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Kier Highways Limited

Strategic Report for the Year Ended 30 June 2017

The directors present their strategic report for Kier Highways Limited (the "Company") for the year ended 30
June 2017.

Review of the business
The Company is a member of the Kier Group plc ("Kier") group of companies (the "Kier Group" and the
"Group").

Kier Highways Limited is the leading highways asset maintenance and management provider in the UK,
specialising in the delivery of road maintenance contracts, managing assets to maximise their value whilst
supporting the economic and social wellbeing of communities. The Company works collaboratively with its
clients, customers/road users, supply chain, stakeholders and peers to deliver an excellent customer experience.

The Company maintained its position as the UK’s leading provider of strategic highway maintenance and
management. Revenues increased significantly in the second half, reflecting Highways England’s phasing of
works. Moving forward, Highways England is focused on reducing the historic peaks and troughs of spending,
providing greater predictability across the year. We expect the current level of spending to continue with
funding for the Road Investment Strategy (RIS) remaining positive. During the year, the following Highways
England contracts were mobilised:

+ a fifteen-year, £140m repair and maintenance contract for Area 13 covering Cumbria and North Lancashire

* a two-year, £50m maintenance services contract for Areas 6 and 8 covering East Anglia and the East of
England; and

+ a five-year, £40m design service contract for the South West of England

We expect that Highways England maintenance activity levels will continue as part of the strategic highways
funding commitment to 2020 through the current RIS. We continue to work with Highways England as they
look at their future operating model and look forward to participating in the Routes to Market and £8bn
framework procurement initiatives which will provide significant future opportunity for the Company.

The local authority market remains active albeit with budget pressures, which is resulting in new opportunities
and clients looking at new ways to deliver services. The devolution of funding and decision-making, both
locally and regionally, is now starting to gather pace with the establishment of Regional Transport Bodies,
mayoral authorities and increased collaboration between authorities. In the local authority market, we have
visibility of the order book beyond 2020 and there is a steady pipeline of projects that provide good opportunity
for growth.

After the year end, Shropshire Council appointed the Company as its highways maintenance provider. The
contract commences in April 2018 and has a value of up to £210m over 10 years.

The Company has continued to focus on collaboration between our clients and supply chain and during the
financial year the Company became the first of just six organisations, and the only one working in highways
maintenance, to complete a successful transition from BS11000 to the new [SO44001:2017 - Collaborative
Business Relationships Management Systems Standard. The new ISO44001:2017 Standard moves collaborative
business relationships to an international level and the Company is leading the way on collaboration in the UK’s
highways maintenance community.
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Kier Highways Limited
Strategic Report for the Year Ended 30 June 2017 (continued)

Financial review

The Company delivered a strong financial performance with revenue for the year to June 2017 of £428.4m
showing an increase of 10% compared to revenue for the year to June 2016 of £389.9m. This improvement was
due to an increased amount of scheme related capital works being completed compared to the prior year.

Profit before taxation reduced this year from £31.2m (8.0%) to £28.9m (6.7%), with the gross profit margin
showing as 13.1% (2016: 14.1%) and the operating profit margin at 6.4% (2016: 7.9%) for the year. This was
attributable to two key factors;

* increased administrative expenses of £5m (35%) as the Company invests in its infrastructure to support the
future growth aspirations of the Company.

* the change of revenue mix arising from the increase in schemes related capital works which are delivered
predominantly through the supply chain.

Trade receivables of £74.5m in the year shows an increase of 60% (2016: £46.7m) which is directly attributable
to the increase in revenue. June 2017 month revenue, which is the key driver of year end working capital
balances, was 75% higher than June 2016. The increase in trade receivables is proportionately slightly lower
than the June revenue increase due to successful recovery of aged debt at year end. Trade payables are also
impacted in a similar way, with an increase of 95% to £119.2m (2016: £61.2m). The increase in trade payables
is proportionately a little higher then the corresponding increase in revenue essentially due to late supplier
invoicing at the year end. Overall this caused a reduction in the current ratio to 1.4 (2016: 1.5).

The Company's key financial and other performance indicators during the year were as follows:

Unit 2017 2016
Gross profit margin % 13.10 14.10
Operating profit margin % 6.40 7.90
Current Ratio * 1.40 1.50

* The current ratio is a liquidity ratio that measures a company's ability to pay short-term and long-term
obligations. The curient ratio compares the current total assets of the Company to the Company's current lotal
liabilities.

Employee engagement: Our people are responsible for the delivery of essential services helping members of the
public travel safely on thousands of journeys every single day.Their overall levels of engagement are therefore a
key factor in our ability to deliver a great service to our clients and our customers. We measure satisfaction
through the Kier Group annual employee survey. The 2017 survey showed an improvement in employee
engagement with a score of 54% which represented an improvement on the 2016 and brings the Company more
in line with the rest of the Group. Feedback from the survey also identified some areas which management can
continue to build upon in order to drive further improvements.

Corporate responsibility

The Kier Group attaches great importance to its corporate responsibility, as evidenced by the Responsible
Business, Positive Outcomes section in the Kier Group plc 2017 Annual Report and in its Corporate
Responsibility Report for 2017, which is available at www.kier.co.uk. As a member of the Kier Group, the
Company abides by the same principles.

Principal risks and uncertainties

The Board is responsible for the Company's system of risk management and internal controls and for ensuring
that significant risks are identified and appropriately managed. The Board has delegated the review of the
effectiveness of the Company's risk management processes to the Kier Group Risk Management and Audit
Committee (RMAC"), including the systems established to identify, assess, manage and monitor risk. The risks
faced by the Company are reviewed by the RMAC on a quarterly basis.
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Kier Highways Limited
Strategic Report for the Year Ended 30 June 2017 (continued)

Principal risks and uncertainties (continued)

The nature of the industries and the business environment in which the Company operates are low risk.
However it is recognised that it is not possible to eliminate all such risks and uncertainties, the Company has
well-established risk management and internal control systems to manage them.

On behalf of the Board, the RMAC identifies the risks that it considers most likely, without effective mitigation,
to have an impact on the Company and its strategic priorities. If emerging risks are identified in between these
annual reviews, these are incorporated immediately into the risk management process.

The Company's principal risks are set out below, together with a summary of the actions taken to mitigate each
risk. '

Contract delivery

The Company has numerous live contracts at any point in time and the risks to which the Company is exposed
are dependent on the nature of the work, the location, the duration and the legal form of the contract, amongst
other matters. If these risks are not managed effectively, the Company may suffer contract losses, delays and
potential reputational damage.

The Kier Group has an increasing focus on longer-term service contracts. Potential risks are mitigated,
controlled and managed through the Kier Group's operating structure and procedures. These include regular
contract reviews of financial performance against budget as well as comparing against tender by using a suite of
key performance indicators and benchmarking against competitors. Contract risk registers are also reviewed on
a monthly basis and any performance issues are the subject of Corrective Action Plans.

Peaple .

