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Continuing to lead,
succeed and innovate
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...DYy responding to
25 years of change

We maintain and improve homes as well
as care for the people who live in them.

Every day we carry out more than 6,000 repairs
to people’s homes. We also deliver over 8 million
hours of care every year to vulnerable people,

helping them to live In their own homes for longer.

Our history

Mears began bife in 1988 as a small, private building
contractor We entered the support services market in
1992 and after several key acquisitions, joined the London
Stock Exchange Man Market in 2008 Mears today employs
over 14,000 people across the UK In partnership with our
Social Housing clients, we maintain, repasr and upgrade the
homes of hundreds of thousands of people in communrties
from remote rural villages to targe inner-city estates

New contract biddings pages 16

and 18

L
Investing in people
pages 26 and 27

-_—
Company overview
pages Z to 11
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.
Our vision

Qur vision 15 to make a positive difference to the communities
we serve by improving homes, improving neighbourhoods and
improving lives

We do this by constantly striving to achieve the highest levels of
customer satisfaction, efficiency and effectivensss in the social
housing and home care services sectors

Qur approach s based on the development of outstanding partnerships
with employees, clients, tenants, service users, their families and the
wider community Success enables us to create great opportunities

for our employees and sustainable value for our shareholders

www.mearsgroup co uk
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Company overview
» 2012 highlights

2012 highlights

]
Group revenue {Em) Group operating profit (Em)*
£679.5m £33.7m
800 6795 30 31g 337
313
500 5890 25
od3d

400 4701 0 238

37J4 Fa)
300 15
200 10
100 5
0 0

2008 2008 2010 2011 2012 2008 2008 2010 2011 2012

]
Dwvidend per share (p) Order book (Ebn}
8.00p £3.8bn
7 250 %90 30 a8
8 aTS 25 .23
23
5 570 20
4 &35
15 o

a 6
2 0
1 115
o 0

2008 2000 2010 2011 2012 008 2009 2090 201 2012

—-_—

k4
Diluted earnings per share (p} Key performance

27.75p e

]
20 Five-year record
5 2775 page 104
piy
0 248
2161 * Before acqured intangble amortisation,
55 1859 exceptonal costs and the trading loss
10 of the recently acquired Mornson.
5 ™ Before acqured ntangible amortisaton,
0 eceplonal costs ard the tradng loss
2008 2000 2010 2011 2012 of the recently acquired Momson with
anadustment 1o reflect a full tax charge.
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Compary overview
» Our business model

01

Why our business is sustainable

Our focus is on maintaining excellence in service
delivery. This drives our increasing market share
and strong financial output.

Innovation, leadership and partnership

We partner with
the right people

Our success Is built on strong,
long-term partnerships with
Local Authorittes and Housing
Associations, as well as with
community groups, supply chain
partners, staff and our investors

A developmental approach

Our approach 1s based on the development of

outstanding partnerstups with employees, clierts,
tenants service users thew families and the wider
community Success enables us to create great
opportunities for our employees and sustanable
value for our shareholders

Local Authorrties

Housing Associations
Community groups
Supply cham partnerships

Staff

investors

MEARS

Mears Graup PLC Annual report and accounts 2012

We invest in
innovation

We focus on long-term outcomes
for people and invest in innovations
that make a positive iImpact on
therr quality of Ufe and on therr
communities’ social, econcrmical
and environmental wellbeing

Thought leadership

The challenges of detvenng service smprovements
at lower costs require innovative thinking and
extensive consultation between all stakeholders
Mears 15 urique In providing a range of services
that help address some of the major challenges
our county faces quality social housing, bullding
communites caring for the vulnerable

ard sustainability

Our services
are integrated

Mears today employs over

14,000 people across the UK

Hezalth and wellbeing, socialisation
and community ntegration and hormes
fii for purpose are all key elements
In keeping people living happily,
safely and securely at home

Care and repair

Integraung our range of sérvices brings distinct
advantages care services workers are uniguely
placed to identify potential problems or hazards
that could cause an accident and giving people
direct access to a complete range of services
enables preventative measures to be taken quickly

Repairs made every day

>6,000

Hours of care delivered per year

>8 million

wWww mearsgroup co uk
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Company overview
> Our business model continued

QOur values

We value our customers and communities,
putting the needs of our customers at the
heart of everything we do

We value teamwork, supporting each other
shanng ideas and never excluding cthers

We value personal responsibility, setting
and achieving consistently high standards

in our work and our conduct, and never
adopting a negative attitude

We value innovation, being nventive in our
approach and never allowing conventional
thinking or bureaucracy to get In the way

Our services are targeted towards

growing markets

Mears 1s uniquely placed to benefit from the expected growth in both
our core markets of Social Housing and Care As leaders in these sectors,
we will continue to innovate both In mproving service quality and In
finding long-term value for money solutions

Our markets
. ]

Social Housing

With several growth drivers in Sacial Housing,
including consclidation of Landlords and
Housing Associations, this trend leads to
Increasing opportunities for organisations
such as Mears

Social Housing operating profit

£24.0m

Care

The future of care s very positve Demographic
changes mean 17m more adults will require
care over the next 20 years A key factor is
the increasing role that the NHS 1s taking

IN JOINt COMMUISSICNING

Care operating profit

£9.3m

Maars Group PLC Annual repart and accounts 2(H2

We respond
to change

Our success In the past 25 years
1s down to an adaptable strategy
that puts customers first, values
quality leadership and benefits
from our market-leading position.

Making a posttive difference

Qur purpose 1s to make 2 positive difference to
the communities we serve We do this by constantly
strving to achieve the highest levels of customer
satisfaction efficiency and effectiveness in the
social housing and care sectors

Making people

Swile

-
Read our strategy in detail on
pages 6 and 7

www Mmearsgroup co.uk
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Company overview
> Our markets

02 Uniquely placed in growing markets

In the past 25 years we've grown to lead our markets and
will continue to set ourselves apart from the competition
through responding innovatively to opportunities.

Social Housing growth drivers and opportunities
= Reduction in key competitors
SOCI al « Rent increases and Housing Revenue Account reform
Hou S|n g « Demand for sccial dwellings exceeds supply
« More homes being built

+ Green refurbishments

Growth drivers and opportunities
affecting both markets

« hnovation
« Leadership

« Par{nership

Care growth drivers and opportunities
« Care at horme 15 usually most cost effective
= NHS and Social Care integration

Care « Prevention agenda

« Qutsourcing n-house services

« Importance of scale

Mears Group PLC Annual report end accounts 2012 www mearsgroup.co.uk




Company overview
> Our markets continued

05

-
Read more about our
Strategy review on
pages 6 and 7

Our approach to Social Housing

Within Social Housing, opportundtes for greater local investrment
in stock have been created by the reform of the Housing Revenue

Account The Government has also increased the incentives to buld

new stock to help address the huge backlog in demand fer Social
Homes We have seen weakness in our direct competitors, which
has helped mprove our already good bid win rates, with an increasing
demand from Social Landlords for innovative solutions given their
financial pressures

We will continue to lead this sector through

Innovating our services around the customer, building on
the 80% of tenants whe already rate our service as excellent

Making a positive contribution to local communities in terms
of employment and traning, tackling fuel poverty and bulding
social nclusion

Addressing new cppartunities in the enviconmental space and

with Social Landlords looking for new ways to meet the financial

challenges facing them

Our approach to Care

Within Care, we see opportunities In the planned reform of the health
and social care systerm, Inimproved commissioning approaches and
in the general consclidation of the market towards largsr, more efficent

suppliers We believe the move towards personalisation plays to
our service quality strength, as does the opportunity created
by this for more integrated housing and care services

We will continue to lead this sector through

= Integrating our Care and Social Housing services to gve
a unique and excellent service to vulnerable people

» Engaging with potrocal stakeholders to ensure that policy
creates opportunity to mprove the service to the vulnerable

Rolling out our new Care IT platform, which will improve
the efficiency of our serace delvery

Maintaining our investment in the training and development
of staff at all levels

Mears Group PLC Annual report and accounts 2012

Social Housing revenue (Em)

£504.7m

As a percentage of Group revenue

74%

Sociat Housing revenue (%)

500

5047
400

4150

300 355.3 3794

282
200 L

2008 2008 2010 2011 2012

Care revenue (%)
As a percentage of Group revenue

17%

Care revenue {(£m)

£112.6m

100 sage 1128
1004

40 546

2008 2009 2010 2011 202
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Company overview
> Qur strategy

Our strategic goals

We have a clear and effective strategy to strengthen
and leverage our two existing growth platforms
of Social Housing and Care.

We respond to
change through an
adaptable strategy
that puts service
for tenants first.

Our mission

Our mission 18 to be the market leader in
transforming the social housing and
dormiciltary care services environment
improving homes, improving neighbourhoods
and improving lives

| ]

More on how we measure our
performance can be found on
pages 8 to 11

Mears Group PLC Annual repart and accounts 2012

1
Quality leadership

«

2 Quality service yields competitive advantage
é The success of Mears 1s intrinsically bnked to
2 maintaining quality leadership in both our markets
bl For us, quality 1s a factor not only of direct cusicmer
§ satisfaction but also of the broader contributions
we make to the communities In which we work
= = Ganing external and internal recogrition
%n » Creating trusted partnerships for the long term
i « Bemng willing to share value
=
‘g « Focusing on quality with sustainable marging
z » Benchmarking ourselves versus cther sectors as well as our own
z
o = To stretch our customer satisfaction target where 80% of tenants
g regard our service as excellent
tsm « To exceed regulatory expectations within Care and Support as defined
o by Care Quality Commission (CQQ)
« To have market-leading contract retention levels
§ Percentage of people rating service as excellent
% Customer complaints
E New contract bidding success rate
<

Contract retention levels

Jobs completed on time

www mgarsgroup co.uk




07

Company overview
> Qur strategy continued
Our strategy for the last 25 years. of delverng
markst-leading customer service to indmduals
and ther communities, has been at the heart
of our consistent track record of growth.
2 ¥ 3 z

A customer-centric model

Market-leading performance

Putting our residents first

All our services will be designed around the direct input
of tenants and service users Whether it’s the services
we offer or the traning we give to staff, our first thought
will be the needs of our customers

Integrated in-house IT and financial management
for optimum performance

Mears' robust and sustainable performance 1s

built on a bedrock of first-rate, in-house developed

T management systems, rebust financial controls

and an expernienced management team

« Continuing to deliver a Serving Communities plan in every locality
in which we work

« Integrating our Care and Reparr services
+ Creating apprenticeships and work opportunities
« Putting residents at the front end of our service design

Ensuring timely and focused key perfermance indicators (KMs)
management and reporting

Providing a strong in-house [T development team giving market-leading
IT capability

Managing the supply chain through key partnerships

Focusing on fast and efficient contact mobilisation capability

«+ To further develop our leading approach to Serving Commuruties

« To demonstrate and deliver the benefits of ntegrating Care and
Repair services

« To bulld networks of residenits across the country to ensure
best practice 1s transferrad to the benefit of all

« To continue to establish our market-leading position

To maintain our longstanding delivery on margin and cash

To successfully roll out Mears' Care [T sysiemn

To continue excellent compliance with regulatory frameworks

Customer satisfaction levels where our services are integrated

Revenue growth

Number of community projects carried out

Operating margins

Number of apprenticeships and job experience opportunities

Profit to cash conversion

Levels of waste recycled

Normalised diluted earnings per share

Accident frequency rate

Order book growth

Mears Grovp PLC Annual report and accounts 2012
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Company overview
> Key performance indicators

How we measure our performance

Our KPls are our most important measures of success.
They're divided between service-delivery measures,
contract bidding measures and financial output.

Service delivery

Our service delivery leads the market and we continue to improve.

Percentage of people rating
our service as excellent

Customer complaints

Jobs completed on time

The sector in general collects

customer satisfaction data and reports
on the percentage of customers who rate
the service as satisfactory Given that we
are service leaders, it 1s not sufficient to
benchmark ourselves by these standards
Our measurernent i1s based on the percentage
of pecple who rate the service as excellent.
Wa conduct around 80000 surveys per year
by phone and directty with the customer via
our operatves’ hand-held device (PDAS)

Qur aim for this year was

>80%

Whilst we achieve high levels of service
excellence, 1t 1Is Important that we menitor
carefully the number of poor service incidents,
that we deal effectively with each individual
complaint and that we learn from underlying
trends We measure the number of complaints
as a percentage of reparr jobs delvered in
the period

Qur aim for this year was

<0.30%

Delvening to our promises 1S at the heart

of Mears Each of our contracts has specific
targets around job completion time based
on the nature of the work Emergency pobs are
typically undertaken same day while routing
work will be scheduled into overall work plans.
Having agreed the standards by type of work,
1t 15 obwiousty iImportant that we sbick to thermn

Our a:m for this year was

>92%

Qutcome 8 00/ Qutcome 0 290/ Outcome 920/
(o) - (o) (o)
80 04 100
80 7554 78% 7% 80% 80% 03 037% s, BO 5004 Q%% 194 Q2% g29%
032%  030% B0
4 02 o hm%
40
2 01 20
o 0 0
2008 2000 2010 2011 2012 2008 2009 2010 201 2012 2008 2009 2010 2011 2012

OQur aim for next year 1s

>80%

Mears Group PLC Annual report and eccounts 2012

Our aim for next year 1s <0.28%

Qur aim for next year 1s

>92%

WWW MEarsgroup.co wk
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Company overview
> Key performance mdicators continued

Contract bidding

We are recognised as being better, which drives our contract bidding success.

Social Housing new contract
success rate

Order book growth

Revenue secured

We tender £1-2bn of new opportunities each
year The average contract length)s around
s years in length In order to achieve our
arganic growth forecasts we monitor the
proportion of new contracts secured as

a proportion of total tendered works

Included in this performance measurg

are contract retentions on re-bid In addition
betng awarded contracts from new custormer
relatonships are key in arder to achieve
sustained growth

Qur aim for this year was

33%

We typically secure long-term contracts
withour clients Our Socal Housing contracts
average six years in duration and our Care
contracts are typically shorter at around

three years Our order book includes an
aggregate value of the future revenues that
have been secured and will be delivered in
future years We only place a value against
orders which are contractually secure and
where the delvery of the works are highly
probable We do not include Sociel Housing
frarmework arrangements wathin our order
book as the value 15 considered uncertan
The order book valuation excludes indexation
The order book, which includes contract
extensions, stretches to 2032 The order
book growth in 2012 was enhanced by

the transformational acguisiton of Mornson
which added around £08bn of secured orders.

Our aim for this year was

+10%

We typicalty secure long-term contracts
with our clients, with Social Housing and
Care contracts on average six years and
three years in duration respecinvely Typically
there 1s a peried of around three months
between the notification of the award and
commencement It 1s therefore imperative
that at the start of any financial year

a significant proportion of that years orders
are already securad At 31 December 2012,
our visibility of Social Housing revenues 1s
94% However, the Group visibility has been
significanty diluted by Other Services which
has secured only 50% of its consensus
forecast revenues for 2013

OQur aim for this year was

95%

Outcome 3 2 O/ Outcome I 3 1 0/ Qutcome 8 8 (y
30 35%

40 3% 2 T

0 - — 2 5% B0 op% . _gaer 93% 95% .

w 0% 20% P 60
30 1454 40

0 5 20

0 0 - 0

2008 2009 2010 201 2012 2008 2009 2010 2014 2012 2008 2009 2050 2om 2012

Our aim for next year 1s

33%

Meaars Group PLC Annual report and accounts 2012

Our aim for next year is

+10%

Our aim for next year 1s

95%
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Company overview
> Key performance indicators continued

L

4 How we measure our performance

Continued

Financial outputs

Our strong financial performance I1s a result of our differentiated service delivery

Social Housing mantenance
revenue — organic revenue growth

Social Housing —
operating margin

Care — revenue growth

Revenue represents the amounts due for
services provided dunng the year Inorder to
measure organic growth, we deduct reverwe
derved from assets that have been acquired
Whilst acquisitions form part of our growth
aspirations N Social Housing, we believe
that organe growth grves a better ndication
of busmess performance, as it 1s a purer
aggregation of market growth, success in
new contract bidding and contract retention
We also exclude the impact of revenues from
the Decent Homes inmiative as this area of
the business is short term in nature Our
key focus continues to be our long-term
NON-ChSCretionary, Maintenance revenues

Our aim for this year was

+10%
Qutcomne +1 9%

Social Housing operatnig margy gves a strong
indicaton of profitabxdity We continually mortor
our operating margn and manage our costs
base to ensure that our sennces are delvered
effiently Operating margin 1s struck before
amortisation, share-based payment charges
and exceptional iters We have consistently
delvered a higher margin than our competitors
This has been due in part to being selectve as
o which new contract opportunities we tender
Qur desira 15 to work with clients who focus
on quality and value for money, and not smply
the base pnice The marginis &lso an nchcation
as to the quality of our people and the qualty
of our systems

Our aim for this year was

5.7%
Outcome 5 .7 %

Revenue represents the amounts due for goods
and services provided during the year Our
strategy n Care 1S to grow our existing business
organrcally whilst matang further strategic
acquisitions 10 Ncrease the services that we
can offer to our clients Qur ambition 1s © be

1N a posion to provide & complete solution for
our senvice users Typically we look o acqure

a small, regional operation that possesses

a required specialism We then look te use
that acquisiton as a platform to tender more
contracts of this nature across the rest of
the UK We believe that the revenue growth
and operating margin perfermance indicators
cannot be considered singularly It 1s a fine
balance between growing the top line whilst
mairtairing our operating margin Whilst revenue
growth 1s a key performance measure, the
quality of our serwce delvery and our operating
miargin will atways take precedence

Our aim for this year was

5%
Outcome + 4%

2 82 60 -
25 420% Rt
20 58 81% B83% 8% 45
5 e 3%, 9B 58% 579 0
10 4% +1496
5 53 15
wh O uw

i S0 a +10%

2008 2009 2010 20M 2012 2008 2009 2010 201 2012 2008 2010 2011 2012
Our aim for next year I1s [s) Qur aim for next year IS o/* Qur aim for next year 1s 0,

+10 A) * A blend of 57% on the existing business 4l3 A) +2 A

Mears Group PLC Annual report and accounts 2012

10% on the acquired Mornson business

Www mearsgroup co uk
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Company overview
> Key performance indicators continued

Care — operating margin

Profit to cash conversion

Normalised diluted EPS

The Care operating margin gives a strong
indication of profitability We continually
monitor our operatng margin and manage
our costs base to ensure that our services
are delvered efficiently Operating margin

1 struck before amortisation, share-based
payment charges and exceptional items
Care rermains an environrment where services
continue to be purchased predominantly on
price We believe therefore that the revenue
growth and operating margin performance
indicators cannot be considered singularty
It 1s a fine balance between growing the top
line whilst at all tmes protecting our operating
margin The acquisition of the Supported
Living division of Choices Care provides

the Group the capabiities to deliver more
acute services that typically command

a hvgher margin

Our aim for this year was

8.0%

The efficiency with which the Group manages
working capital remains a cornerstone of
our business The Group closely monitors
the conversion of profit nto cash The key
measure 15 cash inflow from operating
actvities as a proportion of EBITA

Qur aim for this year was

80%

Nerrmalised earnings are stated

before exceptional costs and exclude the
amortsation of acqustion intang bles together
with an adjustrnent to reflect a full tax charge
We believe that a normalised diluted EPS
measure gves a true assessment of cperational
performance, the analysis of trends over time,
the comparnison of different businesses and the
prajecton of future performance The number
of shares in issue allows for the potentially
dilting impact of cutstanding share options

Our aim for this year was

+8.0%

Outcome 8 30/ Outcome 1 1 80/ Cutcome 6 70/

" (o] (0] + . (0]
. 120 15

B3% 100 118% 155%
5 75% B 80 103% 10 e
BI%% B5%% H25%
i 58% sow & 8.2%
40 8 £70

Z 20 43% O
a o] 0

2008 2009 2000 201 2012

8.0%

Our aim for next year 1s

Mears Group PLC Annual report and accounts 2012

2008 2009 2000 20m 2012

>80%

Our aim for next year 1

008 2008 2010 201 2012

+7.0%

Our aim for next year is
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Review of the year
> Chairman's statement

A year of significant progress

Mears identified significant strategic and operational synergy
benefits from the acquisition of Morrison. The acquisition
reinforces Mears’ position as the leading Social Housing

repairs and maintenance provider in the UK.

Bob Helt Chairman

In summary

= The demand for our services continues to be very strong, with a bid pipeline » excess
of £30bn with immedate bidding opportunities for contracts due to start in the
course of the next twetve months i the region of £17bn Order book has increased
to £3 8bn {2017 £2 9bn) driven by the transformational acquisiion of Morrison

«  We enter the current year with visibility of 88% of the £900m consensus revenue
forecast for 2013 Moreover we have visibility over 656% of the £950m consensus
revenue forecast for 2014 which demonstrates our strong position and the
long-term nature of our business

+  We expect our Social Housing business to continue to grow through further contract
wins, underpinned by our market-leading service delivery and where appropnate,
regional in-fill acquisiiions

+ Inour Care business, we will continue to move further up the acurty chain, pnncipalty
through acquistion This wall increase our atiiity to respond to growing opportunities
from heatth and sociat care outsourcing and the implementation of new localised
comrmissionng models

Mearg Group PLC Anmusal report and accounts 2012

{am delighted to report record results with
revenues of £679.5m (2011 £5830m), including
grawth in Social Housing and Care of 22% and
4% respectively Profit before tax pnor to the
inclusion of Morrison increased to £33 6m*
(2011 £315m) The normalised diuted earnings
per share on the same basis increased by
7% to 2775p* (2011 26 01p} The Board 1s
recommending a final dividend of 5 70p per
share (2011 535p) making 8 00p per share
for the year anincrease of 7%

| am particularly pleased with cur continuing
strang warking capital management with cash
generated from cperations as a propartion of
EBITA armounting to 118% (2011 85%) Cash
management continues to be a key focus
within the Group

2012 saw the transformationat acquisition

of Momison, our most significant Socsal Housing
competitor Mears dentified signficant strategic
and operatonal synergy benefits from the
acquisiton of Mormson The acquisition renforces
Mears' position as the leading Social Housing
repairs and mantenance provider n the UK
and sees the Groups order book Increase to
£3 8bn {2011 £29br) Mears has an excellent track
record In terms of service delivery and profitabny
and a strong track record of turning around,
ntegrating and extracting substantial value
from acquired businesses

* Before acquired intangible amortisation. exceptional costs
and the trading Loss of the recently acquired Mornson.

www.mearsgroup.co.uk



13

Review of the year
» Charrman's statement continued

Group revenue

£679.5m
(2011: £589.0m)

Order book

£3.8bn
(2011: £2.9bn)

In cur Care business, the focus has been to
balance delivering high quality service at
sustamable margns with service innovation

In 2012, this approach continued to resonate
with both our existing and new customers
Moreover we are starting to see new contracts
emerge which reflect the fundamental challenges
in care Whilst this evolution has been slower than
wea and many of our stakeholders would ke, t does
appear to have gathered momenturn in 2012
Throush the course of the year, we have been at
the forefront of change in the sector and rermain
strategically well placed to take advantage of

the current and long-term trends in care

Record order book

it should be remembered that Mears brought
about a significant change in how social housing
work is procured within a partnership arrangement.
These partnerships now underpin an order
book at £3 8bn The dernand for our services
continues to be very strong, with a bid pipetine
in excess of £3 0bn and with immediate bidding
opportunities for contracts due to start within
twelve months in the region of £17bn We enter
the current year with visibility of 86% of the
£902m consensus revenue forecast for 2013
Moreover we have visibility over 6% of the
£955m consensus revenus forecast for 2014
which demonstrates our strong position and
the long-term nature of our business

Mears Group PLC Annual report and accounts 2012

We are well placed to benefit from

the immedrate bid pipeline and the wider
contractng opportunites in our core markets
Gur relationship with our customers continues
to be strong and our partnenng ethos Is
recogrised and appreciated widely We are
delighted that customers chocse Mears in
awarding, as well as renewing, contracts

to the Group across an array of activities

Committed employees

I commend our employees for their
commitment and energy throughout another
signficant year for the Group | continue to be
impressed by the quality, professionalism and
loyalty displayed by our people We will return
this commitment with appropriate investment
in ther development Given we work In some
of the most deprived communities in the
UK, we take our respensitilities regarding
employment extremnety serausly

We currently have almost 400 people enrolled in
apprenticeship and Job experience programmes
within Mears We are proud of the many practical
and local opportunities we are able to create n
these challenging times

Positive outlook

We operate in rebust and defensive markets
where spend 15 largely non-discretionary

We continue to place great emphasis on winning
good quality contracts that can provide clear
and sustainable margins, whilst at the same
time providing a first class service and value
offering for our clients We will centinue to
differentiate ourselves through tenant-centric
customer service and proposition NNovations
developed in partnership with our customers
combxned with robust finances

We expect our Social Housing business to
continue to grow through further contract wins,
underpinned by our market-leading service delvery
and, where apprepriate, regonal n-fill acquisiuens
In our Care business we will continue to move
further up the acuity chain, pnncipally through
acquisition This will ncrease our ability to respond
0 growing opportunities from health and social
care cutsourceng and the mplementation of new
tocalised commissioning models We will look
to enhance and broaden our offering through
partnerships and acquisitions

I look forward to bringing you news of further
success during the coming year

Chairman
bob holt@mearsgroup co uk
9 April 2013
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Rewview of the year
> Chief Exacutive’s review

Driving towards excellence

Service quality remains our key differentiator. Whilst the Group
is delighted at the strong performance delivered in terms of
both new contract bidding and ultimately the financial outputs,
it is important to remember that it Is service quality that has

always underpinned our success.

Dawvid Miles Chief Executve Officer
In summary

« Group
Tihe acquesibon of Momson enhances Mears order book in terms of bothvolurmes and
contract profie and strengthens our abllity to secure larger tenders, Whilst the Mornson
contracts are curreritly generating an cperating loss, Mears has a strong track record
of twming around. integrating and extracting substantial velue from acquired businesses,
along with an excellent track record in terms of service delivery and profitabitity

« Social Housing
The year has seen the most intense period of new contract mobilisation in the Groups
hugtory with the commencement of nine new social housing contracts The mobilisation
phase of each of these contracts 18 now complete

+ Care
The Care division reported growth of 4% with revenues ncreasing to £12.5m 2011 £1085m)
and increased operating margins 10 83% (2011 8.0%) The growth v1 margin has been
achseved through identifying and delivening additional synergies together with a change
in sales mix as the dmision delivers some higher acuity and higher margin services

Mears Greup PLC Annual report and accounts 2012

Group performance

This has been another year of significant progress
We have seen the Group reinforce and further
consolidate 1ts market-leading position in the
Social Housing sector with the transformational
acquisition of Morrison our most significant
competitor The acquisition of Mornson enhances
Mears' crder book in terms of both volumes and
contract profile and strengthens our ability to
secure larger tenders The continued focus on
providing first class, value for money custormer
service through our partnership ethos has
ensured a better than expected retention rate
on the acquired Morrison business as well as
driving further new contract bidding success

Momson had encountered significant operatonal
challenges having pursued an aggressve growth
strategy at the expense of operating margn and
service delivery Whilst in aggregate the Mornson
contracts that we acquired are currently generating
an operating loss we are making good progress
i moving towards extracting value from these
contracts Mears has a strong track record of
turning around, ntegrating and extracting
substantal value from acquired businesses. along
with an excellent track record n terms of service
delvery and profitability Mears identfied sigrificant
strategc and operaticnal synergy benefits from the
acquisiton of Momson The penod since acqushion
has seen a positve reaction to the transaction
across the Morrisan client base We are now at
an advanced stage in restructunng the senior
operational management and social housing
support functons Whilst this has, as antiopated
realsed sgnificant financial synergees, it has also
provided an opportunity to combine the strengths
of both organisations and enhance operational
detvery and control. Cur operational, financial and
development platforms are stronger than ever

At Group level, revenues increased by 15%
to £6795m (2011 £589.0m), with organic growth
being 7% Operating profit before the acquisiton
of Morrison increased to £337m’ (2011 £336m%)
with operating margin reducing to 5.3% (2011.57%),
predominantly impacted by the operating losses
of £16m (2011 profit £1.3m} of the Other
Services division
* Bafore acquwed 1nangile AMOrUISAION, EXCENUONX COSTS

and share-based payments

WWw mearsgroup co.uk
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Review of the year
» Chief Executive's review continued

Social Housing revenue

£504.7m
(2011: £415.0m)

Care revenue

£112.6m
(2011: £108.5m)

“Mears has an excellent

track record in terms of
service detvery and profitability
and a strong track record of
trning around, ntegrating and
extracting substantial value
from acquired businesses”

Mears Group PLC Annual report and accounts 2012

Dvisional performance
2012

201

Operating Operating

fm Revenue profit* Margin Revenua profit~ Margn
Sacial Housing

(excluding Marrisan) 4597 263 57% 4150 239 58%
Care 1126 a3 83% 1085 87 80%
Other Services 623 {18) (2 5%) 655 13 19%
Result before

acquisition of Morrison 6345 340 5 4% 5890 338 57%
Share-based payments —_ 03) —_ — 02 —
Acquisition — Morrison 450 23) (51%) — — —
Total 6795 314 4 6% 5890 336 57%

* Before acqured intangible amortisation end exceptional costs

Social Housing

The 2012 financial year has seen the most
ntense period of new contract mobiisations

in the Group's history with the commencement

of nine new Social Housing centracts Each
mobilisation brought the additional challenge
of a new customer relatonship The mobilisation
phase of each of these contracts 1Is now complete.
Typically the Group anticipates a low margin from
a new contract dunng its mobilsation phase, this
being a trme when It 15 critical that the necessary
processes are put in place, whilst at the same
twne focusing on excellent customer service Whitst
these mobilisations gave a reduced margin in the
first half of the year, operating margins bounced
back in the second half of the year and the blended
full-year margin was i line with normal levels

The Social Housing business has continued to
perform well The Decent Homes programme 15
now substantially complete Mears has seen over
£900m of annualised Decent Homes revenues
drop away over the last three years, with 2012 beng
the final drop-off with a reduction of £32 1Tm in
revenues. Capital works, ncluding Decent Homes,
now contribute less than 10% of Social Housing
revenues It 5 pleasing that over the penod n which
the Decent Homes revenue has fallen away the
Group has successfully replaced this revenue with
higher quality non-discretionary mantenance
revenues. Our core Social Housing mantenance
operations reported organic growthof 19%

Sociat Housng Core Capaal
Em total mantenances propcts
2011 revenue 4150 3508 642
Impact of acquisitions 450 450 —
Decent Homes expiry (321) — (321)
Organic growth 768 668 100
2012 revenue 5047 4626 421
Crganic growth 19%
WWW Imearsgroup co uk
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Review of the year
> Chief Executive’s review continued

“We operate in robust and defensive markets where spend is

largely non-discretionary. We continue to place great emphasis
on winning good quality contracts that can provide clear and
sustainable margins, whilst at the same time providing a first
class service and value offering for our clients.”

Social Housing — new contract bidding

The Group has continued to experience significant success N winning new
contracts In Social Housing we have won 32% (by value) of all contracts bid
with a total value In excess of £380m The most significant awards include

United Welsh

Thus award 15 a substanual strategic partnership with United Welsh for an initial
period of eight years with an option to extend for a further seven years valued
at up to £145m over the 13-year period The contract includes a wide range of
services to the housing stock and estates covering eleven Local Authority regions
in Wales Services provided include responsive repairs, vords, gas servicing and
breakdown, fire servicing and installation, grounds mantenance, cleaning and
estate services The contract 15 due to commence in April 2013 and represents the
Group’s second significant contract award in Wales over the last twelve months

Richmond Housing Partnership

A contract with Richmond Housing Partnership to provide responsive reparrs,
gas reparrs and servicing, voids repairs and planned maintenance services to
circa B,700 properties This award 1s particularly pleasing given that this is a
renewal of our first matenal partnenng contract awarded to the Group back
In 2001 This demonstrates our SUCCESS N renewing contracts with exisung
clients The cantract, which is for a five-year period with an option to extend
for a further five years, 1s valued at £80m and will commence in Apnl 2013

London Borough of Southwark

This 1s a significant contract with Southwark Council following the early
termination with the Incumbent contractor This is for an initial one-year period
to provide responsive repairs and void maintenance to over 20,000 proparties
within the London Borough of Southwark This contract is valued at £11m and
commenced in Cctober 2012

Brunswick PFI

548, the Equitix-led partnership that includes Mears and Contour Homes,
has been officially confirmed as preferred bidder for the Brunswick PFl social
housing estate-based regeneration scheme which will nvelve the creauion of
a new residential neighbourhood in central Manchester Mears will refurbish
a further 853 homes and provide facliies management services under the
project The contract, which i1s expected to commence in Jung 2013, 1s valued
at £70m

Mears Group PLC Annual report and accounts 2012

Dvisional performance centinued

Social Housing continued

The Soctal Housing bid pipeline remains robust
which further supports our confidence that we
can continue to delver solid organc growth in both
the short and medium term The impact of the
acquisition of Mormson added revenues of £450m
The Group has been delighted at the positive
reacton of Momson customers to the acquisiton.
Annual revenues from Morrson in the future are
now anticpated to be in excess of £200m The
operating loss of £2 3m generated by Mormson

in the period between 7 Novernber 2012 and
the year end was in Line with expectations The
Group 15 optimiste that it can delver synerges

in excess of the £80m onginally forecast

as a result of combining the Social Housing
dwisional support functions Furthermore,

the Group anticipates increased profitablity
through enhanced operational delwery,
migration to the Groups Social Housing

[T platform and better procurement

I am delighted that our Socia! Housing dvision
continues to report improving service delivery
notwithstanding the high standards atready
being achievad The proporton of customers
rating our service as excellent stands at 80%
(2011 80%} Typrcally others in the sector
measure only satisfachon whereas our drive
has always been for excellence We have also
seen the lowest ever level of complants s a
percentage of work carned out across all work
types in the period, at 029% (2011 0.30%)
Service quality rermains our key differanbiator
Whilst the Group 1s delighted at the strong
performance delivered in terms of both new
cantract bidding and ulimately the financial
outputs, it 1s important to remember that itis
service quality that has always underpinned our
success | want to particularly highlight that the
Repairs and Maintenance arrmn of Mears became
the first major private sector contractor in the
housing industry to win the highly accredited
Government Customer Service Excellence
standard The accreditation covers all of our
Repairs and Maintenance branches in the UK

Www Mearsgroup ¢o Lk
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Review of the year
> Chief Executive's review continued

Service excellence*

80%
(2011: 80%)

Customer complatnts

0.29%

(2011: 0.30%)

* Percentage of people rating Mears sgrvice as excellent.

