
be provided under the Companies Act 2006

Vanation of nghts

Subject to the Companies Act 2006, nghts attached to any
class of shares may be vared with the written consent of the
holders of not less than three-fourths in norminal value of the
1ssued shares of that class (calculated excluding any shares
held as treasury shares), or with the sanciion of a special
resolution passed at a separate general meeting of the holders
of those shares At every such separate general meeting
{except an agiourned meeting), the guorum shall be one or
more persons holding or representing by proxy not less than
one-third in nominal value of the 1ssued shares of the class
(calcutated excluding any shares held as treasury shares)
The nghts conferred upon the holders of any shares shall not,
unless otherwise expressly provided in the nghts attaching

to those shares, be deemed to be varied by the creation or
1ssue of further shares ranking pan passu with therm

Amendment of Articles of Association

Unless expressly specified to the contrary in the Articles

of Association of the Company, the Company's Articles of
Association may be amended by a special resolution of the
Company's shareholders

Appointment and replacement of directors

The directors shall be not less than two and not mare than
18 n number The Company may by ordinary resolution vary
the minimum and/cr maximum number of directors

A director shall not be required fo hold any shares in

Costatn Group PLC but 15 encouraged to do so under the
Compary's share ownership guidetines Directors may be
appointed by the Company by ordinary resolution or by the
Board A director appointed by the Board holds office onty
until the next Annual General Meeting of the Company and 1s
then eligible for reappointment The Board, or any committee
authonsed by the Board, may from time to time appoint one
or more directors 1o hold any employment or executive office
for such penod and on such terms as they may determine
and may also revoke or terminate any such appontment
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At every Annual General Meeting of the Company, any director
who has been appointed by the Board since the last Annual
General Meeting, or who held office at the time of the two
preceding Annual General Meetings and who did not retire at
either of them, or who has held office with the Comipany, other
than employment or executive office, for a continuous period
of mine years or more at the date of the meeting, shall retire
from office and may offer himself/herself for reappomntment

by the members

The Company may by special resolution remaove any director
before the expiration of his/her period of office The office

of a director shall be vacated if {1) he/she resigns or offers

to resign and the Board resolves to accept such offer,

(1) hus/her resignation 1s requested by all of the other directors
and all of the other directors are not less than three in number,
(m) he/she 1s or has been suffering from mental or physical ill
health and the Board resolves that his/her office be vacated,
() he/she 1s absent without the permission of the Board from
meetings of the Board (whether or not an alternate director
appointed by him/her attends) for six consecutive months and
the Board resolves that his/her office 15 vacated, (v) he/she
becomes bankrupt or compounds with his creditors generally,
(v)) he/she is prohubited by a law from being a director,

(vi) he ceases to be a director by virtue of the Companies Act
2008, or {vin) he/she 1s removed from cffice pursuant to the
Company's Articles of Association

Powers of the directors

Subject to the Company's Articles of Association, the
Companies Act 2006 and any directions given to the Company
by special rescluticn, the business of the Company will be
managed by the Board who may exercise all the powers of the
Company In particular, the Board may exercise all the powers
of the Company to borrow money, to guarantee, to indeminify,
to mortgage or charge any of s undertaking, property,

assets {present and future) and uncalled capital and to 1ssue
debentures and other secunties and to give security for any
deby, lability or obligation of the Company or of any third party

Rights under the employee share schemes

ACS HR Saluticns Share Plan Services (Guernsey) Limited
(formerly Excellerate HRO Share Plan Services {Guernsey)
bimited), as Trustee of the Costain Group Employee Trust,
holds O 77% of the 1ssued share capital of the Company as at
31 December 2012 on trust for the benefit of those employees
who exercise therr share awards/options under the Company's
Long-Term Incentive Plan, Deferred Share Bonus Plan and
Save As You Earn Scheme (in respect of ‘good leavers’ who
leave the employment of the Company before ther contract
matures) The Trustee does not exercise any nght to vote

or to receive a dvidend In respect of this shareholding

Annual General Meeting (fAGM’}

The AGM of the Company will be held in The More Suite,
2nd Floor, Dexter House, No 2 Royal Mint Court, Tower Hilt,
London EC3N 4QN on Wednesday 8 May 2013 at 11 00am

The Notice of Annual General Meeting will be sent in paper
form to all shareholders and will also be availlable on the
Company's website at www.costain.com This 2012 Annual
Report wilt also be avallabte on the Company’s website

Those shareholders who have glected to receive paper copies
of shareholder information will receive a copy of this Annual
Report with the Notice of Annual General Meeting

Jane Lodge, the Charr of the Audit Committee and

Michael Alexander, the Chairman of the Remuneration
Committee, will be avalable at the Annual General Mesting,
together with the Chairman of the Board and the Semor
Independent Birector

By Order of the Board

ALAR

Paul Starkey
Joint Company Secretary

6 March 2013
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Directors’ remuneration report

This report, approved by the
Board, has been prepared
in accordance with the
requirements of the UKLA
listing rules, the Companies
Act 2006, the UK Corporate
Governance Code and best
practice guidelines.

Remuneration Committee

Operation of Committiee

The Remuneration Committee 1s comprised exclusively of
independent non-executive drectors The members of the
Committee are Michael Alexander (Charrmany), Jane Lodge
and James Mcrley John Bryant was also a member of the
Committee until hrs retirement from the Board at the end of
December 2012 In 2012, the Committee met six times and
details of the attendance at those meetings are as follows

M R Alexander (Commuttee Charr) 6 6
J A Lodge* 2 2
J Morley 6 5
J M Bryant** 8 6

A Maximum number of mestings the director could have attended
B Number of meetings the diractor actually attended

* appointed to the Commitiee with effect from 20 August 2012

** retwed from the Board with effect irom 31 December 2012

To assist the Committee in ensunng that the Company's
remuneraton practices take due account of market and best
practce, the Committee has access to expenenced specialist
independent consultants During the year, the Committes
took advice, as appropnate, from New Bndge Street (a trading
name of Aon Hewitt Limiied) This ncluded advice on the
appropnate targets {or the inital award under the 2012
Long-Term Incentive Plan and the benchmarkang of seror
executive remuneration

New Bridge Street 1s a founder signatory o the Remuneration
Consulting Group's Code of Conduct Neither New Brdge
Street, nor any other part of Aon plc, provided other services
to the Company dunng the year and, having no cther
connection with the Company, New Bridge Street s
considered to be ndependent Following the undertaking of
a tender process dunng the course of 2012 by the Commuttee,
New Bndge Street was re-apponted to act as the Company's
remuneration consultants It 1s the policy of the Committee

o put the remuneration consuttant function out to tender

on a penodic basis to ensure that the Company continues to
recewe independent support and adwvice of a high standard
New Bridge Street receved fees of circa £123,000 for the
year ended 31 December 2012, spht between circa £58,000

relating to advice given to the Committee and circa £65,000
relating to the implementation of such advice (Including in
relation to the introduction of the new 2012 LTIP and SAYE
Scheme)

In addrtion, advice was sought where appropnate from other
sources During the course of the year, the Chief Executive,
the Group Finance Director, the Company’s Chairman and
the HR and Legai Director were nvited to attend vanous
meetings of the Committee, although none was present when
their own remuneration was baing discussed The Company
Secretary acts as secretary to the Committes

Terms of Reference

The Committee's terms of reference are avatiable on the
Company’s website at www.costain.com or from the Company
Secretary Copies of the letters appointing the Committee’s
adwvisers can be obtained from the Company Secretary

Remuneration Committee achivity

The following table sets out the key remuneration issues
which the Committee covered at sach of the meetings over
the course of the year

Date Key agenda items

04 January * Reviewed the Long-Term Incentive Plan

2012 ('LTIP") performance targets for the 2012
awards

0% February ¢ Reviewed proposed new LTIP and

2012 Save As You Earn Scheme ('SAYE') Rules

s Approved 2011 annual cash bonuses
subject to final audit of the 2011 Accounts

* Heviewed senior executives' salanes

* Approved the 2012 annual cash bonus
targets

+ Approved the Deferred Share Bonus Plan
('DSBP') performance targets for the 2012
base year

* Reviewed the Charrman's fee

* Reviewed the Directors' remuneration report

04 April 2012« Approved the vesting of the 2009 LTIP

* Granted awards under the DSBP for the
2011 base year

* Approved the notification of participants
for the DSBP 2012 base year

09 May 2012 » Granted awards under the 2012 LTIP

02 October  » Reviewed market update on remuneration
2012 packages {prepared by New Bndge Street),
together with measurements and targets

11 December » Approved changes to participants in the
202 LTIP/DSBP
* Reviewed LTIP performance targets for
2013 awards
* Approved the 2013 annual cash bonus
targets
* Approved the 2013 annual salary review

A resolution to approve the Directors’ remuneration report
will be proposed at the AGM  Last year's remuneration report
was approved by shareholders with a2 96 86% vote n favour
(including discretionary votes)
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Policy Report

The Committee determines the remuneration policy for
executive directors, the Chairman and other senor
management with the aim of attracting, motivating and
retaining executives of the appropnate calibre and expertise,
50 that the Company 1s managed successfully for the benefit
of its stakeholders The following table sets cut the man
elements of the remuneration policy for the year ending

31 December 2013 Each year, the Committee reviews the
remuneration policy, taking into account both the external
market (including environment, social and corporate
governance 1ssues) and the Company’s strategic objectives
over the short and the medium term  The framework has
been designed as an ntegral part of the Company's overall
business strategy

Purpose and

Element Link to Strategy
Salary * To attract and retain high-calibre individuals by
providing an appropniats fevel of basic fixed
income whilst avoiding excessive risk ansing
from over reliance on variable income
* The basic salary reflects the market rate for
the indwvidual, therr role, skils and expenence
Annual Cash * To incentivise the achievement of key financial
Bonus and strategic targeis for the forthcorming year
without encouraging excessive sk taking
Deferred Share  ® To incentvige the delivery of annual profit
Bonus Plan * Promotes greater aignment with shareholders
* Tofaciltate share ownership
Long-Term * Aligned to main strategic objectives of delivering
Incentive Plan sustainable prefit growth which in turn should
(‘'LTIPY) delwver enhanced returns
¢ To facilitate share ownership
SAYE Scheme ¢ To facilitate share ownership and provide
further algnment with shareholders
Pension * To aid retention and remain competitive
In the market place
Other Benefits * To aid retention and be competitive In the
market place
* Healihcare bengfits in order to mininuse
business disruption
Share Ownershup  ® Further alignment of interests with shareholders

Guidelines
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Maximum Performance Changes from
How operated potential value targets prior policy
* Generally reviewed annually (with any changa  ® N/A * N/A * No change
effectiva 1 Apnl) but exceptionally at other In policy
times of the year * Salary changes
* Set with reference to indwdual performance, are set out on
experience and responsibilities page 68
* Broadly takes into account the median position
in hght of remuneration generally within the
Company and other compantes in the
UK-based construction sectar
* Higher increases may be appropnate whers an
ndvidual 1s promotad, changes rols or where
any indmdual 1s appointad on a balow market
salary with the expectation that his/her salary
will increase with expenence and performance
* The Committee considers and approves the ¢ Up to 100% of base & Group underlying earnings before * Nochange
measuras and targets at the start of each year selary interest, tax, amoertisation and In policy
and ensures they ara aligrned with business amploymant related acquisition
strategy and are sufficiently stretching consideration but excluding any
* |n sething financial parameters the Commities PFl trangsfer into the pension scheme
takes into account the Company’s internal and pension risk management Costs
budgets and, where applicable, investors (‘EBITA") {80%)
expectations The targeis applying to financial * kealth and safety targets (10%)
measures are based on a sliding scale * Porsonal objectives (10%)
* Paid in cash * The weightings are determined at the
* Not pensionable start of the year and reflect business
prionties
* Any bonus earned 1s deferred in shares which  ® Up to 50% of base s Group underlying earmings before * No change
vest on the second annivarsary of grant salary interest, tax, amortisation and n policy
{subject to continued employment and not employment related acquisition
being under notice of termnaticn, etther given consideration but excluding any
or receved, on the date of vesting) PFI transfer into the pensicn scheme
* Shares are purchased by a trust on behaif and pension nsk managament costs
of the Group and so do not lead to any dilution ('EBITAY
of shargholder interest * Targets disclosed retrospectvely
* Annual grant of shares which normally vest * LTIP awards with * Portion of LTIP award worth up 10 50% * No change
after three years subject to continued service afacevalueofupto of salary Sum of EPS for the next three In policy
and satisfaction of performance targets 100% of base salary consecutive financial years
* For executive directors, the porhion of
LTIP award in excess of 50% of salary
Operating Profit for the financial year
ending three years post-grant
¢ LTIP performance measured over
three years
* Penodic grants which narmally vest after * Executive direclors * N/A * Nochange
three or five years subjoct to continued service are eligible to partcipate in policy
In the 2012 SAYE
Scheme on the same
terms as other employess
* For executve directors, an annual pension * N/A o N/A * No change
allowance of 22% of base salary In pahcy
¢ Company car or car allowance * N/A * N/A ¢ No change
* Fusl in policy
* Medical insurance
* Life assurance
* Expcutive directors are required to bulld and * N/A * N/A * Nochange
mamntan a shareholding worth not less than In policy

100% of base satary {ior non-sxecutives, not
less than 100% of therr annual fes) through the
ratention of vested share awards or through
open market puschases
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Salary

For 2013, the Committee approved a 2 5% increase for
executive directors (effective 1 Apnl 2013}, resulting in

a base salary of £426,564 for Andrew Whylhe and £282,599
for Tony Bickerstaff A 2 5% salary increase budget will also
be applied across the Company for 2013

Pensions
Under therr terms of engagement, the executive directors are
entitled to an annual pension allowance of 22% of base salary

Life assurance cover of four times base salary 1S provided
through the Costain Life Assurance Scheme The annual
premiums payable in respect of life assurance for Andrew
Whyllie and Tony Bickerstaff were £1,904 (2011 £1,867) and
£1,262 (2011 £1,237) respectively

The Group offers a Group Flexible Retirement Plan which
was set up In 2009 with Standard Life for employees and
sentor management Neither executive director participates
in the scheme

Annual cash bonus

Executive directors and other senior management are eligible
for annual cash bonuses 1o encourage improved periormance,
with targets estabhshed by the Committee to align rewards
with the Company strategy The targets are set at the
begnning of the year by the Committee and are reviewed

with appropriate input from the Audit Committee at the end

of the year For the year ended 31 December 2012, the

Chief Executive and the Group Finance Director each had

a maparnum bonus opportunity of 100% of base salary

For the year ended 31 December 2013, the maximum annuat
cash bonus potential for the Chief Executive and the Group
Finance Director remains unchanged, with the same basic
approach to target-setting (1e 80% relaling to key financial
targets, 10% relating to Health and Safety targets and 10%
relating to personal goals)

Deferred Share Bonus Plan

Executive directors and other senior management are eligible
to participate in the Company’s Deferred Share Bonus Plan
('DSBP’) which promotes greater alignment with shareholders
through the award of deferred shares Under the DSBF, any
bonus earned 18 deferred in shares which vest on the second
anniversary of grant, subject to continued employment and
not baing under notice of termination {either given or receved)
at the date of vesting Shares to satisfy the deferred bonuses
are purchased by a trust on behalf of the Group and so do not
lead to any dilution of shareholder interest

For the year ended 31 December 2013, the maximum potentiai
DSBP award for the executive directors remains unchanged
The Commitiee will disclose on a retrospective basis the EBITA
measure (defined as underlying earnings before interest, tax,
amortsation of acquired intangible assets and employment-
related acquisition consideration but excluding any PFI transfer
into the pension and pension nsk management costs) for 2013
in next year's report

Long-Term Incentive Plan

The Company's 2002 Long-Term Incentve Plan (the ‘2002
LTIP"), approved by shareholders at the 2002 AGM, reached
the end of its ten-year Ife in 2012 and shareholders gave ther
approval for the ntroduchion of a new Long-Term Incentive
Plan (the ‘2012 LTIP") at the 2012 Annual General Meeting

The 2012 LTIP allows for conditicnal awards over shares (o
be granted to a participant with a market value of up to 100%
of base salary at the date of grant of the award The vesting
of awards are subject to performance conditions set by the
Commuttee For the year ended 31 December 2013, the
maximurn grant under the 2012 LTIP for the Chief Executive
and the Group Finance Director remains unchanged, with
the same basic approach to target-setting to be appled

For 2012 onwards, the Committee introduced a clawback
provision iIncorporated into the annual cash bonus, the LTIP
and the DSBP with regard to any matenal rrusstatement to
audited accounts, an error In calculation of targets resulting
In an overpayment, gross misconduct ar cnminal behaviour
on the part of a participant

Fixed versus vanable pay mix

The chart below illustrates the average mix between the

fixed and vanable (performance-related) elements of
remuneration of the executive directors at target and maximum
performance Target performance assumes target payouts

of cash and DSBP and an expected value of LTIP awards
Maximum performance assumes all bonuses and long-term
incentive awards vest in full The chart demonstrates the
weighting of the package towards vaniable pay, partcularly

at maxamum performance The Committee considers the mix
between fixed and variable pay to be appropraie During the
year, the Commuiitee reviewed the executive remuneration
arrangements from a sk perspective and concluded that
they do not encourage undue nsk and that the arrangements,
as a whole, provide an appropnate balance

Fixed versus vanable pay mix

% of maximum remuneration

1 2 3 5 Target

i 2 3 - o 5 J Meximum
¢ 20 40 80 80 100

H Base salary 8 Pension Bl Cash bonus
B Deterred share bonus B Long term incentives




All-employee Share Plan

The Company's 2002 Save As You Eam Scheme approved
by shareholders at the 2002 AGM {the '2002 SAYE Scheme')
also reached the end of its ten-year Ife in 2012 and
shareholders gave their approval for the establishment of

a new Save As You Earn Scheme at the 2012 Annual General
Meeting {the ‘2012 SAYE Scheme”)

The Company intends to make :ts first grant of aptions under
the 2012 SAYE Scheme during the six-week period following
the announcemant of its half-year results for the year ending
31 December 2013 No grants were made under erther the
2002 SAYE Scheme or the 2012 SAYE Scheme during the
course of 2012

Service agreements and letters of appointment

The executive directors have service coniracts that can

be terminated by either party on the giving of 12 months'
notice There 1s no provision for payment of predetermined
compeangation in case of wrongful termination by the Group
and the duty to mitigate loss applies

Andrew Wyllie's service agreement Is dated 25 Apnl 2005
and Tony Bickerstaff's 1s dated 3 March 2006