The Company depends on a flexible, highly skilled, diverse and well-motivated workforce. If the Company does
not succeed in attracting, developing and retaining skilled people, as well as understanding and embracing the
diversity of those people, it will not be able to grow the business as anticipated.

The Company monitors employee turnover closely. Pay and conditions are reviewed against the prevailing
market to ensure that the Company remains competitive. The Company participates in the Kier Group's
succession planning and employee development processes. These include an ongoing talent review process and
the completion of succession planning analysis across all business units.

Tender Pricing

Clients are under increasing pressure to achieve significant efficiency gains while improving the quality of
services. This could in turn make tendering processes more price orientated, such that price may become the key
determinant of whether a bid is successful. Differentiation on quality rather than price is more difficult where
tendering processes are price driven. Consequently, reduced margin expectations may be necessary in order to
secure new contracts which will put pressure on future margins.

To mitigate this risk, the Company continually strives to improve its service proposition to distinguish itself
from a qualitative perspective whilst ensuring that it offers innovative market leading value for money solutions
to its clients. In support of this, there is a business improvements database whereby employees can submit
suggestions and a knowledge bank used for best practice sharing. The Company also operates a scheme whereby
employees are rewarded for proposing ideas and solutions which benefit the business. Furthermore, it leverages
its established client relationships to influence the approach adopted by clients on further tenders.
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Kier Highways Limited
Strategic Report for the Year Ended 30 June 2017 (continued)

Safety
. The Company's activities are inherently complex and potentially hazardous and require the continuous
monitoring and management of safety, health and environmental ("SHE") risks.

Failure to manage these risks could result in injury to employees, subcontractors, members of the public or
damage to the environment which in tumn may expose the Company to significant liability and reputational
damage.

Detailed policies and procedures exist to minimise such risks and are subject to review and monitoring by the
operating business and Kier Group SHE specialists.

The Company has a director who is responsible for co-ordinating health & safety activities including an
incentive programme available to employees for health & safety observations on the network. The SHE audit
programme identifies common areas of non-compliance across the Kier Group, helping to drive improvements.
Compliance is monitored in a number of ways including audit, leadership tours and inspections.

The Kier Group's behavioural change programme is designed to change behaviours at the supervisor and
workforce level while the Visible Leadership Programme is encouraging engagement by management with
employees working on the network.

Reputation

The Company's ability to tender for new business and its relationship with customers, supply chain partners,
employees and other stakeholders is founded on the good reputation that it has established and how it is
perceived by others. The Company's growth targets may not be achieved if its reputation is adversely affected.

With the increasing profile of the Company as part of the wider Kier Group, the ability to monitor and measure
the Kier Group's reputation through client and customer feedback is key. The steps taken by the Kier Group to
maintain, protect and enhance its reputation include Group-wide customer satisfaction monitoring, maintaining
relations with Government, effective leadership, community engagement and striving to operate a safe and
sustainable business.

1In addition, the management of the Company's principal risks, as described in this section of the Annual Report,
assists to maintain and protect its reputation.

Health and safety

‘The Board of Directors are responsible for providing health and safety leadership. Monthly health and safety
updates are given to the Board. The Leadership Team is committed to safe working, evidenced through a
Directors Visible Leadership Tour Programme which is adhered to religiously.

Kier holds an impressive health and safety record and the reduction in Accident Incident Rate (AIR)/Accident
Frequency- Rate (AFR) last year clearly shows how everybody within the Company is committed to making
change happen when it comes to staying safe. A multitude of improvements have been made both at a contract
level-and within the company as a whole- :

Page 5



Kier Highways Limited
Strategic Report for the Year Ended 30 June 2017 (continued)

Health and safety (continued)
Reporting of Injuries, Disease and Dangerous Occurrences Regulations (RIDDOR) and AFRs at the end of the
year were as follows:

RIDDOR AIR
- 87 (Threshold: 200)

All Accident AIR
- 335 (Threshold: 378)

RIDDOR AFR
- 0.04 (Threshold: 0.20)

All Accident AFR
- 0.88 (Threshold: 2.15)

The Safety, Health and Environmental Management System (SHEMS) provides access to a suite of corporate
standards which define the company's policy on a range of key H&S topics and are supported by task specific
risk assessments and safe working procedures. All documents have been written by task 'subject matter experts'
from across the operational workforce to ensure that all risks and appropriate control measures have been
identified.

Giuseppe Incutti
Director
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Kier Highways Limited

Directors' Report for the Year Ended 30 June 2017

The directors present their report and the audited financial statements for the year ended 30 June 2017.

Directors of the Company
The directors who held office during the year and up to the date of signing these financial statements were as
follows:

David Wright

Giuseppe Incutti

Keith Jackson

Financial instruments

Price risk, credit risk, liquidity risk and cash ﬂow risk

The Board has identified that the Company is not currently exposed to:

- Foreign exchange risk, as the Australian subsidiary is not currently trading; and

- Interest rate risk, as Kier Highways Limited has relatively low borrowing facilities and external funding and is
part of the Kier Group cash pooling arrangement.

The Company is exposed to credit risk, but this is very limited due to the overwhelming majority of clients
being public sector bodies with excellent payment performance. The credit risk relating to other receivables and
prepayments and accrued income has been considered by the Board and there is not considered to be any
significant credit risk over and above any amounts already provided for.

The Company does not hold any equity securities that are available for sale and does not have any exposure to
commodity price risk.

Cash flow is forecast regularly to provide up to date and accurate information on the Company's current cash
position and its future requirements. Kier Group level borrowing facilities have been recently renegotiated and
extended. The Kier Group has strong, long-term relationships with the providers of its borrowing and has an
in-house team which monitors headroom and advises on borrowing terms and conditions.

Employees -

As a Group, Kier is committed to ensuring that the Group is free from discrimination on the basis of gender,
colour, ethnic or national origin, disability, age, marital or civil partner status, sexual orientation or religion.
Diversity of talent and experience is essential for the continued growth of Kier. Goals have been set to improve
the diversity mix of graduates, apprentices and trainees into the Group.

Employment of disabled persons

The companies in the Kier Group, of which the Company is a member, are equal opportunities employers. The
Group considers applications for employment from disabled persons (having regard to their particular aptitudes
and abilities) and encourages and assists, whenever practicable, the recruitment, training, career development
and promotion of disabled people and the retention of, and appropriate training for, those who become disabled
during their employment.

Further information on the ‘Group’s people and commumtles policy is set out in the Corporate Responsibility
Report for 2017 which is available at www kier. co. uk.
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Kier Highways Limited

Directors' Report for the Year Ended 30 June 2017 (continued)

Employee involvement

Key to sustainable growth for the Company will be attracting and retaining the best talent. A balanced business,
which makes the most of the diversity of talent and experience available, will ensure it has the agility and
resilience to deliver sustainable growth.

The Kier Group. provides information to employees through newsletters, video addresses, the Group’s intranet,
social media and formal and informal meetings with various groups of employees and management. The Group
operates the Kier Group plc 2017 Sharesave Scheme for eligible employees and a Share Incentive Plan for all
employees, which includes a share-matching element. The Group also makes available a dealing service to
enable employees to buy and sell its shares.

