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MANSELL CONSTRUCTION SERVICES LIMITED

DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2010

The Directors present the annual report and the audited financial statements for the year ended 31 December 2010

Principal activities and business review

Overview and strategic focus

Mansell Construction Services Lumuted (“the Company™) 1s the pnncipal operating subsidiary of Mansell ple (“the Parent
Company™), a public hrmuted company registered in England and Wales The Company’s ultmate parent undertaking 1s Balfour
Beatty plc (“the Uluimate Parent Company™) which acquired the entire share capital of the Parent Company 1n stages from
29 December 2003 to 6 February 2004 The Ulumate Parent Company 1s a public limited company registered in England and
Wales and listed on the London Stock Exchange

The principal activity of the Company 15 construction, both new bwld and refurbishment, 1n its core market sectors of affordable
housing, commercial, defence, education, emergency services, health, heritage and culture, senzor lving and transportation  The
Company, together with its agency subsidiaries, operates throughout England, Scotland and Wales through a network of
autonomous regional business units, backed by centralised systems and infrastructure support

The Company’s first and overnding priority 1s the safety of its employees, the public and other stakcholders The Company has
invested significant time and resources to ensure safety 1s at the heart of its operations Preventmg mjury and il-health, and
mantaining a first class safety and health culture, are key objectives of the business In addition, the Company aims to comply
with the highest levels of governance and ethical standards across all its operations

The Company’s strategic focus has remained constant throughout the recent challenging economic conditions The Company
amms to generate sustainable long-term profit growth in each of its core markets and to pursue sustamable long-term workflows
with customers through partnening and framework agreements As part of this focus, retaiming existing relatonships and
secunng new opportunities remain core business objectives The proportion of work secured under framewerks, coupled with
the range of matket sectors in which both individual business units and the Company overall operate, has provided some
protection agamnst the economic downturn and limited the exposure to expenditure decreases i any one sector

Strategic growth 1s targeted through geographical expansion, both orgamic and by acqusitton, and through the pursuit of new
service offerings where these are complementary to existing core competencies In part:cular, the Company s currently
focussed on the opportunities presented i residential housing from the natonal commitment to reduce carbon emussions The
Company also continues to work closely with Balfour Beatty Capital, Balfour Beatty Group’s (“the Group”) investment arm to
identify and pursue blended investment and construction opportunities

In November, the Company acquired certam business teams from Rok The majority of the acquired businesses operate m the
affordable housing sector and are pnmanly based in the South West and North West of England These teams support the
Company’s strategy of becomung a leading provider in affordable housing where long-term demographics are favourable Rok’s
general construction activiies have enhanced the Company’s existing capabilities at Heathrow and Gatwick airports and
expanded 1ts geographical presence into the South Midlands  The acquired business teams and 381 employees were successfully
integrated into the Company's structure within three months of acquisition

2010 Trading

Market conditions contmued to deteriorate durtng the year, with increased competition leading to pressure on both volumes and
operating margins The private commercial sector continued to suffer from a lack of available credit and a generally adverse
economic chmate, whilst activity within the public sector was adversely impacted as a result of the government’s deficit
reduction programme

These challenging conditions ted to revenue reducing by 10% n the year to £772 2m (2009 £859 2m), with most business units
experiencing a reduction in income There was however strong growth 1n the Southampton, South East and Thames Valley
business units

Operatmg profits before exceptional items of £3 3m (2009 £5 2m) and amorusation of £1 4m (2009 £mul) were £19 §m (2009
£24 9m) reflecting the reduction 1n revenues and the general pressure on operating margins acress the construction industry
Most business umits expenenced a reduction in profits, although notable exceptions were Southampton, London Major Works
and East Angha

A dividend of £20m (2009 £ml) was declared and paid to Mansell plc during the year Profit on ordinary activities before
taxation (excluding amortisation and exceptional items) was £20 Im (2009 £25 5m) An exceptional charge of £3 3m (2009
£5 2m) arose 1 2010 reflecting the cost of the reorgamsation and integration of the acquired Rok businesses




MANSELL CONSTRUCTION SERVICES LIMITED
DIRECTORS’ REPORT (continued)}

2010 Trading (continued)

An operating cash mflow of £14 Om (2009 £31 6m) was generated in the year, slightly below operating profit, reflecting the
difficult wading conditions and resulting pressure on working capital Non-operating cash outflow for the year was £28 lm
(2009 £26 Om) reflecting the £20 Om dividend to Mansell ple and the acquision of the Rok bustnesses

Balance Sheet

In spate of the challenging market conditions, the Company remains in a strong financial position Shareholders’ funds at the end
of 2010 were £82 2m (2009 £90 1m), reflecting the payment of the £20m dividend, largely offset by retained profits of £10 7m
and actuanal pains ansing from the pension scheme of £2 Om Cash balances (including amounts loaned to the Parent Company)
fell to £182 5m from £205 4m, reflecting the dividend payment

Outlook

2011 15 already proving to be a challenging year, with market conditions showing no sign of improving Public sector
expenditure continues to come under pressure as the budgeted spending cuts are implemented and further spending plans are
delayed The commercial sector remams extremely competiive and 15 not replacing lost public sector revenues as had
previously been hoped

Against this background, the Company remains in a strong position, and revenues are expected to grow in 2011, reflecting both
orgamc growth and the full year benefit of the acquired Rok businesses

The Company 1s taking full advantage of the opporturuties that anse as a result of bemng part of a leading global infrastructure
business, and 15 working with other Group companies on contracts which need the specialist and techmical knowledge only a
large orgamsation can provide In addition, the Company 1s taking advantage of the Group’s combined purchasing power, the
benefits of whuch can then be passed on to customers, supplhiers and shareholders

The Company’s strong balance sheet and sigruficant cash batances, coupled with its approach of buillding long-term relationships
with its business partners, means that the Company 1s tn a strong position to nde out the difficult trading conditions and to
continue to invest for the future

Safety, Health, Environment and Qualty (“SHEQ")

The Accident Frequency Rate (number of reportable accrdents multuphied by 100,000 compared to the number of hours worked)
increased shghtly during the year 10 0 18 (2009 0 16) However, using the Accident Incidence Rate for 2010 (as published by
the HSE, which compares the number of accidents to the average number of employees) the Company’s rate was still less than
half that of the tndustry average, in a year where the business successfully integrated acquired businesses This 1s testament to
the success of the Zero Harm strategy which s being delivered through the Zero Harm Journey Plan, which has the ultimate
objective of elimunating the nsk of serious harm to all stakeholders by 2012

A key element of the Zero Harm Journey has been to mvolve everyone in the Company tn the quest to “Make Safety Personal”
During 2010, the Company reached out to its supply chain via its Zero Harm Accreditation Process and equipped them to detiver
Make Safety Personal workshops in their own orgarusations This built on the success of the programme wathin Mansell

The Company's performance mn all areas of SHEQ 1s continually momtored to ensure it remans at the highest levels of
effectiveness

The Company has an ongoing commitment to improve 1ts performance 1n SHEQ, as reported withun the Company’s Corporate
Responsibility Report
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DIRECTORS’ REPORT (continued)
Employment

The Company and its agency subsidianies operate through a network of regional business umits, each managed by its own
dedicated senior management team Although decision-making 1s devolved to regional level, standard employment policies and
practices are apphed i order to promote fairness and consistency across the business, whilst ensuring the commercial and legal
nterests of the Company are preserved These policies and practices include

- providing an open, challenging, rewarding and participative environment,

- enabling all employees to utilise their talents and skills to the full, through apprepriate encouragement, traimung and
development,

- commumcatng a full understanding of the objectives and performance of the Company and the opportumiuies and
challenges facing 1,

- providing pay and other benefits which reflect prevailing market rates and rewarding both individual and collective
performance, and

- ensuring all appheants and employees receive equal treatment regardless of age, race, religion, national or ethnic ongin,
colour, gender, disability unrelated to the task in hand, sexual orentation, gender reassignment, marital status, union
membership or political affiliation

Regonal business units use a variety of methods to communicate and consult with employees on key business goals and 1ssues
Regular publications and commumicanons mform employees of major business achievements

