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Financial highlights

Operating profit s profit from operations before amortisation of iIntangible assets
and non-recumng items.

Group structure

The Group operates through four divisions and a specialist iInvestrment unit

Construction Affordable Fit Qut Urban Investments

& infrastructure Housing Regeneration

Operating as QCperating Ooerating as Cperating Qperating as

Morgan Snolaif as Lovel Overbury and as Muse Morgan Sndalf

Morgan Lovell Developrnents Inmestrnents
and Communiy
Solutions
Cautionary statement

Thss drectors report has been prepared solely to provide addibonal nforrnation to shareholders to assess the Group s strategres
and the potenbal for those strategpos to succeed.

The directors report contains certa n forward-kooking statements These staternents are made by the d rectors n good faith
based on the information ava lable ta them up to the kme of their approval of this repart and such staternents should be treated
with cauton due to the iInherent uncertainties, iInchud NG both economic and bus.ness faztors, underhying any such forwards
loclang nformation

The directors, in prepanng ths directors report. have compked with s417 of the Comparses Act 2006. They have alsa sought to
comply with the gu cance set out n the Accounting Standards Boand s Reporting Statement. Cperating and Financial Review
This drectors report has been prepared for the Group as a whole and therefore gives greazer emphasis to those rmatters which
are signficant to Morgan Sinda¥ Group ple and its subsidary undertakings when viewed as a whole.
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2010 was a year of strategic progress and
we have improved our capability to deliver
larger and more complex projects, added
resources in strategically important sectors

and streamlined our structure to serve our
customers better’

Paul Smith

John Morgan
Chief Executive

Executive Charrman
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A rcbust performance despite challenging conditions
The Group delivered a robust financial performance in 2010
against the backdrop of continued economic challenges
and reductions In public spending We are reporting a small
dechne in revenue to £2102m (2009 £2.214m) with profit
before tax arnortisation and non-recurming items In line
with last year at £51.3m (2009 £515m) Non-recurnng
iterns of £51m arose from the acquisition and Integration
of two maintenance businesses and the merger of the
Construction and Infrastructure Services divisions offset

by a one-off gain on Urban Regeneration's acquisition of
certan joint venture interests Profit before tax {after
amortisation and non-recurring items) was £407m

(2009 £447m)

Adjusted earnings per share before amortisation of
intangible assets and non-recurmng items was 92 9p
(2009 83 9p) The Board recommends a final dvidend
of 300p giving a total dvidend for the year mamntaned
at 420p (2009 420p)

Our year end cash balance was strong at £149m (2009
£18m) and we achieved, as expected, an increased
average cash balance for the year of E63m (2009 £31m)
The Group s solid financial position, Including cormmitted
banking facilities of E100m availlable until mid-2012, ensures
that we retain the capability to fund opportunities as they
anse.

Significant progress against our strategy in 2010

We continue to pursue the strategic goal of achieving
leading positions in all of our chosen markets 2010 was
a year of strategic progress and we have improved our
capability to deliver larger and more complex projects,
added resources in strategically important sectors and
streambined cur structure to serve our customers better

Integrated capability improved through merger of
Construction and Infrastructure Services divisions

The Construction and Infrastructure Services divisions
merged in 2010 to create a new enlarged division, trading
as Morgan Sindall This has enhanced our capability to
delver integrated construction projects to clients covering
all elernents of design, construction and infrastructure
The merger created operating efficiencies and realised
annualsed cost savings of £6m but, more iImpaortantly,
places the business in a stronger position to deliver

Directors’ report business review 02450
Directors’ report governance 5\72
Consolidated financial statements 734114

Company financial staterments 154127
Shareholder nformation 128

efficiently to the private sector and respond to changing
cdemands frorn the public sector The division achieved an
improved operating margin of 2 2% (2009 2 0%) and
operating profit of £26 9m (2009 £301m) from revenue of
£13bn (2009 £15bn) The perforrmance of the Construction
& Infrastructure dvision is broken down on page 41

Acquisitions transform Affordable Housing capability
Affordable Housing delivered an improved financial
performance in 2010 with marginally increased revenue

of £387m (2009 £374m) and operating profit of £161m
(2009 £14 9m) dermenstrating that the dvision's full
Iifecycle approach to clients” housing needs and the ability
to mux all forms of tenure 15 creating opportunities even

in the most challenging market conditions The division
acquired Powerrninster in June 2010, and this was
complermented by secunng new clients, staff and

assets from Connaught in September 2010 to create

a full-service social housing business covering new build
open market and social housing and planned and response
maintenance The Connaught interests were acquired out
of admirustration and half of the clents approached have
appointed Affordable Housing as maintenance contractor
These acquisitions place Affordable Housing in a stronger
position to secure both response and integrated
rmaintenance opportunities and open up new opportunities
to provide a wider service to Its expanded chent base

Growth in London fit out market in 2010

Fit Out achieved significant growth in revenue durnng

2010 increasing by 43% to £415m (2009 £291m), with
operating profit increasing to £14 8m (2009 £138m)

This performance was dnven by a number of large schemes
in the London office fit out market, primarily in the financial
services sector Very challenging conditions persist in the
commercial fit out and refurbishment markets where
intense competition is creating downward pressure on
tender prices Conseguently the operating margin reduced
to 36% (2009 4 7%) During 2010 the division streamiined
its structure by combiming Vivid Interors and Overbury to
strengthen its operations in the retal, education, hotel and
leisure sectors and thereby simplified the division’s offering
In the market in addition, the strength of the Overbury
brand will help accelerate growth in non-office markets
where there 15 opportunity to increase rmarket share
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Chairman and
Chief Executive’s
Statement continued

‘Overall we are pleased with the
financial performance of the Group
IN 2010 while the enhancements we
have made to the Group during the
year leave us well placed to meet
future challenges and opportunities
presented by the market’

Innovation improves Urban Regeneration development
portfoho

In 2010 Urban Regeneration saw an improvernent in
activity and delivered an improved operating profit of
£20m (2009 £07m) on revenue of £46m (2009 £32m)
This performance is due to the division's flexible approach
and its ability to exploit opportunibies in the developrment
market Anincrease in development management fee
income, improved cpen market residential sales, progress
on a number of forward-sold new developments and land
trading have contributed to this performance Also during
2010 a significant effort has been rmade to enhance the
existing portfolo of development schermes through
restructuring and refinancing to Improve opportunities

in the medium-term

New projects increase the size of the Group’s investment
portfolio

The Investments unit conbinued to generate construction
opportunities for the cperating divisions and also created
long-term value In its portfolio During the year £221m

of construction revenue was generated from contracts
financed by the unit and its partners for the Group s
clients The directors’ valuation of the investrent portfolio
increased durng the year to £53m (2009 £38m), largely
as a result of achteving financial close on the Tayside
Mental Health PFl and the Hull BSF programme

The basts of calculation for this valuation 1s on page 49

Continued stability and financial robustness

The Group continued to mantain tight controt of werking
capital and to drive cost efficiencies Further restructuning
realised annualised cost savings giving £21m of savings in
the year and £52m of accurnulated annualised savings
achieved over the last three years We remain highly flexible
and able to adjust our arganisational structure, either
reducing costs or making investment available in response
to changes Inour markets QOur cash performance improved
with average cash balances for the year of £63m (2009
£3Im) and a year end cash balance of £149m (2009
£118m) This position 1s enhanced by committed banking
facilities of £100m in place through to mid-2012 and a
defined benefit penston deficit of only £2m (2009 £3m)
Advances in the management of our supply chan through
procurement Inibiatives will further s’mprove operating
efficiency, helping to protect our margins and mantain

our competitiveness in the market in the short-term, and
Improving operating marains in the mediurm-terrm when
markets recover

Board changes

As previously announced, Simoen Gulliford joined the Board
on 1 March 2010 and Jon Walden retired from the Board on
6 May 2010 There were no other changes to the Board
dunng 2010
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Improved forward order book

The Group s forward order book at the year end
strengthered by £0 4bn to £36bn (2009 £3.2bn)

The forward order book represents anticipated future
revenue from secured projects and an estimate of

work to be awarded under framework arrangements

In addition, the Urban Regeneration division maintained
its development pipeline at £14bn (2008 £14bn)

Directors’ report business review 02450
Directors’ report governance 51/72
Consolidated financial staterments  734/14
Company financial statements Ns/127
Shareholder information 128

‘Our capabilities in project financing,
combined with the construction and
Iifecycle services offered by our
divisions, place the Group In an
excellent position to secure profitable
opportunities as they arise’

Continued opportunities are created by market changes
The UK construction market 1s expected to weaken over
the next three years and the ndustry 1s now anticipating
the likely impacts of the changes in public spending
following the Comprehensive Spending Review (‘'CSR’)
Although capital expenditure directly from the public
sector will fall n ime with the CSR, the underlying need

for iInfrastructure investment remains in the key sectors

of health, housing energy, transport and education

Our capabilities in project financing, combined with the
construction and lifecycle services offered by our divisions,
place the Group in an excellent position to secure profitable
opportunities as they arise Overall we are pleased with

the financial performance of the Group 1n 2010 while the
enhancements we have made to the Group during the
year leave us well placed to meet future challenges and
opportunities presented by the market

John Morgan Paul Smith
Executive Charman Chief Executive
4 March 201
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The Group’s strategy

1. Rigour:

to exercise rigorous and prudent standards of
operational and financial management and to
relentlessly pursue improvement.

2. Flexibility:

to adapt to meet the needs of its clients
and markets.

3. Innovation:

to innovate by empowering employees to
deliver excellence and achieve the improbable.