Safety, health and environment

The health and safety of all those who visit and work at the Group’s sites, together with the protection of the
environment are key priorities for the Kier Group. Accordingly, the Group has a well-established and robust
governance structure, led by the Kier Group Safety, Health and Environment ("SHE") Committee, to ensure that
safety, health and environment matters are appropriately managed.

The role of the SHE Committee includes:

* Assisting the Kier board to review the Kier Group’s strategy with respect to SHE matters;

* Encouraging management accountability with respect to managing the Kier Group’s SHE risks;

* Reviewing and, as necessary, approving material group-wide SHE initiatives, policies and procedures;
* Receiving reports on any major SHE incidents; and

* Monitoring the Kier Group’s performance against SHE targets.

For further information on Kier Group’s activities with regards to Safety, Health and Environment, please see
the Kier Group plc 2017 Annual Report (available at www kier.co.uk).

Social and community issues

The Kier Group attaches great importance to its corporate responsibility, as evidenced by the Resources and
Relationships section in the Kier Group plc 2017 Annual Report and its full Corporate Responsibility Report for
" 2017, which is available on www kier.co.uk. As a member of the Kier Group, the Company abides by the same
principles.

Future developments

The Directors of Kier Highways Limited do not envisage any significant changes in the foreseeable future from
the Company’s overall strategy, nor of the Company’s-role within the Group.

Going concern v

Given the current economic circumstances and the guidance by the Financial Reporting Council, additional
- disclosures are presented-in note 2 to-the financial statements. These disclosures detail the basis on which the
Directors have continued to adopt.the going concern basis in preparing these financial statements.

Directors' liability insurance .

The articles of association of the Company entitle the directors of the Company, to the extent permitted by the
Companies Act 2006 and other applicable legislation, to be indemnified out of the assets of the Company in the
event that they suffer any expenses in connection with certain proceedings relating to the execution of their
duties as directors of the Company.

In addition, Kier maintains insurance for the directors and officers of companies within the Kier Group to cover
certain losses or liabilities to which they may be exposed due to their office.
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Kier Highways Limited.

Directors' Report for the Year Ended 30 June 2017 (continued)

Reappointment of auditors

Under section 487(2) of the Companies Act 2006, PricewaterhouseCoopers LLP will be deemed to have been
reappointed as auditors 28 days after these financial statements were sent to members or 28 days after the latest
date prescribed for filing the financial statements with the registrar, whichever is earlier.

Disclosure of information to the auditors

Each director has taken steps that they ought to have taken as a director in order to make themselves aware of
any relevant audit information and to establish that the Company's auditors are aware of that information. The
directors confirm that there is no relevant information that they know of and of which they know the auditors are
unaware.

)
Approved by the Board on/ ﬂﬂ%mk«ﬁdZigned on its behalf by:

Giuseppe Incutti
Director
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Kier Highways Limited
Statement of Directors' Responsibilities

The directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulation. . . ..

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have prepared the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 "Reduced Disclosure
Framework", and applicable law). 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 the financial statements, the directors are required to:

+ select suitable accounting policies and then apply them consistently;

+ state whether applicable United Kingdom Accounting Standards, comprising FRS 101, have been followed,
subject to any material departures disclosed and explained in the financial statements;

+ make judgements and accounting estimates that are reasonable and prudent; and

+ prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
Company will continue in business.

The directors 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 Companies Act 2006.

The directors are also responsible for safeguarding the assets of the Company and hence for taking reasonable
steps for the prevention and detection of fraud and other irregularities.

The directors of the ultimate parent company are responsible for the maintenance and integrity of the ultimate
parent company's website. Legislation in the United Kingdom governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.
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Kier Highways Limited
Independent Auditors' Report to the Members of Kier Highways Limited

Report on the audit of the financial statements

+ “Opinion

" In our opinion; Kier Highways Limited's financial statements:

= give atrue and fair view of the state of the Company's affairs as at 30 June 2017 and of its profit for the year
then ended,

"+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 101 "Reduced Disclosure Framework", and
applicable law); and

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

We have audited the financial statements, included within the Annual Report and Financial Statements (the
"Annual Report"), which comprise the Statement of Financial Position as at 30 June 2017, the Income
Statement, the Statement of Comprehensive Income, the Statement of Changes in Equity for the year then
ended; and the Notes to the Financial Statements, which include a description of the significant accounting
policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) ("ISAs (UK)") and
applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors' responsibilities for
the audit of the financial statements section of our report. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Independence .

We remained independent of the Company in accordance with the ethical requirements that are relevant to our
audit of the financial statements in the UK, which includes the FRC's Ethical Standard and we have fulfilled our
other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern
We have nothing to report in respect of the following matters in relation to which ISAs (UK) require us to report
to you when:

+ the directors’ use of thé going concern basis of accounting in the preparation of the financial statements is
not appropriate; or

* the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the Company’s ability to continue to adopt the going concern basis of accounting for
a period of at least twelve months from the date when the financial statements are authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the
Company's ability to continue as a going concern.

Reporting on other information: : h
The other information comprises all of the information in the Annual Report other than the financial statements
and our auditors' report thereon. The directors are responsible for the other information. Our opinion on the
financial statements does not cover the other information and, accordingly, we do not express an audit opinion
or, except to the extent otherwise. explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the financial statements or
our knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent
material inconsistency or material misstatement, we are required to perform procedures to conclude whether
there is a material misstatement of the financial statements or a material misstatement of the other information.
If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report based on these responsibilities.
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. Kier Highways Limited
Independent Auditors' Report to the Members of Kier Highways Limited (continued)

With respect to the Strategic Report and Directors' Report, we also considered whether the disclosures required
by the UK Compames Act 2006 have been included.

Based .on the responsibilities described-above. and' our..work undertaken in the course of the audit, ISAs (UK)
require us also to report certain opinions and matters as described below.

Strategic Report and Directors' Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
Report and Directors' Report for the year ended 30 June 2017 is consistent with the financial statements and has
been prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the Company and its environment obtained in the course of the
audit, we did not identify any material misstatements in the Strategic Report and Directors' Report.

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities set out on page 10, the directors are
responsible for the preparation of the financial statements in accordance with the applicable framework and for
being satisfied that they give a true and fair view. The directors are also responsible for such internal control as
they determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company's ability to
continue as a going concern, disclosing as applicable, matters related to going concern and using the going
concern basis of accounting unless the directors either intend to liquidate the Company or to cease operations, or
have no realistic alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditors' report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's
website at www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors' report.