Risk Management

The effective management of nsks within the Company and the Group 1s essential to sustaming shareholder value and
mamtaining a geod reputation

The Group's approach to nsk management is to 1denufy, at an early stage, key nsks and then develop actions to elumnate or
mutigate the impact and hikelihood of these Reporting structures ensure risks are continually monitored and mitigation plans are
subject to review

External nsks

Economic environment

The continued effect of the econoruc downturn may cause the Company's customers to cancel, postpone or reduce exisung or
future projects In parucular, the Company 1s dependent on government policies and spending for a sigmificant part of 1ts
revenues Ta mitigate this nsk, the Company has a broad exposure to a number of markets In addion, the Company mamtains
a hugh level of engagement with 1ts customers to undersiand and respond effectively to their evolving requirements at all phases
of the infrastructure hifecycle

Commercial counterparty solvency

The Company 15 exposed to counterparty credit nsk of 11s customers, sub-contractors and suppliers This risk 15 increased further
by the current economuc chmate In particular, failure of a customer could result 1 non-collection of amounts owed Failure of a
sub-contractor or supplier would result in the Company having to find a replacement or undertakmng the task uself which could
result in ume delays and additional costs To miugate this nsk, the financial solvency and strength of counterparties is
constdered prior to the sigrung of contracts During the life of the contract such assessments are updated and reviewed whenever
possible The Company seeks to ensure 1t 15 not over-reliant on any one counterparty In addition, during the life of a project,
retentions, bonds and/or letters of credit will be obtaned, where appropriate, from sub-contractors to mitigate the impact of any
potential insolvency

Legal and regulatory

The Company 1s subject to a number of complex, demanding and evolving legal, tax and regulatory requirements A breach of
these laws and regulations could lead to legal proceedings, investiganons or disputes resulting m a disruption of business To
munigate this nsk, the Company morutors and responds to legal and regulatory developments

Strategic risks

Acquisition

The Company has made and continues to make acquisitions n pursuit of its strategic objectives Failure to 1dentify acquired
liabiliues or to integrate successfully the acquired busimess into the Company’s processes could result 1 an adverse impact on
the Company’s futuse prospects, financia) condition and profitability To mingate this nsk, detaled due diligence i performed
on all potential acquistions Due diligence also includes an assessment of the ability to mtegrate the acquired busimess
successfully into the Company When a business 15 acquired, detailed integration plans are developed and monitored to ensure
the successful mtegration of the busmess into the Company and 1ts internal control framework
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DIRECTORS’ REPORT (continued)

Organisation and management nsks

People

The success of the Company depends on 1ts ability to recrunt and retain the best management and employees Falure to recnut
and retan appropnately skilled people could adversely impact the Company's ability to deliver speaific contracts and s future
growth To mugate this risk, orgarusation and people reviews are undertaken to review the role, competencies, performance and
potential of personnel These plans are reviewed and discussed on a regular basis Appropniate remuneration and incentive
packages are m place to assist in the atiraction and retention of key employees

Bustness conduct

The Company operates with partners and supply chains which may have nherent risks relating to business conduct. Fatlure by
employees to observe the highest standards of integnity and conduct in dealing with customers, suppliers and other stakeholders
could result in civil and/or crimunal penalties, debarment, as well as reputational damage To mitigate this risk, the Group has
clearly set out 1n tts Code of Conduct 1ts expectahions of employees and operating companies in dealing with 1s stakeholders
This was distributed to all employees and during 2010 e-learmng contmued to be used to raise awareness of the Code within the
orgamsation

Information Technology

The efficient operation of the Company 15 increasingly dependent on the proper operation, performance and development of its
IT systems Failure to manage, integrate or successfully implement changes in IT systems could result 1n a loss of control over
critical business information and/or systems To mitigate this nisk, Group IT works with the Company to set IT strategy and to
ensure that business cntical systems are being properly managed

Information security

The Company 15 exposed to potential mformauon security threats to its own information and also that which 1t holds on behalf of
customers A breach of information security or an improper disclosure of such information could expose the Company to
adverse publicity, mvestigation and legal claims To mutigate this nisk, the Group has implemented mimmum information
security standards which the Company 15 expected to meet

Financial and Treasury risks

Contract bonds

In the normal course of busmess the Company 1s sometimes required to provide performance bonds to its customers If the
Company were unable to issue sufficient bonds 1n the future then 1ts ability to grow the business may be constrained To miugate
thus risk, the Group maintamns relationships with a number of financial nstitutions which provide performance bonds The Group
also reviews the level of headroom available with mdividual mstitutions and, where appropnate and necessary, will seek to
negotate Increases I capacity

Pensions

The Company 15 exposed to funding nisks ansing from changes in longewity, inflation and mvestment assumptiens in relation to
the Group’s defined benefit pension schernes At present there is an actuarial deficit in these schernes Measures 1o mitgate
liabilities are under continuous review The performance of the pension schemes ts regularly monitored and advice 1s taken, as
appropriate, from external consultants

Delyvery and Operational Ris

Bidding

The Company seeks to win work through a large number of tenders each year Failure to esumate risks, costs, the impact of
nflation and the contractual terms being entered into and how best to manage them could have an adverse impact on the
profitability of such contracts To mtigate this risk, all tenders are subject to ngorous estimating and tendersng processes within
a defined framework In addiuon, defined delegated authonty levels exist for the approval of all tenders and infrastructure
mvestments, with al! major and significant contracts bemng subject to Group review

Health and Safety

The Company 15 mnvolved in sigmficant, complex and potenuially hazardous projects which requure the continuous monitoring
and management of health and safety nsks Failure to manage these risks could expose employees or the public o injury/harm
and the Company to significant potential habilities and reputational damage Detailed health and safety policies and procedures
exist to muum:se such nsks and are subject to review and monitoring The Company employs experienced health and safety
adwvisers who provide advice and support and also undertake regular reviews

Sustainability

The Company, through its activities, has the ability to impact either posively or adversely on the world tn which it aperates and
the communities 1n which it works In addttion, for a number of its customers, the impact of projects i both the short-term and
the long-term 1s a key consideration when evaluaung tenders To nutigate this risk, the Group has developed and implemented a
sustamability strategy, wiuch the Company has fully adopted, covenng its operations until 2020 n terms of profitable markets,
healthy communties and environmental limuts
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Risk Management (continued)

Supply chain

The falure of a sub-contractor to perform to an appropriate standard and quahty could result m delays to a project and adversely
impact the ability of the Company to meet 1ts contractual commutments and 1ts reputation To mutgate thus nsk, the Company
secks to develop long-term relationships with a number of 1ts key sub-contractors whilst at the same tume not becormng over-

rehant on any one As part of its selechon critenia the Company seeks to partner with sub-contractors/suppliers whuch share 1ts
values

Financial statements and dividends

The audited financial statements of the Company appear on pages 9 to 32 The profit after taxabon for the year, after an
exceptional charge of £2 4m (2009 £5 2m), amounted to £10 7m (2009 £130m) The retaned profit for the year, prior to
deduction of dividends was £10 7m (2009 £130m) A dividend of £20 0m (2009 £ml) was paid n the year to Mansell plc

Suppher payment policy

The Company’s policy 1s to settle the terms of payment with supphers when agreeing the terms for each transaction or series of
transactions, to seek to ensure that suppliers are aware of the terms of paymett, and to abide by these terms of payment as and
when satisfied that the supplier has provided the goods or services in accordance with the agreed terms  The Company’s average
creditor payment period, from the tune work 1s carried out to invoice being pard, at 31 December 2010 was 44 days
(2009 42 days)

Corporate responsibility

A separate report 13 avatlable setting out the Company's policies and approach to safety, social and environmental 1ssues, which
15 available at the Company website www constructingcommunities com or from the Company’s registered office

The Group also publishes a report on Corporate Responsibility annually, which includes a description of the Group's broader
corporate responsibiliies  The Company’s systems for governance and management of risk, safety, environmental and social

1ssues are descnibed 1m that report, together with the Group's performance n these areas and the targets set to dnve
improvements The report 15 available at www balfourbeatty com