Care

The Board 15 pleased with the performance of the
Care dwision in terms of both the quality of service
delvery and its streng financial performance The
Care division reported growth of 4% with revenues
Increasing to £1126m (2011 £3085m) This growth
in Care revenues includes the full year impact
of the acquisition of Choices Community Care
{in adrinistration) which carme nto the Group in
August 2017 The undertying organic growth was
1% We had 100% contract retenbon in 2012 and
over half our new work was procured from new
custorners At the same time, we increased our
already impressive operating margin to 8.3%
(201 8%, a tremendous achievement gven
that the Care sector remains a challenging
environment, The growth m margn has been
achieved through identifying and delivering
addional synerges, together with a change

In sales mix as the dwision delivers some
twgher acuity and higher margin services

2012 has seen us respond 10, axd in SOMe cases
tead, ndustry change and service Innovation. We
have leveraged our Choices acquisition 1o address
supported Imng work, for nstance, helping people
with learning disabiliies We have led the way on
the development of the first care contracts where
vendor payments are based on the quality of the
ouizome for the recipient rather than the quantum
of the nputs clearly, these arrangements favour
& high quality service-delivery focused business
such as ours This has been a key area of focus for
Mears gven our expenence within Socal Housing
of this type of commussioning, which s much better
suited to rewarding quality Whilst still very much
in the minonty as a form of commissioning, 1t is
pleasing to see that the door has now been opened
We have secured work directly from the NHS

in 2012 n complex areas, such as coordinated
hospital discharge programmes This reflects
the trend towards the jont commissioning of
INHS and Local Authonty services. We contnue to
believe that a market-leading approach 1o service
quality and mnovation through the application of
technology puts the Group In a strong posibon

Mears Group PLC Annual report and accounts 2012

Whilst the immediate budget pressures and
structural change have stalled short-term
market growth, we cantinue to see this sector
as providing significant medium and long-term
growth opportunities

Other Services

Mears’ Other Services predominantly comprises
its Mechamical & Electncal (M&E) operation This
dwision has experienced particularly challenging
trading conditions durning the second half of 2012
which show ne signs of abating in 2013 The MZE
environment 1s currently highly competitive and
pricing 15 keen The Group will not change tts pricing
maodel in response 1o the current challenges,
nstead the dvision 1s being downsized te match
the orders currently secured Notwithstanding this
the M&E pipeline continues to nclude a number of
sgnificant opportunites The M&E dmision reported
an operatng loss of £16m (2011 profit £13m)
Whilst the financial performance of the M&E
dmision 1s disappointing, the Group 1s responding
to these challenges te ensure that this division
does not continue to trade at a loss for an
extended period

Energy saving and environmental
opportunities

The Government continues to look for
solutions to tackle fuel poverty and carbon
reduction challenges in housing. The flagship
poticy for this s the Green Deal, launched n
January 2013, which includes a new Energy
Company Obligation (ECO) to replace the
existing CESP and CERT schemes

January 2013 saw us completing one of the
largest Fuel Poverty schemes in the UK within
the Charlton Tnangle in London This £15m scheme
has reduced the average fuel bill of a tenant by
between £300 and £660 per year Large schemes
are also being conducted in Preston and Glasgow
where Mears has obtamed funding for the
benefit of our chients m these two cities

Wa have already obtaned the key accreditatons
needad for us o particpate fully in ths growng

opportunity, particularly around ECO, and are
forging strong relationships with energy prowders
to ensure our clients get the maximum benefit
possible from this new funding sourca Given
our scale and reach, we are well placed to fulfil
our ambibon to become the teading provider of
ECO-based solubions to the Social Housing sector

Sector developments

Social Housing

In 2012 those Local Authorities which have
retaned therr council housing function saw the
finance of their operations being brought onto a
smilar footing to that of Housing Associations
This new decentralised decision making has
put Local Authorities in the driving seat for
determining the future of the direct local
housing offer they can make to their
communities This may, in 2013 and beyond,
lead to an increasing level of new housing
Housing Associatians, together with the
Government s Homes and Commurities Agency,
have been acclimatising to the new affordable
rent regime This hybrid rental approach, which
bridges the sociat rent to private rent gap I1s
achallenge to their business plans It is the
private rental sector that currently promises
to respond to the future housing needs of the
country in the most flexable way Mears will
continue ts active exploration of this dynam:c
area of the housing market, bulding on the
arrangements we have In place servicing

Fizzy Lving, Thames Valley Housings

private renting programme

Both Local Authorries and Housing Associations
will be preparing for the impact of the Welfare
Reform, which wilt n many cases change the
relationship between tenants and landlords
We will be looking at how we can assist in
making the new arrangements work for both
parties As in previous yaars we will be very
careful with regards io which epportunities
we pursue to ensure that we mantain our
commitment to high quality, reliable services
to bath clients and tenants alike

Wwiw mearsgroup ¢o uk

-t

MOIAIOAL AURTILIOD

£2-2

1804 014} J0 MDIADY

6y-82

wauBneE e1e)0di0n)

¥01-08
Sluewelrs [euveuy



18

Review of the year
> Chief Executive's review continued

“We have led the way on the development of the first Care contracts
where vendor payments are based on the quality of the outcome
rather than the quantity of the inputs; clearly, these arrangements
favour a high quality, service-delivery focused business like ours.”

New contract bidding — Care

In Care, contract bidding success rate (by value) of all contracts bid was 57%
of all contracts bid amounting te a total value of £63m including

Cambridgeshire County Council

A strategic partnership to work alongside the Council to fmd new innovative ways
1o Improve services The contract term s five years with a potential for a further
two-year extension Over 30 providers are being removed from the Cambridgeshire
Framework as part of this tender Annual revenues with Cambridgeshire are
expected to grow from £2m to £3m, with further upside potential

Stoke-on-Trent

A contract worth £2 4 over three years This 1s a new client for Mears and

one which was particularty impressed by Mears integrated approach to housing
and care as wetl as our innovative thinking around commissioning for outcomes
A new branch has been established in the City and we will use this as a hub for
other emerging opportunities throughout the area including within housing

Brighton and Hove Crty Council

We have more than doubled our existing work in Brighton following a further
contract win worth £3 7m over three ysars This 1s an excring opportunity gven
our strong housing presence in the City We are joining up our sarvice to provide
a Care and Repar service to those peopla who live in Social Housing properties
where we are also providing Care

Newham

This 15 a contract worth E41m aver two years, with over 3,000 hours of care
per week for independent Imng support services, providing personal support
for adults including those with enhanced needs

We have continued to develop our partnership thinking into new areas Our work
wath Tunstall on the implementation of the largest telecare project in the UK
has gone very well and 1s attracting interest from other councils, following
the Government’s stated intent to drive the use of assistive technology

We have also secured a contract with Albanz Global Assistance who 1s looking to
add Personal Care at Horne onte Personal Accident Plans, so in the event of an
acoident, not onty will the customer receve a cash pay out, they will also recene
physical support with a Personal Care at Home package to support them through
therr rehabilitation penod Whilst we have not placed a value upon this wathin
our order book, 1t 1s potentially a sigmificant new opportunity

Mears Group PLC Annual report and accounts 2012

Sector developments conunued

Care

Across the Group we continue to see both the
advantages of joined up service provision that
pulls agencies and partners together acress
the health, care and housing sectors and the
shortfalls when this approach 1s absent

We appreciate that the Governments, and
many progressive agencies share this
objective but 1t 15 not yet a common reality

The nature of our nations ageing population
rneans that the Government s role in the provision
of care services will always be core to s success
There are currently 10000 people aged over 100
inthe UK This figure 1s estimated to grow to in
esxcess of Tm by 2070 Although this 1s recogrused
across the political spectrum we are stilt some
way away from the new finanaial policy framawork
that the Dilnot review advocated in late 2010

We are acutely aware that public spending 1s
being necessarily constraned and that Local
Authonities are in a tough position, faced with
demand from therr communities yet having
increasngly constrained resources Despite
this we have seen signs of real and actve
consideration of value for money as opposed
to Just unit cost, through cutcome-based
care commissionng and we have witnessed
the positive impact this has had on
indwidual clients

These enlghtened approaches are stilt not
commonplace In this regard we were pleasad
to support the Local Government Information Unit
(LGIL) on a jortt study published n the autumn,
on this topic — Qutcomes Matter Effectve
Commissioning n Domicitiary Care This research
re-affirmed that although there 18 iIncreasing
awareness of the benefits of outcome focused
care packages, day-to-day practices are

still input dominated

www mearsgroup co uk
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Review of the year
> Chief Executive’s review continued

Safety training delivered

19,000hrs

By SHE department

Jobs completed on time

92%
(2011: 92%)

In these constrained times we expect Care
and Repair services to become more valuable
as they intervene sarly are highly cost effectve
and are a simple and straghtforward way
of enabling vulnerable and older people to
be assisted to erther remawn comfortably

in their own homes or sensibly move to

mere appropriate housing

An example of this approach s the innovative
housing options service Mears delivers across
Dorset in association with the County Counc, the
sk District Councils and in partnership with the
NHS and Adult Social Care We provide support,
information and advocacy to help people make an
informed deaision on therr future accommodation
needs Should this resutt in thermn deciding not to
move we can often help them to stay within therr
own homes by installing aids and adaptations
to make ther current home more manageable
for the future

Safety, health and environment (SHE)

The year 2012 not only proved to be a safer year
than 2011 but we &lso trained more operatives
and managers, iImproved our recycling rates and
reduced our waste costs In 2012 we introduced
new systems and procedures In response o new
legislation and raised the KP! targets for all SHE
staff We achieved the RoSPA President’s Award
for ten consecutrve gold medals Whilst the nurmber
of employees increased, our accidents have
reduced by around 8%

Through our partnership with Network Waste
we have improved our recycling rates to over 90%

Through development of in-house courses

not only are we now bringing more specific
courses to our workiorce but also reducing our
traning costs We have continued to mcrease
our focus on safety within our Care division
thorough enhanced training together with new
procedures and monitoring systems Over the
course of the year, the SHE department has
delvered over 19,000 hours of safety traning
to both Mears employees and clients staff

Mears Group PLC Annual report and accounts 2012

Traiming and development

In 2012 we cemented our commitment to
developing cur people by establishing a new
carporate learning and development strategy
and centrat team As we continue to grow, the
strategy will ensure that best practice 1s shared
across the business, that acteity represents
value for meney and that we have in place
structured plans that will support the needs
and future growth of the Group

We will continue to invest in the future
generation of success At the beginning of
2013, Mears employed almost 400 apprentices,
boosted by the acquisition of Mornison As the
2012 graduate tranees prepare to complets
therr programme, we have committed to a 2013
intake of high potential people who will benefit
from two years of intensve development to
prepare them for rales as future leaders of

our business In addition, our corporate strategy
includes the establishment of an internal talent
schema which will recognise the potential of
our existing workforce and maximise the
retention of our most promising people

We are delighted to have been awarded
National Skills Academy Status by the
Construction Industry Training Board in
five regions of the UK This will attract
significant addibonal funding each year
for three years through a programme of
planned skills development This includes
supporting our supply chain to develop
their capability to support the Group through
formal qualifications and improved leadership
and management skills it also complernents
our existing comprehensve programme of
community investment by recognising the
value of work experience, apprenticeships
and support for school and college students

In earty 2013 we will re-launch our techrical
training centre from a Welwyn base The centre
provides up-skiling across a wide range of trade
disciplines in a cost-effective way helping to
increase productrvity quality and efficiency

We are also introducing a Future Leaders
Scheme’ to encourage the stars of the future,
whether they are graduates or non-graduates,
to join the Mears family They will spend time

n vanous areas of the business and be mentored
by existing leaders and this will form part of

our commitment to succession planning and
talent development within the Group

Qur communittes

We have cperations throughout the UK and

all our branches are dedicated to helping to
improve people's lives We work in some of
the most socially deprved areas of the country
and so we feel a strong sense of responsibiity
toward the wider community Helping a
cammunity to thrive increases the quality

of Uife for residents and supports community
cohesion and development Cormnmitment

to local communities 1s seen at every level
of the organisation and during 2012 our staff
volunteered over 22,000 hours and supported
around 650 community projects across the UK

David Miles

Chief Executive Officer
david mies@mearsgroup co uk
9 Apnil 2013
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Review of the year
> Financial review

Managing risk and financial control

This Financial Review provides further key information in respect
of the financial performance and financial position of the Group.

Andrew Smith Finance Director
In summary

= Earmings
The normalised diluted EPS, before the impact of the Morrison acquisitian,
increased by 77% to 2775p (2011 26 01p) The normalised diluted EPS after
the impact of the Mornson acquisiton mereased to 26 06p (2011 26 01p)

+« Dividend
The Board remains confident in the future opportunsties in its growth markets
and conseqguently expects to be able to continue to follow a progressve dwvidend
policy The Board has recommended a dmdend for the year of 8 C0p (2011 750p)
a 67% increase

= Cash
The efficiency withwhich the Group manages working capial remains a comerstone
of our business The Group's cenversion of operating profit to cash in the period was
118% (2011 85%). During a period which has delvered significant organic growth,
the cash performance has been outstanding.

Mears Group PLC Annuat report and accounts 2012

Financial performance

This Financial Review provides further

key information n respect of the financial
performance and financial position of the
Group, to the extent that this is not already
covered within the Chief Executive’s Review

Exceptional costs
Costs of £2 9m (2011 £3 1m) were considered to
ba non-recuming and exceptional In nature Notabily'

« During the year, the Group completed the
acquisibon of Morrison Facilities Services
Limited Transaction costs associated with
this acquisition amounted to £0 8m and were
expensed in the penod The costs relating to
the acquisiton would previousty have been
capitalised and included within goodwill

+ The Group neurred ntegration and restructuring
costs of £2.0m relating te the acquistion
‘The Group dentified significant synerges from
the combnation of two leading Social Housing
mantenance providers The majponty of the
efficiencies are expected to be generated from
the combination of the two support service
functions. The costs incurred relate to redundancy
costs together with office closure costs. Gven
the acquisiticn was cormpleted late in 2012,
much of the cost of integrabion wil be incurred
In 2013 As previously signalled, we antcipate
the final cost of integration across both
years will be in the region of £80m

Amortisation of acquistion intangibles

A charge for amorisabion of acquisibon ntangbles
of £8.0m {2011 £78m) arose in the penod This
charge relates to a number of acquisitions in
both Socal Housing arvd Care over the recent years
The acquisition of Marnison has resulted in the
idenuficaton of acquisiion ntangibles of £20.3m
This resulted m a small ncrease N amortisation in
the peried given that the acquisiion was completed
late in the year The charge n 2013 will increase
significantly reflecting a full-year effect.

WWW Mearsgroup.co uk
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Review of the year
» Financial review continued

Group revenue

£679.5m
(2011: £589.0m)

Net finance income/{charge)

Net finance incoma of £0 2m has been
recognised in the year (2011 £2 1m charge)

The finance cost i respect of bank borrowings
was £2 7m of which £2 8m related to existing
actmvities (2011 £2 4m} Whilst the Group has
provided debt funding to complete the acquisitions
of Choces Community Care mAugust 2011 and
Mernson Facilines Services it Novermber 2012,
together with the additional working caprtal
requred to fund the organic growth achseved
dunng the penod, it is pleasing that the average
net debt has reduced to £570m (2011 £685m)
Whilst the Group has reported a small increase in
the cost of bank bormowing, this charge represents
a posiive variance of £05m to management's
ongnal forecasts and Is reward for the strong
working capital performance through the perod

The net finance Income in respect of the
defined benefit pension scherme was £30m
of which £2 5m related to existing acivities
(2011 £0.3m) This income 1s broadly in line
with expectations The Group reported an
income of £0 8m at the half year and this
income has increased further during the
second half year reflecting the ncreasing
number of defined benefit pension schemes
to which the Group 1s participating foltowing
the high number of new contract start-ups

The finance cost In respect of bark borrowings
was £01m and finance income in respect of
defined benefit pension schemes was £05m

in the penicd since 7 November 2012 relating

to the acquired Morrison activities

In 2013 with the adopton of the revised pension
accounting standardg (IAS 12R), the Group will be
required to restate the 2012 Income Statement
whuch will result in a reduction in the net finance
ncome In respect of defined benefit pension
schemes by £2 3m to £07m The net finance
income will reduce from £0 2m to a charge

of £21m

Mears Group PLC Annual report and accounts 2012

Financial performance

2012 2011
Crange Crange
Exlsting  Acquwed Tatal Total existing tatal
£m £m £m % %
Group revenue 6345 450 6795 5800 +8%  +15%
Operang profit before
exceptional costs* 337 (23) 314 336 — (6%)
Profit before tax and
before exceptional costs* 336 (19) 17 315 +7% +H1%
Profit before tax* 336 (48) 288 284 +18% +1%
* Pre amor tisation of acquisiion mtangibles
Earnings per share (EPS)
2012 2011 Crange
P r %
Normalised diluted earmings per share before the losses
generated from the Mornison acquisition™ 2775 2601 +67%
Normalised diluted earnings per share* 2606 2601 —
Dridend per share*= 800 750 467%

* Before exceptional costs and pre amortisation of acguisition intangibles and based on a normalised tax

chargaof 245%
** Including a proposed final dvidend of 5 70p per share

Cash performance

2012 2011
£m £m
Operating profit before amaortisation 286 305
Costs of acquisition o8 —
Exceptional costs with no 2012 cash impact 19 —
Adjusted EBITA 313 305
Cash inflow from operating actmties before taxation 37 258
Cash conversion 118% 85%
Net debt at balance sheet date 124 134
Average daly net debt 570 585
Balance sheet
2012 20m
£m £m
Goodwill and Intangible assets 163 6 1275
Property, plant and equiprment 160 127
Irventories 118 125
Trade recevables 1831 1275
Trade payables {(1990) (1050}
Net debt {12.4) (134)
Deferred cons:deration {13) ©9)
Cash flow hedge (25) 17
Pension 6.4 (5.8}
Taxation 31 {06}
Net assets 688 1518

WY Mearsgroup.ca uk
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Review of the year
> Financsal review continued

“The Board remains confident in the future opportunities in
its growth markets and consequently expects to be able to
continue to follow a progressive dividend policy™.

Tax expense

A tax charge of £15m has been provided

(2011 £37m) The effective current corporation
tax ratg recognised in the Income Staternent
before adjustments for deferred tax s 153%
(2011 22 1%} The effective current corporation
tax rate 1s significantly lower than the headling
rate due to a deferred tax credit in respect of
the amartisation of acquisition ntangibles of
£11m a non-taxable pension benefit of E30m
and a corporation tax deduction in respect of
the exercise of share options of £75m

Earmings per share (EPS)

The normalised diluted EPS, which

allows for the potential dituting impact of
outstanding share options, before the impact

of the Mornsen acquisibon, Increased by 67%

to 2775p (2011 26 01p) The normalised diluted
EPS after the mpact of the Momison acquisiton
increased to 26.06p (2011 2601p) Normalised
earnings are stated before exceptional costs and
exclude the amortisation of acquisiton ntangibles
together wath an adjustment to reflect a full tax
charge of 245% (2011 265%) We believe that ths

Acquisttions and intangible assets

The value of goodwill and other denufied intangibles carned within the balance sheet s £1636m
(2011 £1275m) The signficant increase during the period was as a result of the acquisibon of
Mornson with consxderation of £24.0m beng paid n return for tangible net labilites of £146m
The Morrison intangible asset was recognised, net of deferred tax, at £156m with the remaning
excess of £23 Im recognised within goodwill A balance of £8.0r (2011 £78m) of amortisation
was charged to the Income Statement dunng the penod

Acquisitions

Mears acquired 100% of the share capital of Mornson Facilibes Services Limited (Morrison)
from Mornison ple, a subsidiary of Anglian Water Group Limited (8WG) for a total consideration
of £240m of which £160m was funded by cash and the balance of £80m through the 1ssue
of 2833489 shares AWG has undertaken not to dispose of the new Mears shares before

7 November 2013

Morrison provides repairs and maintenance services to social housing clients in England
and Scotland

For the year ended 31 March 2012, Morrison reported turnover of £290 9m and an operating
loss, before exceptional costs, of £76m Prior to the acquisiion, Mornsen had completed
a restructure and exited a number of manly loss-making contracts which reduced the
operating loss Mears has dentified a total of £8 m of synergies the majority of which

1 would expect to achieve during the 2013 financial year and the balance durning 2014

In order to achieve these synergies it 1$ expected to incur around £8 0m of one-off
restructuring These synergies are largely derived from overlapping operational

Support Services
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normalised diluted EPS measure better allows
the assessment of operational performance,
the analyss of trends over tme, the comparison
of different businesses and the projection of
future performance

Dividend policy

The Board remans confident n the future
opportunities in 1ts growth markets and
consequently expects to be able to continue

to follow a progressive dvdend policy The
Board has recommended a final dvidend of
570p per share which, combined with the intenm
dwidend, gives a total dwidend for the year of
800p (2011 750p), a6 7% increase Tha dvdend
15 payable on 2 July 2013 to shareholders on
the register on 4 June 2013 The dwvidend 1s
covered 325 umes by normalised diluted
earnings per share

Cash performance

The efficiency with which the Group manages
woarking capital remans a cornerstone of our
business The Group's conversion of operating
profit for the year before tax and pre amortisation
to cash in the penod was 118% (2011 85%). The
Group has consistently set high standards of
working capital management and high levels

of corversion of profit Into cash Dunng a penod
which has delivered sigruficant organic growth,
the cash performance has been excellent

Our net debt position at 31 December 2012 was
£12 4m (2011 £13 4m) Whilst the year end cash
position was pteasing, typically the accounting
perod end reports a low debt balance when
compared to the rest of the year A far more
important metne 1s the Groups daily net debt
balances which provide a better indication of
working capital management The average net
debt over the year, adjusted for the impact of
Morrison, amourntted to £570m (2011 £585m)
The acquisition of Mornson utilised £16m in
respect of consideration and a further £4m

in respect of working capital Gven the trming
of the non-trading outflows, a better indicator
of core debt at the year end 1s n the regon of
£75m (2011 £60m) We have always been and
reman conservative in respect of our appetite
for debt.

www.mearsgroup co uk
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Rewview of the year
> Financal review continued

Diluted earnings per share*

27.75p
(2011: 26.01p)

Dividend per share*

8.00p
(2011: 7.50p)

Group operating profit*

£33.7m
(2011: £33.6m)

* Bafore acquired Intangible amortsation,
exceplions costs and the trading loss of
the recently acquired Mamison and adpusted

* Including a propesed final dvdend of 5 70p
per share

* Bafore acquired intangibte amortsation,
excepiuonal cosls share based payments
and the trading loss of the recently

to reflect a full tax charge acquired Marmison
Pensions
Cash conversion {EBITA)
2012 201
£m £m o
Pension asseat 140 — 1 1 8 /O
Pension liability (57) &8) - 0,
Net asset/(labiity} 83 ©8) (201 1 » 85 /0)

The Group has a £120m unsecured revolving credit
facility and an additional accordion mecharusm
allowing the facility to be ncreased to a maxamum
of £160m This facility which runs to July 2016
provides sufficient fundng headroom for the Group
The Group cantinues 1o enyoy a strong relatonship
with both its bankers Barclays and HSBC

Other trading balances

The Group capital expenditure of £3 9m
(2011 £40m) relates to [T hardware, other
office equipment and tha refurbishment

of new office premises Predominantly all
our plant and machinery 1s hired and motor
vehicles are subject to operating leases
and hence are not inctuded within capital
expenditure or recognised as an asset within
the balance sheet in addition development
expenditure was incurred N developing the
in-house [T platform of £11m (2011 £14m)

Abalance of £28m (2011 £2 4m) 15 ncluded
within non-current trade and other recenvables.
This relates to sales retentions in retation to
our M&E actmities within cur Other Services
dmsion Thes s normal practice within that sector,
where a small percentage of the contract sum
15 withheld for a short peniod This is typically
settled twelve months after the completion
of works

Trade recewvables and inventories increased

to £1949m (2011 £1400m) and trade payables
have increased to £1990m (2011 £1059m) Both
these increases are driven predominantly by the
acquisiton of Mornson Excluding the impact of
Morrison, trade recevables and trade payables

Mears Group PLC Annual report and accounts 2012

increased by 8% and 12% respectively which
have increased as a result of organic growth
achieved by the Group

Total shareholders equity rose by £170m to
£168.8m at 31 December 2012 The increase
In net assets is the result of a combination
of retained profits together with the 1ssue of
3 4m shares on the exercise of share options
and a further 2 8m shares to part-fund the
acquisition of Mornison

Pensions

The Group participates in two principal

Group pension schemes (2011 one) together
with a further 28 (2011 14) ndwiduat defined
benefit schemes where the Group has receved
Admitted Body Status in a Local Government
Pension Scheme At the point of tendenng for
new contract opportunities the Group saeks
to mimimise 1ts exposure to future changes in
the required pension contribution rates and to
future labilities resulting from scheme deficits

The increase in the asset in respect of the
defined benefit pension schermes relates to the
asset acquired as a result of the acquisition of
Morrison Facilibes Services Limited The AS 19
actuanal valuations for the other schemes as
at 31 Decernber 2012 reported a reduction

in the pension tiability by £01m

The Group continues to comply with a repayment
plan with the trustees of the Mears Group scheme
at £09m per annurmn for a penod of nine yearswith
aview to the scheme being fully furnded by 2020

Corporate governance

Mears has reported strong growth over its

17 years as a listed company Fundamental
to this success has been our ability to identify
and manage both risks and epportunities in

a constantly changing environment Qver the
course of 2012 significant resource has been
directed towards carporate governance, with
particular focus being gven to significantly
erhancing tha Group nsk management process
that will ensure a uniform approach across all

our bUSLISS to @:ntlfy and mitigate risk

Andrew Smith

Finance Director

andrew smith@mearsgroup co uk
g Apnl 2013
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Review of the year
> Risk management

Robust risk management

The effective management of risks is a key feature in the continuing
success of the Mears Group. Our approach is to identify principal
risks and robustly mitigate the impact of these risks through

a Group risk management process.

Risk and description

Macroeconomy
Mears pnmary markets are subject to Government legislation and are depandent an
the poltical environment, local or nationa, including public sector policy and funding

Any changes in policy or tegislation that reduce expenditure during the Ufe of
contracts could have a detnmental effect on the Compary s business Also other
market factors could damage business, e g economic fallures and stock levels

Mitigation

= Awareness of and responsveness to market developments, eg developing
managed in-sourcing and joint venture products to gve choice to clients

Business strategy — dversity of markets expanding from the onginal
Social Housing sector business

= Innevation around Gevernmen polcy
Pensions policy to limit babilty

People
Mears 15 dependent on the management team along with a skilled and motivated
workforce otherwise the delivery of business objectives will be jeapardised

Mears sees sound commercial management of contracts ard the business
as a whole as essential to our objectives

Management expertise is retained to mantain the right balance between our
customer-centnc culture and our commencial requirements We atways want to
prowde value for money as well as legitmately bill our ¢lents and at the same
ume achieve operating efficiency drawing from best practice

New Group Learning & Development strategy with a strong central tearmn

« Recrutment and selection critena for all appantments

High quality pecple to be secured and retamed in key positsons

Training programmes supplied and we have lnvestor i Peaple certification
+ Formmal assessment/capablity testing for key managerment appontments

« Succession planning for key positions

Expanded the Groups Senor Management Team to cope with existing
and new business

«» Business unit budgets and regular monitonng of profit and boss performance
and cash conversion

Risk mitigation plans shewing Group, branch and regional bnes of defence

Reputation
The utimate success of Mears relies upon maintaining a positive reputation n the publc
and amongst all stakeholders,

Negative actions behaviour service and resudts will damage the business reputabon
and will affect the future of Mears This Includes risk of negatve publicity from actions
of employees and supplers.

Thes could arise, emongst other reasons from inappropnate cornmunications,
waccurate chert reporting or poor care and poor attantion to vidnerable custormers

+ Strengthened corporata governance

Clear communications policy and strategy with a new Group Scheme
of Delegated Authonty Daly Mears Matters news email and quarterly top
80 managers meetngs, which are cascaded to all employees

Internal auditing of KPI reporting
Care nsk plan for dealing with vulnerable customers
Comprehensive health and safety policy and safe systems of working

= Com| of babery and corrupbon legisiabon, whistieblovang policy

internat audt resources
Upgrading of Group Fraud Risk Management Plan and ant-fraud policy

*

Liguidity

There 15 a noticeable increase in client and market focus in the financial strength

of the companies trading within the Groups core business sectors due to a number
of man peer contractors going Into lquidation

Various stakeholders require reassurance that the Company has strong liquidity nsk
management including a fong-term funding facilty and the generation of sufficent
cash from trading. Resks anse from short-term cash flow movements and renewat
risk on maturity of faclites

Maars Group PLC Annual raport and accounts 2012

News funding faciity secured in 2011 to service the Group s needs unti 2016,
target refinance one year before maturity

.

Business unit budgets and regular monrtaring of financial performance

tong-term iquidity - annual cash flow forecasts for visibiity of funding
ant compliance with baniing covenants

Short-term bquedity - weekly three-month rolling cash flow forecast and detaited
variance analysis

Robust management. of work in progress and debt

= Proactve dentification of potential bad detit and management plans
put in place batween operations and finance teams

WwWw Mmearsgroup.co uk
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Review of the year
> Risk management continued

Risk and description

Health and safety

Mears services and operabons invohwe a senes of high nsk actvities ranging from
dealing wath vulnerable customers in need of care to our bulding related services
& g. working at heights, working with gas and electncity and dealing with asbestos
Failure to have robust and safe systems of work coutd lead to serious personal
Injury or fatality

Mitigation

+ Strong Group and regienal safety, health and ermronmental (SHE) teams
= Comprehensive safe systems of work and rsk rrvgation plans

Internal SHE auditing and third party external validation

Regular SHE commumication and a national conference

Traiming of operations staff and the rvotvement of subcontractors

« Annual Group SHE strategy and plan

» Close molvernent with regional and branch management

Business retention and new business
A strong bid pipeline and order bock are both essential to the success of the business

Risk management planning i1s needed to ensure new tenders are won and
existing contracts are retaned Successful re-tendering requires a cormbination
of competitive pricing and client confidence in quality proposals based on
evidence of historical delivery

Strong Group Business Development team
Bid project managsment process with assigned bid leader

Expanding td governance process under consoldated scheme of delegated
authorty induding audits

Rigk plant to respond to sub-optimal market pncing

Commercial review of efficiency of delivery model for re-tendenng and a plan
to achieve best efficency rates

» Regoonal Managng Dvectors performance review and clent/managerment relatonshps
Contract development/improvernent plans

Business continurty

Mears recognises that there are considerable nisks of business continuity in certain
locations within our markets which could be caused by nating terronsm and natural
catastrophe n additon there are geographical nsks that could threaten our business

infrastructure, e.g. telecommunications failures

Vilnerable people depend upon our services hence we must have disaster recovery
and business continuity plans

IT disaster recovery plan and back-up systermns faclity remote to business uniis
« Business continuity plans for each reglonal/business unit it progress

Drsaster sconano management training
Data back-up facility and protocol
Drsaster recovery and business continutty plans o be tested annually

Legal and regulatory

The Group s subject to numerous tax lsgal and regutatory requirements

A breach of any of these could result in legal proceed ngs, impoesition of financial
and cther penalties or investigations, taking management focus away from
core business and therefore disrupting the business

» Provision of nformation across the business about new laws and regulations
Head of Legal Services remit with an expanded team and external support
Induction of staff

Traiming of key staff on developments ncluding the Bribery Act 2010

Policies and procedures issued and controls to comply with laws and regulations
- Risk assessments

»

Internal governarice coritrol and audts

Integrity, ethics, anti-brnibery and corruption

There are inherent risks of bribery, fraud and corruption in some of the sectors
we work in [t i1s important that we have an internal control framework and
means of commurication to be proactive where any fisks matenalise

Group nternal audit team

Confidential whistleblowang policy

= Regular communication of Company polcy

Comprehensve investigations and robust action on any negative findings

= Business ethics code of conduct

Auditing of legitimate work valuation/biling from subcontractars and to our cbents
« Risk plan to vnplement controls for the ant-bribery and ant-corrupbon legsiation

Operational risk
The success of the Graup 1s underpinned by the delivery of services profitably
whilst exceedfing our clients expectations and our contractual obligations

Mears Group PLC Annual report and accounts 2012

Senior Diectors to attend a significant proportion of client and tenant group
meetings to ensure there 13 N disconnect between our customer experence
and ciher management iniormation

Each dmsion has its own nsk segister and subject to Group risk audit

A number of the key mitigants are covered within People and Health and Safety
on page 24 and above respectively

Ensunng rabust processes are put m place to controt the procurernent
and managerent of subcontracting

The Groups IT systems have been developed to ensure miaxmum wvisibility
of labour preductmty and gross rnargin

Business unit budgets and regutar montenng of profit and loss performance
&nd cash conversion

» Any magor contract failures relating to operations or commercial results are
managed and improved by operating companies with Group support and scrutiny

WwWW mearsgroup co uk
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Review of the year
> Corporate social responsibility

Driving sustainable business growth

As our business grows our capacity to support individuals and
communities, develop our workforce, protect the environment and influence
business practices also grows. Our bulging award cabinet testifies of our
achievements to date but more importantly our clients, customers and
staff recognise the positive and ongoing contribution that we make.