Use of this report

This report, including the opinions, has been prepared for and only for the Company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.
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Kier Highways Limited

Independent Auditors' Report to the Members of Kier Highways Limited (continued)

Other required reporting

. Companies Act 2006 exception reporting. .. .. ...
Under the Companies Act 2006 we are requxred to report to you lf 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 Company, or returns adequate for our audit have not
been received from branches not visited by us; or

+ certain disclosures of directors’ remuneration specified by law are not made; or
+ the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London
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Kier Highways Limited

Income Statement for the Year Ended 30 June 2017

2017 2016

Note £000 £ 000
‘Revenue © = - 4 428,432 389,943

Cost of sales (370,394) (334,811)
Gross profit 58,038 55,132

Administrative expenses (22,673) (15,568)

Operating expenses . ©(1,757) (8,713)
Operating profit 5 27,608 30,851
Finance income 6 1,353 369
Finance costs ) 7 (22) Co.
Net finance income 1,331 369
Profit before taxation 28,939 31,220

Income tax expense 11 (6,101) (7,467)
Profit for the financial year 22,838 23,753

The above results were derived from continuing operations.

The notes on pages 18 to 39 form an integral part of these financial statements. .
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Kier Highways Limited

Statement of Comprehensive Income for the Year Ended 30 June 2017

2017 2016
Note £ 000 £ 000
::';.u.proﬁt for;the ﬁn’aﬂcia] 'yea‘r“ B N N R I S s 22,838 23,753
Items that will not be reclassified subsequently to profit or
loss .
Actuarial gain on defined benefit pension schemes 514 61
Deferred tax on actuarial gain (102) -
412 61
Total other comprehensive income for the year 412 61
Total comprehensive income for the year 23,250 23,814

The notes on pages 18 to 39 form an integral part of these financial statements.
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Kier Highways Limited

) (Registration number: 05606089)
Statement of Financial Position as at 30 June 2017

2017 2016

Note £ 000 £ 000
Assets
.Non-current assets _
Property, plant and equipment 12 2,363 883
Retirement benefit assets 20 4615 925
6,978 1,808
Current assets
Inventories 14 3,334 2,720
Trade and other receivables 15 74,999 46,656
Cash and cash equivalents 16 96,380 43,694
174,713 93,070
Total assets 181,691 94,878
Current liabilities
Trade and other payables 22 (122,308) (61,248)
Loans and borrowings 18 (130) (282)
Deferred income i (3,318) (695)
(125,756) (62,225)
Non-current liabilities .
Loans and borrowings 18 (405) (533)
Deferred.tax liabilities 11 (83) 79
(488) (456)
Total liabilities (126,244) (62,681)
Net assets 55,447 32,197
Equity
Called up share capital ’ 17 20 20
Share premium reserve 480 " 480
Retained earnings - 54,947 31,697
Total equity 55,447 32,197

' by:

Giuseppe Incutti

Director

The notes on pages 18 to 39 form an integral part of these financial statements.
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Statement of Changes in Equity for the Year Ended 30 June 2017

At 1 July 2016
Profit for the financial year
Other comprehensive income

Total comprehensive income for the
year

At 30 June 2017

At 1 July 2015
Profit for the financial year
Other comprehensive income

Total comprehensive income for the
year

Dividends
At 30 June 2016

Kier Highways Limited

Called up share Share premium Retained
capital reserve earnings Total equity
£000 £000 £000 ~£000
20 480 31,697 32,197
- - 22,838 22,838
- - 412 412
- - 23,250 23,250
20 480 54,947 55,447
Called up share Share premium Retained
capital reserve earnings Total equity
£000 £000 £000 £000
20 480 12,029 12,529
- - 23,753 23,753
- - 61 61
- - 23,814 23,814
- - (4,146) (4,146)
20 480 31,697 32,197

The notes on pages 18 to 39 form an integral part of these financial statements.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017

1 General information
The Company is a private company limited by share capital iricaf';iorated and domiciled in the United Kingdom.

The address of its registered office is:
Tempsford Hall

Sandy

Bedfordshire

SG19 2BD

2 Accounting policies

" Summary of significant accounting policies and key accounting estimates

The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation
These financial statements were prepared in accordance with Financial Reporting Standard 101 ("FRS 101")
Reduced Disclosure Framework and with the Companies Act 2006.

The financial statements have been prepared on the historical cost basis.

The Company claims exemption from the preparation of consolidated financial statements in accordance with
Section 400 of the Companies Act 2006, as the results are included within the financial statements of its ultimate
parent company, Kier Group plc, a UK incorporated company, which have been filed at Companies House and
comprise the largest and smallest group to consolidate the Company's financial statements. These financial
statements present information about the Company as an individual undertaking and not about its group.

The presentation currency used is GB Pound Sterling and figures are quoted to the nearest £1,000.

The activities of the Company are largely undertaken through long-term framework contracts under which
turnover and profit are recognised in line with each seperate contract. Where losses are foreseeable in respect of
future trading committed under those contracts, provision is made.

Pre-contract costs are expensed as incurred until it is virtually certain that a contract will be awarded, from

which time further pre-contract costs are recognised as an asset and charged to the income statement over the
period of the contract.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

2 Accounting policies (continued)

Summary of disclosure exemptions

The Company has taken advantage of the following disclosure exemptions in preparing these financial
statements, as permitted by FRS101:

IAS 7: Complete exemption from preparing a cash flow statement and related notes;

IAS 8: The listing of new or revised standards that have not been adopted (and information about their likely
impact) has been omitted; )

[FRS 7: Complete exemption from all of the disclosure requirements of IFRS 7, Financial Instruments, other
than for those instruments where these disclosures are still required to comply with the law;

IFRS 13: Complete exemption from all of the disclosure requirements of IFRS 13, Fair value measurement;

IAS 24: Exemption from disclosure of related party transactions entered into between two or more members of a
group, provided that any subsidiary party to the transaction is wholly owned by such a member; and

IAS 24: Exemption from disclosure of compensation for key management personnel and amounts incurred by an
entity for the provision of key management personnel services that are provided by a separate management
entity.

Going concern
The performance, financial position and key risks impacting the Company are set out in the Strategic Report.

The Directors are of the opinion that the Company will continue to meet its performance obligations under its
client contracts.

The Company has maintained detailed 12 month rolling forecast profit and loss accounts, balance sheets and
cash flows throughout the financial period and continues to do so. These forecasts take into account reasonably
possible changes and uncertainties. The 12 month rolling forecasts form part of a four-year financial .plan (to
2020) which is reviewed on a quarterly basis. The four-vear plan sits at the heart of a comprehensive four-year
Business Plan which has been reviewed and approved by the shareholders and has been cascaded throughout the
Management of the Company.

In carrying out their duties in respect of going concern, the Directors have carried out a comprehensive review
of the Company financial position and cash flow forecast for a period of 12 months from the date of signing
these financial statements. This review has taken account of client spend forecasts as well as any risk and
uncertainty brought about by the current economic environment.

Having taken all of the above factors into consideration, the Directors have concluded that the Company should
continue to adopt the going concern basis for preparing the annual report and financial statements.

Revenue recognition

Turnover comprises the fair value of the consideration received or receivable for the provision of services in the

ordinary course of the Company's -activities. Turnover is shown net of sales/value added tax, returns, rebates and
discounts and after eliminating sales within the Company.

