Balfour Beatty

Dsef
wa p‘.c_;_oox-sk‘s

- Beadjouwr VM-%M

UELSA Soltow Wudad

O \Ob2>%

CONNECTING
COMMUNITIES

cccccccccccc




Balfour Beatty is an international infrastructure
group that delivers world class services
essential to the development, creation and

care of infrastructure assets:; from finance

and development, through design and project
management to construction and maintenance;
either alone or in partnership and by integrating
local supply chains.
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FINANCIAL PERFORMANCE

Group revenue

+1%

Pre-tax profit

-32%

] €187m

| £277m

[ 2013 | 8,745 [2013
[ 2012 | 8656  [2012
[ 20m | 8,654 [2011

| £292m

Underlying earnings per share’

-37%

Dwidends per share

14.1p

] 141p

| 141p

[ 2013 | 20 0p [ 2013
[ 2012 | 3170 { 2012
(2011 | 312p fa2om

| 138p

FINANCIAL SUMMARY

{£m unless otherwise specified) 2013 2012 Change (%)
Revenue including joint ventures and associates 10.118 9,966 2
Group revenue 8,745 8,656 1
Profit from continuing operations
— underlying' 203 284 (29)
—reported 48 154 {69)
Pre-tax profit from continuing operations
- underlying' 187 277 {32}
—reported 32 147 (78}
Earnings per share from continuing operations
- underiying’ 20 0p 317p (37)
- basic 25p 17 9p {B6)
Dividends per share 14 1p 14 1p -
Financing
- net cash borrowings before PPP subsidianes

{non-recourse) {66) 35
— net borrowings of PPP subsidianes {non-recourse) (354) {368}

1 From continuing operations before non-undarlying items 2012 restated in accordance with Note 38 on page 145

Group KPls p10
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CHAIRMAN'S

REVIEW

2013 was a challenging year for Balfour Beatty,
with a disappointing 37% decline in earnings

per share as the result

e Operational 1ssues within the UK Construction
business have been actively addressed

* Profitable order book growth in the recovering
US and UK infrastructure markets 1s the overnding

prionty for 2014

Revenue from continuing operations
including joint ventures and associates
increased by 2% n the year to

£10,118 mithon Underlying pre-tax profits
of £187 milhon wers down 32%, most of
which occurred in the first half of the year
The full-year underlying EPS declined

by 37% The year-end order book was
broadly flat at £13 4 billion

Most parts of the Group delivered
acceptable operating results in still highly
competitive infrastructure markets,
however the year presented two particular
challenges In April it was announced
that the UK construction business would
deliver substantially lower profits This
arose from a combination of order book
and margin contraction in both the Major
Projects and the Regional business, but
was not helped by a major consolidation
and reorganisation project being
implemented at the beginning of

the year, with an erosion of operating
management's focus as a result Since
that time, major changes have been
made to improve operational delivery
and also ongoing profitable work winning
capability, including a number of new
dvissonal management appointments
Second half profitabibty has improved
matenally as a result

Secondly, the profitable Australian
professional services business had

to cope with the need to significantly
downsize its operations, given the rapid
collapse in locai resources and mining
related investment Operating costs,
including headcount, have heen
aggressively reduced Every effort has
been made to retain essenual capabihities
to benefit when sactor rainvasiment
progressively occurs, albeit this waill
nevitably take some time

The mejority of the Parsons Brinckerhoff
worldwide business, the US construction
business and Support Services all
performed broadly in ine with expectations

The Infrastructure Investments division
had an excellent year, successfully
recycling capital in ine with its long term
strategy, and generating £82 mullion
profits on the sale of mature PFl assets
in the process, this outcome was ahead
of expectation and £45 million above
Directors’ valuation

Chief Executive s Report p4

Year-end net debt was £66 million, albait
the operating cash outflow of £162 milion
during the year was disappomnting,

not helped by first half issues within
Construction Services UK

Board

There were a number of Board changes
duning the year, it was announced in
January 2013 that lan Tyler would step
down as Chief Executive at the end of
March 2013 and that Andrew McNaughton
would be appointed to succeed him

Belinda Richards and Bill Thomas joined
the Board as non-executive Directors
with effect from 1 September 2013

In combination, they bring to the Board

top-flight experience in change
rmanagement and a strong business
to business client focus honed in an
international environrment

Two non-executive Directors retired

from the Board during the year Hubertus
Krossa following the decisicn to divest the
Group's Mamland European rail operations,
and Mike Donovan having served eight
years on the Board, including as chair of
the Business Practices Committee We
thank both for therr valued contributions

At the end of the year, we also sad
goodbye to Robert van Cleave, CEO

of Construction Services US and to

Mike Peasland, previous CEQ of our UK
censtruction business | would like to
wish both all the best for their retirements
and thank them for all their efforts within
the business

Employees and safety

Our employees have worked tirelessly
throughout the year to meet our clients’
expectations The Board thanks them -~
for therr personal commitment Despite
overall measures of accident and injury
levels continuing to improve, five
employees of subcontractors lost

their lives during the year whilst on duty
This 1s @ matter of huge regret to everyone
involved, every incident has been
exhaustively investigated to determine
whether changes to our processes

or procedures can reduce future nsk

The way we work p38

Ongoing priorities

Despite short term earnings dechines,
the Board 1s proposing to hold the final
dividend of 8 5 pence per share (2012
8 5 pence) resulting in an unchanged
fuli-year dividend of 14 1 pence

It1s nght that recent challenges allied

{0 recovery potential in our two largest
markets will impact on our operational
focus in 2014 The main priority Is to
recommence profitable order book growth
in recovenng US and UK infrastructure
markets, where the Group's largest
businesses are based Expansion into
new and emerging markets will be limited
for the immediate future Although the
Group’s balance sheet remains strong,
with sources of funding now well
diversified, improving underhying

cash generation 1s also a key prionty
Discraetionary investrment beyond

the ongaing recychng of PPP capital
proceeds will be deliberately priontised

to ensure that this 1s achieved

Steve Marshall
Chaiwrman

balfourbeatty com/ar2013
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OUR GROUP
AT A GLANCE

Our four businesses draw on more than 100
years of experience to deliver the highest levels
of quality, safety and technical expertise to our
chents, principally in the UK and the US, with
developing businesses in Australia, Canada,
the Muddle East and South East Asia

With proven expertise In delivenng infrastructure critical to
support communities and society today and in the future,
our key market sectors focus on

Infrastructure Complex buildings

* Transportation * Commercial
(roads, rail and aviation) » Soaial

* Power and energy

s Water

Business Model p6

£10 billion

Revenue? generated
this year

Revenue?

by region

2
1UK £4,607m

2 North Amenca £3,921m
3 Restof World  £1,590m

40,000

Employees
worldwide

1 From continuing operations before nen-underlying items
? From continuing operatans including joint ventures and associates

Balfour Beatty Annual Report and Accounts 2013

PROFESSIONAL
SERVICES

Our Professional Services business i1s
a global player in design, planning and
programme management and a market
leader n transportation and power

What we do
* Prograrnme and project management

» Construction management

« Project design

* Technical services

* Planning

s Consultancy

Key highlights

* Order book increases in the US and
Middle East offset by the impact of

Australia and minor movement In
the UK business

Profitability impacted by sigmficantly
lower volumes in Australia

¢ Ongoing strength in core US
transportation and market development
in key markets mcluding Middle East
and Canada expected in 2014

Professional Services p28

16%

total revenue?

£1,533m

Order book

£1,661m

Revenue?

£54m

Profit from
operations’
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CONSTRUCTION
SERVICES

We manage strong construction
businesses in the UK, US
the Middle East and South East Asia

What we do
« Ciwvil and ground engineenng

* Rail engineering
* Building
* Refurbishment and fit-out

s Mechanical and electrical services

Key highlights

* Poor performance in UK construction
business addressed through
management and operational changes

s Significant increase in the US order
bock, albern from a low base

* Good order book growth in rest of
world, driven by wins in Hong Keng

Construction Services p30

65%

total revenue?

£7,715m

Order book

£6,573m

Revenue?

£21m

Profit from
operations'

SUPPORT
SERVICES

Qur Support Services business provides
outsourced maintenance, upgrade

and management services in power
transmission, utilities infrastructure

and road and rail

What we do
* Upgrade and maintamn water, gas
and electricity networks

+ Highways network management,
operaticn and maintenance

+ Rail renewals

Key highlights

* Revenue +10% as a result of strong
performance in UK power and
gas sectors

» Strong underlying profit from
continuing operations with improved
operating margin

+ Executed in ine with strateqic
obhjectives the disposal of Balfour
Beatty WorkPlace for £155 mullion

Support Servicas p32

13%

total revenue?

£4107m

Order book

£1,265m

Revenue?

£55m

Profit from
operations'

INFRASTRUCTURE
INVESTMENTS

A leader in UK and US PPP and

other investments, our Infrastructure
Investments busmness has a proven
track record of developing and financing
projects over the last 15 years

What we do

» Operate a UK portfolio of concessions,
mainly In education, health, roads/street
hghting, renewahles and student
accommodation

s QOperate a US portfolio of military
housing and student accommodation
CONCEessIons

Key highhghts
» Strong financial performance including
£82 million in disposal gans

* The portfolio remains substantial and
diverse with a Directors’ valuation
of £766 milhion at December 2013

* Financial close on eight projects wath
another three advancing to preferred
btdder stage

Infrastructure Investmeants p34

6%

total revenue?

£766m

Directors’ valuation

£608m

Revenue?

£132m

Pra-tax result

balfourbeatty com/ar2013
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CHIEF EXECUTIVE'S

REPORT

In 2013, challenging economic conditions and,
well flagged, operational 1ssues in the UK led to
a disappointing financial performance We have
taken firm actions to address all these 1ssues

We are committed to becoming
a leading \nternational
infrastructure company, acclamed
for the quality of service that we
delwver to our clients We create
critical assets which support

our clients In providing services
to the communities which

they serve

As | have highlighted over the course

of the year, market conditions in the
countries in which we operate have had a
strong influence on our performance We
have seen challenging markets in the UK
and Australia and some emerging markets
have been tougher This combined with
our own operational 1ssues has led to poor
performance In those specific markets

In 2013, our leadership team has
responded with decisive actions that have
reduced the impact of these conditions
and stabilised the business for the future
whilst still remaining focused on our mid
to leng term growth opportunities

At the end of April, we reported that

the UK construction business had been
impacted by a £60 million profit shortfall
The UK construction business has
stabihsed in the second half as the
management team, led by the newly
appointed Construction Services UK CEO
- Nick Pollard — has focused on improving
operational performance which was the
primary cause Ags a result, we have seen
our Regional business strengthen through
the same perniod, but the current lack of

Balfour Beatty Annual Report and Accounts 2013

investment in major infrastructure projects
in the UK has resulted n fewer major
projects being brought to the market
Whilst the UK economy 1s starting to pick
up and will start to have a positive Impact
on parts of the construction market, we
anticipate current conditions will continue
into 2014

Read more online about Nick Pollard

The market in Australia has seen
significant deterioration, with a large
number of capital projects cancelled

over the last 18 months Qur Australian
Professional Services business has seen
a corresponding detenoration in both
volume and pricing through the year

In response, we have already taken strong
and decisive steps to take cost out of the
business, enabling a return to prefitabilty,
but we see the constrained market
conditions as being likely to continue

in 2014

These 1ssues have been partially offset by
positive performance elsewhere With the
exception of Australia the Professional
Services business performed well, with
particular strength in US transportation,
Asia and the Middle East, where our focus
on the transportation sector has proved
beneficial with the award of various high
profile contracts during the year Howaever,
order book increases In the US and the
Middle East were offset by the impact

of Australia and minor movement in the
UK business

In the US, we are seeing a quicker
return to growth than in the UK market
There are more privaté and complex
construction projects comeng to the
market and our order book 1s locking
healthy for the future For the first time In
2013, the US construction business was
larger than the UK in Asia, our Gammon
JV contnues to perform well and we are
seeing high volumes and a strong order
book, particularly in Hong Kong

Support Services has demonstrated
resihence in the current economic
environment and strengthened its position
in the UK highways mantenance and
power and gas markets with several key

contract awards during the course of
the year

Our Infrastructure Investments division
has had an excellent year Our strategy
of recycling the caprtal iInvested in the
portfolio has delivered a very favourable
outcome dunng the year, and fuli-year
underlying profits before tax for the
division were £132 million It1s becoming
clear that our iInvestment division is core
to connecting other areas of the business
and wa will maximise this in the future

Last year, at our full-year results in March,
| set out clear objectives for the year,
aligned to our strategic objectives Inthe
short term, these were to continue with
our focus on cost efficiencies, disposa
of our mainland European rail businesses
{which are underperforming and non-
strategic) and complete the strategic
review of our UK facilities management
business — Balfour Beatty WorkPiace

We have made significant progress on

all of these

In July, we announced the sale of
WorkPlace to GDF Suez Energy Services
for £155 milion in cash This sale
represents an important step in our
evolution as we intensify our focus

on the creation and management of
infrastructure assets In addition to finding
a good new home for the business, its
chents and employees, this transaction
has achieved good value and will enable
us to allocate more resources to target
growth in the future

As part of our ongoing programme of
mainland European raill dispesals, in
March, we announced the sale of the
Spanish business, and in December the
sale of the Scandinavian business to
Strukton Raill BV We are currently in
discussion with a number of potential
buyers for the German business and have
started prelminary discussions for the
Itahan bustness In Germany trading
has been very poor which resulted in
an underlying loss from operations

of £26 milion

Read more on p31

Qur cost efficiency programmes remain
on track and we have made significant
progress in thus area this year During
2013, we centralised much of our
common expenditure and low value UK
buying We made ongoing savings of

£6 milhon per year in the US by relocating
many support service staff from Parsons
Brinckerhoff's New York headquarters to
Lancaster, Pennsylvania and we closed
our UK defined benefit pension scheme
to current members

Read more on p16
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Near term focus

As 2013 demonstrated, our Infrastructure
Investrments business was a key lever

to connecting our operating divisions
When we work in this way we generate
incremental revenue across the Group
and this 1s something we will absclutely
focus on moving forward

As we head into 2014, we are seaing
strong growth in some markets, for
example the Middle East and Asia Also
there are some signs that our largest and
most mature markets, such as US building
and parts of the UK, are returning to
growth 1t s here that we will focus

our efforts and maximise the benefits
avallable from the cyclical recovery

Over the next few years, as the strength
of the Group continues to grow, wea will
focus on expanding our local presence in
our mature home markets and also look
to develop our next generation of horne
markets such as Australia, Canada and
the Middle East where, and when, market
trends support our business model

Read mere on p12

Our mid to long term growth plans
My longer term goals for the Group, as
outhned n March 2013, are to leverage
three key strengths, local presence, asset
knowledge and our skills as an investor
and developer

As | look to the future, we will continue
to build on these differentiators We look
to the effectiveness and reliability of our

processes, the ifecycle and technical
experuse that we have built on years of
experience operatng across the world,
together with the strength of our people,
and of course the great relationships we
have with our clients, to set us apart from
the competition We will look to Innovate
and target continuous improvement to
make a difference to our projects It s

in these areas that | expect to place
significant emphasis over the coming
years Creating leading local presence,
harnessing the knowledge we have of
the assets we create and manage and
combinmng our skills as investor and
developer are critical in enabling this

It 1s clear the near term will reman
challenging and our focus must remain

on being poised to benefit from a return
to growth In our home markets However,
we continue to lead the market in creating
innovative solutions for complex projects
and I am committed to a highly disciplined
approach to increasing the value of our
business and a continued review of the
structure and capabilities of the Group

as a whaole

I am equally applying this sense of
disciplineg to our key processes In 2013,
we set out the next phase of our road
map to Zero Harm Despite this, as Steve
Marshall has noted, five people tragically
lost their ives durning the year No such
loss 1s acceptable and | will remain
relentless in my drive across the whole
organisation for the ehmination of risk

to personal harm

We have set a clear path to embed sustainability into everything we do by
2020 We focus on our sustainability activities in three key areas, profitable
markets, healthy communities and environmental hrmits Throughout this Report

find out more about these areas of focus wherever you see these icons -

balfourbeatty com/sustainability

Profitable Markets

Healthy Communities

Environmental Limits

It 1s not just my commitment but that

of the whole team at Balfour Beatty
Despite the challenges that we have faced
in 2013 the energy and drnive of business
leaders faced with difficult choices and
the dedicatien of the whole Balfour Beatty
family to serving our ¢hents and
cornmitments s nspirational

Effective infrastructure Is the heart of
any community and everyone at Balfour
Beatty plays a part Itis a team that 1s
growing in strength and capability to
serve | therefore have no doubt that with
this team and the actions taken in 2013,

| can loak to the future with confidence

Andrew McNaughton
Chief Executive

Read more about the Exatutive
leadershup team onhne

OUR STRATEGIC OBJECTIVES
Read more on pi0

-

GROWTH GEQGRAPHIC
AND SECTOR GROWTH

Read more on p12

-~

DELIVER GREATER VALUE TO CLIENTS
TO SUPPORT THEIR OBJECTIVES

Read mora on p15

o

IMPROVE OPERATIONAL PERFORMANCE
AND COST EFFECTIVENESS

Read more on p16

o

CONTINUETO SHOW LEADERSHIP
IN VALUES AND BEHAVIOUR

Read more on p19

balfourbeatty com/ar2013
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BUSINESS MODEL

HOW WE DIFFERENTIATE

Local presence

Strong local presence, reflecting the fact that our clients In-hause delivery supports
and supply chains are predommnantly local Infrastructure Investments

Sector expertise enabling

Technical sector expertise in relation to complex areas * Higher win rates

World class processes

World class processes {in project pursuits, projects and rnisk
management} distiling our multi-country knowledge,
consistently apphed across our businesses

Investments

Expertise and capability to develop and invest in assets,
flowing from our long experience in the UK and US in PPP
and other infrastructure investment

Safety, sustainability and ethics

Industry leading performance on safety, sustainability
and ethics, and clients are increasingly demanding this

» Greater delivery rehability

Read more on our strategic objectives on p10

PPP PROJECTS
HOW WE ADD VALUE & INVESTMENTS

Cash generation

World-class processes generate profit and surplus cash flow
Constructlog operations, in particular, creata surplus cash flow as
they grow, accelerated during upswings in the construction cycle

Investment

Cash flow from construction operations deployed in

¢ Investment {iIncluding acquisitions} in strengthening
and developing our business

+ PPP/infrastructure investment projects — which are delivered
{designed, constructed, managed and maintained) internally

Virtuous circle enhances returns

* The combination of our PPP/infrastructure investment .
and delivery businesses 1s virtuously self-reinfarcing
- enhancing the success rate and returns of the

nvestment business PPP/Investments provide
- enhancing the margins and cash flow of the * Higher margin opportunities
delivery cperations for construction and operate
* In addimon, the combination of our construction and PPP/ and mantain businesses
Infrastructure Investments businesses gives us resilience * Balance sheet support far
as a Group throughout the cycle negative workmg capital

- cash deployed 1n Investments generates further returns
but s also accessible f required during a downturn

Read more on our strategic objectives on p10

WHO WE WORK FOR

* We offer services that develop and finance, design and
manage, manage and mantain infrastructure assets

* We do all of the above by integrating local supply chains

* Our chents typically include government departments
and agencies, regulated utilities, public agencies and
commercia! firms

Read more on p15
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Our business model has been developed to enable us to differentiate from our
competitors in our core markets and clearly add value for our key stakeholders
our clients, our employees and our shareholders

Value added to acquired
businesses through

CONSTRUCTION BUSINESS .
GENERATES CASH TO INVEST Management platforms

* World class processes
T * Sector expertise

Balfour Beatty

Our business finances, designs,
develops, manages and
maintains essential assets,
including bulldings {commercial
and social) and infrastructure
{transport, power, water) by

integrating local supply chains ACQUISITIONS

INFRASTRUCTURE INVESTMENTS
Read more on p34

PROFESSIONAL SERVICES
Read more on p28

CONSTRUCTION SERVICES
Read more on p30

SUPPORT SERVICES
Read more on p32

Acquisitions provide
+ Growth

* Access to new markets
and capabilities

+ Further business and margin

l improvement

WORLD CLASS PERFORMANCE
AND PROFIT AND CASH

|

SHAREHOLDER RETURNS
(DIVIDEND AND CAPITAL APPRECIATION)
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MARKET OVERVIEW

Infrastructure remains a good place to be As the
global economy begins to strengthen and confidence
returns, the long term drivers for infrastructure
Investment remain positive. Over the next five years
alone, the global infrastructure market 1s estimated

to be worth £12 tnlhon’

In advanced economies many key
assets, such as power transmission
lines, highways and rail networks are
reaching the age at which they need to
be upgraded or replaced Additionally,
environmental targets are driving the
creation of new assets and iImprovement
of existing assets in sectors such as
water and power generation In emerging
markets, urbanisation and economic
growth continue apace As economies
and cities grow, sa does the need for
efficient transport, relizble power and

an accessible safe water supply

Almost without exception, infrastructure
Investrment 1s a key priority on
government agendas worldwide

Our core markets

Despite these positive long term drivers,
our core UK and US construction markets
have been constrained over the last two
years Constructton lags behind the market
cycle, so even as economic growth has
begun to strengthen, the flow through

to new orders takes time Construction
volumes in the UK and the US remain
down on the highs achieved before the
global financial crisis and 1n both markets,
marging remain under pressure

In the UK, overall volumes have been
low and have taken longer than expected
to improve New major infrastructure

' IHS Global Insight Global Censtruction Gutlack
December 2013 Reflects total size of Infrastructure
market in norminal terms from 2014-2018 inclusive
Exchange rate applied USD GBP 10 6%

2 Markit/CIPS UK Construction Purchasing
Manager s Index December 2013

3 Average of 2013-16 CAGR for applicable market
{new work 1n all construcuon excluding private
residential} according to forecastars Expernan
[Autumn 2013) Hewes (Winter 2013) and CPA
{Winter 2013)

4 United Nations Wearld Urbamization Prospacts
2011 Rewvision

% {HS Glgbal Insight Glebal Construction Outlook
Dacember 2013

& IMF World Economic Qutiook October 2013

Balfour Beatty Annual Report and Accounts 2013

projects have been slow to come to
market A continued squeeze on margins
has put pressure on contractors and,
most notably, the supply chain The US,
having gone into the downturn earler,
appears to be recovering sooner
although some uncertainty around

public spending remains

Nevertheless, as these economies return
to growth, we believe the UK and the US
will present significant opportunitias in
the short to medium term In the UK there
are now clear signs of ife The Markit
Purchasing Manager's Index, a leading
indicator, was up 20% on 20122 1n the final
five months of the year and forecasters
are now, on average, expecting the
construction market to grow by 7% pa

to 2016% We are particularly optimistic
about sectors such as commercia!
buillding, student accommeodation and
defence The infrastructure market has
been supported m recent years by already
awarded contracts, such as Crossrall

The pipeline of new major projects
coming to market in 2014 15 bkely to be
slow, although this should improve in

the longer term Investment for smaller
infrastructure projects on the other hand
has been quicker to flow through, which
supports an improved outlook for our
regronal cvil engineenng business

The US recovery appears to be further
afong, albeit from a low base Forecasters
are now expecting 6% pa nominal growth
to 2017 The Dodge Momentum Index,

a 12 month leading indicator for non-
residential construction, has been
improving throughout 2013 As confidence
picks up, we will be seeking o take
advantage of opporturnities in, for example,
multifamily accommaodation, mission
critical buildings such as data centres,
green retrofit and student accommodation
Investment in infrastructure remains
steady and there I1s a continued need for
new oi replacement transport, power and
water assets in the medium to long term

Emerging markets

Quiside of the UK and the US,
opporturities will increase in emerging
markets over the long term as therr
proportton of the global construction
market grows Populations in these regions
are becorming more urbanised {from 50%
In 2013 to 70% by 2050% which increases
infrastructure requirements Non-OECD
markets are forecast to nse from 55% of
global infrastructure spending in 2013 to
709% in 20255 GDP growth will certainly
outperform in the medium term, with
forecasts expecting +3% pa over mature
markets to 20188

£12 trillion

Over the next five years
along, the global infrastructure
market 1s estimated to be
worth £12 trdlion’

Figure 1 Markit/CIPS, UK Construction Purchasing Manager’s Index
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We see this particularly in the Middle East
and South East Asia, where existing
forecasts are prormising We will access
this growth via our existing operations

in these regions

Resource-rich economies

For resource-rich economies the short
term outlook ts more mixed Global
commodity prices have fallen and with

it so have miners’ capital expenditure
proagrammes In Australia, which had
benefited from a mining investment boom
over the last decade, the impact has been
significant After an extended period of
unprecedented growth, mining-related
construction 1s pow forecast to shnink
over 2013-2014" The impact of this 1s felt
across the economy, as tax receipts and
consumer spending decline Growth In
other infrastructure construction such

as roads, rallways and power, fell by

50% wn nomnal terms n 2011-2012®

Despite this there are imual signals that
an Australian recovery may not be far
away Following the general election,
public investment has started to pick up
and the new government has explicitly
made infrastructure investment a priority
as a catalyst for economic growth With
the AIG Performance of Construction
Index now positive for the first time since
20118, as well as the IMF forecasting
»>5% nominal GDP growth to 20185,
there Is reason for cautious optimism

Canada, another resource-rich economy,
has fared betier The total applicable
construction market has grown by an
annualised rate of 11% from 20089 to 2013,
driven by resources and infrastructure
investment Although future growth I1s
unbkely to match these levels, forecasters
are still expecting annual growth of more
than 4% by 2018 Confidence 1s being
maintained and we anticipate the overall
economy to continue to show solid, stable
growth in the medium term

CROSSRAIL — HELPING COMMUTERS
GET THERE FASTER

In 2013 we were awarded two Crossrail projects by Network Rail
We were awarded a contract to builld twa miles of the Crossrall route and
an iconic new rail station In southeast London that will help thousands
of commuters get around every day The second contract was for the
electnfication of a 12 5 mile section of the Great Western Main Line

SUSTAINABILITY Healthy Communities
balfourbeatty com/crossrail

Sector outlook

We define economic infrastructure as
transport, power and water In all three
sectors, the fundamental growth drivers
remain strong Transport is dominated
by road and rail investment Power will
contmue to be supported by population
growth, ageing assets and the sustainability
agenda Water will be driven by the need
to harness limited water resources In
many parts of the world, flood defences
and other marnne programmes

In mining and resources, commodity price
reductions have impacted investment in
the short term, but the long term drivers
remain Some sectors, such as shale gas,
appear to be entering a boom

Figure 2 American Institute of Architects, US Architecture Billings Index
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Finally, the bullding sector, which s
traditionally the hardest hit sector during
recessionary periods, 1s now entering

a cychcal upswing in the US, and we
expect the UK to follow

Procurement

In our core markets, and increasingly
elsewhere, we are continuing to see

a trend towards more sophisticated
maethods of project procurement and
alternative delivery contracts becoming
very much the mainstream for larger
and more complex projects

PPP s becoming increasingly popular in
the US, 15 returning to favour in Australia
and remains commonplace in the UK and
Canada In the UK, procurement through
the new private finance framework {PF2)
15 now beginning to take place, particularly
in education, albeit slowly There 15 also
an increase In other PPP development
opportunities, such as waste-to-energy
and offshore transmussion owner

{OFTO) projects

We are also seeing the increased use of
design-builld iIn many sectors, partcularly
infrastructure, and it 1s now used for
approxirnately 40% of non-residenual
projects m the US"

7 ACIF Austrahan Construction Forecast
September 2013

# Australian Bureau of Statistics Engineering Work
Dene December 2013

? Austrahan Industry Group Performance of

Construction Index November 2013

IHS Globa! Insight Canada Construction Market

Forecasts Decermber 2013

Reed Construction Data Design-Build Project

Delivary Market Share and Market Size Report

May 2013

H
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OUR STRATEGIC OBJECTIVES & KPIs

Our viston 1s 10 be a world-class infrastructure business with international reach We will deliver this
by growing within our mature and developing markets whilst focusing on creating assets that support
communities, our clients and share our combined knowledge across the business We measure the
Group's strategic progress through a balanced set of key performance indicators that are both financial
and non-financial and which help guide our thinking and development at every stage

@ GrowTH

How we differentiate

In the short to medium term, our aim i1s to capitalise on growth
opportuntties in our core UK and US markets Qurmid term
strategy 15 to strengthen the business in other specific geographies

In the short to medium term, we am to exploit growth,
opportunities across the infrastructure and complex bulldings
sectors Qur long term strategy is to continue to strengthen our
presence in economic infrastructure sectors and increase the
level of diversification

How do we measure progress and how are we performing?
Sector focus (economic infrastructure vs complex buildings)
Group order book In target market sectors {transport, power &
energy, water and mining} as Group %

I ' | 67%
+ 40/ 0 ngg ] 6369:/

[ 20m | 59%

Revenue' from target market sectors {transport, power & energy.,
water and mining) as Group %

l %
1% = o

[2om ] 48%

Revenue' from higher growth markets (outside Europe and
North America) as Group %

|2 | 14%
+00/o | 2012 o

[ 2011 | 12%

' From centnued operatians including joint ventures and associates
2 From continued operations before non-underlying tems

Read more on p12
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€ DELIVER GREATER VALUE

TO CLIENTS

How we differentiate

QOur experience across ail areas of infrastructure investment
allows us to understand better our clients’ own strategic
objectives and enables us to create and maintain infrastructure
solutions to support these objectives

How do we measure progress and how are we performing?
Chent preference rankings

No.1 No.1

1 the Road & Highway, in the
Mass Transit and Design-Build
Airport categories category
2012 No1 2012 No 3
20171 No1 2011 Nec 4

The Parsons Brinckerhoff rankings, known as the Go-To List,
represent the results of an annual Roads and Bridges magazine
survey asking US government officials which destgn firm they
prefer to work with While they only cover our Professional
Services business, these rankings are imdicative of our track
record and reputation with clents

Chent satisfaction

There 15 no one overall chent measure of client satisfaction,
however some areas of our Group, accounting for 71% of
revenue, do measure overall client sausfaction

Construction Construction Infrastructure
UK us Investments
7 4 out of 10 450utofb 37cutofh

(2012 77,2011 80) {2012 46,2011 46) {2012 36,2011 3 6)

We are locking to introduce client metnics across all
our business in the future

Read more on p15
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How we differentiate

In 2013, recognising the macroeconomic conditions, we continued
to focus on generating efficiencies across all our operations and
back office support functions to ensure we operate as efficiently
and as profitably as possible

AND COST EFFECTIVENESS

Our goal 15 to restore all areas of the Group to a good standard of
operational performance and then aim for operational excellence

How do we measure progress and how are we performing?
Group operating margin'?

Focusing on our Group operating margin demonstrates our
commitment to profitable growth

Margin progress in 2013 was hindered by difficult market
conditions in our tradiional UK and US markets We also
experienced operational 1ssues in some areas of the business
which hindered progress

0 [ 2013 | 20%
2 /o [ 2012 | 2 8%

[ 2011 | 30%

Cost efficiencies
Our ahility to deliver cost savings 1s an indicator of our focus
on operating as efficiently as possible

At the end of 2013 we had achieved £70 mullion in
cost efficiencies

[ 2013 | £70m
£70m eaom

£15m

Billability KPI

Billability 15 a good measure of resource utilisation, and therefore
profitability, in our Professional Services business, which 1s
essentially a billable hours busmess We compute direct labour
cost charged to projects divided by total labour cost of employees

+1.9% 5——

[ 2011 | 58 7%

Read more on pl16

IMPROVE OPERATIONAL PERFORMANCE () CONTINUE TO SHOW LEADERSHIP

IN VALUES AND BEHAVIOUR

How we differentiate

To be recogmised as a global leader in infrastructure we continue
to focus on securing a sustamnable, long term future for the Group
and providing a legacy to the communities in which we serve
We must also be a leader tn areas such as business ethics,

talent management, safety and the environment

How do we measure progress and how are we performing?
Accident Frequency Rate

Accident Frequency Rate 1s a key measure of our focus on
employee and subcontractor safety

Whilst mast areas of the business improved in relation to safety
performance in 2013 we still have progress to make and in 2014
we are renewing our focus on the eimination of fatal risks and
Increasing the level of personal accountability for safety

Accident Frequency Rate decreased by 19% to ¢ 13 We will
change this KPI next year

Read more on p38

19% Z—"..

2011 | o147

Environmental performance

We are committed to reducing our impact on the environment
and have set targets to reduce greenhouse gas emissions,
water consumption and energy consumption

Scope 1 and 2 greenhouse gas emissions intensity has reduced
by 12% (tonnes CO,e/Em)

Read more on p41

_1 2 o/o I ;gﬁ l 35|640 4

[ 201 | 427

Read more on p19
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Strategic objective

GROWTH

Qur strategy 1s to develop our
core UK and US businesses

and to strengthen our presence
in other chosen geographies

and sectors in the longer term In
2013, this objective was slowed to
enable us to focus on addressing
operational Issues in our business
and capitalise on increasing
opportunities in the UK and US

Why s this important?

As the UK and US markets return to
growth and we begin 1o benefit from the
actions we have taken to reshape some
of our core businesses in these markets,
we are well placed to capitalise on the
opportunities they present In the longer
term, it remains Important to strengthen
our business outside our current core

In order to expand our growth horizons
and position the business for long

term success

What are we doing?

Core markets - UK and US

In response to current market conditions
and some operational 1Ssues, our core
UK construction business has been a key
focus for management this year Going
forward, our position in the UK means
we are well placed 1o take advantage of
the impending recovery Although 1t will
take time to flow through to workload,
early signs of activity are emerging in the
regional construction and civil engineering
business We are targeting particular
opportunities in commercial butlding,
student accommaodation, defence and
the regional markets, where we draw

on multiple parts of our UK business to
satisfy client requirements In the major
projects business, significant new projects
have been slow to come to market and
we do not expect this trend to improve
In 2014

In the US, where the market s
gradually improving, we see significant
opportunities for our business over the
next few years In complex buildings,

where we are a top-tier player, we are

Balfour Beatty Annual Report and Accounts 2013

+4%

increase in order
book in target
sectors

leveraging our world-class processes,
sector expertise and innovation on a
national basis This 1s allowing all of

our business to access growth sectors
such as commercial multifamity housing,
corporate facilities, misswon critical
installations and student accommodation

In infrastructure, where we have a
strong platform in professional services,
we have significant headroom to develop
our downstream construction activities, *
which continue to grow

International growth

Outside our core markets, we continue
to develop the business Last year,

we dentified seven geoagraphies where

we aim to strengthen our business We
have made good progress in four Canada,
the Middle East, South Afnca and South
East Asia Our Australian business has
been hampered by the mining downturn
which we have taken prompt measures
to address Although it may take time for
activity in the market to return to historic
levels, we believe Australia still presents
good opportunities for the Group in

the medium term In the other two
geographies of India and Brazil, we are
reducing our efforts as we believe we
will generate better growth returns in
other markets in the short to mid term

Target sectors

We continue to target key infrastructure
sectors and are making good progress

In sectors where we can leverage global
knowledge into our local businesses,
such as transport, power and water QOur
progress in mining has been hampered
by project delays and cancellations,
particularly in Australia where growth
has come to an abrupt halt, but we beheve
the long term drivers remain sound

Complex bullding 1s also likely to feature
heavily In the UK and US in the next few
years We will particularly target niche,
higher margin areas such as student
accommodation and defence in the UK
and US and mission crittcal installations
such as daia centres in the US

In both building and inirastructure,

PPP and other investment procurement
models, remain a key component of
our strategy We will continue to target
any opportunities where we can
leverage our combined construction
and investment capability

SUSTAINABLE DESIGN SOLUTION FOR DUBAI AIRPORT

Our BK Gu!f LLC joint venture in Dubal was awarded a £64 (AED378) million
mechanical and electrical engineenng contract to work on a project that will help
Duba Internaticnal Airport assist millions more passengers to get through the -
awrport each year Our sustainable design solution will mean the new facilities
will be powered by renewable energy via photovoltaic and solar panels

SUSTAINABILITY Envircnmental Limits
balfourbeatty com/dubaiairport




Balfour Beatty

Communities received top
honours from the Professional
Housing Management
Association, winning six awards
1n the Military Service category
of their annual awards programme
recognising the outstanding
client service of those who
support the housing needs
of US military personnel

Read more online

1,160

The number of accommodation
facilities for postgraduate students

500,000

homes powered each
year by electrnicity
generated through the
Greater Gabbard
project

6%

of revenue

FINANCE &
DEVELOP

Infrastructure Investments p34

Our £63 rrulbon Holyrood
Postgraduate Student
Accommodation and Qutreach
Centre project is our first student
accommodation win for our
Investments business in the UK
The 50-year concession contract
involves the design, build and
maintenance of student
accommodation facilities for
the University of Edinburgh

Read more onhng

50-year

concession contract
for the university

We reinforced our
leading position in the
growing offshore transmission
market as we reached financial
close on the £317 million Greater
Gabbard offshore transmission
project To date, we have been
awarded preferred bidder
status on two other OFTQ
projects by Ofgem

Read more online

We have leveraged our
capabilities in the student
, accommaodation market
to establish a student
accommodation portfolio
in the UK and US




Image courtesy of Shanghal
Tower Construction
Development Co Ltd

When the Shanghai
Tower opens in 2015, 1t will
be the tallest buillding in Chuna
and also one of the most
sustainable buildings in the
world Parsons Brinckerhoff
has played a key role in earning
Leadership in Energy and
Environmental Design (LEED)
certification for the skyscraper

Read more online

y/4

This will be the nation’s first high-
speed rail system and will provide
connections at up to 350kph.
The first phase will connect the
state’s economic centers from
San Francisco to the LA Basin and
will be integrated with urban,
commuter and intercity rail
systems to create a modern
statewide rail network

Frank Vacca, Chuef Program Manager,
Cahforma High-Speed Rai Authonty

¥/ 4

Image courtesy of the Cahforma High Speed Rail Authority

Transform

nto a sustanable,
healthy and economically
thrving community

16%

of revenue

DESIGN &
MANAGE

Professional Services p28

The California High-Speed
Rail project 1s one of the

largest, most ambitious pubhic

transportation programmes

1in the US, allowing passengers

to travel from Los Angeles
to San Francisco Parsons
Brinckerhoff has served as
the project’s programme
manager since 2006

Read more online

We have been appointed
Programme Management Office
Consultant on the Makkah Public

Transport Programme for an
expected 60 months at a value
of £61 milhon This project holds
great importance with strong
cultural connotations given its
prominent location in the Hely City
of Makkah in Saud Arabia

Read more online

35 million

passengers annually when
system Is complete

£78 million

extension on the California
High-Speed Rail programme
management contract

350kph

Able to travel at
speeds of up to 350kph
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Strategic objective

DELIVER GREATER
VALUE TO CLIENTS

2

We engage with our clients to
galin a better understanding of
therr objectives and then use
our expenence across all areas
of infrastructure development
to be able to deliver on these
objectives better In 2013, our
focus In this area has remained

Why 1s this important?

Detalled engagement with our clients
allows us to better understand therr
strategic needs Clents have theirr own
chjectives — be it better transport links,
reliable and sustainable energy supply,
high guality education or world class
healthcare We aim to work in partnership
with our clients to ensure therr strategic
ohjectives are met through the
infrastructure we finance, design,
construct and maintan In turn,
transfernng and shanng our knowledge
and expertise across the business allows
us to create and maintain infrastructure
to a higher quality, at a lower price,
faster and safer, to ensure our clients
meet their goals

Far example, in May 2013, we commenced
work to remove a pivotal road/rall crossing
in Melbourne and lower the existing rai
Iine below the road, reducing congestion,
improving safety and cutting journey
times for commuters

The majornity of our clients operate on a
national basis and typically require support
from us In specific areas of the asset
lifecycle For them, we are able to provide
local, dedicated teams who can draw

on the expertise of all of our business to
avold duplication of effort and mistakes
and ensure solutions are fit for purpose
and best In class

For example, in the later stages of 2013,
we were awarded a contract with SMRT
Trains in Singapore to change the sleepers
from umber to concrete, as part of the
renewal and upgrade of the existing
North~South Line The Asia team worked
closely with the UK raill team to share
knowledge and equipment As part of

the process, experts from the UK moved
to Singapore to support the project on the
ground and reduce project risk

Whiist some clients purchase maore than
one service from us, many only use ong at
any given time We have therefore taltored
our offer and provide services alone or in
combination For those that are looking

for support in mare than one area, we
have the ability to provide this and share
knowledge and connect teams to work
slongside our clients seamlessly

We have expert knowledge Iin certain
sectors including transport, power and
water By understanding the specific
challenges and needs of a defined
market sector, we are able to create and
maintain infrastructure that s technically
sound and delivered with innovative

and sustainable techniques

80%

Client satisfaction’

Durning 2013 we had some notable
successes In highways maintenance,
power transmuission and student housing

Student accommodation 1s an example of
a growing sectar, with around US$1 billion
of new projects coming to market in the
US and a pipeline of around £1 billion of
new projects anticipated in the UK over
the next few years We are establishing

a significant presence in both markets,
successfully transferring skills from work
on social infrastructure projects and
miltary housing During the course of
2013 we anngunced ning contract awards
In this market on both sides of the Atlantic

' Whare we operated a chent service programme
such as The MAP our average chent sausfaction
scora was B0% which eguates to being amangst
the bast howsever this only covers around 10% of
our UK and US aperauons The MAP 1s an ongoing
assassmeant and scoring tool that providas clients
with a pro-active feadback mechamism to comment
on gur perfarmance as a contractor/suppher

SHARING KNOWLEDGE REDUCES RISK IN SINGAPORE

Our Gammen Construction joint venture was awarded two significant
rall contracts in Singapore Land Transport Authority's £87 (S$174) million
contract for the design and construction of the Mayflower Station on the

Thomson Line and SMRT Trains' £61 (S$122) millon contract for track

system replacement on the North-South Line

Our collaborative approach and the sharing of the knowledge
and technology across our business, parucularly with the UK rail team
on the SMRT Trains project, has reduced the nsk our clients face

Read more onlne balfourbeatty com/gammonrail

balfourbeatty com/ar2013




®

Strategic objective

IMPROVE OPERATIONAL

PERFORMANCE AND
COST EFFECTIVENESS

Clearly, given the profit issues
within the UK construction
business in the first half and
economic challenges elsewhere,
this became even more
important in 2013 Through the
year, we continued to focus on
generating efficiencies across
all operations and back office
support functions to ensure
we operate as efficiently and
as profitably as possible

Why is operational efficiency important?
Qur clients’ budgets are under pressure
Their expectation 1s that our scale will
allow us to create and share best practice
across our operating units, have
consolidated back office functions

and apply consistent standards to our
processes This will allow us to deliver
services rehably, informed by
organisational learning and supported

by a low cost and efficient overhead

What progress have we made?

The Shared Service Centre {S5C)

We have improved our cost effectiveness
in the UK with the creation of the $SC

This has enabled us to centralise most
of our common procurement, HR and
accounting proccesses and consolidate
our supply chain and leverage our buying
power We have also completed the
transfer of much of our UK accounting,
HR administrative and IT sarvices into
the SSC

By the end of 2011, the activity at the SSC
accounted for 50% of our UK transactions
and about £300 million of ndrect spend
was procured through specialists at the
SSC By the end of 2013, this is nearer
90% of our UK transactions and about
£370 millien of indirect spend

The success of this imbiative informed our
thinking on other intiatives including the
Parsons Brinckerhoff Lancaster relocation

Balfour Beatty Annual Report and Accounts 2013

Other programmes completed in 2013
Dunng 2013, at a one-off cost of

£10 mullvon, we relocated 170 roles

in shared service functions {including
finance, IT, HR and communications)
from Parsons Brinckerhoff's New York
headquarters to Lancaster, Pennsylvania
This wall deliver ongoing savings of

£6 million per annum through staff
rationalisation and lower lease payments

Following an extensive consultation with
employees, we ceased future accrual
in the UK defined bensfit (DB} pension

CREATING
APPRENTICESHIPS IN
WESTMINSTER

Qur £80 million contract to design
and construct a 19 storey buillding for
Urbanest, a leading suppler of student
accommodation for Westminster
University tn London, was announced
" 2013 We have committedtoa
range of employment and traming
invtiatives including the creation of
40 apprenticeships to ensure the
project generates tangible bensfits
for the local community

SUSTAINABILITY Healthy Communities
balfourbestty com/urbanest

scheme for the majonty of members
in August 2013 The closure of the DB
pension scheme attracted a one-off
non-cash cost of £63 million, however
it wilt reduce our cash contnbution and
profit and loss charge by £12 million pa
In the future

Current programmes

in November, we signed a contract with
Venzon for a single consolidated global

IT network This will deliver lower costs
and improved connectivity, enhancing
knowledge sharing across the business
The service will be rolled out over a penod
of 18 months

During the year, we also signed a five-year
contract with Fujitsu for the provisian

of a standardised, centralised and
commodiised IT service to our UK
operations We will complete the rollout
of this service in 2015

We continued the rollout of Oracle R12
within our UK operations Its deployment
n Construction Services UK has been
delayed by the restructuring of that
business, however this work will be
undertaken during 2014 Support Services
will follow 1n 2015

In this report last year, we confirmed

our Intention to investigate the benefits
of managing our businesses at a country
level Having satisfied ourselves that there
are advantages m terms of both client
service and overhead reduction from

this approach, we are now running our
businesses under one leadership team in
Australia/New Zealand, the Middle East
and South Africa These are regions
where Parsons Brinckerhoff and our
Support Services and Construction
businesses work together in closest
proximity and, consequently, the benefits
to our clients of an integrated approach
are greatest Howaever, due to the
imperatve to focus on maximising
growth opportunities in the short term,
we are not looking to move to a country
model in the UK and US




Apprenticeships

We have committed to the
creation of apprenticeships
which will amount to 7% of the
total workforce for this contract

We were awarded the
£154 milhon contract to carry out
the full transformatton works to the
London 2012 Olympic Stadium The
Stadium will host the Rugby World Cup
2015 and be the permanent home of West
Ham United Football Club from 2016 The
venue will alsoc become the new national
competition Stadium for athletics in the
UK as well as hosting elite international
athletics events and other sporting,
cultural and community events

Read more onlng

1.6km

The Southern Connection
Viaduct Section includes
a 1 6km dual two-lane
sea viaduct

Built by Howard S Wright,
a Balfour Beatty company, the
Edith Green Wendell Wyatt Federal
Building in Portland, Oregon US
has become a proving ground
for innovative sustainahle
technologies This modermsaticn
resulted in one of the most
energy efficient facilities in
the US General Services
Administration portfolio

Rezd more online

65%

of revenue

CONSTRUCT &
COMMISSION

Construction Services p30

1,500

the project will generate an
estimated 1,500 local jobs
The £720 milhon
{HK$8 6bn) HKSAR
highways contract to
construct the Southern
Connection Viaduct Section of
the Tuen Mun - Chek Lap Kok
Link 1in Hong Kong is the
largest solg civil engineering
contract ever awarded to
Gammon Construction,
our joint venture

Read more onling

2016

The project will be
substanually completed
by the end of 2016




In 2013, we began to install
high voltage electricity cables
for National Grnid’s London Power
Tunnels project, which will create
an energy ‘superhighway’ in tunnels
deep under the city Working with
the Tunnelling and Underground
Construction Academy, we are
helping to address the resource
challenges facing the power industry
by offering local unemployed peopie
training and the opportunity
to work in tunnelling

Watch video and more online

V/4

Balfour Beatty rose to the
challenge to deliver and
sustaimn a real iImprovement
in the condition of our roads
— one that the people of
Herefordshire are calling for.

Geoff Hughes, Herefordsiire Council

V/4

Qur joint venture won a
contract with Sydney Water
By sharing our network
intelligence capabilities with
Australian water companies,
we are working collaboratively
to better understand the issues
facing water networks

Read more onling

13%

of revenue

MAINTAIN &
OPERATE

Support Services p32

Our £200 million Herefordshire
Council UK Public Realm contract
covers highways maintenance and

improvement works, street lighting and
street cleaning, as well as responsibility
for pubhe nghts of way, parks and open
spaces Our dedication to delivering an

effective, efficient, sustainable and
chent focused service for the county
1s achieved through flexible delivery,
innavation, and staff development

Read more onling

+

£91 million

potential bid opportunity in
Australian water renewals
market aver the next five years

55 tonnes

of salt spread on roads across
the county each night as part
of winter maintenance

Qur maintenance activities
help the local community
day in, day out
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Strategic objective

CONTINUE TO SHOW
LEADERSHIP IN VALUES
AND BEHAVIOUR

qAs. an international leader in
Infrastructure services and as
part of our focus on securing

a sustainable, long term future
for the Group, we understand
the need to provide a legacy
within the communities in which
we serve To achieve this, we
need to Improve continuously in
areas such as safety, business
ethics, talent management,
environmental performance

and community engagement

In 2013, we continued our focus
in these areas, to mamntamn our
market position and enhance
our reputation

Why is this important?

Our reputation 1s crucial to winning new
busmess, attracting and retaining the
best pecople and bullding efiective client
partnerships To be seen as a true leader
in our field, we need to build and protect
a reputation for leadership in values

and behaviour

In 2013, we launched our Roadmap that
charts Health and Safety matunty from
one of minimum expectations in 2013

to excellence by 2017 Alongside the
Roadmap we introduced our Global
Safety Principles, a set of rules that
define the way we work Throughout

the year we have focused on a relentless
determination to reduce the risk of harm
Despite improvement in the industry
standard measurement of safety
performance and the Accident Frequency
Rate five employees of sub contractors
lost their ives during the year whilst on

: 12%

Reduction
n greenhouse
gas emIssions

Core values

duty This 1s a matter of huge regret to
everyone involved with the Group

The way we work - health and safety p38

We are acknowledged as leading the

way from an environmental performance
perspective and this 1s providing benefit in
terms of work winning chent engagement,
employee engagement and supporting
the communities we work within

There 1s a growing emergence of
increasingly aggressive enforcement of
anticorruption legislation and, with our
global reach, it 1s vital we continue to
focus on achieving a high degree of ethical
rigour In everything we do Our aim s to
comply with, if not exceed, the strict legal
requirements of the countries where

we operate

Qur focus 1s to ensure our business I1s run
ethically, not just to comply with the law
We achieve this, in part, by ensuring our
senior leadership are part of ‘Tone at the
Top’ - a key elerment of our effective

that the messages are embedded
throughout the organisation, which we

do through our extensive programme

of ethical comphance, and we work with
the middle ter of employees to ensure
they too are aware of their responsibilities
in this area These programmes focus

on the importance of bullding a good
corporate reputation and on the difference
between what 1s lawful and what 1s nght

In 2013, we have sought to maintain our
commitment to development, career
progression and talent management
across our workforce In the current
economic environment, there has
inevitably been the need to cut budgets
and costs which has impacted areas, such
as training However, we have maintained
our focus in many areas including
supporting graduates and apprentices

as they enter the workfarce We have
recently joined other UK companies and
become members of the 5% Club to
increase the number of apprentices

and graduates 1n our workforce

The way we work — people p40

It 1s essential that we develop lasting,
collaborauve relationships with our supply
chain partners Two thirds of our revenue
1s reinvested In our supply chain and as
such our own performance 1s underpinned
by theirs In Construction Services UK,
55% of our spend went directly to SME's
and 41% went to suppliers within a 50km
radius of our project sites, supporting local
communities We are a signatory of the
UK Government's Prompt Payment

Code and in September, we launched

a voluntary finance scheme to enable

our UK supply chaimn to receive payment
faster than before

comphiance programme, where our The way we work p38 to p43
leaders lead by example We also ensure
OUR VALUES

We operate in increasingly diverse markets se a common set
of values offers clear business benefits and will help support
the challenges of future growth Our Values are,
Integrity, Teamwork, Excellence and Respect

Read more onling balfourbeatty com/values

balfourbeatty com/ar2013
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PRINCIPAL RISKS

Operating In many different business environments and terrnitories inevitably entails
nsks and uncertamnties that are not necessarily within our contro! Although we
cannot eliminate such nisks and uncertainties completely, we have established rnisk
management and internal control systems and procedures to manage their impact
The Board believes that our nsk management and internal control systems will
help us to identify such risks and respond in a timely manner

The principal risks that could adversely impact our profitability and ability
to achieve our strategic objectives are set out below

HEALTH AND SAFETY IS PARAMOUNT TO EVERYTHING WE DO ACROSS OUR BUSINESS

HEALTH AND SAFETY

No change to Risk

Risk description

We wark on significant, complex and potentially hazardous
projects which require continuous monitoring and
management of health and safety nisks

What impact it might have

Failure to manage these risks could result in harm to, or even
death of, employees, subcontractoer staff and members of the
public, as well as potential criminal presecutiens, debarment
and reputational damage

How the risk may manifest itself
Some common themes where health and safety nisks have
ansen are recognised and communicated, including

* Risk of poor nisk identification/assessment

* Risk of not having processes that promote risk elimination
or mitigation

Failure to deliver management leadership/'Tone at the Top'
Management of subcontractors

Not briefing people properly before setting them to work
Failure to follow procedures

Debarment for safety failures

How it 1s mitigated

We have detailed health and safety policies and procedures

to minimise such rnsks These are reviewed and monitored by
management and external venfication bodies Each dmvision has
experienced health and safety professionals who provide advice
and support and undertake regular reviews

A Safety Executive committee meets regularly throughout the year
ta develop a consistent approach to health and safety best practice

In 2013, in response to an unacceptable level of fatalities, senous
Injuries and near misses, we Initiated work on implementing our
Global Safety Pninciples

The way we work p38

KEY OPERATIONAL BUSINESS RISKS WE FACE AS PART OF OUR PROJECT LIFECYCLE

ECONOMIC ENVIRONMENT

Increased Risk

Risk description

The continued or residual effects of the global economic
downturn, or other national or market trends or new
developments in infrastructure expenditure or procurement,
may cause our clients to postpone, reduce or change existing
or future projects, which may impact our strategy, business
maodel, revenue or profitability in the short or medium term

What impact it might have

Any signsficant changes in the level or uming of chient spending
or Investment plans could adversely impact our future order book
Such changes could anse from changes i government policy or
clients' faillure to secure financing for future projects or for future
stages of existing projects

Faillure of a client, ncludmg any government or public sector body,
could result in non cellection of amounts owed

How the risk may manifest itself

We may fall to antscipate or assess national or market events
and developments, their potential negative impact, or the
opportunities they present Such events or developments,
whether or not anticipated or correctly assessed could lead to

+ (Cash pressures for chents and supplers

* Increased competition {eg in the UK from ather
EU countries}

* Supply chain falure nsk

* Reduced revenue or pressure on margins

These nisks may also be triggered or exacerbated by the need,
actual or perceived, to pursue work in a declining market

How i1t is mitigated

The Group’s strategy to focus on the more resitient and stable
infrastructure markets will help mitigate this nsk The effect of
spending changes i any ane market s mitigated by our broad
exposure to Infrastructure markets across the globe and the
contunued need for infrastructure spending We also mitigate the
effects of such market conditions by continuing to adapt our business
madel, overheads and efficiency

The financial solvency and strength of counterparties 15 always
considered before contracts are signed and 1s a specific focus in

the current economic climate During the life of a contract such
assessments are updated and reviewed whenever possible We also
seek to ensure that we are not over reliant on any one counterparty
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BIDDING

Increased Risk

Risk description

Through our different divisions we seek to win profitable
work through a large number of bids in some cases we bid
n joint venture with carefully selected partners, often to help
us manage or spread nsks, especrally where we want to
augment our expertise or knowledge of the relevant rparket

We also invest in PPP and infrastructure investments,
where success depends on a number of assumptions made,
at the time of investment, on future revenues and costs

Our success depends on our ability to identify, price and
execute the nght volume and quality of bids to maintan a
profitable, sustainable order book This in turn reguires that
we have a competitive business model and overheads

What impact 1t might have

Failure to estimate accurately the rnisks, costs, time to complete,
impact of inflation and contractual terms and how best to manage
them could diminish profitability of contracts

In the event of disagreement with, failure of, or poor delivery
perfarmance by a joint venture partner, we could face financial
and reputational risks

If any of the assumptions behind investment decisions prove
incorrect, the profitability of those investments could be reduced

How the nsk may manifest itself

Unrealistic programme

Incorrect pricing

Overambitious budgets

Bidding at too tow a margin

Poor partner selection

Chient credit and late payment nisks

Partner and subcontractor performance and credit risks
Inability to make profit from nen-PPP investments and
other new work types

Failure to ensure our overhead structure remains competitive

* & & » 5 B

How it is mitigated
All bids are subject to ngorous estimating and tendering procasses
within a defined framawork

We have defined delegated authority levels for approving all tenders
and infrastructure investments All major and significant contracts
above those authority levels are subject to Group rewew and approval
by the Group Tender and Investment Committee {GTIC})

Governance p61

We conduct reviews following successful and unsuccessful tenders
to ensure we learn frorm them and apply those lessons
to future tenders

Before entering Into a joint venture agreement we have procedures
for reviewing the relevant skills, expenence, resources and values
of joint venture partners 1o understand how they complement ours

Investment appraisals are performed and reviewed by expenenced
professionals We analyse the risks associated with revenues and costs
and, where appropriate, establish contractual and other risk mitigations

PROJECT EXECUTION

No change to Risk

Risk description

We work on complex design, engmeenng, construction and
asset management projects |f we fall to deliver them on time,
to clients’ requirements and in accordance with our own cost
assumptions and reporting, we face the risk of financial loss,
clams and reputationa! damage

Successful delivery of many of these projects depends on the
successful implementation and maintenance of a range of
operational and commercia! procedures and controls, backed
up by appropriate training, clear accountabilities and oversight,
accurate, realistic and timely reporting, and regular audit and
review It also depends on the combined availability and
effective management of sub contractors and other service
providers Finally, it relies upon many complex, technical and
commercial jJudgements and estirmnates regarding cost, value,
progress and likely or practicable outcomes

What impact it might have

Failure to manage or deliver against contracted client requirements
on time and to an appropnate quality could result in 1ssues such

as contract disputes, rejected claims, design 1Issues cost overruns or
fallure to achieve client savings — which in turn harm our profitability
and reputation

Execution fallure on a high profile project could result in significant
reputational damage and costs

.

How the risk may manifest itself

* Unrealistic progress assegsments

+ QOverestimating our ability 1o recover claims within the
umeframe or n the amounts estimated

* Incomplete visibility and appreciation of scale of
commercial judgements

+ |naccurate, iIncomplete cost and value data or fallure to
analyse and report correctly, which could anise due to poor
training, lack of supervision, lack of accountability or a
project manager’s or project team member’s fear of
reporting bad news

* |Inadequate expenienced, Independent challenge from support
functions such as commercial, operations, finance etc

How it is mitigated ~

Each business area has defined operating procedures to address

the nisks inherent in project delivery |n addition, the Group rnisk
management framework aids identification and quantification

of specific nsks on projects and the miugating actions required
Projects are subject to management, commercial function and internal
audit review at all levels to monitor progress and to review steps

put in place to address specific nsks 1dentified on those projecis

We also have public indemmity cover to provide further safeguards

We monitor the performance of joint ventures, joint venture partners,
sub contractors and suppliers throughout the fe of a project
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PRINCIPAL RISKS CONTINUED

SUPPLY CHAIN RISKS

Increased Risk

Risk description

We are heavily reliant on our supply chain partners for
successful operational delivery, which means we are also
exposed to a variety of risks in the supply chain, including
financial technical, qualty, safety and ethics

What impact it migbt have

Failure of a subcontractor or supplier would result in the Group having
to find a replacement or undertaking the task tself This could result
m delays and additional costs

We will be commercially as well as reputationally responsible
for performance shortcomings by supphers and subcontractors,
whether in terms of quality, safety, technical or ethical standards

Mistreatment of supphiers, subcontractors and their staff by us, or
poor ethical standards in the supply chain, could lead to significant
reputational harm for us

How the risk may manifest itself

+ Supply chain failure risk, exacerbated during, and
when emerging from, tough economic conditions

* A subcontractor’'s fallure to perform to an appropriate
standard and qualty, which could cause project delays,
reducing our ability to meet contractual commutmenis
and harrming our reputation

s Supply chain operating to lower standards
(safety, ethics, quality, timber, child labour, forced labour}

* Failure to deliver targeted UK procurement savings

» Ethical treatment of the supply chain

How 1t is mitigated

We aim to develop long term relationships with key subcontractors,
working closely with them to understand their operations We develop
centingency plans to address subcontractor failure, and also obtain
project retentions, bonds and/or letters of credit from subcontractors,
where appropniate to mitigate the impact of any insclvency

We aim to work as much as possible with preferred suppliers and
subcontractors who undergo rnigorous, risk-based prequalification
processes and share our values We aim to avoid becoming over

reliant on any one supplier or subcontractor

IMPORTANT RISKS WE FACE, COMMON TO MANY OTHER BUSINESSES

PEOPLE

Increased Risk

Risk description

Qur inabdity to recruit and retain the best management
and employees who have the appropriate competencies
and also share our values and behaviours may hamper our
growth prospects

What impact it might have
Failure to recruit and retain appropriately skilled people could harm
our ability to win or perform specific contracts and grow our business

How the risk may manifest itself

¢ Failure to attract and retain skilled staff

* Distraction and impact on morale of change programmes

» Inabtlity to successfully promote the right people through

succession planning

Commercial and project management quality/performance

New staff unfamiliar with culture and procedures

Lack of a diverse workforce

Bullying and harassment

Loss of former staff with tradisonal bidding and

execution skills

« Staff dissatisfaction and loss of loyalty/engagement
caused by tarmination of defined benefit pension plan

¢ 5 & 5 8

How it 1s mitigated

We measure all potential recruits for key roles in the organisation
aganst a competency and leadership framework Dwisions undertake
organisation and people reviews to review the roles, competencies,
performance and potential of personnel We have a well-developed
succession planning process todentify and develop high potential
personnel to fill key roles These plans are reviewed regularly and
discussed at all levels within the organisation and by the Board

VWe have appropriate remuneration and incentive packages to help

us attract and retain key employees

The way we work pd0

BUSINESS CONDUCT/COMPLIANCE

Increased Risk

Risk description

\We operate in various markets that may present business
conduct-relaied rnisks involving, for example, fraud bribery or
carruption, whether by our own staft or via third parties such

as partners or subcontractors Those nsks are higher In some

countrnies and markets than others but cannot be ignored
or underestimated even In low risk countries

What impact it might have

Fallure by the Group, cur employees and third parties acting on our
behalf or in partnership with us to observe the highest standards of
integnty and conduct could result In civil and/for criminal penaltes,
debarment and reputational damage

The way we work p39

How the risk may manifest itself

* Corruption

Bribery

Fraud/false claims

Fawr competition

Human rights abuses, such as child and other labour

standards generally, illegal workers and human trafficking

Unethical treatment of and by the supply chamn

+ Other emerging ethical nsks

* Risk of ethics and values being compromised when
times are tough, not just in high risk markets

How 1t 1s mitigated

Throughout the Group we take a rigorous approach to assessing

and addressing corruption nsks We have a vanety of programmes
to promote comipliance with our Code of Conduct published online
and in areas such as competition and false claims fraud Each
business area has a compliance officer respansible for the application
and monitaring of these programmes

The nisk of business conduct/comphance breaches by third parues
with whom we work 1s harder to control, but we have a range of nsk
assessment, due diigence and procurement controls that are designed
to identify and menimise such nsks We work with very few agents,
al! of whom undergo a rigorous due diligence and approval process
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LEGAL AND REGULATORY

No change to Risk

Risk description

We operate In diverse territonies and our busmesses are
subject to a variety of complex, demanding and evolving
legal, tax and regulatory requirements

What impact it might have

A breach of local laws and regulations could lead to legal proceedings,
nvestigations or disputes resulting in business disruption ranging from
additional project costs to potential debarment and reputational damage

Increasingly, businesses are the target of cyber crime, which can
result in loss of confidential personal or commercial data, disruption
to operations and associated costs Sometimes we may be the target
of state-sponsored cyber activities because of who our clients are,
rather than because our business 1s a particular target

How the nsk may manifest itself

Data protection and privacy

Information security lapse

Cyber cnme

Government/fregulatory enquiry and enforcement actions
Local procurement laws

Debarment or blackhsting

How it 1s mitigated

We monitor and respond to legal and regulatory developments in
the territories where we aperate We consider the local legat and
regulatory framework as part of any Group decision to conduct
business in a new country

We have data protection and information security programmes across
the Group, and cyber cnime and other information security risks are
assessed on a continual basis

EXPANSION INTO NEW TERRITORIES AND MARKETS AND BY ACQUISITION

Reduced in Risk

Risk description

in pursult of our strategic objectives, we may seek to enter
new territories, markets or sectors and continue to make
acquisitions Although this results from a careful and
deliberate balancing of opportunity and nsk, it has the
potential to expose the Group to nisks that it may not have
encountered before or does not fully understand

What impact it might have

Failure to identify, understand and evaluate the risks of conducting
business in a new territory, market or sector could lead to significant
financial loss and reputational damage

Fallure to recognise the expacted benefits from acquisitions and to
integrate acquired businesses successfully into the Group’s processes
could result In an adverse Impact on our strategic objectives, future
prospects, financial condition and profitability

How the risk may manifest itself

New geographies

s Political, secunty, safety and ethicat nsks, as well as the
nsk that economic, market and other nsks mentioned
elsewhere and the means of mitigating them are less
well understood

New sectors and work-types
+ Higher risk/higher return design/build projects

Acquisitions and partnerships
* Integration of acquisitions and performance to business plan
» Partner performance, creditworthiness and ethics

Inherited habilities

* Prohlem habilities

* Unethical past practice

* Unaccounted for liabilities eg tax

How itis mitigated

New geographies

As part of the decision making process before entering a new territory,
we undertake a detalled country and sector rnisk assessment This

will consider and assess the prevailing economig, palitical, regulatory,
ethical, health, safety and sustainability conditions to ensure that

we can cperate there 1n Ine with our own values and standards

Acquisitions and partnerships

We undertake detailed due diligence on all potential acquisitions and
partnerships {such as joint ventures and cansertia) 1o ensure that all
aspects of therr business align with ours In many cases, we have
worked with these businesses before In addition, we prepare
valuation models on all potential acquisitions, drawing on both internal
and external resources Due diligence includes an assessment of
our ability to Integrate the acquired businesses successfully into

the Group WWhen a bustness 1s acquired, we actively work with it

to ensure the business 15 successfully assirmilated into the Group
and its internal control framework

SUSTAINABILITY

Increased Risk

Risk description

Through our activities we can impact either positively
or adversely the world in which we operate and the
communities with which we come into contact

What impact it might have

Failure to address these risks and to execute projects sustainably
could result in significant potential habiities, reputational damage
and inability to win future work

How the risk may manifest itself

& Epvironmental iIncident

* |naccurate greenhouse gas data may mean we are
unaware of our actual impact

Inaccurate carbon reduction commitment data and other
data in sustainability reporting may leave us exposed to
unacceptable damage, fines etc
Unethicalfunsustainable sourcing

(eg tmber, forced labour, child labour)

Insufficient management support and monitoring

to achieve our agreed KPls in this area

How 1t is mitigated

Our sustanability strategy covers our operations until 2020 i1n terms
of profitable markets, healthy communities and environmental
imits Sustainability 1ssues such as climate change adaptation are
cansidered in risk management activities at dvistonat as well as
project levet

The way we work p41 to p42
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We also face significant risks and uncertaintigs that are common to many campanies — including financial and treasury nisks,
the management of pension liabilites, information secunty nsks, business continuity and crisis management and hazard risks
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CHIEF FINANCIAL
OFFICER'S REVIEW

Whilst we have made good progress on
restructuring and focusing our business,
our overall financial performance for the

year was disappointing

Duncan Magrath
Chief Financial Officer

Revenue from continuing
operations Including joint ventures
and associates increased by

2% n the year to £10,118 mullion
(2012 £8,966 millon} Revenue
was broadly flat across most
divisions with 10% growth

N Support Services

In Construction Services, a 12% revenue
improvement in the US and 16% growth
in the rest of the world was partly

offset by a 12% reduction in the UK

In Professional Services, reductions in
Australia were mitigated by improvements
in the US Excluding the impact of
currency, revenue from continuing
operations for the Group including joint
ventures and associates increased by 1%

Our share of underlying post-tax profits
from continuing joint ventures and
assoclates reduced, as anticipated, to

£71 millien frorm £92 muillion in 2012,
principally due to the favourable resolution
of bad debts and claims in the Middle East
during 2012
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Underlying profit from operations
decreased to £203 million {2012

£284 million) Support Services and
Infrastructure Investments delivered
strong operating results, including the
benefit of £82 muillion (2012 £52 mullion)
of gains from PPP disposals after
recycling £21 million (2012 £48 mithon)
of gains from other comprehensive
income to the income statement
However, overall profits reduced as a
result of a very significant drop in mining
related capital expenditure in Australia
impacting our Professional Services
business, leading to reduced volumes
and pricing |n addition, the combination
af a difficult external environment and
an internal reorganisation in our UK
construction business also contributed
to the fall In profits

Net finance costs of £16 million ingreased
by £9 rmillion on the prior year {2012

£7 million) due to increased finance
charges resulting from the US private
placement issued in March 2013 The
application of the revised JAS 19 reporting
standard increased non-cash interest
costs compared to the previous standard
by £21 million n 2013, and the prior year
restatement increased the 2012 reported
figure by £10 million, of which £1 millien
relates to discontinued operations

Underlying pre-tax profit from continuing
operations decreased to £187 rmullion
{2012 £277 million}

Detalled information on the financial
and operating performance of each
of our segments I1s inciuded in the
Performance Review

Read more on page 28 to 35

Non-underlying items

Non-underlying items from continuing
operations of £155 million (2012 £130
millian) before tax were charged to the
income statement This comprised
amortisation of acquired intang:ble assets
of £30 million {2012 £32 million) and
other items of £125 million (2012 £91
mulion} The amortisation charge declined
In the year as some intangible assets
became fully written down

Significant items included a £52 mullicn
non-cash curtallment charge (and
assoclated costs} In connection with
closing the defined benefit section of
the Balfour Beatty Pension Fund to future
accrual for the majonty of members

and £52 million (2012 £64 million) of
restructuring and reorganisation costs
These mncluded £26 mifhon (2012 £49
milion) of costs in the UK in relation to
continued restructuning of Construction
Services UK, Support Services and other
UK entiies Within Professional Services,
£20 milhon {2012 £2 million) of costs
were incurred in Australia to significantly
restructure the cost base as a result of
the market downturn There was also