Putting customers and
communrties first

We believe that the most important aspect fora
sustanable business 1s to continualty focus onthe
needs of customers. The Repairs and Mamtenance
arm of Mears Group PLC becarme the first major
prvate sector contractor in the housing industry
to win the fughly credited Government Custormer
Service Excellence standard The accreditation
covers all of our Repairs and Maintenance
branches in the UK and sees Mears joining

a select group of public sector organisations

in the UK to hold the accreditation

Commitment to local communities 1s seen at every
level of the organisabion and duning 2012 our staff
volunteered over 22,353 hours and supported
648 community projects across the UK

We also delivered 35 days of training on
DIY and home mamntenance to tenants and
residents enabling them to fix 1Issues that
are deemed their respensibility and helps
improve the condition of their homes

Our commitment to communities sets us apart
and we betieve this 1s just one of the reasons that
during 2012 we retained 100% of our clients

Developing a great workforce

Mears has once agan retained s Irvestors

in People accreditation (I We have held this
accreditation since 1994 and we continue to
actively seek feedback and listen to our staff
Following feedback from our 2011 staff survey
we began a programme of initiatives designed
to improve communications around the Group

Our Intermal Communication programme, ‘Inside
Matters' aims to create & better communication
enmvironment where Mears people know ther
opinions matter have access to channels to
express thewr views ¢an more easily share
information and Weas and are encouraged

to respond to Group and local matters

{Ounng 2012 we ntroduced a daty news snippet
emallad to everyone with a Mears address and
have made significant improvements to the
intranet, which can now be accessed by all
staff logging n from home or public computers

Mears Group PLC Annual report and eccounss 2012

The impact of this work, which also ncluded
numeraus face to face bnefings and workshops,
has sgnificantly improved how our employees
see our business We recognise the importance
of families too Some 7000 employees and therr
farmies attended our two Family Fun days

in England and Scotland in 2012

Dunng 2012 we continued our commitment to
apprentices with 100 new recruits. Importanty the
Group has been able to retain 87% of apprentices
and tranees who completed ther level 2 traming
programme This I1s a statistic which 1s well
ahead of the Industry norm We currently have
268 apprentices and trainees in cur Repair and
Mantenance business A similar programme

has been launched in our Care business

Mears now has training centres in Welwyn
Peterborough Rotherham and Brmingham The
centres delwver traning across a range of trade
disciplines in a relaxed environment All training
15 custormised to meet the needs of the learners
A particular focus 1 on supporting employees
1o develop skills that complement thewr exssting
specialism with the aim of increasing first time fix,
reducing follow-on appointments and increasing
customer satisfaction Traning is also avalable for
employees who are not tradespeople but would
benefit from basic home mantenance knowiedge
We also nun cormmunity training programmes which
provide taster sessions for local residents, work
expenence for young people and the unemployed
and short courses in home mantenance skills

2012 also saw the introduction of a new Code

of Conduct for all employees and a new Scheme
of Delegated Authorty {SODA), to provxde absolute
clarity to staff on decision making and financial
control within the Group

Protecting the environment
and tackling fuel poverty

In 2012, Mears can agan report continued
improverments n Its ervironmental perfermance
Qur partnership with Network Waste has helped
Mears to achieve 90% recycling rates and, even
when faced with two waste industry increases
1n 20112, we have managed to reduce the amount
we spend on waste management by good
housekeeping In order to achieve this we

have invested In new compactors to reduce
the cost of waste transportation, renegotiated
costs with suppliers and implemented better
waste management processes

Duning 2012 we have developed & closer working
relationship with our subcontractors where we
have assessed how they manage the process
of waste management We are now able tc report
on therr recycling performance through the online
reporting system administered by Network Waste

We know that climate change s an 1ssue that
can only be tackled in partnership Throughout
2012, Mears Energy has been advising clients
on the measures they can take to reduce carbon
ernissions, for example our work with Family
Mosaic and Charlton Trangle Homes to delver
the Charlton Homes Energy Saving Project, the
largest energy efficiency refurtishment project
for social housing in the UK. On average tenant
fuel bills have been reduced between £300
and £600 per annurn as a result of this work

We recognise the importance of measuring
and addressing our own carbon feotprint
and we have a clear plan in place to mitigate
aganst 1t

Responsible business leaders

Providing our employees with a safe working
enmvironment 1s paramount. We have reduced
our Accident Frequency Rates by 15% through
ncreased awareness tranng and site nspections
Mears commitment to health and safety has
been recogrnised by the Royal Society for the
Prevention of Accidents who awarded us the
President s Award for ganing ten consecutve
Cold Medals Despite this outstanding record
dunng 2012 we carned out 19,029 hours of
health and safety traning of which over

80% was delvered in-house

As amapr player n the housing sector we believe
we have a responsibility to develop local economies
Our commitrrent to Srmall And Medum Enterpnses
(SME) therefore goes beyond that of & traditional
main contractor We understand that many of
these businesses are sole traders or smalt
enterprises, where the owners are often ‘on

the tools’ and as such cannat always spend

www mearsgroup.co uk
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Review of the year
> Corporate social responstbility continued

the time on back office functions That's why
wa have set up local SME Bustness Clubs,
helping SMEs grow ther businesses

Driving positive change

Mears rs urique in providing a range of services
that help address soma of the major challenges
our country faces, social housing and care for
older and disabled people and environmental
sustanability We are committed to sharing
inngvation and best practuce, which i1 why we have
developed the Mears Thought Leader programme
Thought Leader engages with the UK s leading
policy makers and practitioners to develop
solutons and challenge corventional thinking.

During 2012 the Thought Leader programme
has enabled Mears to shape the debate on a
wide range of 1ssues including socral mobility,
fuel poverty, tackling loneliness, the social value
of housing and the role of advice services

Mears has gained particutar recognihon for its work
on soctal care comrissioning practices Working
in partnership with the think tank LG, ‘Outcomes
Matters, a report focusing on cornrmissioning
for outcomes, was published in October 2012
with input from over 100 Local Authoritias

In response to our report, Norman Lamb MP,
Minister for Care Services, commented,

"t ami determined that collectively we develop
commissioning skills 50 that prowiders are rewarded
for improving health and wellbeing, promoting
independence and increasing mobiity”

Mears’ role as a Thought Leader was also
recognised when we were selected as a case
study n the Department of Health's White Paper
on Socia! Care. We wese also proud to be selected
as a ong of five leading businesses tackling
barriers to social mobility to be featured in

a Cabmet Office Fitm which was launched

by the Deputy Prme Minister, Nick Clegg MP

Meaars Group PLC Annual repors and accounts 2012

Continually focusing on
the needs of customers

*Partnering with Mears has really added value where we needed it most
Of course like all landlords we expect to get good quality reparrs dene at
a value for money price for our tenants But Mears goes much further than
this for us Mears gives Ivin confidence that not only do they undertake work
In a safe manner in our homes but, when a crisis hits, such as recent weather
patterns, Mears 1s on hand to resource up to respond

“Mears offers its tenants training and advice to become more independent and
it goes about 1ts actmbies in a way that minmises damage to the environment”

Wayne Harns Executive Director, ivin

"As we employ local people from within the communities we work In,

we are all very much engaged with and understand the value of delivering
sustainable solutions It's not Just about the regeneration of homes, it's
about creating sustanable communities - developing long-lasting solutions
and enabting people within communities to continue to sustain thermnselves
once our work within an area has come to an end

"It feels fantastic to have the opportunity to be a part of and support
the transformation of people’s lives and the communities we work in”

Louise Mabrouk Customer Development Manager, Mears

Measuring our progress CSR key performance indicators

Accident Frequency Rate (AFR)

Why we measure it AFR % 0 350/
Providing our employees with a safe - o
waorking environment 1s paramount

In 2008, Mears introduced 1ts own in-house 04

training course that was accradited by 03 o038 Us3 041

the Briush Safety Council and has been 038 935
amaor factor In achigving the impressve 02

reduction n accdents Our AFR 1s calculated o1

as the number of fatalities or reportable

incidents drvided by the number of hours 0

warked multplied by 100,000 008 08 2010 200 2012

Target - Year-on-year improvement
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Corporate governance
> Board of Directors

Your Board

Bob Holt 58
Chairman

Bob had a controlling interest in Mears at
the time of flotation in October 1996 He has
a background in developing support service
businesses He has operated in the service
sector since 1881, inwally in a financial capacrty
then moving into general management

Peter F Dicks 70
Non-Executive Deputy Chairman

Peter has been actve in the venture capitat and
investment fields for a number of years He i1s
currently a Director of a number of companies
He Joined Mears in 2008 and s Chairman of
the Remuneration Committee

Mears Group PLC Annual raport and accounts 2012

David J Miles 47
Chief Executive Officer

David joined Mears in May 1996 and, prior to hig
appointment to the Board in January 2007, was
Managing Director of the Mears Social Housing
dwmision Prior to joining Mears, David hald a
senior position with the MITIE Group His
background s in electrical engineering

David L Hosein 49
Non-Executive Director

David has over 17 years consulting experience,
the last fve of which have been at OCRC Strategy
Consultants Limited where David 1s a Partner
David has worked extensvely in the support
services sector for corporate and private
equity clienis Previously he was a partner

i1 Arthur Andersen He joined Mears in 2008

Andrew C M Smith 40
Finance Director

Andrew joined Mears in December 19989 and,
prior to his appointment to the Board, was
Finance Director covering all the Mears Groups
subsidiaries Andrew qualified as & Chartered
Accountant m 1994 and worked in professional
practice pnior to joining Mears

Davida Marston 59
Non-Executive Director

Davida had a 30-year career in nternaticnal
banking, working i the UK, Spain and North
and South America She s a Non-Executive
Director of several large companies in the
financial services sector both in the UK and
overseas She also chared the Audit and
Risk Commuttee of Midland Heart and its
predecessor Keynote Housing and was a
member of the Audit Committee of Farnly
Mosaic Housing

www mearsgroup couk
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Corporate governance
> Board of Directors continued

Alan Long 50
Executive Director

Alan joned Maars in 2005 and, prior to hus
appaintment to the Beard in August 2009, he
was Managing Director of Careforce, the Groups
Care business, having previously held the position
of Group Sales and Marketing Birector Prior to
Joning Mears, Alan held senior roles for Britannia
Building Society Mars and Smith and Nephew

Rory Macnamara H8
Non-Executive Director

Rory 15 a Chartered Accountant with a

wide range of corporate finance transaction
experence He was previously Vice Chaimman
and Head of Mergers and Acquisiions at
Deutsche Morgan Grenfetl and latterly a
Managing Director at Lehman Brothers He s
currently a consultant to various companies
and holds a number of Directorships including
Augean PLC Dragon Ukraivan Properties and
Development ptc and Essenden ple, the last
of which he fulfils the role of Chairman He 1s
Chairman of the Group’s Norminaton Committee

Mears Group PLC Annual report and accounts 2012

Michael G Rogers 71
Non-Executive Director

Michael founded Careforce in 1999 and has over
30 years’ experience in healthcare services and
care provision n 1976 he ined Nestor Medical
Group Lirmited as Managing Director and went on
to become Chief Executive of Nestor Healthcare
Group plc from 1986 to 1996 From 1936 to
1999 he worked as a consultant to a number

of healthcare related organisations

Reginald B Pomphrett 69
Company Secretary

Reg has been involved in corporate finance
for over 30 years and 15 Director of a number
of companes He 1s a Chartered Secretary
and a member of the Secunties Instutute

He joined Mears in 1898
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Corporate governance
> Shareholder and corporate information

Financial calendar
Annual Generat Meeting

Dividend warrants posted to shareholders

5 June 2013 2 July 2013

Record date for final dividend Intertm results announced

14 June 2013 13 August 2013

Registered office Solicitors Investor relations
1390 Montpellier Court BPE Gable Communications

Gloucester Business Park

St James' House

34 Lime Street

Brockworth St James' Square London ECM 7AT

Gloucester GL3 4AH Cheltenham GLSO 3PR

Tel 01452 634600 Tel 01242 224433 Internet

WWW mearsgroup co uk The Group operates a website which can be
Audrtor found at www mearsgroup co uk This site 1s

Company registration number Grant Thornton UK LLP

3232863 Registered Auditor
Chartered Accountants

regularly updated to provide infermation about
the Group In particular all of the Group's press
releases and announcements can be found on

Company secretary
Reginald B Pomphrett
1390 Montpellier Court
Gloucester Business Park
Brockworth

Gloucester GL3 4AH

Tel 01452 634600

Bankers

Barclays Bank PLC
Walaes and South West
Business Banking

PO Box 19

Park House

Newbrick Road

Stoke Gifford

Bristol BS34 8TN

Tel 01452 365353

HSBC Bank plc

West & Wales

Corporate Banking Centre
3 Rvergate

Temple Quay

Bristol BS16ER

Tel 0845 583 8796

Mears Group PLC Annual repart and accounts 2012

Hartwell House
55-61 Victona Street
Bristol 851 6FT

Tel 0117 305 7600

Joint financial advisers
and stockbrokers

Investec Bank PLC
2 Gresham Street
London EC2v 7QP
Tel 020 7597 2000

Canaccord Genuity Limited
88 Wood Street

London EC2V 70R

Tel 020 7523 8000

Registrar

Neville Registrars Ltd
Neville House

18 Laurel Lane
Halesowen

West Midlands B63 3DA
Tel 0121 585 131

the site

Registrar

Any enquines concerning your shareholding

should be addressed to the Companys
Registrar The Registrar should be notified
promptly of any change in a shareholder's
address or other details

Investor relations

Requests for further copies of the Annual
Report and Accounts or other invester
relations enquiries should be addressed
to the registered office

www.mearsgroup co.uk
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Corporate governance
> Report of the Directors

The Directors present their report
together with the consolidated
financial statements for the year
ended 31 December 2012.

Principal activities

The principal actwvities of the Group

are the provision of a range of outsourced
services to the public and private sectors
The principal activity of the Company

1S to act as a holding company

Business review

The Company 1s required to set out a far
review of the business of the Group during

the reporting period The inforration that fulfils
this requirement can be feund in the Company
Overvigw, the Chairman's Statement, the Chief
Executwve Officer s Review and the Financiat
Review The results of the Group can be found
within the Consolidated Income Statement.

Dividend

The final dvidend in respect of 2011 of 535p
per share was paid in July 2012 Anaintenim
dvidend in respect of 2012 of 2 30p was pad
to shareholders in November 2012 The Directors
recommend a final dwvidend of 570p per share
for payment an 2 July 2013 to shareholders on
the Register of Members on 14 June 2013 This
has not been included within the consolidated
financial statements as no obligation existed

at 31 December 2012

Corporate governance

A statement on the Group's corporate
govarnance Is set out on pages 34 to 33

Key performance indicators (KPis)

Wa focus on a range of key indicators 10 assess
our performance Our performance indicators
are both financial and non-financial and ensure
that the Group targets its resources around its
customers, employees, operations and finance
Collectively they form an ntegral part of the
way that we manage the busingss to deliver
our strategic goals Our pnimary performance
indicators are detaled on pages 8 to 1

Directors

The present membership of the Board 15 set out
with the biographecal detail on pages 28 and 29

In line wath current practce, all of the Directors
will retire and, being eligble, offer themselves
for re-election at the Annual General Meeting
{AGM) in June 2013

Mears Group PLC Annual repert and accounts 2012

The beneficial interests of the Directors in the
shares of the Company at 31 December 2012
and 31 December 2011 are detaled within the
Remuneration Report on pages 45, 67 and 48

The process governing the appointment and
replacement of Directors 1s detaled within the
Corporate Governance Report on pages 36 and 37

Going concern

A review of the Group’s activities duning the
year and its outlook are set out in the Charmans
Staterment and Chief Executive Officer’s Review
on pages 12 t0 19 The financial position of
the Group 15 desenbed on pages 20 to 23 We
principatly operate n robust defensive markets,
Social Housing and Care, where spend 1s largely
non-discretionary and our contracts tend

to be long-term partnerships

The Group had net debt of £12 4m at

31 December 2012 The core debt required

to satisfy the day-to-day requirements of
the business 1s in the region of £75m This
represents significant headrocm agamnst the
£120m unsecured revolving credit facility wath
an additonal accordion mechanism allowing the
facility to be increased to a maximum of £160m,
maturing i July 2016 The refinancing was
completed in 2011 and our ability to achieve
such a refinancing at that tme 1s a testament
to the coentinued strong performance of the
business and the strength of the longstanding
rélationship we share with both Barclays

and HSBC

The Directors consder that, as at the date

of approving the financial statements there

15 a reasonable expectation that the Group and
Company have adequate resources to continue
In operational existence for the foreseeable
future For this reason, the Directors continue
to adept the gong concern basis in preparing
the financial statements

Amendment to Articles

of Association

The Company s Articles of Assocation can
be amended only by a special resolution of
the members, requinng a maonty of not less
than 75% of such members voting In person
or by proxy

Appointment of Directors

Directors are appointed by ordinary resolution,
or the existing Directors may appoint a person
as a Director to either fil a vacancy or as an
additional Director provided that the number
of Directors does not exceed the maximum
permissible Any person appointed by the
Directors must retire at the next Annual
General Meetring (AGM} but will be eligible for
re-election at that meeting

Share caprtal authorisations
The 2011 AGM held in June 2012 authornsed

+ the Dwectors to allot shares withn defined lmits.
The Companies Act 2006 requires Directors to
seek this authority and foliowing changes to FSA
rules and nstitutiona! guidelines the authorty
was imited to one third of the 1ssued share
capitat, a total of £291,389 plus an addiional
one third of 1ssued share capital of £281,389
that can only be used for a nights 1ssue or
simitar fund raising and

« the Directors to 1ssue shares for cash on
a nen pre-emptive basis This authenty was
limited to 5% of the 1ssued share capral of
£43,708 and 15 required to faclitate tachnical
matters such as dealing with fractional
entitlements or passibly a smafl placing

Further detals of these authorisations are
available in the notes to the 2011 Notica of AGM
Shareholders are alsa referred to the 2012 Notice
of AGM which contans similar provisions in respect
of the Company’s equity share capital as
detadled below

AGM

The 2012 AGM will be held at the offices of
Investec Bank PLC, 2 Gresham Street, London
EC2V 7QP on 5 June 2013 at 9 30am and a
formal Notice of Meeting and Form of Proxy
are enclosed The ordinary business to be
conducted witl include the re-appointment

of all Directors

The special business will comprise the
following resolutions

» to authorise the Directors to allot shares
within defined imits The Companies Act 20068
requires Directors to seek this authority
and, following changes to FSA rules and
nstitutional guidelines the authority, as in
previous years, will be limited to one third of
the issued share capital, a total of £306,722
plus an additional one third of ssued share
capital of £306,722 that can only be used
for a nghts 1ssue or similar fund raising

1o authonse the Directors to 1ssue shares for
cash on a non pre-emptive basss. This authonty
15 Umited to 5% of the issued share capital of
£46008 and s required to facilitate techrical
matters such as dealing with fractional
entiternents or possibly a small placing, and

to authonse the corvening of general meetings
{other than an AGM) on 14 days’ notice This
results from a European Urion Duwective that
became effectve on 3 August 2010 and will
overnde Secbon 307 of the Compares Act 2006
where the requirement 1o give 21 days notice
for certain meetings has been amended
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Corporate governance
> Report of the Directors continued

Substantial shareholdings

Majede Asset Managernent

Legal & General Investment Management
Heronbndge Investrnent Management
Denver lnvestrnent Advisors

Artermis Investment Management
Schroder Irvestment Management
Irvesco Perpetual

Teachers RS of Georga

Four Capital Partners

Old Mutual Asset Managers

Anglan Water Group

Shares
1N 15500
Mumber Nurmber (m) %

8,256.971 8.26 90%
5832026 583 63%
5697727 570 62%
5668006 567 62%
4,860,000 486 53%
4077304 408 44%
4004041 400 44%
3566,220 357 39%
3101083 310 34%
2969363 287 32%
2,833,488 283 31%

Principal nsks and uncertainties

Risk is an accepted part of doing business
The Groups financiat risk managemenit 1s
based upon sound economic objectives and
good corporate practice The Board has overall
responsibility for nsk management and internal
control within the centext of achieving the
Groups cbjectves Our process for idertifying
and managing risks 1S set out In more detail
within the Corporate Governance Statement
The key nsks and mitigating factors are set
out on pages 24 and 25 Oetals of financial
nsk management and exposure to price
risk, crecit nsk and hquidity nsk are grven
Innote 21 on pages 81to 84

Contracts of significance

The Group 18 party to significant contracts within
each segment of its business The Directors
do not consider that any one of those contracts
1s essential i 1ts own right to the continuation
of the Group's actvities

Payment policy

The Cormpany acts purely as a holding comparty
and as such s non-trading Accordingly, no
payment pobey has been defined However the
policy for Group trading comparnes is to set the
terms of payment with suppliers when entenng
nto a transaction and to ensure suppliers are
awars of these terms Group trade creditors dunng
the year amounted t0 59 days (2011 64 days)
of average supplies for the year

Mears Group PLC Annual report and accounts 2012

Caprtal structure

The Group 1s financed through both equity
share caprtal and debt. Details of changes to the
Company's share capital are given in note 23 to the
financial staternents The Company has a single
class of shares ~ ordinary 1p shares - withno nght
to any fed incorne and with each share carying
the right to one vote at the general meetings of
the Company Under the Company’s Articles of
Association, hotders of ordinary shares are entrded
to participate in any dividends pro-rata to thewr
holding. The Board may propose and pay intenm
dividends and recommend a final dwvidend for
approval by the shareholders at the AGM. A final
dvidend may be declared by the sharehclders

in a32general meeting by ordinary resolution
but such dividend cannot exceed the amount
recommended by the Board

Substantial shareholdings

As at 15 March 2013 the Company has been
notifted of, or ts aware of, the shareholders
holding 3% or mare of the 1ssued share capital
of the Company as detailed in the table above

Disabled employees

Applications for employrment by disabled
persons are always fully considered, bearing in
mind the aptitudes of the applicant concerned
In the event of members of staff becorming
disabled, every effort 1s made to ensure that
therr employment with the Group continues
and that appropriate traning 1s arranged It is
the policy of the Group that the training, career
development and promotion of disabled persons
should, as far as possible be identical to that
of other employees

Employee information

and consultation

The Group has recenved recogniion urker the
‘Investors in People’ award The Group conbnues
10 involve 1ts staff in the future development of
the business Information is provided to employees
through a dalty news email, a quarterly newsletter
posted out to gl staff, the Group website and
the intranet to ensure that employees are kept
welt nformed of the performance and objectves
of the Group

CREST

CREST 15 the computensed systemn for the
settlement of share dealings on the London
Stock Exchange CREST reduces the amount

of documentation required and also makes

the trading of shares faster and more secure
CREST enables shares to be held in an electronic
form instead of the traditional share certficates
CREST 1s voluntary and shareholders can keep
thew share certsficates if they wish This may
be preferable for shareholders who do not
trade in shares on a frequent basis

Audrtor

Grant Thornton UK LLP offers itself for
re-appaintment as auditor N accordance with
Section 489 of the Companies Act 2006

On behelf of the Board

R B Pomphrett
Secretary
9 Apnl 2013

www mearsgroup co uk
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Corporate governance
> Corporate governance statement

The Board 1s responsible for the
Group’s system of corporate
governance and 1s ultimately
accountable for the Group's
actvities, strategy and financial
performance The Board 1s
dedicated to upholding and
achieving good standards of
corporate governance, integrity
and business ethics for

all activities

Introduction

The Board continues to be committed

to maintaining the Group’s operations in
accordance with the highest standards

of corporate governance as set out in the
UK Carporate Governance Code (the 'Code)
1ssued tn June 2010 and has complied with
all Code principals and relevant provisions
throughout the year

The Board of Directors

As at 31 Decermnber 2012, the Board had

nine members, comprising the Chairman,
Chief Executve, Group Finance Director,
Executive Director, and five independent
Non-Executive Cirectors P F Dicks 1s the Senicr
Independent Nor-Executve Director The Directors
bographecal details are set out on pages 28 and
29 These indicate the high level and range of
business expenence which enables the Group
to be managed effectvely Their mix of skills
and business expenence 1s & major contnbution
to the proper functwring of the Board and

its Commuittees ensuring that matters are

fully debated

The Board's prime obyeciive 1S 10 ensure ongoing
commercial and financial success of the Group
The Board provides entrepreneunial leadership
of the Group within a framework of prudent and
effectve controls which enable nsk to be assessed
and managed The Board sets the Groups strategic
aims, ensures that the necessary financial and
human resources are in place for the Group to
meet Its objectves and reviews management
performance The Board sets the Group's values
and standards and ensures that the Group's
obligations to its shareholders and others

are understood and met

The Board considers that each of the

Non-Executve Directors who served duning
the year s ndependent In terms of judgement

Mears Group PLC Annual report and accounts 2012

and characier and free from any relatonship
that might matenally interfere with the exercise
of independent judgement. Notwithstanding this
and for the sake of completeness, below s a
surnmary of refabonships of which shareholders
should be aware

» DL Hoseins a Director of OC&C Strategy which
in the past (not m the last four years) has receved
fees for work carned out for the Group

MG Rogers becamne a Director of the Group in
Aprl 2007, on the acquisivon of Careforce, where
he continued as CEQ in a purely transactional
role focused on Careferce and not involved in the
Group busingss, until 2008 when he became
a Non-Executve Director of Mears and

P F Dicks and R P Macnamara were
Non-Executive Directars of Sporiingbet PLC
during the year

.

The Non-Executive Directors provide a strong
independent element to the Board and bring
experence at a senior level of business operations
and strategy, constructively challenging and helping
dewvelop proposals on strategy A summary of the
terms and condiions of appontmenit of the
Non-Executve Directors 1s avalable on request
from the Company Secretary

Alt Directors act in what they consider to be
the best interests of the Company consistent
with therr statutory duties

Board responsibility

The Beard maintains and regutarly reviews a full
bist of matters and decisions that are reserved to,
and can enly be approved by, the Board These are
reviewed annually and include but are not limited to:

» Group strategy and operating plans,

corporate governance and risk managsment

compliance with laws, regulations and the
Compary's code of business conduct,

the approval of budgets and major
corparate acquisitions,

changes to the Groups debt and equity funding

appomntment, termination and remuneration
of Directors and the Company Secretary

.

» financial reporung and audit, ncluding
interim and full-year results announcements
and dradends

« approving significant acquisitions disposals
and new business start-ups

» ethics, and

« employee benefits ncluding pensions
and share-based payments

Whlst the Board has specific responsibility for
those matters reserved for ts consideration, in
certain areas, specific responsibility ts detegated
to Committees of the Board within defined terms
of reference The actvities of these Committees
are discussed in more detail later in this report

Leadership

The Charman, R Holt, was formerly Chairman and
Chief Executive and currently works on a part trme
basss reflecting the nature of his transitional role
following the appontment of DJ Mies as Chief
Exacutve In Novamber 2010 He 1s responsible
for the leadership of the Board and ensuring
its effectiveness on all aspects of its role The
Chairman sets the Board's agenda and enisures
that adequate tme s availlable for discussion
of all agenda tems, n partcular strategic Issues
The Chairman promotes a culture of openness
and debate by faclitating the effectve contnbution
of Non-Executive Directors, in particutar ensunng
constructive relationships between Exacutive
and Non-Executve Directors The Charman is
also responsible for ensuning that the Directors
recenve accurate tmely and clear information

The dwsion of responsibilibes between the
Charrman and the Chief Executive 15 clearty
established and agreed by the Board The Chief
Executive, D J Miles, manages the day-to-day
business operations of the Group and supports the
Chaiman to ensure that appropnate standards of
corporate governance permeate throughout the
organisation A central part of his role includes
recomrmending and Implermenting key strategies
as agreed with the Beard, communicating to
shareholders and employees and allocating
decision making and responsibilives accordingly
He takes a leading role, with the Chairman, in the
relationsh p with all external agencies and n
promoting Mears Group PLC

The Non-Executve Directors constructively
challenge and develop proposals on strategy
and scrutinise the performance of management
In meeting agreed goals and abjactives and
monitar the reporung of performance They
satisfy themselves on the integrity of financial
informatson and that financial controls and
systems of nsk management are robust and
defensible They determine appropnate levels
of remuneration of Executive Directors and
have a prime role in appointing and where
necessary removing Executive Directors and

n succession plannng,

wWww mearsgroup co vk
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Corporate governance
> Staterment of Directors’ responsibilities

> n respect of the Directors’ Report and financial statements

The Directors are responsible
for preparnng the Annual Report,
the Remuneration Report and
the financial statements in
accordance with applicable

law and regulations

Company law requires the Direciors to prepare
financial statements for each financial year Under
that kaw the Directors are required to prepare
Group financial statements in accordance

with Internatonal Financial Reporung Standards
{FRS) as adopted by the European Union and
have elected to prepare the Company financial
statements in accordance with United Kingdom
Generally Accepted Accounting Practice {United
Kingdom Accounting Standards and Applicable
Laws). Under cormpany law the Directors must not
approve the financial statements unless they are
satisfied that they give a true and far view of the
state of affars and profit or loss of the Group and
tha Company for that period In preparing these
financial statements, the Directors are required to

select suitable accounting policies and then
apptly them consistently

make judgements and estimates that are
reasonable and prudent,

state whether applicable accounting standards
have been followed, subgect to any material
departures disclosed and explained in the
financial staterments, and

prapare the financial staternents on the
going concern basis unless it 1s nappropriate
10 presume that the Company will continue
in business

The Directors are responsible for keeping
adequate accounting records that are sufficient
to show and explan the Group and Company’s
transactions and disclose with reasonable
accuracy at any tme the financial position

of the Group and the Cormpany and enable
themn to ensure that the financial staternents
and Rermuneration Report comply with the
Comparies Act 2006 and Article 4 of the

Mears Groug PLC Annuat repart and accounts 2012

IAS regulation They are aiso responsible for
safeguarding the assets of the Company
and hence for taking reasonabte steps
for the prevention and detection of
fraud and other wregularities

The Directors confirm that

s0 far as each Director 15 aware there
1S no relevant audit information of which
the Company’s auditor 1S unaware and

« the Directors have taken all the steps that
they ought to have taken as Directors in order
to make themselves aware of any relevant
audit information and to establish that ths
auditor is aware of that information

The Directors are responsible for the mantenance
and integnty of the corporate and financial
information ncluded on the Company’s website
Legislation in the United Kingdom governing
the preparation and dissermination of financial
staterments may differ from tegislation in

other junsdictions

To the best of my knowledge

« the financial statements, prepared in accordance
with the applicable set of acoounting standards,
give a true and far view of the assets, labdites,
financial position and profut or loss of the
Company and the undertakings included
in the consolidation taken as a whole, and

the Annuat Report includes a fair review
of the developrnent and performance of the
business and the position of the Cormparny and
the undertakings included in the consotidation
taken as a whole, together with a desenption
of the pnincipal nsks and uncertainties
that they face

By orlr of the ﬁird

A CM Smith
Finance Director
9 Aprid 2013

“To the best of my knowtedge
the financiat staterments,
prepared in accordance with
the applicable set of accountng
standards, give a true and far
view of the assets, liabilities,
financial position and profit or
loss of the Company and the
undertakings included in the
consolidation taken as a whole”
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Corporate governance
> Corporate governance statement continued

Board meetings

Board membership and Board and Committee meeting attendance

Number of mestings
R Halt
DJ Miles
A CMSmith
A long
MG Rogers
P F Dicks
D L Hosan
D Marston
R Macnamara

Board Audt Comrrattee Nomnation Comntiee Remuneraion Cormmitten
Poteral Actual Potential Actual Potential Actual Fotental Actual
8 6 — — — — — —
<] 6 — — — — - -
6 6 - — — — - -
6 6 — — — - — —
8 6 — - — — 2 2
<] 6 4 4 1 1 2 2
] 8 — — 1 1 — —
] 6 & — — — —
6 8 4 4 1 1 2 2

All Directors are expectad to allocate sufficient time to the Company to discharge therr responsibiisties effectively and, where possible, attend
all Board mestings Any time commitrnent matters would be addressed by the Charman and the Director concerned

Board meetings

The Board meets regutarly throughout the year
as well as on an ad hoc basts, as required by
time critical business needs The Board receives
detalled financial information and regular
presentations from Executives on Mears’
business perfermance Directors are supplied
with an agenda and supporting papers for all
Board meetings an a timely basis along with
minutes of previous Board and Cormmittee
meetings This enables the Directors to make
informed decisions on corporate and business
1ssues under consideration When Directors are
unable to attend a meeting, they are advised
of the matters to be discussed and given

an opportunity to make ther views known

to the Chairman prior to the meeting

During the year, six scheduled Board meetings
were held

The Non-Executve Directors mest independently
without the Chairman present, and also maet

with the Chairman ndependently of management,
on a regular basis

The Directors detegate responsibilities for the
day-to-day operatonal and financial management
of the Group to the Senior Management Tearn,
which compnises Senior Executives across each
of the Groups operational dvisions and support
functions and s the prncipal forumn for directing the
operatonal and financial business of the Group and
for delvenng the strategy set by the Board

Mears Group PLC Annual report and accounts 2012

Evaluation of Board performance

Performance evaluation of the Board, its
Commuttees and indwvidual Directors takes
place on an annual basis with the suppert of
the Company Secretary The Board undertakes
formal évaluation of its own performance and
the Board Committees assess their respective
roles performance and terms of reference and
report accordingly to the Board The Board
assesses the reviews of each Committee

The performance evaluation process included

a review of the areas of Board responsibility,
the structure and composition of the Board
and 1its Committees and the performance of
the Committees; the quantity, quality and scope

of nformation prowided to the Board the content
of Board meetings and presentations to meetings,
and the openness of communications between
the Board members and Executve management.
The Board members concluded that appropriata
actons had been dentfied to address areas that
could be mproved and that, overall, the Board and
its Committees continued to operaie effectively

The Chairman conducts indmidual apprasals
with all Non-Executive Directors on an annual
basis The perfermance of the Charman was
reviewed separately in a process led by the
Senior Independent Director

Following the performance avaluation

of indwidual Directors, the Charman has
confirmed that the Directors standing

for re-election at this year s AGM continue

to perform effectively and demonstrate
commitment to therr roles Likewise the Senior
Independent Director has given the same
confirmation in respect of the Charrman in tne
with current practice all Directors will retire and
being eligible offer themselves for re-etection
annually In particular the Board ts strongly of
the opimon that by thewr actions and conduct
they demonstrate ther independence It is the
Board's intention to continue to annually review
its performance and that of its Committees
and ndmdual Directors A decision s taken
each year on the performance evaluation
process to be used
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Corporate governance
> Corporate governance statement continued

Senior Management Team

The Senior Management Teamn, which
comprises Senior Executives across each of
the Group's operational dwvisions and support
functiens, i1s the principal forum for directing the
operational and financial business of the Group
and for delivenng the strategy set by the Board

Director development

Any Director, on appointment and throughout
therr service, recenves an induction and s entitled to
recenve any tranng that 15 considered necessary to
fulfll therr responsibilives effectivety The Chairman
regularly mests with each Director to review and
agree any tranng and development needs

All Drectors have access to the Company
Secretary who 1s responsible for ensunng
that Board procedures and applicable
rules and regulations are observed

Board Committees

The Board delegates certan responsibiities to
its principal Committees The Audit Committee
ensures the integnity of financial information,
the effectveness of the financial cortrols and the
internal control and nsk management systems
The Normination Committee recommends the
appointment of Directors and conducts a review
of succession planning at Board and Operating
Board levels The Remuneration Comrmuttee
sets the remuneration policy for Executive
Directors and determines ther mdmdual
remuneration arrangements

The Chairpersan of each Committee provides a
report of any meeting of that Committee at the
next Board meeting. Each Committee comprises
Non-Executive Directors only, as required by
the UK Corporate Governance Code 2010

The Charrperson of each Commmittee 1s present
at the AGM to answer questions from shareholders

Audit Committee

(see table on page 37)

All three members of the Audit Committes
are Independent Non-Executive Directors

The Comrittee met four brmes during the

year with full attendance of all members
These meetings were also attended by the

Mears Group PLC Annua! report and accounts 2012

Group Chief Executive Officer {CEQ)} and

the Group Chief Financial Gfficer (CFO) with
attendance by the Chief Risk Officer (CRO)

as required The Grant Thornton audit partner
attended all of the meetings and met the
Commuttee without management being present
There was also significant dialogue outside the
formal meetings between Committee members,
Executive Directors and the external auditor
throughout the audit process and the
preparation of the Annual Report

The Commuttee has clearly defined terms

of reference which outling its objectives and
responsibiities relating to financial reporting,
internal controls, risk management and the
application of appropriate accounting policies
and procedures The Commttee’s terms of
reference are available on the Compary’s webste
and on request from the Company Secretary