The Company has, for many years, been publicly and explicitly commutted to ensuring 1t pays close attention to these issues
Corporate responsibility 15 a fundamental part of modern business management The Company has made significant progress
these matters and 15 commutted to makang further progress

Charitable and political contributions

During the year the Company made charitable donations of £10,000 (2009 £10,000)

No politzcal donatrons were made by the Company during the year (2009 £ml)

Directors

The Directors of the Company who served throughout the year were

D ] Greenspan BA ACA {Appownted 2 October 2010)

M J Peasland FCIOB

B P Pemin BSc ACA AMCT

S ] Waite FRICS MCIOB

R V Walker BSc FRICS

Dhrectors’ indemmities

The Directors are covered under a qualifying third party group indemmty provision provided by the Company’s Ultimate
Parent Company
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Going concern

In reviewing the future prospects of the Company, the Directors have considered the fact that the Company has a strong
order book and balance sheet, and holds sigmficant cash balances As a result, and having made appropriate enquiries and
reviewed medium-term cash forecasts, the Directors consider it reasonable to assume that the Company has adequate
resources to continue for the foreseeable future and, for this reason, have continued to adopt the gomng concern basis n
preparmg the accounts

Dusclosure of information to anditors
Each of the Directors at the date of approval of this report confirms that

s 5o far as the Director 1s aware, there 1s no relevant audit information of which the Company’s auditors are unaware,
and

«  the Director has taken all the steps that he ought to have taken as a Director in order to make himself aware of any
relevant audit information and to establish that the Company’s auditors are aware of that mformation

This confirmation 1s given and should be interpreted n accordance wath the provisions of Section 418 of the Compames Act 2006

Deloitte LLP has indicated their willingniess to continue 1n office as auditors

Statement of Directors’ responsibilities

The Directors are responsible for prepanng the annual report and financia) statements i accordance with applicable law and
regulaticns

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have
elected to prepare financial statements i accordance with Umted Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounung Standards and applicable law) Under company taw the Directors must not approve the financial
statements unless they are satsfied that they give a true and fair view of the state of affairs of the Company as at the end of
the financial year and of the profit or loss of the Company for that period In prepanng these financial statements, the
Dhreclors are requiced to

. select suitable accounting policies and then apply them consistently,

. make judgements and accounting estimates that are reasonable and prudent, and

. prepare the financial statements on the going concern basis unless it 15 inapproprate to presume that the
Company will continue 1n business

The Directors are responsible for keeping adequate accounting records that are sufficient to

. show and explain the Company’s transactions,
«  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 Compames Act 2006

The Directors are also responsible for safeguarding the assets of the Company, and hence for talung reasonable steps for the
prevention and detection of fraud and other wregulanties In addition, the Directors are responsible for the mamtenance and
integrity of the corporate and financial information included on the Company's website Legislaion m the United Kingdom
goverming the preparation and dissemination of financial information differs from legislation 1n other jurisdictions

By Order of the Board
Registered Office
i Roman House
13/27 Grant Road
Croydon
D J Greenspan Surrey CR9 6BU
Company Secretary
Registered in England
21 June 2011 Number 1197246




MANSELL CONSTRUCTION SERVICES LIMITED

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MANSELL CONSTRUCTION SERVICES
LIMITED

We have audited the financial statements of Mansell Construction Services Limuted for the year ended 31 December 2010
which comprise the Profit and Loss Account, the Balance Sheet, the Statement of Total Recogmised Gains and Losses and the
related notes | to 25 The financial reporuing framework that has been applied 1n their preparation 1s applicable law and
United Kingdom Accounting Standards (Unuted Kingdom Generally Accepted Accounting Practice)

This report 15 made solely to the company’s members, as a body, 1n 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 malters we are
required 1o state to them m an auditor’s report and for no other purpose To the fullest extent pernutted by law, we do not
accept or assume responsibility to anyone other than the company and the company’s members as a body, for our audit work,
for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully 1n the Directors” Responsibtlities Statement, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view Our responsibility 15 to audit and express an
opinion on the financial statements i accordance with applicable law and International Standards on Auditng (UK and
Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtainmg evidence about the amounts and disclosures 1n the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal mssiatement, whether caused by fraud or error
This ncludes an assessment of whether the accounting policies are appropriate to the 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

Opmion on financial statements

In our opinion the financial statements

. give a true and fawr view of the state of the company’s affairs as at 31 December 2010 and of 1ts profit for the year
then ended,

. have been properly prepared 1n accordance with Umited Kingdom Generally Accepted Accounting Practice, and

. have been prepared in accordance with the requirements of the Companies Act 2006

Opmion on other matter prescribed by the Companies Act 2006

In our opinon the information given 1n the Directors’ Report for the financial year for which the financial statements are
prepared 15 consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Compames Act 2006 requires us to report 1o you 1f,
1n Our opInIon

. adequate accountmg records have not been kept, or returns adequate for our audit have not been recewved from
branches not visited by us, or

. the financial statements are not 1n agreement with the accounting records and returns, or

. certain disclosures of directors’ remuneration specified by law are not made, or

. we have not recerved all the information and explanations we require for our audit

Makhan Chahal (Sentor Statutory Auditor)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
London, Unuted Kingdom

21 June 2011




MANSELL CONSTRUCTION SERVICES LIMITED

Profit and loss account for the year ended 31 December 2010

2010 2010 2010 2009 2009 2009
Notes £m £m £m £m fm £m
Exceptional Total Exceptional Total
Items [tems
(Note 3) (Note 3)
Turnover ic 7722 - 7722 8592 - 85912
Cost of sales (710 6) - (710 6) (789 5 - {789 %)
Gross profit 616 - 61.6 697 - 697
-Amortisation of goodwll a4 - a9s - - -
-Other (42 0) (33 {45.3) (44 8) {(52) (500)
Total admumistranuve expenses 434 33 (46 7) (44 8) (52) (500)
Operating profit 2 182 (33 149 249 (52 197
Net interest and dividends receivable 5 19 - 19 14 - 14
Other financia! expenses 24 (14) - {1.4) (0 8) - (0 8)
Profit on ordinary activities before taxation 187 (33 154 255 (52) 203
Tax on profit on ordinary activities 6 (56) 09 4.7 (73) - (73)
Retained profit for the financtal year 18 131 24) 10.7 182 52 130

All acuvities are derived from continuing operations




MANSELL CONSTRUCTION SERVICES LIMITED

Statement of total recogmsed gains and losses

Notes 2010 2009

£m £m

Profit on ordinary activities after taxation 10,7 130

Actuanal gain/(loss) on retirement benefit obligations 24 20 (25 1)
Tax on items n equity

Current tax - 13

Deferred tax 08 53

Total recognised gans and losses relating to the year 119 (5.5)




MANSELL CONSTRUCTION SERVICES LIMITED

Balance sheet as at 31 December 2010

2010 2009
Notes £m fm
Fixed assets
Intangible assets goodwall 8 151 -
Tangtble assets 9 139 150
Investments 10 91 171
381 321
Current assets
Stocks 11 54 36
Debtors due within one year 12 3005 2836
Debtors due after more than one year 12 95 87
Cash at bank 675 704
3829 366 3
Creditors: amounts falling due within one year 13 (298 1) (263 9)
Net current assets 848 102 4
Total assets less current labilities 1229 1345
Creditors amounts falling due after more than one year 14 ()] (&)
Provisions for habilities and charges 15 (13 0) (12 6)
Net assets excluding pension deficit 1036 1162
Pension deficit 24 (21.4) (26 1)
Net assets including pension deficit 822 90 1
Captal and reserves
Called up share capital 17 108 108
Capital contribution reserve 18 19 19
Special reserve 18 113 113
Other reserves 18 07 08
Profit and loss account 18 575 653
Equity shareholders’ funds 19 822 90 1

The financial statements of Mansell Construction Services Limuted, registered number 1197246, were approved by the Board
of Directors on 21 June 2011 and signed on its behalf by

e

D J Greenspan
Director

11
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MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements

Principal accounting polictes

The principal accounting policies are given below They have been applied consistently throughout the current year and
preceding year except as stated below