External directorships

The Company encourages executive directors to take up
non-executive appointments, with the pnor consent of the
Company, in the belef that such appomtments broaden
therr skills and the contribution which they can make to the
Company's perfarmance Generally, no mare than one such
appointment may be undertaken There must be no conflict
of interest and the tme devoted to the external appontment
must be reasonable in relation 1o the Indiwvidual’s commitment
to the Company Fees paid for external appointments may
be retained by the individual concerned

Andrew Wyllie was appointed a Non-Executive Director
of Scottish Water on 7 Apnl 2008 and in respect of the
appointment for the year ended 31 December 2012 he
was paid £19,872 (2011 £19,872) He has retaned these
fees in accordance with the above policy

Chairman and other non-executive directors
Remuneration for non-executive directors, other than the
Chairman, 1s deterrnined by the Board, following consultation
between the Charman and the Chief Executive The
Charrman’s fee 1s determined and recommended to the
Board following consultation between the Committee and
the Chief Executive Fees are reviewed annually and ary
increase is eifective from 1 Apnt
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Remuneration for non-executive directors, other than the
Chawman, compnse a basic annual fee for acting as a
non-executive director of the Company and addiional fees

for the Senior Independent Director, and charmanship of the
Audit and Remuneration Committees As reported last year,
following a review In 2012, t was decided to increase the basic
annual fees and the additional fees, reflecting the increased
tme commitment expected of non-executive directors and

the expertise that they bring to the Company The annual fees
are as follows

Senior Audit Remuneration
Independent Committee Committee
Director™ Chairi® Chairman
2013 £42,865 £6,273 £8,887 £6,273
2012 £41,820 £6,120 £8,670 £6,120

) James Morley was appotnted as the Senior Independent Director at the
end of Decernber 2012 upon the retrement of John Bryant

2) Jane Lodge was apponted as Charr of the Audit Committee at the end
of October 2012, succeeding James Moriey

For the year ended 31 Dacember 2012, the Chairman was
paid fees of £128,875 He does not recewve any additional fees
for committee memberships With effect from 1 Apnl 2013,
he will receive an annual fee of £132,096 (2012 £129,500)

The independent non-executive directors have letters

of appointment The appointment of an Independeant
non-executive director can be terminated by reasonable notice
on etther side Dawid Alivey, Michael Alexander, Jane Lodge
and James Marley are not entiled to compensation for loss

of office

Nominee non-executive directors (as indicated in the
Corporate Governance Statement on page 54), hold office
for as long as the shareholder nommating them holds

a specific percentage of the issued share capital Nominee
non-executive directors are required to stand for re-slection
in the usual way and are not entitled to compensation for loss
of office Currently, only one of the two major shareholders
has appointed a nominee non-executive director 1o sit on

the Board

The dates of each non-executive director's onginal appointment
are as foilows

Non-executive Date of original Expiry

director appointment of current term*

David P Allvey 0111 2001 Close of 2013 AGM
Michael R Alexander 25 07 2007 Close of 2014 AGM
Jane A Lodge 0108 2012 Close of 2013 AGM
James Morley 0901 2008 Close of 2014 AGM
Samer G Younis 2306 2008 Close of 2013 AGM

* Subject to re-election at the AGM following ther appontment subsequent
re-election at intervals of no mora than three years and re-election at each
AGM if having served on the Board for more than ning years, in accorgdance
with the UK Corporate Governance Code and the Company's Articles
of Association
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Implementation Report

Annual bonus

For the year ended 31 December 2012, 80% of the executve
drrectors’ annual bonus metrics wears set as measurable key
financial targets, being Group underlying earnings before
Interest, tax, amortisation and employment related acquistion
consideration but excluding any PFl transfer mto the pension
scheme and pension nsk management costs {'EBITA) The
remaning 20% was linked to  10% for health and safety
targets, relating to Group Accident Frequency Rate (‘AFR)
and site scored inspections, and 10% to personal goals,
relating to building and developing the executive team and
the talent pool within the organisation

The total bonus paymenit for the executive directors for the
year ended 31 December 2012 amounted to 52% of salary

for Andrew Wyllie and 51% of salary for Tony Bickerstaif

Of this total payment, 32% related to measurable financial
targets ('EBITA"), 10% to health and safety targets (including
the achievement of an AFR of 0 09% aganst a target of 012%)
and 10% and 9% related to personal goals for Messrs Wyllie
and Bickerstaff respectively (which included the implementation
and development of a newly constituted Executive Board and
management team to reflect the re-structunng of the business
Nt two divisions infrastructure and Natural Resources)

Deferred Share Bonus Plan

For the year ended 31 December 2012, both executive
directors had a maximurn DSBP opportunity of 50% of base
salary The performance measure was EBITA, as descnbed
in the table below

Group EBITA Percentage of Relevant
for 2012 Maximum Award
£21 2 million or less 0%

Between £21 2 million and Between 0% and 60%
£23 5 million on a straight-ine basis

£23 5 million 680%

Between £23 5 million Between 80% and 100%
and £28 2 milkon on a straight-ine basis

£28 2 milkon or more 100%

The EBITA for the year ended 31 December 2012 was

£23 7 millon and, accordingly, 2% of the maximum DSBP
award opportunity will vest The number of shares to which

a participant in the DSBP will be entitled will be calculated on
the basis of the monetary value of the deferred bonus dwvided
by the middle-market quotation of a share at the date of the
deferred award The grant of the deferred bonus award 1s
due to be made in the six weeks followang the preliminary
announcement of the results for the financial year ended

31 December 2012

The DSEP includes a mechanism to allow the Company

to deliver a combined arrangement at no addmional cost

to the Company by delvenng to participants a combination
of HM Revenue & Customs (‘HMRC’) tax-approved market
value share Options (with an exercise price determined at the
tsme of grant) over a fixed number of shares, together with
non tax-approved Combined Deferred Awards with a nil
exercise price over a fixed value of shares The tax-approved
and non tax-approved options/awards are linked, in terms
of value and exercise and murrer the same commercial terms
as the Deferred Awards

Long-Term Incentive Plan

The performance condittons applying to the initial awards
made under the 2012 LTIP for the executive directors depends
upon the quantum of the award For the portion of awards
made over shares worth up to 50% of salary (Tier 1), the
performance condition I1s based on an aggregate EPS target
over a perod of three financial years For tha portion of awards
made over shares In excess of 50% of salary (Tier 2), the
performance condition s based on stretching operating profit
targets for the 2014 financial year

The targets for the 2012 LTIP awards are as follows
Tier 1

Sum of the EPS for the
financial years ending
31 December 2012,

Vesting level for awards

2013 and 2014 up to 50% of salary
Below 90 pence 0%

80 pence 15%

100 pence or more 100%

Between 90 pence

and 100 pence Pro-rata between 15% and 100%

Tier 2
Operating Profit for the

financial year ending  Vesting level for awards

31 December 2014 in excess of 50% of salary
£29 6 million or below 0%

£37 million 50%

Betwesn £29 6 million
and £37 milion Pro-rata between 0% and 50%

£44 4 million or more 100%

Between £37 milkon

and £44 4 mifhon Pro-rata between 50% and 100%
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Total shareholder return (from 01 January 2008)
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Consequently, for thus Tier 2 to vest n full, operating profit
must have mare than doubled over four years from 2010 levels

In addition, no element of the Tier 2 award will vest unless
the EPS (before pension interest) for the financial year ending
31 December 2014 15 at least 35 5 pence and Tier 1 has
vested in full

The Commitiee believes that EPS and operating profit are

the most appropriate metrics to use for the 2012 LTIP, as
growth in EPS and operatng profit are two of the key drivers
of the Company's share pnice As with previous LTIP awards,
EPS for the award made in 2012 15 calculated before pension
interest (tself calculated under IAS 19) whilst aperating profit
15 defined as underlying proiit before interest, tax, amortisation
and employment-related acquisition consideration, but
excluding any private finance initiative {'PFI) transfer into the
pension scheme and pension risk management costs

The Remuneration Commitiee 1s committed to the concept
of creating a genuine aignment of interests between Investors
and the Costain Board The Cormmittes therefore welcomed
the continung substantial mcreases in Andrew VWyllie's and
Tony Bickerstaff's shareholdings dunng 2012 which accords
with the Company’s share ownership guidelines introduced
dunng 2011 The guidelines seek to align the interests of the
Company and investors by encouraging the executive

directors to buld up and mantain a shareholding worth

not less than 100% of base salary (and in the case of
non-exacutive diectors 100% of their annual fee) and for other
senior execuiives a shareholding warth no less than 50% of
base salary Executive directors and other senior executives
are also encouraged to retain up to 50% of the net number

of shares receved under any 2012 LTIP or DSBP awards uril
the target under these guidelnes 1s satisfied

For 2012 onwards, the Committee introduced a clawback
provision incorporated into the annual cash bonus, the LTIP
and the DSBP with regard to any matenal misstatement to
audited accounts, an error in caleutation of targets resulting
In an overpayment, gross misconduct or cnminal behaviour
on the part of a participant

Performance graph

The graph above shows the value, by 31 December 2012,

for £100 invested in Costain Group PLC on 1 January 2008
compared with the value of £100 invested in the FTSE
SmaliCap Index The Commuittee believes that the SmallCap
Index 1s an appropriate Index to use as it 1s the Index in which
the Company 1s a constituent and comprises companies

of a more smmilar size to Costan than the FTSE All-Share
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Directors’ remuneration report

contmued

The followang sections have been audited by KPMG Audit Plc

Directors' emoluments

The aggregate directors’ remuneration for the year ended 31 December 2012 was £1,404,342 (2011 £1,684,800)

2012 2011 2012 201
Salary/Fes Bonus Benefits Total Total Pension” Pension
£ £ £ [ £ £ £
Executive directors

A Wyllie 414,120 216,403 13,394 643,917 766,310 91,106 89,320
A O Bickerstaff 274,354 140,610 11,894 426,858 510,740 60,358 59,175

Non-executive directors
D P Allvey 128,875 - - 128,875 125,250 - -
M R Alexander 47,705 - - 47,705 46,500 - -
J A Lodge? 18,870 - - 18,870 - - -
J Morley™ 48,797 - - 48,797 49,000 - -
S G Younis 41,615 - - 41,615 40,500 - -
J M Bryant® 47,705 — - 47,705 46,500 - -
Former directors - — - - — - -
Total 1,022,041 357,013 25,288 1,404,342 1,584,800 151,464 148,495

* Pension contnbubions in excess of £50 000 paid as a cash supplement

M Jane Lodge was appointed as a Non Executive Director with affect from 01 August 2012 and became Charr of tha Audit Committes at the end of Getober 2012

succeeding James Morley
) James Morley became the Senior Independent Director at the end of December 2012
® John Bryant retired as a Non-Executive Director with effect from 31 December 2012

Directors’ share interests

{1} Beneficial holdings
As at 1 January 2012 As at 31 December 20112
Number of Ordinary Shares ~ Number of Ordinary Sharas
A Wyllie 142,016 200,452
A Q Bickerstaff 79,833 117,198
D P Allvey 5,250 5,250
M R Alexander 17,533 18,364
J A Lodge® — -
J Morley® 23,000 27000
S G Younis - -
J M Bryant'® 15,028 15,028

* All shares held by spousa through a nominee accourt

0 Jane Lodge was appointed as a Non-Executive Director with effect from 01 August 2012 and became Chair of the Audit Committee at the end of October 2012

succeeding James Morley
B} James Morley became the Semior Independent Cwrector at the end of December 2012
™ John Bryant retrrad as a Non-Executve Drrector with effect from 31 Pecember 2012

There continued to be a significant increase in shareholding during 2012 following the introduction of the Company’s share

ownership guidefines in 2011

(1) Deferred Share Bonus Plan awards
Under the DSBP, deferred bonus awards can be granted in the following two forms

{) an cption with a nil exercise price over a fixed value of shares {ihe ‘Combined Deferred Award’), which s granted In
combination with an HMRC approved market value option over a fixed number of shares {the 'Option’} - thus applies

to an indmdual maximum of £30,000, and
{n an option with a ni exercise price over a fixed number of shares ('Deferred Award'}
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Details of the executive directors’ DSBP share awards are as follows
Granted Lapsed Exerorsable
Date As at dunng dunng dunng Asat Exercise Exercisable %
granted 1 Jan 2012 the year the yaar thayear* 31 Dec 2012 pace from g
A Wylle 190410 25,800 - - 25,800 - - Apnl 2012-2020 o
190410 12,377 - - 12,377 - - Apnl 2012-2020 §
(£29,909 91y @
190410 12,377% - 12,377 - - £242p Apnl 2012-2020 o
120411 82,644 - - - 82,644 - Aprnl 2013-2021
040412 - 78,258’ - - 78,258 - Apnl 2014-2022
A O Bickerstaff 190410 12,1801 - - 12,180 - - Apnl 2012-2020 @
1904 10 12,377 - - 12377 - — Apri 20122020 [ E
(£29,999 91) gt
1904 10 12,377 - 12,377 - - £242p Apnl 20122020 Y
1204 11 54,752 - - - 54,752 — Apnl 2013-2021 s
040412 - 51,848 - — 51,846 — Apnl 2014-2022

Number of shares under the Deferred Award

Maxamum number and value of shares under the Combined Deferred Award

Number of shares under the Cption

On 27 Apnl 2012 Andrew Whllie exerased a total of 38 177 DSBP share awards {and thereby also recewed 1,151 in Didend Shares) and Tony Bickerstaft
oaxeraised a tolal of 24,657 share awards (and thareby also receved 543 Dmdend Shares) The market pnce of the Company's shares on 27 April 2012

was £2 19 The gain {helore tax and national nsurance) receved by these executive drectors was £86,128 for Andrew Wyllle and £54,969 for Tony Bickerstaft
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The value of the shares under the Combined Deferred Award and the Option are equal The Combined Deferred Award and
the Optron must normally be exercised at the same tme When calculating the maximum value of the shares under a Deferred
Award that may be granted under the terms of the Plan, the value of the shares under the Option is not counted

All of the awards will become exercisable on the second anniversary of the date of grant subject to the continued employrment
of the participant The value of the shares delivered under the Combined Deferred Award on exercise Is the same as the value
of the shares under that award at the ime of grant The number of shares under the Deferred Award and Option at grant will
be delivered to the participants on exercise

To the extent that all or any part of an award becomes exercisable, it remains, subject to the DSBP Rules, exercisable until the
tenth anniversary of the date of grant

Other information

{m} Long-Term Incentive Plan awards
Detalls of the executive directors’ LTIP share awards are as follows

Granted Lapsed Vested
Date As at dunng during dunng As at Exgrasable
granted 1 Jan 2012 the ysar the year the year® 31 Dec 2012 from
AWyllie 0704 09' 82,417 - - 82,417 - March 2012
14 04 1(P 81,632 - - - 81,632 March 2013
120411° 163,294 - ~- - 169,294 March 2014
090512 - 207,044 - - 207,044 March 2015
A O Bickerstaff 0704 09 52,747 - - 52,747 - March 2012
14 04 10° 54,081 - - - 54,081 March 2013
12041719 12,157 - - - 112157 March 2014
090512 - 137,167 - - 137,167 March 2015

EPS for the financial year ended 31 Becembar 2011 of 21 0p (15% vests) 1o EPS of 27 5p (100% vests) on a siding scale between 15% and 100% pro-rata

to the EPS actually achieved The EPS targat was 100% met

EPS for the financial yoar ended 31 Becember 2012 of 21 Op (15% vests) to EPS of 27.5p (100% vests) on a skding scale between 5% and 100% pro-rata

to the EPS actually achieved The EPS target was 100% met

50% of the award s subjpect to an aggregate EPS for the financial years anded 31 December 2011 2012 and 2013 of 102p (15% vests) to EPS of 113p (100%
vests) on a slding scale batween 15% and 100% pro-rata to the EPS actually achieved Tha remaining 50% of the award will be based on an EPS for the financial
year ended 31 December 2013 of 47p (0% vests) to EPS of 56p (100% vests) on a siding scale between 0% and 100% pro-rata to the actual EPS achieved
{EPS targets rounded as appropnate)

50% of the award (Tier 1) 1s subject 1o an aggragate EPS target for the financial years ended 31 December 2012, 2013 and 2014 of 80p {15% vests) to EPS

of 100p (100% vests) on a siding scala batweean 15% and 100% pro-rata to the EPS actually achieved The ramairung 50% of the award (Tier 2) 1s based on
operating profit for the financial year ending 31 December 2014 of £37 milion (S0% vests) to £44 4 million {100% vests) on a siding scale betwean £29 6 milbon
and £44 4 milion pro-rata to the operating profit aciually achieved In additon, no element of the Tier 2 award will vest unless the £PS (before pension interest)
for the financial year endad 31 December 2014 15 at least 35 5p and Tier 1 has vestad n full

On 05 Apnk 2012 Andrew Wylhe exercised 82 417 share options and Tony Bickerstaif exerctsed 52 747 share optons The market pnce of the Company's shares
on 05 Apnl 2012 was £2 3187 The gain (before tax and national insurance) recerved by thesa executiva directors was £131 100 for Andrew Wyllie and £122 304
for Tony Bickerstaff
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Notes

(&) The awards, which are expressed as options, are subject to an exercise pnce of £1

(b} The average closing middle-market pnce of ordinary shares of 50p each in the Company for the dealing day immediately
preceding the date of grant for the 2008 award was 227p, for the 2010 award 245p, for the 2011 award 241p and for the 2012
award 201p

(c) The total number of ordinary shares of 50p each stilt outstanding and subject to the 2009 award 1s 25,186 (2011 620,262),
the 2010 award 605,533 (2011 606,550), the 2011 award 736,504 {2011 761,402) and the 2012 award 860,378

() At 31 December 2012, the derived mid-market price of the ordinary shares in the Company, as advised by the Company's
brokers, was 254p The range of the share prnce of the crdinary shares dunng 2012 was 184 87p to 254p

(v} Save As You Earn scheme awards
Details of the executive directors' SAYE optrons are as follows

Date As at Granted Lapsed Exercised As at Exercise Exercisable

granted 1Jan 12 dunng year during year dunng year 31 Dec 12 price from

AWylle 111011 1,833 - - - 1,633 205p Nov 2014-May 2015
A O Bickerstaff 1101 1,633 — — - 1,633 205p Nov 2014-May 2015

On behalf of the Board

st

Michael R Alexander
Charman of the Remuneration Committee

6 March 2013
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Directors’ responsibilities statement

The directors are responsible
for preparing the Annual
Report and the Group and
parent company financial
statements in accordance
with applicable law and
regulations.