In 2011 an external review of nsk management
and rnisk governance was undertaken to align

It with best practice standards of corporate
governance Theimtial review resulted in the
appontrment of a CRO and the restructuring of
the internal audit function The work continued
in 2012 with the intention that this will be rolled
out to Include all Group companies The Charr of
the Audit Committee was actively nvolved and
met with the CRO and the CEO to review progress
throughout the year KPMG has been engaged
as provider of independent assurance in respect
of nsk and internal audit and to deliver specific
experuse experence and resource as required

The Committee 1s also responsible for monitoring
and reviewing the perfermance independence
and objectvity of Grant Thornton the external
auditor The external auditor has also confirmed
that 1t has complied with relevant UK
independence standards

The services provided by Grant Thornton are
currently restricted to audit and corperation tax
compliance Thig restriction on the provision of
nan-audit services enables the Committee to be
satsfied that Grant Thorntans objectvity and
independence as auditor has not been impaired

The fees paid to Grant Thornton duning the year
in respect of non-audit services were £004m
(2011 £006m) The total fees for non-audit
services represented approximately 12%

of the audit fees paid for the year (2011 20%)

The Committee carned out a review of its
effectiveness with input from Cammittee
and Board mermbers, management and
the external auditors The review concluded
that the Audit Commuttee had the expertise
as well as committed sufficient time to
discharge its responsibiities

In line with best practice 1t 15 the intention in
2013 to tender the external audit appointment

Nomination Committee

(see table on page 37)

There 1s a formal, ngorous and transparent
procedure for the appointrment, of new Directors

to the Board The search for Board candidates
1s conducted, and appointments made, on merit,
aganst objectve criteria and with due regard for the
benefits of dversity on the Board, ncluding gender
All Drectors are able to allocate sufficient time
to the Company to discharge therr responsibiities
The Board has plans in place for orderly succession
for appointments to the Board and to Senior
Management These plans aim to mantan

an appropriate balance of skills and experience
within the Company and on the Board and
ensure progressive refreshing of the Board

The Committee met once during the year and
members of the Commitiee were present at the
rneeting, Cunng the year, the Committee considered
the membership of each sub-Committee of the
Board and updated its succession

Remuneratton Committee

(see table on page 37)

There s a formal and transparent procedure
for developing policy on Executve remuneration
and for determining the remuneration of
ndwvidual Directors

Full detauls of the Remuneration Committees

actvities during the year are given in the
Remuneration Report on pages 40 to 48

www mearsgroup.co.uk
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Corporate governance
> Corporate governance statement continued

Board Commuittees continued

Audit Committee
Char

0 Marston

Membershup

P F Dicks andd R Macnamara

The Audit Commitiee 1s comprnised of financially lterate members having the necessary ability and expenence to understand
financial statements

The Committee has access to the financial expertise of the Group and its auditor and can seek further professienal advice
at the expense of the Group, if required

Role

The Audit Committee 15 responsible for monitoring and reviewing
« reviewing and recommending for approval by the Board the annual and interim financial statements,

agreeing the scope and reviewing the results of the external audit and the setting of remuneration,
reviewing the effectiveness of the Group's internal controls and nsk management processes,
approving the internal audit plan and monitoring the effectiveness of the internal audit function, and

reviewing the ‘Whistleblowing policy’ by which empioyses and other stakeholdars may raise concerns regarding potential
impropristy in confidence and ensuring that these concerns are Investigated appropriately

Nomination Committee

Char R Macnamara
Membership P F Dicks and D L Hosein
Role The Nomination Commitiees responsibilities include

» keeping under review the composition of the Board and succession 1o it and succession planning for Senior Management

positions within the Group,

« making recommendations to the Board concerning appomtments to the Board whether of Executive or Non-Executive

Directors having regard to the balance of skills, knowledge experience and diversity of the Board,

» making recommendations to the Board concerning the re-appointment of any Non-Executve Director at the conclusion

of his/her specified term and the re-election of any Director by shareholders under the retirement provisions of the
Company’s Articles of Association,

managing a forma! rigorous and transparent precedura for any appontments of new Directors to the Board,

« prior to the appointment of a Director reguining that the proposed appointee discloses any other business interests that

may result in a conflict of interest and report any future business nterests that could result In a conflict of Interest and

« ansunng that cn appointment to the Board, Non-Executnve Directors receve a formal letter of appointrment setting out clearly

what s expected of thern in terms of time commitrment, Commuittee service and involvernent outsde of Board meetings

Remuneration Committee

Chair P F Dicks
Membership R Macnamara and M G Rogers
Role The Remuneration Committee 1s responsible for

+ determining and agreeing with the Board the broad remuneration policy for

« the Chairman, the Executive Directors and Semor Management, and

» the Executive Directors’ remuneration and other benefits and terms of employment, including performance related
bonuses and share options, and

+ approving the service agreements of each Executive Director including termination arrangernents
No Drrector 1s wvolved in deterrmining his/her own rermunaration

Mears Group PLC Annual report and accounts 2012 www mearsgroup co.uk
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Corporate governance
> Corporate governance statement continued

The Company and its shareholders

The Company places a great deal of importance
on communication with shareholders The Board
1s committed to maintaning an ongoing dialogue
with its shareholders through the provision of
regular Intenm and Annual Reports and regular
trading reports

There s regular dalogue wath indvidual Institutonal
shereholders as well as general presentations after
the ntenm and prelirminary results Throughout the
year the Group arranged a number of site wisits for
shareholders and ather Cty commentators with the
am of providing thermn with increased exposure to
our operations and management and ensunng that
mermbers of the Board develop an understanding
of the views of mayor shareholders

The principal methods of communication
with private investors rermain the Annual
Report and Accounts, the interim statement,
the quarterty newsletters and the Group's website
{www mearsgroup co uk), where the Group
highlights the latest key business developments

The Board encourages dialogue between the
Directors and investors Directors are available
at each AGM and make themselves avallable
for direct discussions with shareholders

internal control and nsk
management

The UK Corporate Governance Code requires
that the Directors review the effectveness of the
Groups systemn of internal control This extends
the Directors’ review 10 cover all matenal controls,
including operational, compliance and financial
controls and risk management systems The
Directors are satisfied that procedures are in
place to ensure that the Group complies with
the Turnbutl Commitiee guidance published

by the Institute of Chartered Accountants in
England and Wales and that the procedures
have been applied dunng the year

The Board 1s responsible for the Group's
system of intemal control and for reviewing its
effectiveness The Board has delegated some
of these responsibilities to the Audit Committee
which has reviewed the effectiveness of the
systern of nternal control and ensured that any
rermedial action has or 1s being taken on any

Mears Group PLC Armwual repart and accounts 2012

dentsfied weaknesses The systermn of internal
controls 1s designed to manage rather than
eliminate the nsk of fature to achieve business
objectives and can only provide reasonable
but not absolute, assurance aganst matenal
misstatemnent or loss It Includes all controls
ncluding financial, operational and compliance
controls and nsk management procedures

The Board confims that the Group has in place
an ongeing process for entfying, evaluating
and managing the significant nsks faced by the
Group The Group endeavours to ensure that
the apprapniate controls, systems and training
are in place and has established procedures
for all business units to operate appropriate
and effective nsk management

The processes used to assess the effectveness of
the internal controt systems are ongoing, allowing
a cumutatve assessment to be made, and include
the following

« delegation of day-to-day management
to operational management within clearly
defined systems of control including

« the identification of levels of authority
within clearly identified orgarusational
reparting structures,

the identification and appraisal of financial
nsks both formatly, within the annuat process
of preparing business plans and budgets,
and informally, through close monitonng
of operations,

+ acomprehensme financial reporting system
within which actual results are compared
with approved budgets quarterty re-forecasts
and previous years figures on a monthly
basis and reviewed at both local and
Groug level and

= aninvestment evaluation procedure to
ensure an appropriate level of approval
for all capital and reverue expenditure,

discussion and approval by the Board of

the Groupss strategic drsctions, plans and
objectives and the risks to achieving them,
combined with regular reviews by management
of the nsks to achieving objectves and actons
being taken to mitigate them,

« review and approval by the Board of annual
budgets, combined with regular operational
and financial reviews of performance against
budget, prior year results and regular forecasts
by management and the Board,

« regular reviews by the Board and Audit
Cornrmittee of enufied fraudulent actvity
and actens being taken to remedy any
control weaknesses,

« regular reviews by management and the
Audit Committee of the scope and results
of internal and external audit work across
the Group and the implementaticn of
recommendations and

« consderation by the Board and by the Audit
Commuittee of the mayor nisks facing the Group
and of the procedures in place to manage thern
and to ensure controls react to changes inthe
Group's overall risk profile These include health
and safety legal compliance, quality assurance,
nsurance and securty and reputational,
sccial, ethical and envirenmental nisks

The Board has reviewed these procedures and
considers them appropriate given the nature of
the Group's operations The system of internal
control and risk management 1s embedded
Into the operations of the Group and the
actions taken to mitigate any weaknesses

are carefully mornitored

The key controls in place are
+ 2 defined organisational structure ang an

appropnate level of delegated responsibility
to operational management

authonisation lirmits for financial and
non-financial transactrons

written operatonal procedures,

= arobust system of financial budgeting
and forecasting

= arobust system of financial reporting
with actual results compared to budget
and forecast results, and

+ aregular reporting of cperationat
performance and risks to the Board

Www mearsgroup co uk
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> Corporate governance statement continued

“Over the course of 2012, the
principal risks, together with
the nsk mitigation plans, were
continually monitored and
enhanced Over the course
of 2013, the nisk management
programme will be extended
across all parts of the Group,
including the recent acquisttion™

Mears Group PLC Annual report and accounts 2012

Internal control and nsk
management contnued

Dunng 201, the Audit Committee commissioned
a detalled review of risk governance to ensure
that it met the FRC guidance on best practice
The Mears Senior Management Team members
together with the assistance of external advisers
all played an integral part n this review

The key outcomes included

identification of the principal nisks, weighting
therr Impact on the business and likelihood
of each risk occurring

determination of Group nsk owners together
with preparation of nsk miugation plans

appointment of a Chief Risk Officer (CRO),

risk ratings and ritigation plans will

be updated and challenged periodically
Risk owners are required to produce
evidence of current mitigation and
plans to increase rmitigation,

.

each key nsk will have key ‘ines of defence’
to build in practical tiers of detection and
protection to eithar avoid a risk occurnng
or prevent the escalation of a nsk exposure

a formal monthly risk review 1s held between
the CEO ang CRO and

externat validation will take place penodically

QOver the course of 2012 the principal nsks,
together with the risk mitigation plans, were
continually monitored and enhanced Cver the
course of 2013, the nsk ranagement prograrmime
will be extended across all parts of the Group,
including the recent acquisibion

During 2012 a consolidated scheme

of delegated authority was produced 1o
ensure greater consistency and uniformity
of corporate governance

The principal risks and uncertanties are
detaled further on pages 24 and 25

Additronally, in lne with the UK Corporate
Governance Code the Group has arranged
appropriate insurance cover In respect of
legal action agamst rts Directors

Financial reporting risk
management

The Company has in place internal control

and nsk management systems in relation

to the Company’s financial reporting process
and the Groups process for the preparation
of consolidated accounts The consolidated
financial statements are produced by the Group
finance function which ts responsible for the
review and compilation of reports and financial
resutts from each of the operating subsidiaries n
accordance with the Group reporting procedures
The censolidated financial statements are
supported by detailed workings papers The
Audit Committee is responsible for overseeing
and monitoning these processes which are
designed to ensure that the Campany complies
with relevant regulatory reportung and filing
praovisions As at the end of the period covered
by this report, the Audit Committee with the
participation of the CEQ and CFQ, evaluated the
effectveness of the design and operation of
disclosure controls and pracedures designed
to ensure that informaton raquired to be
disclosed in financial reports 1s recerded
processed surmmansed and reported within
specified ime periods

This report was approved by the Board and
has been sigped on its behalf by .

- <

P F Dicks

Senior Independent Non-Executive
Director

9 April 2013
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Corporate governance
> Remuneration report

-

Dear Shareholder,

I 'am pleased {0 introduce the Mears 2012
Remuneration Report This has been a very
busy year for the Company in terms of both
its operations and corporate actvites The
acquisition of Morrison — referred to elsewhere
in the Accounts as transformational — placed
significant demands on the Executves as they
executed eight months of detalled negotiations
at a time of record mobilisations and the
full ime job of ‘running the business As the
integrabion of Mornson progresses along with
the decisions necessary to turn a loss-making
business into the step changing transaction
we believe 1t will be, the motivation of our
management team is key Therefere we want
to ensure that we have the structures in
place to incentivise them appropriately for
performance levels achieved At the same
tme, we are confident that Mears s now

N a stronger posiion to mova forward and
to budd on 1ts recent success in the future

The Committee has determined that, for 2012
no bonuses were dus to the Executive Directors
as the stretching financial performance measures
set at the beginning of the year were not
achieved Cogrisant of the difficult market
conditions within which wa operate salary
levels for Executive Directors have again been
frozen This means that there have been no
satary mcreases or bonus payments to the
Executive Directors for the last three years
Due to various penods of corporate activity
and the fact that the Company has been tn
closed periods for much of 2011 and 2012,

it has not been possible to grant awards under
the Long-term Incentive Plan (LTIP) in 2011

or 2012 We therefore wish to ensure that

the significant efforts and achievements

of the last few years are reflected n the
remuneration of the Executive Team

Maars Group PLC Annual report and &ccounts 2012

The remuneration policy at Mears has been

a structure designed to incentvise those

key Executives who are critical to execute
the business strategy Whilst strategic
performance over the recent past has

been strong, the difficulties with setting both
appropnate short and long-term performance
targets in a cyclical business combined with
the inability referred tc above, to make regular
share award grants has resulted in a weak

link between performance and remuneration
and not had the effect of being an effective
incentive for Senior Management We are also
aware of the changing attitude of shareholders
to Executive reward, dunng a penod of austenty
and a tough economic environmert, and wish
to take these factors into account with a new
incentive structure given that the current LTIP
arrangement expires this year

As a result, the Committee has conducted a
review of the current remuneration structurg
The cbjective of this review has been to develop
a holistic structure which strengthens the link
between reward and performance —~ both
financial and strategic performance — and act
as a clear Incentive to senor Executives over
both the short and longer term

The incentive structure will therefore aim to
deliver an appropriate mix of cash and shares
subject to forferture, a longer holding penod and
also subject to the achievernent of stretching
annual financial and strategc performance
metrics This approach looks to reward strong
corporate perforrmance while at the same tirme,
aligning the interests of Executves with those
of shareholders over the longer term The focus
on annual performance will atso ensure that
the Commuttee retains the flexibility to select
performance metrics which drive sharehaolder
value appropriately in a highly challenging and

We believe we have

an excellent and proven
management team which
we wish to retain, reward
and incentivise appropriately
for performance

uncertamn economic environment The
Committee believes that such a revised structure
will provide the framework necessary to foster
a strong performance culture align indmduals’
reward with key corporate metrics, while at the
same time driving shareholder value creaton

The outcorne of this review and our proposals
are, at the time of signing this report, subject
to a consultation process with our major
shareholders and key investor representative
bodies Following the outcome of this process,
full details of our proposals will be provided
and shareholdar approval to the arrangements
sought at the AGM

We enter 2013 much as we left 2012,

a struggling economy austerty client budget
cuts and lack of clarity from Government

We believe we have an excellent and proven
management team which we wish to retain,
reward and incentivise appropnately for
performance | believe that the changes we
are making to our remuneration structure
will enable us to achieve this cbjective and
look forward to recemving your support for
proposgls in due course

P Dicks
Chatrman
Remuneration Committee

wwv mearsgroup.couk
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Corporate governance
> Remuneration report continued

Introduction

Thus report has been prepared n accordance
with 51 2008/410 Schedute 8 (the Regulations}
The report also meets the relevant reguirements
of the Listing Rulss of the Financial Services
Authority and describes how the Board has
applied the principles and complied with the
provisions of the 2010 UK Corporate Governance
Code relating to Directors remuneration

As required by the Regulations, an advisory
resolution to approve the Report will be
proposed at the AGM of the Company at which
the financial statements will be approved

The auditor 15 required o report on the
auditable part of this Report and to state
whether, In its optnion, that part of the Report
has been properly prepared in accordance with
the Companies Act 2006 The report 1s therefore
dvided nto separate sections for audited and
unaudited information

Part 2 of the Regulations —
unaudited information
Remuneration Committee

The Directors who were members of the
Remuneration Committee (the ‘Commitiee }
during the year are shown on page 37

In 2012 the Committee continued to engage
PwC and recewed wholly ndependent advice
on Executive compensation

The Cornmittee 1s formally constituted

with wntten terms of reference and its main
responsibilities are detalled in the Corporate
Governance Statement on page 37

Remuneration Committee
Meeting Key ssues disoussed

April

In summary, the Committee determines

the total iIndnsdual remuneration packages

of each Executive Director of the Group

and certain other semior employees (and any
exit terms) and recommends to the Board the
framework and broad policies of the Group In
relation to Senior Executive remuneration The
Committee determines the targets for all of
the Group's performance related remuneration
and exercises the Board s powers in relation to
alt of the Group's share and incentve plans

The Commitiee met twice dunng 2012 and
discussed, amongst others, the 1ssues set
out in the table below

Annual overview

The Committee has continued to work to build
investor confidence with regard to its Executve
ramuneration policies and remains committed
to the following actions

improve the level of cpenness and transparency
In remuneration repor ting through a detalled
annual Remuneration Report,

reduce the Charmans satary following the
separation of roles in 2010,

operate a structured bonus arrangemment
with clear financial performance tasgets
for each year,

undertake a regular review of the remuneration
policies for Executive Directors and other
Servor Executives within the Group to ensure
that they reman appropriaie to retan

and motivate such indviduals

« Areview of Executve Directors and Seror Management's base salanes and pension provision

« Consideration of bonus payments for Executve Drrectors
« Approval of the 2011 Drrectors’ Remuneration Report

= Structure and performance targets of LTIP

+ Deferral of 2011 LTIP awards pending outcome of review in conjunction with advisers

take mto acceunt the changes to prnciples
proposed by the Walker Review and other
pronouncements by regulatory bodies
and institutional shareholders and therr
representative bodes,

consider pay policies within the Group as a
whoie when determining Executive Directors’
remuneration packages,

encourage Executive Directors and

Senior Executives to buld up a meaningful
shareholding in the Company to more closely
align the interests of shareholders and
Executves and

to be kept fully aware and informed on
developments and best practice in the field of
remuneration and corperate governance from
external advisers, institutional shareholders
and their representative bodies

4
Notwithstanding the above, the Committee
recognises that the success of the Group 1s
down to the efforts of key indmduals and that
they should be farly rewarded for therr efforts
and contrnbutions in making Mears the success it
15 The following section details how remuneration
15 structured and the factors taken into account
when devising the remuneration policy

The Committee has adopted the remuneration
principles in the table on page 42 in supporting
its primary objective of ensuring that the Group
has in place a remuneration structure that is
able to incentivise and retan highly skilled and
motivated indwviduals who are the cornerstons
of the continued success of the Group

Attendees
All Committee members

December .

.

Review of Executwe Directors incentive structure for 2013
Deferral of 2012 LTIP awards
= Review of pension contributions made m respect of Executive Directors

All Committee members

Mears Group PLC Annual report and accounts 2012
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Corporate governance
> Remuneration report coninued

Part 2 of the Regulations — unaudited
Remuneration policy and phitosophy

Rernunerabion policy

information continued

How 1s this achweved?

Levets of remuneration should be appropriate to retan « Provide threshold level of remuneration which reflects the individual s expenience,

and motivate the Executive telent required to meet the

Group's chjectves

role and contribution within the Group

Remuneration levels are reviewad annually with due consideration afforded to

the Mears remuneration policy and external benchmarks and market practices

Incentve arrangements for key indwiduals should be capable  « The Executive Directors’ reruneration packages are designed to ensure that

of providing exceptional levels of tatal payment if outstanding

performance 1s achieved

vaniable components of an Executive Director's remuneration package amounts

to one third for target performance and half for stretching performance

The significant component of each Executives totat

compensation should be delvered through performance

related pay and the pravision of equity

Around half of the Executive Directors’ remuneration package is based on long-term
perfarmance The Group intends to operate long-term incentives in which awards

vest subject to the achievement of challenging growth targets

A commitment to fostering a strong performance culture » Performance targets are set which are motvating and directly aligned to the

that aligns an indviduals rewards with the key corporate

metrics that drive shareholder value creation

Group's strategic underlying performance

« The Committee also ensures that the remuneration package does not lead
to rrespensible behaviours and that it takes appropriate account of nsk

Incentive arrangements review

At the end of 2012, the Commities determined
that it wou'd be an appropnate time to review
the incentive arrangements to ensure that they
are aligned with and supportive of the Groups
business strategy following the acquisition of
Morrnison, and that they are effectve in prowiding
exceptional levels of payment if outstanding
performance has been achieved The Committee
1s also cogrusant of changes in market practice
in the area of Executive remuneration The key
principles underlying this review are

there should be a holistic structure which
strengthens the link between reward and
performance over the short and longer term,

the performance targets used in mcentive
arrangemenits should be directly inked to
the Group’'s strategic and business targets,

+ the incentive arrangements should provide
greater alignment with shareholder interests
and encourage a long-term view to be taken
by participants

+ If a miimum level of performance s not
achieved, there should be a mechanism in
place to claw back awards or for awards
to be forfeited and

» the ncentve arrangements should promote
retention of the Executve Directors and other
key Executives over an appropriate period to
axecute the Group's business strategy

As explained in the Chairman’s letter, at the tme
of finalising this report, the outcome of this review
and proposals are subyect to a consuitation process
with our mayor sharehaolders and key investor
representativa badies Following the outcome

Target remuneration as a percentage of total remuneration for each Executive Director

R Holt 0 J Miles A C M Smith
® Salary Tr% ® Salary 38% o Salary
& Apnual bonus - & Arrwal borus 15% & Annual bonus
e LTP - e LIP 42% e TP
# Penson 23% & Pension 6% ¢ Pansion

Mears Group PLC Annual report and accounts 2012

of this process, full detads of our proposals
will be provided and shareholder approval
te the arrangements sought at the AGM

Gven the current review of the incentve
arangements, the charts befow demenstrate the
balance between fxed and varable pay for target
and mavarmum performance for Executive Directors
remuneration N 2012 in ine with the relevant policy
1t should be noted that no awards were granted
under the LTIP in respect of 2011 or 2012 Further,
R Holt does not partcipate in the annual bonus
plan and 1s not granted awards under the LTIP

Along
38% o Salary 38%
15% # Anrual bonus 15%
42% e LTP 42%
6% & Ponsion 6%
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Corporate governance
> Remuneration report conttnued

Part 2 of the Regulations —
unaudited information continued
Remuneration policy and philosophy continued
Salary

The purpose of the base salary 1s to

+ help recruit and retain key indwviduals

« reflect the indvidual's experence role
and contribution within the Group and

= ensure far reward for ‘doing the job

The Committee reviews base salaries annually
in April n order to ensure that Executve Directors
reman competitively aligned with external
market practices

The Committee will retan the discretion to
increase an individuals salary where there s

a sgnificant dfference between current levels
and a market competitive rate However,

In deterrmining whether to increase levets
the Committee will take the following

INto consideration

« the performance of the ndwidual
Executive Director

« the indwvidual Executive Director’s experience
and responsibilities,

« the impact on fixed costs of any increase and
« pay and conditions throughout the Group

As communicated in previous yaars’
Remuneration Reports, the Committee 15
committed to revievang the salary level for

the Chairman, which histoncally reflected his
combined role of Chairman and Chief Executve
Since the separation of roles inlate 2010, the
Commmittee has progressvely reduced his base
salary io levels which are aligned with salanes

Annual bonus

receved by Executive Charmen at similar sze
companies In 2012 his base salary was further
reduced from £350,000 to £250000 In respect

of 2013, the Chairran'’s salary will remam at
£250000 Thes 1s to reflect the fact that, leading
up to and since the completion of the Momson
acquisition and in the year to come, the duties
performed by the Chairman and his ongoing
tme commitment 1o Mears have ncreased The
Charmans expertise and strategic Input are vital
in combming the two businesses and the success
of this acquisiten Mantaming his salary level at
£250,000 for 2013 reflects this However the fact
that the salary level s being mantaned n 2013 s
not indicatve of future levels and the Cormmittes
will continue to review at regutar mtervals the role
and responsbilties of the Chairman gomg forward
In accordance with the implementation of the
succession planning strategy and to ensure that
it remains appropriate based on his ongoing role
and responsibiities

When setting the salary levels for the Executve
Directors, n addition to the factors summarsed
above, salary levels pad by a number of
comparator companes of a smilar sze

0 Mears are taken nto account.

The table below shows the Executive Directors
salaries for 2012 As indicated above, salaries
wilt be reviewed in (and changes, if ary will

be effectve from) April 2013

Base salary Base salary

2013 20n2

R Holt £250,000 £250000
DJ Miles £330,000 £330,000
ACMSmith £220,000 £220,000
Along £180,000 £180000

External appointments

R Hott 1s Chairman and Chief Executive of Green
Compliance PLC and Non-Executive Chairman
of Inspired Energy PLC and receves fees
totalling £61000

Annual bonus

For the year ended 31 December 2012 the
Group offered Executive Directors and Senior
Management the opportunity to earn performance
related bonuses Maximum bonus levels and the
propoertion payable for on-target performance
are considered in the light of market bonus
levels for similar roles among our competitors
and In the quoted support services sector

This bonus structure 1s subject to the review
mentioned above

In respect of 2012, the maximum bonus potential
for the Executve Directors was Lmited to 75% of
salary It should be noted that bonus payments
are not pensionable As disclosed last year, with
effect from 2012 the Committees intention 1s
that a significant portion of any bonus payments
due to Executive Directors will be pad in shares
rather than cash

In 2012 the Committee set clear objectives
for each indwidual Executive Director relating
to Group KPIs, plus indviduzal (where relevant)
divisional and strategic targets, taking nto
account where an individual has particular
nfluence and responsibitity The performance
aganst the Group KPls 1s measured using

a balanced scorecard approach which 1s
applied to each of the Executive Directors

Measure Proportion Chpectve
The Groups financial performance Erp;:_r;) before tax and amortsation Threshold Budget Maximum
Financial performance 2/3 15 measured against annual budgets Achievernent A00% 100% 110%
that drive corporate performance Payment - % of salary 0%  2667% 50%
Typical KPIs include Below target ~ Target Maximum
Business developrent
Bid wins ratios
Working capital control
Performance 1s measured annually  Service ratings
Personat oblecIVES 1”3 against agreed personal objectves  Margins Aggrgﬁtat; Aggreﬁtatlg Aggrelgmate
Jec that will support the achievernent Complant ratios pay 0% p?:;ogaty payozsou/s
of the Groups busness goals Jabs completed on ume ratios ° ° °
People development
MHSE targets
Revenue growth
Total bonus {as % of base salary) — 40% 75%

Maars Group PLC Annual report and accounts 2012

WWW.TIeArsgroup.ca uk

Li-L

MOIAJBAD ALBTLIOD

L~

JESA DU JO MBIADY

Bv-82

20UBLIBA0E J1BI0C 107

201-05

SIUGWINES BIURL




44

Corporate governance
> Remuneration report continued

Part 2 of the Regulations ~
unaudrted information continued
Remuneration policy and phitcsophy
continued

Annual benus continued

Such targets included

« delvery and mobitisation of new contracts

= delivery of acquisition strategy,

+ shaping and development of the Care business,
= succession planning and

+ financial performance

For 2012, annual bonuses were based on
a combination of performance measures
as stated in the table below

The proportion of the bonus awarded that 1s
based on an indwiduals personal objectives 1s
conditional upon the achievernent of the budget
perfarmance target, at which point this part of
the award will be subject 1o the performance
targets indicated in the table on page 43

As described above, the structure of the annual
bonus plan is currently being reviewed To the
extent that any changes to the 2012 structure
are proposed as a consequence of this review,
shareholders will be consulted on the proposals
before they are implemented

Benefits

The Executve Directors receve additional benefits
including a company provided car or an allowance

Mears Group PLC Annual report and accounts 2012

inleu hfe assurance and private medical
insurance Benefits-n-kind are not pensionable

Pensions

All Executive Directors recenve a contribution into
ther respecive defined contribubion plans which
are subject o penodic réview to ensure that they
remain in ling with rates applicable in the market.
Only the base salary 18 pensionable With the
exclusion of R Holt, the Committee reviewed

the pension contribution rates paid in respect of
Executve Drrectors at s meeting n Decernber 2011
and agreed to increase these rates to 15% per
annum, which s in ine with the current market
This ncrease became effective from January 2012
No increases are proposed for 2013 The pension
contribution rate n respect of R Holt remains
30% per annum

The contribution rates, together with the
amounts paid into the defined contnbution
plans, are set out in the audited section of
this report on page 47

Share awards

Long-term Incentive Plan {LTIF)

The Committees policy which is subject to review,
has been to provide market competitive annuat
share grants to Executive Directors and certain
members of the Senvor Management Team

The two conditons are measured independently
Awards will be released on the third anniversary
of the date of grant subject to the achievement
of the relevant performance conditions over
the same period

The main terms and conditions of the LTIP

Pending a review of the structure and
performance targets of the LTIP the Committee
drd not grant LTIP awards to the Executve
Directors during the 2011 financial year Further,
no LTIP awards were granted to the Executive
Drrectors duning the 2012 financial year, which
means that no LTIP awards have been granted
since 2010 The Committee acknowledges that,
in tine with its remuneration policy and philosophy,
its vital that incentve amangements are in place
to drive exceptional performance and to deliver
a significant proporton of the Executive Directors’
total rermuneration through performance related
pay and equity, where justified by performance
levels Therefore, the structure of the LTIP 1s beng
considered as part of the incentive arrangements
review referred to elsewhere in this report To
the extent that any changes to the current LTIP
structure are proposed as a consequence of
this review, shargholders will be consulted on
the proposals before they are implemented

The following table sets out the levet of

vesting based on performance to date for all
outstanding LTIP awards. The perfermance targets
and vesting mechanism are detailed on page 47
The performance penod of the LTIP awards granted
in October 2009 ended in October 2012 The Group
raported an average annual EPS growth rate of
1108% which resulted in 18 64% of the options
linked to EPS performance vesting None of the
options linked to TSR performance vasted

Feature Terms and condibons

Maximum indwidual imit

200% of salary pa

Awards made annually in the form of 1p options

Performance conditions

75% of the award vests based on the growth in Group EPS

performance over a three-year performance penod EPS
targets are set by reference to consensus analyst forecasts
with maximum payout at a significant stretch to this level
Awards are underpinned by a comparative TSR measure
whereby the Groups growth in TSR must at least exceed
the return of an appropriate comparator group

25% of the award 1s subgect to the Groups TSR growth
against the return of an appropniate comparator group
over a three-year performance period

The level of vesting based on performance to date for all outstanding LTIP awards

Percentage of award vestng

Year of grant Perforrnance penod TSR S Total vestng

2008 October 2009 -October 2012* — 186% 140%
2010 August 2010-August 2013** — 210% 158%
* Actual

~* Prajected given performance 1o date,

No LTIP awards were granted in 2011 or 2012
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Corporate gavernance
> Remuneration report continued

Part 2 of the Regulations -
unaudited information continued

Share options

Although the policy on equity incentwves 1s
through the provision of the LTIP Awards, Executve
Directors and members of the Servor Management
Tearn hold share options in the Company which
were granted pnor to adoptien of the LTIP

The tables on pages 47 and 48 set out the number
of share awards held by the Executive Directors
There were no share option awards in 2012

All-employee share plans

The Group encourages share ownership
by employees and, accordingly, it operates
an all-employee share plan

Under the terms of the Sharesave Plan all UK
employees can save up to £250 per month and
receve three or five-year options to acquire the
Company s shares priced at a discount of up to
20% 'n December 2011 Invitations were 1ssued
to all eligible employees (other than Directors)
at an option price of 178p which resulted

in applications for 1,357,977 options from

664 employees all of which were accepted

in full

Dilution

In accordance with the Associaton of British
Insurers guidelines the Company can 1ssue

a maximurmn of 10% of 1ts issued share capital
in a roling ten-year period to employees under
ali its share plans In addition, of this 10% the
Company can only 1ssue 5% to satisfy awards
under discretionary gr Executive plans The
Company operates all its share plans within
these guidelines

Shareholder consultation

During the 2012 financial year, the Company

did net consult with shareholders on Executive
remuneraton, although it did provide danfication
on the remuneration policy and Committesg’s
intentions as regards the granbing of LTIP awards
o vanious investor bodies The Compary recened
support from 83% of shareholders who voted
in respect of its 2011 Remuneration Report.