4. Sustainability:
to operate safely and sustainably.

5. Quality:

to deliver an exceptional quality construction
service to its construction clients and
regeneration partners.
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The Group’s strategic goal is

to create leading positions in
all of its chosen markets which,
ultimately, will be measured

by the quality of operating
margins achieved.
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1. Rigour

The Group 1s committed to exercising rigorous and prudent
standards of operational and financial management and
relentiessly pursuing improvement by,

managing Its resources and cost base efficiently,
managing working capital effectively;

ensurnng the right balance of financial resources are in
place to fund its activities, and

focusing on the selection and development of long-term
revenue and profit opportunities

The Group monitors progress against this strategy by measuring.

the quality of its operating margin expressed as a percentage
of revenue based on profit from operations before
amortisation of intangible assets and non-recurring items,
average cash balances reported daily throughout the year;
year end cash balances; and

earnings per share as shown on pages 91and 92.
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M74 completion, Glasgow

Construction underway at the final section
of the M74 in Glasgow to create a dual
three-lane stretch of motorway on Scotland's
largest current infrastructure project.

Directors' report business review Q24750
Directors’ report” governance 81472
Consolidated financial staternents  73/Ti4
Cornpany financial staternents Ns4127
Shareholder information 128
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The financial strength of the Group
has increased dunng 2010 by realising
further annualised cost savings

and by securing profitable long-term
projects and frameworks In addition,
the directors’ valuation of the
Investment portfolio has iIncreased
largely through the financial close

of two major PFI/PPP projects

and the Group has broadened its
activities, establishing a full-service
Affordable Housing business by
strengthening its response and
planned maintenance capabilities

It continues to derive benefits from
sales of homes under the shared
equity scheme.

£59m of cost savings realised over three years

The Group's divistons continue to make efficient use of
working capital and are realising cost savings within their
businesses, with £21m of saving realised in 2010 Inthe
last. three years, the Group has realised £59m of annualised
cost savings consisting primarily of headcount reductions,
which have helped to protect the Group's operating profit
rmargins In addition, the Group remains flexible and
continues to adjust cost structures as market conditions
change The overhead percentage has been broadly
rmaintained at 79% (2008 77%) through ongoing
management of the cost base

Long-term schemes continue to be secured

The Group 1s Involved in a number of long-term schemes
and frameworks that will generate revenue Into the future
The Group's forward order book was significantly improved
at 31 Decemiber 2010 at £36bn (2009 £32bn), ncluding
some projects expected to run untid 2020 Dunng 2010

the Group continued to secure profitable long-term
schemes, including the Hull Bulding Schools for the Future
( BSF" framework under which the first two schools valued
at E70m were secured, the £417m five year Lee Tunnel
project in joint venture the appointment to a ten year
£500m framework for EON and injoint venture, the five
year £75m Yorkshire Water framework In the Affordable
Housing division, further long-term schemes included a
£75m three year project for Glasgow City Council and

A1IM Dishforth to Barton

Bndge supports being lifted into place on the 38-kilometre
stretch of the AIM between Dishforth and Barton to upgrade
the dual-camageway to a three-lane motorway

Lovell Respond expands

Lovell Respond, the Affordable Housing division's response
rnaintenance business, has been dramatically enhanced in
2010 by the acquisibon of Powerminster and the maintenance
business from Connaught. This has helped to broaden the
division’s capabilites




Morgan Sindall Group ple Annual report and agesunts 200 ‘I‘I
Cwectors report

appointment to the four year £135m Places for People
framework in Central Scotland During 2010, the Urban
Regeneration division enhanced its existing portfolio

of development schemes through restructunng and
refinancing to iImprove opportunities IN the medium-term
Muse's ten year Doncaster project commenced construction
on the first phase comprising new council offices, despite
the loss of public sector grant support

Investment portfolto grows tn 2010

The directors’ valuation of the Investments unit’s Investment
portfolio, as detaled on page 49 has increased by 39% to
E53m (2009 £38m), which includes committed investrment
In equity and subordinated debit of £12m This was due to
both increased value created from existing schemes and
the achievement of financial close dunng 2010 on the Hull
BSF Programme and Tayside Mentat Health Trust The
Group’s investrment portfolio 1s ancther way to generate
long-term returns as, over time, the asset value 15 expected
to grow and allow profit to be realised from asset sales at
some point In the future

Working capital management

The Group monitors working capital closely, with a particular
emphasts on overdue debt and work in progress as part of
its core financial and commercial disciplines The Group has
established procedures to report actual and forecast cash,
pays close attention to payment terms in contracts and has

Hull Building Schools for the Future

One of the first two schools under construction for the
long-term Hull BSF programme, which will go on to
provide 17 new and refurbished schools in a partnership,
including the Group's Investrnents urut,

business rewew
Directors’ report busingss review 02450
Directors’ report governance S1/72
Consolidated financial staterments  73/114
Company financial statements 154127
Shareholder information 128

reported INcreased average levels of cash in the year
The Group generated operating cash flow of £931m
(2009 £250m)

Shared equity generates cash and long-term asset growth
potential

The shared eguity schemes in use in both the Affordable
Housing and Urban Regeneration divisions continued to
stirmulate open market housing sales during a period when
mortgage financing remained restricted, which helped to
release working capital for reinvestment in other projects
Although open market affordable housing continues to

be challenging some 40% of the divisions’ sales were
acheved using the shared equity schemes This also
creates a valuable asset that has potential for growth

In value as markets recover
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2. Flexibility

The Group encleavours to adapt to meet the needs of its
clients and markets by’

B taking opportunities to acquire resources to Increase
Its scope of operations,

B adapting the structure of the Group In line with
changes in client and market needs, and

B disions working together to deliver to clients,
where appropriate

The Group measures its progress against this strategy
by monitornng the forward order book and its share
of the development pipeline
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Rackspace, Middlesex

New office space created for this leading
technology business under the Fit Out
division’s highly flexible design and build
service which delivered high quality
bespoke accormmodation based on

the cllent’s need

Direciors report husiass review 02450
Drrectors' report governance 51772
Consolidated financial statements 73414
Company financial statements 154127
Shareholder information 128
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2. Flexibility

Network Rail, Marylebone Station

Trans runring normally as work 15 carmed out overhead

to refurbish the roof of this Grade |l hsted station in Central
London using an innovative rolling ternporary roof to keep
the station and buildings in full use

’ Acquisitions significantly enhance social housing division
The GFOUD S strateglc focus on As a direct strategic move to Increase the Affordable

remamning flexible to meet the needs Housing division’s Integrated maintenance capabilities,

Of its current and future markets the Group acquired Gleeson’s respanse and planned
rmantenance business, Powermimster, iIn June 2010 In

continued In 2010 This focus included Septernber 2010, the division acquired a response and

planned maintenance business from the adrministrators
S|gn|f|cant vaUISItion aCtEVlty to of Connaught Partnerships Limited including the nght

enhance the integrated maintenance o collect outstanding Invoiced and uninvoiced debt and

the opportunity to secure contracts from a significant
capabllltles inthe Affordable HOUSII’\Q proportion of the chent base Half of the Connaught

division and to create a full-service clients approached have appointed the division as a
rmaintenance contractor These acquisitions have

Capabi“ty' organlsatlo nal changes significantly transformed the division’s integrated

to create the Construction & rmantenance capabilty, mproved its geographical

Infrastructure adivision and a coverage and its ability to secure mantenance
opportursties In the future The integration of these

streamlining of operations within businesses is largely complete and the division’s

the Flt Out dIVISIOﬂ Progress has greatly enhanced capability has created a full-service

that 1s expected to drive the division s growth over
also been made In further developing  coming years

the role of the Investments unitin The direct result of the division’s flexibility and speed

generating construction opportunities  of action taking on new staff meant that cntical
programmes of social housing maintenance could be

within the GI’OUD rapidly restarted following Connaught Partnerships
Limited entering admimistration This included the
mobiisation of the division s new response maintenance
team to Norwich County Council in just three days from
first discussion with the client
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Airbus, fuel testing facility

A complex Iiftng operation in progress at the creation of the
new fuel testing facility designed to test fuel and fuel systemns
for one of the leaders of the aviabion industry

Doncaster regeneration

Part of the 25-acre regeneration, delivered in partnership with
Doncaster Councl, to create a rmixed use cultural and civic
quarter, which began its first phase of development in 2010

Construction and Infrastructure Services divisions merge
The Construction and Infrastructure Services divisions
merged in 2010 to create a new, enlarged division trading
as Morgan Sindall This enhances the Group's capability

to deliver integrated constructton projects to chents for

all elerents of design, construction, mfrastructure and
maintenance As an example, projects undertaken for BAA
{such as the creation of a combined heat and energy plant
at Heathrow) draw expertise from teams previously within
the separate divisions The merger created operating
efficiencies and annualised cost savings of £6m but, more
importantly, places the division in an excellent position to
deliver efficiently to the private sector and respond te
changing demands from the public sector

Fit Out division streambined

During 2010, the Fit Out division consolidated its structure
and strengthened its presence n the retail, education and
leisure markets by bringing its existing operations in these
rnarkets under the Overbury name This has streamlined
and simplified the division’s operations and enabled it to
offer clients a more integrated service, for example to REBS
and Lloyds Banking Group, who each operate combined
retaill and of fice refurbishment frameworks In addition, the
strength of the Overbury brand name will help accelerate
growth in these non-office markets where there 1s
opportunity to grow market share

Investments unit creating financing options for clients
Methods and cycles of procurement in the public sector
are changing following the Comprehensive Spending
Review (commented on more fully on pages 30 to 31

In direct response, the Investrents unit 15 working closely
with the operating divisions to create innovative financing
options to facilitate publc sector projects Durning the year,
the Group carried out construction work on a number of
schemes faciitated by the Investrnents unit and financed
by its partners, including the social housing regeneration
continuing at Miles Platting in Manchester with the
Affordable Housing division, the Tayside Mental Health