Company law requires the directors to prepare the Group
and parent company financial statements for each financial
year Under that law, they are required to prepare the Group
financial statements In accordance with IFRSs as adopted

by the EU and applicable law and have elected to prepare the
parent company financial statements on the same basis

Under company law, the directors must not approve the
financial statements unless they are satisfied that these give
a true and far view of the state of affairs of the Group and
parent company and of therr profit or loss for that period

In preparing each of the Group and parent company financial
statements, the directors are required to

*» select suitable accounting policies and then apply them
consistently,

* make Judgements and estimates that are reasonable and
prudent,

» state whether they have been prepared in accordance
with IFRSs as adopted by the EU, and

* prepare the financial statements on the going concern
basis unless 1t 1s Inappropriate to presume that the Group
and the parent company will continue i business

The directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the parent
company's transactions and disclose with reasonable
accuracy at any time the financial position of the parent
company and enable them to ensure that its financial
statements comply with the Companies Act 2006 They have
general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Group and to
prevent and detect fraud and other irregularities

Under applicable law and regulations, the directors are also
responsible for prepanng a Directors’ Report, Directors’
remuneration report and Corporate Governance staternent
that comply with that law and those regulations

The directors are responsible for the maintenance and integnty
of the corporate and financial nformation included on the
Company's website Legislation in the UK goverring the
preparation and dissemination of financial statements may
differ from legislation in other unsdictions

We confinm that to the best of our knowledge

 the financial statements for the year ended 31 December
2012, prepared In accordance with IFRSs as adopted by
the EU, give a true and far view of the assets, labilties,
financial position and profit or loss of the Company and the
undertakings ncluded in the consolidation taken as a whole,
and

* the Directors’ Report, the Business review, the Principal
nsks and Key performance indicators and the Group
Finance Director's review sections of this report include
a far review of the development and periormance of the
business and the posion of the Company and the
undertakings ncluded in the consolidation taken as
a whole, together with a descnption of the principal nsks
and uncertainties that they face

On behalf of the Board

TPl ~

Dawvid Alivey
Chairman

Andrew Wyllie
Chief Executive

6 March 2013
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Independent Auditor’s report

to the members of Costain Group PILC

We have audited the financial statements of the Costain Group
PLC for the year ended 31 December 2012 which compnse
the Consolidated Income Statement, the Consolidated and
Parent Company Statement of Comprehensive Income, the
Consolidated and Parent Company Statement of Financial
Paositton, the Consolidated and Parent Company Statements
of Changes in Equity, the Consolidated and Parent Company
Cash Flow Statements and the related notes The financial
reporting frarmework that has been applied in their preparation
1s applicable law and Intematicnal Financtal Reporting
Standards ('IFRS’s’} as adopted by the EU and, as regards
the parent company financlal statements, as applied in
accordance with the provisions of the Companies Act 2006

This report ts made solely to the Company's members, as

a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur audit work has been undertaken so
that we might state to tha Company's members thoss matters
we are required to state to them in an auditer’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
audd work, for thus report, or for the opintons we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibiliies
Statement the directors are responsible for the preparation

of the financial statements and for being satisfied that they
give a trus and far view Qur responsibility i1s to audtt, and
exprass an opinion on, the financial statements in accordance
with applicable law and international Standards on Auditing
(UK and Irefand) Those standards require us to comply with
the Auditing Practices Board's (‘APB's") Ethical Standards

for Auditors

Scope of the audit of the financial statements
A description of the scope of an audit of financial
statements 1s provided on the APB's website at
www frc.org uk/auditscopeukprivate

Opinion on financial statements
In our optnion

* the financial statements give a trus and far view of the state ~
of the Group’s and of the parent company's affars as at
31 December 2012 and of the Group’s profit for the year
then ended,

+ the Group financial statements have been properly prepared
in accordance with IFRSs as adopted by the EU,

* the parent company financia staterments have been properly
prepared in accordance with iIFRSs as adopted by the EU
and as applied in accordance with the provisions of the
Cornpanies Act 2008, and

* the financial statemenis have been prepared In accordance
with the requirements of the Compantas Act 2006, and,
as regards the Group financial staternents, Article 4 of the
I1AS Regulation

Opinion on other matters prescrnibed by the
Companies Act 2006
In our opinion

* the part of the Directors’ remuneration report to be audred
has been properly prepared in accordance with the
Compames Act 2008,

* the Information given in the Directors’ report for the financial
year for which the financial statements are prepared 1s
consistent with the financial statements, and

« infarmation given In the Corparate Govemance statement
with respact to internal control and nsk management
systerns In relation to financial reporting processes and
about share capital structures 1s consistent with the financial
staternents

Matters on which we are required to report
by exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report
to you if, In our opinion

» adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not besn received from branches not visited by us, or

¢ the parent company financial statements and the part
of the Directors’ remunaration report to be audited are not
in agreement with the accounting records and returns, or

* carian disclosures of directors’ remuneration spectfied
by law are not made, or

* wa hava not recewved all the informatron and explanations
we require for our audn

Under the Listing Rules wa are required to review

* the directors’ statement, set out in the Directors’ Report,
in relation to going concern, and

» the part of the Corporate Governance Statement relating
to the Company's compliance with the nine provisions
of the UK Corporate Governance Code specified for our
review, and

= certamn elements of the report to sharsholders by the
Board on dwectors' remuneration

Stephen Bligh
Serior Statutory Auditor

for and on behalf of KPMG Audit Ple, Statutory Auditor,
Chartered accountants

15 Canada Square

London E14 5GL

6 March 2013
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Consolidated income statement

Year ended 31 December

2012 2011
Beforo Other Befora Cther
othertems items Total other items tems Total
Notes Em £m £m £m fm £m
Continuing operations
Revenue 3 9345 - 934 5 986 3 - 986 3
Less Share of revenue of joint ventures
and associates 13 (86 1) — (86.1) (117 8) - (117 8)
Group revenue 848.4 - 848 4 868 5 - 868 5
Cost of sales (794 2) - (794 2) {818 8) — (818 8)
Gross profit 542 - 54,2 497 — 497
Administrative expenses (29.,1) - {29 1) (25 6) - (25 6)
Pension lability management (2.8) - (2 8) - - -
Amortisation of acquired intangible assets - (1.7} 17) - {09) (09)
Employment related deferred consideration - (17} (17) - 07 07
Group operating profit 22.3 {3 4) 189 241 {16} 225
Profit on sale of non-consalidated subsidlary 4 - - - 05 - 05
Profit on sales of Interests
In joint ventures and associates 4 105 - 105 03 - 03
Share of results of jont ventures
and associates 13 (1.4} - {1.4) (13) - (13)
Profit from operations 3 314 (3 4) 280 236 (16} 220
Finance income 7 273 - 27.3 341 - 341
Finance expense 7 (29 2) - {29 2) (322) - (322)
Net finance (expense)/income (19} - {(19) 19 - 19
Profit before tax 3/4 295 (3 4) 261 255 (16) 239
Income tax 8 (2.5) 06 {19) {56) 04 {52)
Profit for the year attnbutable
to equity holders of the parent 270 {2 8} 242 199 {12) 187
Earnings per share
Basic 9 414p (4 3)p 371p 311p {19)p 292p
Diluted 9 40.0p {41)p 35 8p 300p (18)p 282p

Theimpact of business disposals In either year was not matenal and, therefore, all resulis are classified as ansing from
continuing operations
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Consolidated statement of
comprehensive income and expense

Year ended 31 December

2012 201
£im £m
Profit for the year 242 187
Exchange differences on translation of foreign operations (11) {08)
Cash flow hedges
Group
Effective portion of changes in fair value duning year - (01}
Net changes in far value transierred to the income statement 01 02
Joint ventures and associates
Effective portion of changes in far value {(net of tax) dunng year (0.4) (2 8)
Net changes in far value (net of tax) transferred to the ncome statement 40 -
Actuanal losses on defined benefit pension scheme (24.4) {221)
Tax recognised on actuanal losses recognised directly in equity 27 30
Other comprehensive expense for the year (19.1) (22 6)
Total comprehensive income/(expense) for the year attnbutable
to equity holders of the parent 51 (39

Company statement of
comprehensive income and expense

The Company does not have any comprehensive Income or expense, other than a profit for the year of £1 0 milion
(2011 loss of £2 5 million)

Business review Qverview
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Consolidated statement
of financial position

As at 31 December

2012 201

Notes £m £m
Assets
Non-current assets
Intangible assets 1 187 203
Property, plant and equipment 12 91 114
Investments in equity accounted joint ventures 13 361 214
Investments in equity accounted associates 13 16 14
Loans to equity accounted joint ventures 13 - 137
Loans to equity accounted associates 13 27 64
Other 14 175 164
Deferred tax 8 174 174
Total non-current assets 103 1 1084
Current assets
Inventories 17 23
Trade and other receivables 14 181 5 1880
Cash and cash equivalents 15 107.4 N7
Total current assets 290.6 3320
Total assets 3937 4404
Equity
Share capital 20 328 324
Share pramium 37 33
Foreign currency translation reserve 50 61
Hedging reserve (1.2) (4 9)
Retained earnings (8 5) (61)
Total equity attributable to equity holders of the parent 318 308
Liabihties
Non-current habilities
Retirement benefit obligations 19 519 529
Other payables 17 50 61
Provisions for other habilhes and charges 18 1.9 23
Total non-current habilities 58 8 613
GCurrent hahilities
Trade and other payables 17 2976 3429
Income tax habilities 8 17 17
Bank overdrafts 15 17 16
Provisions for other lliabibttes and charges 18 21 21
Total current habilties 3031 348 3
Total habilities 3619 4096
Total equity and liabilties 3937 440 4

The financial statements were approved by the Board of Directors on 6 March 2013 and were signed on its behalf by

A Wylhe A O Bickerstaff
Director Dhrector

Registered number 1393773
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Company statement

| ] -a - - 5
-
of financial position
o
As at 31 December
2012 2011
Notes £m £m
Assets z
Non-current assets 2
Investments in subsidianes 13 95 2 1214 E
Total non-current assets 95 2 1214 §
g
Current assets @
Trade and other recevables 14 389 81
Cash and cash equivalents 15 300 617
Total current assets 699 698 o
Total assets 1651 1912 % %
£5§
Equity 8 3
Share capital 20 328 324 o
Share premium 37 33
Other reserves 93 64
Retaned earnings 321 381
Total equity attributable to equity holders of the parent 779 802 ]
.g S
Liabilities E 5
Non-current habilihies i *E
Provisions for other liabilities and charges 18 13 13
Total non-current habilities 13 13
Current hatilities 5
Trade and other payables 17 840 1075 *g
Income tax habilities 8 17 17 §
Provisions for other llabilties and charges 18 02 05 E
Total current habilihies 859 097 £
Total habilities 872 110 O
Total equity and habilities 1651 1912

The financial statements were approved by the Board of Directors on 6 March 2013 and were signed on ts behalf by

A Wyllie A O Bickerstaff
Director Director

Registered number 1393773
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Consolidated statement
of changes in equity

Share Share  Tranglaton Hadging Retained Total

cap:dal premuum reserve resarve earnngs equity

£m £m £m £m £m £m

At 1 January 2011 317 20 68 22) {07) 376
Profit for the year - - - - 187 187
Other comprehensive income/{expense) - - (08) (27 {(191) (22 6)
Transfer between reserves - - 01 - 1) -
Issue of ordinary shares under employee share option plans 06 11 - ~ (02) 15
Equity-settled share-based payments - - — - 14 14
Dvidends paid 01 02 - - (CR)] {58
At 31 December 2011 324 33 61 49 (61) 308
At 1 January 2012 32.4 33 61 (4 9) (61) 308
Profit for the year - - - - 24 2 24 2
Other comprehensive Income/(expense) - - (11) 37 {(217) (191}
Issue of ordinary shares under employee share option plans 0.3 - - - {0 3) -
Equity-seitled share-based payments - - - - 2.1 21
Dividends paid 01 04 - - {(67) (6 2)
At 31 December 2012 328 3.7 50 (1.2) {8 5) 31.8

Company statement of changes in equity

Share Share Other Retained Totad
capital premium raserve earnings equity
£m £m £m £m £m
At 1 January 2011 37 20 45 469 851
Comprehensive Income/(expense) - - - (25) (25)
Issue of ordinary shares under employee share option plans 06 11 - (02) 15
Equity-settled share-based payments granted
10 employees of subsidianes - - 19 - 19
Dividends pad 01 02 - (B1) (5 8)
At 31 December 2011 324 33 64 381 802
At 1 January 2012 324 33 64 381 80.2
Comprehensive ncome/(expense) - - - 10 10
Issue of ordinary shares under employee share option plans 03 - - {0 3) -
Equity-settled share-based payments granted
to employees of subsidiaries - - 29 - 29
Dvidends pad 01 04 — (67) (6 2)
At 31 December 2012 328 37 93 321 779

There are no significant restnctions on the ability to remit Overseas reserves

Details of the nature of the above reserves are set out below

Group
Translation reserve

The translation reserve compnses all foreign exchange differences ansing from the translation of the financial statements of

{foreign operations that are not integral to the operations of the Cormpany, as well as from the translation of labilities that hedge

the Group's net Investment in a foreign subsidiary

Hedging reserve

The hedging reserve compnses the effective portion of the cumulative net change in the farr value of cash flow hedging

instruments related to hedged transactions that have not yet occurred

Company
Other reserve

The Company grants certain of its subsidiaries nghts to its equity instruments as part of its share-based payment plan incentrve

The mpact 1s recognised within this non-distnbutable reserve
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Consolidated cash flow statement

2
Q
Year ended 31 December 2
&
2012 201
Notes £m £m
Cash flows from operating activities z
Profit for the year 24.2 187 %
Adjustments for E
Share of results of joint ventures and associates 13 1.4 13 §
Finance income 7 (27.3) (341} @
Finance expense 7 29 2 3o @
Income tax 8 19 52
Profit on sales of interests in joint ventures and associaies 4 (10 5) (03)
Profit on sale of non-consolidated subsidiary 4 - (05) ®
Depreciation of property, plant and equiprment 4 23 19 % §
Amortisation of ntangible assets 4 1.8 09 'g_ g
Employment related deferred consideration 17 07 8 B
Share-based payments expense 5 29 19 a
Cash from operations before changes in working capital and provisions 27.6 279
Decrease/(increase) in nventories 0.6 {(10)
Decrease/(increase) In receivables 41 (1071, .
(Decrease)/increase in payables {48.1) 250 B
Movement in provisions and employee bensfits (6-5) 71 E 5
Cash {used by)/from operations (22 3) 347 e %
Interest receved 10 18
Interest paid (18) a7
Net cash (used by)/from operating activities (23.1) 348
§
Cash flows from/{used by) investing activities g
Dvidends recewved from joint ventures and associates 13 06 14 8
Additions to property, plant and equipment 12 (0 8) 29 =
Additions to intangible assets 11 {0.1) ©n £
Proceeds of disposal of property, plant and equipment 06 02 )
Addrions to loans to joint ventures and associates 13 (54 {139
Loan repayments by joint ventures and associates 13 - 04
Proceeds from sale of interest in joint venture - 03
Proceeds from sale of subsidiary - 05
Acquisitions of subsidianes (net of acquired cash and cash equivalents and overdrafts) - (211)
Net cash used by investing activities (51) {34 8)
Cash flows from/(used by) financing activihes
Issue of ordinary share capital - 15
Crdinary dividends paid (6 2) (58
Net cash used by financing activities {6.2) (43
Net decrease in cash, cash equivalents and overdrafts (34.4) (43
Cash, cash equivalents and overdrafts at beginning of the year 15 140.1 1443
Effect of foreign exchange rate changes - 01

Cash, cash equivalents and overdrafts at end of the year 15 1057 1401
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Company cash flow statement

Year ended 31 December

2012 201
Notes £m £m
Cash flows from operating actvities
Profit/{loss) profit for the year 10 {2 5)
Adjustments for
Finance income (2 2) (2 3)
Finance expense 03 04
Income tax {0.1) ({0 8)
Loss on sale of investrment 07 -
Amount wnitten off investments - 35
Cash used by operations before changes in working capital and provisions (0 3) (15)
Increase In recevables (35 23
Decrease in payables {23 4) (10 4)
Movement in provisions {0 3) 1
Cash used by operations {27 5) (14 1)
Interest receved 086 03
Interest paid {0 3) 04
Income tax receved 0.1 06
Net cash used by operating activities (271} (13 8)
Cash flows from investing activihes
Dvidends receved 16 20
Net cash from investing activibes 16 20
Cash flows from/{used by) financing activities
Issue of ordinary share capital - 15
Crdinary dvidends paid (6 2) {5 8}
Net cash used by financing activities (6 2) (4 3}
Net decrease in cash and cash equivalents {(317) (159
Cash and cash equivalents at beginning of the year 15 617 776
Cash and cash equivalents at end of the year 15 300 617
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Notes to the financial statements

1 General information

Costain Group PLC {‘the Company’) I1s a public Imited
company incorporated in the United Kingdom The address of
its registered office and principal place of business i1s cisclosed
on the last page of this Annual Report The principal actvities
of the Company and its subsidiary undertakings {collectively
referred to as 'the Group’) are descnbed in the Business
review section of these financial statements

The consolidated financial statements of the Company for
the year ended 31 December 2012 compnse the Group and
the Group's nterests in associates, jointly controlled entities
and jointly controlled operations The parent company
financial staternents present infermation about the Company
as a separate entity and not about its Group

The financial statements were authonised for 1ssue by the
directors on 6 March 2013

2 Summary of significant accounting policies

Both the Company financial staternents and the Group
consoldated financial statements have besn prepared and
approved by the directors in accerdance with International
Financial Reporting Standards as adopted by the EU (‘Adopted
IFRS') and therr related interpretations On publishing the
parent Company financial statements here together with the
Group financial statements, the Company Is taking advantage
of the exemption in Sectior 408 of the Companies Act 2006
not to present its iIndividual income statement and related
notes that form a part of these approved financial statements

Basis of preparation

These financial statements are presented in Pounds sterling,
rounded to the nearest hundred thousand The financial
statements are prepared on the historical cost basis, except
that financial assets and dervative financial instruments are
stated at therr fair value as required by IFRS Acquisition related
amortisation of acquired intangible assets and employment
refated deferred consideration are reported in the ncome
staterent under a separate column headed ‘Other tems’

The preparaticn of financial statements in conformity with
IFRS requires management to make judgments, estimates
and assumptions that afiect the application of policies and
reported amounts of assets and latilities, ncome and
expenses The estmates and associated assumphions are
hased on histoncal expenence and vanous other factors that
are believed to be reasonable under the crcumstances, the
results of which {orm the basis of making the judgments about
carrying values of assets and labilities that are not readily
apparent from other sources Actual results may differ from
these estimates Judgments made by management in the
application of IFRS that have a significant effect on the financial
statements and estimates with a significant nsk of material
adjustment in the next year are discussed later in this Note