The Company recognises turnover when:

- the amount of revenue can be reliably measured,

- it is probable that future economic benefits will flow to the entity;

- and specific criteria have been met for each of the companies activities.

Deferred income is recognised when money has been received for work which has not yet been delivered.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

2 Accounting policies (continued)

Tax

The tax expense for the period comprises current and deferred tax. Tax is recognised in profit or loss, except that
a charge attributable to an item of income or expense recognised as other comprehensive income is also
recognised directly in other comprehensive income.

The current income tax charge is calculated on the basis of tax rates and laws that have been enacted or
substantively enacted by the reporting date in the countries where the company operates and generates taxable
income.

Timing difference are differences between the Company's taxable profit and its results as stated in the financial
statements that arise from the inclusion of gains and losses in tax assessments in years different from those in
which they are recognised in the financial statements. '

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of all
evidence, it can be regarded as more likely than not that there will be suitable taxable profits from which the
future reversals of the underlying timing differences can be deducted.

Deferred tax is not recognised when fixed assets are re-valued unless by the balance sheet date there is a binding
agreement to sell the re-valued assets and the gain or loss expected to arise on the sale has been recognised in
the financial statements. Neither is deferred tax recognised when fixed assets are sold and it is more likely than
not that the taxable gain will be rolled over, being charged to tax only if and when the replacement assets are
sold. . .

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing
difference are expected to reverse based on tax rates and laws that have been enacted or substantively enacted by
the balance sheet date. Deferred tax assets and liabilities have not been discounted.

Property, plant and equipment
Property, plant and equipment is stated in the statement of financial position at cost, less any subsequent
accumulated depreciation and subsequent accumulated impairment losses.

The cost of property, plant and equipment includes directly attributable incremental costs incurred in their
acquisition and installation.

Depreciation
Depreciation is charged so as to write off the cost of assets, other than land and properties under construction
over their estimated useful lives, as follows:

Asset class ' Depreciation method and rate
Furmniture, fittings and equipment 3 to 8 years

Other property, plant and equipment 3 to 5 years

Motor vehicles . 3 to 5 years .

Land and buildings Over the term of the lease
Pre-contract costs Over the length of the contract
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

2 Accounting policies (continued)
Intangible assets

Goodwill arising on the acquisition of an entity represents the excess of the cost of acquisition over the
company’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the entity
recognised at the date of acquisition. Goodwill is initially recognised as an asset at cost and is subsequently
measured at cost less any accumulated impairment losses. Goodwill is held in the currency of the acquired entity
and revalued to the closing rate at each reporting period date.

Goodwill is not subject to amortisation but is tested for impairment.

Negative goodwill arising on an acquisition is recognised directly in the income statement. On disposal of a
subsidiary or a jointly controlled entity, the attributable amount of goodwill is included in the determination of
the profit or loss recognised in the income statement on disposal.

Pre-contract costs

Pre-contract costs comprise of costs directly attributable to tendering for and securing a contract such as
feasibility studies, bid or tender costs and pre-contract work on design and must be capable of being identified
separately and measured reliably. Costs incurred up to the asset recognition date are written off as an expense.
Costs incurred after asset recognition date are recognised as an asset, provided that it is expected that the
contract will generate cash flows with a present value no less than the amount recognised as an asset.

Investments ' .
Investments in subsidiary undertakings are stated at cost less provisions for any impairment in value.

Cash and cash equivalents

Cash and cash’ equivalents comprise cash on hand and call deposits, and other short-term highly liquid
investments that are readily convertible to a known amount of cash and are subject o an insignificant risk of
changes in value.

Trade receivables : ) -

Trade receivables are amounts due from customers for services performed in the ordinary course of business. If
collection is expected in one year or less (or in the normal operating cycle of the business if longer), they are
classified as current assets. If not, they are presented as non-current assets.

Trade receivables are recognised initially at the transaction price. They are subsequently measured at amortised
cost using the effective interest method, less provision for impairment. A provision for the impairment of trade
receivables is established when there is objective evidence that the company will not be able to collect all
amounts due according to the original terms of the receivables.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the first-in, first-out
(FIFO) method.

If inventory is recognised to be impaired, obsolete or slow moving, the carrying amount is reduced to its selling
price less costs to complete and sell; the impairment loss is recognised immediately in profit or loss.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

2 Accounting policies (continued)

Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified as current liabilities if payment is due within one year
or less (or in the normal operating cycle of the business if longer). If not, they are presented as non-current
liabilities.

Trade payables are recognised initially at the transaction price and subsequently measured at amortised cost
using the effective interest method.

Borrowings . .

All borrowings are initially recorded at the amount of proceeds received, net of transaction costs. Borrowings
are subsequently carried at amortised cost, with the difference between the proceeds, net of transaction costs,
and the amount due on redemption being recognised as a charge to the income statement over the period of the
relevant borrowing.

Interest expenses is recognised on the basis of the effective interest method and is included in finance costs.

Borrowings are classified as current liabilities unless the Company has an unconditional right to defer settlement
of the liability for at least 12 months after the reporting date.

Leases

Leases in which substantially all the risks and rewards of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases are charged to the profit or loss on a straight-line basis
over the period of the lease. ’

Leases are classified as finance leases whenever the terms of the lease transfer substantially all risks and rewards
of ownership to the lessee.

Assets held under finance leases are recognised as non-current assets of the company at the lower of their fair
value at the date of commencement of the lease and at the present value of the minimum lease payments. These
assets are depreciated on a straight-line basis over the shorter of the useful life of the asset and the lease term
obligation.

Lease payments are apportioned bétween financial costs in the income statement and reduction of the lease
obligation so as to achieve a constant rate of interest on the remaining balance of the liability.

Share capital _

Ordinary shares are classified as equity. Equity instruments are measured at the fair value of the cash or other
resources received or receivable, net of the direct costs of issuing the equity instruments. If payment is deferred
and the time value of money is material, the initial measurement is on a present value basis.

Defined contribution pension obligation

For defined contribution schemes the amount charged to the profit and loss account in respect of pension costs
and other post-retirement benefits is the contribution payable in the period. Difference between contributions
payable in the period and contributions actually paid are shown as either accruals or prepayments in the balance
sheet.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

2 Accounting policies (continued)

Defined benefit pension obligation

The asset recognised on the balance sheet for the Company's defined benefit scheme is the present value of the
defined benefit obligation at the balance sheet date as adjusted for unrecognised past service costs, less the fair
value of the scheme assets. The defined benefit obligation is calculation by independent actuaries using the
projected unit credit method and by discounting the estimated future cash flows, using interest rates on high
quality corporate bonds that have terms to maturity approximating the terms of the related pension liabilty. Any
asset resulting from this calculation is limited to unrecognised past service cost plus the present value of
available refunds and reductions in future contributions to the scheme.

The pension expense for the defined benefit scheme is recognised as follows:
Within operating profit

Current service cost - representing the increase in the present value of the defined benefit obligation resulting
from employee service in the current period;

Gains and losses arising on the settlements and curtailments - where the item that gave rise to the settlement or
curtailment is recognised within the operating profit.