£7 milion {2012 £4 million) of further
costs in the UK shared service centre

as It expanded from its imitial scope of
finance and payroll into HR and [T shared
services £10 milhion (2012 £2 million)

of costs were mcurred in the US for

the creation of a shared service centre

n Lancaster, Pennsylvania

Taxation

The underlying tax charge for continuing
operations for the yeaar of £50 rmillion
{2012 £61 milion} excluding the Group's
share of results of joint ventures and
associates, equates to an effective tax
rate of 43 1% {2012 33 0%} The Iincrease
from the prior year 1s due to the impact
of some unrelieved losses and changes
in tax legislation This includes a charge
of £8 million as a result of writing down
our deferred tax balances following the
reduction in the UK corporation tax rate
10 20% In addition there was a highar
proportion of profits in higher tax
terntories than in 2012, offset by the
benefit of a greater amount of profit
from investment disposals Adjusting

to include joint ventures and associates,
and comparing this to pre-tax profit for
the continuing Group and joint ventures
and associates, the effective tax rate
was 30 1% (2012 25 5%}

In 2014 we would expect the
undertying effective tax rate to fall
to approximately 40%

Discontinued operations

There was an underlying post-tax loss
from discontinued operations of £15
millian (2012 profit of £15 millien) along
with non-underlying post-tax costs of
£37 milhon (2012 £101 mullion)
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2013 2012 Provisions

Year andad 31 Decamber Em £m The Group s proviSions Comprise contract,
Underlying profit before tax® 16 185 | employee and other provisions
Tax at UK statutory rate of 23 256% (2012 24 5%) 27 45
Losses not availabte for affset 24 5 Contract provisions of £102 million
Higher tax rates on non-UK earnings 14 14 (2012 £125 million) incluede construction
Non-deductble tems 5 7 msurapce labimes, principally in the
Adjustments n respect of prior years (15) {8} Group’s Gaptiva Insuranca compan es.

and defect and warranty provisions
UK corporation tax rate change 6 3 | on contracts, primarily construction
Other tax adjustments (1) {81 | contracts, that have reached practical
Effective tax charge 50 61 | completion Additional provisions were
Effective tax rate 43 1% 33 0% £67 million (2012 £74 mallion, including

" Excluding the results of joint ventures and associates

In Dacember we completed the sale of
the UK faciities management business,
Balour Beatty WorkPlace, for a net cash
consideration of £165 million After
transaction costs the disposal resulied

in a non-underlying gan of £80 million
bafore winting off goodw ll, or £16 millon
after wniting off goodwill The business
contributed £19 miflion (2012 £22 million}
to underlying profit fram operations up to
the date of disposal

There was a very poor performance

in Mainland European rail, principally due
to underperformance on three contracts
in Germany, resulting in an underlymg
loss from operations of £26 million {2012
profit of £2 million) Non-underlying costs
of £561 million included £38 million for
wnting down the goodwill in the German
rall business to £nil, aloss on disposal

of the Sparish business of £4 million,

rail restructunng costs of £6 million and
a £2 milhon regulatory fine in Germany

Earnings per share

Underlying earnings per share for
continung operations were 20 0 pence
{2012 31 7 pence}, which along with
an underlying loss per share from
discontinued operations of 2 2 pence
{2012 earnings per share of 2 1 pence)
gave an underlying earnings per share
for total operations of 17 8 pence
(2012 33 8 pence}

Dividends

The Board continues to recognise the
importance to its shareholders of a goed
didend and given the strong management
actions taken, the strategic positioning of
the Group and its strong balance sheet, it
has recommended a final dividend of 8 5p
in respect of 2013 This 1s In [Iine with
2012's final dwidend and results in

an unchanged full-year dividend of 14 1p

Goodwill and intangible assets

The goodwill on the Group's balance
sheet at 31 December 2013 decreased
by £112 mullion to £1,048 mullion

{2012 £1,180 milion) £64 millian of the
reduction was due to the disposal of
Balfour Beatty WorkPlace £38 million

of the reduction resulted from reviewing
the likely sales proceeds achievable

on the German rail business, and as a
consequence the goodwill was written
down to £ril in the first half Other
intangible assets, after amortisation
charges of £33 milhon (2012 £43 million)
reduced to £204 million {2012 £212 mill:on)

Impairment reviews have been carned
out, and none of the carrying values, other
than as noted above, have been impaired
There 1s however imited headroom in

our Italian rail business and in Blackpool
Aarport such that a change in assumptions
could result in an impairment Details of
the calculations and assumptions are
shown in Note 15

Change
Results for the year from centnuing operations 2013 2012 (%)
Revenue including joint ventures :
and associates £10,118m £9,966m 2%
Group revenue £8,745m £8,656m 1%
Profit from continuing operations
—underlying £203m £284m {29)%
-reported £48m £154m 69)%
Pre-tax profit from continuing operations
—underlying £187m £277m (32)%
—raported £32m £147m (78)%
Earnings per share from continuing
operations
- underlying 20 0p 317p (3N%
- basic 25p 17 9p {86)%

srigmificant provisions i respect of two
ma)jor contracts) Provisions reversed
unused were £32 million (2012 £48
milhon) and provisions utiised £48 million
(2012 £38 million}

Employee provisions of £42 million
{2012 £57 milion) are principally habilities
relating to employers’ liabilty insurance
retained in the Group's captive insurance
companies and provisions for employee
termination habilities ansing from the
Group's restructuring programmes
Additionat provisions were £23 million
{2012 £43 million, including significant
provisions in respect of restructuring)
Provisions reversed unused were

£14 I"I"II“IOr"I {2012 £14 milion} and
provisions utihsed £17 million

{2012 £17 mithon)

Other provisions of £49 milion {2012
£46 mullion) principally comprise mator
and other insurance habiities n the
Group's captive iInsurance companias,
legal claims and costs, property-related
provisions, mainly onerous lease
commitments, some of which anse from
the Group's restructuring pregrammes,
and environmental provisions

Pensions —balance sheet movement
The Group's balance sheet includes
aggregate deficits of £434 million

(2012 £333 million) for the Group's
pension schemes

The Group recorded net actuarial losses
for 2013 on those schemes totalling
£117 mifion {2012 £111 milion) There
were £73 million (2012 £194 million) of
actuanal losses recorded on the present
value of the obligations, largely resulting
fram the effects of lower discount rates
and higher inflation assumptions mitigated
by an actuarial gain ansing following the
reassessment of the difference between
RPl and CPl measures Actuanal losses
of £44 milhon {2012 gam of £83 million)
were recorded against the farr value of
plan assets resulting from lower than
expected returns Movements m the
pension deficit are illustrated on page 27

A formal tnennial funding valuation of
the Balfour Beatty Pension Fund (BBPF)
was carried out as at 31 March 2013
and showed a funding position of 88%
A funding plan was agreed to elrminate
the deficit over eight years, which
provides for a reduced leve! of deficit
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CHIEF FINANCIAL OFFICER'S REVIEW CONTINUED

payments of £50 mithon per annum
{adjusted by CPl movements) from Aprit
2013 for the first three years, increasing
by £5 million per annum to £65 million per
annum by April 2018 through to May 2020
Under this plan the Group is making
regular monthly payments, which increase
each Apnil by the growth n CPlup to a
cap of 5%, plus double any mcrease in the
Company's dividend in excess of capped
CPI In the event of the Company making
any special dividend or caputal payment

to shareholders, an additional contribution
1s payable for one year only, equal to 75%
of the percentage uplift on the normal
dividend payment represented by the
one-off payment to shareholders

in August the majority of members of the
BBPF ceased to accrue future defined
benefits and became deferred members
resulting In a curtaiiment charge {and

an increase n the deficit) and costs
totalhng £54 million, recognised as a
non-underlying item, of which £2 millton
related to discontinued operations This
reduces the future cash payments over
the life of the scheme by approximately
£250 milon, and reduces the pension
service charge {net of Incremental defined
contribution payments) by approximately
£15 milien per annum

The increase in the aggregate deficit

to £434 million at the end of 2013 will
increase non-cash pension interest costs
in the income statement by £6 million

to £15 million in 2014

Balance sheet and capital structure
We look to achieve a balance between
the negative working capital, hquid funds
and facilities and the PPP investments
portfolio Whilst we have seen a

SUPPORTING NATIONAL ROAD SAFETY WEEK
WITH SAFETY CHARITY BRAKE

We held nine events throughout the UK for National Road Safety Week,
at local schools, colleges, supermarkets and service stations
We also used Twitter to tweet facts on road safety and to increase
awareness of the events taking place It s our 4th year participating
In Nauonal Road Safety Week run by the road safety chanty Brake

Follow the news on Twitter @BBroadsafety
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reduction in net hgquid funds during 2013,
we have also seen a reduction in the
levels of negative working capital
However, despite the disposals in the
year, the Directors’ vatuation of our PPP
invastments portfolio has increased o
£766 million using constant discount rates
{2012 £734 million) Overall we have
maintained good balance sheet strength

Cash flow performance

Cash used In operations of £162 million
(2012 £2192 million) was impacted by a
working capital outflow of £117 milton

{2012 £310 milhon} and pension

deficit payments of £63 million

{2012 £61 milion)

Average net borrowings in the second
half of the year were £433 million,
although with the sale of Balfour Beatty
WorkPlace in December, and a strong
cash performance at the end of the year,
the Group's net debt at 31 December
2013 was £66 millien {2012 net cash

of £35 million), before taking into account
the consolidation of £354 mullion

{2012 £368 million) of non-recourse net
borrowings held in wholly owned PPP
project compan es

Working capital

Working capital comprises receivables
and payables from construction contract
customers and other third parties Where
recevables exceed payables, this I1s
termed positive working capital and
where payables exceed receivables, this
1s referred to as negative working capital

Including the impact of exchange,
negative working capital decreased
from £665 milhon at the end of 2012 to
£550 million at the end of 2013 Of this
decrease of £115 million, the biggest
component was £75 milion in
Construction Services This was largely
due to changes in the mix of business,
away from larger more complex projects,
which have the potential for more
favourable terms, 1o smaller projects

Total working capital as a percentage of
annuahsed revenue (WCPR) at the end of
the year was {6 3)% (2012 {7 7)%) The
most significant component of negative
working caprtal relates to Construction
Services, which ended the year with
WCPR of {10 5}% {2012 (11 6)%)

Read more on the ndmdual components
of warking capital on p97

In 2014, we would expect further
reductions in negative workmg capital

in UK construction as a result of the
continued change 1in mix from major
projects to regional work, and the greater
proportion of smaller contracts As the
market recovery takes hold in the US

we expect negative working capital in
our US construction business to increase
We expect working capital in Professional
Services to be positive (e net receivable),
but broadly stable with 2013, and in
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Support Services, we may see a
modest increase In the level of positive
working capital

Banking facilities

The Group's principal committed bank
facilities total £950 million and extend
through to 2016 The purpose of these
faciities, and other small facilities, 1s to
provide liquidity from a group of core
relationship banks to support Balfour
Beatty in its current and future activities
Qver time, as the Group's business has
evolved, we have explored ways of
diversifying our sources of funds away
from the pure bank market

As part of that process, and taking
advantage of historically low interest
rates, in March 2013 we 1ssued US$350
mulion notes by way of a US private
placement with an average coupon of

4 84% per annum over 9 3 years The
incremental cost of this funding on an
annual basss ts approximately £89 milthon
Furthermore, in November we took
advantage of favourable bond market
conditions and 1ssued approximately
£253 million of unsecured convertible
bonds due 2018 at a coupon of 1 875%
per annum Proceeds from the bond 1ssue
have been used to repay short term
borrowings under our principal committed
bank facilities and for general corporate
purposes The annual iIncremental cost
of the bonds 1s £3 million from a2 cash
perspective, or £8 million in income
statement terms

At the end of 2013 we had no
drawings against our £950 milion
of committed facilities

forelgn currency risk

The Group s exposed to foreign gurrency
risk primarnly in the US Asia-Pacific,

and the Middle East Based on the
geographical spht of the Group a one cent
movement in the USE £ exchange rate
would impact profit from operations by
approximately £0 8 milion The average
exchange rate for 2013 was $1 57 £1

So farin 2014 the average rate has been
$1 66, and consequently If this rate
persists for the remainder of 2014,

the impact of foreign exchange would

be 1o reduce profit from operations

by approximately £7 millon

Financal risk factors

and going concern

The key financial risk factors for the Group
remain largely unchanged Some of our
markets are showing signs of starting to
recover This can lead to increased nisk of
subcontractor fallures due to thewr cash
requirements for increased working
capital and also potential inflationary
pressures In some areas

The Dwectors have acknowledged the
guidance ‘Going Concern and Liquidity
Risk Guidance for Directors of UK
Companies 2009 published by the

Maintaiming strength

£800m
£6800m
£400m
£200m
£0rn _.—#b—_'
£200m
£400rm
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- Working capital™ = DV of investments?”  —8-Net cash/{debt)?”  -#-Net 2ggregate*”

June 2013 and earlier figures restatad to exclude provisions greater than 1 year

Drecters valuation of PPP concessians

Excluding net debt of PPP subsidanes {non recoursea)

Aggregate of Directors valuation of PPP concessions net cashf{debt) and working capital
Dac 2012 and earlier figures include 2013 disconunued cperations
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Pensions - balance sheet movement
Cumulative contributions for deficit funding of £314m since December 2009

£586m
£166m
E5Tm
aom am [ o e
£420m i £30m £15m | €94m [ I
£333m' ) £4am £60m [£37am
4
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2009 2000 20n 02 cost® contributions {ass loss future movements 2013°  for sale 2013
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Since Dec 2009 deficit funding of £314m cffset by ¢ £155m ncreasa from 1 10% reduction in real diseount rate and £67m irmpact
trom closing tha scherna to future eccrusl

@ Pension deficts natof tax @ Deferred tax assets

' Restated for IAS 19 rewised  *  From conynuing operatians

Based on the above, and having made
appropriate enquirtes and reviewed
medium term cash forecasts, the Directors
consider it reasonable to assume that the
Group and the Company have adequate
resources to continue for the foreseeable
future and, for this reason, have continued
to adopt the going concern basis in
preparing the financial statements

Financial Repeorting Council in Octaber
2009 Inreviewing the future prospects
of the Group, the following factors

are relevant .

* the Group has a strong order backlog

* there continues to be underlying
demand in infrastructure markets in the
countnes in which the Grgup operates

To appreciate the prospects for the Group
as a whole, the complete Annual Report
and Accounts 2013 needs to be read

the Group has an increasingly
diversified business model that gives
resilience to the business

*

excluding the nen-recourse net
borrowings of PPP subsidiaries, the
Group has cormmitted bank faciliies
of £950 milhon for at least the next
two years, which were undrawn at
31 December 2013

balfourbeatty com/ar2013
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Performance review

PROFESSIONAL

SERVICES

HIGHLIGHTS

* Order book increases in the US and
Middle East offset by the impact
of Australia and minor movement
in the UK business

Profitability impacted by significantly
lower volumes In Australia

s Ongotng strength in core US
transportation and market
development in key markets
including Middle East and Canada
expected in 2014

% OF TOTAL REVENUE

16%

total revenue’

Read more on p2

FINANCIAL PERFORMANCE

The Professional Services order book
ended the year at £1 5 bilhion, in fing with
the previous year The order book
increased in the Americas and the Middle
East but saw a small reduction in the UK
and a more notable decline in Australia,
resulting from the sigmificant market
detenoration experienced throughout
2013 Revenue remaned stable at £17
bilhon (2012 £1 7 ullion), with increases
in the Americas and the Middle East
offsetting lower volumes in Australia We
indicated that profitability would be lower
in Australia in 2013 due to 2012 benefiting
from good final settlements on some
profitable allance and at-nsk contracts,
however this was compounded by the
significanzly detenorating trading
conditions Despite taking swift cost
reduction measures in Australia and
operating at or above expected levels

in other regions, this led to a substantial

decline 1in underlying profit from

Balfour Beatty Annual Report and Accounts 2013

operations for the dwision to £54 million
{2012 £98 million)

The 2012 order book was restated during
the year, following the reallocation of work
packages within our internal jomnt venture
with the Support Services divisidn

OPERATIONAL PERFORMANCE

Americas

In the US, where approximately 75%

of activity 1s In the transportation sector,
funding of projects by both the federal and
state departments of transportation 1s
crucial to our businegss The authonsation
of the Transportation Bill in July 2012 for
a perod of two years {effective from
September 2012} helped the transportation
business deliver a good performance in
2013 In addition to good performance

on major design-build projects, there was
alsa an increase In traditional design work
Furthermore, the short term US Federal
Government shutdown i Autumn 2013
does not appear to have had a lasting
impact on existing work or the pipeline of
opportunities As a result, we saw a good
performance in US transportation with
revenue up 7% year-on-year whilst the
order book remained at 2012 levels

MNew awards and extensions on existing
projects — including the two-year contract
extension for programme management
services on the Califormia High-Speed Rail
project — remained at a healthy level

We are currently at various stages on
numerous US transportation design-build
project opportunities During the year
we created a core team of senior
transportation executives to focus on the
pursuit, management and performance
of major design-build projects

Other ongoing major projects — the Dallas
Horseshoe project, the illiana Expressway
which runs between lllinois and Indiana,
the Midtown Tunnel project in Norfolk,
Virginia, the Westside Subway Extension
in Los Angeles, and the Second Avenue
Subway in New Yark City — are all
progressing well

Buning 2013, our Federal business was
successful on the re-bid of the Federal
Emergency Management Agency (FEMA)}

contract for disaster inspections, which
is contracted through to January 2019
This 1s the fourth consecutive mulii-year
contract awarded to the business dating
back to 1985

Performance of our US power business
was lower relative to 2012 due to lower
than planned volumes as a number of
projects were delayed into 2014 There was
good progress on the joint venture EPC
contract we won in January 2013 to design
and burld the Garrison Energy Center, a
309MW combined cycle gas-fired power
pkantin Delaware We have completed the
integration of Subsurface Group, which
we acquired at the end of 2012, although
its performance was somewhat below
expectations in a subdued market

Our architectural and buildings business
perfermed below our expectations
followang the settlement of a long running
legal dispute for US$8 mutlion

In Canada, our largest sector - structural
work for bulldings — has remained fiat
However, we have seen some success In
our strategic objective of expanding into
ths transportation sector We have made
good progress an transit programmes in
the City of Toronto and for the Regional
Municipality of Waterloo in addition,

we are pursuing several other major
oppariunities in the province of Ontano
We have also been aiming to grow in the
power market, but as in the US, we saw
a delay in the award of new projects in
the power market in 2013, however,

we continue to see future opportuniies
In areas such as storage caverns and
injection well projecis related to new
work in o1l sands

I~

Good performance in
US transportation
with revenue up 7%
year-on-year.

¥/ 4

In 2012 we launched a cost efficiency
programme, when we announced the
transter of many of our support functions
from New York City to Lancaster,
Pennsylvaria The shared service centre
commenced operations i March 2013
and s now n full operation and performing
well Building on that success, a number
of other support functions, such as billing
and certain human resource operations,
were also moved to the shared service
centre, from elsewhere In the US

We continue to progress the settlement
of the previously highlighted longstanding
contract dispute A negotiated settlement
now seems unlikely, but the arbitration
process 15 well advanced and we expect
It to achieve a positive cutcome n 2014
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Europe, Miiddle East

and Northern Africa

The UK remains an extremely competiiive
market with margins remaining under
pressure despite volumes improving in the
highways and raill sectors Cur operations
in highways and rail have been successiul
N securing improved levels of workload
and have improved billability levels

We are currently delivering aspects of the
preliminary design of the railway systems
packages for the UK's High Speed

project as well as all three packages

for Transport for London’s structures

and tunnels portfolio

The UK power business remans
challenged for domestic workload as
new projects continue to be delayed
Expanding export services to other
geographies has been a key focus for
this operation in order to supplerment
the low level of domestic opportunities

We had excelfent growth in the order
book and revenue from the Middle East,
particularly in Qatar and Saudi Arabia In
June we won an $87 million contract with
Ashghal to provide consulting services

for the Qatar Expressway Programme,
supplementing the significant programme
we are already working on for the Local
Roads and Drainage and Qatar Rail
projects In July we were awarded the
role of Programme Management Office
Caonsultant on the prestigious Makkah
Public Transport Programme in Saud
Arabia by the Development Commission
of Makkah and Mashaaer

Asia, Austraha-Pacific

and Southern Africa

Qur business in Australia has been
significantly impacied by the sudden
cancellation of capita! projects across the
resources sector, which has also had a
subseguent impact on public revenues
and spending plans of Australian states
and municipaliies We have taken swift
action In response to this by significantly
restructuring the business, including
appropnate reduction of the Austrahan
workforce However despite this, cost
reductions ievitably lagged revenue
dechnes Whilst the run rate at the end
of the year was broadly break even, the
business was loss making for 2013 as

a whole and £40 mullion below the level
achieved in 2012 We continue to perform
work on the Roy Hill iron ore mining
project for which we were appointed
programme manager in March 2013
The project 1s expecied to secure the
remaining elements of financing dunng
2014 The transportation sector has also
experienced delays in new awards dus
1o ongomg funding uncertainty although
there are some signs that this may
improve in 2014 Despite this market
turmoil we were successful in secunng
a key rail contract in Melbourne with
Victoria’s Road Autharity

Our operations In Asia notably Singapore
and Greater China have continued to
increase their workload and perform well
In Singapore, we secured £21 million
{S$44 million) in contracts to support the
Land Transport Authority for the Eastern
Regional Line Depot and Stations
Development of our structural capabilities
in China 1s expected to provide avenues
far additional growth in that market

Asn 2012, activities In South Africa
continued to show positive results during
2013 Our programme management role
at the Medup Power Station m South
Africa continues to progress as we also
look to pursue further opportunities in
the region

LOOKING FORWARD

We axpect to see ongoing strength n
our core US transportation market, new
opportunities in a number of our other
key markets including the Middle East,
UK and Canade, and increasing powaer
opportuntties in the US and South Africa

In Australia we have worked dihgently to
right s1ize the business in line with current
and prejected market conditions Whilst

$87m

Contract to provide
consulting services for
Qatar Expressway
Programme

volume and pricing nisks remain, we
expect the business to improve on i1ts
2013 performance and deliver a broadly
breakewven result n 2014

Qverall therefore, excluding any benefit
of the longstanding contract dispute,
we expect to make progress in 2014
across the business, with margins
improving progressively as the losses
in Austrahia are ebminated

WORLD'S FIRST INTERCONTINENTAL TUNNEL OPENS

A rall tunnel under the Bosphorus Strait in istanbul opened in 2013, the
culmmation of more than two decades of planning and design work by Parsons
Brinckerhoff ~ a 150 year dream to ink Asia and Europe via an underwater
crossing Known as the Marmaray Project, it involved an upgrade of a 47 mile
commuter raii ine from Gebze on the Asian side of the Bosphorus to Halkali on
the European side The tunnel can accommadate 75,000 passengers per hour or
an estimated 1 5 million people dally, reducing traffic congestion and travel time

Read more onhine balfourbeatty com/bospharus

balfourbeatty com/ar2013
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Performance review

SERVICES

HIGHLIGHTS

* Poor performance in UK
construction business addressed
through management and
operational changes

« Significant increase in US order
book, albeit from a low base

+ Good order book growth in rest of
world, driven by wins in Hong Kong

% OF TOTAL REVENUE

65%

total revenue

Read mare on p3

FINANCIAL PERFORMANCE

The Construction Services order book
from continuing operations iImproved tn the
year to £7 7 bilhion, up 5% from a year ago
Following a year of very strong order intake
in the US, our US order book increased by
10% despite significant revenue growth

It 1s now over 20% larger than our UK
order book, which itself decreased by

3% in 2013 with growth in the regional
business not completely offsetting
reductions In majar projects and
mechanical & engineering services

We also saw strong growth in the rest

of the world order book which increased
by 10%, driven by wins in Hong Kong

Revenue from continuing operations
increased by 1% during the year to
£6,573 millon US revenues were up
12% for the year, dniven by a 20%
increase in the second half versus the
prior year In addition, revenue In the rest
of the world increased by 16%, partially
offset by a 12% reduction in the UK

Balfour Beatty Annuai Report and Accounts 2013

- CONSTRUCTION

Underlying profit frorn continuing
operations reduced to £21 million from
£118 million 1n 2012, with the decline
mostly due to the performance of the UK
business Whilst there was an expectation
of reduced profitability at the start of

the year, in light of a declining market,

we announced a shortfall of approximately
£50 milhon in April, resulting from further
deterioration In the external environment
combined with the impact of an ongoing
internal regrganisation Whilst the UK
business broadly performed In line with
these reduced expectations a further
deterioration at the end of the year
resulted in an actual profit shortfall

of £60 miflion

OPERATIONAL PERFORMANCE

UK -

The UK construction market has been a
chalienging environment in which to win
and execute work, allowing chents to
impose increasingly stringent conditions
onto contractors, and as a result placing
subcontractors under significant financial
pressure In addition, the business
underwent a major reorganisation during
2012 and 2013 In January 2013, the
operations were streamlined into three
business units consisting of

* Major projects focused on complex
projects in key market sectors
such as energy, transpartation
and heavy infrastructure

* Regional cvil engineering and building,
private and public including work in
partnerships and frameworks to provide
customers with locally delivered,
flexsble and fully integraied civil and
building services

1
Mechanical and electrical engineering
covering all market sectors

Following the identification of the profits
shortfall ighhighted above we re-focused
attention on operational improvements
and tighter governance At the end of Apnl
we made changes to the leadership of the
business, appainting Nicholas Pollard as
CEO of Construction Services UK We
also undertook a review of the regional

business and closed regional delivery
units with weak future prospects

The management team reviewed all
operational contracts, and have
subsequently taken steps 1o improve
key disciphnes such as tendering,
estimating and commercial governance

The actions we have put in place to
strengthen the leadership and performance
of the UK construction business are taking
effect, and contributed to a stronger
second half performance Whilst we have
seen a better than anticipated turnaround
n the regional business, there was
weaker financtal performance on selected
major projects in the building sector In
our mechanical and electrical engineering
business, where we predominantly act as
a subcontractor, financial performance In
the final quarter was adversely mpacted
by increasingly difficult market conditions
The impact of these further detenorations
resulted in an cverali £60 mullion reduction
in profitability versus expectations at the
start of the year

The UK order book has remaned stable,
albeit there continues to be a shift in the
mix of work from the major projects
business to regional construction due

to the impact of the strengthening of the
UK residential market and fewer major
projects being brought to the market We
waon a number of contracts i the student
accommodation secter including the
University of Aberystwyth, University of
Birmingham and an £80 million project for
Urbanest in central London In the London
commercial sector we were successful

In securing some substantial awards,
ncluding the £110 million Providence
Tower and a £121 million hotel contract for
Grove Developments Whilst there were
fewer major infrastructure projects up

for award, important wins mcluded the
£321 mullion design and construction joint
venture contract to upgrade sections of
the M25 London orbital motorway for the
Highways Agency We also announced
the £154 million contract to carry out

the full transformation works to the
London 2012 Clympic Stadiumn, which
Incorporates enhancements to the stadium
roof contract we were awarded in 2013

The performance of our UK Rail business
was impacted by operational 1ssues on a
small number of projects However, we
continue to believe that the UK rail sector
will generate major programmes which
we are well placed to address with our
range of capabilites

us

In the US building market, which accounts
for 80% of our business, federal and state
spending remain at low levels, whilst
private Investment from large corporates
1s gradually improving

Qver the past few years, we have taken
significant steps to ensure that we are
well placed to benefit from a market
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recovery in the building sector Focusing
our acquisition strategy on particular
sectors and geegraphies has enabled us
to broaden our footprint and harness new
relationships Streamiining the business
from five to three regions, and the
establishment of a national capability
centre, has ensured that we drive
innovation, develop best practice, share
knowledge and deploy talent across the
business nationally Thts drove a 54%
Increasea in order ntake in 2013 versus
2012, ganing market share

Building market segments where we
have seen significant opportunities and
those offering further potential into 2014
include rmission ¢ritical (data centres),
commercial/corporate facilities, student
accommaodation, multifamily housing
and healthcare

Our bulldings business cantinues

to benefit from working with our
Investments business, not only in the
military housing area, but increasingly

in other markets Examples of projects
brought to our construction business
from our mvestments busingss include
the Auwr Force Northern Group project —

a six-year project for the design,
construction and/or renovation of 4,500
homes, valued at approximately $442
milion and new graduate and farrily
student housimg project at the University
of Nevada, Reno Preferred bidder status
was achieved on a number of other
schemes including the $500 mullion
University of West Flonda student
accommodation project

HOUSTON CONVENTION
CENTER

RIDA Development Corporation selecied
Balfour Beatty Construction US as a joint
venture partner with WELBRO Building
Corporation to build the new £207
{US$344) million 30-storey Houston
Convention Center Hotel in downtown
Houston This new project will add more
than 1,800 construction jobs and 700
permanent jobs to the Houston
hospitality industry

SUSTAINABILITY Healthy Communities
balfaurbeatty com/houstonconventien

In civil infrastructure we are seeing
opportunities although competition
remains strong

Follow:ing the approval of the
Transportation Bill in 2012, a number of
civil infrastructure projects have moved

to tender stage An increasing proportion
of ¢civil and rail projects are being letcn a
PPP or design build basis, which allows us
to demonstrate our experience, expertise
and innovation In this area In December,
we announced the award of a $343 million
Jjoint venture contract for the Regional
Transportation District in Denver to initiate
the first phase of design and construction
on the North Metro Rail Line project

International

In Hong Kong, 2013 was a busy tendering
pernod for our joint venture, Gammon
Construction, which ended the period
with a strong order book The market

has experienced a strong programme

of government spending on both
transportation infrastructure and public
bulldings In June, Gammon was awarded
a contract worth £720 million (HK$8 66
billion) to design and builld a8 major strategic
road The HKSAR Highways contract to
construct the Southern Connection
Viaduct section of Tuen Mun — Chek Lap
Kok Link m Hong Kong 15 the largest solo
civil engineenng contract ever awarded

to Gammon In November Gammon

won two significant rail centracts for

a comhbined value of approxmately

£150 mulion {S$315 mulhon} in Singapore
the design and construction of the
Mayflower Station on the Thomson Line,
and a sleeper replacement programme
on the existing North-South Line

Qur joint venture in Dubar performed in
line with our expectations with stable
revenues in 2013 However, profitability
was down on 2012 as a result of
favourable bad debt and claim settlements
in 2012 Looking into 2014, the business
environment 1s improving, and we would
expect a return to somewhat modest
volume growth for our mamn contracting
business, whereas our subcentract
mechanical and electrical engineenng
business 1s currently operating in

more difficult market condtions,

much like the UK

Discontinued operations

Following the completion of the
operational and strategic review of our
mainland European raill businesses we
concluded that maintaining a rail presence
in Mainland Europe was not consistent
with our strategy of bullding a strong local
presence in a number of market sectors
In Mawmnland Europe we essentially only
operats In rail, and therefore in March
2013 we announced our intention to
divest these operations In March 2013
we sold the Spanish business to its
management, and in December we
announced the sale of the Scandinavian

+5% 9

Order book Student
Jmprovements accommaodation
p contracts

business to Strukion Rail BV, with the
disposal completing in January 2314

In Germany, trading has been very
disappointing which resulted in an
underlying loss from operations of

£26 mithon mainty due to three complex
jomnt venture projects with operational and
stakeholder 1ssues, and continued low
levels of actvity We have made progress
to divest our Interests in the business,
completing 8 management buyout of the
srmall signalling manufacturing capability
and clesing down the switches and
crossing manufacturning capability
Discussions with a number of potential
buyers for the remaining parts of the
German operation are ongoing At the
half year, having reviewed the hkely sales
proceeds achievable on disposal, we
wrote down the £38 millon of goodwill
within our German business to £nil

LOOKING FORWARD

Whilst the environment 15 still challenging
In the UK, we have taken steps to improve
operational delivery We continue to
expect the mix of our order book to shift
towards the regional business, as the
ongoing recovery In the housing market
stimulates work for the regional business
The number of new mayor infrastructure
projects to be awarded in the short term s
expected to be low, with a small number
of significant opportunities expected to
anse Our overall UK strategy remains to
exploit our market leading position, and to
continue to drive efficiency and build our
skills and depth of capability in construction
to capitalise on a gradual recovery

In the US bulding market we expect

to see a continued steady Improvement
in market conditions and tender
opportunities We expect the strong
order intake we have achieved in 2013

to lead to volume improvements in 2014,
and we anticipate that a broader market
growth will lead 10 improving bid margins
on work for execution in 2015 and beyond
Qur strategy In US building is to leverage
our world class processes, sector
expertise and innovatten on a national
bass, targeting growth sectors In US
infrastructure we have significant
headroom to grow, especially as the
market moves towards greater private
investment and design and build projects

Overall, whilst margins are expected to
remarn under pressure, we anticipaie
improved profitability n 2014, with partial
recovery In margins

balfourbeatty com/ar2013
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Performance review

SUPPORT SERVICES

HIGHLIGHTS

* Revenue +10% as a result of strong
performance in UK power and
gas sectors

* Strong underlying profit from
continuing operations with
improved operating margin

« Executed in line with strategic
objectives the disposal of
WorkPlace for £155 million

% OF TOTAL REVENUE

13%

total revenue

Read more on p3

FINANCIAL PERFORMANCE

The Support Services order book for
continuing operations finished the year

at £4 1 bilron, down 11% from a year ago
(2012 £4 6 billion) As expected, the order
book has declined in the power sector as
we have completed the first year of the
£11 billion contract with National Gnid to
upgrade the UK's gas distnibution network
The order book has reduced in the water
sector as the AMPS5 regulatory water cycle
nears completion in 2015 Revenue for the
year was up 10% at £1,265 million, as a
result of strong performance in the power
sector —up 18% on 2012

Underlying profit from continuing
operations increased to £55 million
{2012 £30 million), resulting in an
underlying operating margin of 4 3%
compared with 2 6% in 2012 There
was a particularly strong performance,
accompanied by better than expected
high volumes on power transmission in
the fourth quarter, as well as a small

Balfour Beatty Annual Report and Accounts 2013

settlement of multi-year commercial
Issues In the water sector

Transpertation also had a good
performance with improved performances
across Highway services, Local Authonty
roads and rall renewals

The 2012 order book for power was
restated duning the year following the
reallocation of work packages with our
internal joint venture with the Professional
Services division

OPERATIONAL PERFORMANCE

The power sector, a key growth sector

for the Group, now accounts for cver a
third of our support services activities

We continue to develop our power
business in both overhead line and cabling
capabilities, whilst helping clhients maintain
therr significant asset base On overhead
lines we made excellent progress on the

_ Beauly-Denny replacement electricity

transrmussion line contract for Scotuish and
Southern Energy This contract involves
the development, design and construction
of a 200km overhead Iine and associated
cvil works In cabling we continued to
make progress on the delivery of the
Humber Gateway offshore cabling
contract for E ON In the US there was
good performance on our New Energy
Albance with National Grid

The Gas Distribution Strategic Partnership
contracts with National Grid to replace
ageing networks in the Northwest and
West Midlands are fully mobilised and are
performing well VWe alse made progress
on our jont venture contract In the
Republic of Ireland to reptace and extend
the gas network on behalf of state
operator Bord Gais

In the water market, we continued to
perform well on our AMPS water
contracts As the AMPE regulatory water
cycle draws to a close, we are working
with a number of water companies to
manage a8 smooth transition to the AMPG
cycle without unnecessary changeover
disruption As water companies choose
therr partners for the next cycle, we have
already won a three-way joint venture

contract worth a potential £1 5 billien with
Thames Water While the 23-month early
contractor involvement 1s i our order
book (£10 million), the vast majonty of
this work 15 yat to be hooked Also under
AMPE, Yorkshire Water extended our
existing contract to0 2020 which 1s worth
£70 midhon

In transportation, we were successful in
winning important highways work for local
authorities At the start of 2013 we added
the £150 mulkon Wiltshire Highways
contract to our order book The contract
commenced work in May 2013 and since
then we have been working progressively
with the client to resolve a nurmber of
start-up Issues We won a £200 million
contract with Herefordshire Council in July
and this project has maobilised in line with
our expectations Other contracts in our
portfolio, including West Sussex and the
street ighting portfolio, performed well
For the Highways Agency, the Area 10
contract to operate mamntain and improve
over 500km of motorway and trunk roads
in the Northwest fully mobilised during
the year and there was exceltent
performance on the M25 contract
Through our Connect Plus Services joint
venture we manage the operation and
maintenance of 250 miles of road cntical
to the UK's transport network

9

contracts in the
UK Highway
Maintenance arena
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4.3%

Operating margin

In the raill renewals market we continued
to work with Network Rail and London
Underground to renew and improve
service levels across the ral network

Discontinued operations

In December, we completed the sale of
our UK faciities management business
to GDF Suez Energy Services for

£155 million in cash This sale represents
an importiant step in our evolution as we
intensify our focus on the creation and
management of infrastructure assets
The business contributed £19 million

to underlying profit from operations up
to the date of disposal

LOOKING FORWARD

We waork for clients across the regulated
and public sector, all of whom need

to manage financial pressures, whulst
improving the qualty of the infrastructure
that facilitates our daity lives This will
continue to provide opportumities for us,
as clients look to outsource work, and
seek innovative solutions in the provision
of that work, but also presents challenges
In an increasingly competitive environment

In the near term, we see growth coming
frormm the water and local authority sectors
In the water sector, we are actively
bidding for AMPBG contracts with a
number of the major water companies
with a focus on offering broader solutions
for clients leveraging on our recent
success with Thames Water The
continuing outsourcing trend by local
government will provide additional growth
opportunities for Baltour Beatty Living
Places, which increasingly, locks

1o leverage its strong position in

the highways and street lighting markets
to provide additional complementary
services 1o loca! authority clients

Volumes In the power transmission sector
are likely to reduce as current contracts
complete and we anticipate our 2014
revenue will be down about £100 millken
We will continue to target new
opportumties cutside the UK and seek
opportunities in the power market finked
to the changing nature of the energy

WORKING INNOVATIVELY
WITH NATIONAL GRID

In a joint venture with M J Electnic we formed an alliance
with National Gnd This New Energy Aliance (NEA) provides
innavative ways for National Gnd to deliver design, build and

programmme management of substations and transmission lines

across New England, US The outcome has been 28 vaned and

challenging projects, with a total value of £300 {US$499) milhon,
successfully completed on time and within budget

Read more online balfourbeatty com/nea

industry across the globe as new sources
of power In new places need to be
connected into existing infrastructure We
are well placed to take advantage of UK
cabling opportunities expected in 2014

We have continued to see increasing
competitive pressure 1n the routine rail
renewals market over the year and are no
longer bidding for Network Rail's track
renawal work, with our existing contract
running to the end of the first quarter

of 2014 We anticipate our 2014 revenue
will decline in this area by approximately
£60 rahon

Looking to 2014 we expect overall
revenues to drop in line with the order
book Taking into account the change

in mix of business and some closure
costs of exiting the rail renewals waork,
margins are expected to reduce tn 2014

balfourbeatty com/ar2013
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Performance review

INFRASTRUCTURE
INVESTMENTS

HIGHLIGHTS
* Strong financial performance,
including £82 mullion in disposal gains

* The portfolio remains substantial
and diverse with a current
Directors’ valuation of £766 mullion

* Financial close on exght projects,
with ancther three advancing to
preferred bidder stage

% OF TOTAL REVENUE

6%

total revenue

Read more on p3

FINANCIAL PERFORMANCE

The Investments business delivered
another successful year of growth,
establishing a strong presence in new
rmarkets and generating a significant
Increase in underlying pre-tax profits to
£132 milkon {2012 £97 mulion}, whilst
growing the value of the portfolio The
pre-disposals operating profit of £20 million
was up £3 million on the previous year

as strong growth in US military houstng
income and the favourable impact of cost
savings throughout the division more than
outweighed the decline In UK income as
a result of disposals MNet interest income,
a significant element of total Income, also
increased by £2 milhion to £30 milhon

Following another strong year, the
disposals programme delivered an
increase in gains from £52 millien n
2012 to £82 miulhion in 2013, after
recychng £21 million {2012 £48 million)
of revaluation reserves from other
comprehensive ncome to the iIncome
statement The disposals realised value
significantly above both the Directors

Balfour Beatty Annual Report and Accounts 2013

valuation and our own expectations
Despite the disposals, the PPP
investments portfolio remains substantial
and diverse, and the Directors’ valuation
increased to £766 million using constant
discount rates at the end of 2013 (2012
£734 million} including the benefit of

£76 milion of inflation and operaticnal
performance gains

OPERATIONAL REVIEW

We continued to perform well in 2013,
reaching financial close on eight projects
with another three advancing to preferred
bidder stage The student accommodation
market remained a key growth area for us
in the US and UK in 2013, as we secured
four new projects with a construction
value of over £500 million

Our strategy to diversify further our
economic nfrastructure capabilities
delvered successes with preferred bidder
appointment on the £346 rmllion Gwynt

y Mér Offshore Transmission Owners
(QFTO) project and financial close on

the Birmingham Bio Power waste wood
gasifier project These projects represent
significant progress for our business and
the continued evolution of our portfolo

In addtion to growing the business in new
end markets we have continued t0 expand
our Investments business geographically
At the start of 2014 we achieved a
significant milestone as we secured

our first win in Canada, with a preferred
bidder appointment on the £196 million
{C$350 million} BC Children's and
Women's hospital rédevelopment project
In Vancouver The Canadian pipeline
remains strong and we are actively
pursuing a number of other social and
econormic infrastructure cpportunities

In Australia we are warking on a

number of waste transportation

and accommeodation projects

UK

In the UK our most active markets were
predomunantly student accommaodation,
power and waste

We reached financial close on two projects

in the student accommodation market
dunng the year the £63 million Holyrood
Postgraduate Student Accommodation
and Cutreach Centre project for the
University of Edinburgh and the £45
milhon Penglais Farm New Residences
Project for Aberystwyth University
Notably these projects were financed
with long term debt from insuitutional
investors, supporting the UK Government s
drive to encourage low cost pension fund
investment In infrastructure Building at
both sites has commenced with the first
phases of both projects gontracted to

be delivered in the autumn, although
Aberystwyth has incurred programme
delays at the beginning of 2014 with the
extreme weather conditions We continue
to see further bidding opportunities in

the sector in 2014

In the UK power sector, the preferred
bidder appointment for the Gwynt y Mér
project strengthened our position in the
OFTO market Greater Gabbard OFTO
{£317 milhon) achigved financial close

In November, with the Thanet OFTO
{£163 million) expected to reach financial
close during 2014 Through these project
successes we have developed a leading
Investor pesition in this growmng market
and supported the Group's wider strategy
for developing our delivery capability

in offshore transmission

We continue to see opportunities for
development in the waste market,
achieving financial close on two waste
projects in 2013, although these projects
can suffer from planning delays

£82m

strong financial performance
including £82 million
in disposal gaing
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We achieved financial close on the
Gloucestershire waste project, but this

1s currently subject to a planning appeal

on which we anticipate the outcome

will be announced later in 2014 We
continue to work on a pipeline of biomass
opportunities We are making good
progress with our Essex waste treatment
tacility, construction 1s now well underway
and 1t 1s on schedule tc open in 2017

North America

In the US, military housing remains a key
aspect of our portfolio with 21 operational
projects in August 2013 we reached
financial close on the §442 milhien
Northern Group project for the US Aur
Force, which consists of six bases

This project requires manageng all
development, operations and
miaintenance, property management,
construction, renovation and demolition
services for 4,540 homes We agam
demonstrated our ability to launch
innovative funding structures, with the
project being financed by institutional
investors through a bondissue in the US
In addition we also assumed property
management services for the ACC It
miiitary housing privatisation project

We have continued to make significant
progress in the student accommodation
market, as we share learning and best
practice across geographies far the
benefit of our clients We completed the
buillding of a 233-bed facility for Lake
Farest College, llhinois We successfully
reached financial close on the University
of lowa and University of Nevada projects
in 2013 1in the third quarter of 2013,

we announced two significant preferred
bidder positions In this market with the
$500 mullion Uriversity of West Florida
project followed by our second preferred
bidder appointment with Texas A&M
University for the $200 miilion College
Station project We anticipate further
growth opporiunities in this sector n 2014

We are also progressing on our strategy to
utihse our developer capabiliues i North
America Through our involvement in the
Lake Forest College project and Tarleton
State Unwersity (Phase 1) project, we
have created an opportunity to earn
development fees, while also generating
income for the Construction Services
dwision without investing Group capital
This 1s further demonstration of how the
Investments business I1s able to deliver
additional value to the wider Group
beyond simply earning a return on
invested capital Diversification 1s also
taking place in our military housing
business as we explore opportunities for
third party management, leveraging our
management service capabilities We
secured our first win tn this market in
January 2013 with the Carnage House
Townhomes project

We were delighted to secure our first

project success in Canada with the
preferred bidder appointment in January
2014 on the BC Children’s and Women’s
hosptal redevelopment project
representing a significant win for the
Group Construction 1s expected to
commence in Apnl 2014 and the new
facility will be completed in June 2017

Disposals programme

We had considerable success during 2013
as we continued our disposal strategy
through the full or partial disposal of a
number of our mature UK PFl assets
generating an accounting gain of £82
million, and at a value of £45 million in
excess of ther Directors’ valuation

These included our 50% interests in

four PFl schools projects in Birmingham,
Bassetlaw, Stoke and Rotherham, our
50% miterests in two PFl hospital projects
in Salford and Tameside, and partial
equity disposals in the Carlisle Northern
Development Route {CNDR) and A30/A35
road, where we have retained strategic
interests of 25% and 20% respectively
We continue to see strong demand for
these assets In the secondary market

Investment management business

In 2011 we launched an investment
management business, Balfour Beatty
Infrastructure Partners {BBIP} Alongside

external investors we have a total
commitment of $110 mithon, which we
expect to be drawn down and nvested
over the next three to four years

The fund has so far raised approximately
$500 million and made a number of
Investments and commitments acgquiring
10 operational UK solar projects in the UK,
and entering nto a definitive agreement
(subject to regulatory approval) to acquire
a regulated electnic utiity business in
Michigan We anticipate subsequent
closes to the fund during 2014

LOOKING FORWARD

Our prirmary objective continues to be
the investment in projects where we can
use our investment skills and expertise
to maximise the broader benefit to

the Group's growth and development
We will continue to evolve our developer
capabilities to realise new opportunities
for the Investments business and the
broader Group We have a significant
pipehne of work globally as we

continue to pursue a vanety of PPP and
non-PPF opportunities We anticipate a
continuation of our disposals programme
as a means of realising the value in mature
assets but expect the gains to revert to
a more sustainable level of approximately
£40 milion In 2014

DEVELOPING STUDENT ACCOMMODATION
FOR TEXAS A&M UNIVERSITY

Qur $200 million student accommodation project at Texas A&M
N University 1s our sixth student accommodation project in the US
It 1s a collaboration between Balfour Beatty Campus Solutions
who will be lead deveioper and our US construction business,
based in Dallas, who will be the construction partner

Read more online balfourbeatty com/texasstudent

balfourbeatty com/ar2013




—®
DIRECTORS’

VALUATION

OF PPP CONCESSIONS

The size and composition of our
investment portfolio continues

to develop and reflects the
successful implementation of our
investment recycling programme
as well as further investments

In new and existing markets

We continue to achieve value through

the disposal, either in whale or In part,

of mature assets while continuing to

hold strategic investments in individual
projects, or market sectors, which offer
downstream supply cham opportunities
for the Group or potential areas for market
growth We remain active in using our
investment capability to develop new
markets and have successfully transferred
our capability and experience to investin a
number of new sectors with eight projects
in the UK In student accommodation,

off shore transmission and waste and
three student accommodation projects

in the US

Portfolio valuation December 2013
Value by sector

The Directors’ valuation I1s intended to
provide an indicator of the value mtrinsic
In our PPP investment portfolio and
illustrate movements 1in underlying
values between periods, highlighting
the impact of intervening transactions,
through the application of a consistent
methodology It does not set out to
estimate the market value of the
investments in the portfolie

The valuation 1s based on the forecast
investments and returns of the projects
based on current projections, and may
differ significantly from the book value of
the investments shown in the accounts

The values are calculated using a
discounted cash flow methodology,
disceunting all future cash flows to
Balfour Beatty at a fixed rate This rate
15 9 5% pre shareholder tax for the UK
portfolio and 12% pre shareholder tax
for the US portfolio

As part of our iInvestment recycling
programme we sold part or all of the
Group's stake in eight PF| projects in
2013 50% shareholdings in four schools
{Stoke, Rotherham, Bassetlaw and

*Value by phase

Birminghamy}, 50% sharehcldings in

two hospitals {Tameside and Salford),
75% of our 100% sharehalding in Carlisle
Northern Development Route and 65%
of our 85% shareholding in the A30/A35
concession In each case the value
realised was substantially above the
Directors’ valuation

During the year Balfour Beatty achieved
preferred bidder status on a student
accommodation project for Aberystwyth
University and on the Gwynt y Mér
Oftshore Transmission Owners (OFTQ)
project We successfully closed the
Birmingham Bic Power project and two
US student accommaodation projects
for the universities of lowa and Nevada
In addition, shortly after year end
Balfour Beatty won iis first Canadian
PPP haspital project in British Columbia
This project i1s not included in the
Directors’ valuation as it had not
achieved preferred bidder status

at 31 December 2013

We were also appointed preferred bidder
on two student accommaodation projects
in the US but these have not been
included in the Directors’ valuation

2
5 5
2 4
4
3

No projects 2013 2012 No projects 2013 2012
Sector (2012} £m £m Stage {2012) £m £m
1 Roads 12(12) 253 260 1 3+ years post construction 10 (13} 113 150
2 Hospials 5(7) 144 156 2 (-3 years post construction 16 (18} 385 355
3 Schools 9{13) 68 91 3 Construction 9 (6} 24 26
4 Other 11 {9) 69 44 4 Preferred idder 2{4) 12 20
BB Investments UK 37 {(41) 534 551 BB Investments UK 37 {41) 534 551
5 BB Investments US 24 (22) 232 183 5 BB Investments US 24 (22) 232 183
Total 61 (63) 766 734 Total 61 {63) 766 734

Balfour Beatty Annual Report and Accounts 2013
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)
O/
Movement in value 2012/2013 £m
Inflation and
Equity Distnbutions Dispasal Gainon Unwand New project  eperational FX
2012 invesied raceived procesds disposals _ of discount Rebased wins performance  translation 2013
BB Investments UK 551 25 {54} (128} 45 52 43 2 . - 534
BB Investments US 183 23 {29) - - 22 199 2 35 {4) 232
Total 734 42 {(79) (128) 45 74 688 6 76 {4) 766

as the clients are yet to determine the
financial structure of the projects

The table above shows the c:'hangas
in the value of our portfolio over the past
year, based on

¢ the 2012 valuation
¢ PLUS equity invested during the year

e LESS distnbutions received during
the year

* |ESS the sale value of disposals during
the year

« PLUS the gains we made from
disposals in the year over and above the
Directors’ valuation of those interests

* PLUS the ‘discount unwind’ — the
increase In value as time passes,
bringing future distributions closer

Together, these changes give us the
‘rebased’ figure The rebased figure 1s
the roll forward of the prior year valuation,
adjusted for known movements

before new wins or changes in
operational performance

* PLUS new project wins during the year

s PLUS inflation and operational
performance gains which reflect
improvements or reductions in the
performance of the investments - these
may be due to changes in inflation,
changes in demand, revisions to costs
and other factors The UK portfolio s
showing a large gain in performance
this year, primarily due to the
recagnition of hugher inflation to date
on the M25 concession upon leaving
construction stage, and more generally
improvements 1In forecast inflaton

Valuation - The portfolio value at a range of discount rates

Balfour Beatty Investments UK

800

200 2012

700

600

500

Directors valuation £m

400

and costs across the portfolio The US
portfolio also shows a large increase
which 1s primarily due to higher than
expected increases in rental allowances
in US military housing projects

* LESS the effect of foreign exchange
movements on our portfolio value

Together, these give us the valuation of
the 61 PPP projects in our portfolio at the
end of 2013, which includes three projects
at preferred bidder stage (two in the

UK portfolio and ong in the US)

The graphs below give the value of each
portfolio over a range of pre shareholder
tax discount rates

Balfour Beatty Investments US
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o]
80% 95% 100% 105% 11 0% 115% 12 0% 12 5% 130% 13 6% 14 0%

Discount rate
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THE WAY
WE WORK

The reach of Balfour Beatty
spans many countries, cultures
and operating environments

It is therefore key that we operate
to high ethical and professional
standards regardless of location

Qur approach to sustainabilty
Is broad and reflects a
conviction that sustainability
strateay should be central

to how we run the business

Balfour Beatty Annual Report and Accounts 2013

HEALTH AND SAFETY

In 2013, we set new and
challenging requirements
for our business

We launched our Zero Harm Roadmap
that charts the Health and Safety (H&S)
maturity from a level of minimum
expectation in 2013 to one of Health and
Safsty excellence by 2017 Alongside the
Roadmap we introduced our Global Safety
Principles {(GSPs), a set of rules that
define the way we work, developed as

a result of mvestigations Into serious
incidents across the business Each of
our business areas has developed plans
to improve safety in these key areas

Read more about our GSPs online

Despite the overall improvemnent, there
were, unfortunately, five work related
fatahties during 2013 across our Group

- two In the UK, two in Germany and one
In our joint venture business in Hong
Kong (2012 8, 2011 5) All the individuals
killed were employed by sub contractors
In 2013, there were also three non-wark
related fatalities

Every fatal accident 1s subject to a thorough
Investigation and a detailed review by the
Chief Executive and his executive team
Lessons learned are shared across the
Group to help improve future performance
and prevent it happening again

As aresult of workplace injunies, our
workers lost 5,996 days during 2013 This
1S an improvement on 2012 (6,342) and a
sigmificant 35% reduction on 2011 {9,218)
According te mcident data collated and
prepared by ENCORD (European Network
of Construction Companies), these
“figures represent some of the lowest
levels of absence due to workplace
injunes compared to our competitors
across Europe 3,273 total inyuries were
sustained by our workforce in 2013

which 1s 15% less than 2012 (3,845)

From 2014, we have replaced Accident
Frequency Rate (AFR) with Lost Time
Injury Rate {LTIR} as our primary lagging
indicator of H&S performance LTIR
includes all lost time injunies and injuries
resulting In restricted duty and transfers
As such, this universally recognised
measure, 15 a better indicator towards our
goal of Zero Harm For future comparison
our LTIR in 2013 was 0 23 compared to
026m 2012 and 0 29 1n 2011

Duning 2013, 12 Chief Executive reviews
were held covenng each business area
and (oint venture business These Intensive
reviews allowed Andrew McNaughten

10 measure progress against the Zero
Harm Roadmap and GSPs gap analysis
performed early in the year They also
served as a discussion forum for concerns
around meeting specific requirements
and established a process to review

H&S annual action plans by which each
successive level of H&S performance

wilt be achieved

In 2014 and beyond, our Zerc Harm goals
of zero fatalities, zero disabling njuries,
zero injuries to members of the public

and zero new cases of long term harm

to health, will remain As we head into
2014, we are renewing our focus on the
elimination of fatal nsks and increasing the
leve! of personal accountability for safety

Our overail Group performance once again
improved in 2013

The Group Accident

Frequency Rate (AFR)

Improved by 19% down to 013 from
01610 2012 81% of our businesses
recorded an improved or zero AFR for 2013

-19%

[ 2013 “Jo
[ 2012 | 018
[ 2011 ~ | 017

Major injunies

130 major injuries were reported in 2013
This 15 a 29% impravement on 2012 and
a 31% mmprovement on 2011 Of those
major injuries reported two were
classified as permanently disabling
compared to one in 2012

-29%

[ 2013 | 130
[ 2012 | 184

[20m | 189

Injuries to the public
There were 110 injuries to members of
the public n 2013 a reducion of 4%

4%

[ 2013 | 110
[ 2012 | 115
[ 20m | 127
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ETHICS AND VALUES

We have continued to

embed our ethics, values and
compliance programime across
the business, bulding on the
sound foundations developed
over the previous three years
and focusing tn areas where
we belteve we are most at risk

Through our ongoing cycle of corruption
risk assessments, training, reviews of
financial and commercial activities and
audits of our anti corruption procedures
we have focused on assessing how well
embedded our programmes are

Human nights have rapidly increased In
prevalence and are emerging as a new
ethical nsk priority We view human
rights pnirnarily as an extension of our
determination not only to treat our
employees with respect but also to obtain
assurance about ethics in our supply
chain Wherever we work in the world
we ensure we do not explort anyone and
we will refuse to work with any individual
or organisation that fails to uphold these
standards Intrinsic to our values is our
oehef in upholding the fundamental nghts
and freedoms of individuals set out in

the United Nations Universal Declaration
of Human Rights

One of the features of 2013 has been
the gradual increase in the number and
rigour of questions from ciients seeking
assurance about our ethics and values
and, specifically, our ant bribery
compliance programme Simuarly, we
continue to work with our own supply
chain to embed a shared commitment o
ethical business conduct, helped by our
Code of Conduct for our sub contractors,
supplers and partners

It 1s iImpaortant to do more than just have a
Code of Conduct We also need to ensure
it 1s properly embedded throughout the
orgamsation and that we work with
partners and suppliers who have similar
values We have an extensive programme
of compliance internally and it 1s pleasing
to note that durnng the year, the Red Flag
Group awarded us 'Best Supplier Code of
Conduct’, describing our Code as “one of
the most cutting edge, Innovative and
cornplete codes out there today "

As ever, we continue to empbhasise the
importance of promoting our Ethics
Helpline and other channels by which
employees, sub contracters and suppliers,
and others can raise concerns about
possible unethical conduct We have
witnessed a stabilisation in the number

of such cases over the last two years,

but we still receive what we consider

to be a healthy number, indicating that
people continue to share aur commitment
to uphelding our Code of Conduct

We treat each case sensitively and
investigate it thoroughly

Since we launched the Code of Conduct
training 90% of our office based
employees have completed module 1
and 84% have completed module 2

Unfortunately we do not always get this
right We have previously acknowledged
using the services of the Consulting
Assaciation up until 2009 to carry out
reference checks (blackhsting) on
enmtployees In the construction INQustry

It should not have happened and we have
apologised to the workers and families
who may have been adversely affected
over the years by this

For Balfour Beatty, this 1s an historic tssue
Following the receipt of the Information
Commissioner’s Enforcement Notice

in 2009, we took steps to address the
shortcomings revealed in our data
protection practices, which included

the introduction of a Group wide data
protection pohcy and a revised ethical
Code of Conduct, both introduced in 2009

Balfour Beatty 1s one of eight UK
construction companies which have joined
together to establish The Construction
Workers Compensation Scheme to
compensate workears whose names were
on the Consulung Association database
The scheme 15 expected to launch in 2014

Awarded
Best Supplier
Code of Conduct
by the Red Flag Group,
descnbing our Code as
“ane of the most cutting
edge, innovative and

complete codes out
there today”

Number of Ethics Helpline cases

276

[ 2013 ] 276
[2012 | 273
[20m . | 280

Number of Ethics Helpline cases
{excluding HR grievances)

205

[ 2013 | 205
[ 2012 ] 221
[ 201 | 232

Since 1ts inception the number of
office based employees to have
completed Code of Conduct module 1

90%

Since its inception the number of
office based employees to have
completed Code of Conduct module 2

84%

balfourbeatty com/ar2013
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THE WAY WE WORK CONTINUED

PEOPLE

In 2013, the Group has sought
to maintain its commitment to
development, career progression
and active talent management
across I1ts global workforce of
approximately 40,000 employees

The reduction in workforce numbers
from approximately 50,000 employees
reported in 2012 15 largely related to the
divestment of WorkPlace in December
2013 By continuing o mvest in the
capabilties and leadership of our people,
we continue to both enhance the guality
of services we deliver to our clients and
communities and promota the Group as
an ‘employer of choice so we attract
and retain the best people in our sectors

Comprehensive training and people
development programmes are embedded
within each business area and country,

as appropriate, 1o ensure close and timely
alignment to the specific demands and
challenges of our respective global
markets These are also conducted within
the context of a Groupwide Organisation
and People Review {OPR) to ensure
consistency of methodology and visibility
to talent, succession planrng and career
opportunity across the Group The OFR
also enables the centralised and focused
development of key leadership talent

During 2013, we continued to run a

small number of centrally sponsored
development programmes One
programme, the Advanced Management
Programme, 1$ designed to support the
transition of participants to leadership
positions and to enable them to network
and share knowledge with others

from across the business and different
functional activities This was expanded in
2013 to include ‘uncenscious bias’ training
to enhance our commitment to diversity
and inclusion amongst our leaders

Qur agihity in deploying talent and
experience to develop infrastructure
opportunities across multiple geggraphies
15 a key differentiator and Baifour Beatty
receved the gold award from the Forum
for Expat Management in recognition of

being the EMEA based Company with
the ‘Best Global Mobility Programme
in the Industnal/Energy Sector ' The
Company also won the silver award
with the ‘Most Effective Relocauon
Management Strategy 2013’ Balfour
Beatty had 136 nternational assignees
at the start of 2013, wath a further 120
expatriate assignees during the course
of the year and a further 70 employees
who either redeployed mternationally
on an immediate local basis or were
localised durning the year

We also joined other UK employers in
the 5% Club to create momentum for
graduate and apprentice recruitment
and development, by committing t0.56%
of our workforce to structured training
schemes in the next five years To meet
this commitment, we will be reporting
progress towards this goal in future
Annual Reports against the 2014
starting point set out below

Graduates 428
Represents graduates recruited

over the last three years on a

graduate training programme _
125 were hired in the UK in

2013 as part of a global graduate

hinng population of 428 {29 2%)
Apprentices 258
Sponsored students 46
Total structured trainees in UK 724
Total UK workforce 21,729
% structured trainees 33%

The Group has improved In its
commitment to diversity and incluston,
maintaining our Bronze rating in the UK
‘Opportunity Now' and ‘Race for
Opportunity’ gender and racial diversity
assessment ratings We were also
commended for our leadership
commitment to diversity and the content
of our Group diversity strategy and action
plans In 2013, of the 125 graduaies
recruited in the UK, 22% were women
and 18% from an ethnic minority
background, compared with 101 recruited
in 2012 of whom 21% were women and
15% from an ethnic minonty background

Male Female Total % male % famale
PLC board 8 2 10 80 20
Directors of subsidiaries 423 42 465 91 9
Senior Management' 163 24 187 87 13
Group 30,117 8,495 38,6122 78 22

' Members of Group Head Otiice and Divisional Senior Laadership teams

7 Excluding discontinued operations

Balfour Beatty Annual Report and Accounts 2013

Times
Top 100

We regained our
position as one of the
UK's leading graduate

employers in the

Times ‘Top 100

Across our entire workforce, our female
employees account for 22% (2012 23%,
2011 25%) a modest reduction, despite
the divestment of WorkPlace which

had a disproportionately higher female
employee population However, within
senmor management, this figure s 12 9%
(2012 12 3%, 2011 12 6%} Whilst there
are many commendable actions taking
place across the Group in this area, there
remams considerable work to be done

to achieve cur aspirational ‘best in class’
state We have developed a Diversity
Action Flan, integrated into our
Sustainability Roadmap, which includes
multiple activities to improve the mix

of our workforce at all levels, including
proactive recruitment measures,
uncanscious bias training, leadership
development participation and the
establishment of affinity netwarks
across the business

Female employees across
entire workforce

[2013 | 22%
{2012 | 23%
[20m | 25%

We regained our position as one of the
UK's leading Graduate Employers in the
Times ‘Top 100’ and were recognised as
one of the leading construction companies
1o work for by the ‘Job Crowd' whilst our
US construction business was recognised
by Fortune magazine as one of ‘the best
cornpanies to work for’ for a fourth
consecutive year
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ENVIRONMENTAL PERFORMANCE

At the beginning of the year

we revisited our sustainability
strategy and aligned it more
closely with the long term goals
of the business, namely to be
client focused, embedded in

team secured a renewed commission
for sustamnability adwisory services to the
California High Speed Rail Prograrmme
this year

Scope 1 and 2 carbon emissions
Since establishing our baseline in 2010,
we have reduced our overall scope 1
and 2* emissions by 31,459 tonnes of

Scope 1 & 2 carbon intensity

Scope 1 and 2 greenhouse gas emissions
Iintensity has reduced by 12% {tonnes
CO,e/fm}

-12%

the local community, efficient, 2013 K
Innovative and responsible €O; eguivalent (CO,e) by 7% | 2012 404
The leadin to N n Our CO,e emissions/Em turnover dropped

€ leading position we now oceupy from 42 4 tonnes of CO,e/Em 1o 35 6 [ 20t 427
sustainabilty strategy and performance tonnes of CO,e/fm since 2010
15 a consequence of & concerted effort CDP

to develop knowledge and practice in all
our businesses over the past seven years
In most markets we are a recognised
sustainability leader and valued adviser
to our clients

This position 1s reflected in our Carbon
Disclosure project (CDP} score of 87/100,
which places us second in our sector

In the UK, our Scope 1 and 2 emissions
have come down from 264,343 tonnes
of CO,e in 2010 t0 192,231 tonnes of
CO,e 1n 2013

Our 2015 goal Is to achieve a minimum
reduction of 20% of our Scope 1 and 2
emissions (agamnst a 2010 baseline}
These targets will mean reduced

Our score in the most widely used global
sustainability index, measunng carbon
performance and environmental
governance has increased since 2012

+12%

We were also rated Gold in the BitC operating costs for our businesses and [ 2013 | 877100
index The quality of our reporting was therefore improved value to our clients

once again recognised by the Building and shareholders | 2012 i 787100
Public Trust Awards FTSE 250 [ 201 ~17sno0

Sustainability Report Award where
we were 'Highly Commended

More importantly, this leading position
15 reflected in the performance we have
delivered along key dimensions of
sustainability - such as carbon waste
and local employment ~ for our clients

Standards
Sustainability ss an integral part of modern
nfrastructure projects our public sector

Additionally, a number of our clients have
expressed an intention 1o prequahfy
contractors on the basis of therr carbon
performance in the future

Gamman, our joint venture in Hong Kong
accounts for approximately 22% of our
Scope 1 and 2 ermussions |n 2013, it
became the first construction company
in Hong Kong to implement 1ISO 14064-1,
the international standard for quantifying
and reporting greenhouse gas (GHG)

Water intensity

Since impreving our approach to
monitering water we have seen a small,
improvement in our water intensity
{m*/Em} in the areas of our business
where we monitor this

-3%

clients require conformance to standards emissians, and to have its Scope 1.and 2 (2013 ] 339
such as BREEAM, LEED and CEFQUAL GHGs independently verified This

and these are also a key consideration venfication was carried out by SGS [ 2012 | 348
for planning authorities Sustainability Further information on the measures we [ 2611 | 307

1s allowing us to enrich the dialogue we
have with our clients Our knowledge
allows us to help thermn achieve the
required standards efficiently and to
incorporate features that enhance the
whole life performance of their projects

Sustainability advisory services enhance
our programme management offering
Far exampla the Parsons Brinckerhoff

have taken to reduce our CO, emissions
can be found online

balfourbeatty com/efficient

1 Seope 1 emissions include thase reswiting from
the combustien of the fuet and operation of
facilities Scope 2 emissions result from the
purchase of electncity heat stearn and cocling
for own usa The full descrniptions can be found
within our reporting guidelines found at
www halfourbeatty com/fefficient

Waste intensity

Improvements in our reporting and the
introduction of new projects have led to
an increase of our waste intensity {tonnes
of waste sent to fandfill/£m) in the areas
of our business where we monitor this

+10%

Absolute tonnes of CO,e [ 2013 ] 98
Base year [ 2012 | 89
2010 201 2012 2013 Wﬂ I 100
Scope 1 347,011 361,994 331823 305,398t :
Scope 2 119,058 135,830 133,938 129,212
Total gross emissions 466,089 497,824 465,761 434,610
Total carbon emissions
per £m revenue ' 424 427 404 356

*

halfourbeatty com/ar2013
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THE WAY WE WORK CONTINUED

ENVIRONMENTAL PERFORMANCE

CONTINUED

GHG reporting and assurance

Qur greenhouse gas {(GHG) ermissions
are reported in accordance with the

UK Gavernment’'s GHG reporting
requirermnents covering all six Kyoto gases
We use the operatwonal contro! approach
under the GHG Protocol Corporate
Accounting and Reporting Standard
{revised edition) to report emissions from
our operations around the world This
includes assets that are otherwise not
refarred to across the rest of the financial
statements We developed reporting
guidance specific to our businass for the
calculation of GHG emissions which can
be found online We have determined
and reported the emissions we are
responstble for withuin this boundary

and do not believe there are any matenal
ormissions We use the UK Government's
carbon conversion factors that were
updated in 2013 to calculate our
emissions Into equivalent tonnes

of carbon dioxide (CO,e)

We have incorporated landlord

emissions data for the properties we

rent or lease {where we are not the

utility bill payer) to meet the new GHG
reporting requirements We have also
incorporated ermissions data for Parsons
Brinckerhoff North America and Indonasia
in the 2013 data set, these were not
reported previously

We have restated our Scope 2 emissions
to account for the Government’s changes
1o electrncity conversion factors {1e the
removal of the grid rolling average} and
updated our emussions data for 2010,
2011, and 2012 as a resul{

We engaged KPMG LLP to undertake

a limited assurance engagement,
reporting to Balfour Beatty only, using
the International Standard on Assurance
Engagements {'ISAE’) 3410 'Assurance
Engagements on Greenhouse Gas
Statements’ and ISAE 3000 'Assurance
Engagements Other Than Audits

or Reviews of Histoncal Financial
information’ over the selected greenhouse
gas (GHG) performance data that have
been marked in this report with the
symbol A (see table on page 41)

KPMG LLP has provided an ungqualified
opinion In relation to the selected GHG
performance data and their full assurance
opmion is available in the sustainability
section of our website

Read more online

Balfour Beatty Annua! Report and Accounts 2013

4

envirenmental incidents
resulting in enforcement
actions and fines

The level of assurance provided for

a hmited assurance engagement I1s
substantally lower than a reasonable
assurance engagement In order to reach
ther opimion, KPMG LLP performed a
range of procedures which incfuded
interviews with managerment, examination
of reporting processes and documentation,
as well as selected data testing at an
operating company and Head Office level
A summary of the work they performed s
included within their assurance gpinion