Going concern

The Group's business actnvities and the factors hikely to affect
its future development, performance and position are set out
in the Business review section of these financial statements
The financial position of the Group, Its cash flows, quidity
position, borrowing and bonding facilities, use of financial
instruments and hedging actviies, exposure to credit nisk and
its objectives, policies and processes for managing its capital
and financial risk are described in the Financial review section
of these financial statements and in Note 16

The Group's principal business activity involves long-term
contracts with a number of customers, mainly across the
United Kingdom To meet its day-to-day working capital
requirements, it uses cash balances provided from
shareholders’ capital and retained earnings As part of its
contracting operations, 1t 1s sometimes reguired 1o provide
performance and other bonds It satisfies these requirements
by utihsing its committed boncing facilities from banks and
surety companies These facilities have financial covenants,
Including a profit-based one, which are tested quarterly

The directors have acknowledged the guidance ‘Going
Concern and Liquidity Risk Guidance for Directors of UK
Companigs 2009" published by the Financial Reporting
GCouncil in October 2009 The directors have considered
these requirements, the Group's current order book and
future cpportuniies and its avallable bonding facilites Having
reviewed the latest projections, including the application of
reasonable downside sensitmities, the directors believe that the
Group 18 well placed to manage its business nsks successfully
despite the current uncertain economic outlook Accordingly,
they continue to adopt the gong concern basis in preparng
these financial statements

Accounting policies

The accounting policies set out below have, unless otherwise
stated, been applied consistently by the Group and the
Compary to each penod presented in these financizl
statements

The following standards and interpretations are effective for
the year ended 31 December 2012 but are not matenal to
the Group

» Amendments to IFRS 1 ‘First-tme Adoption of Intemational
Financial Reporting Standards’

« Amendments 1o IFRS 2 ‘Share-based payment’
» |FRIC 15 ‘Agreements for the Canstruction of Real Estate’

+ [FRIC 19 ‘Extinguishing financial labilities with equity
Instruments’

Corporate Business review Overview

Governance
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Notes to the financial statements

continued

2 Summary of significant accounting policies
contnued

Basis of consolidation

(a) The Group's financial statements include the financial
statements of the Company and subsidianes controlled
by the Company Control exists where the Company or
one of its subsidianes has the power, directly or Indirectly,
to govern the financial and operating policies of an entity
S0 as to oblan benefits from its activities In assessing
control, potential voting nghts that presently are exercisable
are taken info account The financial statements of
subsidianes are included in the consolidated financiaf
statements from the date that conirol commences until
the date that conirol ceases

(b) Associates are operations over which power exists to
exercise significant iInfluence but not control, generally
accompanied by a share of between 20% and 50%
of the voting nghts  Associates are accounted for using
the equity method If the share of losses equals the
investment, no further losses are recognised, except to the
axtent that there are amounts recevable that may not be
recoverable or further commitments to provide funding

{c

—~

Jointly controlled entities are those jont ventures where
control 1s shared with ancther entity, established by
contractual agreement Jointly controlled entities are
accounted for using the equity method from the date

that the jointly controlled entity commences until the date
that joint contro! of the entity ceases If the share of losses
equals the investment in the entity, no further losses are
recognised, except to the extent that there are amounts
recewvable that may not be recoverable or further
commitments to provide funding

(8!

The presentation In the statement of financial position

In respect of mvestments in associates and jontly
controlled enithies restricts the mimmum camying value
to £NiIl Where the cost of nvestment would be negative,
due to losses incurred, then an amount up to the value
of the negative position 1s applied to any outstanding loan
balance with the iInvestment or, where future funding
commitments exist, a provision 1s made up to the value
of the commitment Any such transfers of excess losses
from the carrying value of investments are shown within
reclassifications in Note 13

(e} Jontly controlled operations are those joint ventures
over which joint control exists, estabhished by contractual
agreement, which are not legal entites Where a jointly
conirolled operation exists, then the Group entity involved
records the assets it contrals, the liabilites and expenses
it incurs and its share of Income Such jointly controlled
operations are reperted In the consclidated financial
staternents on the same basis Transactions between
Group companies and jointly controlled operations
elminate on consclidation

{f)y intra-group balances and transactions iogether with any
unrealised gains ansing from mntra-group transactions
are eliminated in prepanng the consolidated {inancial
statemments Unrealised gains ansing from transactions with
associates, jointly controlled entities and jointly controlled
operations are eliminated to the extent of the interest in the
entity or operation Unrealised losses are elminated in the
samsa way as unrealised gains, but only to the extent that
there 1s no evidence of impairment

Currency translation

Transactions in foreign currencies are translated at the
exchange rate ruling at the dats of the transacton Monetary
assets and kabiities denominated in foreign currencies are
translated to Pounds sterling at the exchange rate ruling

at the statement of financial position date Foreign exchange
dfferences ariging on translation are recognised Iin the income
statement

The assets and labilihes of foreign operations, including
goodwill and far value adjustments, are translated to
Pounds sterling at exchange rates ruling at the statement
of financial postion date The revenues and expenses

of foreign operations are translated to Pounds sterling

at rates approximating to the exchange rates ruling at the
dates of these transactions

Exchange differences arising from the translation of the net
investment in foresgn operations and of refated hedges are
recogmised directly in equity and those that have ansen since
1 January 2004, the date of transition to IFRS, are presented
as a separate component of equity Cumulative exchange
differences are released into the Income statement upon
disposal Translabon differences that arose before the date
of transition to IFRS in respect of all foreign operations are
not presented as a separate compenent




2 Summary of significant accounting policies
contmued

Revenue recognition

Revenue 1s measured at the fair value of the consideration
receved or receivable, net of value added tax and mcludes
the share of revenue of jointly controlled operations Most
of the Group's revenue anses from long-term contracts

(a) Long-term contracts

Revenue anses from increase i the value of work performed
on construction contracts and on the value of services
provided during the year Where the outcome of a long-term
contract can be estimated rebably and 1t i1s probable that the
contract will be profitable, revenue and costs are recognised
by reference to the stage of completion of the contract actmvity
at the statement of financial position date Stage of completion
1s assessed by reference to the proportion of contract

costs incurred for the work performed to date relative to

the estimated total costs, except where this would not be
representative of the stage of completion

Vanations and claims are included in revenue where it 1s
probable that the ameount, which can be measured reliably,
will be recovered from the custorner When the outcome of

a construction contract cannct be estmated reliably, contract
revenue 15 recognised to the extent of contract costs incurred
where 1t 1s probable those costs will be recoverable Contract
costs are recognised as expenses In the penod in which they
are ncurred

When 1t 1s probable that total contract costs will exceed total
centract revenue, the expected loss 1s recognised as an
expense immediately

Construction work in progress Is stated at cost plus profit
recognised to date less a provision for foreseeable losses
and less amounts billed and 1s included in amounts due from
customers for contract work Gost includes all expenditure
related directly to specific projects and an approprate
allocation of fixed and vanable overheads based cn normal
operating capacity Amounts valued and billed to customers
are ncluded i trade recevables Where cash received from
customers exceeds the value of work performed, the amount
1s Included in credit balances on long-term contracts

{b) Other revenue

Revenue from the sale of goods 1s recognised when the
significant nsks and rewards of ownership of the goods have
been transferred to the buyer, the amount of revenue can be
measured reliably and 1t 1s probable that the economic benefits
associated with the transaction will flow to the Group

Costain Group PLC Annual Report 2012 87

Revenue from other services contracts 1s recogrnised when
the service 1s provided

Rental Income Is recognised in the income statement on a
straight-line basis over the term of the lease Lease incentives
are recognised as an integral part of the total rental ncome
on a straight-ine basis over the term of the lease

Pre-contract costs

Costs associated with bidding for contracts are written off as
incurred When it 1s probable that a contract will be awarded,
usually when preferred bidder status 1s secured, costs incurred
from that date to the date of financial close are carmed forward
in the statement of financial posttion and included N amounts
due from customers for contract work

When financial close 1s achieved on PRI contracts, ccsts are
recovered from the special purpese vehicle and pre-contract
costs within this recovery that were not previcusly capitalised
are credited to the income statement When an interest in

a special purpose vehicle 1s retained and that interast is
accounted for as an associate or joint venture, the credit 1s
recoghised over the kife of the construction contract to which
the costs refate

Research and development
Costs classified as relating to research and development
activiies are expensed as incurred

Goodwill and other intangible assets

Goodwill arsing on acquisitions represents the excess of the
far value of the consideration over the identfiable assets,
liabilities and contingent habilities of the acquired entity and
goodwill ansing on the acquisiion of subsidianes 1s Included
In non-current assets The atiributable costs of acquisitions
are expensed to the income statement

Goodwill 1s reviewed annually for impairment and i1s carried
at cost less accumulated imparment losses Goodwill 15
included when determining the profit or loss on subsequent
disposal of the business to which 1t relates

Business review Overview
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Notes to the financial statements

continued

2 Summary of significant accounting policies
conhinued

Goodwill and other intangible assets continued

Other intangible assets comprise acquired intangble assets
customer relationships, order book and brand and computer
software Customer relationships and other intangibles
acquired are measured at the present value of cash flows
attributable to the relationship less an appropnate contributory
asset charge Computer software i1s carmed at cost,
subsequent expenditure 1s captalised onty when it increases
the future economic benefits embodied in the specific asset
to which it relates, otherwise expenditure 1s expensed

as incurred

Amortisation begins when an asset 1s acquired or, in the

case of computer software, available for use and s calculated
on a straight-iine basis to allocate the cost of the assets over
ther estimated useful ives

Property, plant and equipment

Property, plant and equipment 1s camed at cost less
accumulated depreciation and mpaiment losses Where
parts of an item of property, plant and equipment have
different useful lives, they are accounted for as separate items
Cost compnses purchase price and directly attnbutable costs
Freehold land 1s not depreciated For all other property, plant
and equipment, depreciation 1s calculated on a straight-line
basis to allocate cost less residual values of the assets over
ther estimated useful Iives as follows

Freehold buldings 50 years
Leasehold buldings Shorter of 50 years or lease term
Plant and equipment Remaining useful ife

(generally 3 to 10 years)

The assets’ residual values and useful lives are reviewed
and adjusted, f appropriate, at each staterment of financial
position date

Investments - Company
Company Investments in subsichanes are carned at cost less
impairment losses less any pre-acquisiion dwdends received

PFl investments

The Group has interests in PFl investments held through

joint ventures and associates These arrangements, whereby
a private sector operator participates in the development,
financing, operation and mantenance of infrastructure for
public senvices, are accounted In accordance with IFRIC 12
Under this interpretation, the infrastructure assets within

the Group's Investments are recogrised as financial assets
because the operator has an unconditional nght to receve

a specified amount of cash or other financial asset over the life
of the agreement The operator recognises investment Income
in respect of the financial asset on an effective interest basis

Impairment of non-financial assets

For the purposes of mpairment testing, goodwill 1s allocated
to each of the cash generating units expected to benefit from
the synergies of the combination Cash generating units to
which goodwill has been allocated are tested for imparrment
annually, or more frequently when there 1s an indication that
the unit may be impaired, If the recoverable amount of the
cash generating unit 1s less than the carrying amount of the
unit, the impairment loss 1s allocated first 1o reduce the
carrying amount of any goodwill allocated to the urnit and
then to cther assets of the unit pro-rata on the basis of the
carrying amount of each asset in the unit Animpaiment loss
recognised for goodwill s not reversed in a subsequent period

The carrying amounts of other assets, except inventones
and deferred tax assets, are reviewed at sach staternent of
financial position date to determine whether there 1s any
indication of impairment If any such indication exists, the
assets recoverable amount s estimated

An impairment loss IS recognised whenever the carrying
amount of an asset, or its cash-generating unit, s less than
the recoverable amount Imparment losses are recogrised
In the Income statement

An imparrment loss 1s reversed If there has been a change

m the estimates resulting in the recoverable amount nsing
above the impatred carrying value of the asset Animparment
loss 1s reversed only to the extent that the carmying amount

of the assets does not exceed the camying amount that would
have been determined, net of depreciation or amortisation,

if no impairment loss had been recognised

Provisions

A provision 1s recognised in the statement of financial position
when there 15 a legal or constructive obligation as a result

of a past evert and it 1s probable that an cutfiow of economic
benefits will be required to settle the obligation I the effect

1s matenal, provisions are determined by discounting the
expected future cash flows at a pre-tax rate that reflects
current market assessments of the time value of money and,
where appropriate, the nsks specific to the lability

A provision for onerous contracts Is recogrused when the
expecied benefits to be derved from a contract are lower
than the unavoidable cost of mesting the obligations under
the contract




2 Summary of significant accounting policies
continued

Taxation

The tax expense represents the sum of United Kingdom
corporation tax and Overseas tax currently payable and
Deferred tax

The tax currently payable 1s based on the taxable profit for
the year Taxable profit differs from profit Defore tax as
reported in the incorme statement because it excludes tems
of ncome or expense that are taxable or deductible in other
years and it further excludes items that are never taxable

or deductible The bability for current tax 15 calculated using
tax rates and laws that have been enacted or substantively
enacted by the statement of financial position date

Deferred tax 18 the tax expected to be payable or recoverable
on differences between the carrying amounts of assets and
kabilittes in the financial statements and the corresponding

tax bases used in the computation of taxable profit and 1s
accounted for using the statement of financial position lability
method Deferred tax kabilities are generally recogrised for

all temporary differences except for those specific exemptions
set out below and deferred tax assets are recogrised to the
extent that it 1s probable that future taxable profits will be
avalable aganst which deductible temporary differences

can be utlised The carrying amount of deferred tax assets

1s reviewed at each statement of financial position date

Such assets and liabidities are not recognised if the temporary
difference anses from the initial recognition of goodwall or other
assets and liabilities, cther than in a business combination,

in a iransaction that affects neither the taxable profit nor the
accounting profit

Deferred tax labilities are recognised for temporary differences
ansing on investments in subsidianes and interests in jont
ventures, except where the Group 1s able to control the
reversal of the temporary difference and it 1s probabile that the
temporary drfference will not reverse in the foresesable future
Deferred tax 1s calculated at the tax rates based on those
enacted or substantialty enacted at the statement of financial
position date Deferred tax 1s charged or credited in the
income statement except when 1t relates to items charged

or credied directly to equity, in which case the deferred tax

15 also dealt with in equity

Additional taxes ansing from the distnbution of dndends
are recognised at the same tine as the lability to pay the
related dividend

Leases

Leases principally comprise operating leases Payments made
under aperating leases are recognised as an expense in the
incorne staternent on a straight-line basis over the lease term
Any incenaives to enter into operating leases are recognised
as a reduction of rental expense over the lease termon a
straight-ine basis
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Financial guarantee contracts

Where the Company enters into financial guaraniee contracts
to guarantee the indebtedness of other companies within

the Group, the Company considers these 1o be insurance
arrangements and accounts for them as such In this respect,
the guarantee contract 15 treated as a contingent liability untit
such time as it becomes probable that a payment under the
guarantee will be required

Share capital

COrdinary shares are classified as equity Incremental costs
direcily attnbutable to the 1ssue of new shares or options are
shown In equity as a deduction, net of tax, from the proceeds

Dwidends

Dividends are recognised as distnbutions in the period in
which they are declared Dividends proposed but not declared
are not recognised but are disclosed in the Note 10 to the
financial statements

Share-based payments
These compnse equity-settled and cash-settled share-based
compensation plans

Equity-settled share-based payments are measurad at fair
value at the date of grant and the farr value Is expensed over
the vesting penod, based on the estimate of awards that will
eventually vest For cash-settled share-based payments,

a lability equal to the portion of the services receved 1S
recogrused at its current far value determined at each
statement of financial position date Fair value 1s measured
by the use of a Black-Schotles option pncing model

Whers options are granted over shares in the Company to
employees of subsidianes, the Company recognises in its
financial statements an ncrease in the cost of Investment

In its subsicdianes equivalent to the equity-settied share-based
payment charge recognised inits subsidianes’ financial
statements, with the corresponding credit being recogmised
directly in equity

Retirement beneht obhgations

A defined benefit pension scheme is operated n the United
Kingdom, which provides benefits based on pensionable
salary The detais are included in Note 19 The assets of the
scheme are held separately from those of the Group

Pension scheme assets are measured using market values
Pension scheme liabtities are measured using a projected
unit method and discounted at the current rate of returm on

a high quality corporate bond of equivalent term and currency
to the lability The hability recognised in the statement of
financial position in respect of the defined benefit pension
scheme 1s the present value of the defined benefit obligations
less the fair value of scheme assets at the statement of
financial position date
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2 Summary of significant accounting policies
continued

Retirement benefit obhigations continued

Any increase in the present value of the labilties of the defined
benefit pension scheme arising from employee service 18
charged to profit from operations in the perncd The expected
return on the scheme’s assets and the Increase dunng the
penod in the present value of the scheme’s liabilites ansing
from the passage of time are included in finance ncoms and
finance expense respectvely Actuarial gains and losses are
recogrused in the consolidated statement of comprehensive
ncome

Oblgations for contributions to defined contributicn pension
plans are recogrised as an expense in the ncome statement
as incurred

Financial assets and habilities

Financial assets and financial habilities are recogrised in

the Group's staterment of financial position when the Group
becomes a party to the contractual provisions of the instrument

(a) Financial assets

Financial assets are classified as avalable-for-sale financial
assets and loans and receivables The classification depends
on the nature and purpose of the financial assets and 1s
determined at the time of inhial recognition

A financial asset 1s derecognised only when the contractual

nghts to the cash flows from that asset expire, or It transfers
the financial asset and substantially all the nsks and rewards
of ownership of the asset to another entity

Effective interest method

The effective interest method 1s a method of calculating the
amortised cost of a financial asset and of allocating interest
income over the relevant penod The effective interest rate I1s
the rate that exactly discounts estimated future cash receipts
through the expected life of the financial asset, or, where
appropriate, a shorter period

Loans and recervables

Loans and other receivables with fixed or determinable
payments that are not quoted in an active market are classified
as loans and recervables and measured at amortised cost
using the effective interest method, less any impairment
Interest ncome 1s recognised by applying the effective interest
rate, except for short-term recervables when the recognition

of interest would be immatenal

Trade and other receivables
Trade and other recenables do not carry interest and are
stated at ther nitial value less imparment losses

impaiment of financial assets

Estimated recoverable amounts are based on the ageing

of the outstanding receivable and prowisions against individual
recevables are recognised when management deems the
amounts are not collectble