Basis of accounting

The financial statements have been prepared under the historical cost convention and comply wath all appticable Umted
Kingdom law and accounting standards

The Company has taken advantage of the exemption from preparing consohidated financial statements afforded by
Section 400 of the Comparues Act 2006 because 1t 1s an indirect wholly owned subsidiary of Balfour Beatty plc (the
"Group”} which prepares consolidated financial statements which are publicly available The Company 15 also, on this
basis, exempt from the requirements of FRS1 (Revised) to present a cash flow statement

Going concern

In reviewing the future prospects of the Company, the Directors have considered the fact that the Company has a
strong order book and balance sheet, and holds significant cash balances As a result, and having made appropriate
enquiries and reviewed medium-term cash forecasts, the Directors consider 1t reasonable 1o assume that the Company
has adequate resources to continue for the foreseeable future and, for this reason, have continued to adopt the going
concern basis i preparing the accounts

Turnover

Tumover represents amounts mvoiced to customers, net of trade discounts, value added tax and sumilar sales-based taxes,
except in respect of contracting activities where tumover represents the value of work carried out during the year including
an estimate 1n respect of amounts not nvoiced  All tumover 1s generated in the Umited Kingdom

Tangible fixed assets

Tangible fixed assets are stated at cost, net of depreciation and provision for any impairment Freehold properties and
fixtures are depreciated by equal instalments over their expected useful lives of forty and twenty years, respectively

Plant, machinery, vehicles and equipment are depreciated by equal instalments over ther expected useful lives of
between four and twelve years

Profit recogmtion

Profit on individual contracts 1s taken only when the outcome can be foreseen with reasonable certainty, based on the
lower of the percentage margin earned to date and that prudently forecast at completion, taking account of agreed
claims Full provision 1s made for all known or expected losses on individual contracts, taking a prudent view of future
claims income, immediately such losses are foreseen Profit for the year includes the benefit of claims settled on
contracts completed 1 prior years Where the Company undertakes housing projects on a speculative basis as
developer, turnover and profit 1s only recogmised on individual umts following legal completion of the underlying sale
transaction

Pre-contract costs are expensed as incurred until 1t 1s virtually certain that a contract will be awarded, from which time
further pre-contract costs are recogrised as an asset and charged as an expense over the period of the contract
Amounts recovered 1n respect of costs that have been written off are deferred and amortised over the hfe of the
contract

Stocks

Stocks are stated at the lower of net reahisable value and cost mcluding attributable overheads where appropnate
Provision 1s made for obsolete, slow-moving or defective items as appropnate

Costs incured on housing projects carmed out on a speculative basis are carned as work m progress and transferred to cost
of sales on legal completion of the underlying sale transaction for each umit Prowision 15 made for all known or expected
losses irnmediately when such losses are foreseen

Long-term contract balances

Amounts recoverable on long-term contracts which are mcluded in debtors are stated at the net sales value of the work

carried out less amounts received as progress payments on account  Excess progress payments are included 1n creditors as
payments on account

12
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MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements (continued)

Taxation

Cuwirent tax, including United Kingdom corporation tax, 15 provided at the amounts expected to be paid or recovered usmg
the tax rates and laws that apply at the balance sheet date

Deferred tax 15 tecogrused in respect of all urming differences that have onginated but not reversed at the balance sheet date
where transactions or events that result i an obligation to pay more tax m the future or a right 1o pay less tax i the future
have occurred at the balance sheet date Deferred tax 1s recorded using tax laws and rates that have been enacted or
substantively enacted at the balance sheet date

Deferred tax 1s measured on a non-discounted basis  No provision 1s made for tax on capital gams which would anise 1f the
properties were disposed of at the cost at which they are included in the financial siztements

Pensions

For defined benefit pension schemes, the cost of providing benefits recognised in the profit and loss account and the
defined benefit obligation 15 determuned at the balance sheet date using the projected credit method by independent
actuaries The hability recogrised n the balance sheet compnses the present value of the defined benefit obligation,
determuned by discounting the estimated future cash flows using the rate of interest on a high quality corporate bond,
less the fair value of the plan assets Actuanal gains and losses are recogmsed m full outside the profit and loss
account n the period n which they occur in the statement of total recognised gains and losses  Contributions to
defined contribution pension schemes are charged to the profit and loss account as they fall due

Leases

Operaung lease rentals are charged to the profit and loss account on a straight-line basis over the term of the lease
Benefits received and receivable as an incentive 1o sign an operating lease are simlarly spread on a straight line basis
over the lease term, except where the period to the review date on which the rent 1s first expected to be adjusted to the
prevaaling market rate 15 shorter than the full lease term, i which case the shorter penod 15 used

Valuation of investments

Fixed asset investments are recorded at cost less provisions for impamrment

Special reserve

The special reserve shall be treated as an undistributable reserve of the Company and shall be credited with any amount
which falls to be credited to the profit and loss account of the Company as a result of the realisation or revaluatien of
any fixed assets 1n excess of their net book value provided that the amount credited to the special reserve shall not
exceed £30,000,000 The special reserve may be reduced by the amount of any increase in paid up share caputal or

share premium which results from an issue of shares

Share-based payment

Employee services received in exchange for the grant by Balfour Beatty plc of share opuoens, performance share plan
awards and deferred bonus plan awards since 7 November 2002 are charged 1n the income statement over the vesting
period, based on the fair values of the options or awards at the date of grant and the numbers expected lo become
exercisable The credits in respect of the amounts charged are included within separate reserves n equity until such time
as the options or awards are exercised

Provisions

Provision 1s made for the Directors’ best estimate of known legal claims, investigations and legal actions in progress
Intangible assets - Goodwill

Goodwill arising on acquisition of subsidiary undertakings and businesses, representing any €xcess of the fair value of

the consideration given over the fair value of the 1dentfiable assets and liabilities acquired, s capitalised and wnitten off
over its expected useful economic life of between four and five years Provision 1s tmade for any impairment




MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements (continued)

Operating profit
Operating profit 1s stated after charging, 2019 2009
£m £m
Depreciation of owned tangible fixed assets 1181 1243
Impaument of fixed assets 0175 -
Loss on disposal of fixed assets 0170 0003
Charges under operating leases
- property 1.336 1 456
- motor vehicles 0464 0386
Auditor’s remuneration
- fees for the audit of the Company #4156 0149
- fees paid to the Company's auditor for the audit of fellow subsidianes 0004 0008
No other amounts were paid to the Company’s auditor 1n respect of any other services
Exceptional items
2010 2009
£m £m
Integration costs 33 -
Office of Fair Trading fine - 52
33 52

Following the acquisition of the Rok construction businesses by the Company during the year, costs totalling £3 3m
were (ncurred 1n respect of the reorganisation, restructure and integration of these activities into the Company

In 2009, the Office of Far Trading {(“OFT”) concluded an mnvestigation into tender activities across the UK
construction sector and determuned that these acuwities amounted to breaches of compettion law 1n the UK As a
result of the decision, the Company was fined £5 2m 1n respect of such instances The Company co-operated with the
OFT throughout the mmvestigation

Informatton regarding Directors and employees

2010 2009
£m £m
Directors’ emoluments
Remuneration 1150 1 147
Pension contributions 0072 0070
1222 1217
2010 2009
£m £m
Highest paid Director
Remuneration 0592 0574
Pension contributions 0024 0020
0.616 {594

The highest paid Director 15 a member of the Balfour Beatty Pension Fund and had accrued entitlements of £0 158m
(2002 £0 158m) under the scheme at the end of the year

2010 2009
Number Number

Average number of persons employed
Operational 1,512 1,636
Administrative 568 614
2,080 2,250
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MANSELL CONSTRUCTION SERVICES LIMITED
Notes to the financial statements (continued)

Information regarding Directors and employees (continued)