Non financial perfermance information,
GHG quantification in particular, 1s subject
to more inherent limitations than financial
information It 1s important to read the
selected GHG performance information
contained within the Annual Report and
Accounts 2013 in the context of KPMG
LLP's fult lmited assurance opinion

Our reporting guidelines for the selected
GHG performance data are available

on our website

balfourbeatty com/reporting

Environmental protection

Against a backdrop of tighter glebal
environmental legislation, we had just four
environmental incidents {2012 4, 2011 6)
resuliing in enforcement action and

fines totalling £13,260 (2012 £66,800,
2011 £18,800}

TAXATION

Our tax strategy, approved by the
Board, 1s to sustainably minimise
our tax cost whilst complying
with the law In doing so, we
ensure we act in accordance
with our ethics, values and
compliance programme We
always consider the financial

and reputational risk ansing from
our management of tax I1ssues,
with the aim of maximising long
term shareholder value

We have an open, honest and positive
working relationship with HMRC and are
committed to prompt disclosure and
transparency in all tax matters Where
disputes anse with tax authonties with
regard to the interpretation and application
of tax law, we are committed to
addressing the matter promptly and
resolving it with the tax authonty in an
open and constructive manner

The Group makes a major contribution

to the tax revenues of governments from
its activities in over 80 countries in which
we operate For example the Group’s
UK tax contribution extends sigmificantly
beyond corporate tax, where the size of
our workforce means we not only collect
very large amounts of iIncome tax, but
also pay over £100 milhon in employer’s
national msurance contributions in a
typical year

1,000

over 7,000 hours
of volunteering by
our US teams
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CONNECTING WITH OUR COMMUNITIES

QOur business helps builld healthy
communities and we strive to
achieve this as well through

the community engagement
programmes we support

Through the Balfour Beatty Chantable
Trust, we work 1 partnership with
chantable partners in the UK and support,
through funding and volunteering effort,
specific projects which are targeted at
improving the employability and
employment opportunities of young
disadvantaged people We also believe
that participation in sport has an iImportant
role to play In helping build self-confidence,
team skills and healthy lifestyles

With unemployment amongst young
people at such high levels in many of our
markets, this theme parucularly resonates
with us and with our employees We have
the opporiunity to help nurture the next
generation of workers, not only for their
own health and well-being, but also more
broadly, for the wider economy and our
sectors, in particular

In the UK, through our charitable trust, we
have built strong relationships with Action
for Children, the Coram Foundation and
the Prnince's Trust and, in addition from
2013, with a new partner, Barnardo’s

Since 2009, via a mix of employee
fundratsing and core financial support

£383,100

contnbution by the
Balfour Beatty Charitable
Trustin 2013

provided by the Company, our Trust has
contributed over £2 million, as well as
having been instrumental in crgamsing
n-kind support, including employee
volunteering

Qutside the UK, our businesses and
employees participate in a wide range of
community-led activities, contributing
both financially and through vclunteering

In the US, we have developed our
Community Involvement Challenge, which
provides employees of Parsons
Brinckerhoff with the opportumity to take
part in a friendly but competitive challenge
to create community engagement events
outside the workplace Not only does this
help teamweork but in 2013, over 7,000
hours of volunteering effort and over 220
pints of blood have been donated by staff

GET INTO & THE PRINCE'S TRUST

In 2013, we provided 11 young unemployed Londoners with a step
up on the career ladder through the Prince’s Trust's ‘Get into’
construction programme ‘Gat Inte’ provides young disadvantaged
people with the skilis and confidence they need to find a job

Since 2009, we have supported more than 200 young people across the UK
through work placements on ‘Get nto’ This 1s the fourth of 18 courses
planned and we remain committed to shaning our knowledge and expertise
with young people to help them get into work and develop therr careers

SUSTAINAEBILITY Healthy Communities
balfourbeatty com/sustamability

Our US construction business, has
adopted the Balfour Beatty Spint
programrne which has contributed over
USS1 4 million to a vanety of chantable
causes Examples of our chantable
projects include

+ bullding or refurbishing more than 65
houses for elderly low income residents
of Dallas through the Hearts & Hammers
programme — an 18 year commitment

* donating pro beno construction services
to build the Castle of Miracles and other
facihties at Give Kids the World Village in
Orlando, Florda, this provides senously
ill children and their families with a well
deserved escape and 2 week of fun
in Dhsney theme parks

s bullding schoo! playgrounds for disabled
children in Charlotte, North Carolina

In South Africa, we have been exarmining
how we can work more strategically and
long term with social enterprises, charities
and schools and have provided financial
support to help with food and shelter for
poor, homeless and unemployed mothers
and ther children In Australia, we have
been helping to mantain essenual
infrastructure in remote aboniginal
communities and have provided essential
traiming In carrying out day-to-day tasks
ke cleaning solar panels and checking
fuel levels

Balfour Beatty has been the lead sponsor
of the London Youth Games since 2008
During this period, participation n the
Games has multipled fourfold For our
business it brings multiple benefits
including engaging our employees who
volunteer at the Games, supparting
government relations, helping chent
relationships and supporting the
communities around London where

we operate

Despite the adverse economic conditions
which have existed over recent years
and which inevitably has led 10 varable
contribution levels, we are enormously
proud of the way our employees have
continued to engage with and support
our core charitable programmes

Our 2013 Strategic Report, from
pages 1 to 43, was approved by
the Board on 5 March 2014

Andrew McNaughton
Chief Executive

balfourbeatty com/ar2013
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CHAIRMAN'S
INTRODUCTION

Balfour Beatty 1s committed to applying the
very highest standards of corporate governance

wherever it operates

Areas of focus in 2013
* Transition to new Chief Executive

* Appointment of two non-executive
Directors

s QOperational delivery ~ focus on
Construction Services UK and
implementation of 1ts recovery plan

Implementation of business strategy
— concentrated focus on key
recovery markets, UK and US

* Rermuneration policy review -
dialogue with shareholders
completed in Q1 2013 No
fundamental changes to the policy
proposed for 2014

Areas of focus 1n 2014
s« QOperational delivery

¢ Financial performance including
cash generation

Balfour Beatty Annual Report and Accounts 2013

We have continued to apply the
UK Corporate Governance Code
and, in respect to Its mamn
principles, | waould like to draw
your attention to the following

Leadership and effectiveness

Our areas of focus for the Board in 2013
and 2014 are summansed in the adjacent
column In the pages which follow, | have
set out how we have been addressing
these items as a Board, whether through
the Dhrectors collectively, or via the Board
Committee structure

The transttion from lan Tyler to
Andraw McNaughton as Chief Executive,
went smoothly

Duning 2013, two of our non-executive
Directors, Mike Donovan and Hubertus
Krossa, retired after several years of
successful service on the Board Both
have been replaced, as referred to In

my Charman’s Review on page 1, with
Directors who bring with them, amongst
other things, a wealth of expenence of
related sectors and a sound knowledge
of bullding businesses in an international
and professional services environment
Although Belinda Richards and Bl
Thomas only joined us In September
2013, they have already attended several
Board and Committee meetings as well
as strategy working group meetings
They have also given significant time to
participating In a comprehensive induction
programme which has enabled them to
mest with senior leaders in each part

of our business

Diversity

We have reported elsewhere in this report
on our diversity and inclusion programme,
which extends over a three-year
timeframe to 2015 Belinda Richards was
appointed as our second female Director
increasing the female composition of our
Board to 20% Although, as a policy we
strongly support greater diversity in all its
forms, not least gender diversity, as an
important objective for the Group, we

do not believe In the concept of gender
quotas, our preferred approach being

much more directed at merit, experience
and skills Mare information on our
diversity programme across the
organisatien ts set out on page 40

Accountability

We continue to believe that the
Company’s policies and procedures
enable the Board to present a far,
balanced and understandable assessment
of the Group's trading position and 1ts
prospects We continue to keep under
review the terms of reference of the
Board and its Committees and will make
adjustments as considered necessary
Any changes to the terms of reference
are published on our corporate website
Towards the end of 2013, the Audit
Committee carnied out a comprehensive
review of its terms of reference in ight
of best practice, which culminated n a
proposal coming forward to the Board in
January 2014 The proposal was accepted
and the Audit Commuittee has now been
renared the Audit, Risk & Assurance
Commuittee to reflect this increased

level of focus on nsk more generally

The Committee will, in future, meet

five tmes each year with a separate
meeting concentrated entirely on nsk
related matters

Read more online in our Investors section

Remuneration

In Q1 2013, the Remuneration Committee
carned out a imited consultation exercise
with major shareholders on the structure
and targets of the annual incentive plan
and the long term performance share

plan These proposals were broadly
accepted by those shareholders and the
proposals were subsequently included

in our Remuneration Report, which was
submitted to shareholders for approval,

at the Annual General Meeting in

May 2013 Although the resolutton had

an overwhelming majority, we were
disappointed that there was a 25% vote
aganst the Remuneration Report We had
not receved any notification ahead of the
AGM that there was any disquiet with the
content of the report and, in the absence
of any information to the contrary, believe
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this understandably reflected shareholder
concerns following the publication of our
trading update in Aprl which signalled

a poor perfarmance in Construction
Services UK We will continue to maintain
our close dialogue with shareholders on
remuneration matters The remuneration
palicy will be subject to a binding vote for
the first time at our AGM In May 2014

Relations with shareholders

Our investor relations programme remains
of cnitical importance to the Board and
this 1s why, at each of our meetings,

we receive a comprehensive report from
our Investor relations team, as well as
receving, at regular intervals, updates
from analysts and the feedback from any
meetings which the Directors, inciuding
rmyself, may have held with shareholders
Further mformation on our investor
programme Is set out on page 65 Qur
continued commitment of resources and
time to investor communication in our
major home market of the US continues
to derive benefits and around 16% of our
share capital continues to be held by US
investors We will continue 1o seek out
ways how this proportion might grow
over time

Steve Marshall
Chairman

MEASURING A LASTING LEGACY

We are replacing the existing 132kV overhead line from
Beauly to Denny with an upgraded 400kV line, capable of carrying
much more electricity, on behalf of Scottish Hydro Eleciric
Transmussion Through collaborative working with aur client, we are
developing a data framework to measure the social, economic
and environmental impact of major projects to improve the
planning and implementation of future projects

SUSTAINABILITY Environmental Limits,
balfourbeatty com/beaulydenny

balfourbeatty com/ar2013
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BOARD OF
DIRECTORS

Board Committees Colour Code
@ ~udt, Risk & Assurance

©) Business Practices

€@ Nomination

© Remuneraton

o Group Tender and Investment

© Finance and General Purposes

(O Char
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CHAIRMAN AND EXECUTIVE DIRECTORS

STEVE MARSHALL
Non-executive Chairman

Age 57 Appointed a Director in 2005

and Chairman in May 2008 He s
non-executive chairman of Wincanton plc
and Biffa Group Holdings Limited, and

a non-executive director of Halmap l ¢
He 1s a former chairman of Delta, Torex
Retall and Queens’ Moat Houses He was
chief executive of Thorn and of Railtrack
Group, having also served as group
finance director at each company His
earlier career included a wide range of
corporate and operational roles at Grand
Metropolitan, Black & Decker, BOC

and Burton Group He s a Fellow of the
Chartered Institute of Management
Accountants and a member of its
governing council

0©0

DUNCAN MAGRATH
Chief Financial Officer

Age 49 Appomnted to the Board 1n 2008
He joined Balfour Beatty in 2306 as
deputy finance director from Exel He
spent 13 years at Exel n a number of
senior finance roles in both the UK and
US, latterly as director of invester relations
and financial strategy Prior to this he
worked at Price Waterhouse Heisa
non-executive directer of Brammer ple
and a Fellow of the Institute of
Chartered Accountants

00

ANDREW MCNAUGHTON
Chief Executive

Age 50 Appointed to the Board as

Chief Operating Officer in 2009, he
additionally assumed the role of Deputy
Chief Executive in 2012 and was appeinted
Chief Executive in March 2013 He joined
Balfour Beatty in 1997, having spent

12 years with the Kier Group, and held the
position of managing director of Balfour
Beatty Cwvil Engineering from 2004 10 2007,
when he became Group managing director
with responsibility for civil engineerning

in the UK and the Group's interests in

the Middle East He 1s a Fellow of the
Institution of Civil Engineers, a Liveryman
in the Waorshipful Company of Engineers
and a vice-president of the Institution of
Civil Engineers In January 2014, he was
appointed a Business Ambassador by

the UK Government, to promote British
infrastructure capabilities globally

000

PETER ZINKIN
Planning and Development Director

Age 60 Joined the Group in 1981 and
became Planning and Development
Director in 1991 after a sertes of senior
positions in the finance function He

1s responsible for the Group's merger,
acquisition and divestment activities
as well as the developmeant of Group
strategy Previously, he worked at the
London Business School and UMIST
He s a governor of Birkbeck, University
of London

00
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NON-EXECUTIVE DIRECTORS

ROBERT AMEN
Non-executive Director

Age 64 Appointed a Director in 2010
Until 2009, he was chawrman and chief
executive officer of International Flavors
& Fragrances Inc (IFF) Prior to joining
IFF in 20086, he spent over 25 years at
International Paper in a succession of
reles culrminating In his appointment as
president and member of the board

He was also a director of Wyeth, the US
pharmaceutical and healthcare company,
until its acquisiion by Pfizer in October
2009 He i1s a non-executive director

of New Page Corporation, a US
manufacturer of coated papers, and
currently serves as an executive-in-
residence at Columbia Business Schoat

0006

BELINDA RICHARDS
Non-executive Dhrector

Age 55 Appointed a Director on

1 September 2013 Untit 2010, she

was global head of Deloitte's Merger
Integration and Separation Adwvisory
Services business, a business she started
and successfully grew Prior to this, she
was vice-president of Cap Gemini, Ernst &
Young's Post-Acquisition Integration and
Separation Services business, and was
previously at KPMG She 1s currently a
non-executive director of Grainger ple,
Resolution Lirmited and Friends Life
Limited and a member of the advisory
council of the Centre for the Study of
Fmancial innovation

JAIN FERGUSON CBE
Senior Independent Director

Age 58 Appomted a Director in 2010
Unul 2008, he was chief executive of
Tate & Lyle Prior to joining Tate & Lyle

In 2003, he spent 26 years at Unilever

In a successton of roles culminating In

his appointment as senicr vice-president,
corporate development Me i1s
non-executive charrman of Berendsen plc
and Stobart Group Limited and a
non-executive director of Greggs plc

He 1s also charrman of Wilton Park

an independent and non-profit making
Executive Agency of the British Foreign
and Commonwealth Office and lead
independent directer at the Department
for Environment, Food and Rural Affairs
He was formerly a non-executive director
of Sygen International

000

GRAHAM ROBERTS
Non-executive Director

Age 55 Appointed a Dwector in 2009 He
15 chief execuuve of Assura Group, a UK
primary healthcare property company

and was formerly finance director of The
British Land Company between 2002 and
2011 Prior to that, he spent eight years at
Andersen, latterly as a partner specialising
in the real estate and government services
sectors He s a Fellow of the Institute

of Chartered Accountants

©0eo0

MAUREEN KEMPSTON DARKES
Non-executive Director

Age 65 Appointed a Director in 2012
She Jjoined General Moters Corporation 1n
1975 and held a number of progressively
senior roles dunng her time with the
business, culminating n her appontmeni
as group vice-president for General
Motors’ Latin Amenica, Africa and Middle
East operations She retired from General
Motors in 2009 She has a portfolio of
non-executive directorships including
Brookfield Asset Management, Canadian
National Raibways, Enbridge In¢ and Irving
Oil Company She i1s a member of the
Canadian Government's Science,
Technology and Innovation Council

@00

BILL THOMAS
Non-executive Director

Age 54 Appointed a Director on
1 September 2013 Until 2009, he was
senior vice-president and general manager,
Europe, the Middle East and Afnca of
Hewlett-Packard Prior to this, he held a
succession of senior roles at Electronic
Data Systemns (EDS), culminating in his
appointment as executive vice-president
for EDS Europe, the Middle East and

« Africa He 1s currently a non-executive
director of The Co-operative Bank plc, GFI
Software SARL and Xchanging plc He 1s
also chairman of the international advisery
board of Cranfield School of Management
and a member of the advisory board of
Leeds University Business School

balfourbeatty com/ar2013
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DIRECTORS’ REPORT

Balfour Beatty Governance Framework

THE BOARD
* Group strategy

Annual budgets and financial reporting

+ Interim and final dividends

* Major acquisitions, disposals and capital expenditure

Financial and human resources

Values and ethical standards

* Risk management and assurance

.

AUDIT, RISK & ASSURANCE
COMMITTEE

* Financial statements
* Financial controls

* External audit

* Internal audit

* Risk management and assurance

Read more on p55

REMUNERATION COMMITTEE

« Remuneration strategy and policies
* Remuneration packages
¢ |ncentive plans

Read more on p58

GROUP TENDER AND
INVESTMENT COMMITTEE

+ Major contract approvals
* Acquisitions and disposals
= Capital expenditure

Read more on p61

Balfour Beatty Annual Report and Accounts 2013

NOMINATION COMMITTEE

« Structure and composition of Board

* Appointment of non-executive
Directors

* Succession planning and talent
management

Read more on p58

BUSINESS PRACTICES
COMMITTEE

» Corporate values, ethics and Code
of Conduct

Health and safety

Stakeholder management
Sustamnability

Whistleblowing

Community engagement

. & & & 2

Read more on p60

FINANCE AND GENERAL
PURPOSES COMMITTEE

+ Banking faciines and other
treasury matters
* Share options

Read more on p61

Comphance with the Code

The UK Corporate Governance Code 2012
{the Code) 1s the standard applying to
good corparate governance practice m the
UK and the Financial Conduct Authority
requires listed companies to disclose
whether they have complied with the
provisions of the Code throughout the
financial year

The Company has complied with the
requirements of the Code throughout the
accounting pertod, other than in respect
of the effectiveness of the Group’s
whistleblowing procedures which is kept
under review by the Business Practices
Commuttee and not by the Audit, Risk &
Assurance Committee The principal reason
for this I1s that the Business Practices
Commuttee, in particular, focuses on the
Company's business conduct, its ethics and
values, ensuring that procedures exist for
employees 1o ratse concerns in confidence
and Is an integral element in its overall
remit However, the Audit, Risk &
Assurance Committee s kept informed

of any allegations of fraud or poor financral
controls and internal audit participates i
investigations into such claims and reports
to that Commitiee on the outcome

Directors’ independence

At its Board meeting in March 2014,
as part of its annual audit of corporate
governance, the Board considered the
independence of the non-executive
Directors against the critena specifred
in the Code and determined that each
of them continues to bhe independent

The Board

The Board currently comprises 10
Birectors, of whom seven, including
the Chairman, are non-gxecutive
Detalls of the changes during the year
can be found under the heading
“Board composition” below

Board composition

The names of the Directors at the year
end are shown on pages 46 and 47
together with brief biographical details
Full details of Dwectors’ service
agreements, emoluments and share
interests are shown in the Remuneration
Report starting on page 68

Belinda Richards and Bill Thomas were
appointed as non-executive Directors on

1 September 2013 lan Tyler, Hubertus
Krossa and Mike Donovan retired from
the Board on 31 March, 16 May and

1 Qctober respeactively Mr Tyler remaned
as an employee until 30 April 2013
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Each of the Directors brings skills and Matters reserved for the Board objectives and review management
expernence which enhance the guality of The Board is collectively responsible for performance
debate in the boardroom and provides the success of the Company and has a » setting the Company’s values and
guidance The Directors believe that the formal schedule of matters reserved for
ethical standards
Board continues to include an appropnate its decision which includes the matters
balance of skills and retains the ability to summarised below * approving policies and systems for
t);gvu?:e?;fzcgl\;]zéeda?f‘rsﬂg)dizaev;r;?tﬁaelrd « determining the Group’s strategrc risk management and assurance
! direction The Board reviewed its list of reserved
sector specific experience amongst the
matters, most recently, at its meeting In
non-executive Directors and the Board * approving annual budgets and financial March 2014 The terms of reference of
will be considering how it might best reporting, including the annual and
the Board and the Board Committees are
address this over the coming months half-year results and interim
avallable on request from the Company
There are, however, areas where the management statements
Secretary and are also displayed on the
non-executive Directors, in particular, . .
approving Interim, and recommending Company's website Descriptions of the
bring with them a wealth of insight and,
although nat exhaustive, some of final, dividends specific responsibilities which have been
their most significant strengths are & approving major acquisitons, disposals delegated to the Chief Executive and 10
highlighted below and capital expenditure the principal Board Committees are also
ghlig P P provided on page 50 and pages 55 to 61
* ensuring the nacessary financial and Read more onbne in our Investors section
human resources are In place to achieve
Board balance Board tenure Board geography Board diversity
1 Chairman 1 1 0-2 years 3 1 UK 8 1 Male 80
2 Executive Directors 3 2 2-4 years 1 2 Americas 2 2 Female 20
3 Non-executive Directors 6 3 4-6 years 4
4 6+ years 2
1 1 1 1
2
4 2 2
2
3 3
Non-executive Directors — sigmficant strengths
Operating Financial
Strategic performance Mergers and Business management
developmant and delivery acquisiions integrauon and planniag Sector specific
Robert Amen ) [ ] ® [ ]
lain Ferguson L [
Maureen Kempston Darkes & ® ®
Steve Marshall L [ L4 ®
Belinda Richards [ [ ] ® o J
Graham Roberts [ [ ] ®
Bill Thomas ® ® [ ] ®
Experience of Risk
international Health managament Stakeholder Ethics valuas
markats and safaty and assurance HR managament angagement and culiure
Robert Amen ® [ ]
lan Ferguson ® [ [ ] [
Maureen Kempston Darkes ® ® ®
Steve Marshall [ L) o [
Belinda Richards [ ® ®
Graham Roberts [ ®
Bill Thornas ®
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Chairman and Chief Executive

The two roles are complementary

The Chairman i1s responsible for managing
the business of the Board, whilst the
Chief Executive actually runs the
business As the senior executive officer
of the Company, the Chief Executive 1s
responsible to the Chairman and Board
for directing and prioritising the profitable
operation and development of the Group
The Chairman and Chief Executive keep
each other appropriately informed on the
other's current activities

Spectfically, their roles comprise
the principal responsibilities in the
sections following

Chairman’s responsibilities
+ Ensuring effective strategic planning 1s
undertaken by the executive Directors

Ensuring corporate governance is
properly mantained

Formally appraising the performance
of the Chief Executive and reviewing
with the Chief Executive his views
on the performance of the other
executive Directors

Providing leadership to the Board

* Acting as senior ambassador for
the Company

+ Considering Board balance, composition
and succession

Ensuring the smooth operation of the
Board and 1ts Commitiees

Providing effective communication
between the Board and its sharsholders

Steve Marshall spends an average of
two days a week on Company business
The Board 1s satisfied that his role as
non-executive chairman of two other
companies, and his other business and
charnitable commitments, can be
accommodated without hindering his
ability to carry cut his duties as Chairman

Chief Executive's responsibilities

» Strategy development and the
stewardship of physical, financial and
human resources

* Group operational and financial
performance

® Executive leadership

s Health, safety and envirenmental
performance

¢ Corporate values and ethics

Balfour Beatty Annuai Report and Accounts 2013

Objective setting for the senior
management team

-

Organisational structure, succession
and talent management

Major capital expenditure prioritisation
and allocation of resources

Consideration of acquisitions disposals
and financing .

* Stakehcolder management

Senior Independent Director

As Senior Independent Director,

lain Ferguson's principal responsibilities
are to ensure that the views of the other
non-executive Directors are properly
considered and to provide an additional
communication channel between the
non-executive Directors and the
shareholders and other stakeholders,

as required Mr Ferguson meets with the
other non-executive Dhirectors without the
Chawrnan or executive Directors being
present at least once a year

Directors’ interests

No Directar had any material interest in
any contract of significance with the
Group during the penod under review
The Directors have put in place
procedures to ensure the Board
collectively, and the Directors individually,
comply with the disclosure requirements
on conflicts of Interest set out In the
Companies Act 20068 Atits meeting each
January, a formal declaration of interests
1s reviewed by the Board

The interests of Directors in the share
capital of the Company and its subsidiary
undertakings and therr nterests under
the long term incentive scheme {the
Performance Share Plan), the Deferred
Bonus Plan, the Share Incentive Plan and
share aptions are set out In the tables in
the Remuneration Report commencing
on page 68

Directors’ indemmties

The Company grants an indemnity to all
ot its Directors to the extent permitied
by law These indemnities are uncapped
in relation to losses and liabilities which
Directors may incur to third parties in

the course of acting as a Director of the
Company, or in any office where such
duties are performed at the request of the
Board, or as a result of ther appointment
as Directors

Board meetings

Procedures for Board meetings remain
largely unchanged from previous years
The Company Secretary 1s responsible
for adwising the Board on appropriate
governance matters and for ensuring
good infermation flow and that Board
procedures are properly fellowed He also
provides updates on legal matters of
relevance to the Group and 1s avallable
to individual Directors for advice on
Board procedures

2013 meeting programme

In 2013, in part due 1o the difficult trading
conditions encountered in the early part of
the year, the Board met on 13 occasions
All these meetings, except one, were held
at the Company's head office in London
The Board also visited the headquarters
of Infrastructure Investments and
participated in a comprehensive briefing
on the case for disposal of hospital and
schoo! PPP investments in 2013 and a
detalled consideration of the division’s
wider portfoho

Each Board meeting normally lasts four
to five hours but can be longer

On the evening preceding a Board
meeting, the Directors generally meet for
dinner and sometimes take the opportunity
to discuss predetermined developmental
themes, led by one of the executive
Drrectors other senior managers or a
specialist external speaker For example,
in 2013, one of the themes focused on
investor relations One of the dinners each
year 15 attended by the Charrman and the
non-executive Cirectors only, whilst a
second includes the Chief Executive, but
none of the other executive Directors

Each Board meeting addresses key
strategic topics for the Group which
enable the Directors to engage In detailed
reviews The Board also considers at each
of its meetings monthly updates from the
Chief Executwve and the Chief Financial
Ofificer Regular reports are alsc provided
on health, safety and environment,
operational performance, corporate
communications, nsk management and
assurance, investor relations and any legal
1ssues At each meeting, the charrs of the
various Board Committees provide a
summary of the discussions held at the
preceding Committee meeting and the
key actions ansing
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2013 Board topics

The following topics were also addressed
by the Board durning 2013 under each of
the themes shown For clanty, a synopsis
of certain of the topics has been included
as well

The Board specifically addressed the
Chief Executive’s objectives for 2013
which identified those key tasks over and
above his normal responsibilities, which
include ensuring that the Group achieves
its overall budget performance This was
of particular relevance n ight of Andrew
McNaughton's promotion Where
appropriate, each of the objectives had
identified milestones and each one was
integral iIn moving the organisation
forward along 1ts stated path Specific
objectives included the development of
the market sector structure and market
entry strategies the pursuit of the four
principal efficiency projects across the
Group, the disposal of the Mainland
European rail business and the continued
development and progress of the Zero
Harm safety programme

As mentioned above, the Board met an
unprecedented 13 umes durning 2013
drniven by

* the operational delivery and financial
performance 1ssugs which had emerged
and culminated in the trading update
In Aprnil

+ the disposal of Balfour Beatty
WorkPlace

After ensuring that suitable stabilisation
measures had been put in place in
Construction Services UK where the
issuas had ansen, the Directors
concentrated on monitonng progress
against the performance improvement
plan which had been drawn up by the
divisional management team

Finance
* Budgets 2013 and 2014

+ Annual and half-year results including
pre-close statements

+ Dividend strategy

» Financing capacity and options — fuiure
cash needs of the Group and approval
of both a US private placement and an
1ssue of convertible bonds in 2013

» Trading updates

REPLACING OVERHEAD POWERLINES
AROUND THE GLOBE

Our internationa! overhead line teams have been continuing to work on major
projects in Australia and Hong Kong during 2013 In Australia, our joint venture
with United Group Limited, has been undertaking a £60 million replacement
of over 100km of overhead transmission line on behalf of Powerlink
Queensland In Hong Kong, our joint venture Gamrmon Construction 1s
reinforcing, refurbishing and upgrading 500km of overhead transmission hne
to protect against typhoon weather conditions Qur dedicated training facility
in the Philippines has helped invest in the skills and expertise of local people

SUSTAINABILITY Profitable Markets
baliourbeatty comjpower

Operational performance

» Health and safety — performance across
the Group and the status of the Zero
Harm programme

Efficiency pragramme - reviews of each
of the four principal cost reduciron and
efficiency programmes and monitoring
therr progress against predetermined
measures and milestones

Business reviews — operating

performance agamnst budget and

strategic plan, risks and opportunities

and matters such as health and

safety, people development and

sustainability, including

— International {Middle East, India,
Brazil, Australia)

— Construction Services UK —
peirformance and plan of action

— Construction Services US

— Professional Services

- Rall

- Infrastructure Investments

©

¢ Infrastructure fund - the infrastructure
fund enables the Group to utilise a
combination of infrastructure asset
knowiledge, skills and experience to
earn a supenor return on capital, as well
as advisory fees The Board recewed
progress updates on how this business
was progressing including infarmation
on investments made in the year

HR
+ Transiton to new Chief Executive

* People planning, talent and succession
management — review of detalled
divisional management succession
plans, the encouragement of cross-
divisional and cross-geographical moves
and diversity and incluston policies and
pracuces across the Group, including
associated action plans

¢ Organisational structure

+ Pensions

balfourbeatty com/ar2013
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Strategy Mergers, acquisitions and divestments Risk
* Group strategy development and * Acquisition reviews covering the period * Risk management review — Australia

structuring options — development of
the business model to help differentate
and enable the organ:sation to operate
as a connected services group as the
most effective way to deliver greater
value to our chents, to improve
operating performance and cost
effectiveness and enhance shareholder
value Consideration was given to the
shape of the operating model and how
the Group might best develop the core
UK and US markets and strengthen the
business in other specific geographies

from 2000 to 2012 This incorporated a
detailed analysis of the Parsons
Brinckerhoff acquisition in 2009 and
crucially, the lessons learned from each
of these acquisitions

Disposal of Balfour Beatty WorkPlace

Approval of Infrastructure Investment
asset disposals in 2013
- Tameside and Salford Hosprtals
— Four Midlands-based schools projects
— Carlisle Northern Development

Route and A30/A35 roads {partial

and New Zealand

For 2014, the Board 1s scheduled to meet
eight tmes One meeting will focus on
the development of the strategic plan

At least one meeting will be held outside
London at one of the Group’s business
units and one meeting will be held
overseas, most likely in the US, to link
with our businesses in this gecgraphy

equity disposal)

+ Rail strategy and business review — Exeter Awrport

2013 Board and Board Committee meetings
Details of the number of meetings and attendance at the Board meetings and meetings of the Audit, Risk & Assurance, Business
Practices, Nomination and Remuneration Commutiees dunng the year are set out in the following table

¥ Audit Risk &

Audit Risk & Assurance
Name of Directar Board Assurance Sub-Comnuttee  Business Practices Nomination Remuneration
Robert Amen 13(13) 4 (4) 4 (4) 3(3) 1{1)
Mike Donovan {to 1 October 2013} 9{12) 3{3) 3{3) 22 oM
lain Ferguson 11 (13) 2(3) 1{1) 33}
Maureen Kempston Darkes 11 (13) 3 (4} 3{3) 1{1) 0
Hubertus Krossa {to 16 May 2013) 7 (8 21(2) 1{1) 2{2)
Duncan Magrath 13 (13}
Steve Marshall 12 (13) 3{3) 141) 3 {3}
Andrew McNaughton 13(13) 1{1)
Belinda Richards {from 1 September 2013} 2(2) 1(1) 1(1) 1{1 [eN{0)]
Graham Roberts 13 (13) 4 (4) 4 (4) 1 3 (3}
Bill Thomas (from 1 September 2013) 21{2) 1{1) 11} 1{1) 010
tan Tyler {to 31 March 2013) 33
Peter Zinkin 13 (13)

The number shown in brackets I1s the total number of meetings the Director could attend dunng the year {including as a result of
changes to Commuttee memberships}

Non-attendance at meetings was due to illness or prior business commutments In each case, where the Directors have not baen able
to attend a Board or Committee meeting, they have reviewed the papers circulated for that meeting and provided their comments
duwectly to the Chairman, or the Commuttee chan, as appropriate

Any Director who 1s not a Committeée member has an open invitation to attend any Commuittee meeting and a number of the Directors
took this opportunity during the year For example, Messrs Marshall, Magrath and McNaughton each attended all the Audit, Risk &
Assurance Committee meetings in 2013, including Sub-Committee meetings whilst Mr Ferguson attended three Sub-Committee
meeungs The Business Practices Committee was also attended on each occasion by Mr McNaughton

Further information about the work of each of the Board's Committees may be found on pages 55 to 61

Balfour Beatty Annual Report and Accounts 2013
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Board development

Induction

Directors undertake a therough induction
programme and recewve a range of
information about the Company when
they Join the Board, ncluding access to
the Board portal, which includes Balfour
Beatty s Code of Conduct, processes

for dealing in Balfour Beatty shares and
Board procedures, as well as the minutes
and papers of past Board and Board
Committee meeungs In addition, they
also take part in a senes of one-to-one
meetings with other members of the
Board and semor executives which include
briefings on the Company's business
strategy, financial procedures, business
development, legal and other key 1ssues

In the case of Ms Richards and Mr Thomas,
this process commenced immediately on
therr appaintment on 1 Septamber 2013
and was substantially completed by the
end of the year In addition to meeting
the UK-based divisional CEQs, both
non-executive Directors have met with
the CEOs of Professional Services and
Construction Services US in the UK

It 15 our intention to organise visits for
both Ms Richards and Mr Thomas to

the US in 2014, when any remaining
segments of therr induction programme
will be completed

Professtonal development

In discussion with the Directors and
Company Secretary each year the
Chasrman determines whether there are
any specific trarung needs identified by
the Directors, which can be addressed
aither by the topic being included at a
future Board meeting or on a one-ic-one
basis Directors are also enrolled in

the Deloitte Academy, a seminar-led
programme for directors of UK listed
companies, which provides regular
updates throughout the year on the
principal governance and other matters
of which directors of a listed company
should be fully aware

The Directors’ induction prograrmmme also
provides the foundation for continuing
professional development This takes
place throughout the year by way of a
senes of internal and external updates,
including visits to operating companmes
to meet local management and visiis 1o
Balfour Beatty projects, both in the UK
and overseas

During 2013, the non-executive Directors
visited three projects in the UK where they
received detaled bnefings and met with
sermor management and project personnel

* power transmisston project in Kent
{Canterbury-Sellinge overhead line
refurbishment scheme)

s student accommodation
{King's Cross, London)

+ Crossrall {Whitechapel, London)

®

Owing to the increased Board meeting
commitrment in 2013, as well as additional
meetings of the Audit, Risk & Assurance
Committee and separate business
strategy working group sessions, the
number of visits orgamsed for the
non-executive Directors was reduced

In 2014, three wisits are planned for

the non-executive Directors which will
concentrate, as in previous years, on key
strategic topics The first visit has been
organised and will focus on Construction
Services UK One of the three visiis

in 2014 will be to the US

USING BIM TECHNOLOGY TO DELIVER -
A KEY CENTRAL LONDON LOCATION

Qur UK construction business was awarded a £87 million contract to
construct 260,000 square feet of new commercial and retall space
across two eight storey blocks in central London We are using 4D

Bulding Information Modelling (BIM) technology to mitigate potential

nsks and disruption to the public and other stakeholders

SUSTAINABILITY Environmental Limits
balfourbeatty com/stjames

balfourbeatty com/ar2013




-®

DIRECTORS’ REPORT CONTINUED

Board evaluation

Introduction

In keeping with the Code, the Board
receives external evaluations, normally
every three years, with internal
evaluations in the intervening two years
Prior to 2013, the last external evaluation
was carried out in 2010

For 2014, the evaluation will be conducted
using internal resources, the output from
whrch wilt be reported in 2015

2013 evaluation

The Board appointed Boardroom Review
to conduct its evaluation i 2013 This was
conducted between January and March
2013 and the scope of the evaluation 1s
shown below

The work of the Board

Strategy and operations

* Understanding of the Board's role

o Quality of strategic process

* Knowledge of operations and the
external landscape

« Consideration of stakeholder views,
including shareholders

Risk and control

« Quality of financial information

+ Efficacy of internal and external

audit functions

Effectiveness of the Audit, Risk &
Assurance Committee

Oversight of risk and effectiveness of
the Business Practicas Commuttee
Interaction with advisers

Performance management

* Knowledge of corporate culture and
context

* Assessment of executive motivation,
performance and remuneration

¢ Quality of executive succession
planning and leadership development

* Effectiveness of the Remuneration
Committee

Board environment
Culture
+ Board culture, dynamics, values
and conduct
+ Quality of debate and decision making
+ QOpporturity and ability to contnbute,
indmidually and coltectively
* Balance of constructive challenge
and support

Composition

+ Board size, composition, tenure and
independence

* Non-executive Director succession
planning

» Effectiveness of the Nomination
Committee

* Effectiveness of the Chairman,
Committee chairs and Directors

The Board’s use of time

Planning

¢ Diligence of executive and non-
executive Directors’ preparation

* CQuahty of information and the
timeliness of papers

* Schedule of Board and Commuttee
meetings

* Quality of secretariat support

Allocation

» Balance of formal and informal time

* Prowvision of time for priorities

« Balance of presentation and debate

¢ Avatlabibity of induction and training
programmes

The conclusions reached were more
gualitative than quantitative and based on a
careful analysis of the Board’s approach to its
work, 1ts contribution to the success of the
Company and its preparation for the future
During the review, evidence was garnered
from in depth interviews with each of the
Directors and other senior management
personnel and from the observation of the
reviewer of the conduct of the Board and
Board Cornrmittees and the presentation

of Board and Cornmittee information

The principal theres ensuing from the
evaluation in 2013 are set,out below

Strengths

» Individual contnbution, current Board
composition and strong chairmanshup

* Positive strategic outcomes and
thoughtful consideration of
shareholders’ views

* Historical financial reporting, the
development of KPls and effective
Audit, Risk & Assurance and Busingss
Practices Committees

+ Constructive executive culture, a

practical Remuneration Committee

and well conducted Chief Executve

SUCCEeSSION Process

Thoughtful calendars, agenda and

Board support

HOWEVER THE FOLLOWING KEY AREAS OF FOCUS WERE IDENTIFIED FOR 2013

Evolution of
Board culture
and future
composition

The Board has been refreshed in 2013 with the recrutment of two new non-executive Directors, including
a second female Director Both the new non-executive Directors bring with them a proven track record in
professional services, which will boost the Board's overall sector specific experience Further strengthening
of the sector specific experience will be addressed during 2014

The appointment of the new Chief Executive in 2013 afforded a valuable opportunity to effect structural and
cultural changes within the organisaton A strong relationship exists between the Chawman and the Chief
Executive and there 15 a constructive level of non-executive Director oversight

Development

In response to today's rapidly changing envirenment and new business model, more tme has and will be spent on
of competitive | competitors and clients A re-definition of the Group's value propesition has been included as part of the strategy
benchmarking | review There has been greater challenge on the dwisional landscape, market trends and expectations The identfication
of better benchmarking processes and evolving chent needs are both areas being pursued through 2014

the oversight
of nisk and the
internal audit
function

Improvements | The Chief Financial Officer and the Audit, Fisk & Assurance Committee have worked hard to provide reliable
to forecasting, | historical financial reporting and the development of KPIs has been helpful Through the work which has been
undertaken in Construction Services UK, with management’s focus on both leading and laggng indicators,
forecasting has been high on the Board's agenda and will continue to be sa through 2014

The Audit, Risk & Assurance Committee has conducted a series of nsk management “deep dives’ across a
number of the divisions There will be a continuing focus on developing robust processes that capture cntical nsks
and provide perspectives from divisional executives on key and emerging risks, potential options and responses
Tha Committee has also undertaken a review of the long term development of the internal audit function,

the conclusions of which are being implemented during 2014

Balfour Beatty Annual Report and Accounts 2013
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AUDIT, RISK &
ASSURANCE COMMITTEE

Meetings in 2013 4,
plus 4 Sub-Committee meetings

Members

* Graharn Roberts — chair
* Robert Amen

* Belinda Richards

* Bill Thomas

Former members
{retired in the year)
* Mike Donovan

* Hubertus Krossa

Responsibilities

s Financial statements

* Financial controfs

External audit

Internal audit

Risk management and assurance

The terms of reference for the Committee
are based on the Guidance on Audit
Comrmittees 1ssued by the Financial
Reporting Council The main responsibilities
of the Audit Risk & Assurance Commitiee
are summarised below

s monitdr the integnty of the financial
staternents of the Group and any formal
anncuncements relating to the Group's
financial performance

review the Group’s internal controts
established to idenufy, assess, manage
and monitor nsks, and receive reports
from management on the effectiveness
of the systems they have established
and the conclusions of any testing
carned out by the internal audit function
and external auditor

-

monitor and review the effectiveness
of the iniernal audit function including
its work programme

* make recommendations to the Board
in relation to the appointment of the
external auditor and approve the
remuneration and terms of engagement
of the external auditor

assess the independence, objectivity
and effectiveness of the external auditor
and develop and implement policy on
the engagement of the external auditor
to supply non-audit services

raview the integnty of the staterment

in the Annual Report on 'far, balanced
and understandable’ required under the
Companies Act 2006

Graham Roberts, a Fellow of the Institute
of Chartered Accountants and a former
partner at Andersen and finance director
of The British Land Company, has been
identified by the Board as having recent
and relevant financial experience Minutes
of Committee meetings are circulated

to all Board members

Partners from the external auditor,

the Heads of Group Risk Management
and Assurance and Internal Audit and
the Chief Financial Officer regularly
attend each meetng In addition, any
independent non-executive Director
who 15 not a Committee member has an
open vitation to attend meetings The
Committee also invites other executives
from wathin the Group to participate

in Committee discusstons

Summary of activities in 2013

In 2013, the Commuttee's work
programme focused on a number of
significant issues and other accounting
judgements where the Committee
believed the highest leve) of judgement
was required and with the highest
potential iImpact on the Group's financal
statements Further information 1s set out
on page 56 The Committee's standing
agenda items comprised reports on

* accounting, financial and regulatory
Issues

* review of non-audit work carrned out
by the external auditors, and their fees

* nsk management activities
and compliance

* implementation of and progress against
the Group assurance plan

The Committee thoroughly reviews these
reports at each of its meetings and 1s able
to question management at both Group
and dwisional levels to gan any further
insight into the 1ssues addressed in these
reparts As well as the standing agenda
items, the Committee also reviewed
comprehensive papers on major itigation
and tax, in the latter case, approving how
the Group's tax strategy should evolve

The Committee also received a
presentation from the UK governmental
department responsible on the threats
of eyber security and considered the
proposals which had been made to
mitigate aganst these nsks Messrs
Marshall and Reberts also participated
In @ survey on cyber security 15sued by
the UK Government

Response to CSUK operational issues
The Commuttee established a Sub-
Committee in May, chared by Mr Roberts
and comprising non-executive Directors,
to monitor and oversee the perfermance
of Construction Services UK and the plan
of action which the divisronat management
team had devised to deliver the required
operational and financial performance In
2013 In addition, the Sub-Committee also
reviewed the remit and structure of the
internal audit function including its annual
plan The Sub-Committee met on four
separate occasions and received detaled
briefings on each occaston from senior
management In Construction Services UK

Fair, balanced and understandable
With the introduction of the Companies
Act 20086 (Strategic Report and Directors’
Report) Regulations 2013, the Board has
been particularty mndful of the need to
provide a batanced and comprehensive
analysis of the Company's development
and performance during the year and the
position at the year end The Audit, Risk
& Assurance Committee has assisted

in achieving this abjective by reviewing
proposals for the internal procedures to
he apphed in preparing the Annual Report
and the venfication process The
Committee received a briefing on the
approach proposed by management and
members received drafts of the Annual
Report for cormment earlier than had been
the case Iin previous years, as have all the
Directors more generally The content has
also been shared at an earlier stage with
external auditors and other external
advisers in order that they can help
identify whether there are any matenal
inconsistencies between the strategic
report, the other narrative sections and
the financial statements

balfourbeatty com/ar2013
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AUDIT, RISK & ASSURANCE
COMMITTEE CONTINUED

Significant issues and other accounting judgements

In forming its view of the significant 1ssues and accounting judgements for the year ended 31 December 2013, the Committee
took into consideration the views of management and the external auditor through a combination of written reports and discussion
On page 55 attention 1s drawn to the action taken by the Committee following the trading update in Apnl 2013 and the focus on
Censtruction Services UK In addition, the following significant issues and judgements were carefully considerad

Revenue and
margin
recognition

Given the nature of the Group's operations these elements are central to how the Group values the work 1t has
carmed out Having reviewed detailed reports and met with management, the Committee considered those
contract and commercial issues where there was exposure to both revenue and margin recognition nsks The
Commuttee received a report from management showing the outcomes of earlier projects which enabled the
Committee to gain an overall impression on whether managernent was being overly optimistic or pessimistic
in 1ts conclusions As a key area of audit focus the Commitiee also received a detalled written report from the
external auditor setting out the results of its work In relation to key contract judgements

Carrying value
of goodwill
and other
intangibles

The judgement largely relates te the assumptions underlying the value in use of the cash generating units,
pnmarily the achievement of the three year strategic plan and the macro economic assumpuions (such as
discount rates) underpinning the valuation process The Committee received reports from management
outhining the basis of the assumptions used The strategic plan was approved by the Board In addrtion,

the external auditer provided detalled written reports to the Commuttee in this area During the year, the
Committee reviewed the impairment assessment of the European Rail businesses carried out by management
and concluded that an impairment charge of £38m should be recorded n refation to Rail Germany

Accounting for
acquisitions
and disposals

For a disposal, the Committee considers the judgement around whether a business should be treated as held
for sale and classified as a discontinued operation |In doing so It reviews management'’s positicn and the Group
strategy and evaluates the likelihood that the business will be disposed of within a 12 month penod and whether
1t consuitutes a separate major hne of business There were no acquisitions in 2013

Going concern

In order to satisfy iself that the Company has adequate rescurces to continue in gperation for the foreseeabls
fuiure and that there are no material uncertainties that could lead to significant doubt as 1o the Group's ability to
continue as a going concern, the Committee considered the Group’s cash position (both existing and projected),
bank facilities and covenants {including bonding lines) and the borrowing powers allowed under the Company's
Articles of Association The Committee subseqguently recommended to the Board the adoption of the going
concern statement for inclusion in the Annual Report

Non- The key judgement 1s whether the items being considered relate to the underlying trading or not and whether

underlying they have been presented i accordance with the Group’s accounting policy in this area The Committee

items conducted an in-depth review of each of the non-underlying items receiving wntten reports from management
and the external auditor as to therr quantum and nature Specifically, the Committee reviewed the curtallment
charge arising in the Balfcur Beatty Pension Fund, the restructuring of a number of the Group's businesses
and the European Rait and Balfour Beatty WorkPlace disposals

Provisions The Committee reviewed the significant judgements relating to provisions, including liigation and other risks
The Committee received detailed reports, including relevant legal advice

Retirement The key judgement relates to the assurmptions underlying the valuation of the retrement benefit obhgation

benefits The Commuttee receved reports from management outlining the assumptions used, including input from the

Group's actuaries n particular in relation to discount rates, inflation and mortahty which were evaluated against
external benchmarks and, inrelation to which, the external auditor also provided reports

Deferred tax

The Group's strategic plan 1s reviewed together with considerations on future profitability to evaluate the

valuation of PPP
concessions

assets judgement that it 1s probable the deferred tax assets are recoverable Taking into account the past, the
Committee has 10 assess how credible the future view of the business is through its strategic plan
Directors’ The Committee assessed the methodology used to value the assets in terms of the discount rate applied

It also cntically appraised the output of the Directors’ valuation exercise

Areas of focus in 2014

In 2014, the Committee will continue to address the topics on its standing agenda and will also continue to undertake reviews of the
risk management and assurance practices across the Group on a rolling programme A fifth meeting will be organised specifically to

focus on the nsk management agenda itself The Commuttee will also continue to receve training in order (¢ broaden and refresh the
skills and knowledge of its members

Balfour Beatty Annual Report and Accounts 2013




Strategic Report

Governance

Financial Statements

Other Information

Risk management and internal control
The Group's nsk management and internal
contrel systems and processes were
subjected to close scrutiny following the
discovery of the operational delivery
issues in Construction Services UK in
2013 Further detaits on the review of

the effectiveness of the system of nisk
rmanagement and internal control are
provided on pages 62 to 64

Internal auditor effectiveness

The Committee reviews the
effectiveness of internal audit on an
ongoing basis This i1s achueved, in part,
by reviewing and discussing the reports
presented to it at each meeting setting
out the department s work and findings
but also through a formal annual
assessment Anwndependent per:odic
review of internal audit, as well as a
thorough self-assessment scorecard
drawn up in accordance with best practice
guidelines, also helps contnbute to the
Committee's evaluation

External auditor independence

and effectiveness

The Committee carnes out a formal
review each year to assess the
independence and effectiveness of the
external auditor, Delaitte LLP The
Commuttee has recommended that the
Board proposes to shareholders that
Deloitte LLP continues as the Company's
external auditor, having satisfied itself
of Detoitte's independence In reaching
its conglusion, the Committee took into
consideration the following matters

Non-audit work

The objective set out in the Company’s
policy is to ensure that the external auditor
15 not placed in a position where its
independence i1s, or might be seen to be,
compromised Under no circumstances
will any assignment be given to the
external auditor, when the result s that

» as part of the statutory audit, it
1s required to report directly on
non-audit work

+ it makes management decisions
on behalf of the Group

it acts as advocate for the Group

the leve! of non-audit fees 1s such,
relative to audit fees, as to raise
concerns about its ability to farm
objective judgemenis

The Company s policy identifies the
various types of non-audit services and
determines the analysis to be undertaken

and level! of authority required before
the external auditor can be considered
to undertake such services Included
within such analysis 1s consideration of
the cost and afficiency benefits as well
as the real or perceived threats o
auditor Independence

There 1s no Inconsistency between the
Financial Reporting Council’s ethical
standards and the Company’s policy

In 2013, the external auditor was
appointed to carry out vanous non-audit
related work, including corporate finance
services for reasons of commercial
confidentiahty and efficiency as well as
tax advice and compliance services In
Australia, Europe, South Africa and the US

The Commuttee considers that the
Company receves particular benefits,
including those relating to cost, quality and
consistency, from the advice provided by
its external auditor, given its wide and
detailed knowledge of the Group and its
international operaticns There can also

be savings in management time and
accelerated delivery of work in situations
where rapid turnaround i1s requiwred The
majority of non-audit related work {71% by
value) was carried out using the services
of major international audit firrns other
than Deloitte

Annual assessment of the

audit processes

In addition to receiving written reports
from the auditors (both internal and
external) and management, the
Commuttee also conducted separate
private meetngs with the auditors and
with management These provide the
opportunity for open dialegue and
feedback on the audit process, the
responsiveness of management and the
effectiveness of individual internal and
external audit teams

A detalled assessment of the external
audit process and the effectiveness of
the external auditor, together with any
identified improvement recommendations
1s prepared each year Each division and
operating cornpany within the Group s
required to evaluate the performance of
the assigned external audit team and to
compare that performance against the
previous year

The external auditor's annual transparency
report for the year ended 31 May 2013
was reviewed This was prepared in
accordance with the prowisions of the
Statutory Auditors (Transparency}

Instrument 2008 made by the
Professional Oversight Board of the
Finanegial Reporting Council

External auditor rotation

Audit pariners have been ro';a:ed every
five years The adwisory partner changed
in 2010 and the audit engagement

partner changed in 2011 Deloitte's

first audit report for the Company was
completed in 2003 and there has not been
a tender for external audit services in the
intervening penod

A number of circumstances would lead
{o consideration being given ta carrying
out an audit tender review For example

« 1 circumstances where the external
auditor's performance had been called
into question, or where, through the
audit partner rotation process, no
suitable replacement had been dentified

* where value for money considerations
had arisen

* where there was a real or perceived
threat to ndependence

* where conflict of interests had
been identified

* where 1ssues had been raised about
audit quality by a regulator

The UK Competition Commussion’s
decision following its enquiry into the
statutory audit market was published n
October 2013 This will lead to FTSE 350
companias having to put therr statutory
audit engagement out to tender not less
frequently than every 10 years The UK
Corporate Governance Code s also
expected to be amended to reflect this
decision by the Commission With this
in mind, the existing lead engagement
partner’s finat year of engagement, which
commenced in 2011 will be for the year
ending 31 December 2015 For audrit
relationships, where the last tender was
before 1 January 2005, the audit should
be put out to tender within two years

of the end of the current audit partner's
five-year engagement period On this
basis, the Group audit would need to

be put out to tender by the end of 2017

However, the Commuttee’s current
intention 1s 1o tender the audit earlier than
formally required so0 as to coincide with
the last year of the current audit partner’s
engagement The tender process itsel
would then take place during the second
half of 2015 for approval at the 2016 AGM
and would be effective for the year ending
31 December 2016
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NOMINATION
COMMITTEE

Meetings in 2013 1

Members

Steve Marshall - charr
Robert Amen

lain Ferguson

Maureen Kempston Darkes
Andrew McNaughton
Belinda Richards

Graham Reberts

Bill Thomas

« 4 & & & & » 2

Former members
(retired in the year) .
* Mike Donovan

* Hubertus Krossa

* |an Tyler

Responsibilities

* Structure and compasition of Board

= Appomntment of non-executive
Directors

= Succession planning and talent
management

¥/ 4

Succession planning
across the Group and
the composition of the
Board specifically will
be the key areas of
focus in 2014

y/4
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Summary of activities in 2013

In 213, the Committee’s work
programme entalled recommending to
the Board the appointment of two new
non-executive Directors in place of the
retinng Hubertus Krossa and Mike
Donovan as non-executive Directors

In seeking surtable candidates for the
non-executive Director vacancies,

Korn Ferry, an external executive search
agency, was engaged The Committee
identified the competences sought and
the required experience, and the agency
prepared a shortlist of potential candidates
who were interviewed by members of the
Commitiee and by the executive Directors

Key determinants in the selection of
Betinda Richards and Bill Thomas were
the enormous strengths they would bring
In change management and B2B client
focus whilst also having sigmificant
experience in bulding businesses

in an mnternational and professional
services environment

The executive search agency appointed
for the recruitment of the non-executive
Directors has ne other connectuions with
Baliour Beatty

Areas of focusin 2014

In 2014, the Commuttee will monitor the
appropriateness of the composition of
the Board and make recommendaticns
concern:ng the need for the introduction
of non-executive Directors to refresh the
Board It1s accepted that enhancing

the sector specific expenence of the
non-executive Directors, which
commenced in 2013, should be continued
The implications of the business strategy
on senior executive recruitment and

the impact on the Group's succession
planning are also areas which the
Commuttee will keep under review
during the year

REMUNERATION
COMMITTEE

Meetings in 2013 3

Members

* lain Ferguson — chair

« Maureen Kempston Darkes
* Steve Marshall

* Graham Roberts

Former members
{retired in the year}
* Hubertus Krossa

Responsibifities

* Remuneration strategy and policies
+ Remuneration packages

* Incentwve plans

¥/ 4

Ensuring the current
remuneration policy and
the approprateness of
the short and long term
incentive arrangements
properly meet the needs
of the organisation,
remains high on the
Committee’s agenda

¥/ 4
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Summary of activities in 2013

In 2013, the Committee’s work
programme comprised the following
principal topics

Bonus payments

In common with previous years, the
Committee determined that it would be
appropriate to take into account certain
other matters in assessmng profit before
tax (PBT), namely {i} the impact of
acquisitions and disposals (i} the
application of a constant exchange rate
and () the impact of PPP asset disposals

2012 annual bonus payment date

The Committee sought views on the
practices of other companies in response
to the reduction in the top rate of mcome
tax from 6 Apri! 2013 The Commitiee
conciuded that no deferral of the 2012
annual bonus was justified The release
date of maturing share awards under the
Deferred Bonus Plan was maintained

at the normal maturity date

2010 PSP performance conditions

The EPS growth calculation was below
the minimum level of achievement and
the TSR measure showed Balfour Beatty
at a position between 11 and 12 when
compared agamst the remaining 21 peer
companies, which meant there would be
no vesting of the 2018 Performance Share
Plan {PSP) awards The Committee
required a consistent approach to be
apphed when calcutating TSR and,
because of the proximity to the median
level, commissioned an external review by
the Committee’s remuneration advisers,
to ensure the components of the TSR
calculation were appropriate and being
applied correctly

2013 annual bonus and PSP structure
and targets

The Committee considered the proposals
which had emerged following discussions
between the Committee chair and the
Committee’s remuneration advisers
cancerning possible changes to the
structure of the annual bonus and long
term incentive plan {PSP}, whilst the
arganisation was in transition, and as
management moved forward with the
implementation of the new business
strategy Minor changes to the
remuneration policy emerged as a
consequence of applying certain
adjustments to the performance metrnics
for the annual bonus and the PSP,
including the adoption of TSR only
measures for PSP awards made in 2013

A consultation exercise was undertaken
with major shareholders which culminated
with their broad agreement of the
proposals, further detalls of which are
included in the Remuneration Report

on pages 68 to 84

The Committee also reflected on the

“cap and collar” resiriction applied to PPP
asset disposals (+/-20% of budgeted sales
value) and agreed to include an additional
allowance which could be attributed for
bonus calgulation purposes

The Committee approved, after
consultation with major shareholders,

a special incentive for the Chief Financial
Officer (CFO) under the PSP, details of
which are included in the Remuneration
Report on page 79 Performance
conditions were set The reason for the
special incentive award was to recognise
the waork which the CFO would undertake
In 2013 1In relation to cost control, asset
disposals and the change to the business
mix, whiist working alongside the new
Chief Executive

Executive Directors’ salary review
The Committee did not sanction any
salary increases in 2013 for the executive
Directors, other than in relation to

Mr McNaughton, who was appointed
Chief Executive on 31 March

Remuneration policy and leng term
incentive plan review

The Committee decided not to embark
on a remuneration policy and long term
incentive review In 2013, preferring
instead to maintan for the executive
Directors the two TSR measures for
the PSPin 2014

2013 AGM and BIS reporting
requirements

The Committee had reflected on the
sigrificantly lower vote in favour of the
Remuneration Report at the AGM 1n 2013,
which 1t concluded could be attnbuted
largely to investors” concerns around the
financial performance of the Group
following the operational 1ssues in
Construction Services UK, rather than
specific 1Issues with the rermuneration
policy, which had only recently been
reviewed by major shareholders As part
of the new UK Department for Business,
Innovation & Skills (BIS) reporting
requirements, the Committee also
undertook a detalled analysis of the
structure and content of the 2012
Remuneration Report to understand the
scale of any changes required in 2013 to
satisfy the new BIS reparung requirements

Further information about the work of the
Commuittee during the financial year 1s set
out in the Remuneration Repart starting
cn page 68

Areas of focus in 2014

In 2014, the Remuneration Committee
will undertake a formal review of the
existing remuneration palicy and the
appropriateness of the short and long
term incentive arrangements to properly
meet the needs of the Company, as 1t
implements the next phase of its business
strategy If changes are considered
necessary, the Committee will consult
with shareholders ahead of the AGM

n 20156

Remuneration Report p68
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BUSINESS PRACTICES
COMMITTEE

Meetings in 2013 3

Members

Maureen Kempstan Darkes — charr
Robert Amen

lain Ferguson

Steve Marshall

Belinda Richards

Bill Thomas

*

Former members
{retired in the year}

* Mike Donovan - chair
* Hubertus Krossa

Responsibilities

¢ Corporate values, ethics and
Code of Conduct

Health and safety
Stakeholder management
Sustainability
Whistleblowing

Community engagement

. & 0 & b

¥/ 4

This Committee 1s
evolving As well as its
reputational risk
— responsibilities, 2014 will —
also see its scope widen
to include other business
practice areas

y /4
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Summary of activittes 1n 2013

The Committee focuses significant
attention on health and safety, values,
ethics and compliance and sustainability
The Commuttee also addresses the
Group's Code of Conduct and the training
which ensures that the Group's business
principles are properly embedded
throughout the business The Committee
also has responsibility for reviewing
contract Commission arrangements

In addition 10 the standing agenda items,
the following principal topics were
considered at Committee meetings during
the year

Health and safety

The Committee reviewed the annual
independeént audit regqime comparing
Balfour Beatty against its industry

peers This focuses on health and safety
performance by sector and by geography
and provides a truer comparator

of perfarmance than a broad
benchmarking index

On the Zero Harm programme, the
emphasis has moved away from risk
mitigaiion to one of prevention The
Committee did not focus on lagging
indicators but on a senes of leading
indicators aimed at driving cultural change
throughout the organisation The
Committee acknowledged that difficulties
arose because of the temporary nature of
many of the work sites with contractors
on site for short penods and with hugh
turnover rates The Committee monitored
the programme and milestones which
had been set

The Committee considered fatality
reviews, discussing in detall the emerging
themes around supervision,
cormmunications and remote working

The Global Safety Principles were
reviewed by the Commuttee in conjunction
with management Gap analyses had
been conducted for each busmess unit
and a heat map prepared Action plans will
continue to be reviewed by the Committee

The Zero Harm Roadmap will be kept
under review during 2014 so that the
Committee can monitor progress against
the plan and a mid-year assessment will
be conducted

Ethics, values and compliance

The Committee conducted a review of
the comphance officer function across
the Group and risk assessment and
enforcement regimes Although the Code
of Conduct and the accompanying ethics

and compliance programme had become
well embedded across the organtsation,
the Committee emphasised that work
would stilf need to be done to similarly
embed the Code and processes In joint
ventures Progress would be monitored
through 2014

A senes of investigations into
whistleblowing claims had been carned
out through 2013 which were reviewed
by the Committee The external monitor's
report on Parsons Brinckerhoff's own
compliance programme was thoroughly
reviewed and the Commitiee noted

the aim to continue to strengthen this
programme The Committee will keep
progress under observation

The self-assessment ethics and
compliance dashboard, which would
form an ntegral element of the year-end
compliance reports, was reviewed

The 2013 action plan was monitored

The strengthening of the ethics and
comphance programme in emerging
terntories will feature on the Committee's
agenda in 2014 This will be carried out in
conjunction with the values programme
with the intention of embedding the
Code of Conduct requirements within
each of the businesses In thess
emerging terrntories

People

The Committee completed a review of
the Group diversity strategy and action
plans and the current posttioning in
relation to gender diversity across the
workforce The Committee will continue
to monitor progress in 2014 against the
measurements which have been identitied
and formally incorporated into the
Sustanabiity Roadmap The Committee
will also be keen to see how the diversity
and inclusion programme s being
expanded 1n 2014 te incorporate wider
diversity including race, disability and age

Areas of focus in 2014

In 2014, the Commuttee will continue

to focus on the key reputational risk
areas of health and safety, ethics and
compliance, and sustanability and will
monitgr progress against the various
action plans under each category
referenced above The Committee will
also work with management on other
business practice areas which have a
meaningful impact on the future success
of the Group, including supply chain and
client relationship management
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GROUP TENDER AND
INVESTMENT COMMITTEE

Meetings in 2013 Numerous

Members
Andrew McNaughten — chair
Duncan Magrath
Peter Zinkin
Kevin Craven
Nick Flew

Mark Layman
Sandip Mahajan
John Moore
Brian Osborne
George Pierson
Nick Pollard

lan Rylatt

Steve Tarr

Chris Vaughan

Former members
(retired tn the year)
¢ lan Tyler ~ char

* Manfred Leger

* Mike Peasland

» Robert Van Cleave

Responsibihties

* Major contract approvals

* Acquisiions and disposals
* Capital expenditure

F/4

The Committee will
continue to ensure
internal approval

— processes are

appropriate for major
projects and capital
expenditure

r /4

The Committee 1s chawed by the Chief
Executive, or in his absence by the Chief
Financial Officer Its mam purpose 1s (o
review all major proposed tenders with
projected values above specified levels
The Committee also has authonty to
approve capital expenditure applications
and any proposed acquisiions or
disposals up 1o certain specified limits
determined by the Board For example,
currently the Commuttee’s terms of
reference require contracts for
construction or services n the UK of

a value exceeding £100 million to be
submutted for review, whilst other Iimits
vary according to geography and nature
of the contract Any Director may convene
a meeting of the Committee to discuss
any of the tender reviews in more detait

An audit was carned out this year on how
robustly the appraisal processes were
being applied within selected divisions on
projects which did not normally require
prior Committee approval Whilst minar
adjustments were recommended
following the reviews, the overall appraisal
processes undertaken by those divisions
were Judged by management to be both
comprehensive and robust

Minutes of Committee meetings are
made available to all Directors

FINANCE AND GENERAL
PURPOSES COMMITTEE

\

Meetings in 2013 Numerous

Members

« Andrew McNaughton — chair
+ Duncan Magrath

* Pater Zinkin

Former member
(retired in the year)
« |an Tyler - charr

Responsibilities

* Banking facihties and other treasury
matters

* Share options

The Committee 1s chawed by the Chief
Executive, or in his absence by one of
the other executive Directors Its principal
purpose 1s to0 approve various routine
banking and treasury matters, grants and
exercises of employee share options and
other matters relating to share capital

A summary of the business conducted at
the meetings 1s provided to all Directors
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Risk management

Roles and responsibilities

Misk management and internal control

Effective nsk management underpins the delivery of our objectives It is essential to protecting our reputation and generating
sustainable shareholder value We aim to identify key risks at an early stage and develop actions to eiminate them or nutigate their
impact and liketlhood to an acceptable level For more information refer to pages 20 to 23

Risk management processes are embedded throughout the Group at all levels and form an integral part of day-to-day business activity
They help management to identify and understand the risks they face in delivering business objectives and the status of the key
controls in place for managing those nisks

The Board is responsible for our system of nsk management and internal control It sets the Group's appetite for nisk in pursuit of its
strategic objectives, and the level of risk that can be taken by Group, divisional and business unit management without specific Board
approval Group policies and delegated authonty levels set by the Board provide the means by which nsks are reviewed and escalated
tp the appropriate level wathin the Group, up to and including the Board, for consideration and approval

The roles and responsibilities of the Board, its Commuttees, and divisional and business unit management are set out below

RESPONSIBILITIES

ACTIONS UNDERTAKEN

1 Board

.