Cash and cash equivalents

Cash and cash equivalents compnise cash balances and call
deposits Bank overdrafts that are repayable on demand and
form an integral part of the Group's cash management are
Included as a component of cash and cash equivalents for
the purpose of the staterment of cash flows

investments

Investments are recognised and derecogrised on the trade
date where the purchase or sale of an investment 1s under

a contract whose terms require delivery of the investment
within the timeframe established by the markst concerned
Investments are measured instially at fair value plus transaction
costs

(b) Financial habilities

Financial labilties, including borrowings, are intially measured
at far value, net of transaction costs Financial habiliies are
subsequently measured at amortised cost using the effective
interest method, with interest expense recognised on an
effective yield basis Where borrowings are the hedged item
In an effective far value hedge relationship, the carrying value
1s adjusted 1o reflect the far value movernents associated with
the hedged nsk

Financial habilities are derecogrised only when the obligations
are discharged, cancelled or expire

Trade payables

Trade payables are recogrised inhially at fair value and
subsequently measured at amortised cost using the effective
interest method

(c) Denvative financial instruments

Derwvative financial instruments are used to manage nsks
ansing from changes in foreign exchange rates, interest rates
and inflation and are measured at therr farr value The far value
of forward exchange contracts is therr quoted market value

at the statement of financial position date The far value of
interest rate and RPI swaps 15 the estmated amount that
would be receved or paid to terminate the swap at the
staternent of financial position date Valuations for forward
exchange contracts and mterest rate and RP| swaps are
determined using valuation techniques supported by reference
to market values for similar transactions




2 Summary of significant accounting policies
contnued

{c) Dernwvative financial instruments continued
Certain dervative financial Instruments are designated as
hedges in ine with established nsk management policies
and classified as follows

* Far value hedges that hedge the exposure to changes
n the fair value of a recogrised asset or habulity, or

* Cash flow hedges that hedge exposure to variability in cash
flows that is attributable to either a particular risk associated
with & recognised asset or liability or a forecast transaction

For farr value hedges, any gamn or loss from re-measunng the
hedging instrument at far value 1s recognised in the income
statement and adjusted aganst the carrying amount of the
hedged item

For cash flow hedges, the portion of the gain or loss on the
hedging instrument that 1s determined to be an effectve
hedge 1s recognised in equity, with any ineffective portion In
the Income statement When hedged cash flows result in the
recognition of a non-financial asset or habilty, the assccated
gains or losses previously recognised in equity are included
in the initial measurement of the asset or hability For all other
cash flow hedges, the gans or losses that are recognised

In equity are transferred to the Income statement in the same
period in which the hedged cash flow affects the income
statement

Hedge accounting 1s discontinued when the hedging
instrument expires or 1s sold, terminated or exercised, or no
longer qualfies for hedge accounting Any cumulative gain

or loss previously recogrised in equity 1S retained in equity
until the hedged transachon occurs [If the hedged transaction
is na longer expected to occur, the net cumulative gan

or loss 1s transferred to the Income statement

Any gains or losses ansing from changes in farr value of
dervative financral Instruments not designated as hedges
are recognised in the ncome statement

Sigruficant areas of judgment and estimation

The estimates and undertying assumptions used in the
preparation of these financial statements are reviewed

on an ongoing basis Rewisions to accounting estmates

are recogrised in the penod in which the esimate 1s revised
if the revision affects only that penod, or in the penod of the
revision and future penods if the revision affects both current
and future penods
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The most crtical accounting polcies and significant areas of
judgment and estimation anse from the accounting for defined
benefit pension schemes under IAS 19 Employee benefits, the
accounting for long-term contracts under 1AS 11 Construction
contracts, assessments of the carrying value of land and the
carrying value of goodwill and acquired injangible assets

Defined benefit pension schemes require significant judgments
In relation to the assumpiions for inflation, future pension
Increases, INvestment returns and member longevity that
underpin the valuation Each year in selecting the approprate
assurnptions, the directors take adwice from an independent
qualfied actuary The assumptions and resultant sensitivities
are set out N Note 18

The majorty of the Group's activiies are undertaken via
long-term contracts and these contracts are accounted for

in accordance with [AS 11, which requires estmates to be
made for contract costs and revenues In many cases, these
contractual obligations span more than one financial period
Also, the costs and revenues may be affected by a number

of uncertainties that depend on the outcome of future events
and may need to be revised as events unfold and uncertainties
are resolved

Management bases its judgments of costs and revenues and
its assessment of the expected cutcome of each long-term
contractual cbligation on the latest avadable mformation, this
ncludes detalled contract valuations and forecasts of the
costs to complete The estimates of the contract position
and the profit or loss earned 1o date are updated regularly
and significant changes are highighted through established
internal review procedures The impact of any change

In the accounting estimates 18 then reflected in the financial
statements

Alcaidesa Holding SA, one of the Group's joint ventures,
operates In the Spanish reat estate market and holds land
and property within its current and non-current assets The
company has also developed and cperates a manna under

a long-term concession agreement At 31 Dacember 2012,

a review of the net realisable value of each of its land holdings

and of the carrying value of the marina assets was undertaken,

including the use of external valuations, and provisions,
if considered necessary, have been reflected in these financial
statements

Reviewing the carrying value of goodwill and intangible assets
recognised on acqusition requires judgments, principally,
inrespect of growth rates and future cash flows of cash
generating units, the useful Iives of ntangible assets and the
selechon of discount rates used to calculate present values
are set out in Note 11
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continued

2 Summary of significant accounting policies
contmued

IFRSs not applied
The following iFRSs having been endorsed, wilt be applicable
in the future

* Amendments to IAS 1 'Presentation of items of Other
Comprehensive Income’ — requires an entity to present the
items of other comprehensive that may be recycled to profit
or loss in the future 1f certan conditions are met, separately
from those that would never be recycled to profit or loss
Consequently, as the Group presents tems of other
comprehensive income before related income tax effects the
aggregated ncome tax amount would need to be allocated
between those sections It will be effective for 2013

IAS 19 (Revised) ‘Employee Benefits' ~ this amendment

will require the financing cost of a defined benefit scheme
to be calculated on the net surplus or deficit It will Increase
the net pension interest expense It will be effective for 2013
Had it been effectve for 2012 operating profit would have
been reduced by £0 6 mition and pension interest expense
increased by £0 8 mdlicn with a corresponding Increase In
other comprehensive income This change has no impact
on the pension deficit or cash

IAS 27 (Revised) ‘Separate Financial Statements’ will be
effective from 2014 This 1s not expected to have an impact
on the financial statements

IAS 28 (Rewvised) 'Investments in Associates and Jont
Ventures' will be effective from 2014 This is not expected
to have an impact on the financial statements

* Amendment to IAS 32 'Financial Instruments Prasentation’
- Offsetting Financial Assets and Financial Liabilities’ — this
amendment clanfies the application of oifsetting criteria
in financial statements This 1s not expected to have
a significant impact on the financial statements It will be
effective for 2014

* ‘Amendments to IFRS 7 'Financial Instruments Disclosures’
- Offsetting Financial Assets and Financial Liabilities’ — this
amends the disclosure reguirements in respect of financial
instruments that are set-off in accordance with guidance
N IAS 32 This is not expected to have a significant mpact
on the financial staterments It will be effective for 2013

* |FRS 10 ‘Consolidated Financial Staterments’ — this now
provides a single model establishing pnnciples for the
presentation and preparation of consolidated financial
statements when an entity controls one or more other
entities This 1s not expected to have a significant impact
on the consolidated financial statements It will be
effective for 2014, being adopted as a ‘suite of standards’
{with IFRS 11 and 12)

+ IFRS 11 Jont Arrangements’ — this could result in changes
to the classification of certain jontly controlled operations
where the Group accounts for its share of the ndmdual
assets or labilities to being equity accounted as associates
or joint veniures It will not affect the Group's profit for the
penod or net assets it will be effective for 2014, being
adopted as a ‘surte of standards’ (with IFRS 10 and 12)

IFRS 12 ‘Disclosure of Interests in Other Entities’ — requires
the disclosure of information that enables users of financial
statements tc evaluate the nature of, and nsk asscciated
with, its interests in other entites and the effects of those
interests on its financial posttion, financial performance and
cash flows This Is not expected to have a significant impact
on the financial statements It will be efiective for 2014, being
adopted as a ‘suite of standards’ (with [FRS 10 and 11)

* |FRS 13 'Far Value Measurement’ — defines fair value with
a single definition i a new standard replacing existing
guidance on far value measursment in different (FRSs,
prowviding a framework for measuring far vatues and
disclosures about far value measurements This 1s not
expected to have a significant impact on the financial
statements It will be effective for 2014

The following IFRSs have not been endorsed, but may be
applicable in the future

+ IFRS 8 ‘Financial Instruments’ — classification of financial
assets for measurement purposes This Is not expected
to have a significant impact on the financial staterments
The earbest adoption wilt be 1 January 2015 if adopted by
the EU from this date
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3 Operating segments
Segment information 1s based on four business segments Environment, Infrastructure, Energy & Process and Land
Development operations in Spain The segments are strategic business units with separate management reporting to a segment z
managing director and have differant core customers or offer different services This information s prowided to the Chuef %
Executive who 1s the chief operating decision maker The segments are discussed in the Business review section of these g
financial statements §
<
As discussed in the Chief Executive's review on page 17 we have announced that from 1 January 2013 we will have two main 2
segments, Infrastructure and Natural Rescurces However, the results up 1o 31 December 2012 were reported as set out below @
The accounting policies of the operating segments are the same as those described in the summary of sigruficant accounting
policies The Group evaluates segment performance on the basis of profit or loss from operations before interest and income
tax expense The segment results that are reported to the Chief Executive include tems directly attnbutable to a segment o¥
as well as those that can be allocated on a reascnable basis WE
[* 3=
Q. -
Intersegment sales and transfers are not materal ‘8 %
Energy Land Central o
Environment Infrastructure & Process Davelopment costs Total
2012 £m £m £m £m £m £m
Segment revenue
External revenue 148 5 562 3 137.6 - - 8484
Share of revenue of joint ventures and associatas 841 - 01 19 - 861 = '2
Total segment revenue 2326 562.3 1377 19 - 9345 e g
ce
ic X
Segment profit/(loss) 7]
Operating profit/{loss) 3.6 261 25 - (71) 25,1
Pension hability management - - - - (2 8) (2 8)
Profit on sales of interests v jomnt ventures and assoclates 105 - - - - 105 -
Share of results of joint ventures and associates 0.9 - - {23) - {14) %
Profit/(loss) from operations before other items 150 261 2.5 {2 3) {99) 314 £
QOther tems ..g
Amortisation of acquired intangible assets - {16) (0 1) - - {17) 5
Employment related deferred consideration - (0.9) (0 8) - - {(17) 'S—-
Profit/(loss) from operations 150 236 16 (2 3) (99) 280
Net finance expense (1.9)
Profit before tax 261
Segment profit/{loss) 1s stated after charging
the following
Depreciation 17 03 0.3 - - 23

Amortisation (including acquired intangible assets) - 1.6 g2 - - 18
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3 Operating segments continued

Energy Land Central
Environment Infrastructure & Process Development costs Totat
Segment assets £m £m £m £m £m £m
Reportable segment assets 56 4 1356 409 360 - 2689
Unallocated assets
Deferred tax 17.4
Cash and cash equivalents 107 4
Total assets 3937
Expenditure on non-current assets
Property, plant and equipment 0.2 05 01 - - 08
Intangible assets 01 - 0.1 - - 02
Loans to joint ventures and associates 22 - - 3.2 - 54
Segment habilities
Reportable segment liabilihes 942 1510 50 2 - 112 3066
Unallocated habilities
Retirement benefit obligations 519
Overdrafts 17
Income tax 17
Total habilities 3619
Energy Land Central

Ervronment  Infrastructure &Process Development costs Total
201 £m £m £m m £m £m
Segment revenue
External revenue 2818 4485 138 2 - - 8685
Share of revenue of joint ventures and associates 936 175 52 15 - 1178
Total segment revenue 3754 466 0 1434 15 - 9863
Segment profit/{loss)
Operating profit/loss) 161 102 46 - (6 8) 241
Proftt on sale of non-consolidated subsidiary 05 - - - w 05
Profit on sale of interest in joint venture 03 - - - — 03
Share of results of joint ventures and associates 06 - 01 {20) - (13}
Profit/(foss) from operations before other tems 175 102 47 {20) (6 8) 238
Other items
Amortisation of acquired iangible assets - 07) (02) - - (09)
Employmeni related deferred consideration - (03) (04) - - (07)
Profit/(loss) from operations 175 92 41 (20) (6 8) 220
Net finance income 19
Profit before tax 239
Segment profit/{loss) 1s stated after charging the following
Depreciation 01 13 05 — - 19
Amortisation (including acquired mtangible assets) - 07 02 - - 09
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3 Operating segments continued

Energy Land Central

Environment  Infrastructure & Process Development costs Total
Segment assets £m £m £m £m £m £m
Reportable segment assets 778 1223 451 359 02 2813
Unallocated assets
Deferred tax 174
Cash and cash equivalents 1417
Total assets 440 4
Expenditure on non-current assets
Property, plant and equipment - 34 04 - - 38
Intangible assets - 166 45 - - 211
Loans to joint ventures and associates 103 — — 32 - 135
Segment habilities
Reportable segment labilities 1384 1650 497 01 02 3634
Unallocated habilites
Retirement benefit obligations 529
QOverdrafts 16
Income tax 17
Total liabilities 4096

Geographical nformation
In presenting information on the basis of geographical segments, segment revenue is based on the geographical location
of customers Segment assets are based on the geographical location of the assets

Revenue Nan-currant assets
2012 2011 2012 2011
£m £Em £m £m
United Kingdom 910 2 9579 650 688
Spain 19 15 360 373
Rest of the World 224 269 241 23
934 5 986 3 1031 108 4

Customers accounting for more than 10% of revenue
One customer (2011 one) in the Infrastructure segment accounted for revenue of £116 0 million (2011 £155 4 milion)
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4 Other operating expenses and income

2012 2011
£m £m
Profit before 1ax 1s stated after charging
Amortisation of Intangible assets (Note 11) 1.8 09
Depreciation of property, plant and equipment (Note 12) 23 i9
Hire of plant and machinery 268 231
Rent of land and buildings 40 32
and after crediting
Profit on sale of non-consolidated subsichary - 05
Profit on sales of interests i joint veniures and associates 105 03
Income from rent of land and bulldings 11 14

in February 2012, the Group transferred two PFI investments to The Costain Pension Scheme for £20 3 milion As a result
of this transfer, £4 0 million of far value adjustiments on the PFI financial assets relating to cash flow hedges was recycled through
the income statement, making up part of the profit of £10 5 million

In April 2011, the Group sold its interest N ts Zimbabwe based contracting business, Ceazed Construction (Private) Limited,
for net proceeds of £0 5 million In October 2011, the Group disposed of s interest in the assets of China Harbour-Costain
Mexico S de RL de CV for net proceeds of £0 3 million

Auditors’ remuneration

The Companies (Disclosure of Auditor Remuneration and Liability Limstatton Agreements) (Amendment) Regulations 2011 1s
mandatory for penods starting on/after 1 October 2011 The comparatives in respect of the disclosures of Auditor Remuneration
have been restated accordingly

2012 20m

£m £m

Fees payable to the Group's auditor for the audit of the annual financial statements 01 01
Fees payable to the Group's auditor and its associates In respect of

— Audit of financial statements of subsidianes of the Company 03 03

= Other tax advisory services 01 01

— Corporate finance services 03 06

08 11

Amounts paid to the Company’s auditor and its associates In respect of services to the Gompany, other than the audit of
the Company's financial statements, have not been disclosed as the information 1s required nstead to be disclosed on
a consolidated basis

5 Employee benefit expense

2012 20M

Group £m £m
Wages and salanes 1537 1399
Social security costs 161 149
Pension costs (Note 18) 81 53
Share-based payments expense {Note 19) 29 19
1808 162 0

2012 2011

Average number of persons employed Number Number
Ervironment 809 1,128
Infrastructure 2,129 1,615
Energy & Process 1,323 1,394
Central 22 22
4,283 4159

Company
The Company does not employ any personngi, except for the directors considered in Note 6
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6 Remuneration of directors

Details of the directors’ remuneration, pension entitferments, nterest in the Long-Term Incentive Plans, Deferred Share Bonus

Plans and share options are included in the Directors’ remuneration report

7 Net finance {expense)/income

2012 2011
£m om
Interest income from bank deposits 0.3 04
Interest income on loans to related parties 07 14
Expected reiurn on defined benefit pension scheme assels (Note 19) 263 323
Finance income 27.3 341
Interest payable on bank overdrafts and other similar charges (1.8) {17
Interest cost on the present value of the defined benefit obligations {Note 19) (27.4) {30 5)
Finance expense (29 2) (32 2)
Net finance (expensel/income (19) 19

Interest Income on loans to related parties relates to shareholder loan interest recevable from investments in equity accounted

joint ventures and associates

8 Income tax

2012 201
£m £m
On profit for the year
United Kingdom corporation tax at 24 5% {2011 26 5%} — Adjustment in respect of prior years 01 01
Current tax credit for the year 01 Q1
Deterred tax charge for current year {22) {(59)
Adjustment in respect of pnor years 02 06
Deferred tax charge for the year (20 (53)
Income tax expense In the consohidated income statement (1.9) (52)
2012 2011
£m £m
Tax reconciiation
Profit before tax 261 239
income tax at 24 5% (2011 26 5%) (64 (€3)
Share of results of joint ventures and assoclates at 24 5% (2011 26 5%) {0.3) (03)
Disallowed provisions and expenses {02) (03
Non-taxable gains and profits relieved by capital losses 26 03
Utilsation of previously unrecognised temporary differences 1.5 03
Rate adjustments relating to deferred taxation and overseas profits and losses 06 04
Adustments in respect of pnor years 03 07
Income tax expense in the consohidated income statement (19) (52)
Effective rate of tax 73% 218%

The income tax above does not include any amounts for equity accounted joint ventures and associates, whose resutts are

disclosed in the consolidated mcome statement net of tax

The current tax babilities of £17 miflion (2011 £1 7 milion) for the Group and Company represent the amount of Income taxes

n respect of all outstanding penods

Accumulated tax losses carned forward, mamly in the United Kingdom, were £5 3 million {2011 £5 8 millron)
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8 Income tax continued

2012 201
Deferred tax asset recognised at 23.0% (2011 25 0%} £m £m
Accelerated capital allowances 17 19
Short-term temporary differences 35 18
Retirement benefit obligations 19 i32
Tax losses 03 05
Deferred tax asset 174 174
The Company had no deferred tax asset at ether year end