2010 2009
£m £m
Staff costs during the year (including Directors)
Wages and salaries 86.8 996
Social security costs 8.2 98
Other pension costs - defined benefit 3.7 22
- defined contribution 37 28
Share-based payments 04 04
102 8 114 8
Net interest and dividends recervable
2010 2009
£m £m
Interest receivable on Group loans 13 14
Dividends recervable from subsidiary undertakings 06 -
19 14
Tax on profit on ordinary activities
2010 2009
£m fm
Current tax
United Kingdom corporation tax on profits of the year at 28% (2009 28%]) 31 76
Adjustments in respect of previous periods {0 6) 04
Total current tax 25 80
Deferred tax
Ongmation and reversal of uming differences i0 10
Rate change adjustment 04 -
Adjustments 1n respect of previous periods 0.8 amn
Total deferred tax 22 ©n
Totat tax charge 47 73
Tax reconciliation 2010 2009
£m fm
Profit on ordinary activities before taxation 15.4 203
Profit on ordinary activities multiplied by standard rate of corporation tax in
the UK of 28% (2009 28%) 43 57
Effects of
Expenses not deductible for tax purposes 02 17
Pension (1.4) -
Other short-term uming differences - 02
Adjustment to tax charge in respect of previous years 06) 04
Current tax charge for the year 25 80

15




MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements {(continued)
7 Share-based payments

Certan employees of the Company are participants 1n four equity-setfled share-based payment arrangements operated
by the Company's ultimate parent, Balfour Beatty plc, namely the savings-related share option scheme, the executive
share option scheme, the performance share plan and the deferred bonus plan The Company recogmsed total expenses
related to eqmty-settled share-based payment transactions since 7 November 2002 of £387k in 2010 (2009 £400k)

(a) Savings-related share options

Balfour Beatty plc operates an HMRC approved savings-related share option scheme ("SAYE") under which employees
are granted an option to purchase ordmary shares in Balfour Beatty ple n erther three or five years time, dependent upon
the1r entering mto a contract to make menthly contnibutions to a savings account over the relevant period These savings
are used to fund the option exercise This scheme is open to all employees based in the UK and performance conditions
are not applied to the exercise of SAYE options Employees normally have a pentod of six menths after completion of
the savings contributtons during which to exercise the SAYE options, failing which they lapse On 11 May 2010,
ophons were granted over 3,073,128 ordinary shares at 236 Op per share, and these are normally exercisable i the
periods from July 2013 to December 2013 and from July 2015 to December 2015 depending upon the length of savings
contract chosen by the participant

The information 1n relation to SAYE options granted to employees of the Company was

Weighted Weighted

average average

SAYE exercise SAYE exercise

options price options price

2010 2010 2009 2009

number pence number pence

Outstanding at 1 January 736,241 2899 659,965 2889
Granted duning the year 200,362 2360 224 997 2490
Transferred during the year (11,369) 296 6 69,472 3139
Forfeited during the year (64,726) 2877 (101,476) 2919
Exercised during the year (42,319) 2155 (111,917) 2176
Expired during the year (83,840) 3286 (4,800) 2177
QCutstanding at 31 December 729,349 2748 736,241 2899
Exercisable at 31 December 12,588 2792 12,573 2209

The weighted average share price at the date of exercise for those SAYE options exercised during the year by all
partictpants was 251 9p (2009 272 3p) These SAYE options granted to employees of the Company which were
outstanding at 31 December 2010 had a weighted average remaining contractual ife of 2 6 years (2009 2 7 years)

The pnincipal assumptions used by the consultants in the stochastic model for the SAYE options granted in 2010,
wnctuding expected volatility determined from the tustoric weekly share price movements over the three-year period
immediately preceding the mwvitation date, were

Closing
share pnce Calculated
Exercise before Expected Expected Expected Rusk-free fair value
price mnvitation dividend  volanlity term of interest of an
pence date yield of shares options rate option
[nvitation date pence % Yo years % pence
9 Apnl 2010
3-years savings
contract 2360 2922 435 334 325 191 704
9 Apnl 2010
S-years savings
contract 2360 2922 435 334 525 276 783

16
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Notes to the financial statements {continued)

Share-based payments (continued)

(b) Executrve share options

Balfour Beatty plc has not granted any executive share options 1n 2010, but has continued to operate a scheme under
which employees were last granied options 1n 2004 to purchase ordnary shares in Balfour Beatty ple, which are
exercisable between three and ten years after the date of grant. Performance conditions have been met for all executive
options granted since 7 November 2002, as earmings per share before goodwill amortisation and exceptional items
("eps™) for the last year of the mimimum three-year performance period have grown from their respective fixed base eps
by a total of at least 3% per annum plus the mncrease in RPI over the relevant penod

The mformation 1n relation to executive ophons granted to employees of the Company since 7 November 2002 was

Weighted Weighted

average average

Executive exercise Executive exercise

options price options price

2010 2010 2009 2009

number pence number pence

Qutstanding at 1 January 167,641 211.5 159,605 2163
Granted during the year - - - -
Transferred during the year (45,930) 1890 22,963 1890
Forfeited during the year - - - -
Exercised during the year (4,025) 227.3 (14,927 2273
Expired duning the vear - - - -
Outstanding at 31 December 117,686 2198 167,641 2115
Exercisable at 31 December 117,686 2198 167,641 2115

The weighted average share price at the date of exercise for those executive options exercised during the year by all
participants was 284 Sp {2009 286 1p) Those executive eptions pranted to employees of the Company which were
outstanding at 31 December 2010 had a weighted average remaining contractual hfe of 3 2 years (2009 4 1 years)

{¢) Performance share plan awards

Balfour Beatty plc operates a performance share plan under which key semor employees are granted conditional awards
of ordinary shares in Balfour Beatty plc, which are exercisable on the third anmversary of the date of award These
awards will only vest to the extent that performance targets are met over a three-year performance period On 15 Apnl
2010 a maxamum of 2,982,241 conditional shares were awarded which are normally exercisable 1n Aprl 2013

50% of the 2010 award 15 based on an eps growth target the maximum award of shares 15 made only where Balfour
Beatty plc’s eps increases by at least RPI + 36% wn the relevant performance peniod, 25% of this element of the award s
made where Balfour Beatty plc’s eps increases by RPIL + 6% over the peniod, 1f growth n eps 15 between RPI + 6% and
RPI + 36%, the number of shares will be awarded pro-rata to the growth in eps, and no shares from ths element of the
award can be awarded 1f growth m eps 15 less than RP1 + 6% over the period

The other 50% of that 2010 award 1s based on total shareholder return (TSR) performance measured against a group of
UK and overseas hsted comparues operating i comparable markets to Balfour Beatty plc the maximum award of
shares 1s made only where Balfour Beatty plc's TSR 15 tn the upper quartile, 25% of thus element of the award 15 made
where Balfour Beatty plc's TSR 1s at the median, 1f Balfour Beatty plc's TSR 15 between the median and the upper
quartile, the number of shares will be awarded pro-rata, and no shares can be awarded if Balfour Beatty plc’s TSR 15
below median
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Notes to the financial statements (continued)
Share-based payments (continued)
(¢) Performance share plan awards (continucd)
The information 1n relation to performance share awards granted to employees of the Company was

Condstional  Conditional

awards awards

2010 2009

number nurnber

Outstanding at 1 January 219,989 208,393
Granted during the year 94,150 91,641
Transferred during the year (30,15%0) -
Forfeited during the year - -
Exercised during the year (26,278) {535,711)
Expired during the year (26,277) (24,334)
QOutstanding at 31 December 231,394 219,989

Exercisable at 31 December - -

The weighted average share price at the date of exercise for those performance share awards exercised duning the year
by all participants was 293 2p (2009 283 4p) Those performance share awards to employess of the Company
outstanding at 31 December 2010 had a weighted average remamning contractual hfe of 1 4 years (2009 1 5 years)

The awards are satisfied by the transfer of shares for no consideration For the 50% of the 2010 award which 1s subject
to a performance test based on eps, the far value of the award 1s the closing share price before the award date (303 1p)
For the 50% of that 2010 award which 1s subject to a market condition based on TSR, the consultants have used a
stochastic model, including expected volatlity determuned from the historic weekly share price movemnents over the
three-year period preceding the award date, wath the following assumptions used

Closmg
share price Expected Expected Calculated
before award  volatlity of term of Rusk-free fair value
date shares awards  interestrate of an award
Award date pence % years % pence
15 Apnil 2010 3031 334 3o 179 174 9