Responsible for the Group's systems of
nsk management and internal control
Petermines Group appetite for risk in
achieving its strategic objectives

Issues and reviews Group nsk

management policy

Annually reviews effectiveness of Group nsk
management and internal control systems
Reviews the Group's key nisks and

risk responses

Audit, Risk & Assurance
Committee

Regularly reviews the effectiveness of Group
internal centrals, including systems to
identify, assess, manage and monitor risks

-

Receves regular reports on internal and
external audit and other assurance activities
Annually assesses Group risk management
and internal control systems

Business Practices
Committee

Reviews Group management of non-financial
risks such as health and safety, sustainability,
employee engagement, values, ethics

and comphance

Receives regular reports on implementation
of Group policies and procedures on
non-financial risks

Reviews effectiveness of the Group's helpline
and other channels for raising concerns about
Code of Conduct breaches

Group Tender and
Investment Committee

Reviews and approves tenders and
investments, triggered by certain financial
thresholds or other nisk factors

Cnucally appratses significant tender
proposals and investment/divestmeant
opportunities, with a specific focus on nisk

2 Group management

» ®

Strategic leadership

Responsible for ensuring that the Group's
risk management policy 1s implemented
and embedded

Ensures appropriate actions are taken to
manage strategic risks and other key risks

Strategic plan and annual budget process

* Reviews risk management and assurance

activities and processes
Monthly/quarterly finance and
perfoarmance reviews

3 DPivisional
management

Responsible for sk management and internal
control systems withtn therr diviston

Ensures that business unuts’ responsimlities
are discharged

Reviews key risks and rmitigation

plans monthly

Reviews and challenges business unit
assurance plans

Reviews results of assurance activities

* Escalates key nisks to Group management

and the Board

4 Business unit
management

Maintains an effective system of nisk
management and nternal control within therr
business unit and projects

Maintains and regularly reviews project,
functional and strategic risk registers

* Reviews mitigation plans

Plans, executes and reports on
assurance activities

Balfour Beatty Annual Report and Accounts 2013
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Risk management process

Our risk management policy requires that
all divisions and those business units
within them identify and assess the nsks
10 which they are exposed and which
could mpact ther ability to deliver therr,
and the Group's, objectives

Identifted risk events, therr causes and
possible consequences are recorded n
nisk registers Therr likelihood and potentual
business impact and the control systems
that are in place to manage them are
analysed and, if required, additional
actions are developed and put in place to
mitigate or elminate unwanted exposures
Individuals are allocated responsibility for
evaluating and managing these nsks to

an agreed uimescale

Risk registers and relevant action plans
are regularly reviewed, at various levels
throughout the business, to identify
emerging risks, remove expirad risks
and update mitigation plans

The Group sets 1is risk appetite by
calibrating its delegations of authonty and
the tniggers for matters requiring Group
senior management or Board approval

in relation to bidding this means that
projects above a certam value, with
certain features or that import certam
nisks, or 8 move Into new markets or
work types, require approval by the
Group Tender and Investment Committee
Divisions have a delegated leve! of
authonty as well as thewr own approval
and nsk management committees

and triggers

In addition to the delegation of authority
and approval controls mentioned above,
and the mingations listed in the table of
Principal Risks on pages 20 to 23, where
possible we take a programmatic or
management systern approach to nsks,
which typically involves the following
elements {or equivalent)

= strong leadership and accountabilities
* sk assessment
* clear policies

= education, trainmg and comMMuNICAtioNs

appropnate procedures and controls

monitoring, auditing and continuat
improvement

Such an approach i1s underpinned by
our Group values and carefully balanced
incentives Examples of this approach
are our health and safety, commercial
management, procurement,

financial controf and ethics and
complance programmes

Reporting structures ensure that risks are
momitored continually, mitigation plans are
reviewed and sigmificant exposures are
ascalated - from project level to business
urit management to dwisional and Group
senior management

All divisions and business units must
have assurance mechanisms to ensure
that therr internal controls and actions
designed to nutigate and eliminate nsks
are operating effectively A range of
procedures 1s used to monitor the
effectiveness of internal controls,
including management assurance, nsk
management processes and independent
assurance provided by internal audit
and other specialist third party reviews

Internal control

The Group’s systems and controls are
designed to ensure that the Group's
exposure to significant risk 1s managed
properly, but the Board recogrises that
any system of interna! control 1s designed
to manage rather than eliminate the nsk
of failure to achieve bhusiness objectives
and can only provide reasonable and

not absolute assurance against material
misstatemnent or loss In addition, not all
the matenal joint ventures in which the
Group I1s Involved are treated, for these
purposes, as part of the Group Where
they are not, systems of intarnal control
and rnisk management are applied as
agreed between the partners to the
jont venture

The Board continued to assess the
effectiveness of the nsk management
processes and internal controls durng
2013 and to the date of this report Such
assessment 15 based on reperts made to
the Board, the Audit Risk & Assurance
Committee and the Business Practices
Committee, including

¢ the results of internal audit's reviews
of internal financial controls

* 3 Group wide cerufication that
effective internal controls had been
maintained or, where any significant
non-compliance or breakdown had
occurred with or without loss, that
appropriate remediat action has been
or 1s being taken

* a paper prepared by management on
the nature, extent and mitugation of
significant risks and on the systems
of internal controls

Central to the Group's systems of internal
control are 1ts processes and framework
for risk management These align with
the Turnbull Guidance on internal controls
and were n place throughout 2013 and
up to the date of signing this report

The Group's systems of internal control
operate through a number of different
processes, some of which are interlinked
These include

¢ a clear system of delegated authorities
from the Board to management with
certam matters reserved by the Board

the annual review of the strategy and
plans of each division and of the Group
as a whole in order to idenufy the risks
to the Group's achievernent of its overall
objectives and, where appropriate, any
relevant mitigating actions

s maonthly financial reporting against
budgets and the review of results and
forecasts by executive Directors and
management, including particular areas
of business or project nsk This 1s used
to update management’s understanding
of the environment in which the Group
operates and the methods used to
mitigate and control the risks «dentified

individual tender and project review
procedures startng at the business unit
and progressing to divisional and Board
Committee levels If value, or perceived
exposure, exceeds certain thresholds

regular reporting, monitoring and review
of the effectiveness of health, safety
and environmental processes These
processes are subject 1o mdependent
audit and certification to internationally
recognised standards

the review and authornisation of
proposed Investment, divestment and
capital expenditure through the Board's
Committees and the Board itself

-*

specific policies set out in the Group
Finance Manual covering the financial
management of the Group, including
arrangements with the Group's bankers
and bond providers, controls on foreign
exchange dealings and management

of currency and interest rate sxposures,
insurance, capital expenditure
procedures, apphcation of accounting
policies and financial controls
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8.5p

final dividend {net) per
ordinary share

* legal compliance nsks which are
addressed through specific policies
and training on such matters as sthics,
comgetition and data protection laws

* a Group wide rnsk management
framnework which 1s embedded
throughout the Group Under 1, key
risks are 1dentfied and assessed and
action plans are developed to mitigate
or eliminate unwanted exposures
The results of these reviews are placed
on nisk registers and are subject to
regular review, with material risks
being escalated as appropriate

* reviews and tests by the internal audit
functton of critical busmess financial
processes and controls and specific
reviews In areas of perceived high
business nsk

* the Group's ethics helplne and other
channels by which staff are encouraged
to raise concerns, In confidence, about
nossible breaches of the Code of
Conduct, impropneties on matters of
financial reporting and other 1ssues

These systems are extended, as soon
as possible and as appropriate, to all
businesses joining the Group

Each of the divisional CEQOs 1s responsible
for ensunng that a comprehensive
framewaork of assurance (including internal
audit) exists within therr division and
business units which 1s tin accordance
with Group requirements

Dunng the year, a difficult external
environment combined with internat
reorganisation resulted in poor operational
delivery in the UK regional construction
business and, to a lesser extent, the
buillding part of the UK major projects
business These factors led to a trading
update being issued on 29 April, which
disclosed that Construction Services UK
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was expected to deliver significantly
lower profits from operations than
management’s expectations at the time
of the full-year results announcement

n March 2013

As part of its review of the effectiveness
of the system of risk management and
internal control, the Board has taken

INto account the events repoeried in the
trading update of 29 Apnl and the control
enhancements that were adjudged to

be necessary as a result

Agctions taken to address these
1ssues included

* the appointment of a new CEQ of
Construction Services UK

* an action plan to improve standards in
key disciplines such as planning, cost
estimating and commercial governance

« the enhancement of risk management
processes to provide greater assurance
that risks such as those which had
matenalised in Construction Services UK
are better understood and addressed

in May 2013, a Sub-Commuttee of the
Audit, Risk & Assurance Committee was
appainted to monitor the progress of
these actions and the wader performance
of the UK construction services business
This Sub-Committee met four times
during the year

The Board has considered the progress
that has been made in implementing

the control enhancernents considered
necessary In the UK construction services
business, and confirms that it 1s satisfied
that the necessary actions have been
taken or are being taken to rectify any
control weaknesses or failures

Principal nsks

The principal nsks that could adversely
impact our profitability and ability to
achieve strategic objectives are set out
on pages 20 to 23

Other disclosures

Business and financial review

The Chawrman’s Review on page 1 and the
Chief Executve’s Report on pages 4 and
5, the Strategy Review on pages 10 10 19,
Chigf Financial Officer’s Review on

pages 24 to 27, the Performance Review
on pages 28 to 35, and The Way We Work
on pages 38 10 43 ars incorporated by
reference nto the Directors’ Report

Results and dividends

The results for the year are shown in the
audited financial statements presented
on pages 85 to 157 and are explained
more fully in the Chief Executive’s Report,
the Chief Financal Officer’s Review and
the Performance Review An interim
dividend payment of 5 6p {net) per
ordinary share was approved by the
Board on 13 August 2013 and a final
dwidend of 8 5p {net) per ordinary share
will be recommended at the Annual
General Meeting, giving a total of 14 1p
{net) per ordinary share, which compares
with a total dividend per ordinary share of
14 1p (net} for 2012 Preference dividends
totalling 10 75p (gross) per preference
share were paid in 2013 {2012 10 75p
(gross) per preference share)

The Directors continued to offer the
dividend reinvestment plan, which allows
holders of ordinary shares to remnvest ther
cash dividends In the Company's shares
through a specially arranged share

dealing service

Innovation, research and development
Increasingly we are woerking in long term
relabonships with our clients and innovation
plays an important role in bulding those
relationships and creating additional value
for our chents Our ability 10 innovate 13
therefore essential to our sustainability

Most of that innovation emanates from
collaboration, with our chents, supply
chain and by means of internal
collaboration across our businesses For
example, we have developed a pipeline
inspection camera far use in live water
and gas mains with technology specialist
JD7 We participated in the development
of a new sleeper system for London
Underground with the client and two
manufacturers with the result that track
renewal productivity has more than
doubled A collaboration on the M25
wadening scheme involving some 10
partner organisations has resulted in the
development of a rapid cure concrete that
has reduced lane occupation times during
maintenance by 80%

Our innovations are informed by research
waork at several academic partner
organisations, mcluding Salford University
(BIM)}, Bristol University (systems
engineering} and Pennsylvania State
University (bulding energy performance)
We sponsor three engineernng doctorate
students at Bristol in conjunction with the
Engineering and Physical Sciences
Research Council {EPSRC)
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Our ability to collaborate has been
enhanced by the growth in communities
of practice, particularly those that involve
participation from both our construction
and professional services businesses, by
the deployment of training in collaborative
working practices and through our
ongoing Group wide accreditation to

the standard B511000 Collaborative
Business Relationships

Share capital and shareholders

Detalls of the share capita! of the Company
as at 31 December 2013, including the
rights attaching to each class of share, are
set out In Note 29 on pages 135 and 136
During the year ended 31 December 2013
no ordinary or preference shares were
repurchased for cancellation 386,386
ordinary shares were 1ssued following

the exercise of options held under the
Company’s savings-related share option
scheme and 270,895 ordinary shares
were 1ssued following the exercise of
options held under the Company's
executive share option scheme

At 31 December 2013, the Directors had
authority under shareholders’ resolutions
approved at the AGM and at the Class
Meeting of preference shareholders held
in May 2013 to purchase through the
market 68,848,254 ordinary shares and
16,775,968 preference shares at prices
set out in those resolutions This authority
expires at the earlier of the conclusion

of the Class Meeting of preference
shareholders which will follow the 2014
AGM oron 1 July 2014

Throughout the year, all the Company’s
1ssued share capital was publicly listed on
the London Stock Exchange and it remains
so as at the date of this report There are
no specific restrictions on the size of a
shareholding nor on the transfer of shares,
which are both governed by the Articles
of Association and the prevaiing law The
Directors are not aware of any agreements

172

oneg-on-one and group

meetings were held at

regular intervals with
institutional shareholders

between holders of the Company's
shares that may result in restrictions on
the transfer of shares or on voting nights

No person has special nghts of control
over the Company's share capital and all
1ssued shares are fully paid

As at 31 December 2013, the Company
had been notified (n accordance with the
Disclosure and Transparency Rules of the
Financtal Conduct Authority of the following
interests in 1ts ordinary share capital
Number Percentage

of ordinary  of ordinary
shares held _shares held

Causeway Capital
Management LLC 35,275,099 512

Prudential ple 35,103,707 510
Standard Life
Investments
Limited 25,104,162 365

Since 1 January 2014, the Company has
received a further notification advising
that Causeway Capital Management
LLC's interest 1s now 4 87% and that
Newton Investment Management Ltd
has an interest of 5 16%

Auditor

Delostte LLP has indicated its willngness
to continue as auditor to the Company and
a resolution for its reappointment will be
proposed at the AGM

Relations with shareholders

The Board attaches great importance
to maintaining good relationships with
all sharsholders gnd ensures that
shareholders are kept informed of
significant Company developments

The Company continued s programme of
communication with institutional investors
and sell side analysts throughout 2013
Presentations of the half-year and full-year
results were made in accordance with

the practice of previous years, and
teleconferences have been held for
Interim Management Statements

Through the year, 172 one-on-one and
group meetings were held at regular
intervals with institutional shareholders
{2012 approximately 185} Current and
prospective shareholders, brokers and
analysts were also given the opportunity
to engage with Balfour Beatty during
hosted roadshows in London, Scotland,
North America and Europe Balfour Beatty
also presented at an investor conference
In addition, our international management
teams met with some of our largest
shareholders, with meetings taking

place during the year in Australa,
Asia and the US

Separately, the Charrman held three
meetings with major investors and five
further meetings were held with major
shareholders by senior executives as part
of our angoing engagement

We will maintain this communication
programme and expand 1t where
approprate, subject to the constraints of
regulation and practice The 2014 investor
programme will focus on ensuring our
investors and the analyst community
understand the Group, its operations and
strategy, and that international institutions
continue to be given the opportunity

to meet with management

Care 15 exercised to ensure that any
price sensitive information s released
to all shareholders at the same ttime
In accordance with UK Listing
Authority requirements

Executive Directors report regularly to the
Board on meetings or other contact with
sharehclders or therr reprgsentatives

The non-executive Directors continue to
believe that, through therr direct and ready
access to, and contact with, the Chairman
and the Senior independent Director and
through the regular reports to the Board,
they are kept fully aware of the views of
the larger shareholders in the Company
and the investment community generally

The Board continues to retain the services
of independent external corporate and
invastor relations consultants who provide
advice on the relationship between the
Company and I1ts institutional investors

The Board regards the Company's
general meetings as an opportunity

to communicate directly with private
investors and actively encourages
participative dialogue with all the
Company’s shareholders The chairs of
the Board Committees attend the AGM
each year along with the other Directors
and are available to answer questions
from shareholders

The website 1s regarded by the Company
as an )important source of information

en the Group, Including financial press
releases, shareholder documentation,
annual and half-year results presentations
and the terms of reference of the principal
Board Committees We continue to
develop the Company’s website to ensure
1t remains a principal source of information
on the Group and its activities

Read more online
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Political donations

At the AGM held on 16 May 2013,
shareholders gave authority for the
Company and its UK subsidiaries to make
donaticns to political organisations up to a
maximum aggregate amount of £25,000
in the Eurcpean Union This approval 1s

a precautionary measure in vtew of the
broad definition of these terms In the
Companies Act No such expenditure or
donations were made during the year and
shareholder authonty will be sought again
at the 2014 AGM

In the US and Canada, donations totalling
£165,692 were made by business units
during 2013 (2012 £371 000} Most of
these donations were made by Parsons
Brinckerhoff, they were small and all were
permitted by law They are non-partisan
and, in the main, they relate to support
given for local campaigns, public bond or
simitar referenda to promote investment
in infrastructure Any political contrnibutions
or donations are tightly controlled and
must be approved n advance in
accordance with the Company’s internal
procedures and must also adhere strictly
to the Company’s policies on probity set
out in its Code of Conduct A review of
existing practices was undertaken during
2013 and no changes 1o these practices
were consigered necessary

Parsons Brinckerhoff Group Inc sponsors
a Political Action Committee (PAC)

A PAC 15 an independently administered
committee which receives small voluntary
contributions from Parsons Brinckerhotff's
US employees and allocates the funds
received to US political candidates and
ather eligible stakeholders who support
investment in infrastructure markets
generally Contributions are entirely
voluntary from employees and are kept
completely separate from company
funds Decisions taken by the PAC are
independent of Influence by Balfour
Beatty Total PAC contributions in 2013
were £83,981 (2012 £88,019)

Corporate responsibility

A full description of our approach to
sustamability, including inforrmation on
the Group's community engagement
programme, appears on page 43

The Group's published policies on health
and safety, the enviranment, business
conduct and ethics remain in place and
are subject to regular reviews
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12%

reduction in
carbon intensity

Greenhouse gas emissions

Details of our emissions during the year
and the actions which the Group 1s taking
to reduce them are set out on pages 41
and 42 and form part of the Directors’
Report disclosures

Employment

The Balfour Beatty Group operates across
a broad spectrum of gecgraphies and end
markets In order that we can best serve
our customers across such a complex
and diverse business environment and
remain agie to its ever-changing demands
and challenges, we actively promote a
decentralised management structure to
ensure client centricity, speed of decision
making and consistent operational
excellence However, parallel with this
decentralised approach, there are key
principles in the design and practice of
employment policy that are applicable
across the Group These are

* to provide a safe, open, inclusive and
challenging environment that attracts
and retains the best people

* to enable all employees to perform at
their best and realise their full potential,
assisted by the appropnate traning and
career development

s to communicate the strategy of the
Group, the abjectives of each respective
business and the role and objectives
of each employee within that business

* to actively consult with all employees
and engage In a participating
environment that fosters the exchange
of best practice, collaboration and
Group cohesion of purpose

to provide market competitive pay
and benefits that reward both individual
and collective performance

* to ensure that all job applicants receive
fair treatment, regardless of age, ongin,
gender, disability, sexual onentation,
marnial status, rebgion or belef

10 ensure that all employees similarly
receve farr treatment throughout
their career

to provide a working environment of
respect and free from harassment

Balfour Beatty strives to provide
employment, training and development
opportunities for disabled people
wherever possible We are committed
to supporting employees wha becomea
disabled during employment and helping
disabled employees make the best use
of theur skills and potential, consistent
with all other employees

The Company also operates all employee
and executive share schemes in the UK
further details of which are included in
the Remuneration Report

In the case of the Share Incentive Plan
{SIP), participants are invited by the SIP
Trustee to indicate their voting preferences
on resolutions submitted to shareholder
meetings and the SIP Trustee will vote

1ts holding In accordance with those
instructions Shares held by the Balfour
Beatty Employee Share Owwnership Trust
are not voted

Information concerning the performance
of the Group and the Company’s share
price 1s provided to all employees via the
Group intranet, 360, and through the
corporate website

Employee diversity

Information concerning employeeg
diversity 1s set out on page 40 and forms
part of the Directors’ Report disclosures

Events after the reporting date
Details of events after the reporting date
are set out In Note 37 on page 144

Change of control provisions

The Group's bank facility agreements
contain provisions that, on 3¢ days’
notice being given to the Group, the
lender may exercise its discretion to
require prepayment of the loans on a
change of control of the Company and
cance! all commitments under the
agreement concerned
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A number of significant joint venture

and cantract bond agreements include
provisions which become exercisable by
a counterparty on a change of control

of the Company These include the nght
of a counterparty to request addional
security and to terminate an agreement

The Group's US private placement
arrangements require the Company,
promptly upon becoming aware that a
change of control of the Company has
occurred (and in any event within 10
business days), to give written notice of
such fact to all holders of the notes and
make an offer 1o prepay the entire unpaid
pnincipal amount of the notes, together
with accrued interest

The Group’s convertible bond
arrangements provide that the holder
of bonds can require the Company to
redeem Its bonds following a change of
control of the Company at their principal
amount, together with accrued interest
The Company is required to notify the
bond holder withun 14 days of a change
of control

Some other commercial agreements
entered into In the normal course

of business, include change of
control provisions

The Group's share and incentive plans
include usual provisions relaung to
change of control, as do the terms of
the Company’s cumulative convertible
redeemable preference shares

There are no agreements providing
for compensation for the Directors
or emptoyees on a change of control

Financial instruments

The Group’s financial nsk management
objectives and policies and its exposure

to the following nsks - foreign exchange,
Interest rate, price and credit — are detailled
in Note 39 on pages 146 to 150

Statement of Directors’
responsibilities
The Directors are responsible for

* prepanng the Annual Report and the
financial statements in accordance with
apphicable law and regulations

Company law requires the Directors to
prepare financial statements for each
financial year Under that law, the
Directors are required to prepare the
Group financial statements in accordance
with International Financial Reporting
Standards {IFRS) as adopted by the
European Union {EU) and Article 4 of the

IAS Regulation and they have also chosen
10 prepare the parent company financial
statements under IFRS as adopted by the
EU Under company law, the Directors
must not approve the financial statements
unless they are satisfied that they give

a true and fair view of the state of affairs
of the Company and of the profit or

loss of the Company for that period

In preparing these financial statements,
International Accounting Standard 1
requires that Directors

* properly select and apply
accounting policies

present information, including
accounting policies, In a manner that
provides relevant, rehable, comparable
and understandable information

provide additional disclosures when
comphance with the specific
requirements 1n IFRS are insufficient to
enable users to understand the impact
of particular transactions, other events
and conditions on the Company’s and
the Group's financial position and
financial performance

* make an assessment of the Company's
ability to continue as a going concern

The Drirectors are responsible for keeping
adequate accounting records that are
sufficient to show and explain the
Company's transactions and disclose
with reasonable accuracy, at any time,
the financial position of the Company
and enable them to ensure that the
financial statements comply with the
Caompanies Act 2008 They are also
responsible for safeguarding the assets
of the Company and for taking reasonable
steps for preventing and detecting fraud
and other irregulanties

The Directors are responsible for the
matntenance and mtegrity of the corporate
and financial Information included on

the Company's website Legislation in

the UK governing the preparation and
dissemination of financial statements may
differ from legislation in other junsdictions

The Directors confirm that to the best
of therr knowledge

* the financial statements, prepared In
accordance with IFRS as adopted by the
EU and Article 4 of the IAS Regulation,
give a true and far view of the assets,
liabiities, financial posiion and profit
or loss of the Company and the
undertakings included in the
consolidation taken as a whole

+ the Strategic Report includes a farr
review of the development and
performance of the business and
the position of the Company and
the undertakings mcluded in the
consglidation taken as a whole,
together with a description of the
principal nsks and uncertainties
they face

In hght of the work undertaken by the
Audit, Risk & Assurance Committee
reported in greater details on pages 55
to 57 and the internal verification and
approval process which has been followed
this year, the Directors are able to state
that the Annual Report and Accounts,
taken as a whole, 1s fair, balanced and
understandable and provides the
information necessary for shareholders
to assess the Cornpany's performance,
business model and strategy

Statements of Directors as to
disclosure of information to auditors
Each of the Directors at the date of
approval of this report confirms that

* so far as the Director 1s aware, there 1s
no relevant audit informaton of which
the Company's auditors are unaware

the Director has taken all the steps
that he or she ought to have taken as
a Director to make himself or herself
aware of any relevant audit information
and to establish that the Company’s
auditors are aware of that information

This confirmation 1s given and should
be interpreted in accordance with
the provisions of Section 418 of the
Companies Act 20086

By order of the Board

Chris Vaughan

Chief Corporate Officer &
Company Secretary

5 March 2014

Registered Office

130 Wilton Road

Londeon SW1V 1LO

Registered in England Number 395826
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REMUNERATION REPORT

I am pleased to present the
Remuneration Committee's
report for 2013 on Directors’
remuneration

This report will be subject to two
shareholder votes at the forthcoming AGM

« the Drectors’ Remuneration Policy
Report sets out the forward looking
Directors’ remuneration pohicy for
the Cormnpany which will, subject to
shareholder approval, become formally
effective from the 2014 AGM

* the Annua! Report on Remuneration
provides details of how the policy
for 2014 will be operated and the
remuneration earned by Directors
in the year ended 31 December 2013

Summary of major decistons made

n 2013

Following consultation with major
shareholders and representative bodies,
the remuneration policy for 2013 was
adjusted to take account of a number

of factors, notably the appointment of
Andrew McNaughton replacing lan Tyler
as Chief Executive in March 2013 and the
challenges in a number of our markets,
especially in UK construction, which have
required, in the )immediate term, an urgent
drive and focus on operational efficiency
and rigorous cost control measures White
not reflecting a significant divergence
from the Company's existing policy,

the following changes were considered

to be important

* nstead of basing the entire Annual
Incentive Plan {AIP) on profit before tax
and non-underlying items (PBT}, in view
of the strategic challenges facing the
business, strategic measures linked
to the repositioning of the business
for future growth were introduced
Accordingly, for 2013, PBT was retained
for 70% of the bonus opportunity (albet
the payout range was toughened) with
the remamning 30% determined by
strategic targets based around the
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strength of the order intake a cost
reduction programme and the
development of the organisational
structure

nstead of the Company’s traditional
approach of measuring 50% of any
Performance Share Plan (PSP} award
based on EPS growth targets and

50% based on relative TSR against

the FTSE 51-150 recognising the
difficulties in determining meaningful
EPS targets in a period of transition and
structural change, the 2013 PSP awards
were based solely on relative TSR
performance 50% of an award 1s based
on the current FTSE 51-150 companies
and 50% 1s based on a construction and
professional services based group of
companies, iIncluding intarnational peers

» m addition to the normal 150% of salary
PSP award level, Duncan Magrath
recewved a 50% of salary PSP award
mn April 2013 While his normal award
of 150% of salary 1s based on the
same performance targets as the
awards granted to the other executive
Directors, the additional award 1s based
on perscnally tallored targets covering
Group capital structure and the
execution of the strategic planning
(Strategic Roadmap) process, measured
over a 15 month penod to June 2014
The additional award will vest, subject
te the achievement of the performance
targets and continued service, on
31 December 2014 although these
shares must be retained hy Mr Magrath
until the vesting date of the normal
PSP awards {(ie Apri 2016}

Performance and reward for 2013
The Group has continued to face
challenging trading conditicns in many
of its traditional consteuction markets
and 1s taking action to improve operatiional
performance and effectiveness Undarlying
PBT from continuing operations, which
15 the measure on which we based
performance for 70% of AIP, was below
threshold, meaning that ne bonus was
payable under the PBT element The
Group however made progress against
strategic mitiatives in 2013, resulting n a
21 0% payout agamst the 30% strategic
element In the hght of disappointing
financial performance the Executive
Directors decrded that all of therr cash
bonus entitlement, which was earned
for achievement of strategic inttiatves,
should be deferred in shares for three
yvears The EPS and TSR performance
conditions relating to the 2011

Performance Share Plan were not
achieved and so those awards will lapse
in full in April 2014

Remuneration policy for 2014

We remam committed to ensuring that
rewards for executives are closely aligned
to the interests of shareholders through
having alt of cur iIncentive arrangements
linked to the achievement of challenging
business performance targets and
generation of strong levels of shareholder
return We reman comfortable that this
is the case As such we feel that the
existing remuneration policy remains

fit for purpose and are not proposing

to make any significant changes to the
policy for 2014 Specifically

s base salary remains appropnately
positioned against the market Base
salaries were not increased with
effect from 1 July 2013

* the structure of the annual bonus
remains appropriate to incentivise
the delivery of annua! objectives The
rmaximum bonus opportunity remains
at 120% of salary for all executive
Directors and will be subject to a range
of challenging PBT and strategic targets

= the long term incentive awards under
the PSP will again be based on TSR
versus the FTSE 51-150 and a group
of construction and professional
services companes, providing
strong alignment of interest between
executives and shareholders

The Committee encourages dialogue
with the Company's shareholders and
will cansult with major shareholders
ahead of any significant future changes
to remuneration policy, although i 13
intended that the policy for which
shareholder approval will be sought at
the 2014 AGM will remain in operaticn
for the forthcoming three financial years

| hope that you will be supportive of the
two resolutions to approve the Directors’
Remuneration Report at the 2014 AGM

lain Ferguson
Chairman of the
Remuneration Committee
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DIRECTORS’ REMUNERATION POLICY REPORT

This part of the Remuneration Report sets out the remuneration policy for the Company which will become formally effective following
approval from shareholders through a binding vote at the 2014 AGM

Policy overview

The Commuittee, on behalf of the Board, determines the Company's remuneration policy and the remuneration packages of the
executive Directors of the Company and the Chairman In setting the remuneration policy, the Commuttee takes into account a
number of factors, including

» general trends in pay and conditions throughout the Group

* the positioning of remuneration levels against the external market — the Committee 1s, however, aware of the nsk of an upward
ratchet in remuneration leve!s through overreliance on comparative survey data

* the balance between fixed and vanable pay — more specifically, variable pay should form a significant but not disproportionately
high level of remuneration

* the strategy of the business

in setting the overall remuneration policy, general trends and average increases throughout the Group are taken into account
when setting executive Directors’ reward packages A key feature for the executive Directors 1s that a higher proportion of their
remuneration package 1s delivered through performance related pay, which has a greater linkage to the results of the Group
The areas covered in this Policy Beport cemprise .

Consideration of shareholders' views p69

Consideration of employment conditions elsewhere in the Group p69

Summary Diractors’ remuneration policy from the 2014 AGM onwards p70 and p71
Remuneration scenanos for executive Directors p72

Recruitment and promotien policy for executive Directors p72

Service agreements and payments for loss of office for executive Directors p73
External appointments of executive Directors p73

Appointment of nen-executive Directors p73

Consideration of shareholders’ views

The Remuneration Committee considers feedback from shareholders received at each AGM and any feedback from additional
meetings as part of any review of executive remuneration In addition, the Remuneration Committee engages pro-actively with
shareholders and will ensure that shareholders are consulted In advance, where any maternial changes to the remuneration policy
are proposed

Consideration of employment conditions elsewhere in the Group

In determining the remuneration of the Group's Directors, the Commuttee takes into account the general trends in pay and conditions
across the Group as a whole Whilst employees have not been consulted formally on executive pay, due in part to the diverse
geographic nature of the Company, the Committee seeks to ensure that the underlying principles which form the basis for decisions
on Directors’ pay are consistent with those on which pay decisions for tha rest of the workforce are taken These are focused for
the most part on market competitiveness, business performance and personal performance

In practice, the remuneration policy for executive Directors 1s more heavily weighted towards variable pay than for other employees,
so that a significant proportion of ther remuneration Is dependent on Company performance For employees below Board level

variable pay represents a lower proportion of therr tatal remuneratian, which is driven by market comparators and general performance
L
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DIRECTORS’ REMUNERATION POLICY REPORT CONTINUED

Summary Directors’ remuneration policy from the 2014 AGM onwards
The following table sets out a summary of each element of the Directors’ remuneration packages, their hnk to the Company's strategy,
the policy for how these are operated, the maximum opportunity and a description of any relevant performance metrics

Element of pay

Purpose and link to Company’s strategy

How operated in practice

Base salary To attract and retain hugh calibre individuals Salanes are normally reviewed and set annually in July
Th mm n s remuneration lavels in
To provide a competitive salary relative to comparable coSngsmes‘gfe:o?nop;gg\es nfar;eteczglotah:::osnls
mpanies in terms of size and complexi '
companies n terms of sze complexity revenue and industry sector
In addition a key reference point for salary increases
15 the average increase across the general workforce
{with the exception of promotions or significant changes
i respaonsibility)
. Salaries are paid manthly in cash
Benefits To aid retention and to remain competitive in the Private medical and life assurance may be provided
marketplace In addinton medical benefits are
A car and fuel card or car allowance are offered
provided to minimise disruption due to absence
Other benefits may be provided as appropriate
Pension To remain competitive in the marketplace Executive Directors can elect 1o either

¢ participate in the defined contribution (DC} section of
the Group s pension fund Executive Directors must
make contnbutions of 5% of base salary (up to an
earnings cap} with the Company contributing 20% of
base salary (up to the cap} On earnings above the cap
executive Directors receive a salary supplement or

* receive a salary supplement

Annual Incentive Plan
{AlIP) and Deferred
Bonus Plan (DBP)

Ta motivate executives and incentivise the
achieverment of key business performance targets
over the finangial year without encouraging excessive
risk taking Managing nsk 1s critical particularly given
the nature of the Company's business -

To faciitate share ownership and provide further
alignment with shargholders

50% of any payment 1s narmally deferred into shares .
for three years

Clawback may apply in the event of matenal misconduct
andfor matenal misstatement or errar of financial results

Participants may also recerve an award of cash or shares
in hey of the valug of dwvidends on vested shares

Performance Share Plan
(PSP)

To incentivise and reward delivery of long term
performance inked to the business strategy

To facilitate share ownership and provide further
alignment with shareholders

To aid retention

PSP awards are granted annually so that no undue
emphasis i1s placed on performance in any ¢ne particular
financial year

Awards nermally vest on the third anniversary subject
1o performance

Participants may also receive an award of cash or shares
in lieu of the value of dividends on vested shares

Clawback may apply in the event of matenal misconduct
and/or material misstaternent cr error of financial results

Shareholding guidelines

To align the interests of executive Directors with
those of shareholdars

Executive Directors are expected to accumulate a
shareholding in the Company’s shares to the value

of 100% of their base salary Executive Directors are
expected to retan at least 50% of shares (net of tax)
which vest from awards made under the PSP and DBP
until the target shareholding 1s attained

1
2

3

wa

Notes

Directors may also participate in the all-employes share schemes up to prevailing HMRC Limits
The AP 18 primarnly 1if not sclely based on PBT although other Group-based measuras which are set ¢ reflect the business strategy may be included The Remunaration
Committee reviews these measures each year and varies them as apprepnate to reflect the strategy for the year shead

Relative TSR perfarmance was considered to be the most approprnate long term incentive performance conditian for awards grantad 1n 2013 although earnings per share
targets determined half of previous awards and may be operated gaing forward Executive Directors should be incentivised 1o achieve strong stock market performance
and grow earnings to align thair interests with those of shareholders The Committee reserves the discretion to introduce additiona! internal financial or stratagic measures
tor future awards which will be set ta reflact the prevaiing strategy although investors will be consultad in advance where thera 15 a material change

The Committee oparates share plans in accordance with the respective rules and in accordance with the Listing Rules and HMRC where relevant The Committee
consistent with market practice retains discretien over a number of areas relating to the cperation and administration of certain plans

For avoidance of doubt 1n approving this Directers Remuneration Policy Report authority is given to the Campany to honour any commitments entered inte with currenit
or former Directors {such as the vestung of past share awards)
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Maximum opportunity

Performance metrics

There 15 no prescribed maximum annual increase The Committee 1s
guided by the general increase for the breader employee population
but on eccasion may need to recognise, for example, an increase

In the scale, scope or respensibility of the role

Current salary levels are disclosed on page 75

A number of factors are censidered notably market competitiveness
business and persenal performance

The maximum opportumty for medical benefits 1s cover for the
executive Director and his family Life assurance cover and any car
or car allowance are based on market norms

None

Executive Directors who participate in the Group s pension fund
benefit from a pension ceninbution of 20% of base salary up to the
earnings cap and a salary supplement of 20% of base salary in
axcess of the cap

If 2 salary supplement alone s taken this s equivalent to 20%
of base salary

None

Maximum annual iIncentive opportunity 1s 120% of base salary

A majority (if not all) of the bonus will be based on profit and a minority
of the bonus may be based on cther performance metrics linked to the
business strategy measured over a cne year performance perod

Measures are reviewed each year and varied as appropriate to reflect
the strategy

The limit in the rules of the PSP 1s 200% of base salary Other
than in exceptiona! circumstances, the normal mit will be 175%
of base salary

Performance measures will normally be based on relative total
shareholder return (TSR) and/or earnings per share metncs although
strategic measures may be used in exceptional circumstances Targets
will normally be measured over a three year performance pericd

There 1s 25% vesting for threshold performance rising to 100% vesting
for maximum performance

None
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Remuneration scenarios for executive Directors
The charts below provide estimates for the potential future remuneration based on the remuneration policy for 2014 for the three
executive Directors Potential outcomes are based on three performance scenarios minimum, on-target and maximum

2 750 £2 716
42%
2 500
2280
2000
£1757
1760 £1674 £1733
2% 2 38%
38%
o 1500 29%
&
<
[
1250 3 £1140
£1100 3
u% 3 29%
1000 29% 1% 31%
£798 2 2 3
780 100% 46% 29% 3% 23%
500 £526 2 2| £542 . 2
100% 43% 31% 100% 48% 3i%
250
o 1 1 1 1 1 1 1 1 1
Mimmum  On target  Maximum Mivimum  On targst  Maximum Minimum  Ontarget  Maximum
Andrew McNaughton Duncan Magrath Peter Zinkin,
Chief Exacutive Chief Financial Officer Planming and Development Director
1 Basic salary, benefits and pensions 2 Annual Incentive Plan (cash and deferred) 3 Performance Share Plan -
Notes

1 Salary levels are based on those applying frem 1 July 2013

2 The value of benelits receivable in 2014 1s taken to be the value of benefits received in 2013 {as shown in the Diractors Remuneration table set out on page 76)
and pension has been assumed to be worth 20% of salary

3 The on-target level of AIP 15 taken to be 50% of the maximum AIP opportunity (120% of salary for all executive Directors) of which 50% (s paid in cash and 50% 1s
deferred in shares under the DBP

4 The an-target level of vesting under the PSP 1s taken to be 50% of the face value of the award at grant {under normal circumstances 175% of salary for the Chief Executive
and 150% of salary for the other executive Directaors)

& The maximurn level of AIP and vasting under the PSP is taken to be 100% of the AIP opportunity and 100% of the face value of the award at grant respectively

& No share price appreciation or dividend awards have been assumed for the DBP shares and PSP awards

Recruitment and promotion policy for executive Directors

To ensure the ongoing leadership continuity of the Group, the appointment of high calibre executives may be necessary, either by
external appointrent or internal promotion The remuneration package for a new executive Director would be set in accordance with
the terms of the Company's remuneration policy at the time of appointment and take into account the scope and complexity of the
role, the expenence of the individual, the prevailing market rate for that experience and the impertance and immediacy of securing
that candidate

The salary would be provided at such a level as required to attract the most appropriate candidate The AlIP potential would be imited
10 120% of salary and grants under the PSP may be up to the plan maximum of 200% of salary In addition, the Committee may offer
addittonal cash and/or share-hased elements to replace deferred or incentive pay forfeited by an executive leaving a previous employer
It would seek to ensure, where possible, that these awards would be consistent with awards forfeited in terms of vesting periods,
expected value and performance conditions

Faor an internal executive Director appointment, any remuneration awarded in respect of the prior role may be allowad to pay out
according to its terms, adjusted as relevant to take into account the appointment In addition, any other ongoing remuneration
obligations existing prior to appointment may continue

For external and internal appointments, the Committee may agree that the Company will meet certain relocation and/or incidental
expenses as appropriate
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Service agreements and payments for loss of office for executive Directors

It 15 the Company’s policy that executive Directors should have contracts with an indefinite term, which are subject to one year's notice
by the Company and six months’ notice by the Director In accordance with the UK Corporate Governance Code, all executive Directors
submit themselves for re-election at the AGM |n the event of early termination, the Directors’ contracts provide for compensation

in hne with thew contractual notice period In summary, the contractual provisions are to provide the following

Provision Detailed terms
Notice period 12 maonths by the Company, six months by the Director

There are no contractual compensation provisions for termination of employment However, other non-contractual considerations
are as follows

Notice payments If any existing contract 1s breached by the Company, it would be hable to pay an
s amount approximating to the net loss of salary and contractual benefits for the
unexprred notice penod, subject to mitigation and phased payments where
appropriate
Remuneration entitlements Pro rata bonus may also become payable for the period of active service along with
vesting for cutstanding share awards {(in certain circumstances — see below)

In all cases performance targets would apply
Change of control No executive Director's contract contains additiona! provisions in respect of change
of control

Any share-based entitlements granted to an executive Director under the Company's share plans will be determined based on the
relevant plan rules The default treatment under the PSP Is that any outstanding awards lapse on cessation of employment However,
In certam prescribed crrcumstances, such as death, ill-health, disability, retirerment or other circumstances at the discretion of the
Committee, good leaver status may be appled For good leavers, awards will not be forfeited on cessation of employment and subject
to the satisfaction of the relevant performance conditions, will vest under the normal vesting schedule, being reduced pro rata to
reflect the proportion of the performance pernod actually served However, the Remuneration Committee has discretion to determine
that PSP awards vest at cessation and/or to amend time pro rating Qutstanding DBP awards will lapse on cessation of employment
However, in certain good leaver circumstances, DBP awards will vest in full on the date of cessation

External appointments of executive Directors
The Cormnmittee recognises that benefits can arise from allowing executive Directors 10 take a non-executive directorship elsewhere
Executive Dhrectors are permitted to have one external appointment, from which fees may be retained with the approval of the Board

Appointment of non-executive Directors

Non-executive Directors are appointed by the full Board following recommendations from the Nomination Committee All non-executive
Direciors are appointed for a term of three years In accordance with the UK Corparate Governance Code, all non-executive Directors
subrmit themselves for re-election at the AGM

Purpose and link to

Element of pay Company s strategy How operatad in practice Maximum opportunity
Non-executive To attract and retain high The Charman 1s pa:d an annual fee and the As per executive Directors, there
Director fees quality and experienced non-executive Directors are paid an annual base 15 No prescribed maximurn annual
non-executive Directors fee and additional responsibility fees for the role increase The Committee s guided
of Senior Independent Director or for chainng by the general increase in the
a Board Commuttee non-executive director market

and for the broader employee
population, but on occasions may
need to recognise, for example,
an increase In the scale, scope
or respons:bility of the role

Non-executive Directors based cutside Europe
receive an additionat allowance for each visit
made on Company business to the UK, or to any
other country {excluding their home country)

Fee levels are normally reviewed annually in July

The non-executive Dhrectors are not eligible to join
any penston scheme operated by the Company
and cannot participate in any of the Company's
share plans or annual ncentive schemes

None of the appointment letters for non-executive Directors contain provision for specific payment in the avent of termination for
whatever cause and may be terminated at will by either party .
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ANNUAL REPORT ON REMUNERATION

This part of the Remuneration Report sets out how the remuneration policy will be applied over the year ending 31 December 2014
and how 1t was implemented over the year ended 31 December 2013 Detalls of the remuneration earned by executive Directors and
the outcomes of incentive schemes, including details of relevant Iinks to Company performance, are also provided in this part

The areas covered in this Annual Report on Rermuneration comprise

Implementation of the Remuneration Policy for the year ending 31 December 2014 p75
Rermuneration received by Directors for the year ended 31 December 2013 p76
AIP awards for the year ended 31 December 2013 p/7

Vesting of PSP awards for the year under revigw p77

Outstanding share awards p78

Long term incentive awards granted during the year p79

Payments for loss of office p79

Payments to past Directors p78

Statement of Directors shareholdings and share interests pg0

Performance graph p80

Chief Executive s remuneration table p81

Percentage change in Chief Executive s remuneratton p81

Relative importance of spend on pay dividends and underlying pre tax profit p81
Directors’ pensions and pension allowances p82 and p83

External appointments of executive Directors p84

Considergtion by the Directors of matters relating to Directors remuneration p84
Statement of shareholder voting at AGM p84
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Implementation of the Remuneration Policy for the year ending 31 December 2014
The detalled information about the Directors’ remuneration, set out on pages 75 to 80 {exctuding the performance graph on page 80),
has been audited by the Company’s independent auditors Deloitte LLP

Base salaries
Current base salaries for the executive Directors are as follows

1 July 2012' 1 Juty 2013

Base salary £ £ % increase
Andrew McNaughton 650,000 650,000 0%
Duncan Magrath 425,000 425,000 0%
Peter Zinkin 443,000 443,000 0%

' Andrew McNaughton s base salary was increased eftectve from 31 March 2013 on his promouon to Chief Executive

The annual base salary review date i1s 1 July for executive Directors .

Performance targets for the AlP in 2014

For 2014, the AIP will continue to be based on PBT {70% of the AIP potential} and Group-based measures linked to the business
strategy (30% of the AIP potential} The Committee has chosen not to disclose, in advance, the performance targets for the
forthcoming year as these include items which the Committee considers commercially sensitive Retrospective disclosure of the
targets and performance against them wall be seen in next year's Annual Report on Remuneration

The maximum AIP potential will continue to be 120% of base salary for executive Directors and 50% of any payment will be deferred
in shares for three years

Performance targets for PSP awards granted 1n 2014
The PSP awards to be granted in 2014 will be subject to the following targets

» relative TSR (50%) — the Company’s TSR measured against a comparator group of UK listed companies ranked 51-150 by market
capitalisation in the FTSE All Share Index {excluding investrment trusts) as at 1 January 2014, the start of the performance period

+ relatve TSR (50%!} - the Company’s TSR measured against a comparator group of construction and professional services
companies, iIncluding nternational peers

¢ for both parts there 1s no vesting below median, with 26% vesting at median ranking, rising to 100% vesting at upper quartile or
higher Gpening and closing values used to calculate TSR for all companies are based on three month averages

Non-executive Directors
As detailed in the Policy Report, the Company’s approach to setting non-executive Directors’ fees 1s by reference to fees paid at similar
companies and reflects the ume commutment and responsibiiiies of each role A summary of current fees is as follows

1 July 2012 1 July 2013
£ £

% Increase
Chairman 265,750 265,750 0%
Base fee 56,000 56,000 0%
Senior Independent Director fee 10,000 10,000 0%
Committee charr fee 10,000 10,000 0%

For non-executive Directors based outside Europe the additional allowance for each overseas visit made on Company busmess
remams at £2,500

Where the Charrman or Senior Independent Director 1s also the Committee chair, only the Chairman or Senior Independent Director
fee 1s due
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Remuneration received by Directors for the year ended 31 December 2013
The table below sets out the Directors’ remuneration for the year ended 31 December 2013 {or for performance pernods ended in that
year in respect of long term incentives) together with comparative figures for the year ended 31 December 2012

Annual
Annual incentive
Base salary Texable neentive deferred Long terrm
and fees' benefits®4 Pansion® cash® shares®  incentives’ Other® Total
Year £ £ £ £ £ £ £ £
Executive Directors

Duncan Magrath 203 425,000 15,5650 88,789 - 107,100 - - 636,439
2012 415,000 15,550 80,865 102,425 102,425 = - 716,265
Andrew McNaughton 2013 603,021 17,055 125,250 - 163,800 - - 909,126
2012 445 000 15,550 107,182 110,860 110,860 - - 789,452
Peter Zinkin 2013 443,000 9,970 88,600 - 111,636 - - 653,206
2012 436,500 9,881 87 300 106 763 106,763 - 189 747,396
lan Tyler? 2013 172,000 6,956 42,296 - - - - 221,252
2012 678,000 27,546 151,845 165,808 165,808 — 280 1,189,287

Non-executive Directcrs
Robert Amen'™ 2013 91,000 4,154 - - - - - 95,154
2012 77,500 - - — - - - 77500
Mike Donovan® 2013 49,500 3,223 - - - - - 52,723
2012 65,000 - - - - - - 65,000
lain Ferguson 2013 66,000 3,229 - - - - - 69,229
- 2012 65,000 - - - - - - 65,000
Maureen Kempston Darkes'? 2013 73,500 1,539 - - - - - 75,039
2012 33,000 - - - - - - 33.000
Hubertus Krossa™ 2013 21,101 - - - - - - 21,101
2012 79,390 — - - - - - 79,390
Steve Marshall 2013 265,750 - - - - - -~ 265,750
2012 261,875 - - - - - - 261875
Belinda Richards™ 2013 14,000 - - - - - - 14,000
2012 - - - - - - - -
Graham Roberts 2013 66,000 - - - - - - 66,000
2012 65,000 - - - - - - 65,000
Bill Thomas™ 2013 14,000 - - - - - - 14,000
2012 — - - - - - - —

' Base salary and fees were those paid in respect of the penod of the year dunng which the individuals were Diregtors

? In practice tha base salaries paid to Duncan Magrath Andrew McNaughton and Pater Zinkin have haen reduced due to their partucipation in the Company 5 Shara Incentive
Plan The salary reductions in 2013 were £1 500 for all three executive Directors In practice the base salary paid 1o Peter Zinkin has beean further reduced due to his
participation in the Company s SMART Pensions salary sacrifice arrangement The salary reduction in 2013 was £7 005 This corresponds to his contributions to the
Balfour Beatty Pension Fund which ware mat directly by the Company as part of this arrangement The base salary for Peter Zinkin has alsc been reduced 1n practice
by €24 400 1 2013 to meet additonal travelling costs incurrad by lim in ordar to fullil s role

3 Taxable benefits are calculated in terms of UK taxable values Duncan Magrath Andrew McNaughton and lan Tyler recewved private madical tnsurance for the Director and
s immaediate family Peter Zinkin recerved private medical msurance foc tha Directar and his spouse Duncan Magrath received a car allowance of £14 000 pa Andrew
McNaughten received a car allowance of £14 000 pa prior to 31 March 2013 and £16 000 pa from 31 March 2013 Peter Zinkin recerved a fully expensed car with 1axable
benefit vatue of £8 800 pa lan Tyler received a fully expensed car and a fuel card up to 31 March 2013 with taxable benefit value of £26 300 pa

4 No Director receved any expense allowance except Robert Aman Mike Donovan lain Ferguson and Maureen Kempston Darkes whose taxable travel expenses in 2013
arg shown in the taxable banefits column There ware no such expensas in 2012

5 For penods of membership of the DC section of the Group s pension fund this compnses the amount of Company contributions plus any cash allowances in eu of pension
on earnings that are above the earnings cap For periods of membership of the defined bensiit (DB section of the Group s pension fund this compnises the value of any
angoing acerual as determined by the scheme actuanes plus any cash allowances in lieu of pension on aarnings that are above the earnings cap For any penods of
non-membership of the Group s pensien fund this comprises any cash allowances in kieu of pension contnbutions For peniods of deferred membership of the DB section
of the Group s pension fund there may also be included the vaiue of any increase in DB benefits as deterrmined by the scheme actuanies Further details ate set outin the
section on Directors pens:ons on pages 82 and 83 The figuras for 2012 have been restated to comply with naw regulations

& The Executive Directors decided to defer 100% of their AIP for three vears for the year ended 31 Decembear 2013 rather than the usual 50% deferment of award

7 This relatas to the value of the 2011 PSP award which lapsed in full The performance penod for this award ended on 31 Decernber 2013 Further detarls of these awards
are set cut on pags 77

& Relates to the value at vesting of options granted under the Savings-Related Share Option Scheme which became exercisable dunng the year under review

¥ lan Tyler reured from the Board on 31 March 2013 He remanad an employae untl 30 Aprl 2013

10 Robert Amen s fees shawn include £25 000 in respect of travel alowances for meetings attended in 2013 and £10 000 in tespect of travel allowances for meetings
attended in 2011 and 2012

" Mike Donovan retired from the Board on 1 Octaber 2013

12 Maurgen Kempston Darkes fee for 2013 shown includes £17 500 n respect of travel allowances Her fae for 2012 has been restated to allow for an underpayment
of £3 500 The fee re-stated far 2012 includes £5 000 in raspact of travel allowances |

'3 Hubertus Krossa retired from the Board an 16 May 2013

4 Belinda Richards and Byl Thomas joined tha Group on 1 Septamber 2013
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AIP award for the year ended 31 December 2013
The AIP award for the year under review was based on performance agamst profit before tax and underlying iterns and three other
Group-based performance metrics inked to the business strategy, namely, delivery of cost efficiencies, strength of order bock,
and restructuring for strategic growth
Maximum Actual Payable in cash Payablein shares
Target Actual {% of salary) (% of salary) {% of salary) (% of salary)®
Profit before tax and Threshold £220m
non-underlying items Budget £245m £1870m 84% o} 0 0
Maximum £294m
Delvery of cost efficiencies’ Threshold £54 8m £61 Om 12% 972% 0 972%
Maximum £64 8m
Strength of order book? Threshold £8,184m £9,324m 12% 708% 0 708%
Budget £9,083m
Maximum £10,002m
Development of the New structure in place in key 70% 12% 84% 0 8 4%
organisational model geographies with leadership achieved
teams and business plans in
place for 2014
Total 120% 25 2% 0 252%
U Afier taking account of non-underlying costs
2 After 1aking account of margin inherent in orders recewed
3 Executive Directers decrded that 100% of therr AIP should be deferred in shares for 3 years rather than the usual 50% cash and 50% deferment
Vesting of PSP awards for the year under review
The PSP awards granted on 1 June 2011 were based on a performance penod for the three years ended 31 December 2013
As disclosed in previous Remuneration Reports, the performance condition was as follows
Threshoid Maximum
Metnie Performanee Conditian - Measure Target Jarget Actual % Vesting
Earnings per share'  EPS growth 15% {25% vesting EPS at 43 35p 54 66p 20 Op 0%
{50% of the award)  of this part of the award) to 45% 31 December
(100% vesting of this part of the award) 2013
over three financial years . . .
Total Shareholder TSR agamnst the 87 compames ranked TSR ranking 44 or above 2225 62 0%
Return? positions 51-150 mn the FTSE All Share or above
{50% of the award}  Index (excluding investment trusts)
as at the start of the performance
period and stll hsted at the end of
the performance penod 25% of this
part of the award vesting for median
performance increasing to 100%
of this part of the award vesting for
upper quartile performance or above
Total vesting 0%
1 Earnings per share 15 defined as underlying earrngs per share from continuing operations
? TSR1s measured over thrae financial years with a three month average at the start and end of tha performance penod
The 2011 PSP award details for the executive Directors are therefore as follows
v Value of
Number of Number of Number of  vested shares
Exacutive Type of award  sharas at grant’  shares to vest _shares 1o lapss’ {£)
Duncan Magrath Conditional 181,729 0 181,729 0
Andrew McNaughton Conditronal 193,530 0 183,530 0
Peter Zmkin Condittonal 196,834 0 196,834 0
lan Tyler Conditignal 277,550 0 277,550 1]
! Or dzte of leaving the Company if before 31 December 2013
2 The 2011 PSP awards will formally lapse on 1 Juna 2014
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Qutstanding share awards

Maximum number of shares subject to award

At Awarded Vested Lapsed At
1 January duning during during 31 December Exercisable and/or Exercise
Narmne of Director Share award Data granted 2013 the year the year the year 2013 vestng from price
Duncan Magrath pSprsé 15 Apnl 2010 133,826 - - 133,828 - 15 Apnl 2013 -
pPSp2ss 1 June 20M 181,729 - - - 181,729 1 June 2014 -
PSpass 16 Apnil 2012 219,076 - - - 219,076 16 Apnl 2015 -
PSpese? 16 Aprl 2013 - 341,090 - — 341,090 16 Aprl 2016 -
DBpeson 31 March 2010 22,761 - 22,761 — - 31 March 2013 -
DBPpesnn 31 March 2011 22,876 1,296 - - 24,172 31 March 2014 -
DBpeann 30 March 2012 58,542 3317 — — 61,859 30 March 2015 -
DBpeenee 31 March 2013 - 46,083 - - 46,083 31 March 2016 -
SRSOS#s* 7 May 2008 1,073 - - 1,073 - tJuly 2013 315 2p
SRSOS™#* 18 May 2009 628 - - - 628 1 July 2014 243 0p
SRS0OS™ss 11 May 2010 1,29 - - - 1,291 1 July 2015 236 Op
Andrew McNaughton PSPs® 15 April 2010 143,120 - - 143,120 - 15 Apnl 2013 -
pSp2se 1 June 2011 193,530 - - - 193,530 1 June 2014 -
pgpase 16 Apnil 2012 232,600 - - - 232,600 16 Apnl 2015 -
pPSpese? 16 Apnl 2313 - 458,460 - - 456,460 16 Apnl 2018 -
DBpeswn 31 March 2010 24,343 - 24,343 - - 31 March 2013 -
DBPesuz 31 March 2011 24,362 1,380 - - 25,742 31 March 2014 -
DBpeenn 30 March 2012 52,155 3,622 - - 65,677 30 March 2015 -
DBPeen2a 31 March 2013 - 49,879 - - 49,879 31 March 2016 =
Peter Zinkin pSprso 15 Apnl 2310 150,555 - - 150,555 ~ 15 Apnl 2013 -
pPSp2se 1 June 2011 196,834 - - - 196,834 1 June 2014 -
pgpase 16 Aprit 2012 232,600 - - - 232,600 16 Apnt 2015 -
pPgpeser 16 April 2013 - 266,653 - - 266,653 16 Apnl 2016 -
DBpeswon 31 March 2010 25,609 - 25 609 - - 31 March 2013 -
_ DBPeeve 31 March2011 24,777 1,403 - - 26,180 31 March 2014 -
DBpesnn 30 March 2012 62,155 3,622 - - 65,677 30 March 2015 -
DBPeen2n 31 March 2013 - 48,035 - - 48,035 31 March 2016 -
SRSOS%ee 7 May 2008 804 - - 804 - 1July2013 315 2p
SRSOS = 11 May 2010 246 — — 246 - 1July 2013 236 Op
lan Tyler” PSPpise 15 April 2010 281,036 - - 281,036 - 15 Apnl 2013 -
PSpP2EE 1 June 201 356,850 - - 78,300 277,550 1 June 2014 -
PSPase 16 Apnil 2012 421,565 - - 234,203 187,362 16 Apnl 2015 -
DBPaswn 31 March 2010 39,835 - 39835 - - 31 March 2013 -
DBpasn2 31 March 2011 38,506 - 38,6506 - - 31 March 2014 -
DBpeenn 30 March 2012 96,558 - 96,558 - ~ 30 March 2015 -
SRS0S%s 11 May 2010 676 = = 676 - 1July 2013 236 0p

1

2010 PSP award 50% of each award 1s subject to an EPS growth performance condivon and 50% ts subject to a relative TSR performance condition Datalls of the

' Company s performanca against the performance conditions are set out in last year s Remuneration Repert The award lapsed in full on 15 Apnil 2013 based on
performance over three years financial years to 31 December 2012 as the growth in EPS did not exceed the APl +6% threshold and the Company ¢ TSR ranked balow
the median of the comparatar group
2011 PSP award details of this award are set out on page 77
2012 PSP award 50% of each award 1s subject to an EPS growth performance condition measured over a performance penod ot three financial years to 31 Deceambar
2014 25% of this part of the award will vest for EPS growth of 15% ncreasing on a straight line basis to full vesting of this part of the award for EPS growth of 45%
No shares will vest from this part of the award if EPS growth s (ess than 16% The other 50% of each award 1s subject to a relative TSR performance condition measured
aver three financial years The Company s TSR 1s measured against a comparatar group compnising the FTSE 51-180 {excluding investment trusts! 25% of this part of the
award will vest {or a median ranking i¢reasing on a straight line basis to full vesting for an upper quarule ranking No shares will vest from ths part of the award if the
Company s TSR 1s below that of the median of the comparator group
2013 PSP award Details of this award are set out on page 79
All PSP awards are granted for mi consideration and are in respect of 50p ordinary shares \n Balfour Beatty plc It1s the Company s current intention that awards will ba
satisfied by shares purchased in the market
The average muddle market price of ordinary shares in the Company for the three dealing dates before the PSP sward dates which was used for caleutating the number of
awards granted was 302 63p for the 2010 award 317 78p for the 2011 award 277 3p for the 2012 award and 249 2p for the 2013 award The closing middle market price
of ordinary shares on the date of the awards was 302 8p 312 4p 271 9pand 244 9p
On 16 Apnl 2013 for all partcipants in the PSP a maximum of 3 815 247 condiional shares were awarded which are normally exarcisable in Apnl 2016
All DBP awards are granited for nil consideration and are in 7espect of 5Cp ordinary shares in Balfour Beatty pi¢ It1s the Company's current intention that awards will
be satisfied by shares purchased in the markat
The irvtial DBP awards made in 2011 2012 and 2013 will vest en 31 March 2014 30 March 2015 and 31 March 2016 raspectivaly providing the Dhrector 1s still empleyed
by the Company at the vesting date (unless specified lsaver conditions are met In which case early vesting may ba permitted)

0 The niwal DBP awards made in 2010 vested on 31 March 2013 The closing middle market price of ardinary shares in the Company on the vesting date was 234 8p

The shares awarded on 31 March 2010 31 March 2011 30 March 2012 and 31 March 2013 were purchased at average pnces of 300 32p 343 417p 286 99p
and 234 85p respectivaly
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12 For the imitial DBP awards made in 2011 2012 and 2013 the shares awarded an 24 Apnl 2013 and 9 October 2013 (in lieu of the final 2012 and intenm 2013 dividends
respectively} were allocated at average prices of 244 8p and 264 1p respectively

13 On 31 March 2013 for alt participants i the DBP a maxwnum of 575 983 condiuonal shazes ware awarded which will normally be released on 31 March 2018
On 24 Apnl 2013 a further 64 953 conditional shares were awarded in heu of entiternents to the final 2012 dwidend and on 8 October a furthar 37 656 conditional shares
wara awarded in heu of entitlements to the mtenm 2013 dwidand

M All Savings related share option scheme (SR505) options are granted for nil consideration an grgnt and are in respect of 50p ordinary shares in Balfour Beatty plc

5 The closing market price of the Company s ordinary sharas on 31 December 2013 was 288 9p Duning the year the highest and lowest closing market prices were 207 6p
and 297 5p respectively

& The SRSOS options granted to Duncan Magrath and Peter Zinkin in May 2008 exercisable at 315 2p lapsed unexercised in December 2013

7 lan Tyler retired from the Board an 31 March 2013 He remainad an employee until 30 Apnl 2013 At this ime a proportion of his 2011 and 2012 PSP awards lapsed
reflecting the praportion of the performance penad for each award which had not been completed at the date of leaving The 2011 PSP awards subsequently lapsed in full
The remainder of the 2012 PSP award will vest in the same proportion and at the same tma in 2015 as the awards mada to the other participants The DBP awards made
to himin 2011 and 2012 vestad on 30 Apnl 2013

Long term incentive awards granted during the year
On 16 April 2013, the following PSP awards were granted to executive Directors

Share price  Nurnber of % of face value
applied shares over that would vest
Basis of award at date which award  Face value of  at threshold Vesting determinad
Exscutive Type of award_ granted of grant was at granted award performance by performance over Vasting date
Andrew McNaughton Conditionat 175% of salary £2 492 456,460 £1,132,5600 25% Three financial 16 Apnl 2016
of £650,000 years to
Duncan Magrath Conditional 150% of salary £2 492 255,818 £637.500 25% 31 December
of £425,000 2015
Peter Zinkin Conditional 150% of salary £2 492 266,653 £664,500 25%

of £443,000

50% of each award above 1s measured against a comparator group comprising the FTSE 51-150 (excluding investment trusts) and
50% Is measured against the following group of construction and professtonal services companies —- AECOM, Atkins, Bilfinger and
Berger Canllion, Costan, Hochuef, Morgan Sindall, Tutor Perini, Skanska and URS 25% of each part of the award will vest for a median
ranking, increasing on a straight ine basis to full vesting for an upper quartile ranking No shares will vest under each part of the award
if the Company's TSR 1s below that of the median of the relevant comparator group

In addition to the above and on the same date, and following consultation with the Company’s mayor shareholders, the following PSP
awards were granted to Duncan Magrath n order to incentivise the achievement of key business objectives

Number of % of face value
Share price shares over that would vest
Basis of award applied at date which award  Face value of  at threshold Vasung determined
Executive Type of award granted of grant was at granted _award performance by performance over  Vestng date
Duncan Magrath Conditonal 50% of salary £2 492 86,272 £212,500 25% Fifteen months 31 December
of £425,000 to 30 June 2014 2014"

* While this addtional award will vest on 31 December 2014 any shares which vest must be retainad until the normal vesting date of the main PSP awards (ie 16 April 2016}
Performance targets for the additional 50% of salary award granted to Duncan Magrath ware {il to review the Group's capual structure and implement changes as
appropnate and ) te lead the strategic planning (Strategic Roadmap) process in 2013 and implement improvements in 2014

Payments for loss of office

In ine with contractual entitierments, lan Tyler worked four months of hus 12 months’ notice period, up to 30 Apnl 2013 (after retinng
from the Board on 31 March 2013}, to ensure a smooth handover to Andrew McNaughton In Apnl 2013 lan Tyler received his base
salary of £67,333 and continued to receve his taxable benefits He also accrued an additional monith's entittement under the PSP

In lieu of the remainder of the notice period, he received a payment of £265,360 from the Company equivalent to four months® base
salary and benefits (for pension treatment see page 82) and phased manthly payments of £66,340 for each of the four months from
September to December 2013, which would have been subject to an offset against any remuneration earned in a comparable role
during this period He also continued to receive private medical insurance for himself and his immediate family until 31 December 2013
As disclosed in the 2012 Remuneration Report, lan Tyler has been treated as a good leaver under the relevant share plans

On 30 April 2013, tus outstanding DBP awards vested in full and a proportion of his PSP awards lapsed reflecting the preportion

of the performance period for each award which had not been completed at that date The remainder of hus PSP awards will vest
subject to performance in the same proportion, and at the same bime, as the awards made to the other participants

Payments to past Directors
There were no payments to past Directors other than the payments disclosed in this report for lan Tyler

balfourbeatty com/ar2013




®

ANNUAL REPORT ON REMUNERATION CONTINUED

Statement of Directors’ shareholdings and share interests
The interests of the Directors and connected persons {inctuding, amongst others, members of the Director’'s immediate family} in the
share capital of Balfour Beatty plc and 1ts subsidiary undertakings during the year are set out below

Beneficially
owned at
31 December
Beneficially 2013asa %
Beneficially owned at of base salary at
ownad at_ 31 December Quistanding  Qutstanding 31 December
Director 1 January 20132 2013?%%  PSPawards  DBP awards 2013 Guideling met
Duncan Magrath 119,167 130,754 741,895 132,114 88 27% No
Andrew McNaughton 115,001 127,31 882,590 141,298 60 57% No
Peter Zinkin® 308,058 313,720 696,087 139,892 20317% Yes
lan Tyler 376,595 26,695 464,912 - nfa n/a
Robert Amen 10139 10,139
Mike Bonovan 10,0600 10,000
lain Ferguson 25,000 45,000
Maureen Kempston Darkes - 7,000
Hubertus Krossa 7.142 7,142
Steve Marshall 7142 7,142
Belinda Richards - -
Graham Roberts 15,000 15,000 )
Bill Thomas - =

! Or date of appointment If later

7 In¢ludes any shares hald in the Company s all-asmployee Share Incentive Plan

2 Or date of departure f earler

4 As 815 March 2014 there have been no changes 1o the above cther than in respect of investments under the Share Incentive Plan which increased by 83 shares for
sach of Duncan Magrath Andrew McNaughton and Pater Zinkin

% Peter Zinkin was also interested at 1 January 2013 and 31 December 2013 1n 325 cumulative convertible redeemable preference shares of 1p each in Baliour Beatty ple

The executive Directors are required to hold shares in the Company worth 100% of base salary and must retan no fewer than 50%
of the shares, net of taxes, vesting under the DBP and PSP until the required shareholding 1s achieved

Performance graph

As In previous reports, the Remuneration Committee has chosen to compare the TSR on the Company’s ordinary shares against the
FTSE 250 Index (excluding investment trusts) principally because this is a broad index of which the Company 1s a constituent member
The values indicated in the graph show the share price growth plus reinvested dividends from a £100 hypothetical holding of ordinary
shares in Balfour Beatty plc and in the index, and have been calculated using 30 trading day average values

350
FTSE 250 (excluding investment trusts} Index
300
250

200

Value (£)

150

100 ——'--'-_'—--_—_-____——-—_—_\ Balfour Beatty plc

50

Dec 2008 Dec 2009 Dec 2010 Dec 2011t Dec 2012 Dec 2013
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Chief Executive’s remuneration table

The total remunearation figures for the Chief Executive during each of the last five financial years are shown in the table below The total
remuneration figure includes the AIP award based on that year's performance and the PSP award based on the three year performance
penod ending in the relevant year The AIP payout and PSP vestmng level as a percentage of the maximum opportunity are also shown
for each of these years

1 Year ending in

2009 2010 2011 2012 2013

Total remuneration’ £1,617,223 £1,451,016 £1,514,007 £1,189,287 £961,350
AlP {%) 60 4% 69 6% 65 3% 40 2% 210%
PSP (%) 50% 18 4% 0% 0% 0%

1 The hgures for 2009 to 2012 relate to 1an Tyler wha retired frem the Board on 31 March 2013 The figure for 2013 relates to an annuahsed figure for Andrew McNaughton
who was appointed on 31 March 2013

Percentage change in Chuef Executive’s remuneration compared to all employees

The table below shows the percantage change in the Chief Executive's salary, benefits and annual bonus between the financial years
ended 31 December 2012 and 31 December 2013, compared to the percentage increase in the same for all UK employees of the
Group where UK employees have been selected as the most appropriate comparator

2012 2013 % change
Salary for 12 months to 31 December
Chief Executive (£000) 678’ 6507 41)
All UK employees (Em) 778 793 19
Benefits for 12 months to 31 December
Chief Executive (£000) 28 18 {357)
All UK employees (Em) 29 30 34
Annual bonus earned in 12 months to 31 December
Chief Executive (EQ00} 332 164 (50 6)
All UK employees (Em) 9 13 44 4
Total remuneration for 12 months to 31 December
Chief Executive (£E000) 1,038 832 {19 8}
All UK employees (Em) 816 836 25

' Recewed by lan Tyler
2 Salary recewved by Andrew McNaughton annualised to reflect salary racevable for a full year s service in role

Relative importance of spend on pay, dividends and underlying pre tax profit
The following table shows the Company's actual spend on pay for all Group employees relative to dividends and underlying pre tax profit

2012 2013 9 change
Staff costs (Em)! 2,253 2,297 20
Dwvidends {Em) 96 a6 a
Underlying pre tax profit (Em)? 299 177 {40 1)

! Staff costs include base salary benefits and bonuses for all Group employees in continuing and discontinued operations
2 Underlying pre tax profit 1s from continuing and discontinued cperations
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ANNUAL REPORT ON REMUNERATION CONTINUED

Directors’ pensions and pension allowances

Only Peter Zinkin and lan Tyler participated in the Balfour Beatty Pension Fund {the Fund) during 2013 Pater Zinkin participated i the
defined contribution {DC} section and lan Tyler participated in the defined benefit {DB) sectton up to 30 Aprll 2013 He ceased to be
employed by the Company on 30 Aprit 2013 and became a deferred pensioner of the Fund at this date

The DC section of the Fund 15 a money purchase scheme with a normal retirement age of 65

.