2012 2011
Analysis of deferred tax movements £m £m
At 1 January 17.4 209
Deferred tax relating to business combinations
Transfer n respect of business combinations - 08
Transfer in respect of acquired intangible assets - (15

- on

Deferred tax in consohdated income statement
Accelerated capital allowances (02 {04)
Short-term temporary differences 22 42
Tax losses {0.1) 02
Retrerent benefit obligations (39) {0 5)

(20) {5 3)
Deferred tax in other comprehensive income and expense statement
Retrerment benefit obligations 27 30
Deferred tax recognised directly in the consolhidated changes in equity statement
Short-term temporary differences (07) {05)
At 31 December 174 i74
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8 Income tax continued

Factors that may affect future tax charges
The Group and Company have potential deferred tax assets i therr United Kingdom operations that have not been recognised
at the year-end on the basis that therr future economic benefits were not assured at the statement of financial position date

Deferred tax asset not recognised at 23.0% (2011 250%)

Group Company
2012 2011 2012 2011
£m £m £m £m
Accelerated capital allowances 07 07 - -
Short-term temporary differences 49 57 - -
Trading tax losses 09 07 = -
Temporary differences 65 71 - -

In addition to the above temporary differences, the following deferred tax assets are avalable

Management expenses and charges incurred by parent Company 13.1 142 131 142
Caprtal losses 63 3 68 9 554 603

The current year tax effect, at 24 5%, of using the above short-term temporary differences and trading tax losses was £15 million
(2011 £0 3 million) as detaied n the tax reconciliation above

There are no expiry dates assoclated with the deferred tax assets, recognised and not recogrised, and tax relief will be
obtaned if sutable profits ange in the future

A further reduction to reflect the proposed tax rate of 21 0% from 1 Apnl 2014 would reduce the deferred tax asset by £1 5 million

9 Earnings per share

The calculation of earnings per share 15 based on profit of £24 2 million {2093 £18 7 million) and the number of shares
set out below

2012 2011
Number Number
{rillions) (rmalons)
Weighted average number of ordinary shares in issue for basic eamings per share calculation 653 64 1
Dilutive potential ordinary shares ansing from employee share schemes 23 22
Weighted average number of ordinary shares in issue for diuted earnings per share calculation 67.6 66 3

At 31 December 2012, all opttons were included in the diuted weighted average number of ordinary shares calculation {2011 all)

Busmess review Qverview
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10 Dividends

Dadend

per shars 2012 2011

pence £m £m

Final dvidend for the year ended 31 December 2010 625 - 39
Interm dvidend for the year ended 31 December 2011 325 - 22
Final dividend for the year ended 31 December 2011 675 4.4 -
Intenm dividend for the vear ended 31 Decernber 2012 350 2.3 -
Amount recognised as distnbutions to equity holders in the year 67 61
Dmdends settled in shares {0 5) {0 3)
Dmdends settled in cash 62 58

A final dividend in respect of the year ended 31 December 2012 of 7 25p per share, amounting to a dmdend of £4 7 million,

IS to be proposed at the Annual General Mesting If approved, the dvdend 18 expected 1o be paid on 256 May 2013 to
shareholders registered at the close of busingss on 20 April 2013 and a scrip dvidend alternative will be offered These financia)
statements do not reflect the final dvidend payable

11 Intangible assets

Customer Other acquired Software &

Goodwill  retationships intangbles  development Total
Group tm £m £m m £m
Cost
At 1 January 2011 - - - 50 50
Acquired through business combinations 152 41 17 - 210
Other additions -~ - — a1 01
At 31 December 2011 152 41 17 51 261
At 1 January 2012 152 41 17 51 261
Addihions - - - 0.2 02
At 31 December 2012 165 2 41 17 53 263
Amortisation
At 1 January 2011 - - - 49 49
Prowded in year - 07 02 — 09
At 31 December 2011 — 07 02 49 58
At 1 January 2012 - 07 02 49 58
Prowided In year - 15 02 01 18
At 31 December 2012 - 22 04 50 76
Net book value
At 31 December 2012 152 19 13 03 187
At 31 December 2011 152 34 15 02 203
At 1 January 2011 - - - 01 01

The net book value of other acquired intangible assets compnses £0 8 million relating to order book and £0 5 mdlion relating
to brand value (2011 £0 9 milion and £0 6 milkon respectively)

Goodwill has been allocated to the applicable cash generating units identified within the Infrastructure (€11 4 miflion) and
Energy & Process (£3 8 million) reporting segments

As described in Note 2, the Group reviews the value of gecodwill and In the absence of any identified impairment risks, tests are
based on internal value in use calculations of the cash generating urit {CGU') The key assumptions for these calculations are
discount rates, growth rates and expected changes to revenue and direct costs dunng the penod

Discount rates have been estimated based on pre-tax rates that reflect current market assessments of the Group’s weighted
average cost of capital and the nisks specific to the CGU The rate used to discount the forecast cash flows for the CGU In
Infrastructure was 14% and for the CGU in Energy & Process was 16%
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11 Intangible assets continued

The Group prepares cash flow forecasts derved from the most recent financial forecasts for the following two years and
extrapolates those cash flows based on the following intemal assessments of the annual growth rates attnbutable to the
acquired businesses

Energy

Infrastructure & Process

Growth rates % %
Years 3-4 25 25
Year 5 15 25
Long-term average 15 15

As at 31 December 2012, based on these Internal valuations, the recoverable value of goodwill exceeded the carrying amounts

by a comfortable armourt

12 Property, plant and equipment

Land and Plant and

butidings equipment Total
Group £m £m £m
Cost
At 1 January 2011 09 201 210
Addrtions - 29 29
Disposals 02 (05) {07)
Acqurred through business combinations 02 07 09
At 31 December 2011 09 232 24 1
At 1 January 2012 09 232 241
Addions - 0.8 08
Disposals - {1.7) {1.7)
At 31 December 2012 09 22.3 23 2
Depreciation
At 1 January 2011 06 107 13
Provided In year 01 18 19
Disposals {01) (04) (05)
At 31 December 2011 06 121 127
At 1 January 2012 06 121 12.7
Provided in year - 23 2.3
Disposals - (0.9) (09)
At 31 December 2012 0.6 135 141
Net book value
At 31 December 2012 0.3 88 91
At 31 December 2011 03 11 114
At 1 January 2011 03 94 97

Business review Qverview
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13 Investments and loans in subsidianes, equity accounted joint ventures and associates

Investments Loans

Joint ventures Associales Jont ventures Associates Total
Group £m £m £m £m £m
Cost or fair value
At 1 January 2011 388 Q2 108 15 53
Currency realignment (07) - 03) (Q1) (1)
Additions - - 32 103 135
Repayments - - - (0 4) 04
At 31 Decernber 2011 381 02 137 13 63 3
At 1 January 2012 381 02 13.7 113 63 3
Currency reaignment {0 8) - (0 5) - (13)
Additions - - 32 22 54
Disposal - - - {9.9) (9 9)
Transfer 17.6 - (16 4) - 1.2
At 31 December 2012 54 9 02 - 36 587
Share of post-acquisition reserves
At 1 January 2011 (14 3) (08) (151)
Currency realignment 02 - 02
Dividends (08) (06) (14
{Loss)/profit for the year (18) 05 (13)
Cash flow hedges — changs in fair value - (2 8) (2 8)
At 31 December 2011 (167) (37) (20 4)
At 1 January 2012 (16 7) (3.7) {20.4)
Currency realignment 0.2 (01) 01
Dividends - (0 6) {0.6)
(Loss)/profit for the year (2 3) 09 (1.4}
Cash flow hedges - change in far value - {0 4) (0 4)
Cash flow hedges — disposals - 4.0 40
At 31 December 2012 (18 8) 01 (18 7)
Reclassifications
At 1 January 2011 - 21 - (05} 12
Anising In the year — 28 - (40} (12)
At 31 December 2011 - 4G - (4 9} —
At 1 January 2012 - 49 - (49) -
Arising in the year - (3 6) - 40 04
At 31 December 2012 - 13 - {0 9) 04
Net book value
At 31 December 2012 36.1 16 ~ 27 404
At 31 December 2011 214 14 137 64 429
At 1 January 2011 245 15 108 06 374

* Duning 2012 the loan 1o Alcaidesa Hokding SA including outstanding interest, was converted into equity
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13 Investments and loans in subsiciaries, equity accounted joint ventures and associates continued
Analysis of Group share of joint ventures and associates revenue, income and assets and habilittes
2012 201 E
Alcaidesa  Otherjoint Alcadesa Other jin? é
Holding 5A ventures  Associates Total  Holding SA veniures  Associates Totat P
£m £m £m £m Em £m £m £m g
Revenue 19 529 31.3 861 15 804 359 1178 %
3
(Loss)/profil before tax (2 3) - 1.3 (10) (20 N2 08 10 a
Income tax - - (0 4) (0.4) - -~ 03 (03}
(Lossyprofit for the year {2 3) - 09 14) (20 02 05 {13)
Non-current assets 200 - 0.9 209 209 - 10 219
Current assets 295 153 589 1037 a2 303 1136 1751 % §
Current abihties {34) {15 2} {10.3) (28 9) (53) (302 (113) {46 8) gg
MNon-current labiliies {10 1) - (47 9} {58 0) (25 5) - 101 9} (127 4) 5 %
Investments m jomnt s
veniures and assoclates 36.0 01 1.6 377 213 01 14 228
Financial commitments - - 2.3 23 - — 386 36
Capital commitments - - 22 22 - - 134 134

Net interest payable by joint ventures and associates in 2012 was £17 mulion {2011 £2 5 milion payable) The applicable
Interest rates are ncome of 0 2% to 0 4% per annum {2011 0 2% to O 4%) and expense of 17% to 11 5% per annum
(2011 5 4% to 11 5%)

k-
Qo
[
]

£

1N

statements

The financial commitments relate to associates involved in PFl schemes and the capital commitments relate to ongoing
construction works All figures are the Group's share

Analysis of the total revenue, iIncome, assets and habilities of joint ventures and associates S

2012 2011 g

Afcaidesa  Other joint Alcadesa Othar joint _'c:;

Halding SA ventures Associates Total  Holding SA ventures Associates Total [=

£m Em £m £m £m £m £m £m 5

Revenue 37 126 3 991 2291 30 176 3 1194 2987 g
(Loss)/profit before tax {4 6) 01 57 12 {41) Q4 35 02
Income tax - - (18) (1.8) - {0 1) (0 9) (10)
(Loss)/profit for the year (4 6) 01 39 (0 6) {41) 03 26 {12)
Non-current assets 387 - 23 410 420 - 24 44 4
Current assets 596 349 178 5 2730 624 69 2 369 3 5009
Current habiliies (6.8) (34 6) (32 2) {73 6) (105) (68 9) (38 5) {1179}
Non-current kabilities (20 2) - (142 7) (162 9) (50 9) - (3281) {3790)
Equity 713 03 59 775 430 03 51 484

Detatls of the principal substdiary undertakings, joint ventures, jontly controlled operations and associates are shown in Note 23
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13 Investments and loans in subsidiaries, equity accounted joint ventures and associates continued

Company

Investments in subsidiaries £m

Cost

At 1 January 2011 392 2

Additions 19

At 31 December 2011 3941

At 1 January 2012 3941

Additions 29
Disposal (32 6)
At 31 December 2012 364 4

Amounts written off

At 1 January 2011 (269 2)
Prowded (3 5)
At 31 December 2011 (2727)
At 1 January 2012 (272 7)
Disposal 35
At 31 December 2012 (269 2)

Net book value

At 31 December 2012 95.2
At 31 December 2011 1214
At 1 January 2011 1230

Additions relate to the increase in the cost of nvestments In subsidianes by the equivalent amount of the equity settled
share-based payment charge in refation to employees of subsidianes included in the income statement

Details of the principal subsicianas in which the Company has an interest are set out in Note 23

14 Trade and other receivables

Group Company
2012 201 2012 2011
£m £m £m m
Amounts included in current assets

Trade recevables 73.0 848 - -
Other recaivables 128 152 - -
Amounts due from customers for contract work 79.0 743 - -
Prepayments and accrued mcome 1659 132 09 09
Amounts owed by joint ventures and associates 08 05 - -
Amounts owed by substdiary undertakings - - 390 72
181.5 1830 399 81

Amounts included in non-current assets
Other 175 164 - -

At 31 December 2012, amounts due frorm customers for contract work faling due wrihin one year and other recervables falling
due after more than one year included retentions of £39 8 milion (2011 £40 5 millon) relating to construchion contracts in progress

The directors consider that the carrying amount of trade, other recenvables and amounts owed by joint ventures and associates
approximates to ther far value Based on prior expenience, the directors believe that the trade recevables are recoverable and,
other than as disclosed in Note 25, there 1s no allowance for bad or doubtful debts (2011 £Ni)
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14 Trade and other receivables continued
The average credit period within trade recevables on amounts billed for construction work and on sales of goods 1s 33 days
(2011 31 days) The analysis of the due dates of the trade recevables was £65 3 million (2011 £61 5 millon) due wathun 30 days, 2
£4 6 milion (2011 £19 6 milion) due between 30 and 60 days and £3 1 milion (2011 £3 7 milkon) due after 60 days %
Included in the trade recevables balance are debtors, with a carrying amount of £6 8 mullion {2011 £8 1 rmullion), which are past §
due at the reporting date for which no provision has been made as there has been no signrficant change in credit quality and =
the amounts are considered recoverable No collateral s held over these balances @
The aggregate amount of costs incurred plus recognised profits, less recognised losses, for all contracts in progress at the
statement of financial position date was £2,753 2 milion (2011 £2,789 6 milkon) Progress billings and advances receved from
customers under open construction contracts amounted to £2,707 2 milhon (2011 £2,762 6 milllon) Advances for which work
has not started, and bilings N excess of costs incurred and recognised profits are Included in credit balances on long-term ol
contracts {Note 17) wE

2c
15 Cash and cash equivalents S %

0]

Cash and cash equivalents are analysed below, and include the Group's share of cash held by jointly controlled operations of
£29 6 milion (2011 £33 6 million)

Group Company
2012 204 2012 201
£m £m £m £m "
Cash and cash equivalents 1074 1417 300 617 K E
Bank overdrafts 17) (18) - - B £
Cash, cash equivalents and overdrafts in the cash flow statement 1057 1401 300 617 E E
;]

16 Financial instruments and nsk management

The Group's centralised treasury function manages financial nsk, principally ansing from movemnents 0 foreign currency rates,
interest rates and inflation rates and haquidity and funding nsks, In accordance with policies agreed by the directors To manage
these nsks, forward foreign cummency sale and purchase contracts are used in respect of foreign currency requirements and
interest rate swaps are used for PF investments

The Group does not enter Into speculative transactions

c
o
@
£
=3
2
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L
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£
s
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The Company does not have any forward foreign currency contracts or other derivatives

Capital Management

The Group's chjectives when managing capital are to safeguard its ability to continue as a gaing concem and to provide
resources to grow the business, in order to provide returns for shareholders and other stakeholders The Group has no
long-term debt and the current capital base of the Group Is driven by equity capital from shareholders and retained earnings

The Board of directors {'Board') continues to explore opiions to strengthen the Group by growing the business and improving
profitability, the Business review describes the Group's strategy and 1ts operations 1t is the Board's policy to progressively
increase dividends pard to shareholders based on growth in undertying earnings per share after taking account of the investment
and caprial needs of the business
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16 Financial instruments and risk management contnued

Liquidity and funding risk
Ultmate responsibilty for iquidity and funding nisk rests with the Board, which has put in place a montoring and reporting
framework to manage funding requirements

Liguidity nsk 1s managed by monitoring actuat and forecast short and medium term cash flows and the maturity profile of
financial assets and labiities and by mantaining adequate cash reserves The nature and timing of the contract cash flows
causes the cash balances to vary over the month with the balance usuatly highest at the month end

The avaerage month end cash balance during the year was £103 4 million (2011 £130 4 million}

Customers awarding long-term contracting work may, as a condition of the award, require the contractor to provide performance
and other bonds Consequently, the Group 1s reliant on its ability to secure bank and surety bonds It has facilites in place to
provide these bonds and menitars the usage and regulady updates the forecast usage of these faciities

The Group has banking and bonding faciities including a £45 million Revolving Credit Faciity extending to 30 September 2015
The facilities have financial covenants based on profit, interest cover and leverage measured quarterly There were no changes

In the Board's approach to caprtal management duning the year

Unsecured bonding facilities available

Group and Company
2012 201
£m £m
Expinng between two and five years® 4200 4200
* Element of above facilites avaitable for borrowings 2.5 25

Credit nsk

The Group uses an external credit scorng system to assess a potential customer’s credit quality and will enter Into a contract
only if that assessment 15 satisfactory Deposits in the United Kingdom are placed with the bank faciity providers or, in jontly
controlled operations, with banks agreed by the partners Overseas deposits are placed with major banks cperating in those
countries Transactions involving dervative financial instruments are with bank or insurance company counter-parties with high
credit ratings that are monitored regularly and with whom there are signed netting agreements Given the high credit ratings

of the banks and insurance comparnes used, management does not expect any counter-party will fail to mest 1ts obligations

At the year-end date, there were no significant concentrations of credit nisk The maximum exposure to credit risk 1s represented
by the carrying amounts of each financial asset, including dernvative financial instruments, and the individual constituents of
amounts due from customers for coniract work in the statement of financial position Further information on the exposure o
credit nsk 1s set out in Note 14

Interest rate risk

The Group has cash balances in the United Kingdom and Overseas and bank borrowings Overseas The largest constituents
are United Kingdom balances denominated in Pounds sterling A 1% nse in Intergst rates would have increased the annual net
interast income on cash balances by £10 million {2011 £1 3 million)

The only interest rate hedging currently undertaken by the Group 1s within PRl investments, where interest rate denvatives have
been used as a means of hedging snterest rate risk The policy Is to fix the interest cost on vanable rate financing on specific
projects by taking out floating to fixed interest rate swaps, these swaps are designated to the undertying debt obligations and
are expected to e effective for cash flow hedge accounting purposes
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16 Financial instruments and nsk management continued
Foreign currency nsk
Transactional currency exposures anse from sales or purchases by operating companies in currencies other than therr functional z
currency The current strategy 1s to hedge both committed and forecast foreign currency exposures, where applicable, and g
where the fransaction timing and amount can be determined reliably and no natural hedge exists The Group only enters into g
forward contracts when a contractual commitrent exists In respect of the foreign currency transaction and the Group's policy ﬁ
I1s to negotiate the terms of the hedge denvative 1o match the terms of the hedged tem to maximise hedge effectiveness £
=}
At 31 December 2012, the net monetary assets denominated in currencies other than the functional currency of the operation @
involved were Euro denominated net monetary assets of ENil {2011 £16 5 million) in members of the Group with sterling as their
functional currency
A 10% strengthening In the Euro would have adversely impacted the results by £0 3 million (2011 £0 2 million) o8
A 10% strengthening in the UAE Dirham would have adversely impacted the results by £0 4 milion (2011 £0 2 million) ®5
o«
Q._ =
investrments N jont ventures includes tne Group's nvestiment N Aicaidesa Holding SA, a company based in Spain and 3] %
denominated In Euro At the year-end, the net carrying value of the equity mvestmeant was £36 0 milion (2011 £35 O million Ca@

including loans) A 10% strengthening in the Euro would have favourably mpacted the statement of financial position by
£4 0 millon (2011 £3 9 million)