Mears Group PLC Annual report and accounts 2012

Other remuneration matters

Executive Directers’ contracts

Detalls of the service contracts of the Executive
Directors of the Company are as follows

Notioe Contract

Mame penod date

R Holt 6 months June 2008
DJ Miles 12 months June 2008
ACMSmith 12 months June 2008
Along 12 months August 2009

All Executive Directors contracts are rolling
and, therafore, will continue unless terminated
by written notice in the event of the termination
of an Executive’'s contract, salary and benefits
will be payable during the notice pericd (there
will, hawever, be no automatic entitlement

to bonus payments or share incentve grants
during the period of notice other than where
normat geod leaver provisions apply} If there
has been a performance faillure, the Committee
will ensure that there have been no unjustified
payments Therg are no special provisions in
the contracts of employment extending notice
penods on the Lguidation of the Company or
cessation of employment The maximum notice
period on a change of control 1s twelve montihs

Executive Directors have an obligation to
inform the Board, specifically the Remuneration
Committee, of any Non-Executve positions held
or baing contemplated and of the associated
rermnuneration package The Remuneration
Committee wilt consider the ments of each
case and carefully consider the work and tme
cormitment required to fulfil the Non-Executive
duties and the potential benefit to the Group
and then determine whether the remuneration
should be retained by the Executve or passed
over 10 the Group

Non-Executive Directors’ fee level

The remuneration of the Non-Executive
Directors 1s determined by the Board and
1 within the bmits set by the Articles of
Association Assistance 1s also avarlable
from the Groups remuneraticn advisers

Each Non-Executve Director was paxd an
annualised fee of £42000 for 2011 and £45000
for 2012 These fees are subject to review n 2013
Mo additional fees are pad for Commitiee
membership or other normal duties and
Non-Executive Directors do not partioipats in
any ncentive, pension or bonus arrangements

Details of the current Non-Executive Directors’
appointment dates are

Effectve date of letter of

Nerme appointrrent or last renawal
DL Hosein June 2008
MG Rogers June 2008
P F Dicks June 2008
D Marston June 2010
R Macnamara June 2010

Non-Executve Directors do not have service
contracts Letters of appaintment run for a
rolling sxx-maonth period

Directors’ interests

The beneficial nterests of the Directors in the
shares of the Company at 31 Degember 2012
and 31 December 2011 are detailed below

Ordinary shares

31 December 31 Docernber

2012 2011

Number MNumber

R Holt — 900,000
DJ Miles 110,000 110,000
A C M Smith 105,000 50,000
Along 4,108 4108
MG Rogers 72,420 102,420
DL Hosein — —
P F Dicks 23,298 23,288
D Marston 15,342 15324

R Macnamara —_ =
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Corporate governance
> Remuneration report continued

Five-year TSR performance graph 180

The graph to the right shows the Group’s 180
performance, measured by Total Shareholder P

Return (TSR), compared with the constituents of  1© /"‘\ /
the FTSE All Share Suppert Service Sector over 120

the last five years. The lndex 15 the mast relevant gy e / \/

to compare the Groups performance against & \ /

Its peers T
4]
40
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& Mears Group PLC
@ FTSE All Shara Support Services

Part 3 of the Regulations —
audrted information

The remuneration of each Dirgctor, excluding long-term, share-based incentive awards and pensions, during the year ended 31 December 2012 compared
with 2011 s set out in the table below

Fees/ Benefns- 2012 2011
basic salary Bonus n-kungt Total Total

Dwectors remunerabion £000 £000 £000 £900 £000
Executive '
R Holt 250 — 20 270 365
DJ Miles 330 - 29 359 338
ACMSmith 220 — 6 226 226
Along 780 — " 191 190

980 — 66 1,046 1120
Non-Executve
M A Macaro* — — — — 21
DL Hosemn 45 — — 45 42
M G Rogers . 45 - — 45 42
P F Dicks 45 - — 45 42
D Marston 45 — — 45 42
R Macnamara 45 — — 45 42

225 — — 225 231
Total remuneration 1205 — 66 1,271 1351

* M A Macang dd not seek re-electson at the AGM on 8 June 2011

Mears Group PLC Annual report and accounts 2012 WWwW Mearsgroup.co uk
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Corporate governance

> Remuneration report continued

Part 3 of the Regulations — audited information continued
Executive Directors’ pensions (defined contribution)

2012 2012 2011 2011
% of base % of base
£9000 salary £000 salary
R Holt 75 30 105 30
0J Miles 50 15 45 14
ACMSmith 33 15 22 10
Along 27 15 18 10
185 180
Mears Group PLC Long-term Incentive Plan (LTIP)
The LTIP was approved by shareholders on 1 October 2008 Awards under the LTIP are set out in the table below
LTIP Awards
LTIP Awards held at
to 1 January 31 December Dater of
Oate of grant 2012 Lepsed Exercised 2012 release
DJ Miles
13 October 2008! 26550 — — 26,550 October 2011
28 October 20092 100,000 (86,020} — 13,980 October 2012
24 August 2010° 175,000 — — 175,000 August 2013
ACMSmith
13 October 2008" 26550 — {26.550) — October 2011
28 October 20097 100,000 (86,020} — 13,980 Cctober 2012
24 August 20102 130,000 — — 130,000 August 2013
Along
13 October 2008! 26550 — — 26,550 Cetober 2011
28 October 20092 100000 (86,020} — 13,980 October 2012
24 August 20108 100,000 — — 100,000 August 2013

The performance applicable to 2008 ewards 8 subect to S
growth (5095 of the award) of 10%, 125% and 175% pa for
10746, 30% and 100% vesung and TSR performance aganst
the FTSE All Share Support Services Sector (50% of the
award) where 30% vests for performance equal to tha Index
and full vesuing ocours for outperformng the Index by 10%.

2 The performance applicable to 2008 awards s subect to 8PS
growth (75% of the award) of 10%. 125% and 15% p.a.tor
0%, 30% and 100% vesting and TSR performance against
the FTSE All Share Support Sennces Sector {26% af the
award) where 30% vests for performance equal to the Index
and full vesung oceurs for outperforming the Index by 10%.

Mears Group PLL Annual report and accounts 2012

3 The performance appicable to 2010 awards & subject to EPS
growth (75% of the award) of 8%, 125% and 15% pa.for 10%,
30% and 100% vesting and TSR performance aganst the
FTSE All Share Support Services Sectar (25% of the award)
where 3096 vests for performance equal 1o the Index ard
full vesting occurs for outperforring the Index by 10%

LTIP Awards are in the form of 1p options If the
relevant EPS and TSR performance conditions
attaching to the awards are satisfied then the
Orrector has seven years in which 1o exercise
the award
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Corporate governance
> Remuneration report continued

Part 3 of the Regulations — audited information continued

Details of Directors’ interests in shares held under option
Executive Directors hold the foltowing options granted under the Mears Group Share Option Scheme or Special Incentive Plan

A At Exarcise
1.January 31 December price Exercrsable

Date of grant 2012 Lapsed Exercroed 2012 [+ dates
R Holt
28 September 2009" 2500000 — (1500000} 1,000,000 1 2010-2019
D JMiles
1 Aprit 2004° 30453 — —_ 30,453 1 2007-2014
8 April 2005° 7220 - — 7,220 1 2008-2015
21 April 2006 10,000 - — 10,000 300 2009-2016
21 April 20063 6087 — — 6,087 1 2009-2016
28 September 20077 50,045 — — 50,045 1 2010-2017
20 March 20083 151,149 — — 151,149 1 2011-2018
ACM Smith
10 Aprd 20032 50,000 — (50,000) - 77 2006-2013
1 April 200423 24,363 — (24,363) - 1 2007-2014
8 Apnil 20057 7220 — (7220} - 1 2008-2015
21 Apnl 2006 10000 - — 10,000 300 2009-2016
21 Apnil 2006° 6087 — — 6,087 1 2009-2016
28 September 200723 50045 — (50,045} bt 1 2010-2017
20 March 200823 106766 — (100766} _ 1 20112018
Along
21 Apnl 2006 10000 — — 10,600 300 20092016
21 April 2006° 6,087 — — 6,087 1 2009-2016
28 September 20073 20018 — — 20,018 1 2010-2017
20 March 2008° 75,575 — —_ 75,575 1 20112018

On 22 March 2012 R Hoit, Chairman of Mears, exgroised
shara options (granted i 2009 with a condition of continued
ernployment and a condition relating to EPS growth over
a three-year penod) over 1500000 ordnary shares n
the Company The resulung shares ware scld on the
same day at an average pnce of 250p per share.

On 2 Apnl 2012 AC M Smith. Financa Director of Maars,
exercised shara options (granted n 2003 2004 2005 2007
and 2008 with a condibon of contrwed employment) over
798,944 ordinary shares, 203944 of the resultng shares
were sold on 3 Apnl 2012 and 10 April 2012 at an average
price of 25926p

3 For thosa options with an exercise pnce of 1p, these options:
which were previousty market priced options but were
replaced with a lower number of 1p opbions with the same
expected vale and terms and condibons, These 1p options
can only ba exercised ff the share price s greater than the
omgnal exencse pace of the market pnoed opoons.

[X]

Maears Group PLC Annual repart and accounts 2012

Options are exercisable at the prices indicated
which are equal to the average quoted market
pnce of the Company’s shares on the three deating
days prior to the date of grant. The vesting penod
1$ three years If the options remain unexercised
after a period of ten years from the date of grant,
the opticns expire and are forferted if the Drector
leaves Mears Group PLC before the option vests

The market price of the Company's shares
at 31 December 2012 was 328p and the
range dunng 2012 was 216p to 335p

The agreements covering Directors optiens

and LTIP Awards ara available for inspection at
the Groups cffices The Company's Register of
Dhrectors interests which 1s also open to nspechon)
contams full details of the Drectors’ shareholdings
and options to subscribe

This report was approved by the Board and
has peen signed gn its behatf EJy

P F Dicks
Chairman of the Remuneration Committee
9 Aprl 2013
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Corporate governance
> Report of the independent audrtor
> to the members of Mears Group PLC

We have audited the

financial statements of

Mears Group PLC for the year
ended 31 December 2012 which
comprise the Group principal
accounting policies, Consolidated
Income Statement, Consolidated
Statement of Comprehensive
Income, Consolidated Balance
Sheet, Consolidated Cash Flow
Statement, Consolidated
Statement of Changes in Equity,
related Group notes, Company
principal accounting policies,
Parent Company Balance Sheet
and related Company notes

The financial reporting framework that has been
appled n the preparation of the Group financial
staternents is applicable law and International
Financial Reporting Standards (FRS) as adopted

by the European Umon The financial reporting
framework that has been appled in the preparation
of the Parent Company financial statements 1s
applicable law and Uruted Kingdom Accounting
Standards (United Kingdom Generally Accepted
Accounting Practice)

This report 1s made solely to the Company's
members, as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we
might state to the Company s members those
matters we are required to state to theminan
auditor s report and for no other purpose To the
fullest extent permitted by law, wa do not aceept
or assume responsibility to anyone other than
the Company and the Company's members as a
body for cur audit work, for this report, or for the
opireons we have formed

Respective responsibiliies
of Directors and auditor

As explaned more fully in the Directors’
Responsblstes Statement set out on page 33
the Dwectors are responsible for the preparation
of the financial statements and for being sausfied
that they gve a true and fair view Our responsblity
15 to audit and express an opinion on the financal
statements in accordance with applicable law
and Internatonal Standards on Auditing (United
Kingdom and Ireland} Those standards requre

us to comply with the Audiing Pracaces Boards
(APB s) Fthical Standards for Auditors

Mears Group PLC Annual report and accounts 2012

Scope of the audit of the

financial statements

A descripuon of the scope of an audit of financial
statements 15 provided on the APBs website at
www fre org uk/apbvscoperprivate.cfm

Opinion on financial statements
In cur cpinion

» the financiat statements give a true and
far view of the state of the Group’s and
of the Parent Company s affairs as at
31 December 2012 and of the Groups
profit for the year then endad

the Group financial statements have been
properly prepared in accordance with IFRS
as adopted by the Europgan Union,

the Parent Compasny financial staternents
have been property prepared in accordance
with United Kingdom Generally Accepted
Accounting Practice, and

the financial statements have been prepared
In accordance with the requirements of the
Companies Act 2006 and, as regards the
Group financial statements, Article 4 of

the |AS Regulaten

Opinion on other matters prescribed
by the Companies Act 2006

In our cpinion

« the part of the Directors Remuneration Report
to be audited has been property prepared in
accordance with the Companies Act 20086,

» the information given in the Directors’ Report
for the financial year for which the financial
staternents are prepared Is consistent
with the financial staternents and

the information grven In the Corporate
Governance Staterment sat out on pages 34
to 3@ with respect to internat control and
risk management systems in relation to
financial reporting processes and about
share capital structures 15 consistent
with the financial staterments

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 accountng records have not
been kept by the Parent Comparty or returns
sdequate for our audit have not been receved
from branches not wvisited by us,

the Parent Company financial statemants
and the part of the Directors’ Remuneration
Report to be audited are not In agreement
with the accounting recerds and returns,

certan disclosures of Directors’ remuneration
specified by law are not made

« we have not receved all the nformation and
explanations we require for our audit, or

a corporate governance statement has
not been prepared by the Company

Under the Listing Rules, we are reguired to review

+ the Drectors statement, set out on page 31,
In relation to gomng concern,

« the part of the Corporate Governance
Statement relating to the Company s
compliance with the nine provisions of
the June 2008 Combined Code specified
for our review, and

certain elements of the report to the
shareholders by the Board on Drectors
remuneration

Simon J Lowe

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
Bristol -

9 Aprl 2013
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Financial statements
> Principal accounting policies — Group

Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with IFRS as adopted by the European Union The financial
statements are prepared under the histarical cost convention

The accounting policies remain unchanged from the previous year except for the adoptien of amendments to [FRS 7 'Financial instruments Disclosures
IFRS 7 ‘Financial instruments Disclosures was effective from 1 January 2012 and has had no matenal impact on the Group

The Drrectors consider that as at the date of approving the financial statements, there 1s a reasonable expectation that the Group and Company have
adequate resources to continue in operationat existence for the foreseeabte future For this reason, the Dwectors continue to adopt the going concern
basis in prepanng the financial statements The Directors have discussed the principal risks and uncertainties of the businass in the Risk Management
section on pages 24 and 25

Basis of consolidation

The Consolidated Balance Sheet includes the assets and liabilities of the Company and its subsidiaries and 1s made up to 31 December 2012
Entities over which the Group has the ability to exercise control over financial and operating policies are accounted for as subsidiaries Control
15 obtained and exercised through voting rights so as to obtain benefits from its actvities Interests acqurred in entities are consolidated from
the effective date of acquisition and interests sold are consolidated up to the date of disposal

Alt sigruficant intercompany transactions and balances between Group enterprises, inciuding unrealised profits ansing from intra-group transactions,
are eliminated on consclidation, no profit 1s taken on sales between Group companies

Business combinations

Business cormnbinations are accounted for using the acquisition method The acquisition method involves the recognition at fair value of all :[denbifiable
assets and liabilites, including contingent latxlties of the subsidiary at the acquisiion date, regardless of whether or not they were recorded in the
financial staternents of the subsidiary prior 1o acquisition On initial recognition, the assets and liabiliues of the subsidiary are included in the Consolidated
Balance Sheet at ther far values, which are also used as the bases for subsequent measurement in accordance with the Group accounting policies
Goodwill 15 stated after separating out identfiable ntangible assets Goodwill represents the excess of acquisition cost over the far valus of the Groups
share of the idenufizble net assets of the acquired subsidiary at the date of acquisition

Where applicable the consideration for an acquisition includes any assets or liabilites ansing from a contingent consideration arrangement, measured
at far value at the acquisition date Subsequent changes in such far values are adjusted against the cost of acquisition where they resuit from additional
informaticn obtained up to one year from the acquisition date about facts and circumstances that existed at the acquision date All other subsequent
changes i the far value of contingent consideration classified as an asset or liability are recogrised in accordance with I1AS 38, either in the
Consolidated Income Statement or Consolidated Statement of Comprehensive Income

Costs relating to acquisiions in the year have been expensed

Any business combinations prior to 1 January 2010 were accounted for in accordance with the standards i place at the time, which differ in the following
respects transaction costs directly attributable to the acquisiion formed part of the acquisition costs, contingent consideration was recogrused If,
and only If, the Group had a present obligation, the econormic outfiow was more Iikely than not and a reliable estimate was determinable and subsequent
adjustments to the conbingent consideration were recognised as part of goodwill

Property, plant and equipment

ltems of property, ptant and equipment are stated at histoncat cost, net of depreciation Historical cost includes expendrture that 1s directly attributable
to the acquisition of the stems Subsequent costs are ncluded in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when 1t 1s probable that future economic benefits associated with the tem witl flow into the Group and the cost of the rem can be measured rebiably
All other repaws and mamtenance are charged to the Income Statement duning the financial period in which thay are incurred

Mears Group PLC Annual report and accounts 2012 www mearsgroup.co uk
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Financial statements
> Pnincipal accounting policies — Group continued

Property, plant and equipment continued

Freehold land 15 not depreciated Depreciation on other assets is calculated to write down the cost less estimated residual value over therr estmated
useful economic lives The rates generally applicable are

Freehold butdings - 2% pa., straight-line

Leasehold improvements - over the penod of the lease straight-line
Plant and machinery - 25% pa, reducing balance

Fixtures, fittings and eguipment - 25% pa, reducing balance

Motor vehicles - 25% pa reducing balance

Residual values are reviewed annually and updated if appropriate The carrying value 1s reviewed for impairment in the perod If events or changes
In circumstances indicate the carrying value may not be recoverable An asset’s carmying value 1s wnitten down rmmediately to its recoverable amount
if the asset s carrying amount is greater than its estimated recoverable amount

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and are recognised within administrative
expenses In the Income Statement

Intangible assets

In accardance with IFRS 3 (Revised) ‘Business Combinations an intangible asset acquired n a business cembination 15 deermed to have a cost to the
Group of its far value at the acquisition date The far value of the Intangble asset reflects market expectations about the probability that the future
econormic benefits embodied in the asset wilt fiow to the Group Where an intangibte asset might be separable, but only togather with a related tangible
or intangible asset, the group of assets 1s recognised as a single asset separately from goodwill where the indwdual far values of the assets in the
Group are not reliably measurable Where the individual far value of the complementary assets are reliably measurable, the Group recognises them
as a single asset provided the indmidual assets have similar useful lives Intangible assets are amortised over the useful economic Ufe of those assets

Development costs incurred on software development are capitatised when all the following conditions are satisfied

« completion of the software module 1s technically feasible so that it will be avallable for use

» the Group intends to complete the development of the medule and use it,

» the software will be used In generating probable future economic benefits

« there are adequate technical, financia! and other resources to complete the development and to use the software, and

« the expenditure attnbutable to the software during its development can be measured relizbly

Costs incurred making intellectua! property available for use (including any associated borrowing costs) are capitatised when all of the following
conditions are satisfied

+ completion of the data set I1s techrucatly feasible so that it will be availlable for use,

« the Group intends to complete the preparation of the data and use it

« the data will be used in generating probable future economic benefits,

« there are adequate technical, financial and cther resources to complete the data set and to use rt, and

+ the expenditure attributable to the intellectual property duning its development can be measured reliably

Development costs not meeting the critena for capitalisation are expensed as incurred Careful judgerment by management is applied when deciding
whether the recogrition requirements far development costs have been met. This 1s necessary as the economic success of any development 15 uncertan

and may be subject to future technical problems at the tme of recognition Judgerments are based on the information available at each balance sheet
date In addition, all snternal actvities related to the research and developrnent of new software are continualty monitored by management

The cost of an internally generated intangible asset comprises all directly attributabte costs necessary to create, produce and prepare the asset to
be capable of operating in the manner intended by management Directly attributable costs include employee costs incurred on software development

Amortisation commences upan complaton of the asset and 1s shown within other administrative expenses Untf the asset 1s avallable for use

on comptetion of the project, the assets are subject to mpairment testing only Development expenditure 1s amortised over the period expected
to benefit
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Financial staternents
> Principal accounting policies — Group continued

Intangible assets contnued
The dentifiable mtangible assets and associated periods of amortisation are as follows

Order book - over the period of the order boak, typically three years

Client relatonships - over the penod expected to benefit, typically five years

Development expenditure - 25% pa, straght-line

Intellectual property - over the penod of usefulness of the intellectual property, typically five years
Goodwill

Goodwill anses on the acquisition of subsidianes and represents ary excess of the cost of the acquired entity over the Group's interest in the far
valus of the entity s dentfiable assets and kabilites acquired and 1s capitalised as a separate item Goodwill 1s recognised as an intangible asset

Under the business combinations exempbion of IFRS 1, goodwill previcusly written of f direct to reserves under UK GAAP 15 not recycled to the Income
Statement on calculating a gain or loss an disposal

Impairment

For the purposes of assessing impairment, assats are grouped at the lowest levels for which there are separately dentfiable cash flows cash-generating
units (CGUs) As a resuit, some assets are tested ndwidually for impairment and some are tested at OGU level Goodwil s allocated to those CGUSs that
are expected 10 benefit from synergies of the related business combination and represent the towest level within the Group at which management
monrtors the related cash flows

Goodwill, other indvidual assets or CGUs that include goodwil and those intangible assets not yet avalable for use are tested for mparment at least
annually All other ndnadual assets or CGUs are tested for imparment whenever events or changes In circurnstances indicate that the carrying amount
may not be recoverable

Animparment loss I1s recognised in the Income Statement for the amount by which the asset or OGU s carrying amount exceeds its recoverable
amount The recoverable amount 1s the higher of fair value, reflecting market conditions less costs to seli, and value in use based on an internal
discounted cash flow evaluation Impairment tosses recognised for CGUs to which goodwill has been allocated, are credited mnibally to the carrying
amount of geodwill Any remaining impairment loss 1s charged pro-rata to the other assets in the CGU With the excepticn of goodwill, all assets
are subsequently reassessed for indications that an impairment loss previously recognised may no longer exist

Inventories
Inventories are stated at the lower of cost and net realisable valug Cost 1s the actual purchase price of materials

Work 1n progress

Work in progress 1s included in inventores after deducting any foreseeable losses and payments on account not matched with revanue Work in progress
represents costs incurred on contracts that cannot be matched with contract work accounted for as revenue Work in progress 1s stated at the lower
of cost and net realisable value Cost comprises materials, direct labour and any subcentracted work that has been incurred in bringing the inventories
and work in progress to their present location and condition

Amounts recoverable on contracts
Amounts recaverable on contracts are included in trade and other recevables and represent revenue recognised in excess of payments on accourt

Accounting for taxes
Income tax comprises current and deferred taxation

Current tax assets and/or labilities comprise those obligations to, or claims from, fiscal authonties relating to the current or prior reporting pertod
that are unpaid at the balance sheet date They are calcutated according to the tax rates and tax laws applicable to the fiscal periods to which they
relate, based on the taxable profit for the year

Where an rtem of income or expense 1s recogrised in the Income Statement, any related tax generated 1s recognised as a component of tax expense
n the Income Staterment Where an item 1s recognised directly to equity or presented within the Consolidated Staternent of Comprehensive Income,
any related tax generated 1s treated similarly

Deferred taxation 1s the tax expscted to be repayable or recoverable on differences between the carrying amounts of assets and labilites i the financial
staternents and corresponding tax bases used In the computation of taxable profit and 15 accounted for using the balance sheet Lability method
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Financial staterments
» Pnncipal accounting policies — Group continued

Accounting for taxes continued

Deferred taxation habilites are generally recogiised on all taxable temporary differences in full with no discounting Deferred taxation assets

are recogrised to the extent that it 1s probable that taxable profits will be avallable against which deductible temporary differences can be uttised
However, deferred tax i1s not provided on the initial recogniton of goodwill, nor on the initial recogrition of an asset or lability unless the related
transaction 15 & business combination or affects tax or accounting profit

Deferred taxation 1 ¢alculated at the tax rates that are expected to apply in the penod when the babitity is settled or the asset s realised, provided
they are enacted or substantrvely enacted at the balance sheet date The carrying value of deferred taxation assats 1s reviewed at each balance sheet
date and reduced to the extent that it 1s no tonger probable that sufficient taxable profits will be avalable against which taxable temporary differences
can be utiised Deferred tax (s chargad or credited to erther the Consolidated Income Statement, the Consolidated Statement of Comprehensive
Income or equity to the extent that it relates to items charged or credited

Revenue

Revenue I1s measured n accordance with 1AS 1B Revenue at the fair value of the consideration recened or recevable, for goods and services
provided in the normal course of business, net of rebates and discounts and after elminating sales within the Group

Social Housing

Revenue 1s recogrised when the cutcome of & job ar contract can be estimated reliably, revenue associated with the transaction 1s recogrised by
reference to the stage of completion of work at the balance sheet date The outcome of the transaction 1s deemed to be abte to be estimated reliably
when all the following conditions are satsfied

« the amount of revenue can be measured reliably,

+ 1t 15 probable that the economic benefits associated with the transaction will flow to the entity

« the stage of completion of the transaction at the balance sheet date can be measured reliably, and

+ the costs incurred for the transaction and the costs to complete the transaction can be measured reliably

Whilst all Social Housing contracts can fit within the guidelines laid down for revenue recognition as detalled above, the alternative contractual pricing
mechanisms do result in different methads of assessing the stage of completion The Group has therefore recognised revenue dependent on the
nature of transactions in line with 1AS 18

There are some contracts where we are entitled to a fee to reimburse the costs relating to a new contract start-up This fee 1s sometimes paic on
commencement or paid In nstalments over an extended period Where the contractual entitlement to this mcome crystallises upon commencement,
the revenue 1s racognised All costs relating to pre-commencement and mobilisation are written off as they are incurred

There are numerous contractual pricing mechanisms but one can broadly dvide these into three types

Schedule of Rates (SOR) contracts

There 1s an element of SOR in approximately two thirds of contracts At tender stage we enter a price for each of the numerous tasks carried out
In respect to property mamtenance Typically we price for uplift or a discount aganst a pre-priced schedule This price will, n scme cases, be an
all-encompassing price for the cost of direct works, the local site overhead, central overhead and prefit contrnibution In ather mstances, the SOR
tendered may only recover direct works with an alternatve mechanism to recover the other elements Wherever possible, we seek to dentfy all
individual warks tickets receved individually and capture costs and bilng at the indwidual work ticket level In so doing, this allows revenua to be
recognised with a high degree of accuracy Typically, reactive maintenance works are invoiced within a month of completion, hence the majornity
of revenue recognised has already been indvidually vatued at the work ticket level and the significant majority has been subsequentiy settled
The only element of revenue or profit recognition that requires judgerment s aganst those jobs that are part complete or thase completed works
that have not been subject to a final valuation

For part complated works it 1s probable that the Group will recover the transaction costs incurred Whether the outcome of the transaction can be
estimated reliably needs to be considered contract by contract based on historic outcomes and knowledge of any events that may affect future job
profitability Where the outcome of the transaction cannot be estimated reliably revenue 1s recognised only to the extent that the costs incurred are
anticipated to be recovered Where the outcome of the transaction can be estimated reliably, an element of anticipated profit 15 recognised within
revenue 1o the extent that historie outcomes adjusted for knowledge of any events that may affect future job profitability supports such recognition

For completed but not yet vatued works, the outcome of the individual valued work tickets 1s not reviewed indwidually for the purposes of profit and
revenue recognition However, given the highvolume of histonical data to provide an accurate indication of undertying contract margin at a particular
site, the Group considers that the application of an anticipated profit margin on cost to alt completed and unbilied works produces a rebable measure

For completed and valued works the likely outcome for the ndmdual work ticket can be determined indvidually for the purposes of profit
and revenue recognition The Group considers that the recognition of the anticipated profit for the iIndwvidual job within revenue 1s appropriate
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Financial statements
> Prineipal accounting policies ~ Group continued

Revenue continued

Social Housing continued

Open book contracts

Typically the open book element of contracts relates to the local site overhead A priced overhead model is usually provided to a client at tender stage
and the client pays the Group a fixed sum for mantaining this local site This 1s typically an agreed fixed prnce Revenue 1s recogrnised in line with cost
incurred and similtarly the attrbutable prafit recogrised agamnst that cost

Any over or underspends are typrcally at the nisk of the Group The actual overhead spend 1s of ten subject to an open book review which 1s then
used as the basis for agreaing future pricing

On the rare occasions that a contract does recover costs under a pure ‘cost plus’ arrangement, revenue 1S recognised in ine with cost incurred
and similarly the attributable profit recognised against that cost

Lump sum contracts

This type of contract 1s becoming more commonplace To avoid the enerous burden of administering a high volume, low value actity, the pricing
mechanism 1s reduced to etther & price per tcket or a price per property Historically, many gas servicng and breskdown contracts have been procured
on & lump sum basts Howaver it 1$ now becoming increasingly common within the reactive mamntenance environment There 1s typically an exclusions
st for warks that are not considered repairs and not deemed to fall within the lurmp sum price It 1s normal for this excluded element of the warks

te be billed under an SOR arrangement

For practical purposes, In the majerity of lump sum contracts, revenue 1s recognised on a straght-line basis over the contract term There s not a
material impact of seascnality m a client's reactve mantenance spend (in terms of ether volume or value of erders receved) In terms of the lump sum
elernent of the contract. the revenue 1s split evenly across the twalve monthly reporting periods No element of revenue is either advanced or deferrad

There are a small number of lump sum centracts where recogrusing revenue on a straight-line basis would be inappropriate These are contracts
where the phasing of the works over the contract term varies materially over the penod of the contract and there 1s a mismatch between the delivery
of works and the timing of Invoicing against those works For these contracts, the Group has historically reverted to recogrising revenus based on
the proportion of costs incurrad to date compared with the estimated total costs of the contract

Care

Revenue I1s recognised when the actual care has been delvered Revenue relating to care delvered and not invoiced 1s accrued and disclosed under
trade and other recevables as amounts recoverable on contracts Revenue attributable to any unused capacity under block contracts, where the

Group 1s able to irveice for contracted services not provided, 1s recogrised when the recovery of ncome 1s considered virtually certain There 15 minmal
scope for judgement based on the care process

Mears Care utilises rostenng systems to manage care These systerns allow for ptanrung a rota for each staff member, together with the corresponding
pay and bill rates for the partcular service type, length of service and time of delivery These resulis are very accurate in the calculation of bilable
ume, Income and corresponding employee pay for a partcular contract, branch or region

Accrued income 1s determined by applying an average histarical billing rate to the number of unbilled hours delvered at the balance sheet date
Vanances are reviewed i the following month once actual biling 1s known The rostering systems allow unbilled hours to be calculated based on planned,
rostered and actual visits along with the corresponding pay and bill rates for the particular service type, length of service and time of delivery These
results are very accurate In the calculation of billable time, income and cerresponding employes pay for a partcular contract, branch or region

Construction contracts

Revenue from the Mechanical & Electrical {M&E) sector reflects the contract activity during the year and 1s measured at the far value of consideration

receved ar recevable When the outcome can be assessed reliably, contract revenue and associated costs are recognised as revenue and expenses

respectively by reference to the stage of completion of the contract activity at the batance sheet date The stage of completion of the contract at the

balance sheet date 1s usually assessed by comparing the proportion of costs incurred to esumated total contract costs Where this i1s not representative

contract milestones are used as a basis of assessing the stage of completion Where the outcome of a construction contract cannot be estimated

reliably revenue 1s recognised only to the extent of contract costs incurred that it ss probable will be recoverable and contract costs are recognised |
as an expense in the penod in which they are incurred |

In the case of a fxed pnice contract, the outcome of a construction contract is deemned to ba estunated reliably when all the following conditions
are satisfied

« It 15 probable that economic benefits associated with the contract will flow to the Group

» both the contract costs to complete the contract and the stage of completion at the balance sheet date can be measured relably, and

+ the contract costs attributable to the contract can be clearly identified and measured reliably so that actual contract costs ncurred
¢an be compared with prior estimates
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Financral statements
> Principal accounting policies — Group continued

Revenue continued

Construction contracts continued

The gross amount due from customers for contract work 1s presented as an asset for all contracts in progress for which costs incurred plus recognised
profits (less recognised losses), exceed progress bilings The gross amount due to customers for contract work 1s presented as a liabilty for all contracts
in progress for which progress billings exceed costs incurred plus recognised profits (less tosses)

Full provision 1s made for losses on all contracts in the year in which the loss is first foreseen

Segment reporting

Segment information ts presented in respect of the Groups operating segments based upon the format that the Group reports to 1its chief operating
decision makers

The Group considers that the chief operating decision makers are the Executive Directors and Senior Executives of the business

Exceptional costs

Exceptional costs are disclosed on the face of the Consolidated Income Statement where these are maternial and considered necessary to explain
the undertying financial performance of the Group They are either one-off In nature or necessary elements of expenditure to derve future benefits
for the Group which have not been capitalised in the Consolidated Balance Sheet

Costs of restructure are only considered to be exceptional where the restructure 1s transformational and the resuttant cost 1s significant

Acquisition costs are only considered to be exceptional where the acquisition i1s significant and the resultant cost 1s significant

Employee benefits

Retirement benefit obligations
The Group operates both defined benefit and defined contribution pension schemes as foltows

1) Defined contnbution pensions
A defined contribution plan 1s a pension plan under which the Group pays fixed contnbutions nto an independent entity The Group has no legat
obligations to pay further contributions after payment of the fixed contribution

The contributions recognised in respect of defined contribution plans are expensed as they fall due Liabilities and assets may be recognised if
underpayment or prepaymert has occurred and are included in current Liabilities or current assets as they are normally of a short-term nature

The assets of the schemes are hald separately from those of the Group i an ndependently adrministered fund

n} Defined benefit pensions
The Group contributes to 30 principal defined benefit schermes which require contributions to be made to separately administered funds

A defined benafit plan 1s a pension plan that defines an amount of pension bensfit that an employee will recewve on retirement, usually dependent on
one or more factors such as age, years of service and salary The iegal obligations for any benefits from this kind of pension plan remarin waith the Group

Scheme assets are measured &t far vatues Scheme lizbilities are measured on an actuariat basis using the projectad unit mathod and are discounted
&t appropriate high quality corporate bond rates that have terms to maturity approximating to the terms of the related liability Appropriate adjustments
are made for past service costs Past service cost Is recognised as an expense on a straight-line basis over the average period untl the benefits
become vested To the extent that benefits are already vested, the Group recognises past service cost immediately

Actuarigl gains and losses are recognised immediately through the Consolidated Statement of Comprehensve Incorme The net surplus or deficit
15 presented with other net assets on the Consolidated Balance Sheet. Any related deferred tax 1s shown with other deferred tax balances A surplus
15 recogrised only to the extent that it 1s recoverable by the Group

The Group's contnbutions to the scheme are paid in accordance with the rules of the schemes and the recommendations of the actuary

In accordance with IFRIC 14, the asset that is recognised Is restricted to the amount by which the 1AS 19 service cost 18 expected over the lfstime
of the scheme, to exceed funding contributions payable in respect of accruing benefits

Where the pension scheme has a contractual right to recover the costs of making good any deficit in the scheme from the Group's client, the farr
value of that asset has been recogrused and disclosed The night to recover costs is bimited to exclude situations where the Group causes the scheme
0 Incur service costs In excess of those which would have been incurred were the members employed within Local Government The right to recover
costs Is also Imited to situations where the cap on employer contributions 1o be suffered by the Group 15 not set so as o contribute to reducing the
deficit in the scheme
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Financial statements
> Principal accounting policies ~ Group continued

Employee benefits continued

Share-based employee remuneration
All share-based payment arrangements that were granted after 7 November 2002 and had not vested before 1 January 2005 are recognised
in the consolidated financiat statements In accordance with IFRS 2

The Group operates eguity-settied share-based remuneration plans for its employees All employee services recenved in exchange for the grant

of any share-based remuneration are measured at therr far values These are indirectly determined by reference to the far value lexcluding the effect
of non-market based vesting conditions) of the share options awarded Therr valus 1s determined at the date of grant and s not subsequently remeasured
unless the conditions on which the award was granted are modified The fair value at the date of the grant 1s calculated using the Binomial and Monte
Carlo opton pricing modets and the cost I8 recognised on a straight-line basis over the vesting period Adjustments are made to reflect expected and
actual forfertures during the vesting pericd For SAYE plans employees are required to contribute towards the plan This non-vesting condition is
taken into account in caleulating grant date far value -

All share-based remunsration 1s ulbmately recognised as an expense In the Income Statement with a corresponding credit to share-based
payment reserve

Upon exercise of share options, the proceeds recenved net of any directly attributable transaction costs up to the nominal value of the shares issued
are allocated to share capital, with any excess being recorded as share premium

Modifications to share-based payment arrangemenits are accounted for in accordance with IFRS 2 The modifications made by the Group in 2009
did not increase the fair value of the equity Instruments granted and, therefore, there was no change to the share-based payrment charge as a result.