The DB section of the Fund provides for a pension at a normal retirement age of 62, although the majornity of benefits can be taken
unreduced from age 60

Each participating Director pays an annual contribution equal to 5% of contributory satary except where the Director participates in
the Company’s SMART Pensions salary sacrifice arrangement as outlined in Note 2 in the Directors’ remuneration table on page 76

The Fund operates a Fund-specific earnings cap for pensicn purposes The pensionable earnings of each participating Director were
subject to the Fund-specific earnings cap The Company pad allowances to Peter Zinkin and lan Tyler in leu of pension contributions
on earnings above the Fund-specific earnings cap, which are included in the Directors’ remuneration table on page 76

Duncan Magrath opted out of the DB section of the Fund on 5 April 2012 and became a deferred pensioner In accordance with the
Fund rules his deferred pansion was revalued in the year in hine with price inflation {measured by the Retall Prices Index) He chose
not to participate in the DC section of the Fund and has been receiving an allowance in heu of Fund membership since 8 Apnl 2012
The Company’s paid an allowance to Duncan Magrath in heu of Fund membership which 1s included in the Directors’ remuneration
table on page 76

Andrew McNaughton opted out of the DB section of the Fund on 31 December 2012 and became a deferred pensioner In accordance
with the Fund rules his deferred pension was revalued in the year in line with price inflation {measured by the Retail Prices Index}

He chose not to participate in the DC section of the Fund and has been receiving an allowance in heu of Fund membership since

31 December 2012 The Company paid an allowance to Andrew McNaughton in lieu of Fund membership which 1s included in the
Dhrectors’ remuneration table on page 76

Peter Zinkin opted out of the D8 section of the Fund on 31 December 2010 and has been receving his DB pension from 1 January 2011
He has not accrued any further DB pension in the Fund since 31 December 2010

The pension table below sets out the accrued D8 deferred pension at based on each executive Director’s service to their date of
becoming a deferred pensioner of the Fund and the Pension amount The Pension amount’ for Duncan Magrath, Andrew McNaughton
and lan Tyler 15 the value of the increase in each Director’s DB deferred pension, in excess of price inflation {measured by the
Consumer Prices Index) less contributions paid by the Director, over the year ended 31 December 2013 The Pension armount for

Peter Zinkin 15 the amount of the Company s contributions paid to the DC section of the Fund excluding any SMART Pensions salary
sacrifice amounts Figures for 2012 are included for comparative purposes The Pension amount 1s included in the Directors’
remuneration table on page 76
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Ve
Accrued DB Accrued DB
. defarred deferred
Age at pension at penmon at Pension Paension
31 December 31 December 31 December amount gver  amount over
2013 2012 2013 2012 2013
Name of Director Yoars £ pa' £ pa’ £? £2
Duncan Magrath? 49 38191 39,201 4,838 3,789
Andrew McNaughton 50 46,832 48,071 58,391 4,646
Peter Zinkin* 60 n/a n/a 27,090 28,020
lan Tyler® 53 58,417 64,392 71,231 87,381

t These amounts represent eech Director s accrued DB deferred pension at the relevant date In accordance waith the Fund Rules accrued DB dafarred pension in excess of
Guarantaad Mimimum Penston has been increased in ing with the Retall Prices Index between each Director s date of becoming a deferred pensioner of the Fund and the
ralevant date

2 Thase amounts represent the value of the increase In excass of inflation {where (nflation 1s measured as the annual increase in the Consumer Pricas Index to the
September bafore the relevant date} of the accrued DB deferred pension over the penod less Diractor contributions The increase in benefits has been calculated using
HMRC mathedology and then muitplied by a factor of 20 The figures for Peter Zinkin raprasent the contnbutions paid over the pencd by the Campany into the DC section
of the Fund excluding any SMART Pansions salary sacrifice amounts

1 The accrued DB deferred pension figures shown for Duncan Magrath include his DB benefits in the Fund purchased with Addimional Voluntary Contributions (AVCs)

In May 2013 the Fund paid an Annual Allowance tax charge of £27 249 to HMRAC on Duncan Magrath s behalf na Scheme Pays arrangement The value of this 1ax charge
has been recorded as a negative DC contribution in respect of Duncan Magrath and will be rollad up to the Director s retirement cate at which point it will be used to
reduce the levet of DB pension to which he 1s entitled from the Fund The pensions table above makes no atlowance for Duncan Magrath s Scheme Pays arrangement

4 Patar Zinkin has not acciued any OB benahts in the Fund since 31 December 2010 Peter Zinkwy has participated in the DC section since 1 January 2011 and the Company

paid £28 020 nto this arrangament dunng 2013 1n addition to tws SMART Pensions salary sacnfice of £7 005

lan Tylar has not accrued any benefits 1n the Fund since 30 Apnl 2013 immediately prior 1o him becorring a deferred pensianer of the Fund the Company contributed

£40 420 towards augmenting his accrued deferred pension lan Tyler s accrued DB deferred pension at 30 April 2013 included this augmentation of £2 391 pa

In May 2013 the Fund paid an Annual Allowance tax charge of £3 950 to HMRC on lan Tyler s behatf ina Scheme Pays arrangemant The value of th:s tax charge

has besn recorded as a negative DC contribution in respect of 1an Tyler and will be relled up to the Director s ratiremaent date at which paint it will be used to reduce

the level of DB pansion to which he 15 entitled from the Fund Tha pensians table above makes no allowance for lan Tyler s Schems Pays arrangement

n
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ANNUAL REPORT ON REMUNERATION CONTINUED

External appointments of executive Directors
During 2013 Duncan Magrath acted as a non-executive Director of Brammer ple and receved fees of £37,000 which he retained

Consideration by the Directors of matters relating to Directors’ remuneration

The members of the Remuneration Committee are independent non-executive Directors, as defined under the Corporate Governance
Code No member of the Comrmuttee has conflicts of interest ansing from cross directorships and no member 1s involved in the
day-to-day executive management of the Group Durning the year under review, the members of the Committee were as follows

* |ain Ferguson {Committee chair)

* Maureen Kempston Darkes (from 13 September 2013}

= Hubertus Krossa {retired from the Board on 16 May 2013}

* Steve Marshall

¢ Graham Roberts

The Committee also receives advice from several sources, namely

* the Chief Executive and the HR director, who are invited to attend meetings of the Committee but are not present when matters
relating directly to their own remuneration are discussed

+ New Bridge Street {a trading name of Aon plc), (NBS)

NBS has been appointed as external independent executive remuneration advisers by the Commuttee and has provided a range
of advice to the Committee during the year, including

+ provision of pay benchmarking data for the executive Directors and non-executive Directors

+ annual update for the Committee on developments in best practice, market expenence and regulatory requirements for all
remuneration glements

* assistance with the drafting of the Remuneration Report
* valuation of share-based payments for IFRS 2 purposes
» calculation of vesting levels under the TSR element of the PSP awards

Neither NBS nor any part of Aon plc provided any other services to the Company during the year under review Total fees paid to NBS
in respect of its services to the Remuneration Committee were £55,798

NBS is a signatory to the Remuneration Consultants” Code of Conduct The Committee 1s satisfied that the advice that i receives from
NBS i1s objective and independent

Statement of shareholder voting at AGM
At the 2013 AGM, the Remuneration Report received the following votes from shareholders

Total number of votes % of votes cast
For 303,759,518 7521%
Agamnst 100,110,156 2479%
Total votes cast 403,869,674 100%
Abstentions 42,627,882

The Committee has reflected on the significantly lower vote in favour of the Remuneration Report at the AGM in 2013, which 1t
concluded could be attributed largely to investors’ concerns around the financial performance of the Group, following the operational
1ssues in Construction Services UK, rather than specific 1ssues with the remuneration policy, which had only recently been reviewed
by major shareholders

By order of the Board

lain Ferguson
Chairman of the Remuneration Committee
5 March 2014
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Revenue? generated
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continuing . from continuing share
operations operations

1 JHS Glebal Insight Global Canstruction Outlook Dacernber 2013 Reflects total size of Infrastructure market

in nominal terms from 2014-2018 inclusive Exchange rate apphied USD GBP 1061
?  |ncluding point ventures and associates
3 Before non-underlying items {Nota 10)
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INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS OF
BALFOUR BEATTY PLC

then ended,

Opimon on financial statements of
Balfour Beatty plc
tn our opinion the financial statements

* give a true and fair view of the state of
the Group’s and of the Parent
Company's affars as at 31 December
2013 and of the Group's loss and
Parent Company’s profit for the year

* have been properly prepared in
accordance with International Financial
Reporting Standards (IFRSs) as adopted
by the European Union, and

« have been prepared in accordance with
the requrements of the Companies Act

Our assessment of nsks of matenal misstatement
The assessed risks of material misstatement described below are those that had the greatest effect on our audit strategy the
allocation of resources in the audit and directing the efforts of the engagement team

2006 and, as regards the Group
financial statements, Article 4 of the
IAS Regulation

The financial statements compnise the Group
and Parent Company Income Statements, « we have concluded that the Directors’
the Group and Parent Company Statements
of Comprehensive Income, the Group and
Parent Company Balance Sheets, the Group
and Parent Company Cash Flow Statements,
the Group and Parent Company Statements
of Changes in Equity and the related Notes 1
to 41 The financial reporting framework
that has been applied in their preparation

15 applicable law and IFRSs as adopted by
the European Union

Going concern

As required by the Listing Rules we
have reviewed the Directors’ statement
on page 27 that the Group 15 a going
concern We confirm that

« we have not identified matenal
uncertainties related to events or
condittons that may cast significant
doubt on the Group's ability to continue
as a going concern which we believe
would need to be disclosed in
accordance with IFRSs as adopted
by the European Union, and

use of the going concern basis of
accountmng in the preparation of the
financial statements I1s appropriate

However, because not all future events
or conditions can be predicted, this
statement ts not a guarantee as to

the Group's ability to continue as a
going concern

and habiities

and claims

SUBJECT NATURE OF RISK HOW THE SCOPE OF OUR AUDIT RESPONDED TO THE RISK
Recognition The ndustry 1s charactensed by QOur work on the recognition of contract revenue, margin and related

of contract contract nsk with significant receivables and habilities included

revenue Judgements involved i the s tests of controls over the recogmtion of contract revenue and margin
margin and assessment of current and future * challenge of management’s key judgements inherent tn the forecast’
related contract financial performance, ts to complete that d th t der th tage
receivables variations to onginal contract terms costs p atdrnve the accounung under e percentag

of completion methad, including a review of the contract terms
and conditions, management’s assessments of the forecasts,
the existence and valuation of ¢laims and variations both within
contract revenue and contract costs, and

* an assessment of the recoverability of related receivables

relevant accounting standard |n relation
to disposed operations, management
also applies judgement in determining
the gan or loss on disposal

Goodwill Management Is required to carry out We assessed and challenged management’s assumptions used m
an annual impawrment test which the mpairment mode! for goedwill and intangible assets, described
incorporates judgements based on in Note 15 to the financia! statements, including benchmarking the

- assumptions about future profitability discount and long-term growth rates, agamst third party data and
for the related businesses assessing the reasonableness of forecast future cash flows by
companisen to historic performance and future outlook

Assets held The classification and valuation of We challenged management’s judgement on assets held for sale

for sale, assets as held for sale 1s a key area of through understanding the status of the sales process and reviewing

discontinued management Judgement In addition, correspondence from prospective purchasers We assessed the
operations the classification of businesses as classification of disposed businesses and assets held for sale as

and disposal discontinued operations must be discontinued operations against the relevant criteria in the accounting

accounting carefully conswdered in line with the standard For disposed businesses we tested the calculation of the

gan or loss on disposal and challenged the judgements made i relation
to consideration and disposal provisions with reference to the sales
agreements and supporting documentatton

The Audit Committee’s consideration of

Qur apphcation of matenality

person, relying on the financial sitatements

the above nsks 13 set out on page 56

Cur audit procedures relating to these
matters were designed in the context of
our audit of the financial statements as a
whole, and not to express an opinion on
individual accounts or disclosures Our
opmnion on the financial statements Is not
modified with respect to any of the nsks
described above, and we do not exprass
an opinion on these indwidual matters
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We apply the concept of matenality
both in planning and performming our
audit, and in evaluating the effect of
misstatements on our audit and on the
financal statements For the purposes
of determining whether the financial
statements are free from matenal
misstaternent we define matenalty as
the magnitude of misstatement that
makes 1t probable that the economic

decisions of a reasonably knowledgeable

would be changed or influenced

When establishing our overall audit
strategy, we determined planning
materniality for the Group to be £15 million,
which 1s approxirmately 8% of underlying
profit before tax We use underlying

profit before tax to exclude the effect

of volatility {for example, separately
disclosed non-underlying 1items} from our
determination and as it represents a key
performance measure for the Group
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An overview of the scope of our audit
Our Group audit was scoped by obtaining
an understanding of the Group and 1ts
envireonment, including group-wide controls,
and assessing the nisks of matenal
misstatament at the group level Based on
that assessment, we focused our Group
audit scope primanly on the audit work at
the most significant operating companies
where erther full or specified audst
procedures were carrnied out based on

our assessment of the identified nsks of
maierial misstatement identified above
The remamning operating companies were
subject to analytical review procedures
designed to confirm that no further risks
of misstatement existed that were
matenal to the Group financial statements

Operating companies represenung the
principal busingss units within the Group's
reportable segments and accounting for
80% of the Group's revenue are subject to
full audit procedures with those accounting
for 7% of the Group's revenue subject 1o
spectfied audit procedures Analytical
review procedures were carried out at the
remaining operating companies accounting
for 13% of the Group's revenue The
coverage of our audit procedures as a
percentage of the revenue of each
repartable segment i1s similar

The Group audit team follow a programme
of planned visits to the significant operating
companies The Semor Statutory Auditor or
another senior member of the Group audit
team wisited operating companies covering
77% of Group revenue in the year The
Senior Statutory Auditar gr another senior
member of the Group audit team also
discussed the nisk assessment, reviewed
documentation of key findings and
participated in the close meetings for all
operating companies subject to full scope

At the parent entity level we also tested
the consohdation process and carned out
analytical procedures to confirm our
conclusion that there were no significant
nisks of matenal misstatement of the
aggregated financial nformation of the
remanmng components not subject to audst
or audit of specified account balances

Opinion on other matters prescribed
by the Companies Act 2006
In our opinion

+ the part of the 2013 Remuneration
Repaort to be audited has been properly
prepared in accordance with the
Comparues Act 2006, and

¢ the information given in the Strategec
Report and the Directors’ Report for the
financial year for which the financial
statements are prepared 1S consistent
with the financial statements

Matters on which we are required

to report by exception

Adequacy of explanations received
and accounting records

Under the Companies Act 2006 we are
reguired to report to you if, In our opinion

* we have not received all the information

and explanations we require for our

audit, or

adequate accounting records have not

been kept by the Parent Company, or

returns adequate for our audit have not

been receved from branches not visited

by us, or

+ the Parent Company financial
statements are not in agreement with
the accounting records and returns

We have nothing to report In respect
of these matters

Directors’ remuneration

Under the Companies Act 2006 we are
also reqguired to report if in our opinion
certain disclosures of Directers’
remuneration have not been made or
the part of the 2013 Remuneration Report
to be audited 1s not In agreement with
the accounting records and returns
Under the Listing Bules we are required
to review certain elements of the 2013
Remuneration Report We have nothing
to report anising from these matters or
our review

Corporate Governance Statement
Under the Listing Rules we are also
required to review the part of the
Corporate Governance Statement relating
to the Company's compliance with

nine provisions of the UK Corporate
Governance Code We have nothing

to report ansing from our review

Qur duty to read other information

in the Annual Report

Under the International Standards and
Auditing {UK and Ireland), we are required
to report to you if, in gur opinion,
information in the Annual Report 1s

+ matenally inconsistent with the
information in the audited financal
statements, or

* apparently materally incorrect based
on, or matenally inconsistent with, our
knowledge of the Group acquired in
the course of performing our audit, or

+ 15 otherwise musleading

In particular, we are required to consider
whether we have identified any
Inconsistencies between our knowledge
acquired during the audit and the
Directors’ staternent that they consider
the Annual Report s fair, balanced and
understandable and whether the Annual
Report appropriately discloses those
matters that we communicated to the
Audit Committee which we consider
should have been disclosed We confirm
that we have not wdentified any such
inconsistencies or misleading statements

Respective responstbilities of Directors
and auditor

As explained more fully in the Directors’
Responsibiities Statement, the Directors
are responsible for the preparation of the
financial statements and for being satisfied

that they give a true and farr view

Qur responsibility 1s to audit and express
an opinion on the financial statements

In accordance with apphcable law and
International Standards on Auditing

{UK and Ireland) Those standards require
us o comply with the Auditing Practices
Board's Ethical Standards for Auditors
We also comnply with International
Standard on Quahty Control 1 (UK and
Ireland) Our audit methodology and tools
amm to ensure that our quality control
procedures are effective, understood and
apphed Our quality controls and systems
nclude our dedicated professional
standards review team strategically
focused second partner reviews and
independent partner reviews

Thts 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 reguired to state to them
in an auditor’'s repart and for no other
purpose To the fullest extent permitted
by law, we do not accept or assume
responsibility to anyone other than the
Company and the Company's members as
a body, for our audit wark, for this report,
or for the opinlons we have formed

Scape of the audit of the financial
statements

An audit involves gbtaining evidence
about the amounts and disclosures in the
financial staterments sufficient to give
reasonable assurance that the financial
statements are free from matenal
misstatement, whether caused by fraud
or error This includes an assessment of
whether the accounting policies are
approprate to the Group s and the Parent
Company's circumstances and have

been consistently applied and adequately
disclosed, the reasonableness of
significant accounting estimates made by
the Directors, and the overall presentation
of the financial statements tn addition,
we read all the financial and non-financial
information in the Annual Report to iIdentify
material mconsistencies with the audited
financial statements and to identify any
information that 1s apparently materally
incorrect based on, or matenally
inconsistent with, the knowledge acquired
by us in the course of performing the audit
If we become aware of any apparent
material misstatements or inconsistencies
we consider the implications for our report

John Adam

Senior Statutory Auditor

For and on behalf of Deloitte LLP
Chartered Accountants

and Statutory Auditor

London United Kingdom

5 March 2012
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For the year ended 31 December 2013

GROUP INCOME STATEMENT

2013 2012%
Non- Non
underlying underlying
Undeslying items Underlying tems
items’  {Nota 10) Total nems' {Note 10} Total
Notes £m £m £m £m fm £m
Continuing operations
Revenue including share of joint ventures
and assaciates 10,118 - 10,118 8,866 - 9,966
Share of revenue of joint ventures and associates 182 {1,373} - {1,373)] (1,310} - (1,310}
Group revenue 4 8,745 - 8,745 8,656 - 8.656
Cost of sales {7.882) - {7,882) (7,667} - (7.667}
Gross profit 863 - 863 989 - 989
Gain on disposals of interests in iNnvestments 323/324 82 - 82 52 - 52
Amortisation of acquired intangible assets 16 - {30) {30) - (39) {39}
Other net operating expenses (813} {125} {938) {849} (91} (940)
Group operating profit/{loss) 132 {155} {23) 192 (130} 62
Share of results of joint ventures and associates 18 2 71 - 1 g2 - 92
Profit/(loss) from operations 6 203 {155) 48 284 {130 154
Investment income 8 65 - 65 62 - 62
Finance costs 9 {81 - {81 (69} - (69)
Profit/{loss) before taxation 187 {155} 32 277 (130} 147
Taxation 11 {50) 35 {15) {61) 35 (26)
Profit/{loss) for the year from continuing operations 137 {120) 17 216 (95) 121
{Lossl/profit for the year from discontinued operations 12 (15) {37) (52} 15 (101} {86)
Profit/{loss) for the year 122 {157) (35) 231 {196) 35
Attnibutable to
Equity holders 122 {157) (35) 231 (196) 35
Non-controlling interests - - - — — —
Profit/{loss) for the year 122 {157} (35) 231 {196) 356
! Before non-underly:ng items {Notes 2 11 and 10)
? Restated to reflect the effects of IAS 19 Employee Benefits (Revisad) (Note 38)
¥ Re-presented to ¢lassify certain Mainland European rail businesses and the UK faciities managament busingss as disconunued aperations [Notes 12 and 38}
2013 20122
Notes Pence Pence
Basic earnings/(loss) per ordinary share
- continuing operations 13 25 179
— discontinued operations 13 {76) {12 8)
13 {51} 53
Diluted earnings/{loss} per ordinary share
— continuing operatons 13 25 179
— discontinued operations 13 {7 6) (12 6)
13 (51) 53
Dividends per ordinary share proposed for the year 14 141 141

2 Restated to reflect the effects of 1AS 19 Employee Benefits (Revised) (Note 38)
3 Re-presented to classify cartain Mainland European rail businesses and the UK facikies management business as discontinued operations {Notes 12 and 38)
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COMMENTARY ON THE GROUP
INCOME STATEMENT"

Total underlying profit from
continuing eperations for 2013
was £203m The total loss after
tax including discontinued
operations was £35m

Background

The Group income statement includes
the maority of the Group’s income and
expenses for the year with the remainder
being recorded within the statement of
comprehensive income The Group's
Income statement 1s presented showing
the Group's underlying and non-underlying
results separately on the face of

the income statement to assist In
understanding the underlying financial
performance achieved by the Group

In 2013 the income statement has been
presented on a continuing basis The post
tax results of certain Mainland European
rail businesses and the UK facilities
management business, Balfour Beatty
WorkPlace (BBW), which are classified
as discontinued operations, are

presented In a single tine  {Loss)/profit for
the year from discontinued operations”
The prior year numbers have been
re-presented accordingly

In addiuon, the Group restated the prior
year Income statement as a result of
adopting |AS 19 Employee Benefits
(Revised} in 2013, ncreasing the prior year's
total net interest cost by £10m Previously
the net pension finance charge was
calculated by applying an expected rate
of return to the pension assets and the
AA corporate bond discount rate to

the pension habilities tAS 19 Revised
calculates the net pension finance charge
by applying the AA corparate bond
discount rate to the net pension surplus
or deficit The AA corporate bond rate Is
normally lower than the expected return
on assets and so the effectisto give a
higher net finance charge

Revenue

Revenue from contnuing operations
in¢cluding joint ventures and associates
increased by 2% to £10,118m from
£9,966m in 2012 Revenue was broadly
flat across all segments albeit there
was a change in the geographical mix
In Construction Services, a 12%
improvement in the US was offset by
a corresponding reduction in the UK

In Professional Services reductions in

* The commentary 15 unaudited and forms part of the
Chief Financial Officer s Review on pages 24-37

Australia were largely mitigated by
improvements in the US Excluding

the impact of currency revenue from
continuing operations ncluding joint
ventures and associates increased by 1%

Gain on disposal of iInvestments

The Group continued Its programme

of realising accumulated value n the
Infrastructure Investments partfolio and
generating income by disposing of its
interest in two Consort Healthcare
hospitals, four Transform Schools education
projects and partially disposing of its
interest in two Connect Roads highway
projects resulting in a net underlying gain
of £82m after recycling £21m from
reserves to the income statement

Share of results of Joint ventures

and assoclates

Joint ventures and associates are those
entities over which the Group exercises
Joint control or has significant influence
and whose results are generally
incorporated using the equity method
whereby the Group's share of the post-tax
results of joint ventures and associates 1s
included in the Group’s operating profit

Underlying profit from operations
Underlying profit from continuing
operations decreased by 28% to £203m
from £284m in 2012 Support Services and
Investments delivered excellent operating
results, ncluding the benefit of £82m of
gains from the above disposals However,
overall profits reduced as a result of a
significant drop in mining related capital
expenditure In Australia impacting the
professional services business In addition,
a combination of a difficult external
environment and an internal reorganisation
in our UK construction business caused

a shortfall in expected profits

Non-underlying items

Non-underlying items are items of
financiat performance which the Group
believes should be separately identified on
the face of the income statement to assist
in understanding the underlying financial
performance achieved by the Group

Non-underlying items frem continuing
operations of £155m before tax were
charged to the income statement
These comprised amoritsation of
acquired intangible assets of £30m and
other items of £125m The amortisation
charge declned In the year as some
acquired mtangible assets became

fully amortised

Significant other non-underlying items
included a £62m curtailment charge from
closing the defined benefit section of the
Balfour Beatty pension scheme to future
accrual for the majonty of members and
£52m of restructuring costs Restructuring
costs are mainly due to the planned
restructuring of the UK construction
business where six busingss units were
integrated into three business streams
£14m, and restructuring in Australa as

a result of the severe market downturn
£20m The creation of the professional
services shared service centre mn
Lancaster, Pennsylvania cost £10m

Net finance costs

Net finance costs of £16m increased by
£9m primanly resulting from the US
private placement in March 2013

Taxation

The underlying tax charge for continuing
operations excluding the Group's share of
the results of joint ventures and associates
of £50rm eguates to an effective tax rate
of 43 1% (2012 33 0%]) This ncrease

1s due to the impact of unrelieved losses
and changes In tax legislation

{Loss)/profit from discontinued
operations

{Loss)/profit from discontinued operations
shows the post tax results relating to
certain Mainland European rall businesses
and BBW, which are classified as
discontinued operations

In December we completed the sale of
B8BW for a net cash consideration of
£155m After transaction costs and other
charges the disposal resulted in a non-
underlying gan of £16m BBW contributed
£19m (212 £22m) to underlying profit
from discontinued operations

There was a disappointing performance
in Mainland European rall mamly due to
underperformance in Germany resuliing in
an underlying loss from operations of £26m
{2012 profit of £2m) Non-underlying costs
of £51m included £38m for writtng down
the goodwill In the German rail business
to £nil, a loss on disposal of the Spanish
business of £4m, a loss on disposal of the
Stassfurt Signaling Workshop of £1m,

rall restructuring costs of £6m and a £2m
regulatory fine iIn Germany

Earmngs per share (EPS)

Basic EPS from continuing operations
was 2 5p, down 86% as a result of lower
profits as discussed above Underlying
EPS from continuing operations was

20 0p (2012 31 7p)
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For the year ended 31 December 2013

GROUP STATEMENT OF COMPREHENSIVE INCOME

. 2013 2012%4
Notes £m £m
{Loss}/profit for the year (35) 35

Other comprehensive (expense)/income for the year
ltems which will not subsequently be reclassified to the iIncome statement

Actuanal losses on retirerment benefit habilities 301 (114) {115)
Tax on above 301 17 18
{97) (87)

items which will subsequently be reclassified to the income statement
Currency translation differences 301 (14) (56)
Fair value revaluations — PPP financial asseis 301 {192) 405
- cash flow hedges 301 120 (19)
- avallable-for-sale investments in mutual funds 191/301 7 4
Recycling of revaluation reserves to the iIncome statement on disposal 32 3/324 (21 (48)
Tax on above 301 20 (90)
(80) 196
Total other comprehensive (expense)/income for the year {177) 99

Total comprehensive {expense)/income for the year

301 (212} 134

Attributable to
Equity heolders
Non-controlling interests

(212} 134

Total comprehensive (expense)/income for the year

301 (212) 134

! Restated to reflect the effects of 1AS 19 Employee Benefits (Revised) {Nats 38)
9 Re-presentad to reflect the recyciing of revaluation reserves to the sncome statemant in the statement of comprehensive Income instead of the statement of changes in equity

COMMENTARY ON
GROUP STATEMENT OF
COMPREHENSIVE INCOME

Total comprehensive expense
for 2013 was £212m comprising
a tota! loss after tax including
discontinued operations of
£35m and other comprehensive
expense after tax of £177m

Background

The Statement of Comprehensive Income
{OCl) 1s presented on a total Group basis
combining continung and discontinued
opetrations

OCl s categonsed into items which will
affact the protit and loss of the Group In
subsequent penods when the gain or loss
1s realised and those which will not be
recycled into the iIncome statement

Items which will not subsequently be
reclassified to the Income statement
Actuanal movements on retirement
benefit habilities are increases or
decreases in the present value of the
pension abihity because of

+ differences between the previous
actuarial assumptions and what has
actually occurred

+ changes 1n actuarial assumptions used
to value the obligations

Actuanal losses for the Group including
Jont ventures and associates decreased
from £115m 1n 2012 1o £114m n 2013

Refer to Note 28

Balfour Beatty Annual Report and Accounts 2013

items which will subsequently be
reclassified to the income statement
Currency translation differences

The Group operates n a number of
countries with different local currencies
Currency translation differences arnse
on translation of the balance sheet

and results from the local functional
currency into the Group’s presentational
currency, sterling

Fair value revaluations -

PPP financial assets

Assets constructed by PPP concession
companies are classified principally as
avallable-for-sale financial assets In the
operational phase far value 1s determined
by discounting the future cash flows
allocated to the financial asset using
discount rates based on long-term

gilt rates adjusted for the nisk levels
associated with the assets, with market
related fair value movements recognised
it OCI and other farr value movements
recognised in the income statement
During the year there was an increase In
gilt rates resulting 1n a fair value loss of
£192m being taken through OCI (n 2012
the farr value of the financial assets
included a significant uplift due to the
M?25 reaching construction completion
and beng faw valued for the first time

Fair value revzluations —

cash flow hedges

Cash flow hedges are principally interest
rate swaps, to manage the interest rate
and inflation rate risks in the Group's
Infrastructure Investments' subsidiary,
jomnt venture and associate companies

which are exposed by their long-term
contractual agreements The far value

of dernvatives constantly changes in
response to prevaling market conditions
Buring the year LIBOR increased resulting
In a fair value gain on the interest rate
swaps of £120m being recognised in
OCIin 2013 (2012 £19m loss)

Available-for-sale investments

in mutual funds

The available-for-sale investments in
mutual funds comprise holdings m a
number of funds, based on employees”
investrent elections, in respect of the
deferred compensation obligations

of the Group as disclosed in Note 28

The fair value of the avallable-for-sale
investments 15 £60m determined by
the market price of each fund at the
reporting date

Recycling of revaluation reserves

to the income statement on disposal
Fair value gains and losses relating to
the PPP financial assets and derwatives
recogmised in QCI are transferred to the
income statement upon disposal of the
asset and therefore on disposal of eight
Infrastructure Investments’ concessions,
£21m was recycled to the incoms
statement through OCl and 1s included
In the gain on dispasal There 1s no
associated tax on the amounts recycled
to the income statement

* The commentary)s unaudited gnd forms past of the
Chief Financial Officer s Review on pages 24-27
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For the year ended 31 December 2013
Shara
of joint
ventures
and
Called up Share associates Other Non-
share  premium Spacial reserves reserves  Retaned  controlling
capital  account  reserve (Note 18 517* (Nota301)°  profits’®*  interests Total? ¢
Notes Em £m £m £m £m £m £m fm
At 1 January 20122 344 61 27 144 328 359 4 1,267
Total comprehensive iIncomef{expense} -
for the year* 301 - - - 323 (37) {152} - 134
Ordinary dividends 14 - - - - - (96) (1} {97
Joint ventures’ and
associates’ dvidends 181 - - - (58) - 58 - -
Issue of ordinary shares 291 - 2 - - - - - 2
Movements relating to
share-based payments - - - - (2} 9 - 7
Other reserve transfers relating to joint venture
and associate disposals* 301 - - - (72} - 72 - -
Other transfers - - (2} - - 2 - -
At 31 December 2012 344 63 25 337 289 252 3 1,313
Total comprehensive {expensel/income
for the year 301 - - - {17) 1" {2086) - {212)
Ordinary dividends 14 - - - - - {96) {1) {97)
Joint ventures and
assocuiates’ dividends 181 - - - {47) - a7 - -
Issue of ordinary shares 29, - 1 - - - - - 1
Issue of convertible bonds 29272 - - - - 26 - - 26
Movements relating to
share-based payments - - - - {n 5 - 4
Other reserve transfers relating to jownt venture
and associate disposals 185 - - - 3 - {3) - -
Qther transfers - - - {1) 2 (2) 1 - -
At 31 December 2013 344 64 24 278 323 - 2 1,035

? Rastaled 1o reflect the effects of IAS 19 Employee Benefits (Revised) (Note 38)
* Re prasented to reflect the recycling of revaluation reserves to the mcoma statement in the statement of comprehensive income instead of the statement of changes in equity
5 Re-presentad to amalgamate the equity component of preference shares into other reserves

COMMENTARY ON GROUP
STATEMENT OF CHANGES IN EQUITY"

Total equity holders funds of
£1,035m at 31 December 2013
decreased by 21% pnimanly
due to movements In other
comprehensive income and
the payment cf dividends

Background

The Statement of Changes in Equity
includes the total comprehensive Income
attrnibutable to equity holders of the
Company and non-controlling interests
and also discloses transactions which
have been recognised directly in equity
and not through the income statement

Dividends

The Board has recommended a final
dmvidend of 8 5p in respect of 2013 n

line with the prior year's final dvidend,
resulting in a full-year dividend of 14 1p
{2012 14 1p} The full-year dividend paid
duning 2013 equated to £96m Underlying
dividend cover from continung operations,
taking into account PPP disposal gains,

for 201315 1 4 tmes

* The commentary 1s unaudited and forms part of the
Chusf Financial Officer s Review on pages 24-27

Joint venture’ and associates’ dividends
Dividends of £47m were received In the
year from joint ventures and associates
{JVA) resulting in a transfer of this amount
between JVA reserves and Group
retained profit

Share i1ssues

Durning the year 657,281 ordinary shares
were 1ssued for £1 4m of which £1 1m
was share premium

Special reserve

A speciat reserve of £185m was created
Iin 2004 as a result of cancelling £181Tm
of share premium and cancelling the
f£4m capital redempuon reserve in
Balfour Beatty plc This was approved

by the court and becomes distributable
to the extent of future increases in

share capital and share premium, of
which £1m occurred in 2013 (2012 £2my}

Other reserves

Other reserves compnses the equity
components of the preference shares and
convertble bonds £44m (2012 £17m), the
Group's hedging reserves £{56)m {2012
£{109im}. PPP financial asset revaluation
reserve £56m {2012 £83m), currency
translation reserve £8m {2012 £2im),

merger reserve £249m (2012 £249m),
and other reserves £22m {2012 £18m)

Equity component of convertible bonds
On 3 December the Group 1ssued
convertible bonds for net proceeds

of £246m The convertible bonds are
compound nstruments comprnising both
equity and hability components The fair
value of the liability component was
£220m, esumated using the prevailing
market rate at the date of 1ssue fora
sirmilar non-convertible instrument

The equity component of £26m s the
difference between the net proceeds and
the fair value of the hability component
representing the embedded option to
convert the bonds into the Company's
ordinary shares

Other reserve transfers relating to
joint venture and associate disposals
On disposal of JVAs, retained profits
relating to these businesses are transferred
from the JVA reserves to the Group's
retained profits
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For the year ended 31 December 2013

COMPANY INCOME STATEMENT

2013 2012
Non- Non-
underlymng underlying
Underlying items Underlying itams
Items {Note 10) Total iterns' (Note 10 Total
Notas £m £m £m £m £m £fm
Revenue 4 97 - 97 130 - 130
Net operating expense {19} {3) {22) {24) {2} (26)
Profit/(loss) from operations 78 {3) 75 106 {2} 104
Investrment income 8 5 - 5 6 - 6
Finance costs 9 (42) - {42) (35) — {35)
Profit/(loss) before taxation 41 13) 38 77 (2} 75
Taxation 13 4 {3) 1 8 1 9
Profit/{loss) for the year attributable to equity holders 45 {6) 39 85 () 84

1 Before non underlying items {Notes 2 11 and 10)

For the year ended 31 December 2013

COMPANY STATEMENT OF COMPREHENSIVE INCOME

2013 2012
Notes £m £m
Profit for the year 39 84
Other comprehensive (expense)/income for the year
ltems which will not subsequently be reclassified to the income statement
Actuarnal movements on retirement benefit habiities 1 {3}
Tax on above 273 {1) 1
- {2}
lterns which will subsequently be reclassified to the income statement
Currency translation differences ; {1) -
Tax on share based payments transferred {2) -
Tax on preference shares due to change in rate 273 1 -
(2} -
Total other comprehensive expense for the year {2} {2}
Total comprehensive income for the year attributable to equity holders 302 37 82
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For the year ended 31 December 2013

COMPANY STATEMENT OF CHANGES IN EQUITY

Called-up Share Other
shara premium Special reserves Retained

capital account reserve  (Note 28 2)° profits Total

Notas frm ~ £m £m £m fm £m

At 1 January 2012 344 81 27 340 333 1,105
Total comprehensive income for the year 302 - - - - 82 82
Ordinary dividends 14 - - - - (96) (986)
Issue of ordmnary shares 291 - 2 - - - 2
Movements relating to share-based payments - - - (2) 5 3
Other transfers - - (2) - 2 -
At 31 December 2012 344 63 25 338 326 1,096
Total comprehensive income for the year 302 - - - 1 36 37
Ordinary dividends 14 - - - - (96) {96}
Issue of ordinary shares 291 - 1 - - - 1
Issue of convertible bonds 293 - - - 26 - 26
Movements refating to share-based payments - - - (3) 4 1
Other transfers - - (1) - 1 -
At 31 December 2013 344 64 24 362 271 1,065

5 Re-presented to amalgamate the equity companent of preference shares into other reserves
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At 31 December 2013

BALANCE SHEETS

Group Company
2013 20122 2013 2012
Notes £m £m Em £m

Non-current assets *
intangible assets — goodwill 15 1,048 1,160 - -
- other 16 204 212 - -
Property, plant and equipment 17 208 247 - -
Investments in joint ventures and associates 18 666 726 - -
Investments 19 95 94 1,567 1,937
PPP financial assets 20 455 542 - -
Trade and other receivables 23 113 100 17 23
Deferred tax assets 27 122 116 - -

Derivative financial instruments 39

2,9 3197 1,584 1,960

Current assets

Inventories and non-construction work in progress' 21 135 172 - -
Due from construction contract chents 22 631 634 - -
Trade and other recevables 23 1,190 1,241 1,262 1152
Cash and cash equivalents - PPP subsidiaries 26 65 25 - -
- other 26 539 517 - 43
Current tax assets . 8 4 - -
Denvative financial instruments 39 2 1 4 2
2,570 2,594 1,266 1,197
Assets held for sale 12 231 * - - -
2,801 2,594 1,266 1,187
Total assets 5,712 5,791 2,850 3,157
Current liabilities

Due to construction contract clients 22 {360} (382) - -
Trade and other payables 24 (2.046) (2,214) {1,337) (1,464}
Provisions 25 {100) {116) - -
Borrowings — non-recourse loans 26 {9) {(12) - -
- other 26 {170) (477) {106) {466)
Current tax iabiliues (33) {42) - -
Derivative financial instruments 39 {19) {20) {6} (2)
(2,737)  (3.263) (1,449) (1,932)

Liabilities held for sale 12 (219}

{2,956) {3 283) (1,449) (1,932}

Non-current habilities

Trade and other payables 24 {182) {158} {25} {25)
Provisions 25 (93) 112} () {5)
Borrowings — non-recourse loans 26 {410) {381) - -
— other 26 (435) {5) {212) -
Liability component of preference shares 29 {94) 192) {94} {22}
Retirement benefit liabilities 28 {434) {333} - (8}
Deferred tax liabilities 27 {18) {10} (3} -
Dernwative financial instruments 39 (55} {123) {1) {1}
{1,721} (1,215) {336) (129}
Total liabilities - 4,677) (4,478} {(1,785) {2.061)
Net assets 1,035 1,313 1,065 1,096
Equity*
Called-up share capital 28 344 344 344 344
Share premium account 30 64 63 64 63
Special reserve 30 24 25 24 25
Share of jaint ventures’ and associates’ reserves 30 278 337 - -
Other reserves® 30 323 289 362 338
Retained profits 30 - 252 271 326
Equity attributable to equity holders of the parent 1,033 1,310 1,065 1,096
Non-controlling interests 30 2 3 - -
Total equity 1,035 1,313 1,065 1,086

2 Restated to reflect the effects of IAS 19 Employee Benefits {Revised) (Note 38)
5 Re-presented 1o amalgamate the equity component of preference shares inta other reserves

On behalf of the Board

Steve Marshall Duncan Magrath
Director Director

5 March 2014
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COMMENTARY ON THE GROUP
BALANCE SHEET"

Total assets of £5 7bn were 1%
less than last year Total llabilities
of £4 7bn ncreased by 4%
primarily due to the increase in
the pension deficit during the year

Background

The Group's balance sheet shows the
Group's assets and liabilities as at 31
December 2013 In accordance wath 1AS 1
Presentation of Financial Staternents and
IFRS & Non-current Assets Held for Sale
and Discontinued Operations, the Group
does not re-present the prior year balance
sheet for discontinued operations or
disposals Instead, at December 2013,

all assets and liabilities relating to the
discontinued operations are no longer
consolidated line by line in the Group's
balance sheet but shown within assets
held for sale or habilities held for sale

This should be borne In mind when
making year-on-y&ar comparisons

Goodwill

The goodwill on the Group's balance
sheet at 31 December 2013 decreased to
£1,048m (2012 £1,160m} £64m of this
reduction was due to the disposal of
Balfour Beatty WorkPlace with a further
£38m reduction due to an Impairment in
respect of Rall Germany

Impairment reviews have been carried
out on all goodwill No goodwill, other
than Rall Germany menticned above,
was impaired

Investments in joint ventures and
associates

Investments 1n jont ventures and
assoclates decreased during the year
primarily due to the disposal of
Infrastructure Investments joint ventures

PPP financial assets

The £87m decrease in the PPP financial
assets 1s principally driven by the part
disposal of Connect CNDR Holdings Ltd
and the reduction in the farr value of the
remaining financial assets due to a rise
in discount rates resulting from a rise

in gilt rates

* Tha commentary 1s unaudited and forms part of the
Chief Financial Officer s Review on pages 24-27

Working capital

Net movements in working capital are
discussed in the statement of cash flows
commentary an page 97

Provisions are discussed n the warking
capital commentary and in detail In
Note 25

Borrowings

Borrowings excluding non-recourse
loans

The Group's principal committed facilities
total £950m and extend through to 2016
The purpose of these faciities, and some
other smaller facilities, 1s to provide
hgudity frem a group of core relationship
banks to support Balfour Beatty in its
actvities However, as the Group's
business has evolved over time, Balfour
Beatty has diversified its sources of
funds away from the bank market

As part of that process, in March 2013 the
Company 1ssued notes ina USE350m US
private placement with an average coupon
of 4 94% per annum and an average
maturity of @ 3 years The incremental
annual cost of this funding 15
approximately £9m

In December the Group 1ssued £253m of
unsecured convertible bonds due 2018 at
a coupon of 1 875% per annum The
increrental annual cost in the Income
statement of this funding 1s approximately
£8m The proceeds from these new funds
were used in the first instance to repay
borrowings under the commutted facilities

Non-recourse loans

In addhition, the Group has non-recourse
facilives in companies engaged in PPP

projectis and infrastructure investments

At 31 December 2013, the Group's share
of non-recourse net borrowings amounted
to £1,953m {2012 £2,122m), comprising
£1,599m (2012 £1,754m) in relation to
joint ventures and associates as disclosed
n Note 18 2 and £354m {2012 £368m)
on the Group balance sheet in relation

to subsidiaries as disclosed in Note 26

Retirement benefit habilities

The Group's balance sheet ncludes
aggregate habilities e deficits of £434m
{2012 £333m restated for lAS 19
Revised} in the Group's pension schemes
The retirement liabilities increased
primarily due to an increase in the inflation
assumptions and a £52m curtalliment
charge resulting from the majority of the
Balfour Beatty Penston Fund's (EBPF}

members ceasing to accrue future defined
benefits and becoming deferred members
Refer to Note 28 for further details

Any surplus of deficit contributions would
be recoverable by way of a reduction In
future contrnibutions as the Group has the
ability to use surplus funds in the defined
benefit section of the BBPF o pay its
contributions due under the defined
benefit and defined contribution sections
of the BBPF

Assets and liabilities held for sale
Refer to Note 12 for an analysis of assets
and labilities relating to the discontinued
operations at the year end The Group 1s
continuing negetiations with interested
parties and does not consider the value
of the remaining Maniand European rail
businesses to be mpaired at the year end

Other

In addition to the labilities on the
balance sheet, in the normal course of
its business, the Group arranges for
financial mstitutions to provide clients
with guarantees in connection with its
contracting actvities, commonly referred
10 as bonds These bonds provide a client
with a level of financial protection in the
event that a contractor fails to meet its
commitments under the terms of a
contract They are customary or
mandatory n many of the markets in
which the Group operates In return for
issuing the bonds, the financial nstitutions
receive a fee and a counter indemnity
from the Company As at 31 December
2013, contract bonds In 1ssue by financial
institutions under uncommutted facilities
covered £2 8bn (2012 £3 3bn} of the
contract commitments of the Group

Equity commitments

During 2013 the Group invested £48m
{2012 £55m) In a cominnation of equity
and shareholder loans to Infrastructure
Investments' project companies and at
the end of the year had committed to
provide a further £137m from 2014
onwards, inclusive of £50m expected for
two projects at preferred bidder stage
£73m of this 1s expecied to be invested
in 2014
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For the year ended 31 December 2013

STATEMENTS OF CASH FLOWS

Group Company
2013 20128 2013 2012°
Notes £m £m £m £m
Cash flows from operating activities
Cash (used in}/generated from
- continuing operations — underlying'® 311 {83) {175) 208 {76)
— non-underlying® 311 {(75) {44) {3) {3)
— discontinued operations® 311 {4) - - -
Income taxes pad {13) (19} - -
Net cash (used in)/from operating activities {175) (238} 205 {79)
Cash flows from investing activities
Dwidends recesved from
- joint ventures and assoclates 184 47 58 6 3
- discontinued operations 1 - - -
- subsidiaries - - - 4
Interest receved 28 33 3 3
Acquisition of businesses, net of cash and cash eguivalents acqurred 321 14) 4 - -
Purchases of
- intangible assets — other i6 {38) (25) - -
— property, plant and equipment 17 {82) (49} - -
- other investments 19 12) (5) - -
Investments 1in and loans to joint ventures and associates 184 {51) (39) - -
Loans repaid to jomnt ventures and associates 184 2 12 - -
PPP financial assets cash expenditure’ 20 {62) 67) - -
PPP financial assets cash receipts’ 20 59 45 - -
Disposals of
—investments In joint ventures 184 103 81 - -
- subsidianes net of cash disposed and transaction costs 3231 152 - - -
- property, plant and equipment — underlying’ 1" 21 - -
- property, plant and equipment — non-underlying 8 - - -
- other investments 19 20 9 - -
Net cash from investing activities 172 70 9 10
Cash flows from financing activities
Purchase of ordinary shares 303 {2) (3) - -
Proceeds from
- 1ssue of ordinary shares 291 1 2 1 2
- convaruble bonds 293 246 - -
— US private placement 314 231 - 231 -
— other new loans 313 10 350 - 230
—finance leases 313 1 - - -
Repayment of
—loans 313 (408) {53) (410} (32)
- finance leases 313 (2) {4 - -
Ordinary dividends pad 14 (986) (96) {96} (96)
Other dividends paid — non-centrolling interest 14 N (1) - -
Interest paid (56) (47} (22) (13)
Preference dividends paid {11) (11 {11} (11)
Net cash from financing activities 13 137 {307) 80
Net increase/{decrease) in cash and cash equivalents 313 10 31 {93) 1"
Effects of exchange rate changes 3 {17} - -
Cash and cash equivalents at beginning of year 532 580 {13) {24)
Reclassified to assets held for sale 12 {19) - - -
Cash and cash equivalents at end of year 312 526 532 {106) (13}

' Before non-underlying iters {Notes 2 11 and 10)
® Re-presented to saparatsly idenufy cashilows from underlying and non underlying continuing operations and disconunued operations
7 Re-presented ta separately identify PPP financial assets cash inflows and outflows which were previcusly disclosed in Note 20
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COMMENTARY ON THE GROUP
STATEMENT OF CASH FLOWS"

Cash and cash equivalents
decreased by 1% during the
year to £526m Cash used in
operating activities decreased
by 26% to £175m

Background

The statement of cash flows shows the
cash flows from operating, investing and
financing activities during the year

Working capital

Working capital includes inventories and
non-construction work in progress,
amounts due to and from construction
contract clients, operating trade and other
receivables, aperating trade and other
payables, and operating provisions
Where the net working capital balance 1s
In an asset position, 18 the inveniory and
recevables balances are greater than the
payables and provisions, this 1s refesred
to as “positive working capital” Where
this 15 not the case this is referred to

as "negative working capital”

Working capital movements

The movement of the individual

working capital balances on the balance
sheet will not be reflective of the actual
movement of waorking capital in the year
because the December 2013 balances
exclude amounts relating to discontinued
operations and disposals whereas the
pricr year balances include these balances

Working capiial movements are disclosed
In Note 311

Inventories and non-construction work
in progress

During 2013 movement on inventories and
non-construction work in progress was
broadly flat with a £5m decrease for
continuing operations

Amounts due from construction
contract chients

During 2013 there was a £93m increase
in amounts due for construction contract
clients from continuing operations
primarily due to a large contract in
Support Services on which work 1s being
performed but payment 1s not made

until completion of certain milestones

in the project

* The commentary 1$ unagudited and forms part of the
Chief Financial Officer s Review on pages 24-27

Operating trade and other receivables
During 2013 there was a £166m increase
In operating trade and other recevables
for continuing operations pnmarily due

to new contract wins In Construction
Services US which 15 1n ine with its
ingreased revenue n the second half

of 2013

Amounts due to construction
contract clients

BPuring 2013 there was a £33m Increase
In amounts due to construction contract
clients for continuing operations due

to the hfecycle of some projects In
Professional Services and Construction
Services US

Operating trade and other payables
During 2013 there was a £106m increase
in operating trade and other payables for
comtinuing cperations primarily due tg new
contract wins In the second half of the
year for Construction Services US in line
with increased cost of sales

Qperating provisions

During 2013 there was a £14m decrease
In operating provisions for continuing
operations primarily due to utilising
restructuring provisions during the year
Refer to Note 25

Cash used in operations

Underlying cash used in continuing
operations of £83m (2012 £175m) was
impacted by a working capita! outflow
of £129m (2012 £339m) and pension
deficit payments of £67m {2012 £61m)

Non-underlying cash used in continuing
operations was £75m (2012 £44m) after
adjusting for the following non-cash items
a £51m (2012 £44m) pension curtaiment
charge resulting from ceasing to accrue
future defined benefits for the majority

of the Balfour Beatty Pension Fund's
members and amortisation of acquired
intangible assets £30m (2012 £39m)

Cash used in discontinued operations was
£4m (2012 £nil) after adjusting for a
non-cash movement relating to goodwill
imparrment of £38m {2012 £95m)

Cash flows from investing activities
The Group received dividends of £47m
{212 £58m) from joint ventures and
associates during the year

During the year the Group purchased
intangible assets of £38m (2012 £25m)
of which £21m (2012 £nd) related to
Edinburgh student accommaodation Of
the £82m property, plant and equipment

purchased during the year, £71m relates
to continuing operations and relates to

the purchase of plant and equipment
£39m, capitalisation of leasehold
improvements £20m mainly relating to the
new professional services shared servige
centre, and the refit of our New York
headquarters, and assets in course of
construction £12m, the majonity of which
relates to mvestment projects in the US

The Group disposed of interests in seven
PPP joint ventures and one infrastructure
Jjoint venture during the year for £102m

In addition the Group partially disposed
of one PPP subsidiary for £26m, retaining
an interest in the entity as a joint venture
The Group also disposed of Balfour Beatty
WorkPlace, the UK facilities management
business {BBW), Rall Spain and

Stassfurt Signalling Workshop for a net
consideration of £152m, of which £146m
relates to the disposal of BBW being
consideration of £155m less transaction
costs and cash disposed of £9m

Cash flows from financing activities
The Group dwersified its borrowings

in the year by entering into a US private
placement in March 2013 for US$350m,
(£231m} and In December 2013, the
Group I1ssued convertible bonds for net
proceeds of £246m These funds were
used in the first instance 1o repay
borrowings under committed facilites

Ordinary dvidends of £96m were
declared and paid during the year and
preference dividends of £19m were paid

Cash and cash equivalents

Cash and cash equivalents decreased
from £532m to £526m excluding the
project cash held in a jointly controlled
operation which 1s classtfied within assets
held for sale
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NOTES TO THE

FINANCIAL STATEMENTS

1 BASIS OF ACCOUNTING

The annual financial statements have
been prepared on a gaing concern

basis as discussed on page 27 and In
accordance with International Financial
Reporting Standards {({FRS) as adopted by
the European Union and therefore comply
with Article 4 of the EU |AS Regulation
and with those parts of the Companies
Act 2006 that are applicable to companies
reporting under IFRS The Group has
applied all accounting standards and
interpretations 1ssued by the International
Accounting Standards Board (|ASB}

and International Financial Reporting
Interpretations Commuttee as adepted

by the European Union and effective

for accounting penods beginning on

1 January 2013 The Group early

adopted amendments to IAS 36
Recoverable Amount Disclosures

for Non-financial Assets

The finangal statements have been
prepared under the historical cost
convention, except as descnbed

under Note 2 26 The functional and
presentational currency of the Company
and the presentational currency of the
Group s sterlng

2 PRINCIPAL ACCOUNTING POLICIES

2 1 Accounting standards
Adoption of new and revised
standards

The following accounting standards,
interpretations and amendments have
been adopted by the Group in the
current penod

« |FRS 13 Far Value Measurement

+« Amendments to the following

standards

— IFRS 1 Government Loans

— IFRS 7 Financial Instruments
Disclosures — Offsetting Financial
Assets and Financia! Liabilities

— 1AS 19 Employee Benefits (Revised)

— IAS 32 Financial Instruments
Disclosures - Offsetting Financial
Assets and Financial Liabilities

~ 1AS 36 Imparment of Assets
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- IAS 36 Recoverable Amount
Disclosures for Non-financial Assets
- Improvements to IFRSs {2009-2011)

Other than |AS 19 Employee Benefits
{Revised) (IAS 19 Revised), the above
new and amended standards do not have
a material effect on the Group The effect
on the financial statements of adopting
IAS 19 Revised 1s disclosed in Note 38

Accounting standards not yet adopted
by the Group

The following accounting standards,
interpretations and amendments have
been issued by the IASB but had either
not been adopted by the European Union
or were not yet effective in the European
Union at 31 December 2013

+ |FRS 9 Financial Instruments

* |FRS 10 Consohdated Financial
Statements

* |FRS 11 Joint Arrangements

* [FRS 12 Disclosure of Interests In
Other Entities

s |IFRIC 21 Levies

* Amendments te the following

standards

— IFRS 10, \FRS 11 and IFRS 12
Investment Entities

- IFRS 10, IFRS 11 and IFRS 12
Transttion Guidance

— |AS 19 Employee Benefits Defined
Benefit Plans Employee
Contributions

— |AS 27 Separate Financial Statements

~ |AS 28 Investments in Associates
and Joint Ventures

- |AS 39 Novation of Denwvatives and
Continuation of Hedge Accounting

- Improvemenits to IFRSs {2010-2012}

- Improvements to IFRSs (2011-2013)

Of these, IFRS 915 expected to have the
most significant effect

IFRS 9 will replace 1AS 39 Financial
Instruments Recognition and
Measurement IFRS 9 n 1ssue as at
31 December 2013 concerns the
classification and measurement of

financial assets and financial habilities,
the de-recognition of financial nstruments
and hedge accounting

The requirernants of IFRS 9in 1ssue as

at 31 December 2013 would result in

the Group's PPP financial assets being
reclassified from "avallable-for-sale”,
which 1s a category that would no longer
exist under the current new standard,

to a debt instrument measured either at
amortised cost or at far value through
profit or loss Assuming the Group adopts
the fair value through profit or loss option,
movements In the fair value of PPP
financial assets will no longer be
recognised in other comprehensive
ncome Retrospective apphcation of this
requirement would result in the closing
balance of far value movements
recegnised in PPP financial asset reserves
being transferred to retained earnings The
effect within the Group's reserves would
be a transfer of £57m from PPP financial
asset reserves to retained earnings The
effect within the share of joint ventures
and assoclates’ reserves would be a
transter of £251m from PPP financial
asset reserves to retained earnings

On 28 November 2012 the IASB issued
an Exposure Draft, Classification and
Measurement Limited Amendments to
IFRS 9 which proposes a new category
for tha classification of financial assets
and labilities, “Fair value through other
camprehensive income” Should these
proposals be adopted the Group’s PPP
financial assets will be classified as

* Fawr value through other comprehensive
income” which would not result in a
matenal change ¢ the current accounting
for the Group's PPP financial assets

2 2 Re-presentation of comparative
information

IAS 19 Revised

All primary statements have been restated
to reflect the effects of adopting 1AS 19
Revised atfecting net finance costs,
taxation, actuarial moverments, retirement
benefit hahilihies, deferred tax assets and
opening retained profits Refer to Note 38

Discontinued operations

The Income Statement has been re-
presented to classify certain Mainland
European raill businesses and the UK
facilities management bustness as
discontinued operations Refer to Notes
12 and 38

Recycling of revaluation reserves

The Statement of Comprehensive Income
and the Staterment of Changes m Equity
have been re-presented to reflect the
disclosure of recycling of the revaluaton
reserves to the Income Statement
through other comprehensive ncome
This was previously shown within the
Statement of Changes in Equity
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2 PRINCIPAL ACCOUNTING POLICIES
CONTINUED

2 3 Basis of consolidation

The Group financial statements include
the resuits of the Company and its
subsidiaries, together with the Group's
share of the results of joint ventures and
assocciates, drawn up to 31 December
each year

a) Subsidiaries

Subsidiaries are entities over which the
Group has control, being the power to
govern the financial and operating policies
of the nvestee entity so as to obtam
benefits from its activities The results

of subsidizries acquired or sold in the
year are consolidated from the effective
date of acquisition to the effective date

of disposal

The acquisttion method of accounting

1s used to account for the acquisition of
subsidianies by the Group On acquisition,
the assets liabiities and contingent
lhabibties of a subsidiary are measured at
their far values at the date of acquisition
Any excess of the fair value of the cost
of acquisition over the farr values of

the identifiable net assets acguired 1s
recognised as goodwill Any deficiency
of the cost of acquisition below the farr
values of the identifiable net assets
acquired {discount on acquisiticn) 1S
credited to the income statement in the
period of acquisition The interest of
non-controling equity holders 1s stated
at the non-controlling equity holders'
proportion of the fair value of the assets
and liabiities recognised

When the Group loses control of a
subsidiary, the profit or loss on disposal
1s calculated as the difference between
(I} the aggregate of the farr value of the
consideration received and the farr value
of any retained interest less direct costs
of the transaction and (n) the previous
carrying amount of the assets (including
goodwill), less liabilities of the subsidiary
The fair value of any investment retained
in the former subsidiary at the date when
control 1s lost i1s regarded as the fair value
on initial recognit:on for subsequent
accounting under 1AS 33 Financial
Instruments Recognition and
Measurement or, when applicable, the
cost on Inial recognition of an iInvestment
In an assoctate or jointly controlled entity
Amounts previgusly reccgnised in other
comprehensive ncome in relation to the
subsidiary are accounted for in the same
manner as would be required if the
relevant assets or habilities were disposed
of (| e reclassified to profit or loss ar
transferred directly to retamed earnings)

Any acquisition or disposal which does not
result in a change i control 1s accounted
for as a transaction between equity
holders The carrying amounts of the
controling and non-controlhing interests

are adjusted 1o reflect the changes in therr
relative interests in the subsidiary Any
difference hetween the far value of the
consideration pawd or received and the
amount by which the non-controlling
Interests are adjusted 1s recaognised
directly in eguity and attnibuted to the
owners of the parent

Accounting policies of subsidianes are
adjusted where necessary to ensure
consistency with those used by the
Group Al intra-Group transactions,
balances, iIncome and expenses are
eliminated on consolidation

bl Joint ventures and associatas

Joint ventures are those entities over
which the Group exercises joint cantrol
through a contractual arrangement
Assocrates are entities over which

the Group 1s In a position to exercise
significant influence, but does not
control or exercise joint control, through
participation in the financial and
operating policy decisions of the investee

The results, assets and Labilities of joint
ventures and associates are generally
incorporated in the financial statements
using the equity method of accounting
except when classified as held for sale
The Group may elect to measure some
of its investments in associates at far
value through profit or loss in accordance
with |AS 38 where the investment 1s
held by a Group entity which meets

the classificaticn of a venture capital
organisation, in which case the
investment will be marked to market
with movements being recognised in
the income statement The equity return
from the military housing joint ventures
of Balfour Beatty Investments US 15
contractually Iimited to a maximum level
of return, beyond which Balfour Beatty
Investments US does not share in any
further return

Any excess of the fair value of the cost of
acquisition over the Group's share of the
fair values of the identifiable net assets
of the joint venture or associate entily at
the date of acquisition is recognised as
goodwill Any deficiency of the farr value
of the cost of acquisition below the
Group’s share of the fair values of the
identifiable net assets of the joint
venture or associate at the date of
acquisition {discount on acquisition)

1s credited to the iIncome statement

in the period of acquisition

Investments in joint ventures and
associates are intially carned in the
batance sheet at cost (including goodwill
ansing on acquisition) and adjusted by
post-acquisition changes in the Group's
share of net assets of the joint venture

or assoclate, less any impairment in the
value of individual investments Losses of
Jont ventures and associates In excess of
the Group’s interest in those joint ventures

and associates are oy recagnised to the
extent that the Group 1s contractually
liable for, or has a constructive obligation
to meet, the obligations of the joint
veniures and associates

Unrealised gains and losses on
transactions with joint ventures and
associates are eliminated to the extent
of the Group's interest in the relevant
joint venture or associate

c} Jointly controlled operations

The Group's share of the results,

assets and liabilities of contracts carried
out In conjunction with another party
are included under each relevant
headtng in the iIncome statement

and balance sheet

2 4 Foreign currencies

Transactions in foreign currencies are
recorded at the rate of exchange at the
date of the transaction Monetary assets
and liabitities denominated in foreign
currencies are translated at the rates

of exchange at the reporting date
Significant exchange rates used :n the
preparation of these financial statements
are shown in Note 3

For the purpose of presenting
consolidated financial statements, the
results of foreign subsidiaries, associates
and joint venture entities are translated at
average rates of exchange for the year,
unless the exchange rates fluctuate
significantly durning that penod, in which
case the exchange rates at the date

of transactions are used Assets and
habilities are translated at the rates of
exchange prevalling at the reporting date
Goodwill and farr value adjustments
ansing on the acquisition of a foreign
entity are treated as assets and liabilities
of the foreign entity and translated at the
rates of exchange at the reporting date
Currency translation differences arising
are transferred to the Group's foreign
currency translaton reserve and are
recognised in the ncome statement

on disposal of the underlying investment

In order to hedge its exposure to certain
foreign exchange risks, the Group may
enter into forward foreign exchange
contracts Refer to Note 2 26(c) for
detalls of the Group's accounting
policies In respect of such dernvative
financial Instruments -

2 5 Revenue recognition

Revenue I1s measured at the fair value of
the consideration received or receivable
for goods and services provided, net of
trade discounts, value added and similar
sales based taxes, after eliminating
revenue within the Group
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2 PRINCIPAL ACCOUNTING POLICIES
CONTINUED

2 S Revenue recognition continued
Revenue 1s recognised as follows

s revenue from construction and service
activities represents the value of work
carried out during the year, including
amounts not mvoiced

revenue from manufactuning activities
15 recognised when title has passed

Interest Income 15 acerued on a vme
basis using the effective interest
method by reference to the principal
outstanding and the effective nterest
rate, which 1s the rate that exactly
discounts estimated future cash
receipts through the expected life

of the financial asset to that asset's
net carrying amount

dwvidend income 1S recognised when
the equity holder's right to receive
payment IS established

2 6 Construction and service contracts
When the outcome of indwvidual contracts
can be estunated relably, contract
revenue and contract costs are recognised
as revenue and expenses respactively

by reference to the stage of completion

at the reporting date

Costs are recognised as incurred and
revenue 15 recognised on the basis of the
proportion of total costs at the reporting
date to the estimated total costs of

the contract

No margin 1s recognised until the outcome
of the contract can be estimated with
reasenable certainty -

Provision 1s made for all known or
expected losses on individual contracts
once such losses are foreseen

Revenue In respect of vanations to
contracts and incentive payments I1s
recognised when it 1s probable it will be
agreed by the client Revenue in respect
of claims is recagnised when negotiations
have reached an advanced stage such
that 1t 1s probable that the client will
accept the clam and the probable
amount can be measured relably

Profit for the year includes the benefit
of claims settled in the year on contracts
completed in previous years

2 7 Segmental reporting

The Group considers its Board of Directors
to be the chief operating decision maker
and therefore the segmental disclosures
provided in Note 5 are aligned with the
monthly reports provided to the Board of
Directors The Group s reporting segments
are based on the types of services
provided Operating segments with similar
ecanamic characteristics have been
aggregated into four reportable segments
A description of each reportable segment s
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provided in Note 5 Further snformation on
the business activities of each reportable
segment is set out on pages 28 to 35

Working capital 1s the balance sheet
measure reported to the chief operating
dacision maker The profitability measure
used to assess the performance of the
Group 1s underlying profit from operations

Segment results represent the contribution
of the different segments after the
allocation of attributable corporate
overheads Transactions between
segments are conducted at arm’s length
market prices Segment assets and
liabiities comprise those assets and
habilities directly attributable to the
segments Corporate assets and labtities
include cash balances, bank borrowings,
tax balances and dividends payable

Major clients are defined as clients
contributing more than 10% of the
Group's external revenue

2 8 Pre-contract bid costs and
recoveries

Pre-contract costs are expensed as
incurred until it 1s virtually certain that a
contract will be awarded, from which 1ime
further pre-contract costs are recognised
as an asset and charged as an expense
over the penod of the contract Amounts
recovered in respect of pre-contract costs
that have been written off are deferred
and amortised over the life of the contract

For construction and services projects,
the relevant contract 1s the construction
or services tontract respectively With
respect to PPP projects there are
potentially three contracts over which
the recovered costs could be amortised,
the concession contract itself,

the construction contract or the services
contract An assessment 1S made as 10
which contractual element the pre-
contract costs relate to, in order to
determine which 15 the relevant perod
for amortisation The relevant contract

15 either the construction contract that
ultmately gives rise to a financial or
intangible asset, or the services contract
where there 1s no initial construction

2 9 Profit from operations

Profit from operations is stated after the
Group's share of the post-tax results of
equity accounted joint venture entities and
assoclates, but before iInvestment income
and finance costs

2 10 Finance costs

Finance costs of debs, including premiums
payable an settlement and direct issue
costs, are charged to the income
statermeni on an accruals basis over the
term of the instrument, using the effective
Interest method

2 11 Non-underlying items
Non-underlying stems are items of
financial performance which the Group

believes should be separately identified on
the face of the iIncome statement to assist
m understanding the underlying financial
performance achieved by the Group Such
items will not affect the absolute amount
of the resutis for the perniod and the trend
of results Undertying items are items
before non-underlying tems

Neon-underlying items include

* gains and losses on the disposal of
businesses and Investments, unless
this 1s part of a programme of releasing
value from the disposal of simifar
businesses or invesiments such
as PPP concessions

costs of restructuring and rearganisation
of existing businesses

costs of integrating newly acquired
businesses N

* acquisition and similar costs related
to business combinations such as
transaction costs

* |mparment and amortisation charges
on intangible assets ansing on business
combinations {amortisation of acquired
ntangible assets)

* mparrment of goodwill

These are exarmnples, however, from time
to time 1t may be appropriate to disclose
further items as non-underlying items

in order to highlight the underlying
performance of the Group Amartisation
charges n respect of software are
included in underlying items

212 Taxation

The tax charge comprises current tax and
deferred tax, calculated using tax rates
that have been enacted or substantively
enacted by the reporting date Current tax
and deferred tax are charged or credited to
the Income staterment, except when they
relate to items charged or credited directly
to equity, in which case the relevant tax I1s
also accounted for within equity Current
tax 15 based on the profit for the year

Deferred tax 1s provided in full, using

the hability method, on temporary
differences ansing between the tax bases
of assets and habilities and their carrying
amounts in the financial statements
Deferred tax on such assets and habilities
1s not recognised if the temporary
difference arises from the inial
recognition of goodwill or from the initial
recognition (other than in a business
combination} of other assets and liabihities
In a transaction that affects neither the
taxable profit nor the accounting profit

Deferred tax assets are recognised 1o the
extent that it I1s probable that future taxable
profit will be avalable against which the
temporary differences can be utiised The
carrying amount of deferred tax assets Is
reviewed at each reporting date
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2 12 Taxation continued

Deferred tax 1s provided on temporary
differences arising on investments in
subsidiaries, joint ventures and associates,
except where the timing of the reversal

of the temporary difference can be
controlled by the Group and it 1s probable
that the temporary difference will not
reverse In the foreseeable future

Deferred tax assets and lrabilities are
offset when they relate to income taxes
levied by the same taxation authority and
the Group Intends to settle its current tax
assets and liabilities on a net basis

2 13 Intangible assets

a) Goodwill

Goedwill anises on the acquisition of
subsidianes and other businesses, joint
ventures and associates and represents
the excess of the farr value of
consideration over the fair value of the
identifiable assets and habiities acquired
Goodwill on acquisitions of subsidiaries
and cther businesses 1s included in
non-current assets Goodwill on
acquisitions of joint ventures and
associates 1s Included in nmvestments

In joint ventures and associates

Goodwill 1s reviewed annually for
impairment and s carried at cost less
accumulated impairment losses Goodwill
15 included when determining the profit
or loss on subsequent disposal of the
business to which 1t relates

Goedwill anising en acquisttions before the
date of transition to IFAS (1 January 2004)
has been retained at the previous UK
GAAP amounts subject to being tested
for imparrment Goodwill written off or
discount arising on acquisition credited

to reserves under UK GAAP prior to

1998 has not been reinstated and 18 not
included in determining any subsequent
profit or loss on disposal

b} Other intangible assets

Other intangible assets are stated at
cost less accumulated amortisation
and impairment losses

¢) Research and development
Internally generated intangible assets
developed by the Group are recognised
only if all the following conditions are met

* an asset 1s created that can be identified

* 1115 probable that the asset created will
generate future economic benefits

» the development cost of the asset can
be measured reliably

Cther research expenditure is wntten off
In the peried in which 1t 1s Incurred

214 Property, plant and equipment
Property, plant and equipment 1s stated
at cost less accumulated depreciation
and impairment losses Costincludes
expenditure associaied with bringing the
asset to its operating location and condrtion

215 Leasing

Leases which transfer substantially all
of the risks and rewards of ownership
to the lessee are classified as finance
leases All other leases are classified
as operating leases

Assets held under finance leases are
recognised as assets of the Group at therr
fair value or, if lower, at the present value
of the mimmum lease payments
determined at the inception of the lease,
and depreciation 1s provided accordingly
The habihity to the lessor 1s included in the
balance sheet as a finance lease obligation
Lease payments are apportioned between
finance charges and reduction of the lease
ohligation so as to achieve a constant
effective rate of interest on the remaming
balance of the hability

Rentals payable under operating leases
are charged t0 income an a straight-ine
basis over the term of the relevant lease
Benefits received and receivable as an
Incentive 10 enter INte an operating iease
are also spread on a straight-line basis
over the lease term

2 16 Impairment of assets

Goodwill ansing on acquisitions and other
assets that have an indefinite useful ife
and are not subject to amortisation are
reviewed at least annually for impairment
GCther intangible assets and property,
plant and equipment are reviewed for
Impairment whenever there 1s any
indication that the carrying amount

of the asset may not be recoverable

If the recoverable amount of an asset
1s less than its carrying amount, an
impairment loss 1s recognised

Recoverable amount i1s the higher of farr
value less costs to sell and value In use
Value in use 1s assessed by discounting
the estimated fuiure cash flows that the
asset 1s expected to generate For this
purpose assets, including gocdwill, are
grouped inte cash-generating units
representing the level at which they are
monitored by the Board of Directors for
internal management purposes Goodwill
impairment losses are not reversed in
subsequent periods Reversals of other
Impairment losses are recognised in
income when they arnse

217 Investments

Investments are recognised‘and
derecognised on the trade date where a
purchase or sale ¢f an investment 1s under
a contract whose terms require delivery
of the investment within the tmetrame
established by the market concerned, and

are imitially measured at cost, including
transaction costs

Avallable-for-sale investments are
measured at farr value Gains and losses
ansing from changes i the farr value

of avallable-for-sale investments are
recegnised in egquity, untl the investiment 1s
disposed or 1s determined to be impaired,
at which time the cumulative gain or loss
1s included in the net profit or loss for the
period Held to matunty investments are
measured at amortised cost

218 Assets held for sale

Non-current assets and groups of assets
to be disposed of are classified as held
for sale if their carrying amounts will

be recovered through a sale transaction
rather than through continuing use

Held for sale assets are measured at

the lower of therr carrying amaunt or

fair value less costs to sell

2 19 Inventories
Inventories are valued at the lower
of cost and net realisable value