PFI project with the Construction & Infrastructure division
and the first two of the 17 schools to be built or refurbished
under the £400m Hull Bullding Schools for the Future
programme The Group 1s also developing alternative
funding models for the social housing market, Including
asset and land swaps, to offset the reduced level of direct
public sector financing of the sector over the coming years
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3. Innovation

The Group’s strategy to stimulate innovation through
empowering Its people Is delivered by

B employing talented people who are given the resources
to achieve their potential for the Group and its clients,
B encouraging employees to develop and use iInnovative
means of delivering projects, and
P maintaining a decentralised organsation structure to create
an entrepreneurial culture where decisions can be taken locally

The Group determines progress against this strategy
through tracking:

B results of client satisfaction programmes such as Perfect
Delivery (as described in more detall on pages 24 to 27,

B outcomes from employee development programmes, and

B order book as descrnbed more fully on page O5.
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Landrnark West End theatre refurbished
by the Fit Qut division as part of a Perfect
Delvery initiative ensuring a high guality
on tirne completion, enabling the theatre
to continue its scheduled productions
without disruption
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‘l Morgan Sindall Group pk Annual report snd accounts 2010
Drectors report: business reviaw

3. Innovation

The Group offers iInnovative solutions
to its clients for the delivery of their
projects as well as extending and
improving the lifecycle of the bulldings
that It constructs on clients’ behalf
The Group encourages Its employees
to be proactive in their dealings with
clents and 1s committed to training
and developing them to achieve this

Affordable Housing’s fresh ideas help to deliver

clients’ projects

The Affordable Housing division 1s working with Hackney
Councll to achieve its commitment to residents of delivering
high quality and affordable hormes to local people it has
been awarded a contract worth £25m to build two new
sustainable housing schemes for Hackney Council that will
consist of 107 new affordable homes for rent as well as 42
properties for sale The dvision will Invest In the schernes by
constructing 20 homes for council ownership in retumn for
the council enabling the development of the 42 open
market properties on a site overlooking Finsbury Park As
part of the delivery of the schemes the division has agreed
to provide construction apprenticeship opportunities for
local people

On a project for River Clyde Homes in Inverclyde, the
Affordable Housing division was able to assist the client

In reducing costs without affecting the quality of the work
undertaken by finding ways to reuse the 26,000m?3 of
excavated rock from the site both 0 other aspects of the
project and on other local projects

Construction & Infrastructure significantly reduces

the carbon footprint of the M74 project

The team on the M74 completion project in Glasgow
achieved a significant reduction in the project’s carbon
footprint with some Innovative solutions The route of the
project has a legacy of industrial pollution with the existing
ground being contaminated by heavy metals, hydro-
carbons and varous other industnal by-products The
nature of these contarminants meant that the nearest
hcensed larcifill site capable of receving this waste was
alrmost 200 miles away n the Middlesbrough area and the

Merchant Gate, Wakeficld

Developed through its Enghsh Cities Fund partnership
the first phase of Muse's £130m Merchant Gate scheme
in Wakefield was completed in 2010, demonstrating the
divisions capability in working through public private
partnerships.
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Workington Bridge, Cumbria

Following the devastating Curnbrnia floods of Novernber
2009, this shows the award winreng temporary bndge
rejoining Workington which had been divided by the River
Derwent, created i just 72 days using innovative design
and construction techniques

Birmingham City Council, Pershore Road

The first council homes to be bult In over 30 years, completed
under partnership with Birrmingham City Council and the
Homes and Communities Agency, delivered using the latest
construction techrques.

valurme of matenal would have required hundreds of
tipper truck journeys to dispose of it Working in close
collaboration with a specialist subcontractor and with

the approval of the relevant authorities the tearm used a
vanety of chemical and biotech treatments to neutralise
the contaminants and convert the waste into a sutable
engineerng materal for inclusion within the embankrnents
of the new motorway Local soft clay was also moisture
conditioned with Ime to ensure that it was suitable for

civil engineening use, which further reduced the need for
material to be brought into the project from external sources

Improved Customer Expenence dnves the Fit Out division
During 2010, the Fit Out division has further developed

its Customer Experience programme, which encourages
staff to seek recommendations from their clients This
programme, builds on Perfect Delivery by encouraging
constant innovation In delivery to cllents and in its business
processes The programme rewards innovation by staff
with awards and incentives, and shares best practice
through regular site tours, conferences, serminars and

other internal communications The direct result is a steadily
nsing rate of recormmendations by clients and a resulting
mprovernent in operating margins on those projects

Continued investment in traning and development

The Group continues to recognise the Ink between a
constantly developing workforce and iInnovation i sts
businesses As such, mportance continues to be placed
on the ongoing traming and developrment of staff to enable
employees to utilise therr talents for the benefit of clents
Central to the Group's approach is its management
development programme, which focuses on instiling the
values, atbitudes and culture needed to meet clients’ needs
Since its creation 10 2005, 273 managers have graduated
from the programme, greatly improving the depth of
management talent and creating opportunities for internal
succession throughout the Group In addition, the Group
offers its wider workforce a varety of different traning
courses including induction training, toolbox talks,
apprenticeshups and graduate training prograrmmes
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4. Sustainability

In 2010, the Group continued to develop its approach
to sustainability based on the themes of People, Planet,
Profit by

B constantly seeking to iImprove its safety culture,

B measuring and reducing carbon emissions;

B creating and implementing sustainable procurement
strategies; and

B engaging with communities iocal to its construction activities,

The Group measures Its progress by regularly

B measuring and reporting the Accident Incident Rate (AIR),
the industry standard performance indicator,

# reporting near misses and working with its insurers and
suppliers to reduce operating risks,

B monitoring and reporting carbon dioxide emissions,

B monitoring waste diverted from landfill, and

B monitoring the number of apprenticeships and undergraduate
positions offered.

Further sustainability measures are shown on page 50
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A highly sustainable school that provides
the local commurnity with much needed
faclites such as a dedicated community
roorm, IT suite and art facilibes for local
residents to use during the day and after
school hours
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4. Sustainability

Setting a more ambitious approach i sustainability
2010 has been a year for bulding on the Group's
sustainability staterent Defnvenng today for tornorrow,
which was adopted In 2009 The People, Planet, Profit
model has been further developed, by focusing on the
areas of leadership, governance, reporting and
communications

A particular intiative was to raise the profile of the
Group's capability and its approach to sustainability

The Group has communicated more widely its
commitment to sustainability, both internally among
employees and externally to custormers, subcontractors,
suppliers, investors and other stakeholders The Group's
website 15 now being used extensively to delver information
about its approach to sustainability to both internal and
external audiences via dedicated news and case stuches
In December 2010, the Group held a sustainability
conference bringing senior management and project
tearns together to discuss the latest developrments in
sustainability and provided the opportunity to hear
from key custorners

The Group has made significant progress in its
commitment and approach to sustanability over the

last few years and it remains commuitted to continuous
Improvement by integrating its sustanable approaches
more fully iInto its activities Consequently, the Groups
sustainability forum set more ambitious ams and objectives
relating to sustainablity for 20112 This report highlights
some examples of the positive actions undertaken by

the Group In 2010

Safety culture underpins all operations

Providing a safe working environrnent for employees,
subcontractors and suppliers 15 vital to the continued
success of the Group and 1s of paramount importance
to everyone in the Group It 1s currently developing safety
risk profiing as part of the bidding process and an active
health and safety forum continues to share leading edge
best practice across the Group The Group undertakes
investigations to understand the cause of all ncidents
and how procedures can be improved to guard against
future occurrence Training and development play key
roles in establishing safe working practices Near-misses
are investigated thoroughly and lessons learned are
communicated to employees Regular toolbox talks take
place on site and a newly commussioned traning film,
which uses real life examples of best practice, 1s due to
be distrbuted in 2011 The Group has focussed on
improving its health and safety performance throughout
the year and the AIR shows a significant reduction

Group atds local communities

Several recent examples of the Group’s commitrnent

to health and safety, community, training skidls and
education can be found on the Group’s website

www morgansindall com/sustainability In Scotland, the
Affordable Housing division’s £24m River Clyde Homes
development has engaged the focal community at many
levels In addition to keeping residents informed through
regular newsletters and meetings, schoolchildren have been
given site visits to provide an insight INto construction as a
career Work placement opportunities, including several
apprenticeships, have also been created for local people

Equal opportunities for all

Policies on equal opportunity employment are actively
promaoted throughout the Group, helping to attract and
retain the best talent in the ndustry Procedures are in
place to provide far treatrment for anyone with a disability,
especially regarding traning and career developrment

In the event of employees becorming disabled, every effort
Is made to ensure that therr employment with the Group
continues and that appropriate traming is arranged
Investment and resources continue to be provided to
support, train and motivate all emplovees

Employee communication

A key part of employee engagement Is communication
The Group ensures that all significant events, economic
factors and financial updates and the impact of these on
the performance of the Group are communicated to
employees through email alerts and regular newsletters

Group significantly improved carbon data collection

The implementation of the Government's Carbon
Reduction Commitment Energy Efficiency Scheme
(CRC) in 201 will see the Group reporting its energy

use as part of the CRC for the first bme Standards for
measunng and reporting consumpbion were established
by the Group during 2010 It 1s also seeking accreditation
dunng 201 in the Achilles CEMARS scheme, which ensures
that data collection and recording can be independently
verified

As a leader in construction and regeneration, the Group
recognises the important role that it plays in energy
conservation Mcre efficient use of energy both in the way
the business operates its permanent offices and in the
managerent of project sites can help to reduce carbon