Cash flow hedges
Foreign currency contracts are measured using quoted forward exchange rates and yield curvaes denved from quoted interest
rates matching matunties of the contracts

At 31 December 2012, the Group had foreign currency contracts (22 purchase contracts (2011 26) and 4 sale contracts
(2011 11)) designated as hedges of committed future purchases The Group held no other foreign currency sale contracts
(2011 Nily

=8
Ic
o
cE
Qo
Ew
i3
7]

Forward currency contracts that hedge forecast fransactions are classified as cash flow hedges and stated at farr value based
on a Level 2 valuation method These amounts were recognised as fair value denvatives The terms of the foreign currency

contracts match the terms of the commitments There were no ineffective hedges at the year-end (2011 Nil) é
©
The foreign currency sale and purchase contracts cutstanding at 31 December 2012 are summansed below The carrying g
value represents the fair value of the contract, the contractual cash flows represent the steriing comrmitments €
o]
Foreign exchange contracts g
2012 2011
Betwaen Between
Carrying Contractual Within one and Carrying  Contractual within one and
amount  cash flows one year five yoars amount cash flows ong year five years
£m Em £Em £m £m £m £m £m
Purchases {0 3) (7 6) {76) - {05) (107} (64) {43)
Sales 01 26 26 - 02 45 22 23
{0.2) {50} (5.0) - (03) 62) {42 (20)

The expected mpact on the income staterment of the foreign exchange contracts is a loss of £0 2 milion in 2013

Interest rate swaps are measured at the present value of the future cash flows estimated and discounted based on the
apphcable yield curves denved from quoted interest rates

At 31 December 2012, PFt project companies, in which the Group has an interest and records as investments in associates,
had entered nto the following swaps to hedge the Interest rate rigk of bank loans These swaps ara classified as cash flow
hedges and stated at far value based on a Level 2 valuation method The far value will reverse over the life of the swaps
There were no ineffective hedges at the year-end {2011 Nil}
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16 Financial instruments and risk management continued

Maturity of PFl swaps
2012 201
Between Batween
Within one and Atter Within one and After
Total one year five years five years Total one year five years five years
£m £m £m £m £m £m &m £m
Interest rate swaps 13 01 04 08 60 03 12 45
tess tax {0 3) - {01) (0.2) (15) (c1) (9] 3) (11)
1.0 01 0,3 06 45 N2 Q9 34

These amocunts {net of tax) were recognised as farr value denvatives within the value of the investment or, if a future commitment
exists, within provisions

Financial assets and liabilities
Currency and maturity of financial assets

2012 2011
Between Between
Within one and After Within one and Alter
Total ane year five years five years Total one year five years five years
£m £m £m £m £m £m £m £m
Cash and cash equivalents
Pounds sterling 106 1 1061 - - 1359 1359 - -
UAE Dirham 11 11 - - 26 2B - -
Euro - - - - 28 28 - -
Other 02 0.2 - - 04 04 — -
107.4 1074 - - 1417 1417 - -
Loans to joint ventures
and associates
Pounds sterling 27 01 05 2.1 64 06 24 34
Euro - - - - 137 — 137 —
27 01 05 21 201 06 161 34
Trade, other recevables
and amounts owed
by jont ventures
and associates
Pounds sterling 101.8 843 175 - 137 973 164 -
Other 23 23 - - 32 32 - —
1041 86 6 175 - 11649 1005 164 -

Total financial assets 214 2 1941 18.0 21 2787 2428 325 34
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16 Financial instruments and nsk management continued
Currency and matunty of financial habihties
2012 2011 5
Batween Between 9::
Withun one and Within one and P
Total one year five years Total one year frve years g
£m £m £m £m £m £m %
Bank overdrafts — UAE Dirham 17 17 - 16 16 - @
Trade and other payables
Pounds sterling 140.3 136 3 50 148 4 1423 61
UAE Drham 52 52 - 64 64 —
1455 1405 50 154 8 1487 61 o8
Total financial hatnlities 147.2 142 2 50 156 4 1503 61 g é
o_ T
The bank overdrafts are at a floating rate and are unsecured S %
©]

Reconcihation of trade and other recevables and trade and other payables to the balance sheet

2012 2011
Current MNon-current Current  Non-current
£m £m £m £m
Trade and other recevables (as above) 86.6 175 1005 184 I *E
Amounts due from customers 790 - 743 - B
Prepayments and accrued income 159 - 132 - B 2
1815 17.5 1880 164 |ultd
2012 2011
Current Non-current Current  Non currant
em €m £m Cm g
Trade and other payables (as above) 1405 50 1487 61 &
Credit balances on long-term contracts 7.6 - 223 - g
Accruals and deferred Incoma 149 5 - 1719 - £
297 6 50 3429 61 E
6
Effective interest rates of financial assets and habiities
2012 2011
Financial assets
Cash and cash equivalents 00% to12% 00% to 13%
Loans to joint ventures and associates 10 0% to 11 5% 100% to 115%
Financial iabiities
Bank overdrafts 33% 55%

The Company's financial assets compnsed cash at bank of £30 0 milion (2011 £61 7 million) denominaied in Pounds sterling
and matunng within one year

Thers are ne significant differences between the carrying values of the Group's and Company's financial assets and llabilities
and their far values except the farr values of loans carrying interest rates above 10% may be higher than therr carryving values
of £2 7 mihon {2011 £6 4 mulhion), but not by a matenal amount
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17 Trade and other payables

Group Company
2012 2011 2012 201
£m £m £m £m
Current liabilities

Trade payables 1051 1081 - -
Other payables 215 233 - -
Social security 55 46 - -
Credit balances on long-term contracts 76 23 - -
Accruals and deferred income 1485 1719 - 06
Amounts owed 10 joint ventures and associates 84 127 - -
Arnounts owed {o subsidiary undertakings - - 84.0 1069
2976 3429 84.0 1075

Non-current habilities
QOther payables 5.0 61 - -

At 31 December 2012, credit balances on long-term contracts ncluded no advance payments from customers (2011 £131 million)

Accruals and deferred income include subcontract labilities (not yet payable), subcontract refentions and other accruals
and deferred income

The directors consider that the carrying amount of trade payables, other payables, social secunty and amounts owed to
joint ventures and associates approximates to tharr fair value

Financtal nsk management policies are in place that seek to ensure that all payables are paid within therr credit tmeframes

18 Provisions for other habilities and charges

Proparty lnwesn'na[r::tl:sI Qther Total
Group £m £m £m £m
Current
At 1 January 2011 07 12 13 32
Provided 02 - 04 06
Utiised {01) - - {01)
Released — - {06) (086)
Transfer 02 12) ~- {10}
At 31 December 2011 10 - 11 21
At 1 January 2012 10 - 11 21
Provided 07 - 05 12
Utihsed {0 4) - - {0 4)
Released {0 3) - {0 5) {0 8)
Transfer - - - -

At 31 December 2012 10 - 11 21
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18 Provisions for other habilities and charges continued
PFI
Property  mvestments Other Tota =
em £m £m £m g
Non-current g
At 1 January 2011 04 ~ 21 25 2
Transfer ©?) - - 02 &
At 31 December 2011 02 _ 21 23 @
At 1 January 2012 02 - 21 23
Provided - - 03 03
Utlised (01) - (06) 07) o
At 31 December 2012 01 - 18 19 :i.; %
Funding 5 g
obligations Other Total 8 3
Company £m £m £m &
Current
At 1 January 2011 02 01 03
Released - 02 02
Utihsed (01) - (01) s
Transfer 01 - 01 B
At 31 December 2011 02 03 05 EE
At 1 January 2012 02 03 o5 [
Provided - - -
Utiised - {0 3) {03)
Transfer - - -
At 31 December 2012 02 - 0.2 5
B
Non-current g
At 1 January 2011 14 - 14 €
Transfer (01) - Ry 2
Az 31 December 2011 13 - i3 O
At 1 January 2012 13 - 13
Transfer - - -
At 31 December 2012 13 - 13
Group

Property provisions relate 1o costs of vacant properties and will be utiised over the next three years

PFl investment provisions relate to investments where the carrying value of the nvestment 1s negative and an obligation exists
to provide further funding The provisions are expected to reverse when the obligation to provide funding 15 satisfied, expected
to be within one year

Other provisions, mainly comprise a provision for staff benefits payable to the staff of an Overseas subsidiary company, which
will be utilsed over the next five years, and insurance claims, and remedial costs, most of which will be utiised over the next year

Company
Provisions in the Company relate to funding obligations to a non-trading Overseas subsidiary, which eiminates on consolidation
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19 Employee benefits

(a) Pensions

A defined benefit pension scheme 1s operated in the United Kingdom and a number of defined contribution penston schemes
are In place in the United Kingdom and Overseas Contnbutions are paid by subsidiary undertakings and employees The total
penston charge in the income statement was £9 2 millon compnsing £8 1 milion included in operating costs and £11 midion
included in net finance expense {2011 £3 5 mithon, comprising £5 3 million in operating costs less £18 milton in net finance
income)

The Company does not operate a pension scheme

Defined benefit scheme

The defined benefit scheme was closed to new members on 31 May 2005 and from 1 Aprl 2006 future benefits were
calculated on a Career Average Revalued Earnings basis The scheme was closed to future accrual of benefits to members
on 30 September 2009 A full actuanal valuation of the scheme was carned out at 31 March 2010 and was updated to

31 December 2012 by a qualified independent actuary

2012 2011 2010
£m £m £m
Present value of defined benefit obligations (610 7) {600 8) (576 7)
Fair value of scheme assets 558 8 5479 5371
Recognised liability for defined benefit obligations {519) {52 9) (39 6)
Movements in present value of defined benefit obligations
2012 201
£m £m
At 1 January 600 8 5767
Interest cost 274 305
Amendments (Pension Increase Exchange 'PIE") 17 -
Plan Settlements (Enhanced Transfer Value 'ETV") (29 3) -
Actuanal losses 407 182
Benefits paid (27 2) (24 6)
At 31 December 6107 6008
Movements in fair value of scheme assets
2012 2011
£m £m
At 1 January 547.9 5371
Expected return on scheme assets 26.3 323
Actuarial {losses)/gains 16 2 39
Contributions by employer 28.4 70
Plan Settlemenis ('ETV') (32 8) -
Benefits paid (27.2) (24 6)

At 31 December 558 8 5479
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19 Employee henefits continued
(a) Pensions continued
(Expernse)/income recognised in the income statement g
2012 2011 3
Em £m @
Pensten ability management (ETV and PIE, including costs of £0 9@ million} {2.8) - @
Expected return on scheme assets 263 P»3 &
Interest cost on defined benefit obligaticns (27 4) (305 @
{3 9) 18
Income statement classtfication of (expense)/income o
2012 o 2R
£m £m 5
Pension liabiity management {ETV and PIE, including costs of £0 9 million} (2 8) - g‘ “';’
Finance income 26 3 323 © cg
Finance expense {27.4)
{39)
History of the scheme for the last five years
Expenence adjustments 2012 201 2010 2009 E "2
Experience gain on scheme lizbilties (£m) - - 185 - e E
- 0% 3% - £ %
Change in assumptions on scheme liabilies (£m) {407) (182) (270) {1137) ]
7% 3% 5% 20%
Expengnce adjustments on scheme assets {Em) 16 2 (39} 331 46 3
3% 1% 6% 10% 27% c
Total (loss)/gan (Em) {24 5) (22 1) 246 (67 4) (10 5) %
The cumulative amount of actuaral gamns and losses recognised in other comprehensive income and expeanse since E
1 January 2004, the fransition date to IFRS, 13 a loss of £84 7 milion (2011 £60 2 million) E
a
Fair value of scheme assets and the return on scheme assets g
2012 2011
£m £m
Equities 184 2 1739
High yield bonds 46.2 528
Government bonds 195 8 2234
Infrastructure and propearty 63.8 437
Absoclute return funds and cash 68 8 541
558.8 5479

The infrastructure holding is the portfolio of eight PRl investments transferred by the Group to The Costan Pension Scheme
in 2010 and 2012

The pension scheme does not have any assets invested in the Group’s financial iInstruments or in property, or other assets,
used by the Group
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19 Employee benefits continued

(a) Pensions continued
Principal actuanal assumptions {expressed as weighted averages)

2012 2011 2010

% % %

Discount rate 440 4 80 540
Expected rate of return on scheme assets 4 40 495 811
Future pension increases 285 230 340
Inflation assumption 295 300 340

The expected rate of return on scheme assets 1s determined by reference to relevant ndices The overall expected rate of return
1s calculated by weighting the ndvidual rates in accordance with the anticipated balance in the scheme’s investment portfolio

Weighted average lfe expectancy from age 85 as per mortality tables used to determine benefits at 31 December 2012 and
31 December 2011 15

2012 2011
Male Female Male Female
(years) {years) {years) (years)
Currently aged 65 217 238 215 237
Non-retirees 245 256 244 256

The discount rate, nflation and pension increase and mortality assumptions have a significant effect on the amounis reported
Changes n these assumphions would have the following effects on the defined benefit scheme

Pension Pension

hability cost

m Em

Increase discount rate by 0 25%, decreases pension lability and increases pension cost by 282 11
Decrease nflation pension increases by 0 25%, decreases pansion lability

and reduces pension cost by 254 11

Increase life expectancy by one year, ncreases pension hability and increases pension cost by 167 07

The expected pension cost for 2013 under IAS 19 (Rewvised), which becomes effective for 2013 1s a £0 6 millon aperating
expense and a £2 1 milkon finance expense

The Group expects to contribute an amount equal to dvdends paid to shareholders and the expenses of administration to its
defined benefit scheme n the next financial year

Defined contribution schemes
Several defined contribution pensions are operated The total expense relating to these plans was £5 3 milion (2011 £5 3 mullon)
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19 Employee benefits continued

{b) Share-based payments
The company operates a number of share based payment plans as described below

Long-Term Incentive Plans (‘LTIP'}

The Company's 2002 Long-Term Incentive Plan, approved by shareholders at the 2002 AGM, reached the end of its ter-year
Ife In 2012 and shareholders gave therr approval for the ntroduction of a new Long-Term Incentive Plan at the 2012 AGM

The LTIP allows for conditional awards with a maximum face value of up to 100% of base salary with a performance condiion
based on EPS

Defarred Share Bonus Plan (‘DSBP’)

Executve directors and other senior management are eligible to participate in the Company's Deferred Share Bonus Plan which
promotes greater alignment with shareholders through an award of deferred shares The DSBP allows for conditional awards
with a face value of up to 50% of base salary with a performance condition based on EBIT (Earnings before interest and tax)
The deferred bonus award vests on the second anniversary of the date of grant The shares to satisfy the deferred bonus will

be purchased by a trust on behalf of the Group and so the DSBP will not lead te any dilution of shareholder interest Participants
must be in employment with the Company and not under notice of termination (exther given or receved) on the date of vesting

Save As You Earn Plans (‘SAYE')

The Company operates a number of SAYE plans, which are open to all employess Employees pay a fixed amount from salary
Into a savings account each month and may elect to save over three or five years At the end of the savings period, employees
have six months in which to exercise their options (after which the options expire) using the funds saved If employees decide
not to exercise ther options, they may withdraw the funds saved Exercise of options is subject to continued employment within
the Group {except where permitted by the rules of the scheme)

Share based payment expense
The amounts recognised in the ncome statement, before Income tax, for share-based payment transactions with employees
was £2 8 mdion (2011 £1 9 million}, the entire charge relates to subsidianes

Options outstanding at the end of the year
QOutstanding awards granted prior to 2010 have been restated for the 1 to 10 share consolidation i 2010

The outstanding LTIPs (exercise price €1 per individual grant) and DSBPs (Nil-cost option), which arrange for the grant of shares
to Executive Directors and semor management and the outstanding SAYE schermes are shown below

LTIP DSBP SAYE
Waighted
average
Number Number Number exercise pnce
m) {m) {m} )
Qutstanding at 1 January 2011 29 12 20 2234
Adusted during the year - {02) - -
Forfeted during the year (02) {02) (03) 3088
Exercised during the year {15) - 08) 1860
Granted dunng the year 08 06 10 186 5
Quitstanding at 31 December 2011 20 14 19 1990
Adjusted during the year - 02 — -
Forferted during the year - - (04) 2314
Exercised durng the year (086) - - -
Granted during the year 08 06 - -
Qutstanding at 31 December 2012 2.2 22 15 190 0

Exercisable at the end of the period - - - -

Share options outstanding at the end of the year had a weighted average remaining contractual bfe of 6 4 years (2011 3 6 years)

Business review Qverview

Corporate
Governance

K
3]
£
]

£

i

statements

Other information




116 Costamn Group PLC Annual Report 2012

Financial statements

Notes to the financial statements

continued

19 Employee benefits continued

(b) Share-based payments continued

Fair value of options granted dunng the year

The farr value of options granted are calculated using the Black-Scholes option pricing model The aggregate fair value of options
granted dunng the year was £2 7 milion (2011 £3 2 million) The assumptions used in valuing the grants were

2012 2011
Expected volatility 20% 20%
Expected life (years) 27-50 27-50
Risk-free interest rate 21% 36%
Expected dwvidend yield 2% 2%

The expected volatility 1s based on the histonical share price volatiity over a term matching the expected Ife The expected Iife
1s based on management's best estimate having regard to the effect of non-transferability, exercise restnictions and behawvioural
considerations

20 Share capital
2012 2011
Nominal Nominal
Number value Number value
{millions) £m {mithons) £m
Issued share capital
Shares in 1ssue at beginning of year ~ Ordinary shares of 50p each, fully paid 647 324 635 N7
Issued in year (see below) 08 04 12 07
Shares In 1ssue at end of year — Ordinary shares of 50p each, fully paid 655 328 647 324

The Company’s 1ssued share capital comprised 65,544,306 ordinary shares of 50 pence each