Cost includes an appropriate proportion
of manufacturing overheads incurred

in bringing nventories to their present
location and condition and 1s determined
using the first-in first-out method Net
realisable value represents the estimated
sefling price less all estimated costs of
completion and costs to be incurred in
marketing, selling and distribution

2 20 Trade receivables

Trade recewvables are initially recorded at

fair vaiue and subsequently measured at

amortised cost as reduced by allowances
for estimated irrecoverable amounts

2 21 Trade payables
Trade payables are not interest bearing
and are stated at cost

2 22 Provisions

Provisions for insurance habiities
retained in the Group’s captive msurance
companies, legal clams, defects and
warranties, environmental restoration,
onerous leases, and other onerous
commitments are recognised at the best
estimate of the expenditure required to
settle the Group's lability Provisions are
recegnised when the Group has a present
legal or constructive obligation as aresult
of 2 past event, 1t 1s probable that an
outflow of resources will be required to
settle the obligation, and the amount of
the obligation can be estimated reliably

2 23 Borrowings

Interest-bearning bank loans and overdrafts
are recorded at the proceeds received,

net of direct 1ssue costs Finance charges,
ncluding premiums payable on settlement
or redermption and direct 1ssue costs, are
charged to income on an accruals basis
using the effective interest method and
are added to the carrying amount of

the instrument
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2 24 Retirement benefit costs

The Group, through trustees, operates

a number of defined benefit and defined
contribution retirement and other long
term employee benefit schemes,

the majority of which are of the defined
benefit type and are funded Defined
benefit contributions are determined

In consultation with the trustees,

after taking actuarial advice

For defined benefit retirement benefit
schemes, the cost of providing benefits
recognised in the Income statement

and the defined benefit obhgations

are determined at the reporting date

by independent actuaries, using the
projected unit credit method The habulity
recogrnised in the batance sheet
comprises the present value of the
defined benefit pension obligaton,
determined by discountng the estimated
future cash flows using the market yield
oh a high quality corporate hond less the
fair value of the scheme assets Actuanal
gains and losses are recognised In the
pernod in which they occur in the
statement of comprehensive incomea

Contributions to defined contnibution
pension schemes are charged to the
income statement as they fall due

2 25 Share-based payments

Employee services receved in

exchange for the grant of share options,
performance share plan awards and
deferred bonus plan awards are charged
in the iIncome statement on a straight-ine
basis over the vesting period, based on
the far values of the options or awards

at the date of grant and the numbers
expected to become exercisable The
crediis in respect of the amounts charged
are included within separate reserves in
equity until such tme as the options or
awards are exercised, when the proceeds
received in respect of share options are
credited to share capital and share
premium or the shares held by the
employee trust are transferred to
employees in respact of performance
share plan awards and deferred bonus
plan awards

2 26 Financial instruments
Financial assets and financial habilities
are recognised in the Group’s balance
sheet when the Group becormes a
party to the contractual provisions

of the instrument

a) Classification of financizl habilities
and equity instruments

Financial labilities and equity instruments
are classified according to the substance
of the contractual arrangements An
equity Instrument 1s any contract that
evidences a residual interest in the assets
of the Group after deducting all of 1ts
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lrabiities Equity instruments 1ssued by
the Company are recorded at the proceeds
received, net of direct 1ssue costs

b) Cumulative convertible redeemable
preference shares and convertible
bonds

The Company's cumulative convertible
redeemable preference shares and the
Group’s converiible bonds are compound
instruments, comprising a lability
component and an equity component
The farr value of the liability components
were estimated using the prevailing
market interest rates at the dates of 1ssue
for similar non-convertible instruments
The difference between the proceeds

of 1ssue of the preference shares and
convertible bonds and the fair value
assigned to the respective liability
components, representing the embedded
option to convert the liability components
into the Company's ordinary shares, 15
included in equity The interest expense
on the liability components Is calculated
by applying applicable market interest
rates for similar non-convertible debt
prevailing at the dates of 1ssue to the
liability components of the instruments
The difference between this amount and
the dividend/interest paid 1s added to the
carrying amount of the hability component
and 15 included in finance charges, together
with the dividend/interest payable

¢} Derivative financial instruments
and hedge accounting

The Group uses derivative financial
instruments to manage interest rate risk
and to hedge exposures to fluctuations in
foreign currencies and commodity prices
In accordance with its risk management
policy The Group does not use derivative
financial instruments for speculative
purposes A description of the Group's
objectives, policies and strategies with
regard to derivatives and other financial
Instruments 1s set out m Note 39

Derivatives are initially recognised in the
balance sheet at fair value on the date the
derivative transachon 1s entered into and
are subsequently remeasured at ther

fair values

Changes in the fair value of derivatives
that are designated and qualfy as far
value hedges are recognised In the
Income statement together with any
changes in the fair value of the hedged
item that are attributable to the
hedged risk

Changes in the fair value of the effective
portion of denvatives that are designated
and qualify as cash flow hedges are
recognised In other comprehensive
ncome {OCI) Changes n the fair value
of tha ineffective portion of cash flow
hedges are recognised in the income
statement Amounts onginally recognised
in OCl are transferred to the income
statement when the underlying
transaction occurs or, if the transaction

resulis in a non-financial asset cr liability,
are included in the initial cost of that asset
or liability

Changes in the far value of denvative
financial nstruments that do not qualify
for hedge accounting are recognised In
the income statement as they arise

Hedge accounting 1s discontinued when
the hedging instrument expires or Is sold,
terminated, or exercised, or no longer
quabfies for hedge accounting At that
time, any cumulative gain or loss on the
hedging instrument recognised in OCl

1s retained in equity untll the hedged
transaction occurs I a hedged transaction
15 no longer expected to occur, the net
cumulative gam or loss recognised in OCI
is transferred to the iIncome statement
for the period

Derwvatives embedded in cther financial
nstruments or other host contracts

are treated as separate dervatives and
recorded in the balance sheet at farr value
when therr risks and characteristics are
not closely related to those of the host
contract Changes In the fair value of
those embedded derivatives recognised
in the balance sheet are recognised

in the iIncome statement as they anse

d) PPP concession companies
Assets constructed by PPP concession
companies are classified principally as
available-for-sale financtal assets

In the construction phase, ncome 1S
recognised by applying an attributable
profit margin to the construction costs
representing the fair value of construction
services In the operational phase, income
18 recognised by allocating a proportion

of total cash received over the Iife of

the project to service costs by means

of a deemed constant rate of return on
those costs The residual element of
projected cash is allocated to the financial
asset using the effective interest rate
method, giving rise to interest income
Due to the nature of the contractual
arrangements the projected cash flows
can be estimated with a high degree

of certainty

In the construction phase the fair value
of the Group's PPP financial assets 1s
determined by applying an attnibutable
profit margin on the construction costs
representing the fair value of construction
services performed In the operational
phase farr value 1s determined by
discounting the future cash flows
allocated to the financial asset using
discount rates based on long-term gilt
rates adjusted for the risk levels
associated with the assets, with market
related movements in farr value
recognised in OCI and other movements
recognised in the Income statement
Amounts onginally recognised in OCI
are transferred to the iIncome statement
upon dispasal of the asset
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2 27 Judgements and key sources

of estimation uncertainty

The preparation of consolidated financial
statements under IFRS requires
management to make judgements,
estimates and assumptions that affect
amounts recognised for assets and
labilities at the reporting date and the
amounts of revenue and expenses
incurred during the reporting period
Actual outcomes may differ from these
judgements, estimates and assumptions
The jJudgements, estimates and
assumptions that have the most
significant effect on the carrying value
of assets and liabifities of the Group as at
31 December 2013 are discussed below

a) Revenue and margin recognition
The Group's revenue recogniticn and
margn recognition policies, which are set
out in Notes 2 5 and 2 6, are central to
how the Group values the waork it has
carned out in each financial year

These policies require forecasts to be
made of the outcomes of long term
professional services, construction
services and support services contracts,
which require assessments and
judgements to be made on recovery

of pre-contract costs, changes in the
scope of work, contract programmes,
maintenance and defects habilities and
changes in costs

b) Taxation

The Group 15 subject to tax in a number
of junisdictions and judgement s required
tn determining the worldwide provision
for income taxes The Group provides

for future liabhties in respect of

uncertain tax positions where addiional
tax may become payable n future periods
and such provisions are based on
rmanagement's assessment of exposures

Deferred tax habilities are generally
provided for in full and deferred tax assets
are recognised to the extent thatitis
jucdged probable that future taxable profit
will anse against which the temporary
differences will be utihsed

¢} Non-underlying items

Non-underlying tems are items of
financial performance which the Group
heleves should be separately idenufied on
the face of the iIncome statement to assist
in understanding the underlying financial
performance achieved by the Group
Determining whether an item is part of
underlying items or non-underlying items
requires judgment A total non-underlying
cost after tax of £157m was charged to
the income statement for the year ended
31 December 2013

d} Impairment of goodwill

Deterrmining whether goodwill 1s imparred
requires an estimation of the value in use
of the cash-generating units to@ which the
goodwill has been altocated The value in
use calculation requires an estimate to be
made of the timing and amount of future
cash flows expected to anise from the
cash-generating unit and the application
of a suitable discount rate In order to
calculate the present value A nomunat
growth rate, based on real GDP growth
plus CPlinflation, 15 used to calculate a
terminal growth muluple in accordance
with the Gordon Growth Model The
discount rates used are based on the
Group’s weighted average cost of capital
adjusted to reflect the specific economig
environment of the relevant cash-
generating unit The carrying value of
goodwill at 31 December 2013 was
£1,048m (2012 £1,160m)

e} Available-for-sale financial assets
At 31 December 2013 £2,747m (2012
£3,183m) of assets constructed by the
Group's PPP subsidiary, joint venture and
assocrate comnpanies are classified as
“available-for-sale financial assets” In the
operational phase the fair value of these
financial assets 1s measured at each
reporting date by discounting the future
value of the cash flows allecated to the
financial asset A range of discount rates,
15 used from 5 5% to 8 5% (2012 4 7%
to 7 7%). which reflects the prevailing
risk free interest rates and the different
risk profiles of the various concessions

A £192m loss was taken to other
comprehensive iIncome in 2013 and a
cumulative fair value gain of £405m had
arisen on these financial assets as a result
of movements i the far value of these
financial assets at 31 December 2013

f) Recoverable value of recognised
receivables

The Group has recogrised trade
recevables with a carrying value of
£803m (2012 £824m} The recoverability
of trade recewvables 1s regularly reviewed
in the hght of the availlable econormic
information specific 1o each recevable
and specific provisions are recognised for
balances considered to be irrecoverable

g) Provisions

Provisions are liabiliies of uncertam
timing or amount and therefore in making
a reliable estimate of the quantum and
timing of habilities judgement 1s appled
and re-evaluated at each reporting date
The Group recognised provisions at

31 December 2013 of £193m

(2012 £228m)

®

h} Retirement benefit obligations
Details of the Group’s defined benefit
pension schemnes are set out in Note 28,
including tables showing the sensitivity
of the Group penston scheme obligations
and assets 1o different actuarial
assumptions At 31 December 2013, the
retrerment benefit liability recognised en
the Group's balance sheet was £434m
{2012 £333m restated} The effects

of changes in the actuanal assurnptions
underiying the benefit obligation, discount
rates and the differences between
expected and actual returns on

the schemes assets are classified as
actuarial gains and losses During 2013
the Group recognised net actuarial losses
of £114m n equity {2012 £115m losses
rastated), including 1its share of the
actuanal gains and losses arising in joint
ventures and associates

1) Held for sale and discontinued
operations

When 1t 1s probable that businesses will
be sold within one year and they are being
actively marketed they meet the critena to
be classified as held for sale Discontinued
operations are businesses or a group of
businesses which meet the cntena to be
classified as held for sale, have been sold
or abandoned and form a separate major
Iine of bustness of the Group Detals of
the Group's discontinued operations are
set out in Note 12
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3 EXCHANGE RATES
The following key exchange rates were appled in these financial statements

Average rates

£1 buys 2013 2012 Change
Uss 157 159 {1 31%
Euro 118 123 {4 1)%
Closing rates
£1 buys 2013 2012 Change
uUss 165 162 19%
Euro 120 123 (2 4%
4 REVENUE
Group Group,  Company Company
2013 2012* 2013 2012
Continuing operations £m £m Em £
Revenue from the provision of services” 8,709 8,639 - -
Revenue from manufacturing activities 1 13 - -
Proceeds from sale of development land 25 4 7 -
Dividends from subsidiaries - - 84 127
Dividends from joint ventures and associates ~ - 6 3
Total revenue 8,745 8,656 97 130
Investment income (Note 8) 65 62 5 6
Total revenue and investment income 8,810 8,718 102 136

2 Re presented to classify certain Manland European rail businesses and the UK facilites management business as discontinued operations [Motes 12 and 38)
" Includes IAS 11 construction contract revenue of £7 872m (2012 £7 668m re presentad?)

5 SEGMENT ANALYSIS
Reportable segments of the Group

* Professional Services - the provision of project management, architectural, design or other technical services performed by the
Group as a consultant

« Construction Services — activities resulting in the physical construction of an asset

* Support Services — activities which support existing assets or functions such as asset maintenance and refurbishment

* |nfrastructure Investments — acquisition, operation and disposal of infrastructure assets such as PPP concessions, student
accommodatian and airports

5 1 Total Group
Income statement - performance by activity

Professional Construction Support Infrastucture Corparate
from continuing operations Services  Services Services Investments  activities Total
2013 2013 2013 2013 2013 2013
£rm £m £m £m £m £m

Revenue including share of joint ventures and asscciates 1,661 6,573 1,265 608 1 10,118
Share of revenue of joint ventures and associates : (13) {971) (33) {356} - (1,373}
Group revenue 1,648 5,602 1,232 252 1 8,745
Underlying group operating profit/(loss)’ 54 {16) 54 69 (29) 132
Share of results of joint ventures and associates - 37 1 33 - 71
Underlying profit/{loss) from operations' 54 21 65 102 {29) 203
Non-underlying items

~- amortisation of acquired intangible assets (13) {10) - (7) - (30)
- other non-underlying items {28) {45) {15) - {37 {125)
Profit/(loss) from operations . 13 {34) 40 95 {66) 48
Investment iIncome 65
Finance costs 81}
Profit before taxation 32

2012 2012%2 2012° 2012 2012 201223
fm £m £m £m f£m f£m

Revenue including share of joint ventures and associates 1,668 6,511 1,151 636 - 9,966
Share of revenue of joint ventures and associates (21) (818) {(44) {427) - {1.310}
Group revenue 1,647 5,683 1,107 209 - 8,656
Underlying group operating profit/{loss)' 97 70 28 29 {32) 192
Share of results of jont ventures and associates 1 49 2 40 - 92
Underlying profit/(loss) from operations’ 98 19 30 69 {32) 284
Nen-underlying items

- amortsation of acquired intangible assets {19) {12) - {8} - {39)
— other non-underlying items {13} {49} {14} (12} (3) {91}
Profitf{loss) from operations 66 58 16 49 (35) 154
Investment income 62
Finance costs {69}
Profit befora taxation 147

' Before non underlying items (Netes 2 11 and 104

? Restated to reflect the effects of IAS 19 Employes Benafits {Revised) (Note 38)
* Re-presented to classiy certain Mainland Eurapean rail businesses and the UK facilities management businass as discontnued operations (Notes 12 and 38}

Balfour Beatty Annual Report and Accounts 2013




Strategic Report Governance Financial Statements

Other Information

5 SEGMENT ANALYSIS CONTINUED

51 Tetal Group continued

105

Professional Construction Support Infrastructure  Corporate
Assets and habilities by activity Services Services Services Investmerts  activities Total
2013 2013° 2013 2013 2013 2013
£m £m £m £m £m £m
Due from construction contract clients 179 316 136 - - 631
Due to construction contract clhients (115) {192) 53) - - (360)
Inventories and non-construction work in progress 1 62 71 - 1 135
Trade and other receivables - current 303 685 142 50 10 1,190
Trade and other payables — current {279) (1.400) {283) (58) {26) {2,046)
Provisions — current {4) {58) {10} {2) {26) {100}
Working capital from conunuing operations™® 85 {587) 3 (10) {41) {550)
Classiied as net assets held for sale {Note 12) - {17) - - - {17)
Adjusted working capital 85 {604) 3 {10) {41) {567)
* Includes non operating itams and current working capital
Total assets 833 2133 486 1.213 1,047 5,712
Total liabilines {499) (2,056) {458} (194} {1,470 {4,677)
Net assets/(llabilites)} 334 77 28 1,019° {423) 1,035
* tncludes net assets held for sale of £15m relating to the Rail disposal group (Note 12}
* Excludes net nen recourse barrawings of £354m which are included within Corporate Refer to Motes 2 7and 5 2
2012 20122 2012 2012 2012 201228
£m £m £m £m £m £m
Due from construction contract clients 187 387 60 - - 634
Due to construction contract clients (127) {243) {12) - - {382)
Inventones and non-construction work in progress 5 79 87 - 1 i72
Trade and other recevables — current 309 663 208 49 12 1,241
Trade and other payables — current (302) {1,455) (368) (43) 48y (2,214)
Provisions — current? {4) (93) {14) (n (4 {116)
Working capital® 68 (662) (39) 5 {37} {665)
* Ingludes non-operating items and current working capital
% Re-presanted to include currant provisions only i line with all other working capital items
Total assets ” 864 2,268 579 1,341 739 5,791
Total liabilities {571} (2,082} (449) {256) (1,120} (4,478)
Net assets/{llabhties} - 293 186 130 1,085 (381) 1,313
*  Excludes nat non-recourse borrowings of £368m which are mcludad within Corparate Refer to Notes 2 7 and 5 2
2 Restatad to reflact the effects of IAS 13 Employee Benefits {Ravised) {Note 38)
Professional Construction Support Infrastructure  Corporate
Other information — continuing operations Services Services Services |nvestmerts  activities Total
2013 2013 2013 2013 2013 2013
£m £m £m £m £m £fm
Capital expenditure on property, plant and equipment {Note 17) 26 16 1 1 7 ral
Depreciation {Nate 17} 13 16 18 2 1 50
Gain on disposals of interasts 1n investments (Note 32 3) - - - 82 - 82
2012 2012° 2012° 2012 2012 2012*
. £m £m £m £m £m £m
Capital expenditure on property, plant and equipment {Note 17} 1 16 1 1 1 40
Depreciation (Note 17} 13 16 19 2 1 51
Gain on disposals of interests 1n investments (Note 32 4) - - - 52 - 52
* Re presented to classify certain Mainland European raill businessas and the UK facilites managerment business as discontinued operatians {Notes 12 and 38}
Umtad United Rest of
Performance by geographic destination - continuing operations Kingdom States world Total
2013 2013 2013 2013
£m £m £m £m
Revenue including share of joint ventures and associates 4,607 3,921 1,590 10,118
Share of revenue of joint ventures and associates (436) (180) {757} {1,373}
Group revenue 411 3.741 833 8,745
Non-current assets excluding financial assets and deferred tax assets 1,057 854 215 2,126
Classified as net assets held for sale {Note 12) - - 52 52
Adjusted non-current assets excluding financial assets and deferred tax assets 1,057 854 267 2,178
2012° 2012° 20123° 2012°
£m £m £mn £m
Revenue including share of joint ventures and associates 4,837 3.540 1,589 9,966
Share of revenue of joint ventures and assoclaies 475) {118) (717) (1,310}
Group revenue 4,362 3,422 872 8,656
Non-current assets excluding financial assets and deferred tax assets 1,207 835 307 2,349

? Re-presented to classify certain Manland European raif businesses and the UK {acilites management business as discontinued operations [Notes 12 and 38)
9 Re-prasented to amalgamate geographic information relating to continuing Manland European operatiens and Rest of world
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5 SEGMENT ANALYSIS CONTINUED
Major chients

Included in Group revenus are revenues from continuing operations of £2,235m (2012 £2,226m) from the US Government and

£1,790m {2012 £1,959m restated) from the UK Government, which are the Group’s two largest chents These revenues are included

In the results across all four reported segments

5 2 Infrastructure Investments

Share of joint Share of joint
ventures and ventures and
associlates associates
Group {Note 18 2)* Total Group  (MNote 18 2)* Total
2013 2013 2013 2012" 2012 20124
Underlying profit from operations’ £m £m £m £m £m £m
UK* 2 27 29 2 35 37
North America . 21 6 27 12 6 18
Infrastructure Fund™ {2) - {2} 4} - (4)
infrastructure {3) - {3 (3} (1} ]
Gain on disposals of interests In investments 82 - 82 52 - 52
100 33 133 59 40 99
Bidding costs and overheads'" (31) - {31} (30) - (30
69 33 102 29 40 69
Net assets/(hiabilities)
UK 3n 433 824 393 528 921
North America 106 83 189 130 65 195
Infrastructure Fund - n n - - -
Infrastructure (3) - (3) 1 - 1
494 527 1,021 524 593 1117
Infrastructure Investments central functions {2) - {2) (32) - {32)
Total Infrastructure Investments net assets 492 527 1,019 492 593 1,085
Non-recourse borrowings net of associated cash and cash
equivalents {Note 26) {354) - {354) {368) - {368)
138 527 665 124 593 717

' Befare non underlying items (Notes 2 11 and 10)

* The Group s sharg of the results of joint ventures and associates I1s disclosed net of investment income finance costs and taxation

* Including Singapore

® Ra.presented to separately identify costs directly related to the Infrastructure Fund
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6 PROFIT/{LOSS) FROM OPERATIONS
6 1 Profit/{loss) from continuing aperations i1s stated after charging/{crediting)
2013 2012
Continuing operaticns £m £m
Research and development costs 2 1
Depreciaticn of property, plant and equipment 50 51
Amertisation of intangible assets 33 43
Net reversal of trade recewvables imparrment provision (2) (13)
{Impairment reversal}impairment of property, plant and equipment (3) 5
Impairment of inventory - 3
Gain on disposal of property, plant and equipment (3) {7)
Cost of Inventory recognised as an expense 174 145
Exchange gains and losses - 1
Auditor's remuneration 7 7
Short terrm hire charges for plant and equipment 125 17
Other operating lease rentals 110 114
? Rae presented to classify certain Mamland European rail busingsses and the UK faciities management business as discontinued operations {Notes 12 and 38)
6 2 Analysis of auditor’s remuneration - continuing and discontinued operations
2013 2012
£m £m
Services as auditor to the Company 08 08
Services as auditor to Group subsidianes 37 43
Total audit fees 45 51
Audit related assurance fees 05 05
Taxation comphance fees 02 03
Taxation advisory fees 01 01
Corporate finance fees 14 16
Other assurance fees 01 02
Other services 01 01
Total non-audit fees 24 28
Total fees in relation to audit and other services 69 79
7 EMPLOYEE COSTS
71 Group - continuing and discontinued operations
2013 2012
Employee costs duning the year £m £m
Wages and salaries 2,299 2,253
Underlying redundancy costs 14 12
Non-underlying redundancy costs {Note 10) 32 21
Social security costs 225 226
Pens:on costs {Note 28} 147 104
Share-based payments {Note 33) 6 7
2,723 2.623
Of the above employee costs, £2,350m (2012 £2,293m)} relates to continuing operations
2013 20123
Average number of Group employees Number Number
Protessional Services 14,086 13,894
Construction Services 14,925 16,267
Support Services 8,129 7,228
Infrastructure Investments 1,554 1,621
Corporate 154 188
Continuing operations 38,848 39,198
Discontinued operations 10,937 10,976
49,785 50,174

3 Re-presented to classify certain Mainfand Eurapean rail businesses and the UK facilities managemaent business as discontinued operations (Notes 12 and 38)

At 31 December 2013 the total number of Group employees was 41,221 (2012 50,304) of which 39,141 (2012 39,054) relate to

continuing operations and 2,080 (2012 11,250} relate to discontinued operations

72 Company

On 1 February 2013, employees of the Cempany were transferred to Balfour Beatty Group Employment Ltd which has been
established as the employing entity for the Balfour Beatty Group’s UK businesses The average number of employees of Balfour Beatty
plc was 14 {2012 134} Total employee costs of Balfour Beatty plc were £2m (2012 £19m) Total employee costs comprise wages and
salanies £2m (2012 £14m), social security costs Enil {2012 £2m), pension costs £nif {2012 £1m}, and share-based payments £l

{2012 £2m)
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8 INVESTMENT INCOME

Group Group Company Company
. 2013 2012 2013 2012
Cantinuing operations £m £m £m £m
Subordinated debt mnterest receivable 25 24 1 2
Interest receivable on PPP financial assets 33 3 - -
Interest receivable from subsidiaries - - 3 3
Other interest recevable and similar incorme 7 7 1 1
65 62 5 6
9 FINANCE COSTS
Group Group . Company Company
a ; 2013 2012% 2013 2012*
Continuing operations Em £m £m £m
Non-recourse borrowings — bank leans and overdrafts 28 27 - -
Preference shares - finance cost 12 12 12 12
Converuble bonds —finance cost 1 - - -
US private placement - finance cost 9 - 9 -
Other interest payable —loans under committed faciliies 9 8 9 8
— other bank loans and overdrafts 3 3 1 1
- commitment fees 4 4 4 4
- other finance charges 6 6 - —
Net finance cost on pension scheme assets and labihties {Note 28 2) 9 9 - -
Interest payable to subsidiaries - - 7 10
8i 69 42 35
? Restated to reflect the effects of IAS 19 Employee Benefits (Revised) (Note 38]
* Re presented to classify certain Mainland European rait businesses and the UK faciites managament business as discontinued operations (Notas 12 and 38)
10 NON-UNDERLYING ITEMS
Group Group Company Company
2013 2012° 2013 2012
£m Em £m £m
Operating expenses {charged against)/credited to profit
10 1 Continuing operations
1011 Amortisation of acquired intangible assets (30 (39) - -
101 2 Other non-underlying items
- restructuring and rearganisation costs relating to Australia® (20) {2) - -
— restructuring and reorganisation costs relating to other continuing businesses® (32) {62) (3) (2)
- pension curtallment charges and related costs (52) - - -
- cost of iImplementing UK shared service centre {7) {4) - -
— cost of mplementing US shared service centre® 10) {2) - -
— post-acquisition integration, regrgamsation and other costs (4) ]} - -
—write-down of investment n Exeter International Airport - {12) - -
Total other non-underlying items (125) 91) (3) (2)
Charged agamnst profit before taxation from continuing operations (155) (130) (3) 2)
101 3 Tax on items above 35 35 (3) 1
Non-underlying items charged against profit for the year from
continuing operations {120) (95} {6) m
10 2 Discontinued operations
10 21 Amorusation of acquired intangible assets {2) {6) - =
10 2 2 Other non-underlying items
- goodwill )impairment In respect of Mainland European rall businesses (38) {95} - -
- other restructuring charges in respect of Mainland European rail businesses® (6) {2} - -
- pension curtailment charges (2) - - -
- Raill Germany regulatory fine (2) - - -
—loss on disposal of Rail Spain (4] - - -
—loss on disposal of Stassfurt Signalling Workshop n - - -
— UK facilities management business disposal gainftransaction costs® 16 {2} - -
Total other non-underlying items from discontinued operations {37) (99) - -
Charged against profit before taxation from discontinued operations (39) {105) - -
10 2 3 Tax on items above 2 4 - -
Non-underlying items charged against profit for the year from discontinued
operations {37) (101} - —
Charged against profit for the year {157) (196} {6) (1)

3 Ra-presented to classify certain Manland European rall businesses and the UK facilities management business as discontinued operations (Motes 12 and 38}

° Re-presented to separately sdentify resiructuning costs relating to Australia the disposal transaction costs relating to the UX facilites management business the costs
relating to the implementauon of the US shared service centre and 10 amalgamate the prior year restructuring costs relating to continuing Mainland European rail businesses
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10 NON-UNDERLYING ITEMS CONTINUED

Continuing operations
10 11 The amortisation of acquired intangible assets from continuing operations comprises customer contracts £10m {2012 £16m),
customer relationships £11m (2012 £14m), and brand names £9m (2012 £9m)

101 21 In response to the downturn in Australa, the Group incurred restructuning and reorganisation costs of £20m (2012 £2m)
manly relating to the mining sector The 2013 restructuning costs compnse redundancy costs £12m (2012 £2m), and onerous leases
£8m (2012 £nil)

101 2 2 The Group continued to implement its plan to restructure a number of 1ts businesses in order to ncrease 1ts focus on the
needs of clients and upon growth sectors, further integrate its service offering to these clients, and realise operational efficiencies

In 2013 restructuring costs of £32m were incurred {2012 £62m) relating to Construction Services UK £14m (2012 £34m), where six
business umits have been streamlined and restructured into one business with three business streams, Support Services UK £6m
{2012 £5m), other UK entities £7m (2012 £10m), continuing Mainland European rall businesses £n:l (2612 £7m) and other non-UK
entities £6m (2012 £6m)

The 2013 restructuring costs compnse redundancy costs £16m (2012 £24m), external advisers £6m {2012 £8m}, impairment of land
and bulldings £mil {2012 £5m), reversa’ of imparrment of land and buildings £(3}m {2012 £nil), gain on sale of property £(3)m {2012
£nil), other property related costs £4m (2012 £11m), pension curtalment cost £1m (2012 £2m), and other restructuring costs £11m
{2012 £12m)

The Company incurred restructuring costs of £3m (2012 £2m) during the year

101 2 3 On 31 August 2013 the majarity of members of the Balfour Beatty Pension Fund ceased to accrue future defined benefits
and became deferred members resulting in a curtaidment charge of £51m with associated costs of £1m (2012 £nil) being incurred

101 2 4 In 2013, transitioning other operating companias to the UK shared service centre in Newcastle-upon-Tyne and increasing
the scope led to incremental costs of £7m (2012 £4m) being incurred

101 2 5 In 2013, the implementation of the US shared service centre in Lancaster, Pennsylvania with the transfer of roles from
New York led 1o incremental costs of £10m (2012 £2m} being incurred !

101 2 6 Post-acquisition integration and reorganisation costs of £4m {2012 £9m) have been incurred in 2013 of which £3m (2012 £nil)
relates to Howard S Wright post-acquisition reorganisation costs and £1m {2012 £1m} relates to Parsons Brinckerhoff post-acquisition
reorganisation costs In 2012, a liability of £8m was settled in respect of a geotechnical survey carried out by a company acquired by
Parsons Brinckerhoff prior to 1ts own acquisition by Balfour Beatty in 2009

101 2 7 During 2012 an impairment charge of £12m arose on the Group's 60% nterest in Regional & City Arports (Exeter) Holdings
Ltd from writing the carrying value of the Group's joint venture investment down to £nil, as a result of the continued effect of adverse
economic condiions upon tratfic at regional arports, which was exacerbated by an increase in Air Passenger Duty effective from
Aprl 2012 Exeter was subseqguently sold in 2013 {Note 32 3 5)

101 3 The non-underlying tems charged against Group operating profit from continuing operations gave rise to a tax credit of £35m
compnsing £9m on amortisation of acquired intangible assets and £26m on other non-underlying items (2012 £35m comprising
£13m on amortisation of acquired intangible assets and £22m on other non-underlying items})

The non-underlying items charged against Company operating profit gave rise to £3m tax (2012 £1mj)

Discontinued operations
10 2 1 The amortsation of acquired ntangible assets from discontinued operations compnses customer contracts £1m (2012 £1m),
customer relationships £1m {2012 £4m), and brand names £nil {2012 £1m)

10 2 2 1 Dunng 2012, following a strategic review 1n the ight of low activity levels and the commoditisation of work, the Group decided
to divest all of its Mainland European rall businesses over tme At 28 June 2013 Rail Germany, Rail Scandinavia and Rail Spain were
classifisd as discontinued operations with a £38m goodwill impairment arising in respect of Rail Germany Dunng 2012, £95m of
goodwill in the Mamland European rail businesses was impaied Refer to Note 12

10 2 2 2 Restructuring costs of £6m (2012 £2m) were incurred in respect of Mainland European raill businesses classified as
discontinued operations of which £4m (2012 £1m) related to redundancy costs

10 2 2 3 On 31 August 2013 the majority of members of the Balfour Beatty Pension Fund ceased to accrue future defined benefits and
became deferred members resulting i a curtallment charge of £2m being ncurred in relation to Balfour Beatty WorkPlace employees

10 2 2 4 During 2013 Rail Germany ncurred a £2m fine Imposed by the German competition authority in respect of allegations of
historic anti-competitive behaviour occurring in Schreck-Mieves GmbH, a company acquired by Balfour Beatty in 2008

102 25 On 1 March 2013 the Group disposed of Rail Spain for a net loss of £4m Refer to Note 32 31

10 2 2 6 On 1 August 2013, as the initial step 1n disposing of Rall Germany, the Group disposed of the Stassfurt Signaling Workshap
10 its local management for €1 resulting in a net loss of £1m Refer to Note 32 3 6

10 2 2 7 On 13 December 2013 the Group disposed of the UK facilities management business, Balfour Beatty WorkPiace for net cash
proceeds of £155 million resulting in a met gain of £16m Transaction costs of £2m were incurred in 2012 relating to the disposal of
Batfour Beatty WorkPlace Refer to Note 32 310

10 2 3 The non-underlying items charged against Group operating prefit from discontunued operations gave fnise to a tax credit of £2m
compnsing £nil on amortisation of acquired intangible assets and £2m on other non-underfying ttems {2012 £4m comprising £1m on
amortisation of acquired intang:ble assets and £3m on other non-underlying 1tems)
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11 TAXATION

111 Taxation charge ~ continuing operations

Group
Non-
underlying
Underlying itemns
items’ {Note 10) Total Total Company Company
2013 2013 2m2 201222 2013 20122
£m £m £m £m £m £m
Total UK tax 7 {20) {13) 9} {1 {9}
Total non-UK tax 43 {15) 28 35 - —
Total tax charge/{credit) 50 (35) 15 26 {1) (9)
Continuing operations”™
UK current tax
— corporation tax for the year at 23 25% (2012 24 5%) 8 {7) 1 (7) {3} {10}
— adjustments i respect of previous periods {10) - {10} {2) 2 1
(2) {7 (9 9 {1 {9)
Non-UK current tax
—non-UK tax on profits for the year 46 {21) 25 33 - -
— adjustments in respect of previous periods {14) - {14} 3 - -
32 {21) 1 36 - -
Total current tax 30 (28) 2 27 {1) {9)
UK deferred tax
- current year credit (2) (13) {15) (3) - -
— adjustments In respect of previous periods 5 - 5 - - -
— UK corporation tax rate change [ - 6 3 - -
9 {13) {4) - - -
Non-UK deferred tax
— current year charge 7 6 13 6 - -
— adjustments m respect of previous penods 4 - 4 {7} - -
1 [ 17 {1} - —
Total deferred tax 20 {7) 13 {1} - —
Total tax charge/{credit) from continuing operations 50 {35) 15 26 {1) {9)

*  Excluding jont ventures and associates
' Before non-underlying items {Notes 2 11 and 10} -

?  Restated to reflect the effects of 1AS 19 Employee Benefits (Revised} (Note 38)
1 Re presented 1o classify certan Mainland European rail businesses and the UK facilities management business as discontinued operations {Notes 12 and 38)

The Group tax charge excludes amounts for joint ventures and associates {refer to Note 18 2), except where tax 1s levied at the Group level

In addition to the Group tax charge, tax of £37m I1s credited directly to other comprehensive income (2012 £72m charged), comprising

a deferred tax credit of £9m (2012 £13m credit restated), a current tax credit of Emil (2012 £1m credit), and a deferred tax credit in

respect of joint veniures and associates of £28m (2012 £86m charge)

In addition to the Company tax credit, £2m of deferred tax s credited directly to other comprehensive income (2012 £1m credited)
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11 TAXATION CONTINUED

11 2 Taxation reconciliation - continuing operations

Group Group, Company Company
2013 07 2013 2012
£m £m £fm £m
Profit before taxation 32 147 38 75
Less share of results of joint ventures and associates {71) (92} - -
{Loss)/profit before taxation {39) 55 38 75
Add non-underiying items charged excluding share of joint ventures and associates 155 130 3 2
Underlying profit before taxation and the results of joint ventures and associates’ 116 185 41 77
Tax on profit/fioss) before taxation at standard UK corporation tax rate of 23 25% (2012 24 5%} 27 45 9 19
Effects of
Expenses not deducuble for tax purposes 5 7 3 1 |
Drvidend income not taxable - — (21) (32} ‘
Non-taxable disposals (20) {12) - -
Tax levied at Group level on share of joint ventures' and associates’ profits 7 5 - -
Preference share dividends not deductible 3 3 3 3 |
Losses not avallable for offset 24 5 - - |
Receognition of losses not previously recognised (1 {1} - - !
Higher tax rates on non-UK earnings 14 i4 - -
UK corporation tax rate change 6 3 - -
Adjustments in respect of previous periods {15) {8) 2 1
Total tax charge/icredit} on underlying profit/{loss) 50 61 (4) {8}
Less tax (credit)/charge on non-underlying tems (35) {35) 3 {1} ‘
Total 1tax charge/ficraedit} on profit/{loss) from continuing operations 15 26 {1) {9}

' Before non-underlying items (Notes 2 11 and 10}
? Restatad to reflect the effects of tAS 19 Employee Benefits [Revised) (Note 38)
3 Re-presented to classify certain Mainland European ral businesses and the UK facilities management business as discontinued operations {Notes 12 and 38)

12 DISCONTINUED OPERATIONS .

Rail disposal group

Following a strategic review n hght of fow activity levels and the commoditisation of work, the Group decided to divest all of its
Mainlgnd European rail businesses over time The Group has been actively marketing its Maniand European raill businesses and
accordingly, when it 1s probable that these businesses will be sold within a year and meet the critenia to be ¢lassified as an asset
held for sale, or are sold or abandoned, they will form part of the Rail disposal group and be disclosed as discontinued operations

To be classified as a discontinued operation, the businesses must represent a separate major ine of business Other than the
Mainland European rail businesses there are no significant Group operations in Mainland Europe and therefore by exiting these
businesses, the Group s exiting from a separate major geographical operation and meets the cntena to classify these businesses
as discontinued operations

Qn 1 March 2013 the Group disposed of 1ts interest in Rail Iberica SA (Rail Span) to its local management for a cash consideration
of €1 resulting in a net £4m loss on disposal Refer toNote 3231 -

Cn 28 June 2013 it was probable that Rail Germany and Rail Scandinavia would be dispaesed within a year and therefore met the criteria
to ba classified as an asset held for sale, with 2 £38m goodwill impairment Together with Rall Spain they constitute the Rail disposal
group within discontinued operations

On 1 August 2013, as the imibial step in disposing of Rall Germany, the Group disposed of the Stassfurt Signalling Workshop to its
local management for €1 resulting in a net loss of £1m and closed its Switches and Crossings manufacturing facility during the year
Referto Note 3236

On 10 December 2013, the Group announced that it had reached agreement to sell Raill Scandinavia to Strukton Rail BV resulting
in asmall gan This disposal 1s effective from 8 January 2014 Refer to Note 37

The Rail disposal group was part of the Construction Services segment

[
UK facilities management disposal group 1
Balfour Beatty WorkPlace {BBW) 1s the Group's only significant bulldings faciliies management business in the UK and represents ‘
a separate major line of business | ‘

[

On 28 June 2013, 1t was probabls that BBW would be disposed of within a year and therefore BBW met the criteria to be classified
as an asset held for sale and consequently as a discontinued operation

On 13 December 2013 the Group disposed of BBW to GDF Suez Energy Services for net cash consideration of £155m This resulted
In an estimated net non-underlying gain of £16m Refer to Note 32 3 11

BBW was part of the Support Services segment
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12 DISCONTINUED OPERATIONS CONTINUED

Results of the discontinued operations included within the Group Income Statement

UK facilities UK facilites
Rail management Total Rall  management Total
disposal disposal discontinued disposal disposal discontinued
group group oparations amup group operations
2013 2013 2013 2012 2012 2012
£m £m £m £m Em £m
Revenue including share of joint ventures and associates 396 470 866 448 482 930
Share of revenue of joint ventures and associates {4) {45) {49) {12} (91) {103}
Group revenue 392 425 817 436 391 827
Underlying group operating (loss)/profit {26) 19 n (1) 21 20
Share of results of joint ventures and associates - - - 3 1 4
Underlying (loss)/profit from operations (26) 19 n 2 22 24
Net finance costs (2} 1) (3) 2) - 2}
Underlying lloss)/profit before tax (28} 18 (10} - 22 22
Taxation on underlying (loss}fprofit (3} (2) (5} {3) 4 (7}
Underlying {loss)/profit after tax {31) 16 {15) {3) 18 15
Non-underlying items
Amortisation of acquired intangible assets - {2) {2) {1} (5} (6)
{Loss)/gain on disposal () 16 1 - - -
Other non-underlying items (46) {2) (48) (97} 2) {99}
{51) 12 (39) (98} {7} (105)
Taxation on non-underlying items 1 1 2 3 1 4
Non-underlying (loss)/profit after tax {50) 13 37) {95) (6) (101)
{Loss)/profit for the year from discontinued operations (81} 29 (52) {98) 12 {86)
Maijor classes of assets and habilities included within net assets held for sale
Rail disposal
group
2013
Notes £m
Non-current assets
intangible assets — other 16 2
Property, plant and equipment 17 42
Investments In Joint ventures and associates 18 8
52
Current assets
Inventories and non-construction work in progress 13
Due from construction contract clients 73
Trade and other receivables . 74
Cash 313 19
T - 179
Total assets classified as held for sale 231
Current liabihities
Due to construction coniract clients {47}
Trade and other payables {120}
Provisions 25 (10}
Current tax labilities (3}
. {180}
Non-current liabilities
Trade and other payables (4)
Provisions 25 (3}
Retirement benefit habilities 28 (30}
Deferred tax labilities 27 (2)
{39}
Total habilities classified as held for sale {219}
Net assets of disposal group 12
Reconciliation of net assets classified as held for sale
UK facilities
Rsn! man:qemenf ; ‘TotaAI
grroup grroup operations
2013 2013 2013
£m £m £m
As at 28 June 2013 39 115 154
Net assets disposed since June (Note 32 3 11) {5 {120} (125}
Movement since classification as held for sale {22} 5 7
Total net assets classified as held for sale 12 - 12

included within the Group's cash flows for the year ended 31 December 2013 are net £10m operating cash outflows, net £10m
investing cash cutflows, and net £1m financing cash outflows relating to the Rall disposal group and net £7m operating cash inflows
and net £139m investing cash inflows relating to the UK facilities management disposal group
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13 EARNINGS PER ORDINARY SHARE
Basic Diluted Basic Diluted
2013 2013 201222 20122
Earnings £m £m £m £m
Continuing operations
Earnings 17 17 121 121
Amorusation of acquired intangeble assets — net of tax credit of £9m (2012 £13m) 21 21 26 26
Other non-underlying items - net of tax credit of £26m (2012 £22m) 99 99 69 69
Underlying earnings 137 137 216 216
Discontinued operations
Earnings {52) (52) {86) (86}
Amortisation of acquired intangible assets - net of tax credit of £mil (2012 £1m} 2 2 5 5
Other non-underlying tems = net of tax of credit of £2m {2012 £3m) 35 35 96 96
Underlying earnings {15) {15) 15 15
Total operations
Earnings (35) {(35) 35 35
Amortisation of acquired intangible assets — net of tax credit of £9m (2012 £14m} 23 23 A 3t
Other non-underlying 1tems — net of tax credit of £28m {2012 £25m) 134 134 165 165
Underlying earnings 122 122 23 231
h Basic Diluted Basic Diluted
2013 2013 2012 2012
m m m m
Weighted average number of ordinary shares 685 686 684 685
Basic Diluted Basic Diluted
2013 203 22 20122
Earnings per share Pence Pence Pence Pence
Continuing operations
Earmings per ordinary share 25 25 179 178
Amortisation of acquired ntangible assets 30 30 38 38
Other non-underlying items 145 145 100 100
Underlying earnings per ordinary share 200 200 317 37
Discontinued operations
Earnings per ordinary share {7 6) (76} {12 6) (126}
Amortisation of acquired intangble assets 02 02 06 06
Other non-underlying items 52 52 141 141
Underlying earmings per ordinary share 22) 22) 21 21
Total operations
Earnings per ordinary share 51) (51) 53 53
Amortisation of acquired intangible assets 32 32 44 4.4
Other non-underlying items 197 197 241 241
Underlying earnings per ordinary share 178 178 338 338
? Restated to reflect the effacts of IAS 19 Employee Benefits (Revised) (Note 38)
1 Re-presentad to classify certain Maintand European rail businesses and the UK facities management husiness as discontinued operations {Notes 12 and 38}
14 DIVIDENDS ON ORDINARY SHARES
Per share Amount Per share Amount
2013 2013 2012 2012
Pence £m Pence £m
Proposed dividends for the year
Interim — current year 5 60 38 560 38 ¢
Final - current year 8 50 58 8 50 58
1410 96 1410 96
Recogmised dividends for the year .
Final - prior year 58 58
Interim — current year 38 38
96 96

The intenm 2013 dividend was paid on 6 December 2013 Subject to approval at the Annual General Meeting on 15 May 2014, the final
2013 dividend will be paid on 4 July 2014 to holders on the register on 25 Apnl 2014 The ordinary shares will be quoted ex-dividend on

23 Apnl 2014
2013 2012
£m £m
Dividends on ordinary shares of the Company N 26 96
Qther dividends to non-controlling interests 1 1
Total recognised dividends for the year 97 97
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15 INTANGIBLE ASSETS - GOODWILL

Accumulated

mpairrment Carrying
Cost lasses amaunt
fm £m £m
At 1 January 2012 1,325 (46} 1,279
Currency translation differences {34) 2 (32)
Impairment charges in respect of Mainland European rail businesses {Note 10} - {95} (95)
Business acquired 9 - 9
Businesses acquired — prior year {1) - {1)
At 31 December 2012 1,299 {139} 1,160
Currency translation differences (9) - (9)
Impairment charges in respect of Mainland European rail businesses {Note 10) - {38} (38)
Business acquired — prior year {Note 32 1 4) {1 - ¥}
Reclassified to assets held for sale {134) 134 -
Reclassified to assets held for sale and subsequently sold (Note 32 3 11} {64} - {64}
At 31 Dacember 2013 1,091 {43) 1,048
2013 2012
Carrvmg amounts of goodwill Klr';l;t;:)er:: tS’;l:t:‘sl R;?r?; Total Klr?grg::verg g?ﬁ: Rs:c:r?c: Total
by segment £m £m £m £m £m fm fm £m
Professional Services 13 165 57 235 10 168 58 237
Construction Services 326 356 25 707 329 362 61 752
Support Services 62 - - 62 125 - - 125
Infrastructure Investments 4 40 ~ 44 4 42 - 46
Group 405 561 82 1,048 468 573 119 1,160
Pre-tax Pre-tax
discount discount
2013 rate 2012 rate
Carrying amounts of goodwill by cash generating unit £m % £m %
Parsons Brinckerhoff 235 1285 237 137
Construction Services UK 261 107 263 108
Construction Services US 356 128 362 129
Other 196 91121 298 90120
Group total 1,048 1,160

The recoverable amount of goodwill is based on value In use Cash flow forecasts are based on the expected workload of each
cash-generating unit (CGU) giving consideration to the current level of confirmed and anticipatad orders Cash flow farecasts for the
next three years are based on the Group’'s 2014 budget and strategic roadmap The other key inputs in assessing each CGU are its
revenue growth rate and discount rate The revenue growth rates have been applied to cash flows after three years into perpetuity and
have been derived from estimated GDP growth rates based on published data for the economic environment of each CGU less 1 0%
to reflect current economic uncertamties and therr consequent estimated effect on public sector spending on infrastructure The cash
flows assume a residual value based on a multuple of earnings before interest and tax

2013 2012
Professional Construction Construction Professional Construction Construction

Services Services UK Services US Other Services Services UK Services US Other

% % % % % % % %

Inflation rate 24 24 24 24 22 22 22 22

Real growth rate 17 12 17 12 17 13 17 12
Nominal long-term revenue growth rate

apphed 41 36 41 36 39 35 39 34

Sensitivities

The Group's impairment review 15 sensitive 10 changes in the key assumptions used The major assumptions that result in significant

sensitivities are the discount rate and the long-term revenue growth rate

Except as noted below a reasonable possible change In a single assumption will not give nse to impairment in any of the Group's CGUs

Using a pre-tax discount rate of 12 1% and revenue growth rate of 2 6% the recoverable amount of the remaining goodwill in the
continuing Mamland Europe rall business 1s £25m based on value i use, with consequent headroomn of £6m A 1 0% increase in the
discount rate and a 1 0% reduction in the growth rate would lead to a further impairment of £1m

The recoverable amount of the Blackpool International Airpert goadwill 1s £4m with headroom of £nil, based on the value in use of
the trading business and the fair value of the land Any decrease in the faw value of the land will lead to a commensurate imparrment

of the goodwill
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16 INTANGIBLE ASSETS - OTHER
Infrastructure
Customar Customer Brand Investments Software
contracts relationships names intangible  and other Total
fm £m £m £m £m £m

Cost
At 1 January 2012 236 145 58 - 39 478
Currency translation differences {9 {5 {n - - (15}
Additions - - - - 25 25
Business acquired 1 1 1 - — 3
At 31 December 2012 228 141 58 - 64 491
Currency translation differences {4} (2) - - - {6}
Additions - - - 21 17 38
Disposals - - - - (1 {1}
Impairment — continuing aperations - - - - (1 {1]
Impairment - discontinued operations - - - - (n (1]
Reclassified from property plant and equipment (Note 17) - - - - 2 2
Reclassified to assets held for sale (Note 12} ) {2) - - (6) 9
Reclassified to assets held for sale and subsequently sold (Note 32 3 11) {3) {14) {3) - {3) {23)
At 31 December 2013 220 123 55 21 71 490
Accumulated amortisation
At 1 January 2012 (122} (79} (31) - {7) {239)
Currency translation differences 5 3 1 - - 9
Charge for the year — continuing operations (16} (14) S} - (4) {43)
Charge for the year — discontinued operations - {5} {1} - - B8}
At 31 December 2012 {133) (95} {40) - {11} {279}
Currency translation differences 2 2 1 - - 5
Charge for the year — continuing operations {10} (11 (9) - (3) (33)
Charge for the year — discontinued operations {1} (1) - - - (2)
Disposals - - - - 1 1
Rectassified from property plant and equipment (Note 17) - - - - (1) (n
Reclassified to assets held for sale (Note 12} 1 1 - - 5 7
Reclassified to assets held for sale and subsequently sold {Note 32 3 11) 3 1 2 - - 16
At 31 December 2013 {138) (93) {46) - {9)  (286)
Carrying amount
At 31 December 2013 82 30 9 21 62 204
At 31 December 2012 95 46 i8 - 53 212

The Group reached financial close on a student accommodation project in which the Group has demand risk and therefore,
under IFRIC 12 Service Concession Arrangements, recognises an intangible asset as * Infrastrugture Investments intangible”

Software and other primarily includes software of the UK shared service centre and operating companies with a cost of £569m

{2012 £45m) and accumulated amortisation of £3m {2012 £1m) Of the total software, £568m (2012 £49m} 15 internally generated
software with a cost of £62m (2012 £50m) and accumulated amortisation of £4m (2012 £1my)

Intangible assets are amortised on a straight-ine basis over their expected useful hves, which are one to four years for customer
contracts, three to 10 years for customer relationships, three to seven years for scftware, and up to five years for brand names,

except for customer contracts and relatonships relating to Parsons Brinckerhoff, Barnhart and Balfour Beatty Invastments US which
are amortised on a basis matching the returns earned over the life of the underlying contracts and relationships These contracts have
a duration of up to eight years for customer contracts and relattonships relating to Parsons Brnckerhoff and Barnhart and up to 50 years

for customer contracts relating to Balfour Beatty Investments US

The Infrastructure Investments intangible 1s amortised on a straight-fine basis over the Ide of the project which 15 50 years

The software for the UK shared service centre and operating companias 1s amortused on & basis matching its usage profile over its
seven-year life The Group's knowledge sharnng and collaboration software i1s amorused on a basis matching its usage profile over s

five-year hfe Other intangible assets are amortised up to 10 years
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17 PROPERTY, PLANT AND EQUIPMENT

171 Movements

Group
Asgsets in
Land and Plant and course of
buildings  equipment construcuon Total
m fm fm £m
Cost or valuation
At 1 January 2012 122 562 4 688
Currency translation differences (4} {S} - {13}
Additions — continuing operations 6 34 - 40
Additions - discontinued operations 1 8 - 9
Disposals 8) (77} - (85}
Impairrment (5) - - (5)
Transfers — 4 4) -
At 31 December 2012 112 522 - 634
Currency translation differences (1 (3 - {4)
Additions — continuing operations 20 39 12 71
Disposals - continuing operations {16} {45} - {61)
Impairment reversal 3 - - 3
Reclassified to software {Note 16) - {2) - {2)
Additions - discentinued operations - n - n
Disposals — discontinued operations - {3) - {3)
Reclassified to assets held for sale (Note 12) {10} (82) - (92)
Reclassified 10 assets held for sale and subsequently sold (Noie 32 311) - (25) - {25)
At 31 December 2013 108 412 12 532
Accumulated depreciation
At 1 January 2012 {45) (355) - (400}
Currency translation differences 1 5 - 6
Charge for the year - continuing operations {10) {41) - {51}
Charge for the year — discontinued operations - {13) - {13)
Disposals 5 66 - 71
At 31 December 2012 {49) {338) - (387)
Currency translation differences - 2 - 2
Charge for the year — continuing operations {10) (40) - (50)
Charge for the year — discontinued operations - (6) - (6)
Disposals — continuing operations 7 L3 - 48
Disposals — discontinued operations - 3 - 3
Reclassified to software {Note 16) - - 1 - 1
Reclassified to assets held for sale {Note 12) 4 46 - 50
Reclassified 1o assets held for sale and subsequently sold (Note 32 3 11) - 15 - 15
At 31 December 2013 (48) {276) - (324)
Carrying amount i
At 31 December 2013 60 136 12 208
At 31 December 2012 63 184 - 247

The carrying amount of the Group's property, plant and equipment held under finance leases was £86m {2012 £7m) The Company has

no property, plant and equipment held under finance leases

Except for land and assets in the course of construction, the costs of property. plant and equipment are depreciated on a straight-ine
basis over therr expected useful ives Builldings are depreciated at 2 5% pa or over the term of the lease, and plant and equipment is

depreciated at 4% to 33% pa

17 2 Analysis of carrying amount of land and bwldings

Group Group

2013 2012

£m £m

Freehold 18 31
Long leaseheld — over 50 years unexpired 5 5
Short leasehold 37 27
60 63
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18 INVESTMENTS IN JOINT VENTURES AND ASSOCIATES
181 Movements -

Net assets Loans Provisions Total

fm £m £m Em

At 1 January 2012 293 264 (91 466
Currency translation differences {5 - - (5
Income recognised - continuing operations?? 92 - - 92
Income recognised — discontinued operations?* 4 - - 4
Fair value revaluation of PPP financial assets 374 - - 374
Fair value revaluation of cash flow hadges {7) - - {7}
Actuarial losses on retirement benefit obligations? (4) - - 4
Tax on items taken directly to equity (86) - - (86)
Dwvidends (58) - - {58}
Additions 20 - - 20
Disposals (68) 9) - (77)
Whiite-down of investment in Exeter International Airport (12) - - (12)
Loans advanced - 27 - 27
Loans repaid - {12) - (12)
Provisions utiised — - 4 4
At 31 December 2012 543 270 (87) 726
Currency translation differences {5) - - (5)
Income recegnised — continuing operations . n — - 71
Fair value revaluation of PPP financial assets (Note 30 1) (167) - - {167)
Fair value revaluation of cash flow hedges (Note 30 1} 65 - - 65
Actuarial gamns on retirement benefit obigations (Note 30 1) . 3 - - 3
Tax on items taken directly to equity (Note 30 1) 28 - - 28
Dwidends (47) - - (47
Additions! 26 - - 26
Disposals {18) {36} - (54)
Farr value of retained interest in CNDR {Note 32 3 9) 6 3 - 9
Loans advanced - 29 - 29
Loans repaid - (2) - {2)
Provisions utihsed (43) {44} 87 -
Reclassified to assets held for sale (Note 12} (8) - - (8
Reclasstfied to assets held for sale and subseguently sold {Note 32 3 11} (8) - - (8
At 31 December 2013 446 220 - 666

¢ Includes £4m non-cash additon
2 Restated to reflect the effects of IAS 13 Employee Benafits (Revised} {Note 38)
3 Re presented to classiy cartain Mainland European rail businesses and the UK faciliies management business as discontinued operations (Notes 12 and 38)

The principal joint ventures and associates are shown in Note 41 The original cost of the Group's investments in joint ventures and
associates was £137m (2012 £199m)

The Group's share of borrowings of jomt ventures and associates 1s shown in Note 18 2 The amount which was supported by the
Group and the Company was £nil {2012 £nil}, relating to the Group’s share of guaranteed borrowings The borrowings of the PPP joint
venture and associate entities are repayable over periods extending up to 2048 The non-recourse borrowings anse under facilities
taken out by project specific joint venture and associate concession companies The borrowings of each concession company are
secured by a combination of fixed and floating charges over that concession company’s interests in its project’s assets and revenues
and the shares in the concession company held by 1ts immediate parent company A significant part of these lcans has heen swapped
into fixed rate debt by the use of interest rate swaps

As disclosed in Note 34, the Group has committed to provide its share of further equity funding of jomt ventures and associates in
Infrastructure nvestments’ projects and military housing cancessions Further, in respect of a number of these investments the Group
has committed not to dispose of its equity interest until construction 1s complete As 1s customary in such projects, banking covenants
restrict the payment of dividends and other distributions

Provisions utilised of £87m (2012 £4m) relate to the investments in Metronet BCV Ltd and Metronet SSL Ltd On 18 July 2007 a PPP
Administrator was apponted 1o the principal trading subsidiaries {Infracos) of these comparies On 27 May 2008 the business and
the majority of assets and llabilities of the Infracos was transferred to new companies owned by TfL and on 11 December 2009 the
Infracos entered into compulsory hguidation
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18 INVESTMENTS IN JOINT VENTURES AND ASSOCIATES CONTINUED

18 2 Share of results and net assets of joint ventures and associates

Professional Construction Support

Infrastructure Investmants

North Infrastructure

Services Services Sarvices UK' Amarica Fund Total Total

. ; 2013 2013 2013 2013 2013 2013 2013 2013
Income statement - continuing operations £m £m £m £m £m £m £m £m
Revenue 13 971 33 356 = - 356 1,373
Underlying operating profit’ - 38 1 1 6 - 17 56
Investment income - 2 - 164 - - 164 166
Finance costs - - - {142) - - {142) {142)
Profit before taxation - 40 1 33 6 - 39 80
Taxation - (3} - (6) = - (6} (9)
Profit after taxation - 37 1 27 6 - 33 71
Balance sheet
Non-current assets
Intangible assets — goodwill - 29 - - - - - 29

— Infrastructure Investments intangible - - - 23 - - 23 23
- other - 6 - ] - - 6 12

Property, plant and equipment - 41 - 8 - - 8 49
PPP financial assets - - - 2,292 - - 2,292 2,292
Military housing projects - - - - 83 - 83 83
Other non-current assets - 40 - 45 - - 45 85
Infrastructure Fund investment - - - - - 1" 1 1
Current assets
Cash and cash equivalents 2 202 3 192 - - 192 399
Other current assets 1 311 8 45 - - 45 395
Total assets 3 659 11 2,611 83 11 2,705 3,378
Current habilities
Borrowings = non-recouise - - - (47) - - {47) 47)
Other current labilities (2) {431) {8) (160) - - [160) (601}
Non-current habilities -
Borrowings — recourse - (44) - - - - - {44)
Borrowings — non-recourse - - - {1,744) -~ - {1,744) [1,744)
Other non-current habiities - (49) - {227) - — {227} (276)
Total habilities (2) {524) {8) (2,178} — - {2178) {2,712}
Net assets - 1 135 3 433 83 n 527 666

* Including Singapore
*  Betfore non-underlying iterns (Motes 2 11 and 10}

The Group's investment in military housing jo:nt ventures’ and associates’ projects 1s recognised at the iniual equity investment plus
the value of the Group's accrued preferred return from the underlying projects The military housing joint ventures and associates have

total non-recourse net barrowings of £1,858m (2012 £1,787m) Note 41(f) detalls the Group's military housing projects

The Group has elected to recognise its investment in Balfour Beatty Infrastructure Partners LP {Infrastructure Fund) at fair value with
movements in far value being recognised through the income statement The Infrastructure Fund holds muluple assets which are

valued by third parties

Capiial expenditure authorised and contracted which has not been prowided for in the financial statements of the jont ventures and

assoclates amounted 10 £2m {2012 £2m)

As a result of the net farr value revaluations of PPP financial assets and cash flow hedges on three Infrastructure Investments
concessions, where the borrowings are non-recourse to the Group, the Group has not recognised cumulative fair value revaluation
charges to other comprehensive income of £24m (2012 £15m}
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18 INVESTMENTS IN JOINT VENTURES AND ASSOCIATES CONTINUED
18 2 Share of results and net assets of joint ventures and associates continued
Infras{ructure Investments
Profess:onal Construction Support North
Services Services Services UK*  Amenca Infrastructure Total Total
2012 20122 2012%° 2012 2012 2012 2012 20122

Income statement - continuing operations £m £m £m £Em £m £m £m £m
Revenue 21 818 44 422 - 5 427 1,310
Underlying operating profit’ 1 54 2 19 8 - 25 82
Investment income - - - 180 - - 180 180
Finance costs - - — (155) - 2) {157 (157
Profit hefore taxation 1 54 2 44 5] (2) 48 105
Taxation - {5) - {9) - 1 {8) (13}
Profit after taxation 1 49 2 35 6 {1) 40 92
Balance sheet
Non-current assets
Intangible assets — goodwill - 30 - - - 12 12 42

- Infrastructure Investments intangible - - - 18 - - 18 18

- other - 2 - 1 - - 1 3
Property, plant and equipment - 4 7 1 - 13 14 62
PPP financial assets - - - 2,641 - - 2841 2.6M
Military houstng projects - - - - 65 - 65 65
Other non-current assets - 11 2 11 - 3 14 27
Current assets
Cash and cash equivalents 5 202 9 21 - 2 213 429
Other current assets 2 357 27 95 - 15 110 496
Total assets 7 643 45 2,978 65 45 3,088 3783
Current liabilities
Borrowings -- recourse - {45} - - - - - {45)
Borrowings — non-recourse - - - (58} - - (58} (58)
Other current lizbilities (3) (441} {37) (208) - (6 (212) {693)
Non-current liabilities
Borrowings — non-recourse - - - {1.871) - (38} (1,809 {1,909)
Qther non-current liabihties {3} {33} - {315} - {1} (316} (352}
Total lrabilities {6) {618} (37) (2,450} - (45) (2,495) {3,057}
Net assets 1 124 8 528 65 - 593 726

Including Singapare
Befara non-underlying items (Notes 2 11 and 10}

a
1
? Restated to reflect the effects of IAS 19 Employee Benefits {Revised) {Note 38}
3

Re-presented 1o classify certain Mainland European rail businasses and the UK facilities management business as discentinuad cperations {Nates 12 and 38)

18 3 Infrastructure Investments’ investments

Neat Neat
mvastment Reserves Total invastment Reserves Total
2013 2013 2013 2032 2012 2012
£m £m £m £m £m £m
Roads 107 2M 308 M 238 339
Hospitals 62 {8} 54 78 45 123
Schools 37 9 46 54 4 58
Qther concessions 15 10 25 1 7 8
LK~ 221 212 433 234 294 528
North America 64 19 83 53 12 65
Infrastructure Fund 1 - 1 - - -
Total investments 296 231 527 287 306 593

A

Including Singapore
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18 INVESTMENTS IN JOINT VENTURES AND ASSOCIATES CONTINUED

18 4 Cash flow from/(to} Joint ventures and associates

Infra-

. North  structure . North
Gash flows from investing A% AmE o Gm ome Tem N0 Ammm 9w
activities £m £m £m £ £m £m £m Em Em
Dwidends from joint
ventures and associates 20 8 - 19 47 25 7 26 58
Subordinated debt
interest receved 26 - - - 26 20 - - 20
Investments in and loans to jant
ventures and associates (16) {21) {11) {1} {49) {15} {12) - {27}
Equity - {21) - (1) {22) - {12} - (12)
Subordinated debt invested {18) - - - (18) {27) - - {(27)
Subordinated debt repaid 2 - - - 2 12 - - 12
Other investmenits and loans - - (1) - {11) - - - -
Disposal of iInvestments in
|oint ventures 102 - - 1 103 81 - - 81
Net cash flow from/{to)
joint ventures and associates 132 {13) (11 19 127 111 (5) 26 132
*Including Singapore
18 5 Share of reserves of joint ventures and associates
- PPP Currancy
Accumulated Hedging financial translation Total
prafitAloss) raserve assets reserva {Note 30 1}
£m £m £m £m £m

Balance at 1 January 2012 174 {233) 181 22 144
Currency translation differences - - - {2} {2}
Income recognised — continuing operations?? 92 - - - 92
Income recognised — discontinued operations?? 4 - - - 4
Fair value revaluation of PPP financial assets - - 374 - 374
Fair value revaluation of cash flow hedges - {7} - - (7}
Actuanal movements on retirement benefit iabilities? {4} - - - (4}
Tax on 1tems taken directly to equity - (5) (81} - (86}
Dwidends {58} - - - {58}
Recycling of revaluation reserves to the income statement on disposal - 27 (75) - (48}
Reserves disposed (72) - - - (72}
Balance at 31 December 2012 136 {218} 399 20 337
Currency translation differences - - - {2) (2)
Income recognised — continuing operations n - - - 7
Fair value revaluation of PPP financial assets - - {167} - (167)
Fair value revaluation of cash flow hedges - 65 - - 65
Actuarial movements on retirement benefit habilities 3 - - - 3
Tax on 1items taken directly 1o equity - (21) 49 - 28
Dwidends {47) - - - {47}
Recycling of revaluation reserves to the income statement on disposal - 20 (35) - (15)
Reserves disposed 3 - - - 3
Other movements - {3) 5 - 2
Balance at 31 December 2013 166 {157} 251 18 278

? Restatad to reflect the effects of IAS 18 Employee Benehits (Ravised) (Note 38)

3 Re-prasented to classify certain Mamland European rai businesses and the UX fac/ives management business as discontinued operations (Notes 12 and 38)
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19 INVESTMENTS
191 Group
Available-
for-sale
Held 10 investments
maturity n mutual
bonds funds Total
£m £m £m
Balance at 1 January 2012 486 50 96
Currency translation differences - (2} 2
Farr value movements - 4 4
Additions - 5 5
Maturities/disposals {4) (5) 9
Balance at 31 December 2012 42 b2 94
Currency translation differences - {1 (1
Farr value movements - 7 7
Interest accrued - 3 3
Additions 7 5 12
Maturnites/disposals {14) (6) {20)
Balance at 31 December 2013 35 60 95

The held to maturnity bonds are held by the Group's captive insurance company, Delphian Insurance Company Ltd, and comprise

fixed rate bonds or treasury stock with an average yield to matunity of 1 61% (2012 1 20%) and weighted average Iife of 2 7 years
(2012 2 3 years) The farr value of the bonds 15 £38m {2012 £45m), determined by the market price of the bonds at the reporting date
The maximum exposure to credit nisk at 31 December 2013 is the carrying amount These bonds have been pledged as security for
letters of credit 1Issued In respect of Delphian Insurance Company Ltd

The available-for-sale investments in mutual funds compnise holdings in a number of funds, based on employees’ investment elections,

in respect of the deferred compensation obligations of the Group as disclosed in Note 28 The farr value of the avalable-for-sale

investments 1s £60m (2012 £52m}, determined by the market price of the funds at the reporting date

19 2 Company
2013 2012
£m £m
Investment in subsidiaries 1,666 2,072
Investment in joint ventures and associates 3 3
Provisions {102} {138}
1,567 1,937
20 PPP FINANCIAL ASSETS
s Schools Roads Other Total
£m £m £m £m
Balance at 1 January 2012 215 217 25 457
Income recogmised in the income statement '
- construction contract margin - 1 - 1
~ Interest income 12 18 3 3
(Lossesl/gains recegnised in the statement of comprehensive income
- fair value movements (3) 34 - 31
Other movements
- cash expenditure 10 38 19 67
—cash receved (17} {26) 2) {45}
Balance at 31 December 2012 217 280 45 542
Income recegnised In the Income statement
~ construction contract margin - 1 - 1
~ Interest incomes (Note 8) 12 17 4 33
(Losses)/gains recognised In the statement of comprehensive income
— fair value movements {14) {21) 10 (25)
Other movements
- cash expenditure - 40 22 62
— cash received {19) {25) {15} {59)
- disposal of interest in CNDR {Note 32 3 11} - {99) - {99)
Balance at 31 December 2013 196 193 66 455

Assets constructed by PPP subsidiary concession companies are classified as available-for-sale financial assets and are denominated
in sterhng The maximum exposure to credit risk at the reporting date 15 the fair value of the PPP financial assets

The Group disposed of a 75% interest mn Connect CNDR Holdings Ltd {CNDR) during the year and retaned a 25% interest which 1s
accounted for as a joint venture Refer to Note 32 3 9 There were no impairment provisions in 2013 or 2012
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21 INVENTORIES

2013

2012

£m £m
Unbilled nen-construction work in progress 51 76
Raw matenals and consumables 39 50
Development and housing land and work in progress 42 32
Manufacturing work in progress N 1 6
Finished goods and goods for resale 2 8
135 172

22 CONSTRUCTION CONTRACTS A
2013 2012
Contracts in progress at reporting date £m £m
Due from construction contract clients 631 634
Due 10 construction contract clients {360) (382)
2n 252

The aggregate amount of costs incurred plus recognised profits less recognised losses for all caniracts in prograss that had not
reached practical completion at the reporting date was £14,484m from continuing operations (2012 £15,647m from total operations}