Digestor, Afan, Wales

Two 4,250m? tanks deliverad as part of a ten year
framework to upgrade Welsh Water's sewerage systerms,
working In close collaboration with the Environment Agency
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River Clyde Homes, Port Glasgow, Scotland

Following significant rock excavation, the project team
and client were able to reuse excavated rock on nearby
dockside projects, saving the client money and limiting
the environmental impact of transportation and disposal

British Ecological Society Headquarters, London

The Fit Out division transformed a 1950s office building,
descnbed prior to the fit out as a black hole with little natural
hght, into a bright and inspirational workplace with impressive
green standards.

emissions However, the Group’s most important role in
reducing carbon emissions 1 the positive nfluence it can
have in recommending and implementing energy efficient
construction selutions for chents Clents are not only
demanding more sustainable solutions to therr construction
and regeneration challenges, they also frequently seek
guidance on how Innovative design and construction
rmethods can be applied to reduce energy consumption
and minirmise environmental Impact by the cccupiers of
the properties This can have a particularty beneficial
impact when design and buld projects are undertaken

Innovative developments in improving the
ervironmental performance of builldings

As one of the first UK contractors able to achieve Code
for Sustainable Homes Level 6 for a new build housing
project, the Affordable Housing division applied its
expertise to a retro fit project In Wellingborough,
Northamptonshire The objective was to demonstrate
how existing technologies and materials could be used
affordably, to achieve a greater than 60% reduction in
carbon emissions

During the year, Fit Out's design and build spectabst,
Morgan Lovell, became the first organusation in the

UK to gain accreditation for the BS EN 16001 energy
rmanagement system standard This achievement not
only dernonstrates the business’ own commitmnent to
improving energy efficiency, but also its ability to advise
chents on the mplermentation of energy conservation
measures dunng fit out projects

Waste mimimisation continues to be a focus for all divisions
Where appropnate, the Group’s divisions are signatories to
the Waste & Resources Action Programme halving waste
to landfill' commitrment

Leading innovation for a sustainable supply chain

The Group has played an active role In the developrent
of the proposed new BS 8303 standard for sustainable
procurement Sponsorship of the Construction Industry
Research and Information Association project and sharing
of best practice demonstrate the Group's commitment
to iImprove sustainable prachices In the construction
sector Being at the leading edge of current thinking in
procurement will help the Group to further improve its
competitiveness and will also ensure that the Groups
supply chain delivers to a consistently high standard

The Group has In place sustainable procurement

policies, particularly In relation to responsible sourcing

of matenals During 2010, the audited level of directly
procured timber frorm sustanable sources reached 88%
Muse Developments, fogether with its English Cities Fund
partners Legal & General and the Homes and Cormmunities
Agency. has undertaken the landmark St Paul's Square
redevelopment in Liverpool, which involved the application
of a sustamnable procurement plan to the entire
construction, fit out and operation of the £41m third phase
of the project This not only fulfilled Regional Economic
Strategy goals for procurernent of raw materals and
services, it also helped deliver a BRE Environrnental
Assessment Method (BREEAM) Excellent rating
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5. Quality

The Group aims to deliver an exceptional quality service
to its construction clients and regeneration partners by

B working together with its supply chain to obtain maximum
value for clients, and

B delivering projects on time, on budget and 1n accordance
with client requirements.

The Group monitors its success by.

B measuring client satisfaction,
B measuring Perfect Delivery and Service First, and
B drect client feedback programmes.
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Thames Water, Brixton to Honor Oak Tunnel

View into part of the tunnel created for the
Thames Water Ring Main between Bnxton
and Honor Oak in London improving the

resiience of London's mains water system
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5. Quality

Banco Espirito Santo offices, London

Social areas created within the offices of an Intemational
banking client 1n central London that also included a range
of meeting, reception, working and support areas

During 2010, the Group continued
to develop its capability to deliver
exceptional quality construction.
This Included the enhanced capability
In the Construction & Infrastructure
division for technically demanding
projects and the ability to offer
consistent quality in the Affordable
Housing division The Group

also improved its supply chain
management and extended
Perfect Delivery to cover 80%

of the Group’s activities

The Affordable Housing dvision introduced a new
programme of senvice delivery called Service First, based
on four cornerstones, which include delighting the client
and delvering contracts on bime and with no defects This
programme was introduced mn two of the division’s regions
1N 2010 and will be extended across the whole division by
the end of 200

Technically demanding construction capabilities

The combined design and construction capabilibies of the
Construction & Infrastructure division enable it to deliver
highly cormplex projects, in ine with its clients’ needs for a
broader range of capabilitses from a single contractor For
example, the £E417m seven kilornetre long Lee Tunnel In
Stratford, being delivered in goint venture, will improve river
water quality for London by reducing sewage flowing into
the Thames This tunnel will be the deepest In the capital,
around 80 metres below the ground and includes, within
the scope of the project, the Beckton Pumping Station
This station 1s being designed to cater for flows not only
from Abbey Mills but also the Thames Tunnel which will be
constructed at a later stage Also technically challenaing is
the £91m Arbus wing assembly plant in Broughton, where
construction s being carned out i parallel with the aviation
destgn of the components to be made at the plant This
means design and consiruction have to remain highly
flexible and able to respond rapidly to advances in
component design
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Windrush Court, Leeds

The Affordable Housing diviston achieved Level 4 under
the Code for Sustainable Homes with a 44% energy
reduction over current bulding regulations The project
offered apprenticeships and training opportunities for
local young people

Lee Tunnel, London

A worker looking over the site where a substantial project
1s underway to create a seven kilometre tunnel to enhance
Lonclon's flood defences

Breadth of capability improves service and quality

The Group has a breadth of capabilities that can be joined
up as required to meet clients' needs It is increasingly
commen for the divisions to work together For example,
the Affordable Housing division wall undertake a project
with the Urban Regeneration division dunng 201 at
Stockton-on-Tees and 1s also working with the Construction
& Infrastructure division on projects in London and
Birrmingham In addition, the Affordable Housing division

15 able to offer clents a full-service covering new build,
refurbishrment and rmantenance, enhancing quality through
continuity of staff, systems and processes The newly
rmerged Construction & Infrastructure division has
capabilities for design, construction and infrastructure
projects, offering clients a single team approach to highty
complex projects which directly enhances guality through
common approaches and systems

Supply chain excellence

The Group reguires a high level of quality, competitiveness
and sustainability from its prncipal suppliers and
subcontractors to ensure that it can continue to bid projects
competitively and secure long-term revenue. Group
procurement arrangements are put in place to realise
buying gains and to ensure a consistency of performance

The Construction & Infrastructure, Affordable Housing
and Fit Cut divisions operate Innovative supply chain
rmethodologies with its strategic supply chain This
improves the Group's position with critical suppliers and
provides chents with exceptional and cornmitted suppliers
and subcontractors It also fosters close working between
the divisions and therr supply chan to develop new
products and solutions for chents' projects

Petfect Delivery In use across 80% of the Group

The Group's innovation of Perfect Delivery, which began
in the Fit Out division, 15 now In use across a significant
majonity of the Group s operations, namely the Fit Qut
and Construction & Infrastructure dvisions This standard
encompasses measures for final quality, timeliness, defect
free completion, safety performance and chents’ nominated
key prioribies and 1s used to determine quality of delivery
The standard 1s enly awarded to a project by sign off from
both the client and the other professional parties involved
One of the major benefits to the Group of pursuing this
initiative 1s that It drives improvement in marain through
qualty efficiencies and creates good client relationships
The Group's dnive for staff training in Perfect Delivery
through conferences and workshops and the use of
incentive schemes continued in 2010 The application of
Perfect Delivery was broadened during 2010, whilst the
achieverment level was significantly maintained at 83%
(2009 84 %) of gqualifying projects
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Divisions

Construction & Infrastructure

Offers a national service for design, construction and infrastructure
to public and private sector clients

2010
MORGAN
Operating profit £269m S
SINDALL

Employees 4,807

SINDALL

Affordable Housing

A full-service social housing business coverning new
build open market and social housing and planned
and response mamntenance The division operates

a full mixed tenure model to create homes for rent,
shared ownership and sale on the open market

The role of Morgan Sindall Group plcis to
support the divisions In their performance
and to harness the strength of the Group
by driving strategy and culture

2010
Revenue £387m HEEEED
Operating profit £16 1m LOV ELL
Employees 2,204

Resources

Empowered staff that are given the resources to achieve
therr potential for the Group and its clients

Fit Out
Undertakes refurbishment and fit out projects
n the office, education, retall, hotel and leisure
sectors through Overbury as a national fit out
operator and Morgan Lovell as a specialist in the
design and build of offices

Respected supply chain treated farly
B Subcontractors

B Suppliers
B Matenals providers

2010
Revenue £415m %"-‘fsfbﬁy
Operating profit £14 8m
Employees 549 MorganLovetl

inapursng sHics Irantdormatsn

Investments unit

A key resource to the Group is its Investments urit with
the capability to facilitate finance options for clients,
thereby providing construction revenue to the divisions

MORGANPBNSINDALL
4

INVESTMENTS

Operating profit
Employees

Urban Regeneration

Works in partnership with landowners, local authorities
and other partners to progress development opportunities
and maximise the contnbution to urban renewal through
mixed use projects, typically creating commercial, ieisure,
residential and community faciliies

2010 .
£46m o 'o.
g20m IMISe ;.

R )
L]
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Business model

Revenue
Route to market Customers and inve

Private sector

The Group operates across a large number
of pnvate regulated sectors of the market
Examples include.

B Offices. resulting from the Group’s market leadership
in office fit out and its capability for new build

B Energy maintenance and development of electricity

Dwvisions work both alone and and gas infrastructure

together to offer an outstanding
construction service to the Group’s
chents.