Leases

In accordance with IAS 17 ‘Leases, the economic ownership of a leased asset 1s transferred to the lessee if they bear substantially all the nisks and
rewards related to the ownership of the leased asset The related asset 1s recognised at the time of iInception of the lease at the far value of the leased
asset or If lower the present value of the lease payments plus incidental payments, if any, to be borne by the lessse A corresponding amount is
recognised as a finance leasing lability, rrespective of whether seme of these lease payments are payable up front at the date of inception of the lease

Subsequent accounting for assets held under finance lease agreements, 1e depreciation methods and useful lives correspond to those applied
to comparable acquired assets The corresponding finance leasing liability 1s reduced by lease payments less finance charges, which are expensed
1o finance costs Finance charges represent a constant perodic rate of interest on the outstanding balance of the finance lease lablity

Al other leases are treated as operating leases Payment on operating lease agreements s recogrised as an expense on a straight-lne basis over
the lease term Associated costs, such as maintenance and insurance are expensed as incurred

The Group does not act as a lessor

Financial instruments

Financial assets and liabiities are recogrised in the Balance Sheet when the Group becomes party to the contractual provisions of the instrument
The principal financial assets and liabilities of the Group are as foltows

Financial assets
When financia! assets are recognised iitially under LAS 39 ‘Financial Instruments Recognition and Measurement, they are measured at far value
net of transaction costs other than for financial assets carried at fair value through the Income Staterment

The Groups financial assets are included in the Balance Sheet as current assets, except for matunties greater than twelve months after the balance
sheet date, whereupon they are classified as non-current assets The Groups financial assets comprse Trade and other recevables ‘Amounts
recoverable on contracts’ and 'Cash at bank and in hand' in the Balance Sheet

Loans and receivables

Trade recevables amounts recoverable on contracts and cash at bank and in hand are non-dervative financial assets with fixed or determinable
payments that are not quoted In an active market They anse when the Group provides money, goods or services directly to a debtor with no intention
of trading the recewvables Trade recevables and amounts recoverable on contracts are inttially recorded at far value net of transaction costs, being
invoiced value less any provisional estimate for impairment should this be necessary due to a loss event Trade recevables are subsequently remeasured
at mvoiced value, less an updated provision for impairment Ay change in their value through impairment or reversal of impairment s recognised in
the Income Statement

Provisions against trade recewables and amounts recoverable on contracts are made when objectve evidence 1s recenved that the Group will not be
able to collect all amounts due to it in accordance with the original terms of those recevables The amount of the write down 1s determined as the
difference between the asset’s carrying amount and the present value of estmated future cash flows Indmiduelly significant batances are reviewed
separately for inpairment based on the credit terms agreed with the customer Other balances are grouped mto credit risk categones and reviewed
IN aggregate
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Financial statements
» Principal accounting policies — Group continued

Financial instruments continued

Loans and receivabtes continued
Cash and cash equivalents include cash at bank and in hand and bank deposits avallable at less than 24 hours notice Bank overdrafts are presented
as current Liabilities to the extent that there 1s no right of offset wath cash balances

Following initial recognicion, financial assets are subsequently remeasured at amortised cost using the effective interest rate methad

Financia! habilities
The Group's financiat liabilities are overdrafts, trade and other payables and finance leasing liabilibies They are included in the Balance Sheet line
items "Short-term borrowings and overdrafts’, ‘Non-current financial labilives’ and ‘Trade and other payables

All nterest related charges are recognised as an expense In ‘Finance cost’ In the Income Statement with the exception of those that are directly
attributable to the construction of a qualifying asset which are capitalised as part of that asset

Bank and other borrowings are iniially recognised at farr value net of transaction costs Gamns and losses arising on the repurchase, settlement
or otherwise cancellation of liabilities are recognised respectively in finance revenue and finance costs Borrowing costs are recognised as an
expense in the perod n which they are Incurred with the exception of those which are directly attnbutable to the constructien of a qualifying
asset which are capitalised as part, of that asset

Finance lease Labilities are nitally measured at the lower of the farr value of the leased preperty and the present value of the minmum lease payments
as determined at the inception of the lease The initial value is reduced by the capital element of lease repayments over the penod of the lease

Trade payables on normal terms are not interest bearng and are stated at ther far value

Following initial recognition, financial biabilities are subsequently remeasured at amortised cost using the effective interest rate methoed

Denvative financial instruments
The Graup uses denvative financial instruments to hedge its exposure to Interest rate risks arising from eperauonal and financing activities

Dervative financial instruments are recognised nitially and subsequently at fair value, with mark-to-market moverments recogrised in the Income
Statement except where cash flow hedge accounting 1s applied (see below)

The farr value of mterest rate swaps 1s the estimated amount that the Group would receve or pay to terminate the swap at the balance sheet date,
taking into account current interest rates and the current creditworthiness of the swap counterparties

In accordance with its treasury policy the Group does not hotd or Issue dervative financial nstruments for trading purposes However, dervatives
that do not qualify for hedge accounting are accounted for a5 trading nstruments Mark-to-market movements on these dervatives are shown
inthe income Statement

Hedge accounting for interest rate swaps

Where an interest rate swap 1s designated as a hedge of the vanabiity in cash flows of an existing or highly probable forecast loan nterest payment,
the effective part of any valuation gain or loss on the swap Instrument 1S recogrised in other comprehensive income in the hedging reserve

The cumulative gain or loss 15 removed from equity and recognised in the Income Statement at the same time as the hedged transaction

The ineffective part of any gain or loss 1s recognised 1n the Income Statement immediately

When a hedging instrument or hedge relationship 1s terminated but the hedged transaction 1s still expected to oceur, the cumulative gain or loss at

that point remains in equity end s recognised In accordance with the above policy when the transaction occurs If the hedged transaction 1s no longer
probable, the cumulatve unreatised gain or loss recognised In eguity 1s recognised in the income Statement immediately

Nature and purpose of each reserve in equity
Share capital 15 determined using the nominal value of shares that have been issued

Share premium represents the difference between the nominal value of shares issued and the total consideration receved

Equity-settied shared-based employee remuneration 1s credited to the share-based payment reserve until tha related share options are exercised
Upon exercise the share-based payment reserve 1s transferred 1o retaned earnings

The hedging reserve represents the effective part of any gan or loss on a cash flow hedge which has not been removed from equity and recognised
in the Income Statement

The merger reserve relates to the difference between the nominal value and total consideration in respect of the acquisition of Careforee Group ple,
Supporta pte and Mornson Facilities Services Limited where the Company was entitled to the merger relief offered by the Companias Act
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Financial staternents
> Principal accounting policies ~ Group continued

Dividends

Dwidend distributions payable to equity shareholders are included in ‘Current financial labiliies when the dvidends are approved in & generat
meeting prior to the balance sheet date

Use of judgements and estimates

The preparation of financial statements requires management to make estmates and judgements that affect the reported amounts of assets and
tabliiies and disciosure of contingent assets and liabilities at the date of the financial staternents and the reported amounts of ncome and expenditure
dunng the reported period The estimates and associated judgements are based on historicat experience and vanicus other factors that are believed
to be reasonable under the crcumstances, the results of which form the basis of making judgerments about carrying values of assets and labilities
that are not readily apparent from other sources

The estimates and underlying jJudgements are reviewed on an ongoing basis Revisions to accounting estimates are recognised m the penod in which
the estimate 1s revised If the revision affects only that peniod or in the peniod of the revision and future penods If the rewsion affects both current and
future periods

in the preparation of these consolidated financial statements, estmates and judgements have been made by management concerning the selection
of useful lives of property plant and equipment, provisions necessary for certan labiliies, when to recogrise revenue on long-term contracts, actuanal
Judgements, discount rates used within impairment reviews, the underlying share price volatility for valuing equity-based payments and other similar
evaluations Actual amounts could differ from those estimates

Cntical jJudgements in applying the Group's accounting policies

Revenue recognition

Revenue 1s recognised based on the stage of completion of job or contract actmvity As desenbed in the Revenue section on pages 53 and 55 certain
types of Social Housing priging mechanisms and Care reguire minimal jJudgement however Social Housing lump sum contracts and construction
contracts do requrre judgements and estimates to be made to determine the stage of completion and the expected outcome for the indwvidual contract

Capitaiisation of development expenditure

Development expenditure 1$ caprialised to the extent that it meets the critena described in the Intangible assets section on pages 51 and 52 Careful
Judgement 1s exercised by management when deciding whether the recognition requirerents for development costs have been met This s
necessary as the economic success of any development is uncertain and may be subject to future technical problems at the time of recognition
Judgerments are based on the information avallable at each balance sheet date

Key sources of estimation uncertamty

Impairment of goodwll

Determining whether goodwill 15 impaired requires an estimate of the vatue in use of the CGUs to which goodwill has been allocated The value-in-use
calculation involves an estimate of the future cash flows of the CGUs and atso the selection of appropniate discount rates to calculate present values
Futura cash flows are estimated using the current cne-year budget forecast, extrapolated for a future growth rate The estimated growth rates are
based on past experience and knowledge of the indwvidual sector’s markets Changes in the estimated growth rate could result In vaniations to the carrying
value of goodwill The Directors consider that the estimates and judgements involved in determining the value in use of the Care CGU goodwill are the
most significant and have therefore utilised the services of an externat consultant to undertake this imparment review The estimated cash flows and
future growth rates are based on past experence and knowledge of the sector The value In use s most sensitive to changes in the terminal growth
rate, the explicit growth rate and the discount rate The sensitvity to changes in these estimations 1s detailed in note 11

Defined benefit Labilities

A number of key estimates have been made, which are given below, which are largely dependent on facters cutsida the control of the Group
+ expected return on plan assets

« inflation rates

+ mortality

+ discount rate, and

= salary and pension Increases
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Financial statements
> Principal accounting polictes — Group continued

Use of judgements and estimates continued

Key sources of estimation uncertainty continued
Defined benefit habilities continued
Details of the paruicular estimates used are included in the pensions note

Where the Group has a contractual right to recover the costs of making good any deficit in the scheme, the fair value of that asset has been recogrised
and disclosed The nght to recover costs 1s imited to exclude situations where the Group causes the scheme to mcur service costs in excess of those
which would have been incurred were the members employed within Local Government The Directors have made judgements in respect of whether
any of the deficit 1s as a result of such situations

The nght to recover costs s also limited o situations where the cap on ermployer contributions to be suffered by the Group 1s not sat so as to contribute
to reducing the deficit in the scheme The Directors in comjunction with the scheme actuarnes, have made judgements in respect of the predicted
future service cost and contributions to the scheme to reflect this in the farr vatue of the asset recognised

New standards and interpretations not yet applied

Amendments to |AS 1 *Presentation of Financial Statements ~ presentation of items of Other Comprehensive Income {effective 1 July 2012) The Group
will apply this revised standard for the Groups 31 December 2013 financiel statements, The revised standard requires the grouping of items included
in Other Comprehensive Income on the basis of whether they are potentially reclassifiable to profit of loss

1AS 19 (revised)} 'Employee Benefits (effective 1 January 2013} The Group will apply this revised standard for the Groups 31 December 2013 financial
statements The revised standard combines interest on obligation and expected return on plan assets and requires the disclosure of the net Interest on
liability 1t also requires the separate disclosure of expenses for running the plan As a result asset returns will be based on the discount rate insiead of
the expected rate of return on assets This is expected to result in a lower expected return in the Income Staternent and a higher gain in the Statemerit
of Comprehensive Income The revised standard will require the restaternent of the pror year comparatve The effect on the Income Staternent for 2012
15 expected to be an increase in cperating costs of £0 3m and a decrease in finance income of £2 3m There would be a corresponding decrease in
the actuanal loss recogmised in the Statement of Cansolidated income of £2 6m There waould be no change to net assets

IAS 27 (revised) Separate Financial Statements {adopted by the EU from 1 January 2014} The Group will apply this revised standard for the Groups
31 December 2014 financizl statements

IAS 28 (revised) Investrnents In Associates and Joint Ventures {adopted by the EU from t January 2014} The Group will apply this revised standard
for the Groups 31 December 2014 financial statements

Amendments to IAS 32 ‘Financial Instrumerts Presentation - offsetting financial assets and financial labibes (effectve 1 January 2013) and Amendments
to [FRS 7 ‘Financial Instruments Disclosures’ - offsetting financial assets and financial labilities {effectve 1 January 2014) The revised standards require
the disclosure of nformation which will allow the users of accounts to evaluate the effect or potential effect of netting off arrangements associated with
financial assets or financial labilites The Group will apply the revisions 1o 1AS 32 for the Group's 31 December 2013 financial statements and the revisiens

to IFRS 7 for the Groups 31 December 2014 financial statements

IFRS 9 ‘Financial instruments’ {effecuve 1 January 2015) specifies how an entity should classify and measure financial assets, including some
hybnid contracts The Group will apply this standard for the Groups 31 December 2015 financial staternents

IFRS 10 ‘Consolidated Financial Statements’ (adopted by the EU from 1 January 2014) establishes principles for the presentation and preparation of
consolidated financial statements when an entity controls one or more other entities The Group will apply this standard for the Groups 31 December 2014
financial staterments

IFRS 11 Joint Arrangements {adopted by the EU from 1 January 2014} establishes principles for financial reperting by partes to a joint arrangement,
The Group will apply this standard for the Groups 31 December 2014 financial statements

IFRS 12 Disclosures of interests in Other Entities (adopted by the EU from 1 January 2014) requires an entity to disclose information that enables
users of financial statements to evaluate the nature of, and nsks associated with, its interests in other entities and the effects of those interests on
its financial position, financial performance and cash flows The Group will apply this standard for the Group's 31 December 2014 financial statements

IFRS 13 ‘Farr Value Measurement’ (effective 1.January 2013) explans how to measure far value for financial reperung The Group will apply this
standard for the Group's 21 December 2013 financial staterments

With the exception of the amendments to IAS 19 where the anticipated effect 1s disclosed above, the Directors do not expect that the adoption
of these standards and amendments will have a materal impact on the financial statements of the Group i future pencds
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Financial statements
> Consolidated income statement
> for the year ended 31 December 2012

2012 013
Existing Acquired Total Total
Note £000 £000 £'000 £000
Sales revenue 1 634,484 45041 679,525 588971
Cost of sales (460,761}  (34,862) (495,623) (414207)
Gross profit 173,723 10,179 183,902 174764
Other adminstrative expenses (140,016}  (12,445) (152,461) (141156)
Exceptional costs 7 — (2.877)  (2,877) (3084)
Amortisation of acquistion intangibles 12 (7,408) {553) (7961) (7783)
Total admirustrative costs {147,424) {15,875) (163,299) (152,033)
Operating profit before exceptonal costs and amortisabon of acquisition intangibles 33,707 (2,266) 31441 33608
QOperatmg profit 26,299 {5,696) 20,603 22731
Finance income 4 2,648 479 3,127 484
Finance costs 4 (2,802} (115)  {2,917) (2633)
Prafit for the year before tax, exceptional costs and the amortisation
of acquisiion ntangibles 33,553 (1,902) 31,661 31459
Profit for the year before tax 26,145 (5,332) 20,813 20582
Tax expense (2,996) 1,479 (1,517) (3668)
Profit for the year 23,149 {3,853) 19,296 16914
Attributable to
Equity shareholders of the Company 19,635 16914
Minority Interest {339) —
Profit for the year 19,296 16,914
Earnings per share
Basic 10 2189p 1887p
Dilutec 10 2104p 1903p

The 2012 Total’ column represents the IFRS reported results

The accompanying accounting policies and notes form an integral part of these financial statemants
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Financial statements
> Consclidated statement of comprehensve income
» for the year ended 31 December 2012

2012 2011
Note £000 E000

Net result for the year 19,296 16914
Gther comprehensive {expense)/income
Cash flow hedges
- losses arising In the year 21 {1,311) {1,883)
- reclassification to Incorne Statement 21 505 204
Increase n deferred tax asset in respect of cash flow hedges 21 152 420
Actuanal {loss)/gain on defined benefit pension scheme 26 (2,283) 846
Increase/(decrease) in deferred tax asset in respect of defined benefit pension schemes 22 381 (679)
Other comprehensve expense for the year (2,556) (892)
Total comprehensve income for the year 16,740 16,022
Attributable to
Equity shareholders of the Comparny 17,079 16022
Minority Interests (339) —_
Total comprehensve income for the year 16,740 18,022

The accompanying accounting policies and notes form an integral part of these financial staterments
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Financial statements
> Consolidated balance sheet
> as at 31 December 2012

2012 2011
Note £000 £000
Assets
Mon-current
Goadwill 11 124,279 101030
Intangible assets 12 39,365 26449
Praperty plant and equipment 13 15,981 12681
Pension and other employee benefits 26 14,023 —
Deferred tax asset 22 15,428 7379
Trade and other recenvables 17 2,798 2,384
211,874 149,923
Current
Inventonies 15 11,833 12541
Trade and other recevables 17 180,270 125085
Cash at bank and in hand 57,616 46571
249,719 184,207
Total assats 461,593 334,130
Equrty
Equrty attnbutable to the shareholders of Mears Group PLC
Called up share capital 23 919 857
Share premium account 34,910 33554
Share-based payment reserve 1,685 2,965
Hedging resorve (1,913} {1259)
Merger reserve 46,214 38243
Retaned earnings 87,342 77425
Total equity shareholders' funds 169,157 151785
Minonty interest (339) —
Total equity 168,818 151785
Liabilties
Non-current
Leng-term borrowing and overdrafts 55,000 55,000
Pensicn and other employee benefits 26 5,761 5,840
Deferred tax liabilities 22 11,488 5,297
Financing liabiltes 19 1,823 1325
Other labilities 20 879 879
74,931 68341
Current
Short-term borrowings and overdrafts 15,000 5,000
Trade and other payables 18 199,418 105916
Financing tabittes 19 71 403
Current tax labilities 2,715 2685
Current labilities 217,844 114,004
Total liabilities 292,775 182345
Total equrty and Labilities 461,593 334130

The financial statements werﬂrm@nd authonsed for 1ssue by the Board of Directars and were signed on 1ts behalf on @ Apnl 2013

\ A CM Smith
Director Director

The accompanying accounting policies and notes form an integral part of these financial statements
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Financial statements
> Consolidated cash flow statement
» for the year ended 31 December 2012

2012 2011
Nots £'000 £000

Operating actrvities
Result for the year before tax 20,813 20,582
Adjustments 24 12,436 13,319
Change In rventones 2,088 (394)
Change n trade and other recenvables (16,900}  {13.340)
Change in trade and other payables 18,618 5753
Cash flow from cperating actvities before taxation before effect of acquired contracts 37,055 25920
Change in working capital from acquired contracts — (2.820)
Cash flow from operating actnities before taxation 37,055 23,100
Taxes paid (3,343) (4615)
Net cash inflow from operating actmities 33,712 18485
Investing actvities
Additions to property, plant and equipment (3,393} (3991
Aoditions to other intangble assets {1,115) (1419)
Proceeds from disposals of property plant and equipment 27 208
Acquisition of subskhiary undertaking, net of cash (20,521) (6771}
Interest recened 1 —
Net cash outflow from investing actvities (24,991) (10973)
Financing actwvities
Proceeds from share ssue 1,389 320
Discharge of finance lease liabilty (38) (88)
Interest paid (2,288) (2970
Dwidends pad (6,739) (5962)
Net cash outflow from financing actvities (7,676) (8,608)
Cash and cash equwvalents, beginnung of vear (13,429)  (12,243)
Net increase/(decrease) In cash and cash equivalents 1,045 (1186)
Cash and cash equwvalents, end of year {12,384) (13,429}
Cash and cash equivalents compnises the following
- cash at bank and in hand 57,616 46571
- short-term borrowings and overdrafts (70,000)  (BO,000)
Cash and cash equivalents {12,384) {13,429)

The accompanying accounting policies and notes form an integral part of these financial statements
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Financial statements

» Consoldated statement of changes in equity

> for the year ended 31 December 2012

Attrioutable to equity shareholders of the Company

Share  Share-based

Share premum payment bHedging Merger Retaned Minosty Total

capral account reseneg resene rasene earnngs nigrests equity

£000 £000 £000 £000 £000 £000 £000 £000

At 1January 2011 848 33,243 2905 — 38,243 66315 — 141854
Net profit for the year —_ — — — — 16914 — 16914
Other comprehensive (expense)/income — — — {1,259} — 367 — (892)
Total comprehenswve income for the year — — — {1.259) — 17281 — 16022
Deferred tax on share-based payments — — — — — (349) — (349)
'ssue of shares Q an - — — — — 320
Share option charges — — 200 — — — — 200
Exercise of share options — — (140) — — 140 — —
Dwidends — — - — —_ (5962) — (5962)
At 1 January 2012 857 33554 2965 (1259} 38,243 77425 — 151785
Net profit for the year — — —_ — — 19,635 (339) 19,296
Other comprehensive {expensel/income — — — (654} — {1,902) - (2 556)
Total comprehensive income for the year — — — (654) - 17733 (339) 16,740
Deferred tax on share-based payments — — — — — (2,607) — (2807)
Issue of shares 62 1,356 — — 7971 — — 9389
Share option charges — —_ 250 — — - — 250
Exercise of share options — — (1.530) — — (1530) — —
Dwcdends — — _— — — 8739} — {6739}
At 31 December 2012 919 34,910 1,685 (1,913) 46,214 87,342 (339) 168,818

The accompanying accounting policies and notes form an integral part of these financial statements
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Financial statements
» Notes to the financial statements - Group

1. Segment reporting

Segment information is presented in respect of the Groups operating segments Segments are determined by reference to the internal reports
reviewed by the Board

The Group operated three operating segments duning the year

» Social Housing - services within this sector comprise a full repairs and maintenance service to Local Authorties and other Registered Social Landlords
+ Care - services within this sector comprise personal care services to people i therr own homes and
+ Other - services within this sector comprise provision of design and buld M&E services

All of the Groups activities are carried out within the United Kingdom and the Group s principal reporting to its chief operating decision maker 1s not
segmented by geography

The principal financial measures used by the chief operating decision maker and the Board to review the performance of the operating segments (s that
of revenue growth and operating margins in both the cora dvisions of Social Housing and Care The operating result utiised within the key performance
measures 15 stated before amortisaton of acquisiton intangibles, exceptional costs and share-based payments

2012 2011
Social Sacal
Housing Care Other Total Housing Care Other Total
QOperating segments £000 £000 £'000 £000 £000 £000 £000 £000
Revenue 504,686 112,550 62,289 679,525 415000 108518 65453 588,971

Operating result pre amortisation of
acquisition intangibles, exceptional costs
and share-based payment 23,962 9,302 (1,673) 31,691 23868 B674 1,268 33808

Operating margin pré amortisation of
acquisition intang bles, exceptional costs

and share-based payment 4 8% B3% {2.5%) 47% 58% 80% 19% 57%
Share-based payment (210 {15} (25) {250) (150) (25) (25) (200)
Operating result pre amortisation of acquisition

intangbles and exceptional costs 23,752 9,287 {1,598) 31,441 23716 8,649 1,243 33,608

All revenue and all non-current assets anse within the United Kingdom All of the revenue reported 1s external to the Group No revenue i respect
of a single customer comprises more than 10% of the total revenue reported

Reconciliation to the Consolidated Income Statement

2012 2014
£000 £000
Operating result pre amortisation of acquisition intangibles and exceptignal costs 31,441 33,608
Exceptional costs (2,877) {3.094)
Amortisation of acquisiion intangibles (7,961) (7783)
Finance costs, net 210 {2149}
Tax expense (1,517) (3.668)
Net profit for the year 19,296 16914
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Financsal statements

> Notes to the financial statements — Group continued

1 Segment reporting continued

Reconcibiation to the Consolidated Income Statement continued

In addition the following disclosures have been provided in respect of segmentat analysts required by IFRS 8 ‘Operating Segments

2012

2011

Soclat Socal
Housing Care Other Total Housing Care Other Total

Operating segments £000 £'000 £000 £000 £000 £000 £000 £000
Segment assets 326,976 103,734 30,883 461,693 199,416 108248 25466 334130
Segment liabities - {234,591} (35,340) (22,844) (292,775) (120.289) (46 383) {15673) (182,345}
Property, plant and equipment additions 3,577 215 73 3,865 3308 270 £13 3,991
Depreciation 2,772 673 249 3,694 2217 806 215 3.238
Amortisation of acquisition intangibles 4,967 2,994 —_ 7,961 4992 2791 - 7783
Finance mcome/(costs) 1,529 (1,104) (215) 210 ©91) (1132) (26) (2,149}
Profit before tax 17,437 5,189 (1,813) 20,813 14863 4502 1217 20,582
2, Profit for the year before tax
Profit for the year before tax s stated after

2012 2011

£000 £000
Share-based payments 250 200
Depreciation 3,694 3238
Amortisation 8,913 8404
Hire of plant and machinery 4,075 3339
Other operating lease rentals 19,654 18,586
3. Auditor's remuneration

2012 201

£'000 £000
Fees payable 1o the auditor for the audit of the Group's financial statements 64 62
Other fees payable to the auditor in respect of
- auditing of accounts of subsidiary undertakings pursuant to tegslation 241 167
- auditing of Group pension schemes 17 6
- taxation comptance fees 43 59
- taxation advice fees — 1
Total avditor's rermuneration 365 295
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Financial statements
> Notes to the financial statements — Group centinued

4. Finance income and finance ¢osts

2012 201
£'000 £000
Interest charge on overdrafts and short-term loans (2,209) (1.994)
Interest charge on interest rate swap (505} (209)
Changes in mark-to-market of interest rate swaps (ineffective hedges) — (103)
Other intarest {19) (86)
Finance costs on bank loans, overdrafts and finance leases (2,733) (2,388)
Interest charge on defined benefit obligation {144) (209)
Unwanding of discounting on deferred consideration (40) (40)
Total finance costs (2,917) (2633)
Interest ncorme resulting from short-term bank deposits 1 —
Interest income resulting from defined benefit obligation 3,116 484
Finance mecome 3,127 4384
Net finance income/icharge) 210 (2,149)
Interest recogrused in other comprehensive income
Changes In rark-to-market of interest rate swaps (sffectve hedges) (806) (1679)
5. Employees
Staff costs dunng the year were as follows
2012 2014
£'000 £000
Wages and salaries 220,144 205,462
Social security costs 18,496 17758
Other pension costs 4,579 3818
243,219 227038
The average number of employees of the Group during the year was
2012 201
Rumber Numnber
Site workers 3,237 2928
Carers 5,734 5983
Cffice and management 2,470 2,408
11,441 11,317
Remuneration in respect of Directors was as follows
2012 2011
£000 £000
Emoluments 1,273 1351
Gans made on the exercise of share options 4,392 987
Pension contributions to personal pension schemes 185 190
5,850 2528
The amounts set out above include remuneration in respect of the highest paid Director as follows
2012 2011
£000 £000
Bmoluments and gans made on the exercise of share optiens 4,005 1468
Pension contributions to personal pension schemes 75 105

During the year contnbutions were paid to personal pens«on schemes for four Birectors (2011 four)

During the year two Directors (2011 one) exercised share options
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Financ! statements
> Notes to the financial statements ~ Group contmued

6. Share-based employee remuneration
As at 31 December 2012 the Group maintained six share-based payment schemes for employee remuneration

Details of the share options outstanding {excluding those 1ssued under the Special Incentive Plan (SIP) are as follows

2012 201
Weighted Weightad
average average
exerclse exercse
Number price Number prece
‘000 p 0OG p
Outstanding at 1 January 5,842 85 7502 75
Granted 1,353 178 — -
Forfetad/lapsed {1,141) 58 817) 34
Exercised (1,868) 41 (843) 37
Qutstanding at 31 December 4,186 104 5842 85

The weighted average share price at the date of exercrse for share options exercised duning the penod was £222 The options outstanding at 31 December 2012,
excluding the SIP Award, were exercisable at pnces between 1p and 300p and had a weighted average remaining contractual lfe of six years

The farr values of options granted were deterrmined using the Binormial and Monte Carlo option pncing models Significant inputs into the calculation
nclude the market price at the date of grant and exercise prices Furtherimore, the calculation takes into account the future dividand yield, the share

price volatlity rate and the risk-free interest rate

The underlying expected share price volatility was determired by reference to histoncal data The Company expects the votanlity of s share price to
reduce as It matures The risk-free interest rate was determined by the implied yield avalable on a zero-coupon Government bond at the date of grant.
Adustments are made to reflect expected and actual forfeitures dunng the vesting period due to fallure to satisfy service condiions In the case of the
SAYE scheme the expected forfeitures takes account of the requirement to save throughout the Ufe of the scheme There were 14m options granted
duning the year 11m options lapsed during the year The market price at 31 December 2012 was 328p and the range duning 2012 was 216p to 335p

At 31 December 2012 38m options had vested and were still exercisable at a weighted average exercise price of 82p

All share-based employee remuneration will be settled in equity The Group has no legal obligation to repurchase or settle the options

The Group recognises the following expenses related to share-based payments

2012 2011

£000 £000

LTIP 157 120
Approved share option plan — 1
Unapproved share aption plan {12) 40
SAYE 105 39
SP — —
250 200

In total, £0 25m of employee remuneration expense has been included in the Consolidated Income Staternent for 2012 (2011 £0 20m), which gave nse

1o additional share-based payment reserves No labilbies were recogrised due to share based payment transactions
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Financial statements
> Notes to the financiai statements — Group continued

6 Share-based employee remuneration continued

The Mears Group PLC Long-term Incentive Plan 2008 (LTIP)
The LTIP was introduced in Cetober 2008 following shareholder approval The award of options 1s offered 10 a small number of key Senior Management.

The pancipal terms of the LTIP are detailed betow

Principal terms of LTR

Number of options
Exercise price
Performance period
Performance conditions

Expiry conditions

Maximum award imit under the plan will be 200% of salary pa
1p

3 years

There are two performance targets attaching to the L{TIP Award

50% of the LTIP Award will relate to an EPS growth target The other 50% of the LTIP Award relates
to the Company’s TSR against the return of the FTSE All Share Support Services Sector

Options are forferted 1 the employee leaves the Group before the options have vested

Perfarmance condiions of LTP

EPS growth target TSR tasget
Performance levels Level of vesting Performance levels Level of vesting
100% 10% Below index return 0%
125% 30% Equal to index 30%
176% 100%% 10% outperformance of the index p.2 100%

The Mears Group PLC Long-term Incentive Plan 2009 (LTIP)
The LTIP was introduced n October 2008 following shareholder appraval The award of options 13 offered to a small number of key Senior Management

The principal terms of the LTIP are detaled below

Prncipal terms of LTIP

Number of options
Exercise price
Performance period
Performance condiions

Expiry conditions

Maximum award lmit under the plan will be 200% of salary pa
p

3 years

There are twoe performance targets attaching to the LTIP Award

75% of the LTIP Award will relate to an EPS growth target The other 25% of the LTI° Award relates
to the Company’s TSR aganst the return of the FTSE All Share Support Services Sector

Options are forfeted if the employee leaves the Group before the options have vested

Performance conditions of LTP

EPS growth targat TSR target

Performance levels Level of vestng Performance levels Level of vesting
100% 10% Below index return 0%

125% 30% Equal to ndex 30%

150% 100% 10% outperformance of the index pa 100%
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Financial statements
> Notes to the financial statements — Group continued

6. Share-based employee remuneration continued

The Mears Group PLC Long-term Incentive Plan 2010 (LTIP)
The LTIP was introduced in October 2008 following shareholder approval The award of options ts offered to a small number of key Senior Management.
The principal terms of the LTIP are detaited below

Principat terms of LTIP

Number of options Maximurn award birmit under the plan will be 200% of salary pa
Exercise price 1p

Performance period 3 years

Performance conditions There are two performance targets attaching to the LTIP Award

75% of the LTIP Award will relate to an EPS growth target The other 26% of the LTIP Award relates
to the Compary’s TSR aganst the return of the FTSE All Share Support Services Sector

Expiry conditions Options are forfeited if the employee leaves the Group before the options have vested

Performance condiions of LTIF

EPS growth target TSR target
Performance levels Level of vesting Performance levels Level of vesting
100% 0% Below ndex return 0%
125% 30% Equal to index 30%
125% 100% 10% outperformance of the index p.a 100%

Approved share option plan

Options are exercisable at a price equal to the average quoted market price of the Company s shares on the three dealing days prior to the date
of grant The vesting period 1s three years If the cptions remain unexercised after a penod of ten years from the date of grant, the options expire |
Options are forfeited if the employee leaves Mears Group before the options vest.