Within finance income/expense on pension scheme
Interest cost on the liabilities of the scheme - calculated by reference to the scheme liabilities and discount rate

at the beginning of the year and allowing for changes during the period; and

Expected return on the assets of the scheme - calculated by reference to the scheme assets and long-term
expected rate of return at the beginning of the year and allowing for changes during the financial year.

Within the statement of changes in equity
Actuarial gains and losses arising on the assets and liabilities of the scheme.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

3 Critical accounting judgements and key sources of estimation uncertainty

To be able to prepare financial statements according to generally accepted accounting principles, management
must make estimates and assumptions that affect the asset and liability items and the revenue and expense
amounts recorded in the financial statements. These estimates are based on historical experience and various
other assumptions that management and the Board of directors believe are reasonable under the circumstances.
The results of this forms the basis for making judgements about carrying value of assets and liabilities that are
not readily available from other sources. ’

Areas involving key sources of estimation that may impact on the Company’s earnings and financial position as
follows:

Defined benefit obligation:

The Company has an obligation to pay benefits to certain employees. The cost of these benefits and the present
value of the obligation depends on a number of factors, including; life expectancy, salary increases, asset
valuations and the discount rate on corporate bonds. Management estimates these factors in determining the net
position in the balance sheet. The assumptions reflect historical experience and current trends. See the disclosure
in the defined benefit pension scheme for further details.

Provisions:

Provisions are recognised when the Company has a present obligation as a result of a past event and it is
probable that the Company will be required to settle that obligation. Provisions are measured at management’s
best estimate of the expenditure required to settle the obligation at the balance sheet date.

4 Revenue

The analysis of the Company's revenue for the year from continuing operations is as follows:

2017 2016
£000 £000
Rendering of services 420,240 380,518
_ Otherrevenue . 8,192 9,425
428,432 389,943
-5 “Operating profit
Arrived at after charging
2017 2016
£000 £000
Depreciation expense ' 413 323
""Operating léase expense : C 747 994
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

6 Finance income

2017 2016
7 £000 £ 000
Bank interest income _ _ 1,344 337
Net pension interest income 9 32
1,353 369
7 Finance costs
2017 2016
£ 000 £ 000
Interest on bank overdrafts and borrowings : 22 -
8 Staff costs
The aggregate payroll costs (including directors' remuneration) were as follows:
2017 2016
£000 £000
Wages and salaries . 70,375 68,036
Social security costs 6,648 6,507
Other pension costs 1,813 2,650
78,836 77,193

The monthly average number of persons employed by the Company during the year, analysed by category was
as follows:

2017 2016

No. No.
Direct labour 510 530
Management and adniinistration o T 1,078 867
1,588 1,397
9 Diréété}é'-;émuhei:ation h
The directors' remuneration for the year was as follows:
- 2017 2016
_ o : ) £000 £000
Remuneration : 1,127 " 652
Contributions paid to money purchase schemes - - 30 .
. 1,127 682
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

9 Directors' remuneration (continued)

In respect of the highest paid director:

2017 - 2016
£ 000 £000
Remuneration 633 328
Company contributions to money purchase pension schemes - 13
633 341

During the year the highest paid director did not exercise share options and did not participate in the defined
benefit pension scheme.

10 Auditors' remuneration

2017 2016 |

£ 000 £ 000
Auditors’ remuneration 45 45
11 Income tax expense
Tax charged in the income statement

. 2017 2016

£ 000 £000
Current taxation
UK corporation tax 5,807 6,291
UK corporation tax adjustment to prior periods : 341 158

6,148 6,449
Deferred taxation
Arising from origination and reversal of temporary differences (48) (12)
Arising from previously unrecognised tax loss, tax credit or temporary _
difference of prior periods 1 1,030
Total deferred taxation CY)) 1,018
Tax expense in the incorne statement 6,101 7,467

The tax on profit before tax for the year is higher than the standard rate of corporation tax in the UK (2016 -
higher than the standard rate of corporation tax in the UK) of 19.75% (2016 - 20%).

The tax figures disclosed above exclude any debt capitalisation and transfer pricing adjustments.

Any unmatched differences arising from the debt capitalisation and transfer pricing adjustments will be borne by
Kier Limited.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

~~11-Income tax expense (continued)

The differences are reconciled as follows:

- 2017 2016

£000 £000
Profit before tax 28,939 31,220
Corporation tax at standard rate 5,716 6,244
Under provision in respect of prior years 341 1,188
Change in future tax rate €)) 6
Expenses not deductible for tax purposes 47 29
Total tax charge 6,101 7,467

The deferred tax balance as at the year-end has been recognised at 17% (2016: 18%) which is the enacted
corporation tax rate that will be effective from 1 April 2020.

Deferred tax

Deferred tax movement during the year:

. Transfer
Recognised from Kier
At1 July Recognised in other ‘B . At 30 June
- . usiness
2016 in income comprehensive . 2017
income Services
Limited
£000 £000 £000 £000 £000
Pensions (166) (18) (102) (108) (394)
Accelerated capital allowances 233 233
Provisions 12 66 78
Deferred tax assets 79 48 (102) (108) " (83)

Deferred income tax assets are recognised to the extent that the realisation of the related tax benefit through
future taxable profits is probable.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued) .

12 Property, plant and equipment

K Furniture, Motor ‘
Land and fittings and  vehicles and  Pre-contract
buildings equipment plant costs Total
£000 £000 £000 £000 £000
Cost or valuation
At 1 July 2016 3,035 ‘1,088 . 201 - 4,324
Additions - - - 1,893 1,893
At 30 June 2017 3,035 1,088 201 1,893 6,217
Accumulated Depreciation :
At 1 July 2016 2,763 578 100 - 3,441
Charge for the year 93 186 34 100 413
At 30 June 2017 2,856 764 134 100 3,854
Carrying‘amount
At 30 June 2017 179 324 67 1,793 2,363
At 30 June 2016 272 510 101 - 883

13 Investments
Details of the subsidiaries as at 30 June 2017 are shown on the next page:

Proportion of
ownership interest
and voting rights

Name of subsidiary Principal activity Registered office held
‘ 2017 2016
Kier Infrastructure Pty  Non-trading 181 Adelaide Terrace, East 100% 100%
Ltd Co Perth, WA6004
Australia

14 Inventories

2017 2016
£ 000 £000

Raw materials and consumables ’ - ) 3,334 2,720

The cost of inventories recognised as an expense in the year amounted to £6,090,245 (2016 - £12,302,218). This
is included within cost of sales.
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

15 Trade and other receivables

2017 2016
£ 000 £000
Trade receivables 4,264 13,615
Provision for impairment of trade receivables (1,530) (1,493)
Net trade receivables 2,734 12,122
Receivables from related parties ) 9,206 204
Accrued income 62,087 33,215
Prepayments 959 1,206
Other receivables. . 13 91)
Total current trade and other receivables 74,999 46,656
16 Cash and cash equivalents
2017 2016
£000 £000
Cash at bank 96,380 43,694
17 Called up share capital
Allotted, called up and fully paid shares
2017 2016
No. £000 No. £000
 Ordinary A of £1 each 10,001 10 10,001 10
Ordinary B of £1 each 10,001 10 10,001 10
20,002 20 20,002 20
The A and-B shares have the same voting rights.
18 Loans and borrowings
2017 2016
) . £000 £ 000
Non-current loans and borrowings :
Bank borrowings 405 535
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Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

18 Loans and borrowings (continued)

2017 2016
£000 £000
Current loans and borrowings
Bank borrowings 130 282

Bank borrowings

Barclays asset finance loan is denominated in with a nominal interest rate of 3.31%, and with the final
instaiment due on 31 March 2021. The carrying amount at end is £534,589 (2016 - £660,340).