(d) Deferred bonus plan awards

Balfour Beatty plc operates a deferred bonus plan under which one-thurd of the annual bonus of key semor employees 15
deferred n the form of ordmary shares in Balfour Beatty plc, which will normally be released after three years,
providing the individual 15 sull in the Balfour Beatty Group's employment at that time On 31 March 2010 a maximum
of 769,581 conditional shares were awarded which will normally be released on 31 March 2013 On 5 July 2010 a
further 66,805 conditional shares were awarded tn lieu of entitlements to the final 2009 dividend and on 3 December
2010 a further 39,219 conditional shares were awarded n lieu of entitlements to the interim 2010 dividend

The information in relation to deferred bonus plan awards granted to employees of the Company 15

Conditional  Conditicnal

awards awards

2010 2009

number number

Outstanding at 1 January 145,178 118,745
Granted during the year 62,908 55,977
Awards 1n hieu of drvidends 7,923 6,156
Transferred during the year (25,844) -
Forfeited during the year - (35,700)
Exercised during the year (42,304) -
Outstanding at 31 December 147,861 145,178

Exercisable at 31 December - -
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Notes to the financial statements (continued)

Share-based payments (continued)

(d) Deferred bonus plan awards (continued)

The weighted average share price at the date of exercise for those deferred bonus plan awards exercised during the year
by all participants was 290 4p (2009 285 6p) Those deferred bonus plan awards to employees of the Company which
were outstanding at 31 December 2010 had a weighted average remaiung contractual life of 1 4 years (2009 1 4 years)

As the awards are satisfied by the transfer of shares for no consideraucn, the fair values of the awards are the closing

share price before award date, which was 295 7p, 234 Op and 285 2p for the awards made on 31 March 2010, 5 July
2010 and 3 December 2010 respectively

Intangible fixed assets

Cost
At | January 2010
Business acquired

Amounts transferred from 1nvestments

At 31 December 2010

Amortisation
At | January 2010
Charge for the year

At 31 December 2010

Net book value

At 31 December 2010

At 31 December 2009

Goodwill
£m

8.5
8.0

16 5

————————

(1.4.)

a4

151

On 18 November 2010 the Company acquired net hiabilities of £3 1m from Rok Limuted for a cash consideration of
£5 4m Goodwill 15 being amortised over 4 years

On 5 Apnl 2010, the net assets of Strata Construction Limuted were transferred to the Company at fair value The related
goodwill of £8 0m has been recogmsed in the Company’s books by reducing the value of the investment in Strata
Construction Limuted by an equal amount Goodwill 15 being amortised over 5 years
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Notes to the financial statements (continued)

Tangible fixed assets

Freehold land Plant and

and buildings equipment Total

£m £m £m

Cost
At 1 January 2010 144 55 19.9
Additions - 12 1.2
Transfer from group undertaking - 04 04
Disposals (12) on i3
At 31 December 2010 132 70 202
Accumulated depreciation
At 1 January 2010 11 38 49
Charge for the year 02 10 12
Impairment 02 - 02
Transfer from group undertaking - 02 02
Elimimated on disposals 0on on ©.2)
At 31 December 2010 14 49 6.3
Net book value
At 31 December 2010 118 21 139
At 31 December 2009 133 17 150

Plant and equipment refers to plant, machinery, vehicles and equipment
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MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements (continued)

Fixed asset investments

2010 2009
£m £m
Cost and net book value
At | January 17.1 g3
Additions - 103
Transfer to goodwill 80) -
Liqudation of subsidiary - (15)
At 31 December 91 171

On § April 2010, the net assets of Strata Construction Limuted were transferred to the Company at farr value The related

goodwill of £8 Om has been recogmsed wn the Company’s books by reducing the value of the investment in Strata
Construction Limited by an equal amount.

The Company has investments in the following subsidiary undertakings

Country of mmcorporation Principal actrvity Holding *%
Strata Construction E.td England & Wales Construction of affordable housing 100%
Hall & Tawse Lid Scotland Construction & property services 100%
Kirby MacLean Lid England & Wales Painting, contracung & deccrating 100%
Hall & Tawse Western Ltd England & Wales Dormant 100%
Burnbank House Lid England & Wales Development of commercial property 75%

The Company has a 75% mterest mn a subsidiary company, Burnbank House Linuted, holding the entire A ordinary shares

of that company A and B ordmary shareholders have the same nghts and rank pan passu in all respects, except the
following

a) On any resolution to appoint or remove a director, only the hotders of A ordmary shareholders are entitled to vote, and
b} Any alteration of the Memorandum, Articles of Association or share capital of the Company requires the consent of
B ordinary shareholders

Stocks
2010 2009
fm £m
Raw materials and consumables 02 02
Work 1n progress 52 34
54 36

Work 1n progress comprses costs mncurred on housing projects being carried out on a speculative basis by the
Partnership Homes businesses in Perth, Scotland and Southampton, less provisions for impairment The Directors are
satisfied that such amounts are recoverable

21




MANSELL CONSTRUCTION SERVICES LIMITED

Notes to the financial statements (continued)

12

Debtors

Due within one year

Trade debtors

Amounts recoverable on contracts
Contract retentions

Amounts owed by Group undertakings
Other debtors

Prepayments and accrued income

Due after more than one year
Subcontractor retentions
Deferred taxation {note 16)

Total debtors

13, Creditors. amounts falling due within one year

14

Trade creditors

Payments on account

Contract retentions

Amounts owed to Group undertakings
Corporation tax

Other taxation and social secunty
Other creditors

Accruals and deferred income

Creditors: amounts falling due after more than one year

Contract retentions
Accruals and deferred income

22

2010 2009
fm fm
502 571
416 236
273 273
1789 1721
05 08
20 27
3005 283 6
78 62
17 25
95 87
3100 2923
2010 2009
im £m
24 14
334 325
2717 307
3758 148
jo 26
24 62
43 35
1874 1722
2981 2639
2010 2009
fm £m
62 57
01 -
63 57
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Notes to the financial statements (continued)
Provisions for habilities and charges

Contract  Reorgamsation Unmsured Employce Property

provisions & redundancy ¢laims  habilities Lrabilities Total

£m £m £fm £m £m £m

At | January 2010 94 02 01 23 06 126
Utihsed in the year (30 - - 04) ©n 35
Released in the year {10) 02) - - - (12)
Created 1n the year 48 01 - 02 - 51
At 31 December 2010 10.2 0,1 01 21 0.5 130

Contract provisions iclude fault and warranty provisions in respect of completed contracts, and a claim n respect of one
completed project  The provisions are expected to be utilised between 2011 and 2014

The reorgamisation and redundancy provision relates to the costs of restructuring to which the Company 1s comumtted The
provistons are expected to be utihsed by the end of 2011

The uninsured claims provision relates to obligations in respect of claims from third parties which are only partly covered
by insurance This 15 expected to be utilised by the end of 2012

The employee Liabihiies provision relates to obhigations m respect of claims from ex-employees which are only partly
covered by insurance  Due to the long term nature of these claims, 1t 1s expected that these provisions will be required for
a consuderable penod

The property habilities relate to provisiens for dilapidations and rents payable on vacant properties  These are expected to
be utilised over the remaiming terms of the leases, which expire between 2012 and 2020

Deferred taxation

Deferred taxation, based on UK corporation tax at 27% (2009 28%) 210 2009
comprises £m fm
Depreciation n excess capital allowances 06 06
Share-based payments 01 01
Short term timung differences 10 18
Deferred tax excluding that relating to the pension asset 17 25
Pension asset (note 24) 79 101
Total deferred tax asset 96 126
At ] January 126 66
Profit and loss account 22) 07
Deferred tax credit to the STRGL ©8) 53
At 31 December 9.6 126

There 13 no under provided deferred taxation (2009 £n1l)

A number of changes to the UK Corporation tax system were announced in the June 2010 Budget Statement The Finance
(No2) Act 2010 mncluded legislauon to reduce the main stream rate of corporatton tax from 28% to 27% from 1 Apni
2011 As aresult of the change the deferred tax balances have been remeasured The impact was to increase the deferred
tax charge by £0 4m