Enterprise management incentive plan

Options are exercisable at a price equal to the average quoted market price of the Company s shares on the three dealing days prier to the date
of grant The vesting period 1s three years If the options remain unexercised after a period of ten years from the date of grant, the options expire
Options are forfeited if the employee teaves Mears Group before the options vest

Unapproved share option plan

Options are exercisable at a price equal to the average quoted market price of the Company s shares on the three dealing days prior ta the date
of grant The vesting peniod 1s three years If the options reman unexercised after a penod of ten years from the date of grant, the options expire
Options are forfeited f the employee teaves Mears Group before the options vest With the introduction of the LTIP in 2008, the Remuneration
Committee has decided that no further awards will be made under the unapproved share option plan

Save As You Earn (SAYE) scheme

Optons are available te all employees Options are granted for a period of either three or five years Options are exercisable at a price based on
the quoted market price of the Cormpany's shares at the time of wwvitation, discounted by up to 20% Options are forfeited if the employee leaves
Mears Group before the options vest which impacts cn the number of optians expected to vest If an employee stops saving but continues

in employment, this 15 treated as a cancellation which results in an acceleration of the share-based payment charge
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6. Share-based employee remuneration continued

Spectal Incentive Plan 2007 (SIF)
The SIP was introduced in 2007 te reward the Chief Executive Officer with premium priced options linked to long-term performance The terms
and conditions were subsequently amended on 3 July 2009 The principal terms of the SIP and performance conditions are detailed below

Principal terms of SIP

Number of opticns 2,500000 of which 1,500,000 have been exercsed and 1,000,000 remain exercisable
Exercise price 1p
Performance conditions Average real EPS growth attained over three financial years with the base penod for caloulating EPS being

31 Decermnber 2006 EPS was calculated before amortisation and IFRS 2 costs The performance was measured
at the end of the three-year period The performance conditions relating to this award were satisfied in full

Vesting conditions The award vested in full in November 2010 60% became exercisable in Novernber 2010, 20% became exercisable
in November 2011 and the remaining 20% became exercisable in Novermber 2012

Performance conditiens of SIP

Performance levels Level of vasting
5% +RPlpa 10%

10% +RPipa 50%

15% + RPlpa 100%

7. Exceptional costs
Exceptional costs incurred in the penod which are considered non-trading or non-recurrng in nature are detailed below

2012 2011

£'000 £000
Costs of acquisitons 830 224
Costs of ntegration 2,047 -
Costs of refinancing —_ B9O
Costs relating to Photovoltaic (PV) — 1,980
Exceptional costs 2,877 3,094

The costs of acquisition in the current period relate to the acquisition of Mornison Facilities Services Limited The costs of acquisition in the previous
period relate to the acquisitton of the Supported Living division of Choices Care Community Services Limited and the acquisition of the trade of the
Home Improvement Agency division of Anchor Trust Lirnited

The costs of integration in the period relate to the mtegratien of the Mornson and Mears Social Housing businesses

The costs of refinancing in the previous penod relate to the write off of costs relating to the Group’s previous facility

The costs relating to PV arose as & direct result of the Government s decision to substantialty reduce the PV Feed-in Tanff (FIT) subsidy The Board

took the decision to cease thess actmtres immediately and wrote of f costs relating to the site set-up, systemn design and instaliation amounting to
£198m which are now considered rrecoverable
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8. Tax expense
Tax recognised n the Income Statement

2012 20M
£000 £000

United ¥ingdom corporation tax effective rate 153% (2011 221%) 4,390 6,266
Adjustrment in respact of previous pericds (698) (208}
Total current tax recognised in Incorme Statement 3,692 6060
Deferred taxaton charge
- on defined benefit pension oblgations 926 215
- on share-based payments 18 54
- on accelerated capital allowances (220) —
- on amortisation of acqusition intangibles {1,100} (2661}
- on short-term temporary tming differences 328 —
- on corporate tax losses (1,773) —
~ impact of change in statutory tax rates (354) —
Total deferred taxabion recognised in Incorne Staternent {2,175) (2,392)
Total tax expense recognised in Income Statement 1,517 3668
Results for the year before tax 20,813 20,582
Result for the year multipled by standard rate of corporation tax in the United Kingdom
for the perod of 24 5% (2011 26 5%} 5,099 5454
Effect of
- expenses not deductible for tax purposes 1,080 162
- income not subject to tax — 879)
- capital allowances in excess of depreciation {104) 116
- tax relef on exercise of share options (1,682) (423)
- statutory tax rate changes (426) (749)
- tax rate difference {s) ()]
- utilisation of tax losses (229) —
- tax losses provided (1,518) —
- adjustment in respect of prior penods (698) (208}
Actual tax expense, net 1,517 3,668
Deferred tax recognised in other comprehensive income
- on defined benefit pension obligations (524) 479
- on cash flow hedges {185) (420)
- impact of change in statutory tax rates 176 —
‘Total deferred taxation recognised in other comprehensive income (533) 59
Deferred tax recognised diectly in equity
Deferred taxaton charge
- on share-based payments 2,239 349
- impact of change in statutory tax rates 368 —
Totat deferred taxation recognised in equaty 2,607 349
Total tax
Totat current tax 3,692 6060
Total deferred tax (100) (1984)
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9 Dividends
The following dividends were pawd on ordinary shares in the year
2012 201
£'000 £000
Final 2011 dwdend of 5.35p (2011 final 2010 dvidend of 4 85p) per share 4,698 4,123
Intenm 2012 dwvdend of 2.30p (2011 intenrn 2011 ddend of 2 15p) per share 2,041 1839
6,739 5962
The proposed final 2012 dwidend of 570p per share has not been included within the consolidated financial statements as no obhigation existed
at 31 December 2012
10. Earnings per share
Base Diuted
2012 2011 2012 2011
P p P o
Earnings per share 2189 1987 2104 1903
Effect of amortisation of acquisiton intangibles 903 914 868 875
Effect of full tax adjustment (6 28) (452) {6 03) (633)
Effect of exceptional costs (including tax mpact) 247 267 237 256
Normalised earnings per share 2711 216 26086 2601
Effect of Mornson acquisition 177 — 169 —
Normalised earnings per share before losses generated by the Mornson acquisition 2888 276 2775 2601

A normalised EPS 1s disclosed in order to show performance undistorted by amortisation of intangibles The Group defines normalised earnings
as excluding the amortisation of acquisiion mtangibles, exceptional costs and adjusted to reflect a full tax charge of 24 5% The profit attributable

to shareholders before and after adjustments for both basic and diluted EPS 15

2012 201

£'000 £000

Profit attributable to shareholders 19,296 16914
- amortisabion of acquistion ntangbles 7,961 7783
~ full tax adjustment {5,535} (3,848}
- exceptional costs (including tax impact) 2172 2274
Normalised earnings 23,894 23123
- Morrson acquisition (ncluding tax mpact) 1,436 —
Normalised earrings before losses generated by the Morrison acquisition 25,330 23123

The calculation of EPS 1s based on a weighted average of ordinary shares in issue during the year The diluied EPS 1s based on a weighted average
of ordinary shares calculated in accordance with IAS 33 ‘Earnings Per Share' which assumes that all dilutive options will be exercised The additicnal
narmalised basic and diluted EPS use the same weighted average number of shares as the basic and diluted EPS

2012 2011

Mituong Millons
Werghted average number of shares in 1ssue 8814 8514
- ditutive effect of share optans 357 375
Werghted average number of shares for calgulating diuted earnings per share 9171 8889

The weighted average number of shares in 1ssus, excluding those issued wn respect of the acquisition of Morrison, was 8773m and the weighted

average number of shares for catculating diluted earnings per share, excluding those 1ssued in respect of the acqusition of Mornison was 9128m
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11 Goodwill
Goodwitl
arsing on Purchasec
consolxiation goodwall Total
£000 E000 £000

Gross carrying amount
At 1.January 2011 96,993 406 97405
Additions 3593 — 3593
Revision 32 — 32
At 1January 2012 100624 406 101030
Additions 237208 — 23,208
Revision 41 — £
At 31 Decerber 2012 123,873 406 124,279
Accumulated impairment losses
At 1January 2011, at 1 January 2012 and at 31 December 2012 — - —
Carrying amount
At 31 December 2012 123,873 406 124,279
At 31 Decermnber 2011 100624 406 101030

Goodwill on consolidation anses on the excess of cost of acquisition over the farr value of the net assets acquired on purchase of a company

Purchased goadwill arises on the excess of cost of acquisition over the far value of the net assets acquired on the purchase of the trade and assets

of a business by the Company

Additions to goodwill anising on consolidation are detaled within note 25

Revisions totallng £0 04m relate to reductions to the estimated farr value of assets acquired and a reduction in consideration payable The reduction
in fair value of assets acquired relates to costs not accrued at the time of the acquisition The revisions are not considered sufficiently matenal to

warrant the restatement of the prior year provisional balances

Goodwill 1s not amortised but 1s reviewed for impairment on an annual basis or more frequently if there are any indications that goodwill may be
impaired Goodwill acguired in a business combination 1s allocated to groups of OGUs according to the level at which managemeant monitors that

goodwill Goodwill 1s camed at cost less accumulated impairment losses

The carrying value of goodwill 1s primarnly comprised of the following CGUs

Goodwill

&IISING 0N Purchased
consoldaton goodwill Total
N £000 £000 £000
Socil Housing 46048 406 46 454
Care 77825 — 77825
Other Services — — —
123,873 4086 124,279

An asset 1s imparred if 1ts carrying value exceeds the unit s recoverable amount which is based upon value in use At 31 December 2012 impairment
reviews were performed by companng the carrying value of the CGU with the value in use of the CGUs to which goodwitl has been allocated The value
in use ts calculated based upon the cash flow projections of the latest one-year budget forecast extrapolated for nine years by a growth rate applicable

to each urit and an appropriate terminal value based on a perpetuity
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11 Goodwill continued
The rates used were as follows

Post tax Pre tax Growth Growth Termunal

discount discount rates rates grawth

rate rate (vears 1-2) {yoars 3-5) rate

Social Housing 99% 120% 50% 50% 25%
Care 97% 118% - 50% 25%

The estimated growth rates are based on past experience and knowledge of the indmidual sector’s markets

Social Housing

The contracts awarded within the Social Housing area are significant in size and the contract terms are typically three to ten years in duration

The record of Mears in retaining contracts on expiry is typically over 90% The imparment reviews have always taken a particularly prudent stance
and incorporated a minimal growth assumption, which whilst marginally higher than the UK long-term growth rate of 2 25% s supported by historic
organic growth

Budgeted operating profits during the budget period are estimated by reference to the average operating margins achieved in the period imrnediately
before the start of the budget pernod There 1s no inclusion for any anticipated efficiency improvements

The Drrectors consider that reasonably possible changes in these key assumptions would not cause a unit’s carmying amount 10 exceed its
recoverable amount

Care
The care-at-horme market will continue to present strong growth opportunities The Directors believe that future growth is underpinned by a number
of factors including

« the number of people aged over 65 who make up the bulk of care expenditure 1s forecast to grow with a Compound Annual Growth Rate (CAGR}
of 3 3% between 2010 and 2021,

the NHS 1s tasked with investing more in Continuing Health Care (CHC) spend in the community and with joining up 1its services with Social Care
CHC had a 12% CAGR between 2009 and 2012 and this 1s expected to continue There are an increasing number of areas with joint commissioning
between the NHS and Social Care, with the newty established Health and Well Being Boards being encouraged to continue this process of integration
against clearly agreed local prionties,

residentral care remans a more expensive solutron and one that 1s generally less preferred by service users Gven the considerable financial
challenges facing the UK economy care at home will benefit from this situation,

continued policy directives, referencing the Dilnot Report, are supporung increased spend on care services, the most recent announcement being a
£75% cap on the amount an indriduat witi have to spend on funding their own care in the future This will enable the development of mora cost
effective iInsurance products for those people wanting to protect themselves agamnst paying for ther own care in the future

there is nising political concern about the current underfunding of the sector, which management believes will lead to further funding
announcements in the future and

a listle over 10% of the markst continues to be delivered by Local Authonty In-house services, however, in parts of the country notably Scotland,
this 15 as high as 50% Mears has been growing its presence within the areas which currently have high levels of in-sourcing Grven the lower costs
within the private sector further outsourcing is very likely

The impawrmenit reviews have incorporated no growth in years one and two and a growth assumption of 5 0% in years three to five, which the
Directors believe to be realistic gven the impact and uming of the factors noted above The terminal growth rate of 2 5%, whilst marginally higher
than the UK iong-term growth rate of 2 25%, 1s considered appropriate based on the factors noted above

Budgeted operating profits duning the budget peniod are estimated by reference to the average operating margins achieved i the period immediatety
before the start of the budget period There 15 no Inclusion for any anticipated efficiency improvements
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11 Goodwill continued
Care continued

The Directors consider that the Care value in use s most sensitive to changes in the terminal growth rate The sensitivity of the calculated value in use to
changes in explicit growth rate, terminal growth rate and discount rate 13 shown in the table below The shaded values ndicate situations which would

result n imparment

The table below shows the sensitvity (£'000) to simuttaneous changes in the discount rate and the tong-term growth rate

Termmnal growth rate
Drscount rata 150% 200% 250% 300% 350%
77% 31773 39783 49,333 60,915 75,255
82% 22698 29,361 37192 46,530 57854
87% 14,885 20496 24,311 34669 43799
92% 8089 12863 18349 24720 32,209
97% 2122 6222 10,891 16 257 22,488
102% (3157 392 4,402 8,969 14,217
107% (7861) (4,767) (1295) 2628 7085
112% {12,080) (9.364) 6337) (2941) 897
117% {15884)  (13487)  (10831) (7869) (4,546)
It 15 only when a smultaneous unfavourabte change of greater than 05% occurs in bath the terminal growth rate and the discount rate that the
headroom falls below zero
The table below shows sensitivity (£000) to simultaneous changes in the explicit growth rate (2013-2017) and the tong-term growth rate

Terminal growth rate
2013-2017 annual growth rate 150% 200% 250% 300% 350%
30% (3,247) 545 4864 95828 15,592
35% {1932} 1835 6340 11402 17281
40% (539} 3345 7836 12998 18993
45% 752 4774 2353 14616 20728
50% 2122 6,222 10,891 16,257 22488
55% 35N 7690 12,450 17922 24272
60% 4918 9,179 14,030 19608 26081
65% 6349 10687 15632 21315 27915
70% 791 12,216 17256 23,047 29773

It 1s only when an unfavourable change of greater than approximately 10% occurs In the terminal growth rate combined with an unfavourabile change
of 05% eombined with an unfavourable change in the explicit forecast period growth rate of 10% that the headroom falls below zero
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12. Other intangible assets

Acquiston intangibles. Orther intangibles
Total Totat
Clent Ordar acoussiton  Davelopment Imellectual other Total
relatonships boak ntangbles expenditure property ntangibies intangbles

£000 £000 £000 £000 £000 £000 £000
Gross carrying amount
At 1 Janvary 2011 31732 13549 45,281 2556 224 2880 48161
Acquired on acquiston 4,214 — 4214 — — — 4,214
Rewvision 2084 — 2084 — — — 2,084
Addtions -— — - 1419 — 1419 1419
At 1 January 2012 380630 13549 51578 4075 224 4,299 55878
Acquired on acquistion 20714 — 20714 — - — 20714
Addtions — — — 1115 — 1115 1115
At 31 December 2012 58,744 13,549 72,293 5,190 224 5,414 77,707
Accumulated amortisation
At 1 January 2011 13480 6752 20232 703 20 793 21025
Armortisation charge for period 5538 2248 7783 577 44 621 8,404
At 1January 2012 19015 9,000 28015 1280 134 1414 29,429
Amortisaton charge for perod 7811 150 7961 808 44 952 8913
At 31 December 2012 26,826 9,150 35,976 2,188 178 2,366 38,342
Carrying amount
At 31 December 2012 31,918 4,399 36,317 3,002 46 3,048 39,365
At 31 December 2011 19015 4549 23564 2795 90 2,885 26449

Development expenditure relates to the development of the Group's Social Housing job management systerm and the Groups Care management system
Development expenditure 1s amortised over 1ts useful economic ife of 50 years The weighted average remaining economic life of the asset is 37 years

{2011 41 years)

Intellectual property 1s amortised over its useful ecanemic Ufe of 50 years The weighted average remaining economic life i1s one year

Amerusation of development expenditure is included within other adminustrative expenses Amertisation of acquisition intangibles 1s disclosed indmicdualty

The value placed on the order book 1s based upon the cash flow projections over the contracts n place when a business 1s acquired Due to

uncertainties with trying to forecast revenues beyond the contract term, the Directors have taken a measure of prudence and value contracts
over the contractual term only The value of the crder book 1s amortised over its remaning Life

The valus placed cn the customer retationships are based upon the non-contractual expected cash inflows These cash flow projections assume
a customer attrinen rate of 5% based upon three-year historic trends

Additions to intangible assets ansing on acqusiion are detailled within note 25

Rewisions n the previous year totating £2 1m retate to reductions to the estimated farr value of assets acquired previously A reduction in farr value
of assets acquired in respect of the acquisition of Jackson Lloyd Limited of £18m relates to provisions and costs not accrued at the time of the
acquisition A reduction of farr value of net assets acguired in respect of the acguisition of the social housing business assets of the Bristol sociat
housing dwision of Rok Bullding Limited of £0.3m relates {o costs not accrued at the time of the acquisition The revisions were not considered
sufficiently matenal to warrant the restatement of the prior year provisional balances
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13 Property, plant and equipment

Foxtures.
Leasshold Fant and fittings and Motor
MEmVements egeprnent vehicles Total
£000 £000 £000 £000 £000
Gross carrying amount
At 1January 2011 7370 2852 19700 2689 32611
Addtions 1407 336 2231 17 34991
Disposals (564} — — {1.335) (1.899)
At 1January 2012 8213 3188 21931 1371 34703
Acquired on acquistion 803 1263 15514 -— 17580
Additions 646 811 2,608 — 3,865
Disposals (184) — (1) (148) (387
At 31 December 2012 9,478 5,062 39,508 1,223 55,761
Depreciation
At 1 January 2011 3608 2149 12 455 2,286 20,498
Pravided n the year 916 168 2,085 69 3238
Eliminated on disposals (564) — — (1150) (1714)
At 1 January 2012 3,960 2317 14540 1,205 22022
Acquired on acguistion 305 1072 13031 - 14,408
Provided n the year 922 353 2,381 38 3654
Elminated on disposals (184) — {40) (120} (344)
At 31 December 2012 5,003 3,742 29,912 1,123 39,780
Carrying amount
At 31 Decernber 2012 4,475 1,320 10,086 100 15,981
At 31 December 2011 4253 871 7391 166 12,681
14. Investments
The pnncipal undertakings within the Group at 31 December 2012 are shown below
Proportion held Nature of business
Mears Limited 100% Provision of mamntenance services
Haydon Mechanical & Electncal Limited 100% Provision of M&E services
Scion Technical Services Lirmited 100% Provision of mantenance services
Scion Estates Limited 100% Provision of grounds mantenance
Jackson Lloyd Limited 100% Provision of maintenance services
Morrison Facilibes Services Limited 100% Provision of maintenance services
Morrison Scotland LLP 667% Prowvision of mamtenance services
Manchester Working Limited 80% Provision of mantenance services
Mears Home Improvernents Lirnited 100% Prowvision of mamntenance services
Mears Care Limited 100% Provision of care
Mears Care {Northern Ireland) Limited 100% Provision of care
Mears Care {Scotland) Limited 100% Provision of care
Terraquest Solutions Limited 100% Provision of prefessional services
Mears Insurance Company Limited 9999% Provision of insurance services

All material subsidiary undertakings prepare accounts to 31 December All matenal subsidiary undertakings are registered in England and Wales with
the exception of Mears Insurance Captve Limited, whch is registered in Guernsey, Mears Care (Northern irefand) whuch 1s registered in Northern Ireland,

and Mears Care {Scotland), which 1 registered in Scotland

A full bist of subsidiary undertakings 1s avaitable from the Company Secretary upon request
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15 Inventories

2012 2011
£'000 £000
Materals and consumables 2,634 2411

Work in progress

9,199 10130

11,833 12,541

The Group consumed inventories totalling £4956m dunng the year (2011 £414 2rm) No items are being carned at far value less costs to sell (2011 £nil}

16. Construction contracts

Revenue of £62 3m (2011 £74 2m) relating to construction contracts has been included in the Consolidated Income Statement

2012 20m
£000 £000

Contract costs incurred
Recognised gross profits
Recognised gross losses

56,790 59368
5,499 14,829

62,289 7497

Balances outstanding comprise

- retentions

- due from customers for construction contract work
- due to customers for construction contract work

5,710 4965
6,395 5799
{1,044) (750}

Retentions wilt be payable upon acceptance of the work performed by the customer Retentions are included in ‘Trade recevables’ The amounts

due to customers for construction work are included in “Trade and other payables

17. Trade and other receivables

2012 2011
£'000 £000

Current assets
- trade recenvables
- amounts recoverable on construction contracts

- amounts recoverable on non-construction contracts

- prepayments and accrued income

69,416 56940

6,395 5799
92,927 57880
11,532 4476

180,270 125,095

Non-current assets
- trade recenvables

2,798 2,384

Total trade and other recevables

183,068 127479

Trade recevables are normalty due within 30 to 80 days and do not bear any effective interest rate All trade recenvables are subject to credt nsk exposure
Social Housing customers are typically Local Authonies and Housing Associations where cradit nsk is minimal. Care customers are typically County Councils
where credit nsk s minmal Included in trade recevables 1s an amount of £2 8m (2011 £2 4m) which 1s due after more than one year and reprasents

retention balances
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17 Trade and other receivables continued
The ageing analysis of trade recenvables is as follows

2012 2011
£'000 £000
Nerther impaired nor past due 56,006 49831
Less than three months past due but not imparred 10,926 6,246
Moare than three months but not imparred 5,192 3,247
Total trade and other recenvables 72,214 59,324
18. Trade and other payables
2012 2011
£'000 £000
Trade payables 91,572 67898
Accruals and deferred incoma 64,190 14,502
Socual security and other taxes 23,329 17464
Due to customers for construction contract work 1,044 750
Due to customers for non-constructon contract work 520 684
Other creditors 18,763 4580
Amounis due under finance lease contracts — 38
199,418 105916
The farr value of trade payables has not been disclosed as, due to ther short duration, management considers the carrying amounts recoegnised
in the Balance Sheet to be a reasonable approximation of therr fair value
The amounts due under construction contract work will generally be utibsed within the next reporting perniod
Included in other creditars 15 £0 46m (2011 £1.98m) relabing to contingent consideration on acquisitions
18. Financing Labilities
2012 2011
£'000 £000
Current labiities
- Interest rate swaps mn 403
711 403
Non-current labiities
- Interest rate swaps 1,823 1325
Total financing liabilities 2,534 1728
20 Long-term other liabilities
2012 2011
£'000 £000
Other creditors 879 879

Included in cther creditors is £088m {2011 £0 88m) relating to centingent consideration on acquisitions
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21 Financial instruments

The Group uses a limited number of financial Instruments compnsing cash and liguid resources, borrowings, interest rate swaps and various items
such as trade recevables and trade payables that anise directly from its operaticns The main purpose of these financial instruments 1s to finance
the Group's operations The Group seeks ta finance s aperations through a combinaton of retaned earnings and barrowings and nvesting surplus
cash on deposit The Group uses financial Instruments to manage the interest rate risks arsing from its operations and sources of finance but has
no interests in the trade of financial instruments

Categonies of financral instruments

2012 20m
£000 £000
Financial assets
Loans and recewables
Trade recenables 72,214 59,324
Amounts recoverable on contracts 99,322 63,679
Cash at bank ard in hand 57,616 46571

229,152 169,574

Financial babilities
Fair value (level 2)

Interest rate swaps — ineffective — —

Interest rate swaps — effectve (2,534) {1,728}
Amortised cost

Bank borrowings and overdrafts {70,000)  {(50000)
Conungent consideration i respect of acquisitions (1,501) (2,861}
Trade payables (91,572}  (67898)
Accruals {64,190) (14,502}
Cther crediitors {18,141) (2 598)

(247,938) (149587}
(18,786} 19,987

The IFRS 7 level categonsation relates 10 the extent the farr value can be determined by reference to comparable market values The classifications
range from level 1, where mstruments are quoted on an active market, through to level 3, where the assumptions used to arrive at far value do not
have comparabie market data The fair values of interest rate swaps have been calculated by a third party expert discounting estimated future
cash flows on the basis of market expectations of future interest rates (level 2) There have bean no transfers between levels dunng the year

Fair vatue informatien

The farr value of the Groups financial assets and babilies 1s as disclosed above and equals the book value with the exception of the contingent
consideration In respect of acquisittons where the book value 1s £12m

Financial risk management

The Group's activities expose It to a variety of financial nisks market nsk (ncluding interest rate nisk and price nisk), credit nsk and lquidity nisk
The main nsks faced by the Group relate to the avalability of funds to meet business needs and the nsk of credit default by customers The Groups
overall nsk management programme focuses an the unpredictability of financial markets and seeks to minimise potential adverse effects on the
Groups financial performance

Risk management is carried out under policies and guiielines approved by the Board of Directors
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Financial statements
> Notes to the financial statements ~ Group continued

21. Financial instruments continued

Borrow:ng facilities
The Group’s borrowing facilives are drawn on as required to manage its cash needs Banking facilities are reviewed regularly and extended
and replaced in advance of therr expiry

The Group had total borrowing facilities of £120m with Barclays Bank PLC and HSBC ple of which £70m was utilised at 31 Decernber 2012

The faclities comprise a committed five-year £1100m revolving credit facility and an unsecured overdraft facility of £100m Ths undrawn amounts
at 31 Decernber 2012 were a £40 0m revolving credit facility and overdraft facility of £100m

Interest rate risk management

The Group finances its operations through a mixture of retained profits and bank borrowings from major banking nstitutions at floating rates of mnterest
based on LIBCR The Group's exposure to interest rates fluctuations on borrowings 1s managed through the use of nterest rate swaps, hence the fixed
rate borrowings relate to floating rate loans where the interest rate has been fixed by a hedging arrangement The far value of interest rate exposure
on financiat labiliies of the Group as at 31 December 2012 was

kntgrest ratg
Fixed Foating Zero Total
£000 £000 £000 £000
Financial labilities — 2012 55,000 15,000 1,501 71,501
Financial tabilities — 2011 55038 5000 2861 62,899

The Groups policy 1s to accept a degree of interest rate nsk, prowided the effects of the vanous potential changes in rates remain within certaimn
prescribed parameters

Accordingly the Group has hedged the first £55m of the £120m revolving credit faclity by entering into interest rate swap arrangerments with Barclays
Bank PLC and HSBC plc This consists of two £275m swap contracts expiring in August 2018 with quarterly matunity, matehing the undertyng facility
The Group has designated this as two separate hedges of £45rm and £10m respectwvely of the underlying borrowing for the purpose of hedge accounting
under 185 39

The maturity of the interest rate swap contracts 1s as follows

2012 201

Nominal  Applicable Norrral Applcable

' amount Interest amount nterest

hedged rates hedgec rates

£000 % £000 %

Within one year —_ —_ — —
1-2 years —_ —_ —_ —
2-5 years 55,000 195% 55,000 195%
More than frve years — —_ —_ —

Effective interest rates
Interest rate swaps with far value labibes of £2 5m (2011 £17m} and remaining lives of three years and eight menths have been accounted for n creditors

The Groups overall average cost of debt, including effective and ineffective interest rate swaps 1s 3 3% as at 31 December 2012 (2011 36%)
Excluding these swaps the average 1s 26% (2011 2.8%)

Cash flow hedging reserve

The: cash flow hedging reserve comprises all gans and losses arising from the valuation of mterest swap contracts which are effectve hedges and mature
after the year end These are valued on a mark-to-market bass, are accounted for through the Staternent of Comprehensive Income and are recycled
through the Consolrdated Income Statement when the hedged item affects the Consolidated Income Statement. The interest rate swap contracts
have quarterty maturity and expwres In August 2016
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21, Financial instruments continued

Cash flow hedging reserve continued
Movernents during the year were

£000
At 1January 2011 —
Amounts transferred to the Consolidated income Statement 204
Revaluations during the year (1883)
Deferred tax movement 420
AL 1 January 2012 (1,259
Amounts transferred to the Consclidated Income Staternent 505
Revaluations duning the year (1,311)
Deferred tax movement 182
At 31 December 2012 (1,913)

At 31 December 2012 the Group had rintimal exposure to movermnent i interest rates as the re
cash and short-term deposits

maining interest rate risk was offset by the Groups

If the interest rates had been 0.5% higher or lower and al! other variables were held constant, the Group's profit before taxation for the year ended

31 December 2012 and reserves would decrease or increase, respectively by £01m

Liquidity risk management
The main financial nsks of the Group relate to the avalabilty of funds to meet business needs

The Group seeks to manage biguidity nsk by ensunng sufficient lquidity 1s avaliable to meet foreseeabie needs and to mvest cash assets safely and profitably

Management monitors rolting forecasts of the Groups liquidity reserve (compnsing undrawn borrowing facilities and cash and cash equivalents)

on the basis of expected cash flows This 1s generally carned out at a local level in the operatin,

g comparves of the Group In accordance with practice

and Limits set by the Group These limits vary by location and take into account the liquidity and nature of the market In which the entity operates

The quantum of cormitted borrowing facilives of the Group 1s regularty reviewed and 1s designed to exceed forecasted peak gross debt levels For short-term

working caprtal purposes, the Group utilises bank overdrafts as required These facilities are regularty

The table below shows the maturity profie of the Group's financial lablities

reviewed and are renegobated ahead of therr expiry date

Within 12 2-5 Over §
1 year years years yoars Total
£000 £000 £000 £000 £000
2012
Non-derivatrve financiat babiliies
Bank borrowings 15,000 _— 58,000 —_ 70,000
Contingent constderation in respect of acquisiions 461 B79 —_ _ 1,340
Derwvatwve financial labilities
Interest rate swaps - effectve 71 663 1,160 — 2,534
Interest rate swaps — ineffective - — —_ —_ —_
2011
Non-derwvative financial iabilities
Bank borrowings 5000 — 55000 — 60000
Finance leases 38 - — - 38
Contingent consideration in respect of acquisitions 1861 879 — — 2740
Derwvatve financial labititses
Interest rate swaps - effectve 403 354 971 — 1728

Interest rate swaps — ineffective

The Group has disclosed core bank borrowings of £566m as due in two to five years Whilst the
the Group's intention 1s to align core bank berrowings with its interest rate swaps

Mears Group PLC Annual report and agcounts 2012
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21 Financial instruments continued

Credit nsk management

The Group's credit nsk 1s primarily attributable to its trade recevables amounts recoverable on contracts and work in progress The amounts
presented in the Balance Sheet are net of altowances for doubtful recevables, estimated by the Group’s management based on prior experience
and the current economic environment

Trade recevables are normally due within 30 to 80 days Trade and other recenvables included in the Balance Sheat are stated net of a bad debt provision
which has been estmated by management following a review of ndwvidual recevable accounts There is no Group-wide rate of provision and provision
made for debts that are overdue is based on prior default experence and known factors at the balance sheet date Recewables are written off aganst
the bad debt provision when management considers that the debit 1s no longer recoverable

Social Housing customers are typically Local Authonties and Housing Assocrations Care customers are typically County Councils The nature of
baoth of these customers means that credit nisk 1s minimal M&E customers are typicatly large man contractors Other trade receivables contain
no specific concentration of credit risk as the amounts recognised represent a large number of receivables from various customers

The Group continually monitors the position of major custormners and incorpoerates this nformation into 1ts credit nisk controls External credit ratings
are obtaned where appropriate

Details of the ageng of trade recevables are shown in note 17

Contingent consideration
The table below shows the movements in contingent consicderation

Total

£000
At 1 January 2011 2,820
Increase due to new acquisitions in the year 400
Pad in respect of acquisitions (399)
Unwinding of discounting 40
At 1 January 2012 2,861
Released to operating profit on reassessment of contingent consideration (1400)
Unwinding of discounting 40
At 31 December 2012 1,501

Contingent consideration represents an estimate of future considerationlikely to be payable n respect of acquisitions Contingent consideration
15 discounted for the likelhaood of payrent and for the time value of money Contingent consideration becomes payzble based upen the profitabiity
of acqured businesses or in the case of one specific acgusition the utlisation of certan timing diffarances i respect of corporation tax

Information as to the iikely tming of payments in respect of these provisions i1 provided earlier within this note

Capitat maintenance
The Group's objectives when managing capttal are

« to safeguard the Groups ability to continue as a gong concern so that it can continue to provide returns for shareholders and benefits
for other stakeholders
+ to provide an adequate return to shareholders by pricing products and services commensurately with the level of nsk and
+ to mantain an optimal capital structure to reduce the cost of capital
The Group sets the amount of capital n proportion to risk. The Group manages the capital structure and makes adjustments to it in Ught of changes

In economic conditions and the nsk charactenisucs of the underlying assets In order to maintan or adjust the capital structure, the Group may adjust
the amount of dnvidends paid to shareholders return caprital to shareholders, 1ssue new shares or sell assets to reduce debt

The capital structure of the Group consssts of net funds as disclosed below and equity as disclosed in the Consolidated Statement of Changes in Equity

2012 2014
£000 £000
Cash and cash equivalents 1s comprised as follows
- cash at bank and m hand 57,616 46571
- bank borrowings and overdrafts {70,000) (60,000)
Cash and cash equivalents {12,384) (13429)
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22 Deferred taxation
Deferred tax 1s calculated on temporary differences under the bability method

Deferred tax assget
The Group asset for deferred tax as at 31 Decemnber 2012 18 £16 1m (2011 £74m)

Short term

Penson  Share-based Cash flow Tax temporary
scherne payments hedges losses  differences Totai
£000 £000 £000 £000 £000 £000
At 1January 2011 2,154 58902 — - - 8056
Debit to Income Statement (215) {54) — — — (269}
{Debt)/credit to Consoldated Statement of Changes n Equity — (349) 420 — — 71
Debit to Consolidated Staterment of Comprehenswe Incorne 479 — — — — 479)
At 1January 2012 1460 5499 420 — — 7378
Acquired on acquisiion 413 — —_ 5360 4,009 9,782
(Dabrt)/cradit to Income Staternent (926} oy - 1774 {408) 349
(Debit¥credr to Consolidated Statement of Changes n Equity — (2607) 151 — - {2,456)
Credit to Consolidated Statement of Comprehenswe Income 374 — — — — 374
At 31 December 2012 1,321 2,801 571 7134 3,801 15,428

In accordance with IFRS 2 Share-based Payments the Group has recogrised an expense for the consumption of ermployee senvices recenved as consideration
for share optons granted A tax deducton will not anse until the options are exercised The tax deduction in future perods 1s dependent upon the Company's
share price at the date of exercise The estumated future tax deduction 1s based on the options intrinsic value at the balance sheet date

The cumulative amount credited to the Income Statement 15 imited to the tax effect of the associated cumulative share-based payment expense
The excess has been credited directly to equity This is presented in the Consolidated Statement of Comprehensive Income

The deferred tax asset that arises on pre 7 Novernber 2002 grants, even though the grants themselves aré not accounted for within the Income

Statermnent, ts credited directly to equity

In addition to those recognised above unused tax lossas totalling £25 3m {2011 £25 2m} have not been recognised as the Directars

do not consider that it1s probable that they will be recovered

Deferred tax liabilities

Accelerated
Pension Acgursition capital
schama intangbles allowances Total
£000 £000 £000 £000
At 1January 2011 — 6,683 300 6,983
Acquired on acquisition — 978 - 978
Credt to Income Statement — (2 664) — (2,664}
At 1 January 2012 — 4997 300 5,297
Acguired on acquisttion 3259 4765 — 8,024
Credit to Incorne Statement 27 (1,499) (300) (1826)
Credrt te Consclkated Statement of Comprehensive Income (7} — — 7
At 31 December 2012 3,225 8,263 —_ 11,488

Intangble assets acquired as part of a business combination are capitalised at far value at the date of the acqusition and amortised over therr useful
economic ives The UK tax regime calculates tax using the ndvidual financral statements of the members of the Group and not the consclidated
accounts Hence, the tax base of acquisition intangible assets ts £nil The estimated tax effect of this £nil tax base s accounted for as a deferred
tax labdity which 1s released over the period of amortisation of the associated acguisition intangble asset
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23. Share capital and reserves

Classes of reserves
Called up share capital represents the normmal value of shares that have been 1ssued

Share premium represents the difference between the nominal value of shares 1ssued and the total consideration receved

Share-based payment reserve represents employee remuneration which 15 credited to the share-based payment reserve until the retated share
options are exercised Upon exercise the share-based payment reserve 1s transferred to retained earnings

The merger reserve relates to the difference between the nominal value and total consideration in respect of acquisitions, where the Company
was entrtled to the merger relief offered by the Companies Act

Share capital

2012 2011
£'000 £000

Allotted, called up and fully pad
At 1.January 85658763 (2011 84,8154 70) ordinary shares of 1p each 857 848
Issue of 2,833,489 (2011 nil) shares on acquision of Morrson Facibties Services Limited 28 —
lssue of 3,367659 (2011 843 293) shares on exercise of share options 34 ¢}
At 31 Decernber 91859911 (2011 85,668.763) ordinary shares of 1p each 919 857