Guarantor provided by Kier Limited

19 Obligations under leases and hire purchase contracts

Operating leases

The total future value of minimum lease payments is as follows: é
2017 2016
£000 £000
Within one year 747 182
‘In two to five years ' 1,269 619
In over five years - 112
2,016 913

The amount of non-cancellable operating léase payments recognised as an expense during the year was
£746,572 (2016 - £994,184)

20 Pension and other schemes

Defined contribution pension scheme

The company operates a defined contribution pension scheme. The pension cost charge for the year represents
contributions payable by the.company to the.scheme and amounted to £1,812,567 (2016 - £2,650,014).

) De_ﬁned benefit pension schemes o
Kier Highways Prudential Platinum Scheme

Kier Highways Limited operate a money purchase pension scheme provided by Legal and General and also
participates in two defined benefit arrangements in respect of ex-local authority staff who have TUPE
transferred to Kier Highways and require the Company to offer comparable LGPS pension benefits.

In respect of the Legal & General scheme the pension cost charge for the year representing contributions
payable by the Company to the Legal & General Scheme amounted to £273k (2016: £300k).
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20 Pension and other schemes (continued)

In respect of the ex-Local Authority staff who have TUPE transferred to Kier Highways the Company
participates in the Prudential Platinum Scheme and is an admitted body status employer in the LGPS Croydon
scheme. The Prudential Platinum Scheme ("the Scheme") is an external sectionalised multi-employer final
salary pension arrangement. The assets of the Kier Highways section are administered by Trustees in funds
independent of those of the Company and other sections of the Scheme. The administration is also conducted by
external professional Pension Administrators.

The terms of the Scheme allow the Company to exit when the last member has left employment without
additional payments, provided the related assets equal or exceed the value of the past service liabilities on a
buy-out basis. However, if the estimated value of the assets arising from the Company's contributions is less
than the value of the past service liabilities for which the Company is responsible, then the Company will be
required to make good the shortfall. '

The Scheme is subject to regular review and the Employer's contribution in relation to future service is adjusted
accordingly. Additional employer contributions also fall due if a past service deficit is identified on a buy-out
basis.

Contributions payable to the pension scheme at the end of the year are £Nil (2016 - £Nil).

The expected contributions to the plan for the next reporting period are £Nil.

The scheme was most recently valued in 2017. The actuarial value relating to the Company's share of the
scheme assets and liabilities, for accounting purposes, at 30 June 2017 was equal to a net asset of £879k (2016:
£926k).

In respect of the admitted body status in one LGPS scheme Kier Highways is not directly liable for the funding
obligation through protection mechanisms in the client contract. This means an accurate valuation cannot be
made. The pension cost in respect of the scheme is therefore treated as if it was a defined contribution scheme.

Reconciliation of scheme assets and liabilities to assets and liabilities recognised

The amounts recognised in the statement of financial position are as follows:

2017 2016
- £000 £ 000
Fair value of scheme assets 5,687 5,033
Present value of scheme liabilities (4,808) (4,107)
Defined benefit pension scheme surplus . 879 926

Scheme assels - -

Changes in the fair value of scheme assets are as shown on the following page:

Page 31



Kier Highways Limited

Notes to the Financial Statements for the Year Ended 30 June 2017 (continued)

20 Pension and other schemes (continued)

Fair value at start of year
Expected return on assets
Actuarial gains

Employer contributions
Contributions by scheme members
Benefits paid

Administrative expenses

Fair value at end of year

Analysis of assets

The major categories of scheme assets are as follows:

Cash and cash equivalents

Equities

Bonds and gilts

Diversified growth fund/absolute return
Annuities

Actual return on scheme's assets

Actual return on scheme assets

2017 2016
£ 000 £ 000
5,033 4,128
144 167
308 434
273 351
42 49
(95) (70)
(18) (26)
5,687 5,033
2017 2016
£ 000 £ 000
- 27
579 2,663
4,853 2,116
238 210
17 17
5,687 5,033
2017 2016
£ 000 £ 000
654 601

The pension scheme has not invested in any of the company's own financial instruments or in properties or other

assets used by the company.

Scheme liabilities

Changes in the present value of scheme liabilities are as shown on the following page:
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20 Pension and other schemes (continued)

2017 2016
£000 £ 000
Present value at start of year 4,107 3,336
Current service cost 276 284
Actuarial (losses)/gains from change in financial assumptions and
experience adjustments . 360 373
Interest cost 118 135
Benefits paid 95) (70)
Member contributions 42 49
Present value at end of year 4,808 4,107
Analysed as:
Present value of scheme liabilities arising from wholly or partly funded
schemes 4,808 4,107

Principal actuarial assumptions

The significant actuarial assumptions used to determine the present value of the defined benefit obligation at the
statement of financial position date are as follows:

2017 2016

: % %
Expected return on scheme assets - equity 3.20 2.80
Expected return on scheme assets - cash 2.10 1.70
Expected return on scheme assets - other 3.20 2.80
Future increase in Retail Prices Index 2.10 1.70

Post retirement mortality assumptions

2017 2016

Years Years
Current UK pensioners at retirement age - male o 87.00 87.30
Current UK pensioners at retirement age - female . 89.10 90.30
Future UK penéioners at retirement age - male 88.80 88.70 .
Future UK pensioners at retirement age - female 91.10 91.70
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20 Pension and other schemes (continued)

Amounts recognised in the income statement

2017 2016
£000 £000
Amounts recognised in operating profit
Current service cost - (276) (284)
Past service cost (18) (26)
Recognised in arriving at operating profit (294) (310)
Amounts recognised in finance income
Net interest income 26 32
Total recognised in the income statement (268) (278)
Amounts taken to the Statement of Comprehensive Income
2017 2016
£000 £000
Actuarial gains and losses arising from changes in financial assumptions (360) (373)
Return on plan assets, excluding amounts included in interest
income/(expense) 308 434
Amounts recognised in the Statement of Comprehensive Income (52) 61
Sensitivity analysis
A sensitivity analysis for the principal assumptions used to measure scheme liabilities is set out below:
2017 2016
+0.25% -0.25% +0.25% - 0.25%
Adjustment to discount rate £000 £ 000 £ 000 £ 000
Present value of total obligation (100) 100 (200) 200
2017 2016
, _ ‘ . +0.25% -0.25% +0.25% -0.25%
Adjustment to rate of inflation £000 £000 £000 £000
Present value of total obligation 100 (100) (220) 220
- 2017 2016
Adjustment to mortality age rating +1 Year -1Year +1 Year -1 Year
assumption ' £000 £000 £000 £000
Present value of total obligation (180) 180 (380) 380
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- 20 Pension and other schemes (continued)

The sensitivity analysis is based on financial assumptions reflecting market conditions as at 30 June 2017. The
methods and types of assumptions used in preparing the sensitivity analysis did not change compared to the
previous period.