Additional changes were announced i the March 2011 Budget Statement to further reduce the main stream rate of
corporatien tax to 26% from 1 Apnl 2011 and thereafter by 1% per annum to 23% by 1 Apnl 2014 The changes had not
been substantively enacted at the balance sheet date and therefore are not included m these financial statements
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Notes to the financial statements (continued)

Called up share capital

Authorised
Ordinary shares of £1 each

Allotted, called up and fully pad
Ordinary shares of £1 each

Reserves

At 1 January 2010

Net actuarial gain on retirement benefit obligations
Tax on items taken directly to equity

Movements relating to share-based payments
Dividends payable

Profit for the financial year

At 31 December 2010

Equity sharcholders’ funds

Profit on ordinary activities afier taxation
Dividends payable

Actuarial pans/(losses) on retirement benefit obhgations (note 24)

Tax on items m equity

Movement relating to share-based payments

Net reduction in sharcholders’ funds
Opening equity shareholders’ funds

Closing equity sharcholders’ funds

2010 2009
Number £fm Number £fm
20,000,000 200 20,000,000 200
10,822,231 108  10,822,23) 108
Capital Profit
contribution Special Other and loss
reserve reserve  reserves account
£m im £m £m
19 113 08 653
- - - 20
. - - (0 8)
- - o1n 03
- - - 20 0)
- - - 107
19 113 07 575
2010 2009
fm fm
107 130
(200) -
20 25 1)
{0 8) 66
(81) 535
62 02
9 G3
90 1 954
82.2 901

24
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MANSELL CONSTRUCTION SERVICES LIMITED
Notes to the financial statements (continued)
Commitments under operating leases

At 31 December the Company was commutted to making the following payments during the next year m respect of
operating leases

2010 2009

Property  Other Property Other
£m fm £m £m

Operating leases expinng
Within one year 01 0.1 01 01
Within two to five years 07 04 09 03
After five years 08 - 04 -
16 05 14 04

Contingent Labilhities and capital commitments

The Company has, 1n the normal course of business, given guarantees and entered into counter-mdemmities n respect
of bonds relating to the Company’s own contracts and in respect of Group undertakings Prowision is made for the
Directors’ best estimate of known legal claims, mvestigations and legal actions in progress The Company takes legal
adwvice as to the likelithood of success of claims and actions and ne provision 1s made where the Directors consider,
based on that advice, that the action 15 unlikely to succeed or a sufficiently reliable estimate of the potential obligaton
cannot be made

Capital expenditure contracted for at 31 December 2010 totalled £nil (2009 £16k)

Related party transactions

As a subsidiary of Balfour Beatty plc, the Company has taken advantage of the exemption m FRS8 "Related Party
Transactions™ not to disclose transactions with other members of the group headed by Balfour Beatty plc

Parent undertakungs

The Company 15 a wholly-owned subsidiary of Mansell plc, ncorporated 1n Great Britan and registered 1n England
and Wales, which does not prepare consohdated financiai statements

The Company’s ultimate parent undertaking and controlling party 15 Balfour Beatty plc which 1s registered m England
and Wales

The only group in which the results of the Company are consolidated 15 that headed by Balfour Beatty ple  The
consolidated financial statements of Balfour Beatty plc are available to the public and may be obtamned from the Company
Secretary, Balfour Beatty plc, 130 Wilten Road, London SWIV 1LQ and on the Balfour Beatty website at
www balfourbeatty com
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Notes to the financial statements (confinued)

24 Pension arrangements

Certain employees of the Company and 1ts agency compames are members of the Balfour Beatty Pension Fund
(“BBPF™) which includes defined benefit and defined contnbution sections and 18 managed by the Parent Company
Defined benefit schemes provide benefits based on employees’ pensionable service and their pensionable salary
Defined contribution schemes are those where the Company’s obligation 1s imited to the amount that 1t contributes to
the scheme and the scheme members bear the investment and actuanal nsks

The investment strategy of the principal BBPF scheme 15 to hold assets of appropriate hiqudity and marketability to
generate income and capital growth to meet, together with any new contributions from the Group, the cost of current and
future benefits The BBPF invests in equities in anticipation that, over the longer term, they will grow 1n value faster than
the hablities The mayority of the BBPF equities are in the form of pooled funds The BBPF invests mn fixed and :ndex-
linked bonds and inflatton swaps 1n order to match the duration and inflation exposure of a portion of the habilittes The
BBPF nvests in corporate fixed-interest bonds in anticipation that, over the longer term, they will outperform equivalent
govenment bonds A portion of the corporate bonds are overlaid wath inflation swaps 1n order to create a better maich
between the assets and the inflation-linked characteristics of the liabiliies The performance of equities and bonds 1s
measured against market ndices  The BBPF invests m three hedge funds in order to further improve diversification The
petrformance of the fund of hedge fund managers 15 measured against three month LIBOR

The defined benefit section 1s closed to new members with the exception of certain employees transfernng under TUPE

During 2009 the Group implemented measures to limit the increase 1n pensionable pay of certain groups of in-service
defined benefit members, giving nise to a reduction 1n past service habihties which was classified as an exceptional 1lem
1 the mcome statement 1n the 2009 annual report

Defined benefit obligations are calculated using the projected umit credit method and discounted to a net present value
using the rate of return on hugh quality corporate bonds Contributions are determined 1 accordance with independent
actuanal advice and are based on pension costs across the Parent Company and its subsadianies as a whole

Allocation of the Balfour Beatty Pension Fund

The policy of the Balfour Beatty Group 13 that the assets, liabilities, income and expendrture relaung to the Balfour Beatty
Pension Fund should be allocated to each of the participating companies m the scheme i proportion to pensionable
payroll for the year The Balfour Beatty Pension Fund includes a defined contribution sectton Employer contributions
paid and charged 1n the profit and loss account have been separately 1dentified and the defined contributton section assets
and habilities have been excluded from the tables below The disclosures shown below reflect the Company’s proportion
of the total Balfour Beatty Pension Fund
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24. Pension arrangements (continued)

FRS 17 accounting valuation

The principal actuanal assumptions for the FRS17 accounting valuations of the Balfour Beatty Pension Fund 15 as
follows

Balfour Beatty Balfour Beatty

Pension Fund Pension Fund

2010 2009

% %

Discount rate on obligations 545 565
Expected return on plan assets 610 593
Inflation rate - RPI 340 350
Inflation rate - CPI 290 -
Future increases mn penstonable salary 490 500
Rate of increase 1n pensions 1 payment 330 350

The mortality tables adopted for the 2010 FRS 17 valuation are the SAPS tables wiath a mulupher of 94% and an
improvement rate of 1 5% pa from 2003 to 2010, plus future improvements from 2010 in line with the CMI core
projection model apphicable to each members year of birth with a long-term rate of 1 5% pa The mortality tables
adopted for the 2009 FRS 17 valuation are the 1992 series calendar year 2007 tables, with future improvements
applicable to each member’s year of birth under the medium cohort effect from 2007

2010 2009
Average hie Average life
expectancy expectancy
at 65 years of age at 65 years of age
Members n receipt of pension
—Male 21 8 years 20 4 years
~Female 24.5 years 23 4 years
Members not yet in receipt of pension (current age 50)
— Male 23.7 years 21 4 years
—Female 26.4 years 24 3 years

The Balfour Beatty Pension Fund actuary undertakes regular mortality investigations based on the expenience exhibited
by pensioners of the BBPF and due to the size of the membership of the BBPF (44,362 members at 31 December 2010)
15 able to make comparisons of this experience with the mortality rates set out 1n the various published mortality tables
The actuary 1s also able to monitor changes in the exhibited mortality over time As a result of these reviews the Parent
Company s able to adopt with a measure of confidence consistent mortahity assumptions across its various defined
benefit schemes

The amounts recogmised 1n the balance sheet are as follows

2010 2009

£m £m

Present value of funded obligations (251 7) (203 4)
Fair value of plan assets 222.4 1672