Dunng the year, 3,367,659 (2011 843 293} ardinary 1p shares were 1ssued in respect of share options exercised The difference between the nominat
value of £003m and the total consideration of £14m has been credited to the share premium account

Duning the year, 2,833 489 ordinary 1p shares were ssued in respect of tha acquisition of Mornson Facilities Services Limited, with the difference
between the nominal value of £003m and the total consideration of £8 0m being credited to the merger reserve

The farr value of the liabitiues acquired in respect of the acquisition of Morrison Facilities Services Limited 15 currently considered to be provisional
awaitng further informatton in respect of certain iabilities The fair value included above 1s the Directors best estimate of Yabilives acquired

24, Notes to the Consolidated Cash Flow Statement
The following non-operating cash flow adjustments have besn made to the result for the year before tax

2012 201

£000 £000

Depreciation 3,694 3,238
Cost of acquistions 829 79
Loss/(profit) on disposal of property, plant and equipment 16 (24}
Armortisation 8,913 8404
Share-based payments 250 200
AS 19 pension movement {4,028) 1.007)
Finance ncome (1) -
Finance cost 2,773 2429
Tota! 12,436 13,319
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25. Acquisitions

On 7 Novemnber 2012 the Group acquired the entire issued share capital of Mornson Facilties Services Limited for a total consideration of £24 1m which
was satisfied by £16 1m n cash and the 1ssue of 2,833,489 ordinary 1p shares The fair value of shares ssued was deterrmined using the closing price
on the acquisition date of 282 3p The effect of the acquisiton on the Groups assets was as follows

Book and provisional fair value

Mormson
Feciibes
Servces
Limitad Other Total
£000 £000 £000
Assets
Non-current
Property. plant and equipment 3172 — 3172
Pension and other ermployee benefits 14171 — 14171
Oeferred tax asset 9782 — 9782
Current
Inventories 1380 — 1380
Trade recevables 36316 — 36,316
Current tax asset 317 — 317
Other recenvables 2373 — 2373
Total assets 67511 — 67511
Liabilities
Non-current
Pension and other employes benefits (1794) — (1794}
Deferred tax labilties (3,259) — (3 259)
Current
Short-tarm barrowings and averdrafts (3434) - (3:434)
Trade and other payables (73602) (100) (73.702)
Total liabilities (82,089) (100 {82,180)
Net assets acquired (14578) (oo  Q4678)
Intangbles capratised 20,255 480 20715
Deferred tax liabiity recognised in respect of intangibles capitalised (4,659) (106) (4765}
Goodwill capitalised 23102 106 23,208
24120 360 24480
Satisfied by
—cash 16,120 360 16480
- shares issued 8,000 — 8000
24120 360 24480
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25 Acquisitions continued

The Morrison Facilities Services Limited intangible asset 1s recognised and valued at £20.3m Thus represents the expected value to be derived from
the acquired customer related contracts and associated relationships The value placed on these customer relationships 1s based on the expected
cash inflows over the estimated remaining life or each contract The cash flows are discounted using a rate of 14 1% which the Directors consider
18 commensurate with the risks associated with captunng returns from the customer relationships The estimated tife 1s assumed to be the average
remaining period of the contracts over which earnings from the customer relationships are expected to be generated This is an average of five years
for contracts retating to social housing and 20 years for contracts relating to faclities management

The Directors consider that the value assigned to goodwil represents the workforce acquired and the access to addiional geographical areas in the
UK as a result of this acquisiion

In the period ended 31 December 2012 the Mornson Faciliies Services Limited acquisibon contributed revenue of £450m and a £5 Tm operating loss
before arnortisation of acgunsition intangibles

For the year ended 31 Decernber 2012, had the acquisition taken place on 1 January 2042 the combined Group full-year revenue for the year 1$ estmated
at £2796m and the combined Group loss for the year before taxation 1s estimated at £370m

Analysts of net outflow in respect of the purchase of the subsidiary undertakings

Totel

£000

Cash consideration {16,360)
Stamp duty paid (120)
Costs pad (8300
Short-term borrowings and overdrafts (3.434)
Cash refunded In respect of pror year acquistions 223
(20521)

Dunng the year the Group received £0 2m in respect of a refund of consideration paid relating to acquisitions In prior periods which has been
accounted for as a measurement penod adjustment and has reduced the value of goodwill caprtalised

26. Pensions

Defined contribution schemes

The Group operates a defined contribution Group personal pension scheme for the benefit of certain employees The Group contributes to personal
pension schemes of certain Directors and senior employees The Group operates a stakeholder pension plan avalable to all employses During the
year, the Group contributed £16m (2011 £17m) to these schernes

Defined benefit schemes

The Group contributes to 30 (2011 15) principal defined benefit schermes on behalf of a number of employees which reguire contributions to be made
to separately adminsstered funds

These pension schemes are operated on behalf of Mears Limited Scion Group Limited Mears Care Limited, Mornson Facilities Services Lirnited
and their subsidiary undertakings The assets of the scheme are administered by trustees in funds independent from the assets of the Group

In certain cases the Group will participate under Admitted Body status in the Local Government Pension Scheme The Group will contribute for a
finte pertod up untl the end of the particular contract The Group 1s réquired to pay regular contributions as detailed in the scheme s schedule of
contributions In some cases these contributions are capped and any excess can ba recovered frorm the body from which the employees criginally
transferred Where the Pension Scheme has a contractuat nght to recover the costs of making good any deficit in the scheme from the Group's client,
the fair value of that asset has been recognised within the Group's share of the scheme assets and disclosed on page 839 Certain judgements around
tha value of this asset have been made and are discussed in the judgements and estimates disclosure within the accounting policies

Following the transfer of a number of emplayees in respect of new contracts in the year, the Group has ganed Admitted Body status for four additional

defined benefit schemes At the ime of admission these schemes had a net surplus of £134m The nitial plan assets and liabitiies recogrused as
aresult of these admissions are shown as 'Contract transfers’ on pages 90 and 91
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26. Pensions continued
Defined benefit schemes continued

On the acquisition of Marnisen Facilites Senvices Limited the Group acquired Admitted Body status for ten additional defined benefit schemes

and acquired one additonal Group defined benefit scherme The initial plan assets and liablities recognised as a result of this acquisition
are shown as Acquisiticns on pages 90 and 91

The disclosures in respect of the two (2011 one) Group defined benefit schemes and the 28 (2011 14) other defined benefit schemes in this note

have been aggregated

1AS 19 ‘Employee Benefits’

Costs and liabllities of the scheme are based on actuarial vatuations The latest full actuanal valuatons for the schemes were updated
to 31 December 2012 by qualified Independent actuaries using the projected unit method

The principal actuariel assumptions at the balance sheet date are as follows

2012 2011
Rate of increase of salares - long term 2 85% 30%
Rate of increase for pensions in payment 25% 26%
Discount rata &T7% 49%
Retait Price inflation 2 85% 30%
Consumer Prica Inflation 215% 20%
Life expectancy for a 65 year old male 214 years 214 years
Life expectancy for a 65 year old female 23 8years 236 years
Expected rates of return on investments are
2012 2011
% %
Equities 750 775
Bonds 470 470
Property 675 725
Cash 285 320
The amounts recognised in the Batance Sheat and major categories of plan assets are
2012 201
Group Other Group Other
schemes schemes Total schermas. schemes Total
£1000 £000 £000 £o £000 £000
Equities 38,576 184,571 223,147 6,279 47169 53448
Bonds 44,390 64,898 109,288 1661 17996 19,657
Guarantese — 3,172 3,172 — 126 126
Property 1,136 20,319 21,455 16 7274 7290
Cash 5,635 13,368 19,003 349 1745 2094
Groups esumated asset share 89,737 286,328 376,065 8,305 74,310 82615
Present value of funded scheme liabilities (79,336} (260,689) (340,025} (13097) (65 828) (81925)
Funded status 10,401 25,639 36,040 (4792) 5482 690
Scheme surpluses not recognised as assets — {27,768} (27,758} — (6530) 6530
Pension asset/(iabilry} 10,401 {2,119} 8,282 (4,792} (1048) {5840}
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> Notes to the financial statements — Group continued
26. Pensions continued
1AS 19 ‘Employee Benefits’ continued
The amounts recognised in the lncame Statement are as follows
2012 201
Other
Group Gther Group Other
schemes schemes Total schemes schemes Total
E'000 £1000 £1000 £000 £000 £000
Current service cost 563 3,397 3,960 218 2447 2665
Past service cost — —_ —_ - — —
Total operating charge 563 3,397 3,960 218 2447 2,665
Amount charged to net interest payable
- expected return on pension scheme assets {3117 (8,891) (10,008) (531) 4 674) {5205)
- interest on obligations 1,259 5,777 7,036 675 4,251 4926
142 (3.114) (2,972) 144 (423) {279)
Total charged 1o the result for year 705 283 988 362 2024 2,388
Cumulative actuarial gains and losses recognised in equity are as follows
2012 201
Group Other Group Other
schemes schemes Total schemes schernes Totak
£000 £7000 £'000 £000 £000 £000
At 1 January (1,380) (6,433} (7,813) (1317 (7.342) (8.659)
On TUPE transfer of employees — 13,447 13,447 — (540) (541)
Actuarial ganv{loss} recognised in the year 172 (784) (612) {63) 7434 7372
{1,208) 6,230 5,022 (1.380) (648) {1828)
Reduction n actuarial ganv{loss) due to non-recognition of scheme surpluses — (15,118)  {15,118) — (5,985) (5,985)
Total at 31 December {1,208) (8,888) (10,096} {1380) 6,433) {7813}
Changes n the present value of the defined benefit obligations are as follows
2012 2011
Other
Group GOther Group COther
schemes schemes Total schames schemes. Total
£000 £000 £'000 £000 £000 £000
Present value of obligations at 1 January 13,098 68,827 81,925 13112 77725 90,837
Current senvice cost 563 3,397 3,960 218 2447 2665
Past service cost _ _ —_ — - —
Interest on obligations 1,259 5,777 7,036 675 4751 4,976
Plan participants contributions 159 1,261 1,420 69 796 865
Benefits pad (895)  (2,308)  (3,203) (329) (1145) (1474)
Contract transfer — 32,474 32,474 — 3948 3948
Acquisitions 64,810 149441 214,251 — — —
Actuanial loss/(gan) 342 1,820 2,162 (648} (19194) (19.842)
Present value of obligations at 31 December 79,336 260,689 340,025 13097 68,828 81,925
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26. Pensions continued

IAS 19 ‘Employee Benefits' continued
Changes in the fair value of the plan assets are as follows

2012 2011
Other
Group QOther Group Other
schemes schemes Total schermes schemes Total
£'000 £000 £000 £000 £000 £000
Far value of plan assets at 1January 8,305 74,310 82,615 7694 75995 83689
Expected return on plan assets 1,117 8,891 10,008 531 4874 5,209
Employers contnbutions 1,556 3,460 5,016 1051 2342 3393
Plan partieipants’ contnibutions 159 1,261 1,420 69 796 865
Benefits paid (895) {2,308} {3,203) (329) (1,045) (1474}
Contract transfer —_ 45,921 45,921 — 3407 3407
Acquistions 78,981 163,757 232,738 — — _
Actuariet gainf(loss) 514 1,036 1,550 (711) (11759) (12,470)
Fair vatue of plan assets at 31 Decernber 89,737 286,328 376,065 8,305 74310 82615
History of experience gans and losses are as follows
Group schemes
2012 2011 2010 2009 2008
£'000 £000 £000 £100 £000
Farr value of scheme assets 89,737 8305 7694 2,220 1783
Net present value of defined benefit obligations (79,336) (13097) {13112} {2521) (2,237)
Net surplus/{deficit) 10,401 (4,792) (5418) (321 (648)
Experence adjustments ansing on scheme assets
Amount 914 11 (20) 186 {411}
Percentage of scheme assets 06% 86%) 0.3%) 84% (231%}

Experence adjustments arising on scheme liabidities
Amount
Percentage of scheme assets

21 {21
02% {0.2%)

{79) —
(31%) —
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26. Pensions continued
IAS 19 ‘Employee Benefits’ continued

Other schemes

2012 2041 2010 2009 2008

£'000 £000 £000 £000 £000
Fair value of scheme assets 286,328 74310 75995 62,005 43792
Net present value of defined beneftt obligations (260,689)  (68.828) (77725) (64,489) (40547)
Net surplus/{deficit) 25,639 5482 (1730) (2.460) (2.349)
Asset value not recognised as surpius (27,758) (6,530) {545) (6246) (3.285)
Net deficrt (2,119) (1048) (2575) (2884) (5634)
Experience adjustments arising on scheme assets
Amount 1,036 {(11759) 3521 9561 (B116)
Percentage of scheme assets 04% (158%) 46% 154% 185%
Experience adjustments arising on scheme labilities
Amount 3 8521 397 1443 4
Percentage of scherne assets —_ 124% 05% 22% —

The employers’ contributions éxpectad to be paid during the financial year ending 31 December 2013 amount to £94m

27. Operating lease commitments
Non-cancellable opéarating lease rentals payable were as follows

Land and buldings Other
2012 2011 2012 2011
£000 £000 £000 £000
Payable
Within one year 3,270 2543 15,029 9842
Between two and fve years 7,885 6556 23,726 14,798
After more than five years 2,982 2848 — —

Operating lease payments represent rentals payable by the Group for certan of its office propertes, the hire of vehicles and the hire of other equipment.
These leases have durations rangng from three to 15 years No arrangements have been entered into in respect of contingent rental payments

28. Capital commitments
The Group had no capital commitments at 31 December 2012 or at 31 Decernber 2011

29, Contingent Liabilities

The Group has guaranteed that it will complete certain contracts that it has commenced At 31 December 2012 these guarantees amounted
to £108m (2011 £86m)

The Group had no ¢ther contingent Liabilities at 31 December 2012 or at 31 December 2011
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Financial statements
> Notes to the financial statements — Group continued

30. Related party transactions

Identity of related parties
The Group has a related party relationship with rts pension schemes, its subsidiares and with iis Directors

Pension schemes
Details of contributions te pens:an schemes are set out in note 26 to the financial statements

Subsidianies

The Group has a central treasury arrangsment in which all subsidianes parucipate The Directors do not consider 1t meaningful to set out details
of transfers made i respect of this treasury arrangement between companies, nor do they consicter It meanngfut to set out details of interest
or dvidend payments made within the Group

Transactions with key management personnel
The Group has identified key management persorinel as the Directors of Mears Group PLC

Key management personnel hald the following percentage of voting shares in Mears Group PLC

2012 20m

% %

Directors 04 09
Key management personnels compensation is as follows

2012 2011

£000 £000

Salaries 2,025 1560

Contrbutions to defined contribution pension schemes 185 190

Share-based payments 50 60

2,260 1810

Further details of Directors’ remuneration are disclosed within the Remuneration Report.

Transactions with cther related parties

During the year the Group purchased customer care related services from Asert LLP, a company n which Mears Group PLC 15 a 50% partner totalling
EQOTm (2011 £001m) At 31 December 2012 the Group was owed £ 01m (2011 £002m) by Asert LLP The Group also purchased call centre related
services from Mears 24/7 LLF, a company in which Mears Limited 1s a 50% pariner, totailing £2 1m {2011 £0 3m} At 31 December 2012 the Group
owed £01m (2011 £nll) to Mears 24/7 LLP

During the year Morrison Scotland LLP purchased goods and services totalling £3 3m from Mornson Scotland Services Limited At 31 December 2012
Morrison Scotland LLP owed Morrson Scotland Services Limited £67m At 31 December 2012 Marrison Scotland Services Limited owed Maornson
Faclities Services Limited £108m During the year Manchester Working Limited purchased goods and services totalling £001m from Mornson
Facilsbes Services Limited At 31 Decemnber 2012 Mornson Facilities Services Limited owed Manchester Working Limited £18m
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Financial statements
> Principal accounting poticies — Company

Basis of preparation

The financial statements have been prepared in accordance with applicable United Kingdom accournting standards and under the histonical
cast convention

The principal accounting pohicies of the Company are set cut below The followang accounting policies have remained unchanged from the
previous year

Investments
Investments are included at cost net of any provision for imparment.

Goodwll

Goodwill representing the reallocaton of ameunts previously classed as investments upon the hive across of trade and assets s capitatised
and amortised on a straight-hine basis over its estmated useful economic ife

Share-based employee remuneration
All share-based payment arrangements that were granted after 7 November 2002 are recogrised in the financial staternents

The Group operates equity-settled share-based remuneration plans for its employees All employee services receved in exchange for the grant of
any share-based remuneration are measured at thewr far values These are indirectly determined by reference to the farr value of the share options
awarded Ther value 1s determined at the date of grant and 1s not subsequently remeasured unless the conditions on which the award was granted
are madified The farr value at the date of the grant 1s calculated using the Binomiat and Monte Carlo option pricing models and the cost 1s recognised
on a straght-line basis over the vesting period Adjustments are made to reflect expected and actual forfestures during the vesting period

Share-based remuneration inrespect of employees of the Company 1s ulbmately recognised as an expense n the Income Statement with a corresponding
credit to share-based payment reserve

Upon exercise of share options, the proceeds receved net of any directly attributable transaction costs up to the nominal value of the shares ssued
are altocated o share capital with any excess being recorded as share premmum

Deferred taxation

Deferred tax is recognised on all tirming differences where the transactions or events that give the Company an obligation to pay more tax in the
future, or a nght to pay less tax in the future, have occurred by the batance sheet date Deferred tax assets are recognised whera 1t 1s more likely
than not that they will be recovered Deferred tax 1s measured using rates of tax that have besn enacted or substantively enacted by the balance
sheet date

Retwrement benefits

1) Defined contribution pension schema
The pension costs charged agamnst profits are the contributions payable to ndvidual policies in respect of the accounting period

1) Defined benefit pensions
The Company contributes to one defined benefit scheme

A definad benefit plan i1s a pension plan that defines an armount of pension benafit that an employee will receve on retirement, usually dependent on one
or more factors such as age, years of service and salary The legal obligations for any benefits from this kind of pension plan rermain wath the Comparny

Scheme assets are measured at far values Scheme labiliies are measured on an actuanial basis using the projected unit method and are discounted

at appropriate high guality corporate bond rates that have terms to matunity approximating to the terms of the related Liability Appropriate adjustments
are made for past service costs Past service cost 1s recognised as an expense on a straight-line basis over the average period until the benefits become
vested To the extent that benefits are already vested, the Group recognises past service cost immediately

Actuaral gans and losses are recognised immedaately through the Statement of Total Recognised Gains and Losses The net surplus or deficit
15 presented with other net assets on the Balance Sheet, net of any related deferred balance A surplus 1s recogrised only to the extent that
1t 1s recoverable by the Compary

The Company’s contributions to the scheme are paid in accordance with the rules of the schemes and the recommendations of the actuary
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Financial statements
> Principal accounting policies — Company continued

Financial instruments

Financial iabilities
Financial labrlities and equity mstruments are classified according to the substance of the contrectual arrangements entered Into An equity
instrument 1s any contract that evidences a residual interest in the assets of the entity after deducting all of its financial liabilites

Where the contractual obligations of financial instruments (including share capital) are equivalent to a similar debt instrument, those financial
instruments are classed as financial labiliies Financial labilives are presented as such in the Balance Sheet Finance costs and gans or logses
relating to financial labilities are included 1n the profit and loss account Finance costs are calcutated so as to produce a constant rate of return
on the outstanding labilty

Where the contractual terms of share capital do nat have any terms meeting the definition of a financial liability then this 1s classed as an equity
instrument. Dvidends and distributions relating to equity snstruments are debited direct to equity

Trade debtors

Trade debtors are non-dervative financial assets with fixed or determinable payments that are not quoted In an active market They anse when
the Company provides money, goods or services directly to a debtor with no intention of trading the debtors Trade debtors are nitially recorded
at invoiced value (tess any provisional estimate for imparment) and subsequently remeasured at invoiced value, less an updated provision for
impairment Any change in their value through mpairment or reversal of impairment 1s recognised in the profit and loss account

Cash and cash equivalents
Cash and cash equivalents include cash at bank and n hand and bank deposits available at less than 24 hours notice Bank overdrafts are presented
as current liablities to the extent that there 1s no nght of offset with cash balances

Following initial recognition financial assets are subsequently rernaasured at amortised cost using the effective interest rate method

Denvative financial instruments

Derwatives are init:ally recognised at fair value on the date a derivative contract 1s entered into and are subsequently remeasured at therr farr value
The method of recognising the resulting gain or loss depends on whether the derwvative 1s designated as a hedging instrument and, ff so the nature
of the item being hedged

The Company uses dervative financial nstruments to hedge its exposure to interest rate risks ansing from its financing actvties In accordance with
its treasury policy the Company does not hold or 1ssue derwative financial instruments for trading purposes The Cormpany recognises gains or losses
on dervatves at farr value through the profit and toss account except where cash flow hedge accounting 1s applied

Hedge accounting for interest rate swaps

Where an interest rate swap 1s designated as a hedge of the vanability in cash flows of an existing or highly probable forecast loan interest payrment
the effective part of any valuation gan or loss on the swap instrurnenit s recognised N eguity In the hedging reserve The cumulative gam or loss 1s
removed from equity and recognised in the profit and loss account at the same time as the hedged transaction The meffective part of any gan or
loss 1s recogrised in the profit and toss account immediately

When a hedging instrument or hedge relationship 15 terminated but the hedged transaction 1s still expected to oceur, the cumulative gain or loss at

that pomt remains in equity and Is recognised in accordance with the abave policy when the transaction occurs If the hedged transaction 1s no longer
probable, the cumulative unrealised gam or loss recognmised in equity 1s recognised in the Income Statement immediately
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Financial statements
» Parent company balance sheet
> as at 31 December 2012

2012 2011
Mote £000 £000
Fixed assets
Intangible assets goodwill 5] 2,907 3878
Investments B 73,197 57048
76,104 60924
Current assets
Debtors 7 76,664 77141
Cash at bank and n hand 963 —
77,627 77141
Credrtors amounts falling due within one year 8 (17,759) (7547)
MNet current assets 59,868 59,504
Total assets less current labilites 135,972 130,518
Creditors amounts fallng due after more than one year 9  (55,879) (55879)
Prowvisions for labiities
Pension lability 14 (2,789) (3594)
77,304 71045
Caprtal and reserves
Called up share capital 10 919 857
Share premium account n 34,910 33,554
Share-based payment reserve 11 1,685 2,965
Hedging reserve 14 (1,913) (1,259)
Profit and loss account 11 41,703 34,928

Equity shareholders’ funds

77,304 71045

The financial statements were appraved by the Board of Directors on 9 April 2013

bt M

Director

The accompanying accounting palicies and notes form an integral part of these financial statements
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Financial statements
> Notes to the financial statements — Company

1. Profit for the financial year

The Parent Company has taken advantage of Section 408 of the Companies Act 2006 and has not included its own profit and loss account in these
financiat statements The Group profit for the year includes a profit of £1i 9m (2011 £16 2m) which ts dealt with in the financial statements of the
Company This result 1s stated after charging auditor's remuneration of £64,000 relating to audit services and £5 000 relating to taxation services

2. Dwectors and employees

Employee benefits expense
All staff costs relate to Directors Staff costs during the year were as follows

2012 2011
£000 E000
Wages and salaries 1,273 1,351
Socal security costs 752 209
Cther penswon costs 185 190
2,210 1750

The average number of employees of the Corpany during the year was
2012 2011
Number Number
Cffice and management 1 "

Details relating to the remuneration In respect of the highest paid Director are detalled in note & of the consolidated financial statements

3. Share-based employee remuneration

As at 31 December 2012 the Group mantaned six share-based payment schemes for employee remuneration The detads of each scheme are meluded

within note 6 to the consolidated financial statermnents

All share-based employes remuneration will be settled in equity The Group has no legal obligation to repurchase or settle the options

In total, £01m of employee remuneration expense has been included in the Company s profit and loss account for 2012 (2011 £01m) which gave rise

to additional paid-in capital No labilities were recognised due to share-based payment transactions

4. Dvidends
The foliowing dividends were paid on ordinary shares in the year
2012 2011
£900 £000
Final 2011 ddend of 5.35p (2011 final 2010 dwdend of 4.85p) per share 4,698 4123
interim 2012 dmdend of 2230p (2011 intenm 2011 dwvidend of 2 15p) per share 2,041 1839
6,739 5962

The proposed final 2012 dndend of 570p per share has not been included within the financial statements as no obligation exsted at 31 December 2012
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Financial statements
> Notes to the financial statements — Company continued

5 Goodwill
Goodwill
£000
Cost
At 1 January 2012 and at 31 December 2012 6,196
Amortisation
At 1. January 2012 2320
Charge for the year 969
At 31 December 2012 3,289
Net book value
At 31 December 2012 2,907
At 31 Decernber 2011 3876
6 Fixed asset investments
nvestment in
subsdiary
undertakings Loans Total
£000 £000 £000
Cost
At 1 January 2012 35048 22000 57048
Additions 16149 — 16,149
At 31 December 2012 51,197 22,000 73,197
Additions to investments in subsidary undertakings relate to the acquisition of Mornison Facilities Services Limited The entire share
capntal of Mornson Facilites Services Limited was acquired on 8 Novernber 2012 Further details are provided in note 25 to the consolidated
financial statements
Detatls of the principal subsidiary undertakings of the Company are shown in note 14 1o the consolidated financial statements
7 Debtors
2012 2011
£'000 £000
Amounts owed by Group undertakings 74,915 75574
Prapayments and accrued inceme 1177 1147
Deferred tax asset 572 420

76,664 77141

The deferred tax asset above of £16m is due after more than one year The recoverability of the deferred tax asset 1s dependent on future taxable
profits The Company expects to realise sufficient profits to enable the deferred tax asset 1o be recovered
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Financial statements
> Notes to the financial statements - Company continued

8. Creditors amounts falling due wrthin one year

2012 2011
£000 £000
Bank loan 15,000 5000
Bank overdraft _ 568
Other creditors 9 2
Accruals 2,750 1957
17,759 7547

Included within accruals 1s £2 7m (2011 £2 0m) relating to an interest rate hedge

9. Credrtors: amounts falling due in more than one year

2012 2011
£'000 £000
Bank lcan 55,000 55,000
Other creditors a79 879
55,879 565879

The Company has disclosed core bank borrowings of £55m as due in two to five years Whilst the amounts borrowed coutd be repaid each quarter

the Company s intention 1s to align core bank borrowings with its interest rate swaps

Included in other creditors 1s £09m (2011 £0.9m) relating to deferred consideration on acquisitions

10 Share capital

2012 20m
£'000 £000

Allotted, called up and fully pad
85658763 {2011 84,815,470} ordinary shares of 1p each 857 848
Issue of 2,833,489 (2011 nil} shares on acquisition of Mormsan Faciliies Services Limited 28 —
Issue of 3,367,659 (2011 843,293) shares on exercise of share options 34 9
91858911 (2011 85658763) ordinary shares of 1p each 919 857

During the year, 3,367,659 {2011 843 293) ordinary 1p shares were 1ssued in respect of share options exercised The difference between the nominal

value of £003m and the total consideration of £14m has been credited to the share premium account

During the year, 2 B33 489 ordinary 1p shares were 1ssued in respect of the acquisition of Mornson Facilitres Services Lirnited The Company took

advantage of merger relief in respect of the difference between the nominal value of £003m and the totat consideration of £80m
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Financial staternents
> Notes to the financial statements - Company continued

11 Share premium account and reserves

Share  Share-based Profit
Share presmum payment Hedgmg and loss
captal account reserve resgrve account
£000 £000 £000 £000 £000
At 1 January 2012 857 33554 2965 (1,259} 34,928
lssue of shares 62 1356 — — —
Share option charges — — 250 — -
Exercrse of share options — — (1530} — 1530
Cash flow hedge — - — (654) -
Profit for the ysar — — — — 11,942
Equity dmdends — — — — (6739)
Actuarial gain on defined benefit pension schame net of deferred tax — — —_ — 42
At 31 December 2012 919 34,910 1,685 {1,913} 41,703
12. Capital commitments
The Company had no ¢apital commitments at 31 December 2012 or at 31 December 2011
13. Contingent Liabilities
The Company had no contingent liabilities at 31 December 2012 or at 31 Decernber 2011
14. Pensions .
Defined contribution schemes
The Company contributes to personal pension schemes of the Directors
Defined banefit scheme
The Company cperates a defined benefit pension scheme for the benefit of certain employees of its subsidiary companies The assets of the
schemes are administered by trustees tn a fund independent from the assets of the Company
Costs and lizbilites of the scheme are based on actuanal valuations The actuanal valuations were reviewed and updated to 31 December 2012
by a qualified independent actuary using the projected umit method
The principal actuarial assumptions at the balance sheet date are as follows
2012 2011
Rate of ncrease of salaries 285% 30%
Rate of increase for pensions in payment 25% 26%
Discount rate 47% 49%
Retal price inflation 285% 30%
Life expectancy for a 65 year old male 225 years 224 years
Life expectancy for a 65 year old female 240years 239years
Expected rates of return on investments are
2012 2019
% %
Equities 750 775
Bonds 470 430
Property 675 725
Cash 285 320
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Financial statements
> Notes to the financial statements — Company continued

14. Pensions continued
Defined benefit scheme continued

The amounts recognised in the Balance Sheet and major categories of plan assets as a percentage of total plan assets are

2012 2014

E'000 £000

Equities 7,953 6,279
Bonds 1,835 1661
Property 102 17
Cash 306 348
Group's estimated asset share 10,196 8305

Prasent valug of funded scheme liabiities

(13,818) 13097)

Funded status (3,622) (4792
Retated deferred tax asset 833 1198
Pension liability {2,789} (3.594)

The amounts recogrised in the profit and loss account are as follows

2012 2011
£°000 £000
Current service cost 195 109
Past service cost — —
Total operating charge 195 109
Amount charged to net interest payable
- expected return on penson scheme assets {607} (454)
- interest on obligations 636 609
29 155
Total charged to the result for year 224 284
Changes n the present value of the defined benefit obligations are as foliows
2012 2011
£000 £000
Present value of abligatons at 1 January 13,097 —
Current service cost 195 0¢
Past service cost - —
nterest on obligations 636 602
Plan partcipants contributions 76 35
Benefus pad (498) (315)
Change of princtpal employer - 10591
Transfer in — 2525
Actuanal gain/{loss) 312 (457)

Present value of obligations at 31 December

13,818 13097
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Financial statements
> Notes to the financial statements — Company continued

14 Pensions conunued

Defined benefit scheme continued
Changes in the fair value of the plan assets are as follows

2012 2011

£'000 £000
Fair value of plan assets at 1 January 8,305 —
Expected return on plan assets 807 454
Employers' contnibutions 1,192 884
Plan partipants’ contributions 76 35
Benefiis paxt (498) 315)
Changs of principal employer — 5494
Transfer in — 2,384
Actuaral gain/{loss) B4 {631
Farr value of plan assets at 31 Decernber 10,196 8,305
The movements in the net pension Liability and the amount recognised in the Balance Sheet are as follows

2012 201

£000 £000
Defictt In schermes at 1 January (4,792) —
Current service cost {195) (109)
Past sennce cost — —
Contributions 1,192 884
Cther finance incorne (29} (155}
Actuaral loss 202 {174)
Charge of prineipal employer —_ 5 087)
Transfer in _— (147)
Deficit in schermes at 31 Decernber (3,622) (4.792)
Cumulatve actuanal gans and losses recogrised in equity are as follows

2012 2011

£'000 £000
At 1Janyary (5,412) —
Change of principal employer —_ (5,097}
Transfer in — (141}
Actuaral loss recognised in the year 202 (174}
Total at 31 Decernber (5,210 5412)
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Finaneal statements
> Notes to the financial statements - Company continued

14. Pensions continued

Defined benefit scheme continued
History of experience gains and losses are as follows

2012 201 2010 2000
£700 £000 £000 £000
Far value of scheme assets 10,196 8305 — —
Net present value of defined benefit obligations (13,818) (13097 — —
Net defict (3,622) (4,792} — —
Experience adjustments ansing on scheme assets
Amount 514 631} - -—
Percentage of scheme assets 50% (48%) — —
Experience adjustments ansing on scheme liabilities
Amount — — — —
Percentage of scheme assets - — — —

The emplayer s contributions expected to be pad during the financial year ending 31 Decernber 2013 amount to £12m

15 Related party transactions
The Company has taken advantage of the exernption with FRS 8 not to disclose transactions with companes which are 100% owned by the Group

During the year one of the Company s subsidianes, Mears Limited, purchased customer care related services from Asert LLP a company in which
Mears Group PLC is a 50% partner totaling £301m (2011 £001m) At 31 December 2012 Mears Limited was owed £001m (2011 £002m) by Asert LLP
Mears Limited also purchased call centre related services from Mears 24/7 LLP, a company in which Mears Limited 15 a 50% partner, totaling £21m
(2011 £0.3m) At 31 December 2012 Mears Limited owed £01m (2011 £ad) to Mears 24/7 LLP

Cunng the year Morrison Scotland LLP purchased goods and services totalling £3.3m from Mornison Seotland Services Limited At 31 December 2012
Mornson Scotland LLP owed Momison Scotland Services Limited £567m - At 31 Becernber 20712 Morrison Scotland Services Limited owed Morrison
Faciites Services Limited £10.9m During the year Manchester Working Limited purchased goods and services totalling £001m from Morrison
Faciities Services Limited At 31 December 2012 Mornison Facilities Services Limited owed Manchester Working Limited £1.8m
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Financial statements
> Five year record

Income statement

2012 2011 2010 2009 2008

£2000 £000 £000 £000 £000
Ravenue by business segment
Social Housing 504,686 415000 378400 355260 282046
Care 112,550 108518 100358 60050 54611
Other Services 62,289 65,453 44177 54 836 83719
Total sales revenue 679,525 588971 523,935 470146 420,376
Gross profit 183,902 174764 150,633 133298 110655
Operating profit before acquisition intangible amortisation and exceptional costs 31,441 33608 31320 24753 21029
Operating profit 20,603 22731 18751 19773 17429
Profit for the year before tax 20,813 20582 16,352 18,379 16582
Earnings per share
Basic 2189p 1987p 1770p 1881p 1736p
Diluted 2104p 1903p 1857p 1794p 1682p
Dmwidends per share 570p 750p 675p 570p 475p
Balance sheet

2072 20m 2010 2009 2008

£'000 £000 £000 £000 £000
Non-cuirent assets 211,874 149923 146639 89824 76505
Current assets 249,719 184,207 143,669 123793 110140
Current tabities (272,844) (169004) (133119}  (98,608) (87294)
Non-current Latxlities (19,931) (13.341)  (15863%) (9,081) (3.647)
Total equity 168,818 151785 141554 105928 95,704
Cash and cash equivalents, end of year (12,384) (13429) (12.243) 6511 6594
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