This involves working with other critical organisations and
bodies, iIncluding

B Water. maintenance and development of
Infrastructure, Including major flood defence schemes

B Commeraial and industrial such as warehousing,
distribution and assembly facilities

B Technology including design, construction and
fit out of privately funded hi-tech facilities

B Professional consultants
B Transport including aviation, infrastructure and

B Joint venture partners associated buildings
B Funding partners
B Landlords

B Regulatory bodies

B Leisure based on the Group's build and refurbishment
capabilities in theatres, hotels and other facilities

B Strategic authortties

Public¢ sector
The Group undertakes both development
and construction schemes as appointed
contractors and also as development
partners on behalf of central and local
Government Examples include

B Affordable Housing long established reputation for
undertaking new build, refurbishment and maintenance
of social and affordable housing

B Development agencies
B Public sector partners

The divisions remain flexible in ther methods and
structures of working relationships and will regularly
work under different procurement methods, for example

B PFi/PPP

B Framework
B Direct contract
B Joint venture

Bs | hicl B Transportation includes development of major roads, f
pecial purpose vehicie rail Infrastructure and stations, iIncluding tunnelling D Fe

B Competitive tender and bridges pla
¥ Negotiated contract B Energy and waste: design and construction of ope

Innovative waste to energy plants, power and treatment
facilibies for both the public and private sectors

B Education construction and refurbishment of schools,
colleges, universities and student accommodation

B Health: ncluding local services, GP and specialist
treatment facilities and hospitals

B Defence. secure projects for MoD faciities




, operating costs
stment Profit

Profit generated I1s then used within
the Group as follows:
B Retained Morgan Sindall Group plc operates a strong

positive cash position te ensure 1t 1s able to fund the
strategic development of the Group

nue I1s derived from the activities
1e Group mainly from
-onstruction project activities

Sale of commercial developments and residential
house sales

B Acquisiions The Group uses relevant acquisitions as a

B} Maintenance income from long-term mantenance means of growing the divisions In 2010, these included

ntracts in the social housing and utilities sectors
contrac 8 B Powermminster the acquisition of the response and

A\ B Rentalincome from social housing stock planned business from MJ Gleeson Group pl¢

and PFl assets
B Connaught: acquired the social housing maintenance

business through the ability to pursue the novation
of certain contracts, together with iInvoiced and
uninveiced debts

The Group's major categones of operating costs
within the divisions are as follows

B sStaff: Payment of salartes, benefits, ncentives
and employment related taxes

B Supply chain Payment of subcontractors
and suppliers

B Property Rent, rates, service charges and
costs of managing facilites

B Strategic development The Group uses profits
generated to fund significant developments in ks
organisation, for example the merger in 2010 of the
Construction and Infrastructure Services divisions to
create a single division better equipped to meet the
needs of its chients

]
'

The Group alsc invests cash in the following

B Worlana capital to fund its financial assets
(nventonies and trade receivables) particularly
in the Urban Regeneration and Affordable
Housing divisions

Joint ventures equity and loans are provided to

B Shareholder retums: a significant propertion of the
Jnd construction activities of joint ventures

Group's profits are returned to shareholders through

<ed assets. Invested primanly in IT equipment, dividend payments

nt and faclities that are used in support of our
rations and construction activity
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Business model
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The market

The estimated growth of the UK construction market
was 5% in 2010

Following an 1% reduction in the overall size of the UK
construction market n 2009, the volume of activity was
estimated to have recovered slightly In 2010 to reach
£994bn (2009 £94 8bn), an increase of 5%

The Group's strategic goal remains to secure leading
positions inits markets measured by the quality of the
operating margins achieved Although slight, the reduction
in the Group revenue In 2010 indicated a loss of absclute
miarket share The Group has refused to follow a volume
strategy with low cost pricing and has therefore, succeeded
N mantaining its operating margins

Public work underpinned 2010, private work expected to
recover from 2012

Public work expenditure 1s estimated to have reached

A1 4% as a proportion of overall UK construction volume
during 2010 (2009 378%), continuing the trend set over
the last few years of increases In absolute and relative
public sector spend However public sector construction
volurnes are estimated to have peaked in 2010, with a
small fall in absolute and relative levels forecast in 201
and accelerating n 2012 as the effects of the CSR begin
to be felt These reductions are forecast to be offset by

a growing private sector

Given low overall growth, the Group will succeed In what
will be difficult and rapidly changing markets only by being
able to dentify and capitalise on opportunities The Group
will look to achieve this by concentrating on the following

B working in areas where it has real expertise and can
deliver superor quality service to clients,

B cffering a breadth of service so that cllents can deal with
a single point of contact in therr supply chamn, and

B utihsing the Group’s skills to offer and facilitate Innovative

alternative financing to enable chents to continue to
invest n infrastructure
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2009 2010 201 2012
{actual} (eshimated) (forecast) (foracast)
Eon % £bn % Ebn % £en %
New work
Pubke housing 29 31 40 40 33 34 24 25
Private housing 109 115 19 120 119 124 133 139
Infrastructure 93 a8 14 1ns ns 120 124 130
Puble non-residential a9 104 129 130 1o 1ns 86 S0
Private indusinal 31 33 35 35 36 38 39 41
Prnvate commercial 229 242 225 226 221 231 221 232
590 62.2 66.2 66.6 634 66.2 62.7 657
Repars and mamtenance
Pubtic housing 61 64 &0 60 57 59 56 59
Private housing a8 103 98 99 97 101 100 105
Public non-residential 76 80 69 69 65 68 62 65
Private non-residential 123 130 105 106 105 110 1086 114
358 378 332 334 324 338 327 343
Total 948 1000 954 1600 958 1000 954 1000
Pubkc work 358 378 412 414 380 97 352 369
Prvate work 580 622 582 586 578 603 602 631
Total 94.8 100.0 954 100.0 958 1000 954 1000

Examples of the Group’s approach in each of these areas
are as follows

Infrastructure and energy provide opportunities for
growth

The CSR protected critical programmes of investment

in the UK, particularly i transport and power generation
infrastructure Major schermes and future nvestment n

rall and major road projects have been preserved The
need for Investrent in power generation and distribution
infrastructure will create a long-term market for innovative
energy and waste schemes, an area of expertise for the
Group The newly merged Construction & Infrastructure
division s well placed to benefit from this investment, where
recent cost savings and operational economies will enable
it to compete both in its own night and with partners in
joint venture

Falling education spending will impact Construction

& Infrastructure division

Reductions in spend on education bulding programmes
are forecast and the cessation of the BSF programme
has been well publicised Longer termn, the need for
increased capacity In the education sector persists and
local government s Investigating alternative funding
optiens different procurement routes and standardisation
The Investments unit has the skills to be able to develop
options with clients, offering a route for the Construction
& Infrastructure diviston to continue to win work

Market change expected to offset reduction in public
funds for housing

Changes to the way social housing targets are to be met
are lkely to become clearer over the next 12 months as local
authonties, registered social landlords and the construction
industry seek to create new vehicles to address the

sigruficant persisting need for social housing in a funding
environment that has changed considerably Opportunities
will anse as social landlords offer a growing propertion of
new social tenants iIntermediate rental contracts at rent
levels between those avalable In the market and current
social housing rents, Increasing social landlords’ ability to
invest In new schemes Anocther iImportant change is that
local authorities will have decision making responsibility for
grant spending, with the Homes and Communities Agency
moving to an enabling role

Though overall spend on new buld public housing 1s
expected to decline, the Group has identified the reparrs
and maintenance sectors as an area where it can grow
profitably The reason for this 1s that clients are increasingly
demanding a full range of services from a marketplace that
i1s refatrvely fragmented and localised The acquisitions of
Powerrminster Gleeson Services and of the response and
planned maintenance business from Connaught enable
the Affordable Housing division to make a step change

Iin these markets by sianificantly increasing its integrated
rmaintenance capabilities and geographical spread and
estabhshing a full-service capability

Innovative financing options create opportunities

As reported In 2008, the Group anticipated a significant
reduction in public sector spending Alongside the activities
described above, the Construction & Infrastructure and
Affordable Housing divisions are working closely with

the Group's Investments unit to create Innovative project
finance options to help stimulate projects to address

the UK's underlying construction needs for new homes,
schools, Infrastructure and healthcare This also creates

the opportunity for profitable market share growth

Notes to The Markat’ analysis.