Scheme deficit 293 (362)
Related deferred tax asset 79 101

Liability 1n the balance sheet (21.4) (26 1)
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24. Pension arrangements (continued)

The amounts recogmsed 1n the profit and loss account are as follows

Current service cost

Defined contribution charge
Expected return on plan assets
Interest cost

Total charged to profit and loss account

Balfour Baltfour
Beatty Bearty
Pension Pension Mansell

Fund Fund Schemes * Total
2010 2009 2009 2009
£m £fm fm £m
3.7 (12 a0 22)
EN)] (28 - (28)
9.8 47 46 93
{112) (52 49) (10 1)
(88) {45 (13) (58)

Of the charge for the year, £74 mullion (2009 £5 0 mullion} has been included in cost of sales and

(2009 £0 8 million) has been included in other financial expenses

The amounts recogmsed n the statement of total recognised gains and losses are as follows

£1 4 million

Balfour Balfour
Beatty Beatty
Penswon Pension Mansell
Fund Fund Schemes * Total
2010 2009 2009 2009
im fm £m £m
Actuarial (losses)/gains on pension scheme obligations (41.3) 717 35 23
Actuanal gains/(losses) on pension scheme assets 433 (170} (89) (26 0)
Existing obligations under BBPF - (14 - (LK)
Total actuanal gamns/(losses) recogmsed in the statement of total 20 (10 7) {14 4) (25 1)
recogmsed gamns and losses
Cumulanve losses recognused 1n reserves 87) (o7 (14 4) 251)
The actual return on plan assets was a gain of £53 Im (2009 loss of £12 4m)
The movement in the present value of obligations 1s as follows
Balfour Balfour
Beatty Beatty
Pension Pension Manseli
Fund Fund  Schemes *
2010 2009 2009
£m £m £m
At 1 January (203.49) - (187 8)
Transfer of Mansell schemes into BBPF - (196 0) 196 0
Transfer of Mansell BBPF members from BBGL - (139) -
Service cost 3.7) (12) (10
Interest cost (11.2) 52) @9
Actanal (losses)/gains (41.3) 77 55
Contributions from members - (05) 06)
Benefits paid 7.9 57 38
At 31 December (251.7) (203 4) -

* In 2009, the Mansell Schemes merged with the Balfour Beatty Pension Fund, consequently there 1s no 2010

comparative for the Mansell Schemes
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The movement 1n the fair value of plan assets 1s as follows

At 1 January

Transfer of Mansell schemes mto BBPF
Transfer of Mansell BBPF members from BBGL
Expected return on plan assets

Actuartal gains/(losses)

Contnbutions from employer — regular funding
Contributions from employer — deficit funding
Contnbutions from members

Benefits pard

At 31 December

The fair value and expected rates of return on the assets held by the schemes at 31 December are as follows

Balfour Beatty Pension Fund

Balfour Baifour
Beatty Beatty
Pension Penston Mansell
Fund Fund  Schemes *
2010 2009 2009
£m £m £m
167.2 - 1703
- 166 6 (166 6)
- 123 -
9.8 47 46
43.3 (170 B9
32 15 06
6.8 43 32
- (1] 06
(7.9} 57 (38)
2224 167 2 .

Balfour Beatty Pension Fund

Expected rate Expected rate

of return Value of return Value

2010 2010 2009 2009

% £m % fm

Equities 820 177 830 575
Bonds

- index linked gilts 420 302 450 227

- fixed rate gilts - - 430 10

- corporate and other bonds 5.10 936 4 60 730

Funds of hedge funds 630 21 660 68

Cash and other net assets 39 118 440 62

Rate of return/total 610 2224 593 167 2

The expected rates of return on scheme assets were determined as the average of the expected returns on the assets held
by the scheme on 31 December The rates of return for each class were deterrined as follows

- equittes and funds of hedge funds the long term rates of return on equities and funds of hedge funds are derived from
current risk free rates of return with the addition of an appropniate future risk premium from an analysis of listornic
returns, current market conditions and forward looking views from market participants,

- bonds the rate has been set to reflect the yields available on the gilts and corporate bond holdings held at

31 December,

- cash and other net assets this class principally comprises inflation rate swaps and cash holdings and the rate adopted
reflects current short-term returns on cash deposits

* In 2009, the Mansell Schemes merged with the Balfour Beatty Pension Fund, consequently there 1s no 2010

comparative for the Mansell Schemes
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The estimated amounts of contributions expected to be paxd to the principal defined benefit schemes during 2011 are as

follows
Balfour Beatty
Pension Fund
2010
£m
Regular funding 32
Deficit funding 69
Total 10 1

Year end histortc mformation for the Company share of the BBPF post-retrement benefit plan s as follows

BBPF BBPF Mansell Schemes
2010 2009 2008 2007 2006
£m £m £m £m £m
Defined benefit obligation at end of year (2517 (203 4) (187 8) (206 6) (209 6)
Farr value of assets at end of year 2224 1672 1703 1910 1771
Deficit at end of year (29.3) (36 2) a7s (15 6) (328)
Expenence adjustment for liabilities (1599) - 49 4 02)
Experience adjustment for assets 43.3 (170) 354 09 (19
Funding valuations
The last formal funding valuation 15 as detailed below
Balfour Beatty
Pension Fund
£m
Last forma! funding valuatton 31/03/2010
Scheme surplus/{deficit)
Market value of assets 2,070
Present value of scheme hiabilities {2,445)
Deficit in defined benefit scheme 375
Funding level 6%

The amount charged to the profit and loss account 1n respect of defined contribution schemes was £3 7m (2009 £2 8m)
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25. Acquisitions
(a) Transfer of trade of Strata Construction Limited
On 5 Apnl 2010, the net assets of Strata Construction Lumited were transferred to the Company at ferr value The related
goodwill of £8 Om has been recogsed i the Company’s books by reducing the value of the tnvestment 1n Strata
Construction Limsted by an equal amount

The followang table sets out the book values of the dentfiable assets and habilities acquired and thewr fair value to the
Company

Book value
£m

Fixed assets
Tangible 61
Current assets
Contract retentions 17
Amounts recoverable 14
Amounts owed to group undertakings 42
Corporation tax 01
Cash 06
Total assets 81
Creditors
Trade creditors @n
Contract retentions (12)
Other taxation and social security € 1)
Accruals and deferred income ()]
Total habihities {6.1)
Net assets 20
Satisfied by
Inter-company loan 20

The profit and loss account up to the date of acquisition, on the coniracts acquired, has not been disclosed as the
acquisttion 15 not substanual
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Acquisitions (continued)
(b) Acqusition of Rok contracts

On 18 November 2010, the Company acquired certain business ieams from Rok n the affordable housing and general
construction markets Consideration of £5 4 muilion was paid for contracts transferred 1n the current year with a balance
of up to £1 6 mulhen to be paid if further contracts subsequently transfer to the Company The acquired business teams
and 381 employees were successfully integrated into the Company's structure within three months of acquisition Rok’s
operations n affordable housing, which are principalty 1n the South West and North West of the UK, support the
Company's strategy of becoming a leeding provider m affordable housing where long-term demographics are
favourable Rok’s general construction activities enhance the Company’s existing capabiliies at Heathrow and Gatwick
arrports and expand 1its geographical presence mnto the South Midiands

The following table sets out the book values of the tdentifiable assets and liabilities acquired and therr fair value to the
Cotmpany

Accounting Other
policy significant Fair value
Book value alignment adjustments to Company
£ £m £m £m
Fixed assets
Tangible 035 02) (02) 01
Current assets
Debtors 41 - - 41
Contract retentions 13 - - 13
Total assets 59 0.2) 02) 55
Creditors
Payments on account - - 13) (13)
Accruals - (0 2) an (73)
Total habilities - (0.2) 84 (86)
Net assets 5.9 (0.4) (8 6) (3 1)
Satisfied by.
Cash consideration 54

The profit and loss account up to the date of acquisition, on the contracts acquired, has not been disclosed as the
acquisition 1s not substantial

Followmg the acquisition of the Rok constructien businesses by the Company during the year, costs totalhing £3 3m
were meurred in respect of the reorganisation, restructure and integration of these activities into the Company
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