23 TRADE AND OTHER RECEIVABLES

Group Group Company Company
2013 2012 2013 2012
£m £m £m £m
Current
Trade receivables 827 851 - -
Less Provision for impairment of trade recewvables {26) (29) - -
801 822 - -
Other receivables 76 69 17 6
Due from subsidiaries - - 1,243 1,144
Due from joint ventures and associates 28 38 - -
Due from jointly controlled operations 3 1 - -
Contract retentions receivable* 198 199 - -
Accrued income 21 38 1 -
Prepayments 47 74 1 2
Due on acquisitions 16 - - -
1,150 1,241 1,262 1152
Non-current i
Trade receivables 2 2 - -
Other receivables 2 9 - -
Due from joint ventures and assocrates 1 2 17 19
Contract retentions recelvable* . 28 67 - -
Prepayments - 4 - 4
Due on acquisitions - 16 - -
113 100 17 23
Total trade and other recevables 1,303 1,341 1,279 1175
Comprising
Financial assets (Note 39) 1,266 1,263 1,278 1,169
Non-financial assets — prepayments 47 78 1 6
1,303 1,341 1,279 1,175

* Include £295m (2012 £265m) construction contract retentions recevable

Based on prior experience, an assessment of the current economic environment and a review of the financial circumstances of indnadual

clients, the Directors believe no further credit nisk provision s required in respect of trade receivables

The Directors consider that the carrying values of current trade and other recelvables approximate thew far values The fair value of
non-current trade and other recervables amounts to £108m {2012 £88m) and has been determined by discounting future cash flows

using yield curves and exchange rates prevalling at the reporting date
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23 TRADE AND OTHER RECEIVABLES CONTINUED
Movement in the provision for impairment of trade receivables
Group Group
2013 2012
£m £m
Balance at 1 January {29) (46}
Currency translation differences {2) 1
(Charged)/credited to the income statement — continuing operations
- additional provisions (12) 9
~ unused amounts reversed ; 10 22
Utilised during the year 1 3
Balance at 31 December” {32) {29}
° Includes £6m (2012 £nul) prowisions relating to non-current trade ecervablas
Maturity profite of impaired trade receivables
Group Group
2013 2012
£m £m
Up to three months 1 1
Three to six months 1 3
Six to ning moenths 2 1
Nine to 12 months 8 1
More than 12 months 20 23
32 29

At 31 December 2013, trade recewables of £217m (2012 £245m) were past due but not impaired These relate to a nurmber of indinaidual

chents where there 15 no reason to believe that the receivable 15 not recoverable

Maturity profile of trade receivables past due but not impaired

Group Group

2013 2012

£fm £m

Up to three months 153 154
Three to six months 24 39
Six to ning months 12 15
Nine to 12 months 7 10
More than 12 months 21 27
217 245

The Company had no provision for impairment of trade receivables and no trade receivables that were past due but not iImpaired

In either year
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24 TRADE AND OTHER PAYABLES

Group Group  Company Comgpany
2013 2012 2013 2012
£m fm £fm £m
Current
Trade and other payables 857 200 4 10
Accruals 1,044 1,130 14 8
Deferred income 6 15 - 1
Advance payments on contracts” 14 19 - -
VAT, payroll taxes and social security 115 108 13 14
Due to subsidiaries - - 1,301 1,421
Due to joint ventures and associates 1 15 - 5
Dividends on preference shares 5 5 5 5
Due on acquisitions 4 22 - —
2,046 2,214 1,337 1,464
Non-current
Trade and other payables 12 94 - -
Accruals 20 16 - -
Deferred income 7 4 - -
Advance payments on contracts - 1 - -
Due 10 Joint ventures and associates 27 25 25 25
Due on acquisitions 16 19 - -
182 159 25 25
Total trade and other payables 2,228 2,373 1,362 1,489
Comprising
Financial habilities {Note 39} 2,025 2,130 1,349 1,474
Non-financial habilities
—accruals not at amortised cost 61 96 - -
— deferred income 13 19 - 1
- advance payments on contracts ) 14 20 - -
- VAT, payroll taxes and socia! secunty 115 108 13 14
. 2,228 2,373 1,362 1,489
* Includes £11m (2012 £14m] advances on construgction contracts
Matunty profile of the Group’s non-current financial habilities at 31 December
Due to
joint
Trade venturas
and other and Due on
payables Accruals associates acquisitions Total
2013 2013 2013 2013 2013
£m £m £m £m £m
Due within one to two years 73 9 - 2 84
Due within two to five years 8 7 5 7 27
Due after more than five years 31 4 22 7 64
112 20 27 16 175
Farr values 97 17 18 16 148
Due to
joint
Trade ventures
and ather and Dua on
payables Accruals  associates  acquisHions Total
2012 2012 2012 2012 2012
£m £m £m £m £m
Due within one to two years 47 6 - 3 56
Due within two to five years 14 7 3 7 31
Due after more than five years - 33 3 22 9 67
94 16 25 19 154
Farir values 80 15 18 19 132

The fair value of non-current trade and other payables has been determined by discounting future cash flows using yield curves and

exchange rates prevaikng at the reporting date
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25 PROVISIONS
Group Company
Contract Employee Other Other
provisions provisions provisions Total provisions
£m £m £m £m Em
At 1 January 2012 147 30 60 237 6
Currency translation differences (3} - - {3} -
Transfers (6} 15 {S) - -
Charged/icredited) to the iIncome statement
- additional provisions 74 43 22 139 -
- unused amounts reversed (49) {14} {8) 7 {1)
Utiised during the year (38) {17) {19) {74) -
At 31 December 2012 125 67 46 228 5
Currency translation differences (2) - - 2) -
Transfers 3 {4) 1 - -
Charged/(credited) to the income statement — continuing operations
- additional provisions 67 23 22 12 -
- unused amounts reversed (32} (14) {12) (58) {3}
- discount unwind - - {1 {1} -
Utilised during the year {48) (17} (7) (72} n
(Credtted)/charged to the Income statement ~ discontinued operations (1 1 - - -
Reclassified to assets held for sale {Note 12} (10) (3) - {13) -
Reclassified to assets held for sale and subsequently sold {(Note 32 3 11} - {1) - {1) -
At 31 December 2013 102 42 49 193 1
Group Group _Company Company
Contract  Employee Other Contract Employes Other Other Qther
provesions provisions provisions Total Provisions previsions Provisions Total provisions provisians
2013 2013 2033 2013 2012 2012 2012 2012 2013 2012
£m £m £m £m £m £m £m £m £m £m
Due within one year 57 15 28 100 71 26 19 116 - -
Due within one to
two years 16 10 7 33 35 18 1 64 1 1
Bue within two to
five years 20 14 10 44 16 12 10 38 - 4
Due after more than
five years 9 3 4 16 3 1 6 10 - -
102 42 49 193 125 57 46 228 1 5

Contract provisions include construction insurance liabiities, principally 1n the Group's captive insurance companies, and defect and
warranty provisions on contracts, pnmarily construction contracts that have reached practical completion

Employee provisions are principally liabihties relating 10 employers’ lability insurance retained in the Group’s captive insurance

compames and provistons for employee termination ltabilities anising from the Group’s restructunng programmes

Other provisions principally comprise motor and other insurance liabihties in the Group's captive insurance companies, legal claims
and costs, where provision 1s made for the Directors’ best estimate of known legal claims, nvestigations and legal actions in progress,
property-related provisions, mainly onerous lease commitments, some of which arise from the Group's restructuring programmes,

and environmental provisions

The Group takes actuanal advice when establishing the level of provisions in the Group's captive insurance companies and certamn

other categories of provision

Insurance-related provisions within these catégones were £86m (2012 £95m} as follows Contract provistons £562m {2012 £49m),
Employee provisions £28m {2012 £35m), and Cther, mainly motor provisions £6m (2012 £11m)

Restructuring provisions within these categones were £12m (2012 £26m) as follows Contract provisions £ml (2012 £nil), Employee
provisions £7m {2012 £14m), and Other, mainly property-related, provisions £6m {2012 £12m) The restructuring provisions reduced
substantially in the period as staff left the businesses and the property portfolio was streamlined by the surrender or other disposal

of leases
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26 CASH AND CASH EQUIVALENTS AND BORROWINGS

26 1 Group
Current Non current Total Current  Nen-current Total
20 2013 2013 2012 2012 2012
£m £m £m £m £m £m
Unsecured borrowings at amortised cost
— bank overdrafts {78) - (78) (10} - {10)
- loans under committed facilities expinng in less than one year - - - - - -
—loans under committed facilities expiring in more than one year - - - {410) - {410)
— US private placement (Note 26 2} - {212) (212) - - -
— hability component of convertible bonds (Note 26 3) - {221) (221) - - -
— other loans {91 - {91) {56) {2) {58)
Secured borrowings at amortised cost -
—finance leases (1) {2) {3) ) {3} (4)
(170) {435) {605) (477 {5) (482)
Cash and deposits at amortised cost 472 - a72 515 - 515
Term deposits at amortised cost 67 - 67 2 - 2
Non-PPP cash and cash equivalents 539 - 539 517 - 517
369 (435) (66) 40 {5) 35
Non-recourse project finance loans at amortised cost with final
maturity between 2027 and 2037 {9) {410) (419) (12) {381) (393)
PPP cash and cash equivalents 65 - 65 25 - 25
56 {410} {354) 13 {381) (368)
Net (borrowings)/cash 425 {845) {420) 53 {386) (333)

The PPP project finance sterling loans anse under non-recourse facihiies taken out by project specific subsidiary concession
companies The loans of each concession company are secured by a combination of fixed and floating charges over that concession
company’s interests in Its project’s assets and revenues and the shares in the concession company held by ts immed ate parent
company A significant part of these loans has been swapped into fixed rate debt by the uss of interest rate swaps

Included in cash and cash equivalents is restricted cash of £17m {2012 £15m) held by the Group's captive insurance company
Delphtan Insurance Company Ltd, which 1s subject to Isle of Man insurance solvency regulations, £2m (2012 £nif) currently not readily
remittable from Argentina, £1m (2012 £nil} held within construction project bank accounts and £65m (2012 £25m) refating to the
maintenance and other reserve accounts In the Infrastructure Investments subsidianes

Cash, deposits and term deposits include the Group’s share of amounts held by jointly controlled operations of £144m {2012 £232m}

The Group discloses 1ts borrowings under commutted facilities as current habilities due to requirements in IAS 1 Howsver the
borrowings are drawn down under commutted faciities expinng mn more than one year and the Group beheves they will be rolled
forward within the terms of the facihities

Matunity profite of the Group’s borrowings at 31 December

PFP PPP
nON recourse NOTN-TECouUrse
praject Finance Other project Finance Qther

finance leases borrowmgs Total finance teases  barrowings Total
2013 2013 2013 2013 2012 2012 2012 2M2
£m £m £m £m £m tm £m £m
Due on demand or within one year {9) {1) {169) {179} 12} {n (476) (489)
Due within one to two years (10) (1 - (1) )] (n - {10}
Due within two to five years (38) (10 (248} {285) {50) {1 n {52}
Due after more than five years (364) - {185} {549) (322} 4l {1 (324}
(419) {3) {602) (1.,024) (393) (4} (478) {875}

The carrying values of the Group's borrowings are equal to the fair values at the reporting date The farr values are determined by
discounting future cash flows using yield curves and exchange rates prevailing at the reporting date

Undrawn Group comrmutted borrowing facilities at 31 December in respect of which all conditions precedent were satisfied

PPP PPP
nonTecourse NOM-recowrse
projact Other project Qther
finance barrowmngs Total finance  boarrowings Totat
2013 2013 2013 2012 2012 2012
£m £m £m £m £m £m
Expinng in one year or less 36 - 36 41 - 41
Expiring 1n more than one year but not more than two years 38 - 38 36 55 91
Expiring in more than two years 26 990 1,016 56 540 596
100 990 1,090 133 595 728

26 2 US private placement

In March 2013 the Group raised US$350m (£231m) of borrowings through a US private placement of a series of notes with an average
coupon of 4 4% per annum and an average maturity of 9 3 years At 31 December 2013, as a result of movements in exchange
differences, the balance outstanding was £212m
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26 CASH AND CASH EQUIVALENTS AND BORROWINGS CONTINUED

26 3 Convertible bonds

On 3 December 2013 the Group issued convertible bonds of £100,000 each maturing on 3 December 2018 at a total 1ssue price of
£252 7m and incurred transaction costs of £6 3m resultng in net proceeds of £246 4m The bonds have a coupon of 1 875% per
annum payable semi-annually in arrears and the initial conversion price has been set at £3 6692 per share

From 14 January 2014 until 14 days prior to final matunty one bond 1s convertible at the option of the holder into one preference

share in Balfour Beatty Finance No 2 Ltd which 1s immmediately transferred to the Company in exchange for the 1ssue of ordinary shares
in the Company

The bonds are a compound instrument, comprising an eguity and a hability component The fair value of the hability component at
the date of issue, included under non-current liabilities, was £220m estimated using the prevaiing market interest rate of 4 29% for
a similar non-convertble instrument The difference between the net proceeds of 1ssue of the convertible bonds after the transaction
costs and the fair value assigned to the hability component, representing the value of the equity conversion component, 1s included

in equity holders’ funds Refer to Note 29 3

The Group has the option to redeam the bonds frorn December 2015 under certain circumstances

Convertible

bonds

. . 2013

Liability component recognised in the Balance Sheet £m
Liabihty component at 1 January at amortised cost -
Issued during the year 220
Interest accretion 1
Liability compenent at 31 December at amortised cost 221

The far value of the hability component of the convertble bonds at 31 December 2013 was unchanged at £220m (2012 £nil}
The finance cost of the convertible bonds 1s calculated using the effective Interest method

26 4 Company

Current Non-current Total Current  Non cutrent Total

2013 2013 2013 2012 2012 2012

£m £m £m £m £m £fm

Cash and deposits - - - 43 - 43
Unsecured barrowings at amortised cost

- bank loans and overdrafts {106) - {106} {56) - (56}

—loens under committed facilities - - - (410) - (410}

—US private placement {Note 26 2) - (212) {212) - — -

Net borrowings (106) {212) (318) {423) - {423)

The bank loans and overdrafts are sterling denomnated, variable rate instruments and repayable on demand Loans under committed
facilities compnise £nil {2012 £410m} sterling denominated borrowings which are variable rate instruments repayable within one year

27 DEFERRED TAX

271 Deferred tax assets and habilities are offset when they relate to income taxes levied by the same tax authonty and the Group
intends to settle its current tax assets and hab:hties on a net basis

Met deferred tax position at 31 December
Group Group. Company Company

2013 2012 2013 2012
£m £m £fm £m
Deferred tax assets 122 116 - -
Deferred tax habilities {18) (10) (3) -
104 106 (3) -
Movement for the year in the net deferred tax position
Group®  Company
m £m
At 1 January 2012 89 {1)
Credited to :ncome statement® 6 -
Credited to equity* 13 1
Businesses acquired {2) -
At 31 December 2012 106 - -
Currency translation differences (1) -
Credited to income statement — continuing operations’ (13} -
Creduted to iIncome staternent - discontinued operations* - -
Creduted/f{charged) to equity* 9 (3)
Reclassified to assets held for sale 2 -
Reclassified to assets held for sale and subsequently sold 1 -
At 31 December 2013 104 (3)

* Group includes £6m charged (2012 £3m to the iIncome statement and £10m charged (2012 £5m) to equity 1n relation to the reduction in the UK corporation tax rate
? Restated to raflact the effects of IAS 19 Employee Benefits (Ravisad} (Note 38) |
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27 DEFERRED TAX CONTINUED

27 2 Group
Deprecisticn
inexcessof Retirement  Unreliaved Share
-capital benefit trading based

allowances habiities? losses payments Provistons  Derivatives Total’
Deferred tax assets £m Em £m £m £m £m £m
At 1 January 2012 17 74 15 3 17 10 136
Currency wanslation differences - 1 (1} - i - {1
Credited/{charged) to income statement 3 (13) 7 - 6 - 3
Creditedf{charged) to equity - 17 - - - (5} 12
Business acquired - - - - {2) - {2)
At 31 December 2012 20 79 21 3 20 5 148
Currency translation differences - {1} - - - - (1
Credited/(charged) to income statement —
continuing operations (3) 2 (4) - (3) - (8)
Credited/(charged) to income statement -
discontinued operations - {1) - - - - (n
Credited/{charged) to equity - 15 - - - (7) 8
Reclassified to assets held for sale and .
subsequently sold {Note 32 3 11} {2) - - - {1) 2 (1)
At 31 December 2013 15 94 17 3 16 - 145

Ravaluation Preferance Farr value Loss
of properues Goadwill shares adjustments of IBAs Total

Deferred tax habilities £m £m £m £m £m £m
At 1 January 2012 (1) {10} (6) {28} (2) (47)
Currency translation differences - - - 1 - 1
Credited/{charged) t0 Income statement - 3 - (1) 1 3
Credited to equity - - 1 = - 1
At 31 December 2012 1 (7 (5) (28) m (42}
Credited/icharged) 10 Income statement — continuing operations - - - (5} - (5)
Credited/{charged) 10 income statement — discontinued operations - 1 - - - 1
Credited to equity - - 1 - - 1
Reclassified to assets held for sale {Note 12) - - - 2 - 2
Reclassified to assets held for sale and subsequently sold )
{Note 32 311} - - - 2 - 2
At 31 Decemnber 2013 (1 (6) {4} {29) {1 {an
Total net deferred tax asset 104

2 Restated to reflect tha effects of 1AS 19 Employee Benafits {(Revisad) (Note 38)

At the reporting date the Group had unrecogn:sed tax losses from operations that arose over a number of years of approximately
£452m (2012 £280m) which are available for offset against future profits £15m {2012 £22m) will expire between five and 20 years
after the year in which they arose, using losses incurred In earlier years before those incurred in later years, wath the first expiry in
2015 The remaining losses may be carned forward indefimitely

At the reporting data the undistributed reserves for which deferred tax habilities have not been recognised were £801m {2012 £905m}
in respect of subsichanes and £101m (2012 £128m) in respect of joint ventures and associates No hability has been recognised in
respect of these differences because either no temporary difference arises or the timmg of any distribution i1s under the Group's control
and no distnbuiion which gives rise to taxation 1s contemplated

27 3 Company
Daferred 1ax Defarred tax

habiity assets
Share  Retrement Nat deferred
Preference based benefit tax assets/
shares  payments labiites  Prowvisions Total (hatshy)
Deferred tax assets and liabihties £m Em £m £fm £m £m
At 1 January 2012 5) 2 1 2 5 (1)
Credited/icharged) to equity® 1 - — - - 1
At 31 December 2012 {5} 2 1 2 5 -
Charged to Income statement - - - n {n {1
Credited/f{charged) to equity’s 1 {2) (1) - (3] (2)
At 31 December 2013 4) - - 1 1 (3}

" The Company includes £2m creditad (2012 €nilk to equity in relation to the reduction in the UK corporation tax rate
£ On1 February 2013 employees of the Company transferred to Balfour Beatty Group Employment Limited a company established as the employing antity for the Balfour
Beatty Group s UK businesses resulting in £3m (2012 £nil) being charged to equity
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28 RETIREMENT BENEFIT LIABILITIES

28 1 Group
The Group, through trustees, operates a number of defined contributien and defined benefit pension schemes

Defined contribution schemes are those where the Group's cbligation 1s imited to the amount that it contributes to the scheme and
the scheme members bear the investment and actuanal nsks

Defined benefit schemes are schemas other than definad contribution schemes where the Group’s obligation 1s to provide specified
benefits on retirement

IAS 19 Employee Benefits (Revised) {IAS 19 Rewised) prescribes the accounting for defined benefit schemes in the Group’s financial
statements Obligations are calculated using the projected unit credit method and discounted to a net present value using the market
vield on a high quality corporate bond The pension expense relating to current service cost 1s charged to contracts or overheads based
on the function of scheme members and 1s Included in cost of sales and net operating expenses The net finance cost ansing from

the expected interast income on plan assets and interest cost on scheme obligations s included in finance costs Actuanal gains and
losses are reported in the Statement of Comprehensive Income The |AS 19 Revised accounting valuation 1s set out in Note 28 2

A different calculation 15 used for the formal tnenmial funding valuations undertaken by the scheme trustees to determine the future

company coptribution level necessary so that over time the scheme assets will meet the scheme obligations The principal difference I
betwsen the two methods 1s that under the funding basis the obligations are discounted using a rate of return reflecting the

composition of the assets in the scheme, rather than the rate of return on a high quality corporate bond as required by 1AS 19 Revised !
for the financial statements Details of the latest formal triennial funding valuations are set out in Note 28 3

The assets of the schemes do not include any direct holdings of the Group’s financial instruments, ner any property occcupied by,
or other assets, of the Group

Principal schemes

The Graup s principal schemes are the Balfour Beatty Pension Fund (BBPF), which includes defined contribution and defined benefit
sections, and the Balfour Baatty Shared Cost Section of the Rallways Pension Scheme (Rallways Pension Scheme} The defined
benefit sections of both schemes are funded and closed to new members with the exception of employees where employment has
transferred to the Group under certain agreed arrangements Pension benefits are based on emplayees’ pensionable service and therr
pensionable salary

The schemes operate under trust law and are managed and administered by Trustees on behalf of the members in accordance with

the terms of the Trust deed and rules and relevant legislation Defined benehit contributions are determined in consultation with the

Trustees, after taking actuarial advice The Trustees are responsible for establishing the investrnent strategy and ensuring that there |
are sufficient assets to meet the cost of current and future benefits

These schemes expose the Group to Investment and actuanial nisks where additional contrbutions may be required if assets are not
sufficient to pay future pension benefits

- Investment nsk Equity returns are a key determinant of investment return but the investment portfolio 1s also subject to a range
of other nisks typical of the investments held, for example, credit nisk on corporate bond holdings

— Actuanal nsk The ultimate cost of providing pension benefits is affected by inflation rates and members’ ife expectancy The net
present value of the obligations s affected by the market yield on a high quality corporate bond used to discount the obligations

Changes in the principal actuarial assurmptions based on market data such as inflation and the discount rate, and expernience,
such as life expectancy, expose the Group to fluctuations In the nst 1AS 19 Rewvised liahility and the net finance cost ‘

BBPF I
The investment strategy of the BBPF 1s to hold assets of appropriate lquidity and marketabdity to generate mcome and capital growth

The BBPF invesis partly in a diversified range of assets including equities and hedge funds in anticipation that, over the longer term,

they will grow in value faster than the obligations The equities are in the form of pooled funds and are a combination of UK, other

developed market and emerging market equities The remaining BBPF assets are principally fixed and index-linked bonds and swaps

in order to match the duration and inflation exposure of the obligations and enhance the resihence of the funding ievel of the scheme

The performance of the assets 1s measured against market indices

Following the previous formal tnennial funding valuation of the BBPF carned out as at 31 March 2010, the Group agreed to make ongoing
deficit payments to the BBPF of £48m per annum from April 2010, increasing each year by CPI {capped at 5%) plus 50% of any increase
in the Company’s dividend in excess of capped CPl Following the merger of the Parsons Brinckerhoff Scheme wath the BBPF the Group
agreed 1o make additional deficit payments of £11m per annum, with the first payment made in October 2012 During 2012 the Group
also agreed to make additional conditional deficit contnbutions of £1m per month, payable quarterly in arrears, if the BEPF funding levels
n any given month were below certain funding targets set out In the BBPF journey plan, with the first payment made in January 2013

A formal tniennial funding valuation of the BBPF was carried out as at 31 March 2013 As a result the Group agreed with effect from
Apnl 2013 to make revisad ongomg deficit payments of £50m per annum, increasing to £55m per annum frorm April 2016, £60m per
annum from Apnl 2017, and £65m per annum from Apnl 2018 to May 2020, increasing each year by CPl {rminimum 0% and capped at
5%) plus 200% of any increase in the Company’s dnadend in excess of capped CPI If the Company makes any one-off return of value
to shareholders such as a special dividend, share buy-back capital payment or similar before the next actuanal valuation is agreed,
there will be an additional Increase in the deficit payment for the following year only, calculated as the regular deficit payment for that
year multiplied by 75%, mufuplied by the value of the one-off return of value, dvided by the total of the regular dividends for the year
in which the one-off return was made The Group has the ability to use surplus funds in the defined benefit section of the BBPF to pay
1ts contributions towards future service benafits in the defined benefit and defined contribution sections of the scheme

In 2012 a pension Increase exchange (PIE) offer to certain current pensianers, widows and widowers of the BBPF, to forego thenr
entittement to future non-statutory inflation increases in return for a higher pension than their current entitlement, resulted in a £2m
reduction to the pension liability 2and a consequential net past service cost credit of £2m
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28 RETIREMENT BENEFIT LIABILITIES CONTINUED

28 1 Group continued 1

BBPF continued

On 31 August 2013 the majonity of members of the BBPF ceased to accrue future defined benefits and became deferred members
resulting in a curtallment charge of £563m, recognised as a non-underlying item, of which £2m related to discontinued operations
Dunng 2013 vanous group restructurings resulted in an additional £1m curtailment charge

Railways Pension Scheme
The econemic interest of the Group in the Railways Pension Scheme 1s approximately 60% of the scheme's assets and liabiliies based
on the relevant provisions of the trust deed and rules and trustee guidslines regarding future surplus apportionments and deficit financing

The Railways Pension Schermne invests in a range of pooled mvestment funds intended to generate a combination of capital growth
and income and as determined by the Trustee, taking account of the charactenistics of the oblgations and the Trustee's attitude to nisk
The majonity of the Rallways Pension Scheme's assets that are intended to generate additional returns, over the rate at which the
obligations are expected to grow, are invested in a single pooted "growth” fund This fund 1s invested in a wide range of asset
classes and the fund manager RPMI has the discretion to vary the asset allocation to reflect its views on the relative attractiveness of
different asset classes at any time The remaining assets in the Rallways Pension Scheme are principally fixed and index-linked bonds

Following the formal triennial funding valuation carned out as at 31 December 2010, the Group agreed to make ongoing fixed deficit
contributions of £1 3m per annum plus an additional 1% of the active members’ payroll costs

Parsons Brinckerhoff Scheme

During the year ended 31 December 2012, Parsons Brinckerhotf Ltd operated a defined benefit scheme {Parsons Brinckerhoff
Scheme} which had been closed to new members since 31 July 2003 On 30 June 2012 the Parsons Brinckerhoff Scheme merged
with the BBPF and the Group agreed to make additional deficit payments of £11m per annum to the BBPF, with the first payment made
in October 2012 On 28 June 2012 the Parsons Brinckerhoff Scheme released its legal charge over a Group leasehold property with

a book value of £4m at 31 December 2011 in return for a one-off deficit contribution of £2 5m The deficit contributions have been
superseded by the deficit contributions agreed in the March 2013 BBPF formal trienrual funding valuation

Other schemes

Other schemes comprise unfunded post-retirement benefit obligations in Europe and North America, the majority of which are closed
to new entrants, and deferred compensation schemes in the US, where an element of employees’ compensation 1s deferred and
invested in avallable-for-sale assets {as disclosed in Note 19 1) 1n a trust, the assets of which are for the ultimate benefit of the
employees but are avallable to the Group's creditors m the event of insolvency

Membership of the principal schemes

Balfour Beatty Railways Balfaur Beatty Railways
Pension Fund Pension Scheme Pension Fund Penstan Scheme
2013 2013 2012 2012
Defined Defined Definad Dafined
benefit  Average benefit  Average benefit  Average benefit  Average
Number of obligations duration Number of obligabons duration Numberof obhgatens  duranon Number of obligatons  duration
members £m Yoars bers E£m Years _members £m? Years _members £rn? Years
Defined benefit
— active members 97 3 20 250 44 19 3,404 614 22 260 43 19
— deferred
pensioners 13,876 1,372 23 1,433 54 18 11,887 794 24 1,476 52 18
— PensIoners,
widowl(er)s .
and dependants 22,244 1,589 1 1,531 a3 11 22,586 1,455 12 1,490 89 1
Detined
contrbution 13,238 - - - - - 10,373 — - - - -
Total 49,455 2,964 16 3.214 191 14 48,250 2,863 17 3,226 184 14

? Rastated 1o reflect tha effects of IAS 19 Employee Benefits (Revised) (Nate 38)

28 2 IAS 19 accounting valuations
Principal actuanal assumptions for the IAS 19 accounting valuations of the Group's principal schemes

Balfour Balfour
Beatty Ralways Baatty Raifways
Pension Pension Pension Pension
Fund Schame Fund Scheme
2013 2013 2012 2072
% % % %
Discount rate 435 435 440 4 40
Inflation rate — RPI 330 330 280 290
-CPI 210 210 220 220

Future ncreases in pensionable salary

— certain members that have a protected right to a defined benefit membership 210 210 220 220
— other members - 210 4 40 220
Rate of increase in pensions in payment {or such other rate as 1 guaranteed) 305 225 2 80 220

In the year ended 31 December 2012, the Group reassessed the difference between the RPI and CPl measures of price inflation from
0 90% to 0 70% The reduction was applied following consideration of proposals made by the Office for Nauonal Statistics (ONS) to
change the method to calculate RPI and Independent advice received from the Group's actuanes This change in assumptions gave nse
to a £26m actuanal increase in habilies which was recognised in the Staterment of Comprehensive Income
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28 RETIREMENT BENEFIT LIABILITIES CONTINUED

28 2 1AS 19 accounting valuations continued

Principal actuanal assumptions for the IAS 19 accounting valuations of the Group’s prnincipal schemes continued

In January 2013 the market RPI expectation increased by 0 30% following an announcement by the ONS that there would be no
material change in the calculation of RPl As a result of this announcement and following independent advice recewed from the Group's
actuaries, the Group reassessed the difference between RPl and CPI measures of price inflation from 0 7% to 1 0% in 2013 reducing
the pension lability by £38m which was recognised in the Statement of Comprehensive Income

In December 2013, following independent advice from the Group's actuaries based on further announcements by the ONS, the Group
reassessed the difference between RPI and CPI measures of price inflaton from 1 0% in January 2013 to 1 2% reducing the pension
labuity by a further £36m which was recognised in the Statement of Comprehensive Income

The BBPF actuary undertakes regular mortality investigations based on the expenence exhibited by pensioners of the BBPF and due
to the size of the membership of the BBPF {49,455 members at 31 December 2013} s able to make companisons of this experience
with the mortality rates set out In the various published mortality tables The actuary s also able to monitor changes in the exhibited
mortalty over time This research 1s taken into account In the Group's mortality assumptions across its vanous defined benefit schemes

The mortality assumptions as at 31 December 2013 have been updated to reflect the experience of Balfour Beatty pensioners for the
pericd 1 April 2003 to 31 March 2013 The mortality tables adopted for the 2013 and 2012 I1AS 19 valuations are the SAPS tables with
a multiplier of 101% for male and for female members (2012 90% for male and 103% for female membars) and 110% for female
widows and dependants (2012 103%), all with an improvement rate in ine with the CMI core projection model to 2013 {2012 flat

1 6% pa to 2013}, plus future Mmprovements from 2013 In line with the CMI cere projection model applicable to each member’s year
of birth with a long term rate of 1 25% pa for male and 1 00% pa for female members

203 2012

Average life Average life

expectancy expactancy

at 65 yeass of age at 85 years of age

Male Female Male Female

Members in receipt of a pension 224 244 219 244
Members not yet in receipt of a pension (current age 50} 237 256 232 256

In December 2012 allowance was made for approximately three future years of life expectancy for former members of the Parsons
Brinckerhoff Scheme The 2013 investigation revealed that the Iife expectancy for these members i1s similar to other members of the
BBPF, therefore mortality assumptions have been aligned in 2013

The BBPF defined cantribution employer contributions paid and charged to the income statement have been separately idenufied in
the table below and the defined contribution section assets and habilities amounting to £259m {2012 £200m) have been excluded
fram the tables on pages 132 to 134 Defined contribution charges for other schemes include contributions to multu-employer
pension schemes

Amounts recognised in the Income Statement

Balfour Balfour
Beatty Rallways Beatty Ralways Parsons
Pension  Pension Othsar Pension  Pension Banckerhoff Other
Fund Scheme schemes Total Fund__ Scheme Schame  schemes Total
2013 2013 2013 2013 2012?7208’ 2012° 2012°  2012%°
£m £m £m £m £m £m £m £m £m

Continuing operations
Current service cost (23) {2) {5) {30) {34} {2) - {5 (41
Past service cost credit - - - - 2 - - - 2
Curtallment cost
- ceasing future accruat {51) - - {51) - -~ - - .-
- restructuring costs {1) - - 1 {2) - - - (2)
Defined contribution charge (32) - {14} {46) {30} - {4) {16} {50}
Included in employee costs (Note 7} {107} {2) (19) {128) {64) {2} {(4) {21} {91)
Interest iIncome 102 6 - 108 100 7 3 - 110
Interest cost {108) {7 (2) (117 (105) (8} (4) {2} {119)
Net finance cost {Note 9) (6) {1) {2) {9) (8) (1) th (2} {9)
Total charged t0 Income statement from
continuing operations {113) {3) {21} {137) {69} (3) (5) {23} {100}
Discontinued operations
Current service cost {Note 7} (6} - n (7 {6} - - (1) {7}
Curtailment cost
— ceasing future accrual {Note 7} 2) - - (2} - - - - -
Defined contribution costs {Note 7) {6) - 4) (10) (5) - - 1 {6)
Net finance cost {1) - n (2) - - - {1} {1)
Total charged to income staterment from
discontinued operations (15) - {6) {21) (i) - - {3} (14)
Total charged to Income statement (128) {3) 27) {158) {80) (3) (5} {26} 114

? Restated to raflect the effects of |1AS 19 Employee Benefits (Revised) [Note 38)
3 Re presented 1o classify certain Mainland European rail businesses and the UK faciiues management business as discontinued operations (Notes 12 and 38)
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28 RETIREMENT BENEFIT LIABILITIES CONTINUED

28 2 IAS 19 accounting valuations continued
Amounts recognised in the Statement of Comprehensive Income

Balfour Balfour
Beatty Railways Beatty Rallways Parsons
Panston Pansion Qther Pansion Pension Brinckarhoff Chiher
Fund Scheme  schsmas Total Fund Scheme Scheme schemes Total
2013 2013 2013 2013 20127 20127 2012 2012 2012?
£m £m £m £m £m £m £m £m £m
Actuarial movements gn pension
scheme obligations (63) {5) (5) {73) (174) {1 2 1 (194}
Actuarial movements on pension
scheme assets (48) 4 - (44) 82 2 - n 83
Total actuarial movements recognised
in the Statement of Comprehensive
Income {Note 30 1) {111) {1) {5) {117) {92) (9} 2 {12} {111}
Cumulative actuarial movements
recognised In the Statement of
Comprehensive Income (446) (34} [20) (500) {329) {33) (B} {15} {383}
?  Restated 1o reflect the effects of IAS 19 Employee Benefits {Revised) {Note 38)
The actual return on plan assets was a gain of £79m {2012 £210m)
Amounts recognised wn the Balance Sheet
Batfour Balfour
Beatty Railways Beatty Railways
Pension Pansion Other Pension Pansion Other
Fund  Scheme  schemas' Total Fund’ Scheme?  schames'? Total?
2013 2013 2013 2013 2012 2012 2012 2012
£m £m £m £m £m £m £m £m
Present value of obligations (2,964) {191) {74) (3,229) (2,863} {184} 99} (3,146)
Fair value of plan assets 2,641 153 1 2,795 2,665 147 1 2,813
Lsability in the balance sheet {323) {38) {73) {434) {198} {37} {98) {333)
' Avallabla-for-sale mvestmeants 'n mutual funds of £60m (2012 E£52m) are held by the Group to satisty the Group s deferred compensation chiigatians {Note 19 1)
? Restated to reflect the effects of IAS 19 Employee Benafits (Revised) (Note 38)
The defined benefit obligation comprises £73m {2012 £37m} aristng from wholly unfunded plans and £3,156m (2012 £3,048m
restated) arising from plans that are wholly or partly funded
Movement in the present value of obligations
Balfour Balfour
Beatty Railways Beatty Railways Parsons
Pension Pansion Other Pansion Pension  Brinckerhoff Other
Fund Scheme  schemes Total Fund Scharme Scheme  schames Total®
2013 2013 2013 2013 2012 2012 2012 2012+ 2012
£m £m £m £m £m £m £m £m £m
At 1 January? (2,863} (184} {99) (3,146) (2,465) (169) {187} 89} (2.910)
Currency translation differences - - 1 1 - - - 2 2
Current service cost {23) 2) (5) (30} (34) 2) - {5} (40
Past service cost credit - - - - 2 - - - 2
Curtallment costs
- ceasing future accrual {51) - - {51) - - - - -
- rastructuring {1} - - {1 (2) - - - (2)
Finance cost {108} {7) (2) M7 {105) (8) )] {2) {119)
Income statement costs relating
to discontinued operations {24) - (2} 26) {23) - - (2) (25)
Actuarnal movements from
reassessing the difference between
RPland CPI 62 12 - 74 (20} (5) * - - (28)
Other financial actuanial movemenis (126) (13) 4 {135) {165) {5) 2 8} (176)
Actuarial movements from
changes in demographic assumptions {25) (3) - (28] 45 4 - - 49
Experience gansf{losses) 26 (1] {9) 16 (34) {5} - (3) (42
Total actuanal movements {63) {5) {5) {73} (174} (1) 2 {11} (194)
Contrbutions from members (1) - - (1} (n - - - mn
Benefits paid 139 7 8 154 124 5] 4 8 142
Parsons Brinckerhoff Schame merger - - - - {185} - 185 - -
Reclassified to iabities held for sale
(Note 12} - - 30 30 - - - - -
Reclassrhied to labiities held for sale
and subsequently sold (Note 32 311} 31 - - n - - = - -
At 31 December {2,964) {191) {74) {3.229) (2,863) {184) - {93}  ({3.148)

2 Restatad to reflect the effacts of IAS 19 Emplayee Banefits (Revised) {Note 38)

? Re-presented to classity cartain Mainland European rail businesses and the UK facdiies management business as discontinued operations {Notes 12 and 38)
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28 RETIREMENT BENEFIT LIABILITIES CONTINUED
28 2 IAS 19 accounting valuations continued

On 12 December 2013 the Group disposed of its UK factlittes management business, Balfour Beatty WorkPlace (BBW), a participating
employer in the BBPF The Group retains the obligation to provide pension benefits arising on past service accrual in the BBPF for

the majority of BBW employees BBW retains the obligation 10 provide pension benefits anising on past service accrual for protected
members of the BBPF resulting in a settlement loss for the Group based on actuanal assumptions at the date of disposal of £2m,

a reduction n liabilities of £31m, and a reduction In assets of £33m Refer 1o Note 32 3 11

Movement in the fair value of plan assets

Balfour
Beatty Raillways

Balfour
Beatty Ralways

Parsons

Pension Pension Othar Pension Pension Brinckerhoff Other
Fund Scheme schemes Total Fund__ Scheme Scheme  schemes Total
2013 2013 2013 2013 201223 2012 2012 2012% 20124
£m £m £m £m £m £m £m £m £m
At 1 January 2,865 147 1 2813 2370 141 127 2 2,640
Interest income — continuing operations 102 6 - 108 100 7 3 - 110
Interest iIncome — discontinued operations 15 - - 15 17 - - - 17
Actuanal rmovements (48) 4 - {44) 82 2 - (1} 83
Contnbutions frorm employer
- regular funding 21 2 - 23 33 2 - - 35
- ongoing deficit funding — continuing operations 49 1 - 50 55 1 2 - 58
- ongoing deficit funding — discontinued operations 2 - - 2 - - - - -
- conditicnal deficit funding 7 - - 7 - - - - -
- one-off deficit funding - - - - - - 3 - 3
Contnbutions from members - - - - 1 - - - 1
Benefits paid {139} {7) - {146} {124) 6 (4) - (134)
Parsons Brinckerhoff Scheme merger - - - - 131 - (131} - -
Reclassified to liabiities held for sale and
subsequently sold (Note 32 3 11} {33) - - {33) - — - - -
At 31 December 2,641 153 1 2,795 2,665 147 - 1 2,813
? Restated to reflect the effects of IAS 19 Employee Banefits (Revised) (Note 38)
3 Re-presented to classify certain Mainland European rail businesses and the UK faciliies management business as discontinued operations (Notes 12 and 38)
Fair value of the assets held by the schemes at 31 December Batt
Baea‘:;,yr Railways
Pension Pension Other
Fund Scheme schames Total
Value Value Value Value
2013 2013 2013 2013
£m £fm £m £
Return-seeking 1,115 117 - 1,232
- Developed nation equities 451 - - 451
- Emerging market equities 108 - - 108
- Emerging market debt and currency 148 - - 148
- Hedge funds 335 - - 335
- Return-seeking growth pooiled funds - 17 - "7
- Other return-seeking assets 73 - - 73
Liability matching bond-type assets 1,462 36 - 1,498
- Corporate bonds 617 - - 617
- Fixed interest gilts 438 - - 438
- Index-lnked gilts 373 - - 373
- Liability matching pooled funds - 36 - 36
- Interest and inflation rate swaps 34 - - 34
Other 64 - 1 65
Total 2,641 153 1 2,795
Value Value Value Value
2012 2012 2012 2012
fm £m £m fm
Return-seeking 1,065 110 - 1175
- Developed nation equities 428 - - 428
- Emerging market equities 107 - - 107
- Emerging market debt and currency 147 - - 147
- Hedge funds 328 - - 328
- Return-seeking growth pooled funds - 110 - 110
- Other return-seeking assets 55 - - 55
Liatnlity matching bond-type assets 1,470 37 - 1,507
- Corporate bonds 813 - - 613
- Fixed interest gilts 47 - - a7
- Index-linked gilts 29 - - 291
- Lability matching pooled funds - 37 - 37
- Interest and inflation rate swaps 149 - - 149
Other 130 - 1 131
Total : 2,665 147 1 2,813
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28 RETIREMENT BENEFIT LIABILITIES CONTINUED

28 2 I1AS 19 accounting valuations continued
All assets have quoted prices in active markets with the exception of the following where the classification 1s In accordance with
IFRS 13 Farr Value Measurement

£99 2m of the corporate bonds {Level 2}
Interest and inflation rate swaps (Level 2)
Hedge funds (Level 3}

Return-séeking growth pooled funds {Level 3)
Other return-seeking assets (Level 3}

Liability matching pooled funds (Level 3)

* 5 5 & 2 3

Estimated contributions expected to be paid to the Group’s principal defined benefit schemes during 2014

Balfour

Beatty Railways

Pension Pension
Fund Scheme Total
2014 2014 2014
fm £m £m
Regular funding 3 2 5
Ongoing deficit funding 51 1 52
Total 54 3 57

Sensitivity of the Group's rettrement benefit obligations at 31 December 2013 to different actuanal assumptions

The sensitivity analysis below has been determined based on reascnably possible changes In assumptions occurnng at the end of
the reporting period In each case the relevant change in assumption occurs inisolation from potential changes in other assumptions
in practice more than one vanable s likely to change at the same time The sensitivities have been calculated using the projected

unit credit method
{Decreasal/ {Decraaself

incraase ngreass

Percentage n obligations in obligations

Obligations ponts/Years % £m
Increase in discount rate 05% (74) (232)
Increase in market expectation of RPI inflation 05% 49 154
Increase in salary growth 05% - 2
Increase in Iife expectancy 1 year 33 104

Sensitivity of the Group's retirement benefit assets at 31 December 2013 to changes in market conditions

(Decreasel (Dacrease)/

Increasa Increase

Parcentage In assets inassets

Assots points % £m
Increase in Interest rates 05% (61) {170)
In¢rease in market expectation of RPlinflation 05% 33 93

The asset sensitivities only take into account the impact of the changes in market conditions on bond type assets The value of the
Schemes' return-seeking assets are not directly correlated with movements in interest rates or RPIl inflation

Year end histoncal information for the Group's retirement defined benefit schemes

2013 20122 20107 20107 20097
£m £m £m fm £m
Present value of obligations (3,229) (3148) {2 910) (2,780} {2,752}
Fair value of assets 2,795 2,813 2,640 2,344 2,171
Deficit {434) {333) {270) {436} (581}
Experience adjustment for obligations 16 {39} (11} 62 {9)
Experience adjustment for assets {44) 83 148 128 1356
Total defrcit funding 59 61 113 80 35
? Hestated to reflect the effects of 1AS 19 Employee Benefits (Revised) (Note 38}
28 3 Latest forma! tnennmial funding valuations
Balfour Beatty Ralways
Pension Fund Pension Scheme
£m m

Date of last formal triennial funding valuation 31/03/2013 31/12/2010
Scheme deficit
Market value of assets 3,103 260
Present value of obligations (3,622} (268}
Defieit in defined benefit scheme {418} {8
Funding level 88 1% 97 0%
28 4 Company

Until 1 February 2013, certain employses of the Company were members of the BBPF Retrement benefit assets, labilities, mcome
and expend ture refating to this fund were allocated on an appropnate basis to Group companies participating in the scheme based
on pensionable payroll for the year On 1 February 2013 the employees of the Company and the net pension deficit allocated to the
Company were transferred to Balfour Beatty Group Employment Ltd, which has been established as the employing entity for the
Balfour Beatty Group's UK businesses
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29 SHARE CAPITAL
291 Ordinary shares of 50p each
Issued
Milhon £m
At 1 January 2012 687 344
Shares 1ssued 1 -
At 31 December 2012 688 344
Shares 1ssued 1 -
At 31 December 2013 689 344
All 1ssued ordinary shares are fully pard Ordinary shares carry no night to fixed income but each share carries the right to one vote at
general meetings of the Company
Ordinary Ordinary
shares Consideration sharas Consideranon
2013 2013 2012 2012
Ordinary shares 1ssued during the year credited as fully paid Number £m Number £m
Savings-related share options exercised 386,386 1 866,427 2
Executive share options exercised 270,895 - 229,220 —
657,281 1 1,095,647 2

At 31 December 2013 there were 1,364,265 share options outstanding under the Savings-Related Share Option Scheme (SAYE) which
waere granted between 2008 and 2010 (2012 3,645,518 granted between 2007 and 2010) The weighted average exercise price is
242 1p {2012 254 9p) No options have been granted under the SAYE since 2010

At 31 December 2013 there were 387,733 share options outstanding under the Executive Share Option Scheme {ESOS) which were
granted in 2004 (2012 688,049 granted between 2003 and 2004} These options are normally exercisable between three and 10 years
after the grant date Performance conditions have been met for all outstanding options under the ESQOS The weighted average
exercise price 1s 227 3p (2012 206 6p) No options have been granted under the ESOS since 2004

29 2 Cumulative convertible redeemable preference shares of 1p each

Issued
Million £m

At 31 December 2012 and 2013 12 -

All issued preference shares are fully paid Dunng the current and prior year no preference shares were repurchased for cancellation
by the Company

Holders of preference shares are entitied to a preferential dividend equivalent to a gross payment of 10 75p per preference share per
annum, payable half-yearly A preference dividend of 5 375p gross (4 8375p net} per cumulative convartible redeemable preference
share of 1p was paid on 1 July 2013 in respect of the six months ended 30 June 2013 A preference dividend of 5 375p gross

{4 8375p net) per cumulative convertible redeemable preference share was paid on 1 January 2014 1n respect of the six months
ended 31 December 2013

On 1 July 2020 any preference shares still outstanding are redeemable at £1 each, together with any arrears or accruals of dividend,
unless the holder exercises any option granted by the Company to extend the redemption date The maximum redemption value of
all of the issued and outstanding preference shares, excluding any arrears or accruals of dividend, was £112m at 31 December 2013
{2012 £112m)

At the optian of the holder, preference shares are convertible on the first day of the next calendar month following receipt of

the converston notice into new Balfour Beatty plc ordinary shares effectively on the basis of 24 §9136 ordinary shares for every

100 preference shares, subject to adjustment in certain circumstances The Company 1s entitled to convert all outstanding preference
shares into ordinary shares If there are fewer than 44,281,239 preference shares in issue or if the average of the closing mid-market
price for a Balfour Beatty ple ordinary share during a 30-day period exceeds 810p, subject to adjustment In certain circumstances

The preference shares carry na voting rights at a general meeting of the Company except where the dividend 1s six months or more

In arrears, or where the business of the mesting includes a resolution which directly affects the nghts and privileges attached to the
preference shares or a resolution for the winding up of the Company Cn winding up the Company, holders are entitled to receive the
sum of £1 per preference share, together with any arrears or accruals of dividend, in prionty to any payment on any other class of shares

The preference shares are a compound instrument, comprising an equity and a liability component The fair value of the hability
component at the date of 1ssue, ncluded under non-current habilitigs, was estimated using the prevailing market interest rate of 13 5%
for a similar non-convertible instrument The difference between the proceeds of issue of the preference shares and the farr value
assigned to the hability component, representing the value of the equity conversion component, 1S included in equity holders’ equity,
net of deferred tax
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29 SHARE CAPITAL CONTINUED

29 2 Cumulative convertible redeemable preference shares of 1p each 2013 2012
Liability component recognised in the Balance Sheet £m £m
Redemption value of shares in 1ssue at 1 January 112 112
Equity component {18) (17}
Deferred tax and interest element 2) (4)
Liability component at 1 January at amortised cost 92 91

Interest accretion 2 1

Liability component at 31 December at amortised cost . 94 92

The fair value of the liability component of the preference shares at 31 December 2013 amounted to £113m (2012 £120m) The farr
value s determined by using the market price of the preference shares at the reporting date

Interest expense on the preference shares is calculated using the effective interest method

29 3 Convertible bonds

On 3 December the Group 1ssued convertible bonds for net proceeds of £246m The convertible bond 15 a compound mstrument
comprising equity and liability components The farr value of the liability component was estimated as £220m using the prevailing
market rate at the date of i1ssue for a simular non-convertible instrurment The difference between the net proceeds and the far value
of the hablity represents the embedded option to convert the liability into the Company’s ordinary shares being the equity component
of £26m Refer to Note 26

30 MOVEMENTS IN EQUITY

301 Group
Qther reserves
Equity
Shara component
of joing of
vantures prefarence
and shares
Called- Share associatas and PPP Currency Non-
up share prermium  Special  reserves convertble Hedging financial translation Merger Retaned controlling
capital account reserve {Nota 185) bonds reserves  assets  reserve reserve  Other profits? interests Total?
2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013
£m £m £m £m fm £m £m £m £m £m £m £m £m
At 31 December 20122 344 63 25 337 17 {109) 93 21 249 18 252 3 1313
Profit for the year - - - Fal - - - - - - {1086} - (35)
Currency translation
differences - - - {2) - - - 12) - - - - {14)
Actuarial movernents on
retirement benefit habiities - - - 3 - - - - - - (117} - {114)
Fair value revaluations
— PPP financial assets - - - {167) - - {25) - - - — - {192)
- cash flow hedges - - - 65 - 85 - - - - — - 120
— avallable-for-sale
investrments in mutual funds - - - - - - - - - 7 - - 7
Recycling of revaluation
reserves to the income
statement on disposal® - - - {15) - 10 {15) {1} - - - - (21)
Tax on items racognised m
other comprehensive Income® - - - 28 1 {15) 8 - - 2) 17 - 37
Total comprehensive income/
- {212)

(expense) for the year - - - {17) 1 80 (32} {13) - 5 (206)
Ordinary dividends - - - - - - - - - - (96) n (97)
Joint ventures’ and

associates’ dividends - - - 47) - - - - - - a7 - -
Issue of ordinary shares - 1 - - - - - - - - - - 1
Issue of convertible bonds - - - - 26 -~ - - - - - - 26
Movements relating to

share-based payments - - - - - - - - - )] 5 - 4

Reserve transfers relating to
joint venture and associate

disposals - - - 3 - - - - - - {3) - -
Other transfers - - (1 2 - 3 (5} - - - 1 - -
At 31 December 2013 344 64 24 278 44 (56) 56 8 249 22 - 2 1,035

® Recychng of revaluation reserves to tha Income statement on dispasal has no asscciated tax effact
? Restated to reflect the effects of 1AS 19 Employee Banefits (Revised) (Note 38)

A
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30 MOVEMENTS IN EQUITY CONTINUED

301 Group continued

O1her reserves

Equity

Share component
f

of joint ol
venturas prB'GfEHEB
and shares
Called-  Share sssociates and PPP Currency Non
up share premium  Special reserves’ convertble Hedging financial translauen Merger Retainad  controlling
capital account reserva (Nota 18 5) bonds reserves assets reserve reserve Other  profits?! interests  Total?*
2012 2012 2012 2012 2012 2012 2092 2012 2012 2012 2012 2012 2012
fm £m £m fm £m fm £m £m £Em Em £m fm fm
At 1 January 20122 344 61 27 144 17 {97} 67 75 249 17 358 4 1,267
Profit for the year - - - 96 - - - - - - {61) - 35
Currency translation
differences - - - (2) - - - {54} - - - - (56)
Actuarial movements on
retirement benefit labiities - - - 4 . - - - - - - {1 - (115}
Fair value revaluations
- PPP financial assets - - - 374 - - 3 - - - - - 4056
- cash flow hedges - - - {7) - {12} - - - - - - {19}
- avallable-for-sale
investments in mutual funds - - - - - - - - - 4 - - 4
Recycling of revaluation
reserves 1o the income
statement on disposal®* - - - {48} - - - - - - - - {48}
Tax on items recognised In
other comprehensive income — - - (86} — - (5} - - (1} 20 - (72)
Total comprehensive iIncome/
{expense) for the year - - - 323 - {12) 26 {54) - 3 (152} - 134
Ordinary dividends - - - - - - - - - - {96) (97
Joint ventures’ and
associates’ dividends - - - {58) - - - - - - 58 - -
Issue of ordinary shares - 2 - - - - - - - - - - 2
Movements relating to
share-based payments - - - - - - - - - (2) 9 - 7
Reserve transfers relaung to
Joint venture and associate
disposals* - - - {72) - - - - - - 72 - -
Other transfers - - (2} - — - - - - - 2 - -
At 31 December 2012 344 63 25 337 17 (109) 93 21 249 18 252 3 1,313

® Recycling of revaluation reserves to the income statement on dispasal has no assaciated tax effect

? Restated to reflect the effects of IAS 19 Employee Benafnis (Revised) (Note 38)

* Re presentad to reflect the recycling of revaluation reserves to the income staternent in the staternent of comprehensive ncorna nstead of the statement of changes in equity

30 2 Company

QOther reserves

Equity
camponent
of prafarance
Called up Shara shares and
share pramium Special convertble Marger Retamned
capital account raserve bonds  reserve Other profits Tatal
£m £m £m £m £m £m £m £m
At 1 January 2012 344 61 27 17 249 74 333 1,105
Profit for the year - - - - - - 84 84
Actuanal movements on retirement benefit kabilities - - - - - - (3) (3)
Tax on iters recognised in other comprehensive Income - - - - - - 1 1
Total comprehensive income for the year - - - - - - 82 82
Qrcdinary dividends - - - - - - (96) {96)
Issue of ordinary shares - 2 - - - - - 2
Movements relating to share-based payments - - - - - {2} 5 3
Other transfers - - (2) - - - 2 -
At 31 December 2012 344 63 25 17 249 72 326 1,096
Profit for the year - - - - - - 39 39
Actuarial movements on retirement benefit liabihities - - - - - - 1 1
Tax on items recognised in other comprehensive income - - - 1 - - {4) (3
Total comprehensive income for the year - - - 1 - - 36 37
Ordinary dividends - - - - - - {96) {96)
Issue of ordinary shares - 1 - - - - - 1
Issue of convertible bonds - - - 26 - - - ' 26
Movements relating to share-based payments - - - - - (3) 4 1
Other transfers - - (1) - - - 1 -
At 31 December 2013 344 64 24 44 249 69 271 1,065

The retained profits of Balfour Beatty ple are wholly distributable By special resolutton on 13 May 2004, confirmed by the court on

16 June 2004, the share premium account was reduced by £181m and the £4m capital redemption reserve was cancelled, effective
on 25 June 2004, and a special reserve of £185m was created This reserve becomes distributable to the extent of future increases
in share capnal and share premium account, of which £1m accurred in 2013 {2012 £2m)

balfourbeatty com/ar2013




30 MOVEMENTS IN EQUITY CONTINUED

~

30 3 The retained profits in the Group and the retained profit of the Company are stated net of investments in Balfour Beatty plc
ordinary shares acquired by the Group's employee discretionary trust, the Balfour Beatty Employee Share Ownership Trust, to satisfy
awards under the Balfour Beatty Performance Share Plan and the Balour Beatty Deferred Bonus Plan In 2013, 0 7m (2012 1 0m)
shares were purchased at a cost of £1 6m {2012 £3 Om} The market value of the 3 3m (2012 3 7m) shares held by the Trust at

31 December 2013 was £9 3m {2012 £10 1m} The carrying value of these shares 1s £10 0m {2012 £11 8m) Following confirmation
of the performance critenia at the end of the performance penod in the case of the Performance Share Plan, and at the end of the
vesting penod in the case of the Deferred Bonus Plan, the appropriate number of shares will be unconditionally transferred to
participants In 2013 no shares were transferred to participants in relation to the April 2010 awards under the Performance Share Plan
{2012 no shares for the Apnl 2002 award under the Performance Share Plan), and 1 1m shares were transferred to participants in
relation to awards under the Deferred Bonus Plan {2012 1 0m) The trustees have waived the rights to dividends on shares held by the
Trust Other reserves in the Group and the Company include £5 1m relating to unvested Performance Share Plan awards (2012 £4 7m),
£1 1m relating to unvested share options {2012 £2 9m), and £3 3m ralating to unvested Deferred Bonus Plan awards {2012 £3 4m}

31 NOTES TO THE STATEMENTS OF CASH FLOWS

Continuing operations

Non-

underlying Discontinued

Underlying items operations
itemns’ {Note 10} {Note 12} Group Group Company Company
2013 2013 2013 2013 2012 2013 2012
Notes £m £m £m £m £m £m £m
311 Cash (used in)/generated from operations
Profit/{loss} from operations 203 (155) 47) 1 73 75 104
Share of results of joint ventures and associates —
continuing operations 18 {71) - - {71) {92} - -
Share of results of joint ventures and associates —
discontinued operations 18 - - - - (4} - -
Dividends received - continuing operations - - - - - (90) (130)
Dvidends received - discontinued operations - - (81} {1 - - -
Depreciation of property, plant and equipment 17 50 - 6 56 64 - -
Amortisation of other intangible assets 16 3 30 2 35 49 - -
Pension deficit payments
- ongomng deficit funding 282 (50) - {2) {52) {58) - {2)
- conditional deficit funding 28 2 {7) - - 7 - - -
~ one-off deficit funding 282 - - - - (3} - -
Pension past service cost credit 28 2 - - - - {2) - -
Pension curtalment charge — ceasing future accrual 282 - 51 2 23 - - -
Pension curtallment charge - restructunng 28 2 - 1 - 1 2 - -
Movements relating to share-based payments 33 6 - - 6 6 - 1
Profit on disposal of investments in PPP concessions 323 {82) - - (82) {52) - -
Profit on disposal of property, plant and equipment {3) (3) - (6) (7 - -
Contingent consideration for acquisitions 322 (4) - - {4) - - -
Net gam on disposal of other businesses 323 - - {1m {1 - - -
Write-down of investment in Exeter International Airport - - - - 12 - -
Goodwill mpairment in respect of Mainland Eurcpean
rall busmesses 102 - - 38 38 95 - -
Impairment ot other intangible assets 16 - 1 1 2 - - -
{Impairrment revarsal)iimpairment of property,
plant and equipment 17 - (3) - (3) 5 - -
Impairment of nventory - - 1 1 4 - -
QOther non-cash items (4] - - (1) m - -
Operating cash flows before movements in
working capital 44 {78) {11 {45) 91 (15) (27)
(Increase)/decrease n operating working capital {127) 3 7 (117) {310} 220 (52)
Inventories and non-construction work In progress 5 - (3) 2 {37) - -
Due from construction contract clents {93) - 12 en {33) - -
Trade and other recavables (166) _ {25) {191) 13 (34} 85
Due 1o construction cantract clients . 33 - - a3 182) - -
Trade and cther payables 106 " 3N 148 {161) 258 {137}
Provisions {12) {8) {8) {28} (10) (4) -
Cash {used in}/generated from operations (83) {75) 4) (162} {219) 205 {79)

' Before non-underlying items {Notes 2 11 and 10)
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31 NOTES TO THE STATEMENTS OF CASH FLOWS CONTINUED

®

Group Group Company Company
2013 2012 2013 2012
£m £m £fm £m

31 2 Cash and cash equivalents
Cash and deposits 472 515 - 43
Term deposits 67 2 - -
PPP cash balances 65 25 - -
Bank overdrafts (78) (10) (106) (56)
526 532 {106) {13

Cash and cash equivalents include cash In hand, deposits held at call with banks, other short term highly iguid investments with
onginal maturities of fess than three months and bank overdrafts Bank overdrafts are shown within borrowings in current liabihities

in the balance sheet

PPP Other Group Group Company Company
2013 2013 2013 2012 2013 2012
£m £m £m £m £m £m
31 3 Analysis of movement in net {barrowings}/cash
Opening net (borrowings)/cash (368) 35 (333) 8 (a23) (2386)
Currency translation differences - 3 3 (17} 19 -
Net increasefldecrease) in cash and cash equivalents 40 {30} 10 (31) {23) 1
Proceeds from US private placerment - {231) {231) - {231) -
Proceeds from convertible honds and interest accretion —
labihty component - (221) (221} - - -
Proceeds from new loans (110) - (110} (350) - {230)
Proceeds from new finance leases - {1} 1 - - -
Repayment of loans 12 396 408 53 410 32
Repayment of finance leases - 2 2 4 - -
Disposal of non-recourse borrowings {(Note 32 3 11} 72 - 72 - - -
Reclassified to assets held for sale (Note 12) - {19) {19) - - -
Closing net borrowings (354) {66) (420) {333} {318) (423)

314 Borrowings

During the year ended 31 December 2013 the significant movements in borrowings were a drawdown of US private placement loans
of £231m (2012 £nil}, 1ssuing unsecured convertible bonds with a hiability component of £221m (2012 £nil) a drawdown of short term
loans of £nil (2012 £286m), a net repayment of short term loans of £396m (2012 £32m), a £68m net increase {2012 £5m decrease)
In bank overdrafts, an increase of £110m (2012 £64m mcrease) In nen-recourse loans funding the development of financial assets in
PPP subsidiaries, disposal of non-recourse borrowings in Connect CNDR Ltd £72m {2012 £nil and repayment of £12m (2012 £21m}

of non-recourse PPP loans
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32 ACQUISITIONS AND DISPOSALS

321 Current and prior year acquisitions
32 11 There were no matenal acquisitions during the year ended 31 December 2013

32 1 2 Deferred consideration paid during 2013 in respect of acquisitions completed in earher years was £11m, £8m relating to the
acquisition of Subsurface Group Inc {Subsurface} and £3m on other acqursittons

321 3 In addition to the amounts shown abeove, £2m and £1m held in escrow at 31 December 2012 relating to the acquisittons
of Power Efficiency and Office Projects respectively were paid during 2013

321 4 The farr values of the acquired assets and habiities disclosed as provisional at 31 December 2012 in respect of Subsurface were
finahsed during 2013 giving rise 1o a decrease In both goodwill and provisions of £1m

32 2 Contingent consideration arrangements

Parsens
Brinckerhoff Howard

Inc S Wright SpawMaxwall Subsurface Total

fm £m m £m f£m
Contingent consideration recoverable/{payable}
At 31 December 2012 16 (9} {1} n 5
Movements - 9 1 - 10
At 31 December 2013 16 - - {1) 15

The tair value of the contingent consideration arrangements 1s estimated by applying the provisions of the purchase agreement to
management's assessment of possible outcomes and discounting the expected contract costs and insurance claim proceeds to their
present value The maximum amount that the Group could be required to pay or recerve under the terms of the contingent consideration
arrangements 1s £11m payable or £16m receivable in respect of Parsons Brinckerhoff and £1m payable in respect of Subsurface

32 2 1 The contingent consideration payable relating 1o Howard S Wright (HSW) was settled in Apnl 2013 with a final settlement of £6m,
£.3m of which was paid in cash and the remainder netted-off against notes recevable from the HSW sellers, resulting in a £3m gan

32 2 2 £1m contingent consideration payable relating to SpawMaxwell was released to the iIncome statement during the year

32 3 Current year disposals

Diract costs
mcurred,

Amount indemnity
recycled provisions

from created and Nan
Percentage Mot cash Neat assets revaluatton fair value Underlying underlying
disposed consideration  disposed reserve uplift gain/(loss}) gan/{loss)
Notes Disposal date Entity/business % £m £m £m £m £m £m
3231 1 March 2013 Rail Iberica SA® 100 - {b) 1 - - {4
Consort Healthcare
3232 26 Apnl 2013 {Tameside} Holdings Ltd" 50 16 {11} 4 - 9 -
Transform Schools
Bassetlaw”, Birmingham”,
3233 30 Apnl 2013 Rotherham®, Stokse” 50 43 (24) 5 - 24 -
Consort Healthcare
3234 20June 2013 {Salford} Holdings Ltd* 50 22 {10} - - 12 -
3235 25June2013 Exeter and Devon Airport Ltd* 60 - - - - - -
3236 1 August2013 Stassfurt Signalling Workshop - - {n - - - n
3237 3% October 2013 Balfour Sevan LLC" 50 1 {1 - - - -
Connect A30/A35
3238 4 November 2013  Holdings Lid* 65 21 9) 6 - 18 -
3239 4 November 2013 Connect CNDR Holdings Ltd* 75 26 (16) 5 4 19 -
32 310 13 December 2013 Balfour Beatty WorkPlace* 100 155 {120} - (19} - 16
284 {197) 21 {15) 82 11

" Subsidary
* Joint venture

32 31 On 1 March 2013 the Group disposed of its mterest in Rall Iberica SA {Rail Spain) to 1ts local management for a cash
consideration of €1 The disposal resulted In a net £4m loss being recognised as a non-underlying 1tem, comprising a £56m loss in
respect of the farr value of net assets disposed, including cash disposed of £7m, and a £1m gain on recycling revaluation reserves to
the income statement Refer to Note 10 2 2 The Group continues to guarantee certain bonds on behalf of Raill Spain untd their expiry

32 3 2 On 26 Apnit 2013 the Group disposed of its 50% mterest in Consort Healthcare (Tameside} Holdings Ltd for a cash consideration
of £16m This PPP disposal resulted in a net £9m gain being recognised in underlying operating profit, comprising a gain of £5m in
respect of the disposal of the investment in the joint venture and a £4m gain on recycling revaluation reserves to the income
statement

32 3 3 On 30 Aprd 2013 the Group disposed of its 50% interest in four Transform Schools projects Bassetlaw, Birrmingham,
Rotherham, and Stoke, for a combined cash consideration of £43m This PPP disposal resulted in a net gain of £24m being re’cogmsed
within underlying operating profit, comprising a gain of £19m in respect of the disposal of the investments in the jomnt ventures and

a £5m gain on recychng revaluation reserves to the income statement
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32 ACQUISITIONS AND DISPOSALS

32 3 Current year disposals continued

32 34 On 20 June 2013 the Group disposed of its 50% interest m Consort Healthcare {Salford) Holdings Ltd for a cash consideration
of £22m This PPP disposal resulted in a net gain of £12m being recagnised within underlying operating profit There were no material
revaluation reserves

32 3 5 On 25 June 2013 the Group disposed of its interest in Exeter and Devon Airport Ltd held through an intermediary company
wholly owned by its joint venture Regional & City Aurports {Exeter) Holdings Ltd, m which the Group has a 60% interest The proceeds
from the sale were used to repay secured lenders The carrying value of the Group's invesiment had been written down to £nil in 2012
and the disposal therefore resulted in a £nil gain/loss

32 36 On 1 August 2013, as part of its initial step in disposing of Rail Germany, the Group disposed of Stassfurt Signaling Workshop
to its local management for a cash consideration of €1 resulting in a £1m loss on disposal

32 37 On 31 October 2013, the Group disposed of its 50% interest in Balfour Sevan LLC for a cash consideration of £1m The carrying
value of the Group's investment amounted to £1m and the disposa! resulted in a £nil gain/loss for the Group

32 3 8 On 4 November 2013, the Group disposed of a 65% mterest in Connect A30/A35 Holdings Ltd for a cash consideration of
£21m This PPP disposal resulted In a gain of £i18m being recognised within underlying operating profit, compnsing a gain of £12m n
respect of the disposal of the mvestment in the joint venture and a £6m gain in respect of revaluation reserves fecycled to the incoms
statement The Group retains a 20% interest in the joint venture

32 39 On 4 November 2013, the Group disposed of a 75% interest in Connect CNDR Holdings Ltd (CNDR) for a cash consideration
of £26m This PPP disposal resulted in a gain of £19m being recogrised within underlying operating profit, comprising a gan of £10m
in respect of the disposal of the investment in the subsidiary, a £5m gain in respect of revaluation reserves recycled to the income
statement and £4m representing the fair value uplift of the interest retained The Group retains a 25% interest in CNDR which will

be accounted for as a joint venture using the equity method

32 310 On 13 December 2013 the Group disposed of its UK facilities management business, Balfour Beatty WorkPlace for cash
proceeds of £155m resulting In a net non-underlying gain of £16m recognised within discontinued operations after creating indemnity
provisions of £10m and incurring transaction costs of £9m Refer to Notes 12 and 28

®

32 311 Subsidiaries net assets disposed

) BBW CNDR  Raill Spain Total
Net assets disposed Nates Em m £m £m
Intangible assets — goodwill 15 64 - - 64
Intangible assets — other 16 7 - - 7
Property, plant and equipment 17 10 - - 10
Investment in joint ventures and associates 18 8 - - 8
PPP financial assets 20 - 99 - 99
Deferred taxation 27 1 {2) - (1)
Inventories and non-construction work 1n progress 23 - - 23
Trade and other recevables 120 2 5 127
Trade and other payables {121) {(3) {8) (130}
Provisions 25 (1) - - (1}
Retirement benefit liabilities 28 2 - - 2
Current taxation - - (1) {1)
Dervatives - {16) - {16)
Cash 7 13 7 27
Non-recourse borrowings N3 - {72) - (72)
Net assets of interest retained in CNDR - {5) - {B)
120 16 5 141
Indeminity habiliies raised on disposal 10 - - 10
Fair value uphift of retained investment in CNDR - 4) - 4]
Reserves racycled to the ncome statement - (5) 1 (6)
Costs directly related to the sale 9 - - 9
138 7 4 150
Net cash consideration {155) {26) - {181)
{Gain}/loss on disposal {16} (18} 4 {31)
. Net cashflow effect
Total consideration 155 26 - 181
Cash and cash eguivalents disposed {7} {13) {7) (27)
Transaction costs paid {2) - - {2)
Net cash consideration 146 13 (7} 152
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32 ACQUISITIONS AND DiSPOSALS CONTINUED