Data represented within Lhs market analysis has been sourced from Experan and the
Offrce for National Statstics It provides a ngh level wiew of the overall shape and trend
in the UK rmarket based on outpxt prices that have been nomalised at 2005 levels to
enable ease of comparson.
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Financial review

Additional Information on the Group’s financial
performance can be found elsewhere in the
annual report and accounts as follows

B dvisional trading performance 1s covered in note 1
to the consolidated financial statements on pages
87 and 88,

B cash flow 15 analysed in detail in note 26 to the
consolidated financial statements on page 106,

B this financial review addresses treasury nsks and nsk
management, the broader risks facng the Group are
dealt with under Key Risks on pages 36 to 38, and

B drrectors’ valuation of PPP/PFI investments 1s
included under the Investments urit review on
page 49

Robust 2010 performance

Where stated, operating profit s profit from operations
before amortisation and non-recurrng items

The Group has delivered robust results in challenging market

conditions The Group has continued to shape its divisions either
through nternal merger and restructure or through acquisition,

to better address the markets in which they cperate’

David Mulligan
Finance director




Morgan Sindal Group pic ANnLad report and accounts 2010

Dhrectors report. business evwew

33

Overview

Although 2070 has been another difficult year for the
economy, the Group has delivered robust results in
challenging market conditions. The Group has continued
to shape its divisions esther through internal merger and
restructure or through acquisition, to better address the
markets in which they operate The amended structure
provides a strong platforrm from which to explost
opportunities and to provide future growth when
conditions in the Group s markets improve The Group
continues to address its cost base and this has resulted
m annualised cost savings of £59rm being realised since
the start of 2008 Further action will continue to be taken
as necessary

In the year, the Group has significantly extended 1ts
Affordable Housing offering through the acquisition of
Powerrninster in Juna and, m Septernber, by acquinng from
the administrators of Connaught Partnerships Limited the
Connaught social housing matntenance business through
the abulity to pursue the novation of certamn contracts,
together with invoiced and uninvoiced debts Provisional
goodwill and other intangible assets of £33 9m have ansen
on these two acquisitions and the Group believes that these
transactions will transform the division, which now provides
a unique full affordable housing service coverng planned
maintenance, response mantenance and new buld open
rmarket and social housing

Non-recurnng items

The Group has incurred non-recurring items curing the
year of £39m in acquiring and integrating the Connaught
and Powerminster businesses and £3 2m in merging

its Construction and Infrastructure Services divisions
These costs were offset by a one-off gain of £20m

that arose on Urban Regeneration’s purchase of certan
joint venture interests

Revenue of £2,102m and operating profit of £52.4m
Revenue has fallen by 5% to £2002m (2009 £2.214m),
with the main components being a fall of £263m in
Construction & Infrastructure offset by rises of £124m
in Fit Out and smaller nses in Affordable Housing and
Urban Regeneration Mest of the Increase in revenue in
Affordable Housing 1s attributable to the Powerminster
and Connaught acquisitions

Dreclons reporl DUsINess review
Directors’ report governance
Consolidated financial staternents
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Operating profit has nsen by £19m to £52 4m (2009
£505m), with increases in Fit Out (F10m), Affordable
Housing (£1.2m), Urban Regeneration (£13m) and Group
Activities (E19m) being offset by a decrease of £32m

in Construction & Infrastructure The Investrments unit
Incurred an operating loss of £3 3m (2002 £30m)

The cash position of the Group at year
end was robust at £149m Average
cash during 2010 increased to £63m.

Construction & Infrastructure delivered a stronger operating
margin at 2 2% (2009 2 0%) The operating margn in Fit
Out has fallen to 36% (2009 4 7%), due to continued tough
market conditions and, at Affordable Housing it mproved
to 42% (2009 40%)

Net finance expense of £1.1m

The net finance expense of £17m compares with net finance
incorme of £10m in 2009 This change 1s due to £17m of
cther finance charges being recogrised in the net finance
expense in 2010 Lower interest rates on what have been
higher average cash balances, have also contnbuted to the
impact on net finance cost

Overall, profit before tax, amortisation and non-recurring
iterns s in ne with the previous year at £513m (2009
£515m) Amortisation in the year was £5 5m (2009 £68m)

Tax

The Group's tax charge of £109m (2002 £118m) represents
an effective tax rate of 26 8% (2009 26 4%) The effective
tax rate 1s lower than the standard rate of corporation tax
largely due to prior year adjustraents of £0 9m (2009
£12m) The Group continues to discuss with HMRC the
corporation tax treatment of the far value adjustrments
which arose following the 2007 acguisition of certain
businesses and assets from Amec As a result of these
discussions, the Group reduced the payments of
corporation tax which it would otherwise have made to
HMRC dunng 2010 by £39m In 2008, the Group reduced
Its corporation tax payments by £92m and received
repayments frorm HMRC of £9.5m No benefit has been
recognised N the tax charge In the iIncome statement in
respect of this matter, as discussions are still progressing
and the eventual ocutcome 15 unclear
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Financial review
continued

Eamings per share

Adjusted basic earnings per share before amortisation and
non-recurring items have fallen by 1% from 93 Sp to 92 Sp.
reflecting the slight fall in adjusted profit before tax and the
shght Increase In the effective tax rate Basic earmings per
share have fallen by 9% from 779p to 705p

The Group has £100m of
committed facilities avallable
through to mid-2012.

Dividend

The Board recommends a final dividend of 300p
payable on 16 May 201 to shareholders on the register at
the close of business on 26 April 2011 This will give a total
dividend for the year maintained at 42 0p (2009 420p)
This 1s covered by adjusted earnings per share 22 times
(2009 2.2 tmes) The Group's long-terrn policy remains
cne of increasing the dividend broadly in line with

the growth in earnings, aiming to cover the dividend

by eamings between two-and-a-half and three times
Although in the short-term the cover has remaned at

2.2 times, the Board 1s comfortable with this as the dividend
15 covered by operating cash flows The Group will seek
to re-establish the longer-term level of cover as and
when profits increase

Contimuing balance sheet strength

Total equity increased to £2217m (2009 £20932m)
The number of shares In issue at 31 December 2010
was 432m (2009 432m) The small increase of
28,000 shares was due to the exercise of options
undler employee share option schemes

Group has substanhal year end cash balances

The cash position of the Group at the year end was
rcbust at £149m (2009 £18m) Average cash durning
2010 increased to £63m (2009 £31m)

The net cash inflow from operating activities was £931m
(2008 £250m) This s pnmarily the result of the working
capital improverment of £53 7m (2008 worsening of
£313m) Additionally, the Group has £13 9m (20092 £90m)
of shared equity recenvables relating to open market sales
in the Affordable Housing and Urban Regeneration
divisions There were net payments of £352m to acquire
subsidiaries and other bustesses (2009 £11m), capital
expenditure was £31m (2002 £75m) and payments to
increase Interests in jont ventures were £4.3m (2009
£4.2m), all of which reflect cngoing Investment in the
business Cash dvidends of £08m (2009 £22m) were
receved from joint ventures After tax payments, dividends
and servicing of finance, the net increase In cash and cash
equivalents was E309m (2009 £26m decrease) Itis
anticipated that these cash resources will be available for
the development of the Group's businesses, either to fund
acquisitions or invest In working capital as required

Banking facilities of £100m committed until 2012

The Group has £100m of committed facilities avallable
through to mid-2012 The banking faciities are subject
to financial covenants, all of which have been met during
the year These committed facibties supplernent the cash
balances in providing financial security to the Group

Consistent approach to treasury nsk management

The Group has clear treasury policies which set out
approved counterparties and determine the maximum
period of borrowings and deposits Deposits are restrncted
to penods of no longer than three months The Group

has very imited exposure to foreign exchange nsk because
Its operations are based almost entirely in the UK, non-UK
supphers are used only occasionally
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Although the Group does not use derivatives, some of its
jont venture businesses use interest rate swaps to hedge
floating interest rate exposures and Retall Prices Index
swaps to hedge inflation exposure The Group considers
that its exposure to interest rate and inflation moverments
1s appropriately managed Further information on the
Group's use of financial Instruments is explained in the
consolidated financial staterments

Going concermn

The Group's business activities, together with the factors
likely to affect its future development, performance and
position, are set out in this business review The financial
position of the Group its cash flows, lguidity position and
borrowing facilibes are also described above In addition,
note 29 to the consolidated financial statements includes
the Group's objectives, policies and processes for managing
Its capital, its financial nsk management objectves, details
of its financial instrurments and hedging activities, and its
exposure to credit nsk and Iquidity rsk The Board aims to
mantain a strong capital base so as to maintain mvestor,
creditor and market confidence and to sustain the future
development of the Group and achieve a suitable balance
between higher returns that may be possible through
borrowing and the stability afforded by a sound capital
position There were no changes in the Group’s approach
to capital management during the year and the Group

15 not subject to any capital requirernents imposed by
regulatory authorities

As at 31 December 2010, the Group had cash of Ei49m
and cormmitted banking facilities of £100m extending
until mud-2012

Directors report: bhusness reviow
Directors’ report” governance

Company financial statements
Shareholder information

Consolidated financial statements  73/T4

The Group's forecasts and projections, taking account of
reasonably possible changes in trading performance, show
that the Group should be able to operate within the level
of its current banking faclities

The directors have a reasonable expectation that the
Company and the Group have adequate resources to
continue in operational existence for the foreseeable
future. Thus, they continue to adopt the going concern
basis in preparing the annual financial statements
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Key risks

The Group's achievement of its goal
and strategies I1s subject to a number
of key nsks Risk management
processes are designed to continually
assess, [dentify, understand the key
risks and challenge the effectiveness
of mitigating actions The Board
considers that the most significant
risks and the main mitigating

actions are

Market and econotmic environment

The market sectors in which the Group operates are
affected to varying degrees by general macroeconomic
conditions and changes in Government spending
pronties The Group is particularty focused at present
on managing the impact of the challenging economic
conditions and continuing to invest for the long-temmn

to be prepared for opporturuties when they anse

Risks

B Shortage of opportunities caused by macroeconomic
factors

B Changes in Government spending

B Relance on key customers and sectors and increased
competition

B Projects consuming excessive capital infubit growth
B Inability to manage overheads during downturn

B More onerous financia! secunty such as bonding
and other financial guarantees required in the
current market in order to qualify for work

Impacts

B Loss of reverue

B Profit effect magnified if overheads not managed
appropnately

B Increased competition leads to falling margin on work

B Reduced pipeline of work

B Excessive consumption of cash leads to inability
to carry out work

Mitigation

B Investigation and proposal to clients of new methods
of project finance provided by the Group and its
partners

B Delegated authonties in place throughout the Group
require approval of tenders at appropniate levels

B Refusal to compete solely on pnice Perfect Delivery
quality programme seeks to differentiate the Group's
offenng on service and qualty

B Adequacy of cash resources and facilities available

B Bonding Ines and insurance programme are kept
under constant review

B Sector spread and diversification offer some
protection agatnst decline in indmdual sectors