©On 4 Apni 2012, the Company issued 634,767 shares in respect of the exercise of options granted under the 2008 LTIP

The Company announced on 24 May 2012 that shareholders had, pursuant to the Scnp Dividend Scheme, elected to receive
133,133 ordinary shares of 50 pence each in the Company in lieu of cash w1 respect of all or part of ther final dvidend for the
year ended 31 December 2011, and a further 65,681 ordinary shares on 26 October 2012 in heu of cash in respect of alt or part
of their intenm dividend for the year ended 31 December 2012

During the year, the Company Issued 3,800 shares on exercise of options granted under the 2008 3-year SAYE scheme

All shares rank pan passu regarding entitiernent to capital and dvidends

The share opitons outstanding at the year-end are detalled in Note 19 Details of the performance conditions and the options
granted to executive directors are given in the Directors’ remuneration report
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21 Contingent habilities

Group Company
2012 201 2012 20m
£m £m £m £m
Under guarantees of bank overdrafts to subsidiary companies - - 17 16

Group
There are contingent habilities in respect of

= credrtors of jointly controlled operations, which are less than the book value of therr assets,
» performance bonds and other undertakings entered into in the ordinary course of business,

* legal claims ansing in the ordinary course of business

It 15 not anticipated that any matenal habilities will anse from the contingent liabilities cther than those provided for (Note 18)

Company

The Company has guaranteed the obligations of the subsidiary companies that are participating employers of The Costan
Pension Scheme, the defined benefit pension scheme in the United Kingdom At 31 December 2012, the potential liability

was £51 @ milion (2011 £52 9 millon) as disclosed in Note 18

22 Other financial commitments
Group
Operating lease commitments

2012 2011
Other Other
Land and operatmng Land and operating
buildings leases bulcings lsases
Leases as lessee £m £m £m £m
Future aggregate mimmum fease payments under non-cancellable
leases expiring
No later than one year 43 36 48 28
Between one and five years 71 34 95 43
Later than five years 75 - 83 -
189 70 226 71
Land and bunidings
2012 201
Leases as lessor £m £m
Future aggregate minmum lease income under non-cancellable
leases exptnng
No later than one year 06 09
Between one and five years 05 10
11 19

The Group has varicus offices under non-cancellable operating lease agreements The leases have vanous terms, escalation

clauses and renewal nghts The Group also leases vehicles under non-cancellable operating leases

Company
The Company does not have any other financial commitments (2011 £Nl)
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23 Principal subsidiary undertakings, jointly controlled entities, associates and jointly

controlled operations

Percentage of Country of
Actraty equity held  moorporabon
Subsidiary undertakings
ClerkMaxwell Ltd Engineenng and Design Services 100 UK
Costan Ltd Enginesnng, Construction and Maintenance 100 UK
Costain Abu Dhaby Co WLL Process Enginesnng 49 UAE
Costain Bulding & Civil Engineering Ltd Engineenng and Construction 100 UK
Costain Engineering & Construction Ltd Holding and Service Company 100 UK
Costan Q1l, Gas & Process Ltd Process Engineering 100 UK
Promanex (Cwmils & Industnal Services) Ltd Support Services 100 UK
Promanex {Construction & Mamntenance Services) Ltd Support Services 100 UK
Promanex (Total FM & Environmental Services) Ltd Support Services 100 UK
Richard Costain Ltd Service Company 100 UK
Issued
share capital Percentage of Country of Reporting
Actraty £m  equity held incorporation date
Jointly controlled entities
Alcaidesa Holding SA Land Development 109 50 Span 31 December
Brighton & Hove 4Delvery Ltd Cwil Engineering - 49 UK 31 March
4Delivery Ltd Civil Engineéring - 40 UK 31 March
Associates
Severn Trent Costain Holdings Lid Asset Management 05 20 UK 31 March
Severn Trent Costain Services Lid Asset Management - 20 UK 31 March
Severn Trent Costain Ltd Asset Management - 40 UK 31 March
Integrated Bradford LEP Ltd Construction and Operation of Schools - 40 UK 31 December
Lewisham Schocls for the
Future LEP Ltd Construction and Operation of Schools 01 40 UK 31 March
Lewisham Schoals for the
Future SPV 3 Lid Construction and Operaticn of Schools - 40 UK 31 March
Lewisham Schools for the
Future SPV 4 Ltd Construction and Operation of Schools - 40 UK 31 March

The equity capital of the above are held by subsidiary undertakings with the exception of Fichard Costain Limited and

Costain Engineenng & Construction Ltd

Costain Abu Dhab) Co WLL has been treated as a subsidiary undertaking due io Costain having power to influence and
control the composition of the board of directors and the beneficial nght to all the net ncome

All undertakings operate manly in the country of ncorporation, with the exception of Costain Bulding & Gl Engineenng Ltd,
which operates outside the United Kingdom

All holdings are of ordinary shares except Richard Costain Ltd, where Costamn Group PLC holds 100% of the ordinary and

preference shares
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23 Principal subsidiary undertakings, jointly controlled entities, associates and jointly
controlled operations continued
A full st of Group comparies will be ncluded in the Company’s annual return g
Percentage E
of equuty Country of 0
Activity held incorporation g
Major jointly controlled operations 5
A-one+ Integrated Highway Services - MAC 7 Engineenng & Maintenance 33 UK 3
A-one+ Integrated Highway Services ~ MAC 10 Engineering & Maintgnance 25 UK
A-one+ Integrated Highway Services - MAC 12 Engineering & Maintenance 33 UK
A-one+ Integrated Highway Services — MAC 14 Engineering & Manienance 33 UK
Costain-Carilicn Joint Venture — M1 Widening and AS/M1 Link Cwil Engineering 50 UK % §
Costain-Laing O’'Rourke Joint Venture — Bond Street station Civil Engineering 50 UK ‘g_g
Costan-Laing O'Rourke Joint Venture - Farnngadon siation Civil Engineering 50 UK 5 %
Costain-Hochtief Joint Venture — Reading station Civil Engineenng 50 UK Co
Costain-Skanska €405 Jont Venture — Paddington - Crossratl Cwil Engingernng 50 UK
Costain-Skanska C411 Jont Venture — Bond Street — Crossrail Ciwvil Engineering 50 UK
Educo UK Jont Venture ~ Bradford Schools Construction 50 UK
Galliford-Costain-Atkins Jont Venture — United Utilties Cwvil Engineenng 42 UK
Lafarge Costain Joint Venture Cwil Engineering 50 UK

24 Acquisitions
There were no acquisitons during the year and there were no changes to the acquisiion farr values of ClerkMaxwell Limited and
Promanex Group Holdings Limited disclosed in the 2011 financial statements

-2
5 c
oo
EE
£
[
v

25 Related party transactions

Group E
A related party relationshup exists with its mayor shareholders, subsidianes, joint ventures and associates, jointly contrelled T
operations, The Costain Pension Scheme and with its directors and executive officers %
E
Sales of goods and services 5
=
2012 2011 5
Joint Jorntly Joint Jointly
venturas and  controlled ventures and controlied
tes operations Total associates operaticns Total
£m £m fm £m £m £m
Services of Group employess 206 619 82.5 239 598 835
Construction services and matenals 410 32 44 2 467 29 496
616 651 126 7 706 625 1331

There were no sales of goods and services to major sharsholders during the year (2011 ENI

An amount due from a major shareholder has been fully provided aganst since 2006 It relates to work carmed out under
a subcontract Discussions among all the parties continue but recovery 1s uncertain

Batances with jont ventures and associates are disclosed in Notes 14 and 17 Balances with jontly controlled operations are
eliminated on consolidation
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25 Related party transactions continued

Major shareholders

Mohammed Abdulmohsin Al-Kharafi & Sons Co WL L. and UEM Builders Berhad are regarded as related parties of the
Company

The Costain Pension Scheme
Details of transactions between the Group and The Costain Pension Scheme are included in Note 19

Transactions with key management personnel
The directors of the Company and therr immediate relatives contro! 383,292 ordinary shares in Costain Group PLC, which
expressed as a percentage of the issued share capital 1s 0 58% (2011 0 4%) of the voting shares of the Company

In addition to therr salaries, in respect of the Executive Directors and executive officers, the Group provides non-cash benefits
and contnbutes to defined contnbution pension plans Executive Directors and executive officers also participate in the Group's

LTIP, DSBP and SAYE plans, which are detailed in Note 19

The compensation of key management personnel, Including the directors, 1s as follows

Group

2012 2011

£m £m

Directors’ emoluments 14 16
Executive officers’ emoluments 21 21
Post retirement benefits 03 04
Termination benefits 02 -
Share-based payments 11 09
51 50

The above amounts are Included n employee benefit expense (Note 5)

Company
The Company has no transactions with related parttes other than the charge in relation to share-based payments (Note 19)
{2011 none)
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2012 2011 2010 2009 2008
£m £m £m £m £m
Revenue and profit
Bevenue (Group and share of joint ventures and associates) 9345 ' 9863 10225 1,0611 986 0
Less Share of joint ventures and associates (86 1) (117 8) @8 0 (677) (93 4)
Group revenue 848 4 868 5 924 5 9934 90286
Group operating profit before other items 223 241 174 220 195
Other items
Amortisation of acquired intangible assets (17) (09) - - -
Employment related deferred consideration 17) 07) - - —
Group operating profit 189 225 174 220 195
Profit on sales of nvestments - 05 - - -
Profit on sales of interests in joint ventures and associates 105 03 12 20 27
Profit on sale of land and property - - 13 - -
Share of results of joint ventures and associates (14) (13} (0 5) {32} (3 9)
Profit from operations 280 220 294 208 183
Finance income 27.3 341 307 260 348
Finance expense (29 2) (32 2) (32 2) (287) (300
Net finance(expense)/income (19) 19 {15) 27 48
Profit before tax 261 239 279 181 231
Income tax (19) (52) 4 8) {3 5) 4 9)
Profit for the year attributable to equity holders
of the parent 24 2 187 231 146 182
Earnings per share —basic” 3i1p 202 B 4p 230p 290p
Farnings per share — dijuted” 358p 282 54p 22 6p 29 0p
Dividends per ordinary share
Final* 7.25p 675p 6 25p 55p 50p
Intenim* 3 50p 325p 30p 275p 25p
Summarised consolidated statement of financial posthion
Intangible assets 187 203 01 10 18
Property, plant and equipment 91 114 97 15 77
Investments in equity accounted jont ventures and associates 404 429 374 441 427
Qther non-current assets 349 338 398 473 249
Total non-current assets 1031 108 4 870 1039 771
Current agsets 290.6 3320 309 3 3251 3292
Total assets 3037 440 4 396 3 4290 4063
Current habilities 3031 3483 314 3205 3121
Retrement benefit obligations 51.9 529 396 1047 502
Cther non-current lliabilihies 69 84 77 76 104
Total habihties 3619 4096 3587 4328 3727
Equity attnibutable to equity holders of the parent 318 308 376 {38) 336

* The figures for 2008 and 2009 have been restated for the 1 for 10 share consobdation n 2010

Business review QOverview

Corporate
Governance

a
o
c
«
£
i

statements

Other information




122 Costain Group PLC Annual Report 2012

Other information

Financial calendar and _
other shareholder information

Financial calendar*

Analysis of shareholders

Full year results € March 2013
Annual Report mailing 28 March 2013
Ex-dividend date for final dvidend 17 Aprl 2013
Final dividend record date 19 Apnl 2013
Intenm Management Statement 8 May 2013
Annual General Mesting 8 May 2013
Final dvidend payment date

(subject to shareholder approval) 24 May 2013
Half-year end 30 June 2013
Hali-year results 2013 22 August 2013
Ex-dividend date for

menm dividend ______18September 2013
Intenm dvidend record date 20 September 2013
Intenm dividend payment date 25 October 2013

Intenm Management Statement October 2013

Financial year-gnd 31 December 2013

* The financial calendar may be updated from time 1o tme throughout the year
Piease refer to our website www costain com for up-to date details

Scrip dividend scheme

Subject to approval at the 2013 Annual General Meeting,

a scrip dividend scheme will be offered in respect of the final
dividend Those shareholders who have already elected to
join the scheme will automatically have ther dividend sent

to them in this form

Shareholders wishing to join the scheme for the final
dividend (and all iuture dvidends) should return a completed
mandate form to the Reqistrar, Equiniti by 02 May 2013
Copies of the mandate form and the scnp dvidend brochure
can be downloaded from the Company's website at

www costain com or obtained frorm Equinitr by telephoming
0871 384 2268 or +44 121 415 7173 1f caling from outside
the United Kingdom

Accounts Shares %

Institutions, companies,

individuals and nominees
Shareholdings 100,000

and mora 65 55,023,617 8395
Shareholdings 50,000-99,999 38 2610553 398
Shareholdings 25,000-43,599 35 1,207,824 184
Shareholdings 5,000-24,999 316 3,237,298 494
Shareholdings 1-4,999 10,877 3,465,013 6529
Totals 11,331 65,544,306 100
Secretary
Tracey Wood
Registered Office

Costain House, Vanwall Business Park, Maidenhead,
Berkshire SL6 4UB

Telephone 01628 842 444
www.costain com
info@costan com
Company Number 1393773

Registrar
Equiruti, Aspect House, Spencer Road, Lancing,
West Sussex BN99 6DA

Telephone 0871 384 2250 or +44 121 415 7047 i caling
from outside the Umited Kingdom

Shareholder information

The Company's Registrar 1s Equiniti, Aspect House,

Spencer Road, Lancing, West Sussex BN99 BDA For
enquiries regarding your shareholding, please telephone

0871 384 2250 (or +44 121 415 7047 if caling from outside
the Urnited Kingdom) You can also view up 1o date information
about your holdings by wisiting the shareholder website

at www shareview co.uk (see page 123 for further details)
Please ensure that you adwise Equinih promptty of a change

of name or address

* Calls 1o 0871 numbers cost 8p per minute plus network extras Lines are
open Monday to Friday 8 30am to 5 30pm excluding UK bank holidays




Dividend mandate

Shareholders can arrange to have their dwvidends paid directly
Into therr bank or bullding society account, by completing a
bank mandate form The advantages to using this service are

¢ the payment 1s more secure as you can avold the nsk of
cheques getting tost in the post,

* It avoids the hassle of paying in a cheque, and
¢ there Is no nsk of lost, stolen or out-of-date cheques

A mandate form can be obtaned from the Company's
website, or by contacting Equiniti on 0871 384 2250

(+44 121 415 7047 f caling from outside the United Kingdom)
who will be pleased to assist you and can also be obtamed
wia the shareholder website at www shareview co uk

(see below for further details Alternatively, you wil find one
attached to the tax voucher of your last dvidend payment
Overseas shareholders can arrange for ther dvidends to

be paid in therr focal currency and more information can be
obtained from www shareview com/overseas

Shareview service
The Shareview service from our Registrar, EQuint, gives
shargholders

* direct access to data held on their behalf on the share
register including recent share movements and dividend
details, and

* the ability to change therr address or dvidend payment
instructions onhne

To sign up for Shareview you need the ‘shareholder reference’
pnnted on your proxy form ar dvidend stationery There 1s no
charge to register

When you register with the siie, you can register your preferred
format (post or email) for shareholder communications If you
select email as your mailing preference, you will be notified of
vanous shareholder communications, such as annual results,
by emarl instead of post

If you have your dividends paid straight to your bank account,
and you have selected ernail as your matling preference,

you can also collect your tax voucher electrorically Instead
of raceving the paper tax voucher, you will be notified by
email with details of how to download your electronic version
Visit the website at www shareview co uk for more detalls
Details of sofiware and equipment requirements are given

on the website

Calls to 0871 numbers cost Bp per minute plus network extras Lines are
open Monday to Fnday 8 30am 1o 5 30pm, excluding UK bank holidays

Costam Group PLC Annual Report 2042 123

Unsolicited mail

The Company 1s legally obliged to make its share register
avallable to the general public Consequently, some
shareholders may receve unsclicited mail, including
comespondence from unauthcnsed nvesiment fims
Shareholders who wish to limtt the amount of unsolicited
mail they receive can contact

The Mailing Preference Service Freepost 29 LON20771
London W1E OZT

Further gudance on this 1ssue can also be found on the
Company's website at www costain com

ShareGift

The O Macintosh Foundation (ShareGift) operates a chanty
share donation scheme for shareholders with small parcels

of shares whose value makes It uneconomic to sell them
Detalls of the scheme are available on the ShareGift website
at www sharegift org Equiniti can provide stock transfer
forms on request Donating shares to chanty in this way gives
nise neither to a gan nor a loss for Capital Gans Tax purposes
This service is completely free of charge

Corporate Busmess review Overview
Governance

Financial
statements

=4
8
=]
n
E
a
=]
——
£
-
v
E =
-
o




124 Costain Group PLC Annual Report 2012

Other information

Contact us

A7 |

For shareholder information, For corporate responsibility, For corporate communications,
please contact. please contact please contact

Tracey Wood Catherine Warbnick Graham Read

Legal Director and Company Secretary Corporate Responsibiiity Director Communications Director
info@costan com info@costain com Info@costain com

We welcome your views I I I I !
|

Costain 1Is committed to engaging in dialogue with

all its stakeholders. We are actively encouraging feedback
on our Annual Report and would welcome any views you
may have A feedback response box has been provided
on the Annual Report microsite to enable you to comment

Website links:

www.costain.com
www.costain.com/investors
www.costain.com/responsibility
www.costain.com/annual-report-2012
www.costain.com/news




Designed and produced by The Ccllege www the-college com

Costain photographers Mike Doherty, front cover and page 124
{Catherina Warbrick) pages 1 8 9 |Bidston Moss Viaduct) pages 49

and 124 (Tracey Wood}, Phil Starling front cover (Dave Johnson and Shuly
Choudhury) pages 1 and 8 (Cliver O Brien) pages 1 and 10 (Dave
Johnson), pages 1 and 12 (Winny Oshodi), page 4 (Great Ormond Street
Hospital), page 5 {Investor Relations Society Award), Ed Tyler, pages 6,

14 44 48 51 (Costain Board Directors), page 124 (Graham Read) lan
Routledge pages 48 49 {Costain Board Directors) and Gustavo Ferran
Pro Light Studio page 49 {Samer G Yourus)

Additional photography Matt Aston, pages 1 10 11 {Reading Station),
Courtesy of Curtis Photography and Southem Water page 27 (cleaner
seas to Sussex), DBA Communications, pages 1, 12, 13 (Severn Trent
Costain), Darren Ruane, page 28 (M1 Junction 10-13 scheme) Bnan
Sherwen www bnansherwen co uk page 32 (Bndges to schools event)
Tandem TV & Film, page 35 (Achieving Excellence Awards)
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