KBS Final Salary Scheme

The Kier Business Services pension scheme is a funded defined benefit scheme. For this defined benefit scheme
the future liabilities for benefits are provided for by the accumulation of assets held externally to the Company
in separate, trustee-administered funds. The cost of this scheme is determined in accordance with the advice of
independent, professionally qualified actuaries on the basis of formal actuarial valuations using the projected
unit credit method. In line with normal business practice these valuations are undertaken on a triennial basis.

The scheme is closed to new entrants except for employees transferring to the Company under TUPE, where the
Company is required to provide benefits which are broadly comparable to those provided under the Local
Government Pension Scheme or another defined scheme provided by the transferring employer. The scheme
was closed to future accrual of benefit on 31 December 2010 for all non-public sector members with these
members being offered entry to Kier Business Services Limited's defined contribution schemes from 1 January
2011.

Given the membership of the schemes, under the projected unit credit method the current service cost would be
expected to increase as the members of the scheme approach retirement.

Contributions payable to the pension scheme at the end of the year are £Nil (2016 - £Nil).

The expected contributions to the plan for the next reporting period are £Nil.

Risks

Reconciliation of scheme assets and liabilities to assets and liabilities recognised

The amounts recognised in the statement of financial position are as follows:

2017

£ 000
Fair value of scheme assets : ‘ 125,385
Present value of scheme liabilities (121,649)
Defined benefit pension scheme surplus 3,736

Scheme assets

Changes in the fair value of scheme assets are shown on the next page:
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- 20 Pension and other schemes (continued)

Transfer of scheme assets

Interest income

Return on plan assets, excluding amounts included in interest income/(expense)
Employer contributions

Administration expenses

Benefits paid

Fair value at end of year

Analysis of assets

The major categories of scheme assets are as follows:

Equities and diversified growth funds
Bonds, gilts and cash

Property
Actual return on scheme's assets

Actual return on scheme assets

2017
£000

120,366
346
1,479
145
(24)
3,073

125,385

2017
£000

109,483
11,326
4,576

125,385

2017
£000

1,947

The pension scheme has not invested in any of the company's own financial instruments or in properties or other

assets used by the company.

Scheme liabilities

'Chénges in the present value of scheme liabilities are as follows:

Transfer of scheme liabilities
Current service cost

Actuarial (losses)/gains from change in financial assumptions and experience adjustments

Interest cost
Present value at end of year

Analysed as:
Present value of scheme liabilities arising from wholly or partly funded schemes

2017
£000

120,367
5

913
364

121,649

(1,282)
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20 Pension and other schemes (continued)

Principal actuarial assumptions

The significant actuarial assumptions used to determine the present value of the defined benefit obligation at the

_statement of financial position date are as follows:

Expected return on scheme assets - equity
Expected return on scheme assets - cash
Expected return on scheme assets - other
Future increase in Retail Prices Index

Post retirement mortality assumptions

Current UK pensioners at retirement age - male
Current UK pensioners at retirement age - female
Future UK pensioners at retirement age - male
Future UK pensioners at retirement age - female

Amounts recognised in the income statement

Amounts recognised in operating profit
Current service cost
Past service cost

Recognised in arriving at operating profit

Amounts recognised in finance income or costs
Net interest " * Co o

Total recognised in the income statement

Amounts taken to the Statement of Comprehe_néive Income

Actuarial gains and losses arising from changes in financial assumptions
Return on plan assets, excluding amounts included in interest income/(expense)

Amounts recognised in the Statement of Comprehensive Income

2017

%
3.20
2.10

3.20
2.10

2017
Years

87.00
89.10

88.80
91.10

2017
£000

)
(24)

29

17
(12)

2017
£ 000

(913)
1,479

566
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20 Pensioﬁ and other schemes (continued)

" ‘Sensitivity analysis

A sensitivity analysis for the principal assumptions used to measure scheme liabilities is set out below:

2017
+0.25% 0.0% -0.25%
Adjustment to discount rate £ 000 £ 000 £ 000
Present value of total obligation : (100) - 100
2017
+0.25% 0.0% -0.25%
Adjustment to rate of inflation £ 000 £ 000 £ 000
Present value of total obligation 100 - (100)
2017
+1 Year None -1Year
Adjustment to mortality age rating assumption £ 000 £ 000 £ 000
" Present value of total obligation (180) - 180

21 Share-based payments
The Kier Group Saving Related Share Option Scheme ("'Sharesave'")

Scheme description

Participation in the Kier Group plc 2006 Sharesave scheme is offered to all employees of the Company who
have been employed for a continuous period determined by the Kier Group plc board of directors. Under the
Sharesave contract participating employees save a regular sum each month for three years of not less than £5
and not more than £500 per month.

Options to acquire.shares in the capital of Kier Group plc were granted to eligible employees who entered into a
Sharesave contract. The number of options granted were that number of shares which had an aggregate option
price not exceeding the projected proceeds of the Sharesave contract including any bonus. Options granted
under the Sharesave scheme will normally lapse in the event an option holder ceases to remain an employee or
officer of the Kier Group. ) )

The Kier Group Long Term Incentive Plan ("LTIP')
Scheme description

Awards made under the LTIP are normally able to vest following the third anniversary of the date of grant.
Vesting maybe in full or in part (with the balance of the award lapsing) and is subject to Kier Group plc
achieving specific performance targets.
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22 Trade and other payables

2017 2016

£ 000 £000
Trade payables ' 7,880 15,280
Accrued expenses 77,236 32,722
Amounts due to related parties 21,214 2,893
Social security and other taxes 15,948 10,270
Other payables 30 83
Total current trade and other payables 122,308 61,248

23 Dividends

No dividend was paid during the year for the year to June 2017 and the directors do not recommend a final
dividend in respect of the year.

24 Parent and ultimate parent undertaking

The Company's immediate parent is Kier Limited, incorporated in England and Wales.

The most senior parent entity producing publicly available financial statements is Kier Group plc. These
financial statements are available upon request from Companies House, Crown Way, Cardiff and
www kier.co.uk.

The ultimate controlling party is Kier Group plc.

The parent of the largest and smallest group in which these financial statements are consolidated is Kier Group
plc, incorporated in England and Wales.

The address of Kier Group plc is:
Tempsford Hall

Sandy

Bedfordshire

SG19 2BD

Further information regarding Kier Group plc can be obtained from www kier.co.uk
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