§ Regular feedback from clients and others used
to taillor the Group’s offernng

# Regular monitoring and reporting of financial
performance, work won, prospects and pipeline
of opportunities

B Regular review of resource levels against anticipated
workload

B Scale gives some protection by enabling us to compete
and work in areas with higher barmers to entry
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Regulatory environment

The Group operates wathin a constantly changing
regulatory environment governed by legislation and
industry specific regulation Norn-compliance with
legislation or regulations can damage the Group's
reputation, market standing and ability to secure
new business and may lead to financial penalties

Health, safety and environmental risks

The Group's health and safety and environmental
performance affect employees, subcontractors
and the public and, in turn, can affect its reputation
and commercial performance

Risks
B Regulatory or legislative breach, falure to understand
regulatory environment

B Failure of employees and subcontractors to comply
with legislation

Impacts
B Loss of reputation and market share

B Cost of investigation, fines and prosecution

Mitigation
B Regular communication of relevant regulation,
including changes and amendments

B Key regulatory nsks dealt with in Group policies
and induction processes

B Regular training and updates for those with
responsibility for ensuring compliance

B Regular reporting of significant measures relevant
to regulation

B Systems of management to dentify nsks and
controls, audits and reviews to ensure that controls
are operating effectively

B Penodic reviews by external professionals and
involvernent of external experts in training where
necessary

B Raising concerns and ethical policies and procedures
in place

Risks
B Environmental or safety incidents caused by the Group's
activites

Impacts

B Harm to individuals and communibies
B Loss of reputation

B Loss of market share

B Fines and prosecution

Mitigation
B Key executives with specific responsibility for HSE
are identified in each division and on the Board

B Health and safety and enviroenmental policy frameworks are
communicated and senior managers appointed in each division

B well established safety systems, site visits, monitonng and
reporting (ncluding near miss and potential hazard reporting)
in place

B Investigation and root cause analysis of accidents and
near misses

B Regular health and safety and environmental trairing
and updates including behavioura! training

B Certification of workforce under Construction Skills
Certification Scheme
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Key risks
continued

Developing talent

The ability of the Group to secure and deliver projects
successfully to clients, grow in profitability and develop
strong, sustamed financial performance rehes on the
quality of its employees Itis cntical that talented
individuals are attracted, developed and retained

Acquisttions

The Group regulany identifies and evaluates potential
acquisitons and it 1s important that acquisitions deliver
the planned benefits

Risks
B Failure to attract talented individuals to the Group

B ‘nadequate successton planning
B Failure to retain talented individuals

B Talented pecple see better cpportunities for
reward and satisfaction i other industnes or
with competitors

Impacts
B Guality of service and of project delivery falls

B The Group fails to develop the people necessary
to provide future growth

Mitigation

B Senior executives focused on creating a dynamic
working environment based on shared charactenstics
and core values driven by the Board

B Management development programmes in place
alongside formal indvidual appraisal and
development processes

B Regular review of remuneration levels and
competitive bonus structure

B Long-term incentivisation through Save As You
Eam and share option schemes

B Succession and staff development considered in
annual and longer-term business planning cycles

Risks

B Group fails to deliver benefits sought at time of
the acquisition, through 15sues with due dihgence,
strategic assessment, alignment of cultures or
other reasons

B Unknown liabilities are uncovered subsequent
to complehion

Impacts
B Loss of profitability and reputation

B Excessive resources required to be directed
towards the acquisition

Mitigation
B All acquisitions approved at Board level

B Commeraal and financial due diligence led by
senior teams, with clear roles and responsibilities

B Post acquisthion integration plans prepared and
monitored

B KPIs established and monitored post acquisition
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Contractual nsks

The Group undertakes several hundred contracts
each year and it 1s Important that contractual terms
reflect nsks ansing from the nature and complexity
of the works and the duration of the contract.

Counterparty and liquidity nsks

The terms on which the Group trades with
counterparbes affect its hiquidity Without sufficient
hquidity, the Group's ability to meet its hiabihities as they
fall due would be compromised, which could ultimately
lead to its falure to continue as a going concern Further
disclosure on hquidity nsks and liquidity nisk management
15 contained 1n the consolidated financial statements on
pages M to 114

Risks
B Acceptance of work outside core competences

B Acceptance of unprofitable work

B Poor project management leading to delays
and cost overruns

B Inabilty to agree valuation of additional work
and vanations

B Significant levels of volatility i input pnces for
key matenals

Impacts
B Loss of reputation

B Excessive resources and attention devoted
to poorly performing projects

B Loss of profitability on contracts or streams
of work

Mitigation
B System of delegated authonties governs tenders
and the acceptance of work

B Work camned out under standard terms wherever
possible

B well established systerms of measunng and reporting
project progress and estimated outturms

B Strategnc trading arrangements i place with key
supphers

B For very significant purchases on large projects,
forward orders can be placed on a longer timescale

B Collation and review of chent feedback
B Lessons leamed exercises carmed out on projects

B Use of accredited subcontractors with established
relationships wherever possible

# Staff incentivised on basis of contract performance
B Cross regional peer reviews

Risks
B Insolvency of key client, subcontractor or suppler

B inadequate hicuichty

Impacts
B Sgnificant financial loss due to bad debt

B Cost of replacing supplier
B Reputational impact

B Group cannot continue In business or cannot grow
as desired, due to lack of funds

Mitigation

B Work only carned cut for financially sound clients,
established through credit checks

B Specific commeraal terms, Including payment terms,
with escrow accounts used as appropriate

B Seek and secure financial secunity where appropriate
B Work with approved suppliers wherever possible

B Contracts with clients, subcontractors or suppliers
only entered into after review at appropnate level
of delegated authonty

B work carned out under standard terms of contract
as far as possible

B Regular monutonng of cash levels and forecasting
of cash balances

# Regular stress testing of longer-term cash forecasts

# Regular assessment of the level of banking factlities
availlable to the Group
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Construction &
Infrastructure

NIBSC Research Facility

External view of the highly sophisticated
Nabonal Institute for Biological Standards
Research Facility designed and built by
Morgan Sindall, containing a laboratory
and controlled emvircnments
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The division Revenue for the year reduced by 17% due to a slowdown
The Group s Construction & Infrastructure division in the infrastructure market caused by the timing of some
was created during 2010 by the merger of the existing major projects compounded by the completion of some
Construction division with the Infrastructure Services long-term frameworks in the utilities sector The operating
division, it also includes the design activities of Morgan profit margin has increased to 22% (2009 20%) dueto a
Sindall Professional Services combination of realised cost savings and improving margin
performance underpnned by the division’s Improving
The new division offers a national integrated service operational performance
for design, construction and infrastructure to public and
private sector chents The division's operating profit of £26 9m (2009 £301mM)
represents a robust perforrmance given the competitive
Margin improvement underpins financial performance pressures in the market and the change in priorities
brought about by the CSR

Key projects and frameworks secured in 2010

The Construction & Infrastructure division continued to
perform well, in secunng a number of high quality projects
and frameworks dunng 2010 Significant projects ncluded
the five year Lee Tunnel for Thames Water a £417m joint
venture project N which the division has a 50% share, the
successful appointment, In joint venture, to the Highways
Agency's four year £2bn motarways framework and the
£400m Hull Bullding Schools for the Future programme

In addition, the division has been appointed, in joint venture,
to the five year £75m Yorkshire Water frammework and a ten
year £500m framework for EON in central England

Cautious construction outlook with opportunities In
nfrastructure

We remain cautious about the outlock in the short-term
due to the sharp reduction in public sector capital spending
and the anticipated modest recovery of the commercial
sector Opportunities rermam in the infrastructure market
due to the planned investment in power generation and
utilties infrastructure

The forward order book for Construction & Infrastructure
has increased by £04bn to £20bn (2009 £16bn) This level
of secured workload provides underlying stability for the
dvision whilst its extended capabilittes ensures that it
remains In a strong position to secure further high quality,
technically demanding projects In addition the division 1s
working with both Urban Regeneration, on the Wakefield
and Doncaster regeneration schermes, and the Investiments
unit to create innovative financing options to enable
projects to progress

2010 has been a year of change as we have adapted our operating
structure to better align us to growing sectors of the construction
market. Our extended capabilibes, trading under the Morgan Sindall
name, enable us to better serve our current clients and importantly
to offer a service that meets the needs of our future markets. Growth
opportunities will come from both the private and regulated sectors
and through new procurement styles likely to evolve in the
public sector’

Graham Shennan
Managing Director, Construction & Infrastructure
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Affordable Housing

Canalside, Blackburn

Design and build scherme that created new
affordable housing at a canal-side site in
Blackburn, next to the former Infirmary
hospital The project was delvered in close
collaboration with the local comrmunity,
employing local labour and achieved a
Code 3 for sustainable homes
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The division

The Groups Affordable Housing division operates under
the Lovell name providing a full-service capability to
develop, construct refurbish and maintain affordable
housing The division operates a full mixed tenure model
to create homes for rent, shared ownership and sale

on the open market

Improved financial performance from expanded
capabilties

Although it has been another tough year for open market
housing due 1o the lack of available mortgage finance, the
impact of new acquisitions has enabled Affordable Housing
to ncrease revenue N 2010 to £387m (2009 £374m)

Q2450
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The operating profit margin has been improved to 4.2%
(2009 40%) and operating profit was £161m {2009

£14 9m) This increase in revenue and profit was largely
driven by the growth in the division’s response and planned
rmaintenance capability