32 4 Pnior year disposals

32 41 On 1 February 2012, the Group disposed of its 50% nterest i the shares and loan notes 1ssued by Transform Schoals (North
Lanarkshire} Holdings Ltd for a cash consideration of £18m This disposal resulted in a gain of £8m being recognised within underlying
operating profit, compnsing a loss of £2m in respect of the disposal of the investment in the joint venture and a £10m gan In respect
of revaluation reserves recycled to the income statement

324 2 0n 11 May 2012 the Group disposed of its 33 3% interest in the shares and loan notes 1ssued by Health Management {UCLH)
Holdings Ltd (HMU} for an agreed cash consideration of £66rm On this date the Group ceased to jowntly control HMU by virtue of a put/
call structure with a preferred bidder The other shareholders in HMU exercised pre-emption provisions in the shareholders’ agreement
and the disposal was completed on i1 July 2012

As a consequence of the disposal, £2m was donated to the UCLH Chanty and treated as a cost of disposal This donation wouid not
have taken place had the disposal of HMU not taken place Additiona! transaction costs of £1m were incurred in respect of the disposal
The disposal resulted in a net gain of £44m being recognised within underlyting operating profit, comprising a gan of £6m in respect of
the disposal of the investrment in the joint venture and a £38m gan in respect of revaluation reserves recycled to the income statement

32 4 3 The above disposals resulted in a total underlying gain of £62m after recycling £48m revaluation reserves to the income
statement through ather comprehensive income

33 SHARE-BASED PAYMENTS

The Company operates four equity-settled share-based payment arrangements, namely the Savings-Related Share Option Scheme
{SAYE), the Executive Share Option Scheme (ESOS), the Perfermance Share Plan {PSP) and the Deferred Bonus Plan (DBP) The Group
recognised total expenses relating to equity-settled share-based payment transactions since 7 November 2002 of £5 8m in 2013
{2012 £6 5m) Refer to the Remuneration Report for details of the various schemes and to Note 29 1

331 Movements in share options

SAYE options ESOS eptions

Weighted Wesghted Weighted Waeighted

average avarage average avarage

exercisa axarcise axercise axercise

prica pnce price price

2013 2013 2012 2012 2012 2013 2012 2012

Number Pence Numbar Pence Number Pence Number Pance

Qutstanding at 1 January 3,645,518 254 9 6,200,690 2635 689,049 2056 705,224 2032
Forfeited durning the year (361,496) 248 4 {683,176} 256 6 - - - —
Exercised dunng the year {386,386) 2384 (866,427) 2494 (270,895) 172 2 (66,175} 177 4
Expired during the year {1,533,371) 2719 (1,005,569) 3118 {30,421) 2273 - -
Outstanding at 31 December 1,364,265 2421 3,645,518 2649 387733 2273 689,049 2056
Exercisable at 31 December 49,678 2505 169,409 2935 387,733 2273 689,049 2056

The weighted average share price at the date of exercise for those SAYE opuions exercised during the year was 266 3p (2012 298 2p)
and the weighted average remaining contractual ife of SAYE options outstanding at 31 December 201315 1 Q year {2012 1 6 years)

The weighted average share price at the date of exercise for those ESOS options exercised during the year was 251 7p (2012 287 7p}
and the weighted average remairing contractual hfe of ESOS options outstanding at 31 December 2013 1s 0 3 years {2012 1 0 year)

33 2 Movements in share plans

PSP conditional awards DBP d 1al awards

2013 2012 2013 2012

Number Number Number Number

Qutstanding at 1 January 9,688,585 8,700,324 2,275,048 2,291,952
Granted during the year 3,815,247 4,177,096 575,983 916,940
Awards i leu of dividends - - 102,609 117,718
Forfeited during the year {1,209.841) (457,142) (40,879) {33,337}
Exercised during the year - - (1,115,426) (1,018,225}
Expired durnng the year {2,678,815)  (2,731,693) - -
Qutstanding at 31 December 9,615,176 9,688,585 1,797,335 2,275,048
Exercisable at 31 December - - 101,062 16,727

The weighted average remaining contractual life of those PSP awards cutstanding at 31 December 2013 15 1 4 years (2012 1 4 years)

The weighted average share price at the date of exercise for those DBP awards exercised during the year was 243 3p {2012 288 8p}
and the weighted average remaining contractual hfe of DBP awards outstanding at 31 December 2013 1s 1 3 years {2012 1 3 years}

The principal assumptions, including expected volatiity determined from the historical weekly share price movements over the
three-year period mmediately preceding the award date used by the consultants in the stochastic model for the PSP awards in 2013
subject to market conditions, were

Closing Calculated

shara Expected Expected Risk frea far value

price before  volatility of term of interest of an

asward date shares awards rate award

Award date Pence % Yaars % Pence
16 Apnit 2013 2469 320 30 0N 902

For the DBP awards m 2013, the fairr value of the awards is the closing share price before award date
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34 COMMITMENTS

Capital expenditure authonsed and contracted for which has not been provided for in the financial statements amounted te £7m
{2012 £14m) in the Group and £nil {2012 £nil} in the Company

The Group has committed to provide its share of further equity funding and subordinated debt i Infrestructure Investments which
have reached financial close Refer to Note 41{h)

In January 2013 the Balfour Beatty Infrastructure Partners Fund (Infrastructure Fund) reached first close with US$317m of total
commitments, of which Balfour Beatty has commutted US$110m Since first close, total commitments have increased to US$521m
To date the Group has invested a net US$17m in the Infrastructure Fund

The Group leases land and buildings, equipment and other varnous assets under non-cancellable operating lease agreements
The leases have varying terms, escalation clauses and renewal rights The lease expenditure charged to the income statement
1s disclosed in Note 6 1
Future operating lease expenditure commitments

Land and Land and

buildings Other buildings Other
2013 2013 2012 2012
£m £m £m £m
Group

Due within ane year 61 52 1 62
Due between one and five years 149 a7 191 55
Due after more than five years 87 6 109 1
297 105 371 118

Company
Due within one year - - 3 -
Due between one and five years - - 3 -
— — 3] _

Future committed operating lease income

Land and Land and
buildings buildings

2013 2012
£m £m
Group

Due within one year 1 4
Due between one and five years 1 4
2 8

Company
Due within one year - 3
Due between one and five years - 3
- B
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35 CONTINGENT LIABILITIES

The Company and certain subsidiary undertakings have, 1n the normal course of business, given guarantees and entered into

counter indemnities in respect of bonds relating to the Group’s own cantracts and given guaranteas In respect of ther share of certan
contractual obhgations of joint ventures and associates and certam retrement benefit liabilities of the Balfour Beatty Pension Fund and
the Rallways Pension Scheme VWhere such agreements are entered into, they are considered to be and are accounted for as insurance
arrangements Guarantees are treated as contingent liabilities until such time as it becomes probable payment will be required under
the terms of the guarantee

Provision has been made for the Directors” best estimate of known tegal clarms, investigations and legal actions in progress The Group
takes legal advice as to the Ikelihood of success of claims and actions and no provision ts made where the Directors consider, based on
that adwvice, that the action 1s unlikely to succeed, or that the Group cannot make a sufficiently relable estimate of the potential obligation

36 RELATED PARTY TRANSACTIONS

Jont ventures and associates

The Group has contracted with, provided services to, and received management fees from, certain joint ventures and associates
amounting to £777m (2012 £1,018m} These transactions occurred in thé normal course of business at market rates and terms In
addition, the Group procured equipment and labour on behalf of certan joint veritures and associates which were recharged at cost with
no markup The amounts due to or from jont ventures and associates at the reporting date are disclosed in Notes 23 and 24 respectively

Pension schemes
The Group recharged the Balfour Beatty Pension Fund with the costs of admiristration and advisers’ fees borne by the Group
amounting te £8m in 2013 {2012 £8m)

Rail Spain
On 1 March 2013 Rail Spain was sold to its locat management for a cash consideration of €1 Refer 1o Note 3231

Stassfurt Signalling Workshop
On 1 August 2013 Stassfurt Signafling Workshop was sold to its local management for a cash consideration of €1 Refer to Note 323 6

Key management personnel

Remuneration of key management personnel of the Company 2?-:1-3 2%’%
Short term benefits 2001 3957
Long term henefits 0191 -
Post-employment benefits 0058 0139
Payments for loss of office 0588 -
Share-based payments 1284 1714

4122 5810

Key management personnel compnse the executive Directors who are directly responsible for the Group's activities and the non-
executive Directors The remuneration included above 15 that paid in respect of the penod of the year during which the ndividuals were
Directors Further details of Directors emoluments, post-employment benefits and interests are set out in the 2013 Remuneration
Report on pages 68 to 84

On 1 February 2013 the employees of the Company were transferred to Balfour Beatty Group Employment Lid (BBGEL}, which has
been established as the employing entity for the Balfour Beatty Group's UK businesses During the year employee costs of £16m were
recharged from BBGEL to the Company

37 EVENTS AFTER THE REPORTING DATE

Disposal of Rail Scandinavia
On 8 January 2014 the Group disposed of Rail Scandinavia to Strukton Rail resulting In a small gain
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38 PRIOR YEAR COMPARISONS
381 Group

In 2013 the Group adopted IAS 19 Ermployee Benefits {Revised) which increased the total Group net finance cost by £10m before tax in

the income statement with a carresponding restaternent of the actuarial movements in the staterent of other comprehensive income
In addition, the Railway Penston Scheme liability was revalued resulting in a £56m reduction to the retirement benefit kability with

deferred tax assets and opening retained profits being restated accordingly

The 2012 income statements have been re-presented to classify Rail Germany, Rail Scandinawa, Rail Spain and the UK facilhities
management business, Balfour Beatty WorkPlace as discontinued operations Refer to Note 12

The effect on the financial statements 1s as follows

As Effect of Effect of
previously 14519 discontinued As
reported Revised operations  re-presented
2012 2012 2012 2012
yaar year year year
Income statement £m £m £m £m
Continuing operations
Revenue including share of joint ventures and associates 10,896 - (930) 9,966
Share of revenue of joint ventures and associates (1,413) - 103 (1,310
Group revenue 9,483 - {827) 8,656
Underlying group operating profit’ 212 - (20} 192
Share of results of joint ventures and associates 97 (1) {4) 92
Underlying profit/{loss) from operations’ 308 {1 {24} 284
Investment income 62 - - 62
Finance costs {61} {9) 1 {69}
Underlying profit/{loss) before taxation from continuing operations’ 310 {10) (23) 277
Taxation on underlying profit from continuing operations {70} 2 7 (61)
Underlying profit/(loss) for the peniod from continuing operations’ 240 8 {16) 218
Non-underlying items after tax from continwng operations (198) - 11 (95)
Profit/({lass) for the peniod from continuing operations 44 (8} 85 ibd
Underlying profit/{loss) for the period from discontinued operations after tax - (n 18 15
Non-underlying items after tax from discontinued operations - - {101) {101)
Profit/{loss) for the period from discontinued operations - (1) (85} (86}
Profit for the period 44 (9} — 35
' Before non-underlying items (Note 10)
Earnings per share pance pence pence pence
Basic earnings per ordinary share from continuing operations 65 (12) 126 179
Basic earnings per ordinary share from discontinued operations - - {12 6) {12 6)
Basic earnings per ordinary share 65 12} - 53
Diluted earnings per ordinary share from continuing operations 65 (12} 126 179
Diluted earnings per ordinary share from discontinued operations - - (12 6} {12 6)
Diluted earnings per ordinary share 65 (12} - 53
Statement of Comprehensive Income £m £m £m £m
Profit for the period 44 19} - 35
Retirement benefit llabilities ~ actuanal movements {126} 1" - {115)
- tax 20 (2) = 18
Items which will not subsequently be reclassified to the iIncome statement (106) 9 - {97}
Items which will subsequently be reclassified to the income statement 244 - - 244
Total comprehensive income for the period 182 - - 182
Balance sheet
Retrement benefit labihties (33B) 5 - (333)
Deferred tax assets 1n7 (1) - 116
Net assets 1,309 4 - 1,313
Retained profits 248 4 - 252
Equity 1309 4 - 1,313
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39 FINANCIAL INSTRUMENTS

391 Capital nsk management

The Group and Company manage their capital to ensure therr ability to continue as a going concern and to maintain an optimal capital
structure 1o reduce the cost of capital The components of capital are as follows equity attributable to equity holders of the Company
comprising 1ssued ordinary share capital, reserves and retained earnings as disclosed in Notes 29 1 and 30, preference shares as
disclosed In Nate 29 2, US private placemeant as disclosed in Note 26, convertible bonds as disclosed in Note 26, and cash and cash
equivalents and borrowings as disclosed in Note 26

The Group and Company maintain or adjust their capital structure through the payment of dividends to equity holders, 1ssue of new
shares and buyback of existing shares, and drawdown of new borrowings and repayment of existing borrowings The policy of the Group
and the Company Is to ensure an appropriate balance between cash, borrowings, other than the non-recourse borrowings of companies
engaged In Infrastructure Investments projects, working capital and the value In the Infrastructure Investments investment portfolio

The overall capital nsk management strategy of the Group and the Company remains unchanged from 2012

39 2 Group
Categories of financial instruments
Loans and Loans and
receivables receivables
at  Fimancial at  Financial
amortised habilities Available- Held to amortised  liabiities  Available- Held to
cost cash at for-sale matunty cost cash at for-sale maturity
and cash amortised financial financial and cash amortised financial financial
equivalents cost assets assats Dernwvatives eguwalents cost assets assets Denvatives
2013 2013 2013 2013 2012 2012 2012 2012 2012 2012
Group £m £m £m Em £m fm £m £m £m £rm
Financial assets
Fixed rate bonds and
treasury stock - - - 35 - - - - 42 -
Mutual funds - - 60 - - - - 52 - -
PPP financial assets - - 455 - - - - 542 - -
Cash and cash equivalents 604 - - - - 542 - - - -
Trade and other receivables 1,256 - - - - 1,263 - - - -
Derivatives - — - - 2 = - - - 1
Total 1,860 - 515 35 2 1,805 - 594 42 1
Financial habilities
Liability component
of preference shares - {94} - - - - (92) - - -
Trade and other payables -  (2,025) - - - - {2,130) - - -
Unsecured borrowings - (602) - - - - {478) - - -
Secured borrowings - (3) - - - - (4) - - -
PPP non-recourse term loans - {419) - - - - (393) - - -
Derivatives - - - - (74) - - - - {(143)
Total - 3.143) - - (74) - (3.097) - - {143)
Net 1,860 3.143) 515 35 {72) 1,805 {3,027) 594 42 {142}
Current year comprehenswve
income/lexpense) excluding share
of jont ventures and associates 19 (63) - 2 65 27 (46} 66 2 (12}
Derivatives
Financial assets Financial iabilities Financial assets Financial habilties
Non- Non- Non Non-
Currant  current Total Current  current Total Current currant Total Current current Total
2013 2013 2013 2013 2013 2013 2012 2012 2012 2012 2012 2012
£m £m £m £m £m £m £m £m fm £m £m £m
Foreign currency
contracts
Held for trading at fair value
through profit and loss 2 - 2 4 - 4 1 - 1 (1) - (M
Dasignated as
cash flow hedges - - - (1 - {1 - - - (1) - {1)
Interest rate swaps
Designated as
cash flow hedges - - - (14) (55) (69} - - - (18) {123) (141
2 - 2 {19) {55) {74) 1 - 1 {20} {123) 1143)
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39 FINANCIAL INSTRUMENTS CONTINUED -

39 2 Group continued

Non-dernivative financial habilities gross matunity

The following table dstails the remaining contractual maturity for the Group’s non-derivative financial labilities The table reflects the
undiscounted contractual maturities of the financial labidities including nterest that will accrue on those habilities except where the
Group 1s entitled to and intends to repay the hability before its maturity The discount column represents the possible future cash flows
included in the maturity analysis, such as future interest, that are notincluded in the carrying value of the financial lability

Matunty profile of the Group’s non-derivative financial habilities at 31 December

Total
PPP nan-
non recourse Other danvative
project Other financial financial Carrying
finance borrowings habilities lrabilities Discount valua
2013 2013 2013 2013 2013 2013
£m £m £m £m £m £m
Due on demand or within one year (11) {170} (1,872) (2,053) 13 (2,040}
Due within one to two years {14) (1) (91) {106} 15 {91}
Due within two to five years {34) {280) {57) (371) 63 (308)
Due after more than five years ) {534) {185) {191} {910} 206 (704)
(593) {636) (2,211) {3,440} 297 {3,143)
Discount 174 3N 92 297
Carrying value {419} {605) {2,119) (3,143}
Total
PPP y  non-
nan-recourse Qther dernvative
project Qther financial financial Carrying
finance  borrowings liahihies habiities Discount value
2012 2012 2012 2012 2012 2012
£m £m £m fm £m £m
Due on demand or withun one year {14} (477) {1,991) (2,482) 13 {(2,489)
Due within one to two years {1 (1 (68) {78) 13 {65}
Due within two to five years {65) 2) (61) (128} 48 (80}
Due stter more than five years {677} (2) {209) (788} 305 {483)
{667) {482) {2,327} (3,476) 379 {3,097}
Discount 274 = 105 379
Carrying value {393) {482) (2.222) (3,097)

Derivative financial labilities gross maturity

The following table details the Group's expected maturity for 1ts derivative financial habiities The table reflects the undiscounted net
cash inflows/loutflows) on the dervative instruments that settle on a net basis {interest rate swaps) and undiscounted gross inflows/
{outflows) for those denvatives that are settled on a gross basis {foreign exchange contracts) When the amount payable or recewable
1s not fixed, the amount disclosed has been determined by reference to the projected interest rates, using the yield curves at the
reporting date s

Matunity profile of the Group’s derivative financial habilities at 31 December

Payable Receivable Net payable Payable Recewvabla Net payable

2013 2013 2013 2012 2012 2012

£m £m £m £m fm £m

Due on demand or within one year (285} 263 {22) {205) 184 {21
Due within one to two years {21} 7 {14) {27) 8 (19
Due within two to five years (17) 4 (13) (80} 6 (54)
Due after more than five years {84} - (84) {121} - (121)
Total {407) 274 (133) {413) 198 {215}

Financial rnisk factors
The Group’s actvities expose 1t to a variety of financial risks market nisk, credit nisk, and hquidity nsk The Group's financial sk
management strategy seeks to mmimise the potential advarse effect of these risks an the Group’s financial performance

Ftnancial nisk management I1s carried out centrally by Group Treasury under policies approved by the Board Group Treasury lLaises

with the Group’s operating companies to identify, evaluate and hedge financial nsks The Board provides wriiten principles for overall
financial nsk management, as well as written policies covering specific areas, such as foreign exchange risk, interest rate nsk, credit
nsk, use of dervative financial mstrurnents and non-derivative financial Instruments, and the investment of excess quidity Complance
with policies and exposure mits 15 monitored through the Group's internal audit and nsk management procedures The Group uses
dervative financial instruments to hedge certain nsk exposures The Group does not trade In financial Instruments, including denvative
financial instruments, for speculative purposes
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39 FINANCIAL INSTRUMENTS CONTINUED

39 2 Group continued

{a) Market risk

The Group's activities expose it primarily to the financial nsks of changes in foreign currency exchange rates and interest rates The
Group enters into a variety of derivative financial iInstruments to manage 1ts exposure to interest rate and foreign currency risk, including

= forward foreign exchange contracts to hedge the exchange rate nsk ansing on trading activities transacted in a currency that 1s not
the functional currency of the operating company

* nterest rate swaps to mitigate the cash flow variabihity in Infrastructure Investments concessions ansing from variable interest rates
on borrowings

There has been no material change to the Group’s exposure to market risks and there has been no change in how the Group manages
those risks since 2012

{i) Foreign currency nsk management

The Group operates internationally and 1s exposed to foreign exchange risk ansing from exposure to vanous currencies, pnimarily to US
dollars, euros, Australian dollars, Hong Kong dollars and United Arab Ermiate dirhams Foreign exchange nsk arises from future trading
transactions, assets and liabilities and net investments in foreign operations

Group policy requires operating companies to manage their transactional foreign exchange nsk against their functional currency

At 31 December 2013 no mdividual entities within the Group had material financial assets or labilittes in a functional currency other
than therr own Whenever a current or future foreign cwrrency exposure 1s identified with sufficient reliability Group Treasury enters
into forward contracts on behalf of operating companies to caver 100% of foreign exchange nsk above matenality levels determined
by the Chief Financtal Officer

Refer to page 146 for details of forward foreign exchange contracts outstanding at the reporting date in respect of forergn currency
transactional exposures

As at 31 December 2013, the notional pnincipal amounts of foreign exchange contracts In respect of foreign currency transactions
where hedge accounting 15 not applied was £324m (2012 £274m) recevable and £325m (2012 £287m) payahle with related cash
flows expected to occur up to four {2012 five) years The foreign exchange gams or losses rasulting from fair valuing these unhedged
foreign exchange contracts will affect the income statement throughout the same periods

The Group has designated forward exchange contracts with a notional principal amount of £63m (2012 £21m) receivable and £66m
(2012 £23m) payable as cash flow hedges against highly probable cash flows which are expected to oceur in up to four (2012 four)
years Farr value gains on these contracts of £nil {2012 £nil) have been taken to hedging reserves through other comprehensive
mncome The cumulative amount deferred in the hedging reserves relatng to cash flow hedges at the reporting date 1s £ril (2012 £nd)

No significant amounts in relation to hedge ineffectivenass have been charged or credited to the income statement in relation 1o any
foreign exchange cash flow hedges

The Group's investments in foreign operations are exposed to foreign currency translation nsks The Group does not enter into forward
foreign exchange or other derivative contracts to hedge foreign currency denominated net assets In March 2013 the Group raised
US$350m through a US private placement which has been designated as a net investment hedge against changes in the value of the
Group's US net assets due to exchange movements Exchange movements in the year totalled £19m (2012 £nil)

The hedging policy I1s reviewed penodically At the reporting date the only change to the hedging policies since 2012 was to designate
the US private placement as a net investment hedge

{i1) Interest rate risk management

Interest rate risk anses in the Group's Infrastructure Investments concessions which borrow funds at both floating and fixed interest
rates and hold avallable-for-sale financial assets

Floating rate borrowings expose the Group to cash flow interest rate nsk The Group's policy to manage this nsk 1s to swap floating rate
interest to fixed rate, using interest rate swap contracts

In aninterest rate swap, the Group agrees to exchange the difference between fixed and floating rate interest ameounts calculated
on agreed notional principal amounts The net effect of a movement In Interest rates on iIncome would therefore be immatenal
The farr value of interest rate swaps 1s determined by discounting the future cash flows using the yield curve at the reporting date

During 2013 and 2012, the Group's PPP subsidisries’ borrowmngs at vanable rates of interest were denominated in sterling

The notional principal amounts of the outstanding subsidraries’ interest rate swaps outstanding at 31 December 2013 totalled
£357m (2012 £404m} with matunities that match the maturity of the underlying borrowings ranging from one year to 24 years
At 31 December 2013, the fixed interest rates range from 4 3% to 5 1% {2012 4 2% to 5 1%) and the principal floating rates are
LIBOR plus a fixed margin

A B0 basis point increase/decrease 1n the interest rate in which financial instruments are held would lead to a £2m increase {2012 £8mj
/E3m decrease (2012 £9m) in amounts taken directly to other comprehensive income by the Group in relation to the Group's exposure
10 Interest rates on the availlable-for-sale financial assets and cash flow hedgas of its Infrastructure Investments subsidiaries

Interest rate risk also anises on the Group's cash and cash equivalents, term deposits and other borrowings A 50 basis point increase/
decrease in the interest rate of each currency in which these financial instruments are held would lead to a £nil {2012 £nil)
increaseft1m {2012 £2m) decrease in the Group's nat finance cost

Balfour Beatty Annual Report and Accounts 2013




Strategic Report Governance Financial Statements Other Information

39 FINANCIAL INSTRUMENTS CONTINUED

39 2 Group continued

{a) Market risk continued

(i} Price nsk management

The Group's principal price nsk exposure arises in its Infrastructure Invesiments concessions At the commencement of the
concession an element of the unitary payment by the client 1s iIndexed to offset the effect of inflation on the concession's costs
The Group 1s exposed 1o price risk 1o the extent that inflavon differs from the index used

(b} Credit risk

Credit nisk 1s the risk that a counterparty will default on its contractual obligations, resulting in financial lass Credit nsk arises from
cash and cash equivalents, denvative financial instruments and credit exposures to clients, including outstanding receivables and
committed transactions The Group has a policy of assessing the creditworthiness of potential clients before entening into transactions

For cash and cash equivalents and dervative financial instruments the Group has a policy of only using counterparties that are
independently rated with a mimimum long term credit rating of BBB+ At 31 December 2013 £44m {2012 £37m} did not meet this
critenen due to the operational and relationship difficulties in transferring certain balances, however no losses are anucipated from
these counterparties The credit rating of a financial instiiution will determine the amount and duration for which funds may be
deposited under individual risk hmits set by the Board of Directors for the Group and subsidtary companies Management monitors
the utilisation of these credit imits regularly

For trade and other recevables credit evaluation s performad on the financial condition of accounts receivable using independent
ratings where avallable or by assessment of the client's credit guality based on its financial position, past experience and other factors
The Group's most significant chents are public or regulated industry entities which generally have high credit ratings or are of a high
credit quality due to the nature of the chent

The maximum exposure to credit nisk in respect of the above at 31 December 1s the carrying value of financial assets recorded In the
financial statements, net of any allowance for losses

(¢} Liguidity risk

The Group manages liguidity risk by maintaiming adequate cash balances and banking facilities, contiuously monitoring forecast and
actual cash flows and matching the maturity profiles of financial assets and liabilities Details of undrawn committed borrowing facilities
are set out In Note 26 1 The matunity profile of the Group's financial habilities 1s set out on page 147

Fair value estimation
The Group holds certain financial instruments on the balance sheet at their farr values The faollowing hierarchy classifies each class
of financial asset or hability in accordance with the valuation technique applied in determining its fair value

Level 1 — The farr vatue 1s calculated based on quoted prices traded 1n active markets for identical assets or labiities The Group holds
available-for-sale iInvestments in mutual funds which are traded in active markets and valued at the closing market price at 31 December

Level 2 — The farr value 1s based on mputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly or indirectly The fair value of interest rate swaps 1s calculated as the present value of the estimated future cash flows
utilrsing yield curves at the reporting date and taking into account own credit sk Own credit nsk for the Infrastructure Investment
swaps 1S not considered material and 1s calculated using the following credit valuation adjustment {CVA) calculation loss given default
multiphed by exposure multiphed by probability of default The fair value of forward foreign exchange contracts s determined using
quoted forward exchange rates at the reporting date and yield curves dernived from quoted interest rates matching the matunties of the
foreign exchange contracts Own credit risk for the other derivative habilities 1s not considered matenal and 1s calculated by applying

a relevant credit default swap (CDS} rate obtained from a third party

Level 3— The farr value 1s based on unobservable inputs The farr value of the Group's PPP financial assets 1s determined in the
construction phase by applying an attributable profit margin by reference to the construction margin on non-PPP projects reffecting the
construction rsks retained by the construction contractor, and fair value of construction services performed In the operational phase
i 13 determined by discounting the future cash flows allocated to the financial asset at a discount rate which 1s based on long term

gilt rates adjusted for the nisk levels associated with the assets The consequent movement in the fair value 1s taken to other
comprehensive income

There have been no transfers between these categories in the current or preceding year
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39 FINANCIAL INSTRUMENTS CONTINUED

{e) Liquidhty risk continued
Fair value estimation continued

2013 2012
Level 1 Level 2 Lovel 3 Total Level 1 Lavel 2 Level 3 Total
Financial instruments at fair value £m £m £m £m £m £m £m £m
Avallable-for-sale mutual fund financial assets 60 - - 60 52 - - 52
Avallable-for-sale PPP financial assets - - 45% 455 - - 542 542
Financial assets — foreign currency contracts - 2 - 2 — 1 - 1
Total assets measured at fair value 60 2 455 517 52 1 542 595
Financial habilities — foreign currency contracts - {s) - 5) - (2) - (2)
Financial liabiities — interest rate swaps - {69) - {69) - {141} - {141)
Total labibves measured at fair value - {74) - {74} - {143) - {143)

In respect of the Level 3 PPP financial assets, a change in the discount rate would have a significant effect on the value of the asset
and a 50 basis points increasefdecrease, which represents management’s assessment of a reascnably possible change in the nisk
adjusted discount rate, would lead to a £22rm increase (2012 £28m)/£21m decrease {2012 £26m) in the far value of the assets taken
through other comprehensive income A raasonably possible change in the attributable profit margin would not have a significant
effect on the value of the asset Refer to Note 20 for a reconciliation of the movement of the opening balance to the closing balance

The carrying values less impairment provision of trade and other receivables and payables approximate their far values due to their
short term nature The fair value of financial liabilities for disclosure purposes 1s esiimated by discounting the future contractual cash
flows at the current market interest rate that 1s avallable to the Group for similar financial instrurments

39 3 Company
Categones of financial instruments

Loans and Loans and
receivables Financial recavables  Financial
atamortised habiities Available- Held to atamortised  labilines  Avalable Held to
cost, cash at for-sale matunty cost cash at for-sale maturity
and cash amortised financial  financial and cash amortised financial financial
equivalents cost 1 ts Der equivalents cost assats assets Dervaiives
2013 2013 2013 2013 2m3 2012 2012 2012 2012 2012
Company £m £m £m £m £m £m £m £m £m £m
Financial assets
Cash and cash equivalents - - — - - 43 - - -
Trade and other recevables 1,278 - - - - 1,169 - - - -
Derivatives - - - - 4 - - - - 2
Total 1,278 - - - 4 1,212 - - - 2
Financial liabilities
Liability component of preference
shares - {94) - - - - {92) - - -
Trade and other payables - {1,349} - - - - 1,474) - - -
Unsecured borrowings - (318} - - - - {466) - - -
Denvatives - - - - {7 - - - - (3)
Total - {1,761} - - (7 - {2,032) - - 3)
Net 1,278 {1,761} - - {3 1,212 (2,032} - - (1)
Current year comprehensive
income/{expense) 5 {42) - - - 6 {35) - - -
Derivatives
Financial assets Fir 1 iabil Financial assets Financial habilies
Non- Non- Non- Nan-
Current current Total Current current Total Current current Total Current current Total
2013 2013 2013 2013 2013 2013 2012 2012 2012 2012 2012 2012
£m £m £m £m £m £m £m fm £m fm fm £m
Held for trading at
fair value through
profit and loss 4 - 4 (6) 1) (7} 2 - 2 2} {1 3

The Company 1s responsible for executing all of the Group's external derivative contracts, except for those in relation to PPP
concessions The Company’s external derivative contracts are matched with dervative contracts 1ssued by the Company to the
Group's operating compantes The Company's financial assets and financial iabilities measured at farr value are the dervative foreign
currency contracts shown in the table above The fair value of these foreign currency contracts 1s determined using quoted forward
exchange rates at the reporting date and yield curves denved from quoted interest rates matching the maturities of the forergn

exchange contracts

The Company s denvatives are classified as Level 2 1n the farr value estimation hierarchy detalled above
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39 FINANCIAL INSTRUMENTS CONTINUED
39 3 Company continued
Non-denvative financial liabilities gross maturity
Matunty profile of the Company’s non-denivative financial liabilhities at 31 December
T
o
Othar derivative
financal financial Total Carrying
Borrowings habihtias habilitres discorunt valus
2013 2013 2013 2013 2013
£m £fm £m £m £m
Bue on demand or within one year (106) (1,337) {1,443) 13 {1,430}
Due within one to two years - {1 (m " -
Due within two to five years (24) 37 (61) 32 (29)
Due after more than five years (188) (148) {336} 34 {302)
(318) (1,533) {1,851) 90 {1,761)
Discount — 90 90
Carrying value (318) {1,443} {1,761)
Total
non
Cther denvative
financial financ:al Total Carrying
Borrowings habilities habilties discount value
2012 2012 2012 2012 2012
£m fm £m fm £m
Due on demand or within one year {466) {1.467) (1,927) 12 {1.915) _
Due within one to two years - (11 (11) 1" -
Due within two to five years - (35) (35) 32 {3)
Due after more than five years = {161) {161) 47 (114}
(4886) {1.668) (2,134} 102 {2,032}
Discount - 102 102
Carrying value {4866) {1,.566) (2,032)
Denvative financial habilities gross maturity
Maturity profile of the Company’s denvative financial liabilities at 31 December
Payable Receivable Payable Receivable
2013 2013 2012 2012
£m £fm £m £m
Due on demand or within one year {315) 313 (245) 195
Due within one to two years {14) 14 (4 4
Due within two to five years {6) 6 (3) 4
Due after more than five years (56) 54 - -
Tota! {391) 387 (252) 203

Financial risk factors
{a) Market risk
{1) Foreign currency risk management

For the Company, there would be no matenal effect of any strengthening/weakening in US dollar, euro, Australian dollar, Hong Kong
dollar or United Araty Emirates dirham exchange rates against stering The Company’s external forward foreign exchange contracts
hedge the currency risk on foreign currency loans entered into with Group companies or are offset by forward foreign exchange
contracts with the Group's operating companies where Group Treasury 1S hedging the exchange rate risk ansing on trading actwites

on therr behalf

(n) Interest rate risk management

A B0 basis pont increase/decrease in the interest rate of each currency in which financial instruments are held would lead to a £10m
(2012 £8m) increase/decrease n the Company's net finance cost This 1s mainly attributable to the Company's expasure to UK interest
rates on its cash and cash equivalents and term deposits and amounts due to and from its subsidiaries There would be no effect on

amounts taken directly by the Company to other comprehensive income
{b) Credit risk

The Company bears ¢redit nisk in respect to trade and other recevables and payables due from/to subsidiaries There were no amounts
past due at the reporting date The maximurn exposure Is the carrying value of the financial assets recorded in the financial statements
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40 AUDIT EXEMPTIONS TAKEN FOR SUBSIDIARIES

The following subsidiaries are exempt from the requirements
under the Companies Act 2006 relating to the audit of individual
financial statements by virtue of Section 479A of the Act

Company
registration
number
Balfour Beatty Building Ltd 1881683
Balfour Beatty CE Ltd 2306280
Balfour Beatty Construction International Ltd 1878848
Balfour Beatty Education Ltd 6863458
Balfour Beatty Engineering Solutions Ltd 1531651
Balfour Beatty international Lid 920030
Balfour Beatty Living Places Ltd 2067112
Balfour Beatty Management Ltd 4590162
Balfour Beatty Projects and Engineering Ltd 169240
Balfour Beatty Rail.Investments Ltd 3048349
Balfour Beatty Rail Track Systems Ltd 2311350
Balfour Beatty Refurbishment Ltd 31078653
Balfour Beatty Regional Cevil Engineening Ltd SC3820M
Balfour Beatty Utihty Solutions Lid 1062438
Connect Roads Infrastructure Investments Ltd 7276835
Consort Healthcare Infrastructure Investments Lid 6859623
Dean & Dyball Rail Ltd 5503947
EIMCO Ltd 3159250
Heery Internaticnal Ltd 2759565
Painter Brothers Lid 238081
Parsons Brinckerhoff Group Holdings Ltd 3515454
Parsons Brinckerhoff Holdings Ltd 3640733
Parsons Brinckerhoff Investments Ltd 3589313
SEIMCO Lid 3159074
The Telegraph Construction and Maintenance ‘
Company Ltd 1147
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES
AND ASSOCIATES
Country of

Incerporation
or ragistration

{a) Principal subsidiaries
Professional, Construction and Support Services
Balfour Beatty Civil Engineering Ltd

Balfour Beatty Construction Group Inc us

Balfour Beatty Engineering Services Lid Scotland

Balfour Beatty Group Ltd

Balfour Beatty Infrastructure Inc us

Balfour Beatty Rait GmbH Germany

Balfour Beatty Ratl Inc Us

Baffour Beatty Rail Lid

Balfour Beatty Rall SpA Italy

Balfour Beatty Utihty Solutions Ltd

Mansell Construction Services Ltd

Parsons Brinckerhoff (Asia) Ltd Hong Kong

Parsons Brinckerhoff Austraha Pty Ltd Australta

Parsons Brinckerhoff Group Inc us

Parsons Brinckerhoff Inc us

Parsons Brinckerhoff International Pte Ltd Singapore

Parsons Brinckerhoff Ltd

Infrastructure Investments

{refer Note 41)

Balfour Beatty Communities LLC us

Balfour Beatty Infrastructure Investments Ltd*

Balfour Beatty Investments Inc us

Balfour Beatty Investments Ltd

Other

Balfour Beatty Group Inc us

Balfour Beatty Investment Holdings Lid™

Balfour Beatty LLC us

Delphian Insurance Company Ltd" Iste of Man

Country ¢f  Ownership

inGcorporation intarast
or ragistration %

{b) Pnncipal joint ventures and associates

Professional, Construction and Support services

BK Guif LLC - Dubai 490

Dutco Balfour Beatty LLC Dubai 490

Gammon China Ltd Hong Kong 500

Denver Transit Constructors LLC us 300

{c) Pnincipal jointly controlled operations

The Group carnies out a2 number of 1ts larger contracts in joint
arrangement with other contractors so as to share resources
and risk The principal joint projects in progress during the year
are shown below

South-East England Roads 650
Crossrail 267
M25 Maintenance 525
M25 LUS 500
Gotthard Base Tunnel Switzerland 250
Carl R Darnall Army Medical Center us 500
Parkland Acute Care Hospital us 400
DFW Terminal Development Program us 600

Notes
i} Subsidiaries joint ventures and associates whose results did not in the opinion
of tha Directors matenally affact the results or net assets of the Group are
not shown
() Unless otherwtse stated 100% of the equity capital 1s owned and companies
are registered sn Engtand and Wales and the principal operauons of each company
are conducted n the country of incorporation
[

" Indicates held dwectly by Balfour Beatty ple
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES CONTINUED

{d}) Balfour Beatty Investments UK

Roads

Summary Balfour Beatty 1s a promaoter, developer and investor in 12 road and street lighting projects under Balfour Beatty's Connect
brand to construct new roads, to upgrade and maintain existing roads and to replace and mamntain street ighting

Contractual arrangements The principal contract in the roads concessions Is the project agreement with the governmental highway
authority setting out the obligattons for the construction, operation and maintenance of the roads including Wfecycle replacement by
Connect for the life of the concession to specified standards [n the case of M1-A1 A30/A35 and AS0 the inflation-indexed payment
is related to traffic volumes In the case of M77/GSO and CNDR, the inflation-indexed payment i1s partly based on availability and
partly on traffic volumes, and 15 subject to any performance related deductions In the case of M25, the inflation-indexed payment

15 wholly based on avallability and 1s subject to any performance related deductions Construction of the roads was subcontracted

1o construction joint ventures in which Balfour Beatty had a 50% interest or in the case of the M77/GSO and CNDR 100% to

Balfour Beatty substdiaries On the street lighting projects, payment 1s by a periodic inflation-indexed avallability payment subject to
performance deductions and the replacement and mantenance obligations have bean subcontracted to a Balfour Beatty subsidiary
There are no provisions to reprice the contracts and all assets transfer to the client at the end of the concessions

Total debt
and aguity

funding Financial  Duration Construction
Cancession company i Project £m__ Shareholding close years _complation
Connect M1-A1 Ltd 30km road 290 50% March 1396 30 1999
Connect A50 Ltd 57km road 42 25% May 1996 30 1998
Connect A30/A35 Ltd 102km road 127 20% July 1996 30 2000
Connect M77/GS0 plc ) 25km road 167 85% May 2003 32 2005
Connect Roads Sunderland Ltd Street lighting 27 100% August 2003 25 2008
Connect Roads South Street ighting 28 100% December 2005 25 2010
Tyneside Lid
Connect Roads Derby tLid Street ighting 36 100% Aprl 2007 25 2012
Connect Plus (M25) Lid J16 - J23, J27 - J30 and 1,309 40% May 2009 30 2012

A1{M) Hatfield Tunnel
Connect CNDR Ltd Carhsle Northern 176 25% July 2009 30 2012
Development Route

Connect Roads Coventry Ltd Street lighting 56 100% August 2010 25 2015
Connect Roads Cambridgeshire Ltd Street ighting 51 100% April 2011 25 2016
Connect Roads Northamptonshire Ltd Street lighting 64 100% August 2011 25 20186
Notes

(il Registered in England and Wales and the principal operations of mach company are in England and Wales except Connect M77/GSO plc which conducts its principal
operatens in Scotland

{u) Due to the shareholders agreernant betwesn Balfour Beatty and the other shareholder requinng unammuty of agreemant in respect of significant matters related to the
financial and operaung policies of this company the Directors consider that the Group does not control this company and it has been accounted for as a jont venture

Hospstals
Summary Balfour Beatty 1s a proroter, developer and investor in five hospital projects under Balfour Beatty's Consort Healthcare
brand to bulld hospital accommodation and to provide certain non-medical facliies management services over the concession period

Contractual arrangements The principal contract Is the project agreement between the concession company and the NHS Trust

An inflation-indexed payment 15 primarnily based upon avallabiity of the hospital subject to any performance related deductions The
only projects where construction of the hospitals was subcontracted to construction joini ventures in which Balfour Beatty subsidianes
did not participate 100% s Edinburgh Royal Infirmary where the Group’s share was 85% The payments for the facilities management
services are repriced every five years All assets transfer to the client at the end of the concession, with the exception of Edinburgh
Royal Infirmary where the client has the option to terminate the arrangement for the provision of the hospital and the services in 2028

Total dabt
and equity
funding Duration Construction
Concession company (1) Praject £m Shareholding Financial close years _ completion
Consort Healthcare (Durham) Lid Teaching hospital a0 50% March 1998 30 2001
Consoart Healthcare Teaching hospital and 220 50% August 1998 30 2003
{Edinburgh Royal Infirmary) Ltd medical school
Consort Healthcare {(Brmingham) Ltd  Teaching hospital and mental 553 40% June 2006 40 2011
health hospital
Consort Healthcare (Mid Yorkshire} Ltd Pinderfields and Pontefract 311 50% June 2007 35 2010
general hospitals
Consort Healthcare (Fife) Lid General hospiial 170 50% April 2009 30 2011
Notes

) Registered in England and Wales and the principal operations af each company are in England and Wales excepi Consort Healtheare {Edinburgh Rayal Infirmary} Ltd and
Consort Healthcare (Fife) Lid which are registered and canduct thair principal aperations in Scotland
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES CONTINUED

{d) Balfour Beatty Investments UK continued

Schools

Summary Balfour Beatty I1s a promoter, developer and investor in nine schools projects principally under Balfour Beatty's Transform
Schools brand to design, build or refurbish schools and to provide certain non-educational services over the concession period under
the UK Government Building Schools for the Future (BSF} programme

Contractual arrangements The principal contract ts the project agreement between the concession company and the local authonty
that provides for an inflation-indexed payment based upon avalability subject 10 any performance related deductions For projects other
than Aura Newcastle Ltd, construction 1s subcontracted to construction |oint ventures of Balfour Beatty subsidiaries and the facilities
management services are subcontracted to a Balfour Beatty subsidiary {disposed of in the year) Construction and facilities
management services on Aura Newcastle are carried out by subsidiaries of other shareholders The payments for the faciliues
management services are reprniced every five years All assets transfer to the clent at the end of the concession

Total debt

and equity
funding Duration Construction
Concession cempany () Project £m _ Shargholding Financial ¢close ysars _completion
Aura Newcastle Ltd BSF 47 20% July 2007 25 2012
Transform Schools (Knowsley} Ltd BSF 163 100% Decemnber 2007 27 2010
Transform Ishington Ltd w BSF 77 80% July 2008 26 2013
4 Futures Ltd w BSF 70 80% May 2009 26 2014
Blackburn with Darwen and Bolton LEP Ltd () BSF 85 80% January 2010 25 2011
Derby City BSF Partnership Ltd m BSF 39 80% December 2010 25 2012
Future Ealing Ltd BSF 36 B0% December 2010 25 2012
Oldham Education Partnership Ltd BSF 49 90% December 2310 25 2012
Hertfordshire Schools Bullding Partnership Ltd BSF 55 80% January 2011 25 2012

Nates

{1} Registered in England and Wales and the principal operations of each company are in England and Wales

{n) Due to the shareholders agreement batwaen Balfour Beatty and the other sharehokiers requining unanimity of agreement in respact of significant matters relatad to the
financial and operating pohaies of this company the Directars consider that the Group does not control this company and it has been accounted for as a joint venture

Cther concessions

Summary The Powerlink project comprises two companies UK Power Networks Services Powerlink Ltd {UKPNSPL), which

operated the London Underground tigh voltage power systerm under a 30-year contract and was responsible for procuring vanous

new power assets, and Power Asset Development Company Ltd (PADCO), which constructed the new-butld power assets and leased
them to UKPNSPL Pevensey Coastal Defence Ltd {PCDL} has a 25-year contract with the Environment Agency to maintain a shingle
bank sea defence in East Sussex Gammon Capital {West) Pte Ltd has a contract to design, build and finance the new Institute of
Technical Education {ITE) College West in Singapore and provide long term faciites management services for the remainder of the
27-year project Balfour Beatty Fire and Rescue NW Ltd s contracted to design, construct, fund and provide facilities for 16 community
fire stations 1 Merseyside, Cumbria and Lancashire UBB Waste {Essex) Ltd has a 28-year PPP contract to design, build and

operate a new sustainable waste treatment facility for Essex County Council and Southend-on-Sea Borough Council UBB Waste
{Gloucestershire} Ltd has a 28-year PPP contract to design, build and operate a new sustainable waste treatment facility for
Gloucestershire County Council Holyrood Student Accommedation involves the design, construction, financing operation and
maintenance of 2 1,153 bed student accommodation facility in the centre of Edinburgh Aberystwyth Student Accommodation involves
the design, construction, operation and mamntenance of a 1,000 bed student accommeodation facility adjacent to the Penglais Campus
of Aberystwyth University Greater Gabbard nvolves the operation of transmission assets of the Greater Gabbard offshore wind farm
project located off the Sussex coast, as part of the Offshore Transmission Owners (OFTO) regulatory regime

Contractual arrangements For the Powerlink project the principal project agreement 1s the power services contract between
UKPNSPL and London Underground Ltd {LUL) that provided for an inflation-indexed avallability payment subject to any performance
deductions UKPNSPL operates and maintains the power network using 1ts own staff and 1s leasing the new power assets from
PADCO, which subcontracted construction to a construction joint venture in which the Group had a 40% interest LUL has exercised
its right to terminate the cantract in August 2013 PCDLU's principal contract 15 the flood defence services agreement with the
Environment Agency that provides for an inflation-indexed payment subject to any performance related deductions For the Singapore
project, the principal agreement 1s the project agreement with the ITE of Singapore that provides for an inflation-indexed avallabdity
based payment subject to any perfermance deductions Construction 1s subcontracted to Gammon Pte Ltd, a wholly owned subsidiary
of Gammaon China Ltd in which the Group has a 50% mnterest The fagiities management services under the |TE agreement are
provided by a third party The principal contract for Balfour Beatty Fire and Rescue NW Ltd 1s the project agreement between the
concession company and Cumbna County Councit Lancashire Combined Fire Authonty and Merseyside Fire and Rescue Authorty
This agreement provides for an inflation-indexed payment based upon avallabiity subject to any performance related deductions
Construction and facility management services are subcontracted to Balfour Beatty subsichanes The principal contract for UBB Waste
{Essex) Ltd 1s the project agreement between the concession company, Essex County Council and Southend-on-Sea Borough Councll
This agreement provides for an inflation-indexed payment linked to both the avallability of the plant and waste processed Construction
services are subcontracted to a joint venture in which the Group has a 30% interest and operations are subcontracted to a subsidiary
of the other shareholder There are no provisions to reprice contracts and all assets transfer to the client at the end of the concession
The principal contract for UBB Waste {Gloucestershire} Ltd 1s the project agreement between the concession company and
Gloucestershire County Council This agreement provides for an inflation-tndexed payment knked to both the availability of the plant
and waste processed Greater Gabbard OFTO Ltd ‘vl operate and maintain the transmission assets under the terms of a perpetua!
heence granted by Ofgem which contains the nght to be paid a revenue stream over a 20 year perod on an avallability basis At
Aberystwyth the unitary payment 1s based upon avallability subject to any performance related deductions At Edinburgh the unitary
payment 1s based upon fluctuations In rental demand and subject to any performance related deductions
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES CONTINUED
{d) Balfour Beatty Investments UK continued
Other concessions continued

Total debt

and equity

funding Duration Construction

Concessian company (i) Project Em__ Sharsholding Financizl close years _ complation
UK Power Networks Services Powerlink Ltd &)/ London Underground 184 10%/25% August 1998 30 2006
Power Asset Development Company Ltd power system
Pevensey Coastal Defence Ltd Sea defences 3 25% July 2000 25 nfa
Gammeon Capital (West) Pte Ltd Technical education college 100 50% August 2008 27 2010
Balfour Beatty Fire and Rescue NW Ltd Fire stations 55 100% February 2011 25 2013
UBB Woaste (Essex) Ltd Waste processing plant 146 30% May 2012 28 2015
UBB Waste {Gloucestershire) Ltd Waste processing plant 209 49 5%  February 2013 28 2017
Holyrood Student Accommodation SPV Ltd Student accommodation 82 100% July 2013 50 2016
Aberystwyth Student Accormmodation Ltd Student accommadation 51 100% July 2013 35 2015
Greater Gabbard OFTO Ltd Offshore transmission 351 33 3% November 2013 20 nfa
Notes

1 Registared in England and Wales and the principal operations of each company are in England and Wales except Gammon Capitat {Wast) Pte Ltd which 15 registered and
conducts Its prncipal operations in Singapore
() The Group exeraises significant influence through its partcipation in the management of UK Power Networks Services Powsrlink Ltd end therefore accounts for its interast

as an associate

{e) UK developer projects
Summary Balfour Beatty 15 an investor in and a promoter and developer of other PPP infrastructure investments

Project descriptions The Project involves the design, construction, finanging, operation and maintenance of a 9 3 MW waste wood
gasifier located at Tyseley Energy Park, Birmingharmn

Total project

funding
Company (1) Project £m Shareholkiing Financial close
Birmingham Bio Powwer Waste wood gasifier 53 375% December 2013

Notes
[} Registered n England and Wales and the pnncipal oparanons of each company are conducted in England and Wales
{n} Sharehalding guated 1s economic interest

{f) Balfour Beatty Investments North America

Military housing

Summary Balfour Beatty through its subsidiary Balfour Beatty Communities LLC 1s a manager, developer, and investor in a number
of US military privatisation projects assaciated with a total of 54 US government military bases which includes 54 military family
housing communities and ene unaccompanied personnel housing community that are expected to contain approximately 42,500
housing units once development, construction and renovation are complete

The projects comprise 11 military farmily housing privatisation projects with the United States Department of the Army {Army), seven
projects with the United States Departrment of the Air Force (Air Force} and two projects with the United States Department of the
Navy (Navy} In addition, there 1s one unaccompanied personnel housing (UPH) project with the Army at Fort Stewart

Contractual arrangements The first phase of the project, known as the imtial development period, covers the period of imtial
construction or renovation of military housing on a base, typically lasting three to eight years With respect to Army and Navy projects,
the government becomes a member or partner of the project entity {Project LLC), the Air Force 15 not a named partner or member

in Balfour Beatty Communities’ Project LLCs, however it contrnibutes a commitment to provide a government direct loan ta the

Project LLC and has similar nights to share n distnbutions and cash flows of the Project LLC On each project, the Project LLC

enters into a ground lease with the government, which provides the Project LLC with a teasehold interest in the land and utle te the
improvements on the land for a penod of 50 years Each of these military housing privatisation projects includes agreements covering
the managemeni, renovation, and development of existing housing units, as well as the development, construction, renovation and
management of new units during the term of the project, which, In the case of the Army, could potentially extend for up to an additional
25 years The 50-year duration of each project calls for continuous renovation, rehabilitation demolition and reconstruction of housing
uruts At the end of the ground lease term the Project LLC's leaseho!d interest terminates and all project improvemnents on the land
generally transfer to the government

Preferred returns The projects will typically receive, to the extent that adequate funds are available, an annual minimum preferred
rate of return On most existing projects this annual minimum preferred rate of return ranges from 9% to 12% of Balfour Beatty
Communities’ initial equity contribution to the project Duning the mitial development penod, the project 1s precluded from distributing
funds to pay the minimum preferred rate of return The unpaid amounts will generally accrue and accumulate, and can be used to fund
renovation and construction ¢osts, f necessary If the accumulated funds are not needed to fund renovation and construction costs,
at the end of the initial develapment period they are distributed to pay accrued preferred returns to Balfour Baatty Communities and
the government in accordance with the terms of the project agreements
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES CONTINUED

(f) Balfour Beatty Investments North America continued

Military housing continued

Allocation of remaining operating cash flows Subsequent to the imitial development period, any operating cash flow remaming
after the annual mimmum preferred rate of return 1s paid 1s shared between Balfour Beatty Communities and the remnvestment
account held by the project for the benefit of the government On most of the exisung projects, the total amount that Balfour Beatty
Communities 1s entitled to receve {inclusive of the preferred return) 1s generally capped at an annual modified rate of return, or
cash-on-cash return, on 1ts inmal equity contribution to the projact Historically, these caps have ranged between approximately

9% to 18% depending on the parucular project and the type of return annual modified rates of return or cash-on-cash) However,

in some of the more recent projects, there are either no annual caps or lower projected annual rates of return The total capped return
generally will include the annual mimmum preferred return discussed above The reinvestment account 15 an account established for
the benefit of the military, but funds may be withdrawn for construction, development and rencvation costs during the remaining life
of a privatisation project upon approval by the applicable mulitary service

Return of equity Generally, at the end of a project term, any monies remaining in the reinvestment account are distributed to Balfour
Beatty Communities and the Army, Navy or Air Force, in a predetermined order of prionity Typically these distnbutions will have the

effect of providing the parties with sufficient funds to provide a minimum annual return over the life of the project and a complete
return of the initral capital contribution After payment of the mimimum annual return and the return of a party’s initial contribution,
all remaining funds will typically be distnbuted to the applicable military service

Total project

funding Duratien Constructicn
Miltary pnivatisation projact [ijin) Bases £m Financial close years complation
Miltary family housing
Fort Carson Army base 107 Novernber 2003 46 2004
— Fort Carson expansion 79 November 2006 43 2010
— Fort Carson GTA expansion 60 Apnl 2010 39 2013
fort Stewart/Hunter Airfield Two army bases 229 November 2003 50 2012
Fort Hamilton Army base 37 June 2004 50 2009
Walter Reed Army Medical Center/Fort Detrick Two army bases 68 July 2004 50 2008
Navy Northeast Region Seven navy bases 301 November 2004 50 2010
Fort Eustrs/Fort Story Two army bases 106 March 2005 50 2011
— Fort Eustis expansion 5 July 2010 45 201
~ Fort Eustis — Marseillles Village 16 March 2013 42 2015
Faort Bliss/White Sands Missite Range Two army bases 259 July 2005 50 201
- Fort Bliss expansion 29 December 2009 46 20m
- Fort Bhiss GTA expansion phase | 99 July 2011 44 2014
~ Fort Bliss GTA expansion phase 1| 89 November 2012 43 2016
Fort Gordon Army base 66 May 2006 50 2012
Carlisle/Picatinny Two army bases 51 July 2006 50 201
— Carlisle Hertage Heights phase | 13 October 2012 44 2014
AETC Group 1 Four arr force bases 217 February 2007 50 2012
Navy Southeast Region 11 navy bases 346 November 2007 b0 2013
Vandenberg Aur force base 94 November 2007 50 2012
Fort Leonard Wood Army hase 143 Acquired June 2008 47 2014
AMC West Thres air force bases 266 July 2008 50 2015
West Point Army base 133 August 2008 50 2016
Fort Jackson Army base 110 October 2008 50 2013
Lackland Air force base 68 Acquuwed December 2008 50 2013
Western Group Four arr force bases 199 March 2012 50 2017
Northern Group Six arr farce bases 261 August 2013 50 2019
Miliary unaccompanied personnal housing
Fort Stewart UPH 22 January 2008 50 2010

Notes

{1} Registered in the US and the principal oparations of each projact are conducted in the US
{n) The share of results of the military housing joint ventures of Balfour Beatty Communities 1s lumited 10 a pre-agreed preferred raturn on funds mvested
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41 PRINCIPAL SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES CONTINUED

(g) Balfour Beatty Investments UK and North America

Student accommodation

Summary Through its subsidiary, Balfour Beatty Campus Solutions LLC, Balfour Beatty 1s a manager on one student accommodation
project, where 1t acted as a developer and until December 2012 as a bond investor, and 1s a developer and owner of two further
student accommodation projects

Contractual arrangements The principal contract in the Flonida Atlantic University project i1s the property management agreement
with the state university setting out the obligations for the operation and maintenance of the student accommodation project The
principal contracts In the two student accommodation projects where Balfour Beatty 1s an cwner are the ground leases, development
leases and operating agreemenis with the state universities settng out the obligations for the construction, operation and maintenance
of the student accommodation inctuding Iifecycle replacement during the concession pericd

Total project

funding Duration Construction
Student accommodauon project {1} Praject £m Sharehalding Financial close years completion
Flonda Atlantic University Student accommodation 61 {n} March 2010 30 201
Unwversity of lowa Student accommodation 19 100% June 2013 41 2014
Unwversity of Nevada, Reno Student accommeodation 13 100% August 2013 43 2014

Notes
i} Registered in the US and the pnncipal operations of each project are conducted in the US
{u) 50% holding in tha managemant company The Company held U5$3m of bonds in the concession company until December 2012

{h) Total future committed equity and debt funding for Infrastructure Investments’ project companies

2014 2015 2016 onv-?aor;: Total

Concassions £m £m £m £m fm
UK
Roads - 6 1 - 17
Hospitals , - - - - -
Schools 4 - - - 4
Student accommodation 2 13 1 - 16
Infrastructure - - - - -
Other UK 57 10 21 - 88

63 29 33 - 125
North America
Military housing 2 - 2 - 4
Student accommodation ' 8 - - - 8

10 - 2 - 12

73 298 35 - 137
Projects at preferred bidder stage 50 - - - 50
Projects at financial close 23 29 35 - 87
Total 73 29 35 — 137
{1} UK airport project
Summary Balfour Beatty 1s an investor m and a promoter of an arrport investment
Project descnptions Blackpoo! Arport Ltd owns and operates Blackpoo! International Airport

Total project
funding

Company {1 Project £m_Shareholding Fnancial close
Blackpool Airport Ltd ) Blackpeool International Awport 14 95% May 2008

Notes
) Registered in England and Wales and the principal operations of each company are conduetad in England and Wales
{n} Sharehold:ing quoted 1s economic interast
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UNAUDITED GROUP FIVE-YEAR SUMMARY

2013 2012% 2011" 2010" 2009
£m £m £rm £m £

Income .
Revenue including share of joint ventures and associates 10,118 9,966 10,036 9,519 9,385
Share of revenue of joint ventures and associates {1,373) {1,310) {1.382) (1.086) (1.148)
Group revenue from continuing operations 8,745 8,656 8.654 8,433 8,237
Underlying profit from continuing operations 203 284 303 29 234
Underlying net investment income/{finance costs} {16) (7} {11) (26) (13)
Underlying profit before taxation 187 277 292 265 221
Amortisation of acquired Intangible assets (30) {39) (57) {80) {(45)
Other non-underlying items {125) {91} (21) (21} 33
Profit from continuing operations before taxation 32 147 214 164 209
Taxation an profit from continuing operations {15) {26) (52) (37} (42)
Profit from continuing operations after taxation 17 121 162 127 167
Profit/{loss) from discontinued operations after taxation {52) (88) 11 9 45
Profit for the year attributable to equity holders {35) 35 173 136 212
Capital employed
Equity holders’ funds 1,033 1,310 1,259 1,156 985
Liability component of preference shares 94 92 91 89 88
Net borrowings/icash) 420 333 (8) (248} (324)

1,547 1,735 1,342 997 759

2033 2012 2011 2010 2009

Pance Pence Pance Pence Penca
Statistics
Underlying earnings per ordinary share from continuing operations* 200 317 312 367 281
Basic (loss)/earnings per ordinary share from continuing operations {8 1) 179 237 263 293
Diluted {loss)/earnings per ordinary share from continuing operations 51 178 237 262 292
Propased dividends per ordinary share 1410 1410 13 80 1270 11 99
Underlying profit from continuing operations before net investment
incomef{finance costs) including share of joint ventures and associates
as a percentage of revenue Including share of joint ventures and associates 2 0% 28% 30% 31% 25%

Notes
* Underlying earnings per ordinary share from continuing aperations have been disclosed to give a clearer understanding of the Group s underlying trading performance
A Pnor yaars 2009 2012 have been

- Restated to reflect the etfects of IAS 19 Employee Benafits {Revised) (Note 38)

- Re-presented to classify cartain Mainland European raif businasses and the UK facilities management business as discontinuad opaerations {(Notes 12 and 38)
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SHAREHOLDER INFORMATION

Financial calendar

2014
23 Aprl Ex-dividend date for final 2013 ordmnary dividend
25 April Final 2013 ordinary dividend record date
15 May Annual General Meeting
21 May Ex-dwidend date for July 2014 preference dividend
23 May July 2014 preference dividend record date
4 June Final date for receipt of DRIP mandate forms {see below)
1 July Preference dividend payable
4 July* Final 2013 ordinary dividend payable
14 August* Announcement of 2014 half-year results

b December*

Internm 2014 ordinary dividend payable

" Provisional dates

Registrars

All administrative enguines relating to
shareholdings and requests to receive
corporate documents by ematl should,
in the first instance, be directed to the
Company's Registrars and clearly state
your registered address and, if available,
your shareholder reference number
Please write to

Capita Asset Services, The Registry,

34 Beckenham Road, Beckenham, Kent
BR3 4TU, Telephone 0871 664 0300
from the UK f{calls cost 10p per minute
plus network extras} and +44 20 8639
3399 from outstde the UK (Monday to
Friday 8 30 am to 5 30 pm, UK ume}
Alternatively, you can email shareholder
services@capita ¢o uk

They can help you ta check your
shareholding, register a change of address
or name, obtain a replacement dividend
cheque or tax voucher, record the death
of a shareholder

Dividends and dividend
reinvestment plan

Dividends may be patd directly into your
bank or building society account through
the Bankers Automated Clearing System
{BACS) The Registrars can provide

a dividend mandate form A dividend
remvestment plan {DRIP) s offered
which allows holders of erdinary shares
{0 reinvest their cash dividends in the
Company’s shares through a specially
arranged share dealing service Full detalls
of the DRIP and its charges, together
with mandate forms, are available at
wwhw balfourbeatty-shares com

v

International payment service
Shareholders outside the UK may elect
to receive dividends direct into their
overseas bank account, or by currency
draft, instead of by sterlng cheque

For further information contact the
Company's Registrars on +44 20 8639
3405 ({from outside the UK) or 0871 664
0385 from the UK {calls cost 10p per
minute plus network extras} Lines

are open Monday to Friday 9 00 am to
530 pm, UK ume Alternatively, you can
log on to www balfourbeatty-shares com
and click on the link for International
Payment Service

Shareholder information on the
internet and electronic
communications

Cur website www balfourbeatty com
provides a range of information about
the Company, our people and businesses
and our policies on corporate governance
and corporate responsibility It should be
regarded as your first point of reference
for information on any of these matters
The share price can also be found there

You can create a Share Portal account,
through which you will be able to access
the full range of online shareholder
services, including the ability to view
your holdings and indicative share price
and valuation, view movements on your
holdings and your dividend payment
history, register a dividend mandate

to have your dividends paid directly

into your bank account, change your
registered address, sign up to recerve
e-communications or access the online
proxy voung facility, download and print
shareholder forms

The Share Portal 1s easy to use Please
visit www balfourbeatty-shares com
Alternatively, you can emall
shareportal@capia co uk

+

Unsolicited telephone calls

In the past, some of our shareholders
have received unsolicited telephone calls
or correspondence concerning Investment
matters from organisations or persons
claiming or implying that they have some
connection with the Company These are
typcally from overseas based "brokers”
who target UK shareholders offering

to sell them what often turn out to be
worthless or high-nsk shares in UK or
overseas Investrents Shareholders are
advised to be very wary of any unsolicited
advice, offers to buy shares at a discount
or offers of free reports on the Company

If you recewve any unsolicited
investment advice

* always ensure the firm 1s on the
Financial Conduct Authority (FCA)
Register and 1s allowed to give financial -
adwice before handing over your money
You can check via htip /fiwww fsa gov
uk/register/home do

* double-check the caller 1s from the firm
they say they are — ask for therr name
and telephone number and say you
will call them back Check thew wdentity
by calling the firm using the contact
number listed on the FCA Register
If there are no contact details on the
FCA Register or you are told that they
are out of date, or If you have any
other doubts, call the FCA Consumer
Helpline on 0800 111 6768

* check the FCA's list of known
unauthorised overseas firms at
http ffwww fca org uk However, these
firms change names regularly, so even
if @ firms not listed 1t does not mean
they are legitimate Always check that
they are listed on the FCA Register

if you are approached about a share
scam, you should inform the FCA

using the share fraud reporting form

at http /fwww fca org uk/consumers/
scams/investment-scams/share-fraud-
and-boilesr-room-scams/fraporting-form,
where you can also find out about the
latest investment scams or alternatively,
you can call the FCA Consumer Helpline
(see above) If you use an unauthorised
firm to buy or sell shares or other
investments, you will not have access
to the Financial Ombudsman Service

or be eligible to receve payment under
the Financial Services Cornpensation
Scheme if things go wrong
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* you should alsc report any approach
to Action Fraud, whe are the UK's
national fraud reporting centre at
www actionfraud police uk, or by
calling 0300 123 2040

Gifting shares to your family

or to chanty

To transfer shares to another member
of your family as a gift, please ask the
Registrars for a Balfour Beatty gift transfer
form Alternatively, if you only have a
small number of shares whose value
makes it uneconomic to sell them, you
may wish to consider donating them

to the share donation chanty ShareGift
(registered charity no 10526886),
whose work Balfour Beatty supports
The relevant share transfer form may be
obtained from the Registrars For more
information visit www shareqift org

Share dealing services

Capita Share Dealing Services (a trading
name of Capita IRG Trustees Limited}
provide & telephone and conline share
dealing service for UK and EEA resident
shareholders To use this service,
telephone 0871 664 0364 from the UK
{calls cost 10p per minute plus network
extras) and +44 20 3367 2686 from
outside the UK {Monday to Friday 8 00 am
to 4 30 pm, UK time) Alternatively, you
can log on to www capitadeal com

Capita IRG Trustees Limited 1s
authorised and regulated by the Financial
Conduct Authority and Is also authornsed
to conduct cross-border business

within the EEA under the provisions

of the EU Markets m Financial
Instruments Directive

London Stock Exchange Codes

The London Stock Exchange Daily Official
List {SEDOL) codes are Ordinary shares
0086162 Preference shares 0097820

The London Stock Exchange ticker codes
are Ordinary shares BBY Preference
shares BBYB
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Capital gans tax (CGT)

For CGT purposes the market value on

31 March 1982 of Balfour Beatty plc's
ordinary shares of 50p each was 267 6p
per share This has been adjusted for the
1 for 5 rights 1ssue In June 1992, the 2
for 11 nghts 1ssue in September 1996 and
the 3 for 7 nghts 1ssue i October 2009
and assumes that all nghts have been
taken up

Consolidated tax vouchers

Balfour Beatty issues a consolidated tax
voucher annually to all shareholders who
have therr dividends pard direct to ther
bank accounts If you would prefer to
receive a tax voucher at each dividend
payment date rather than annually,
please contact the Registrars A copy

of the consolidated tax voucher may

be downloaded from the Share Portal

at wwwy balfourbeatty-shares com

Enquiries

Enquines relating to Balfour Beatty's
results, business and financ:al positicn
should be made in writing to the
Corporate Communications Department
at the address shown below or by email
to mfo@balfourbeatty com

Balfour Beatty plc Registered Office
130 Wilton Road, London SW1V 1LQ
Registered in England Number 395826




Forward-looking statements

This document may include certain
forward-logking statements, beliefs or
opiniens, including statements with
respect to Balfour Beatty plc's business,
financial condition and results of
operattons These forward-looking
statements can be dentified by the use
of forward-looking termmology including
the terms ‘believes’, 'esuimates’, ‘plans’,
‘anticipates’, 'targets’, ‘aims’, ‘continues’,
‘expects’, intends’, ‘hopes’, 'may’, ‘will,
‘would’, could’ or 'should’ or in each
case, their negative or other vanous

or comparable terminology These
statements are made by the Balfour
Beatty plc Directors in good faith based
on the information available to them at the
date of this report and reflect the Balfour
Beatty plc Directors' beliefs and
expectations By their nature these
statements involve risk and uncertainty
because they relate to events and depend
on circumstances that may or may not
occur in the future A number of factors
could cause actual results and
developments to differ matenially from
those expressed or implied by the
forward-looking statements, inciuding,
without imitation, developments in the
global economy, changes in UK and US
government palicies, spending and
procurement methodologies, fallure

in Balfour Beatty's health, safety or
environmental policies and those

factors set out under ‘Principal Risks'

on pages 20 to 23 of this document

VA

No representation or warranty 1s made
that any of these statements or forecasts
will come to pass or that any forecast
results will be achieved Forward-looking
statements speak only as at the date of
this document and Balfour Beatty plc
and its advisers expressly disclarm any
obligations or undertaking to release

any update of, or revisions to, any
forward-looking statements in this
document No statement in the document
15 intended to be, or intended to be
construed as, a profit forecast or to be
interpreted to mean that earnings per
Balfour Beatty plc share for the current
or future financial years will necessarily
rmatch or exceed the historical earnings
per Balfour Beatty plc share Asa

result, you are cautioned not to place
any undue reliance on such forward-
looking statements
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