Full service provision created by extending response
maintenance capability

The Affordable Housing division has extended its client
base during 2010 and continued to secure key schemes
across all work streams in the afferdable housing market
As a direct result of the Powerminster and Connaught
acquisitions the division has been able to secure new
long-terrm contracts with 45 local authonties and housing
assocliations The acquisitions have transforrned Affordable
Housing and helped it to becorne a full-service provider of
affordable housing covering open market and new build
social housing, planned and response maintenance

They have also reinforced the division’s national coverage
as well as extenthing its geographic coverage in the south
and south-west of England

In addition to the acquisiticn, key new project wins in 2010
Iincluded a three year, £75m redevelopment frarmework

for Glasgow City Council, a £45m new build social housing
contract to create 545 new hornes for West Lothian Council
and a position on the £135m four year framework to deliver
1,500 new homes In central Scotland for Places for People
The dvision also secured three schemes for Southampton
City Council to build energy efficent homes worth over
£30m Ancther notable contract secured was its first
project under the Homes and Communities Agency's
Delvery Partner Panel at Longfield Drive, Bradford (£6m)

Innovative approaches to address changes i funding
model

The value of the division's forward order book at the start
of 20N was improved at £15bn (2009 £13bn) The division
has largely completed the integration of Powerminster and
Connaught and expects further expansion of its activities
N 201 as it seeks to build on these broader capabilities
and exploit both response and integrated maintenance
opportunities In addition, the division Is pursuing cross-
subsidy mixed tenure projects as well as other innovative
financing options with the Irvestrments unit to address

the changes in the UK social housing model announced
inthe CSR

and beyond’

Stewart Davenport
Managing Director, Affordable Housing

This has been a year of considerable change for the Affordable
Housing division, underiined by a robust financial performance
Qur capability to work with our clients through the entirety of their
housing property cycle grves an exciting proposition to the market.
Added to this, the transformation of our integrated maintenance
capabilities through the two acquisitions in the year leaves us in

a good positron for further expansion of our activities in 2011
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Fit Out

Bank of China, London

A large scale fit out to create a London
headquarters bulding for one of China's tig
four’ banks The accommeodation included
recepbon, meebing and worlking areas and
supporting social spaces Thists one of a
seres of international banking projects
carned out by the division dunng 2010
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The division

The Group's Fit Out division undertakes refurbishment
and fit out projects in the office, education, retall, hotel
and leisure sectors Following a reorganisation in 2010,
this 1s now delivered through Overbury as a national fit
out operator and Morgan Lovell as a specialist in the
design and build of offices

Market recovery dnives significant revenue growth
and improved operating profit

Directors’ report business review
Directors’ report governance

Company financial statements
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The Improvement in the commercial fit out market led to
Fit Out’s revenue increasing significantly by 43% to £415m
(2009 £291m) This growth was due in the most part to

a higher volurme of large projects in the Central London
market driven by financial services clients taking advantage
of large pnme floorplates being availlable Operating profit
was £14 8m (2009 £138m) driven by revenue growth,
tight control of overheads, continuing focus on profitable
opportunities and close collaboration with the supply chain
to realise efficiencies The operating profit margin reduced
to 36% (2009 47%) due primanly to continued price
competition in the market

Key projects secured across a broad spread of sectors

Fit Out continued te pursue and secure high quality fit

out and refurbishment projects dunng 2010 Key contracts
secured for the diviston Included the delivery of a medta
learning campus for the University of Salford, refurbished
offices in Glasgow for Hewlett Packard and for Microsoft
In Reading In London, sigruficant contracts included the
refurbishrent of the Shell office headquarters building on
the South Bank, the fit out of new cffices for Macquarie
Bark, the Bank of China and the Bank of Tokyo, and new
trading facilities at Barclays Capital In addition the division
secured projects under long-term frameworks for RBS and
tloyds Banking Group In the education and leisure sectors,
key projects included the refurbishment of the London
Palladium and Thompson's Hotel in Belgravia as well as
education sector projects for the University of London

and Londoen Metropolitan Uriversity

Outlock

The division’s forward order book 1s at a similar level to the
start of 2010 at £180m (2009 £171m) Both the London and
regional office markets are expected to rernan competitive
and tighten in 20T In London, the lack of major property
developrnents completing m 20T will mean the fit cut
market 1s expected to tighten in the short-term

become available’

Steve Elliott
Managing Director, Fit Out

2010 was a year of strong growth in revenue as Overbury was able

to secure a high percentage of larger, London office fit out projects,

a consequence of eccupiers chasing imited grade A space Tough
competition persists in both the London and regional office markets.
However, our reorgarusation, combined with our dnve for Perfect Delivery
and the best customer expenence, will continue to differenhate us in our
markets and enable us to secure high quality opportunities as they
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Urban Regeneration

Chatham Place, Reading

A major mixed use urban regeneration
scherme comprsing social and private
housing, retall, offices and lessure amenities,
the final housing phase of which was
released to market dunng 2010 and all
units were sold
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The division

The Group s Urban Regeneration division works in
partnership with landowners, local authorities and investors
to progress development opportunities and maximise the
contrnbution to urban renewal through mixed use projects,
typically creating commercial, leisure, residential and
community facilities

Modest improvement in the market drives recovery
In operating profit
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Urban Regeneration saw a modest improvement in
market conditions, which helped it to deliver revenue of
£46m (2009 £32m) This growth was delivered through
strong sales of open market residential units, 2an increase
In development management fee income from
regeneration projects, progress on a number of forward-
sold new developments and land trading opportunities
The increased activity led to a recovery in operating profit
to £20m (2009 £07m) Also as part of its strategy to
enhance its portfolio, the dvision was successfiul durng
the year in buying out its joint venture partners on three
schemes which generated a one-off gain of £20min
addition to the division's operating profit of £20m

Pregress made on major regeneration schemes

The diviston continued with its strategy of targeting

and developing high quality regeneration opportunities
During the year, it commenced construction of two
new major regeneration projects, at Doncaster, a
£300m town centre redevelopment where the first
phase comprises 185,000 sq ft of new councill offices
and at Canning Town where the first phase will delver
27 residential apartrnents in a 21 storey tower It also
brought forward the latest phase of its developrnent

at Eurocentral Business Park in Lanarkshire with the
construction of two new energy efficient distnbution
units totalling 150,000 sq ft At Wakefield, following the
completion of the first phase of apartrnents, offices and
retall, construction has begun on the new council offices
2010 also saw the release and subsequent sale of the
final 54 residential units at Chatharm Place, Reading

Focus on development of existing portfolio

The division's share of its development pipeline, its best
measure of forward activity, remains at £14bn This 1s due
to the division concentrating Its resources on continuing
to develop its existing portfolio whilst there have been
few quality development opportunities i the market
during 2010 Thus portfolio s now N an enhanced position
and, through the restructuring of deals, the division 1s
well placed to act on opportunities as they present
themselves in the medium-term

the Group 1s creating new cpporturuties for us.’

Matt Crompton and Nigel Franklin
Joint Managing Directors, Urban Regeneration

'‘Our innovative development of existing schemes and acquisibon of
partners' shareholdings in a number of our joint venture comparues
has enhanced cur portfolio iIn 2010 Strong residential sales in the first
half of the year, increased fee iIncome and opportunistic land trading
have underpinned our financial performance Good progress also
continues to be made with our two national strategic partnerships,
ECf and ISIS Waterside Regeneration. Closer joint working within
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Investments

Wigan Life Centre, facihtated through

Morgan Sindall's Investments unit, under
construcbon in 2010, will be completed
in 201 creating a state-of-the-art leisure
health, learming and information complex
and revitalise the town's civic heart.
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The unit

The Investments unit facilitates project finance for a range
of construction regeneration and infrastructure projects
The urit furctions as a facilitator for projects that involve
other Group divisions as a delivery partner in order to
secure construction revenue as well as iInvestrent returmns

Further growth in portfolio’s value to £53m

2010 review

The directors’ valuation of the Investment portfolio
increased significantly during 2010 to £53m (2009 £38m)
This 1s due to both increased value created from existing
schemes and the achievernent of financial close dunng
2010 on the Hull BSF Programme and Tayside Mental
Health PFIl Project Revenue was £4m (2009 £3m) and
the operating loss was £3 3m (2009 £30m) This reflects
the significant upfront costs of creating and securing
project opportunities
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The role of Investments is likely to become increasingly
important as changes to procurement methods and
recluctions in public sector spend through traditional routes
affect the market Its ability to develop alternative financing
options can help the public sector achieve its undertying
construction needs, particularly in health, education,
infrastructure and housing The structure and expertise of
Investrnents places the Group In an excellent position to
create opportunities for construction-related projects and
reinvigorate schemes in an uncertain funding environment

Directors’ valuation of investment portfolio

Equity and
sub-debt Valuation
£m £m
Invested 145 41
Committed 120 12
265 53

At 31 December 2010, the Group had total equity and
subordinated debt, mvested and committed, in its portfolio
of PPP/PFI concessions of £26 5m (2009 £192m) Of this
total £14 5m had been invested and £120m 1s committed
to be invested over the next three years

At 31 December 2010, the directors’ valuation of the
PPP/PFI concession portfolio prior to the application of
Group tax, 1s £53m (2009 £38m) The valuation 1s derived
from the Group's latest detalled financial models discounted
using rates appropriate to the particular scherne’s nature
and stage of developrment These vary from 70% to 90%
(post tax) Cormmitted, but not currently iInvested,
subordinated debt 15 added to this discounted cash flow
value to give the directors’ valuation Investrment properties
are valued on a traditional basis using property yielas that
reflect the nature of the leases and stability of the tenants

The valuation of this portfolio 1s based on discounting
expected future cash flows but does not Include potentizl
refinancing gains or projects at preferred bidder stage or
profit made by Investments from providing services or
profit made by other parts of the Group that perform the
construction, maintenance or facilities management work

Emie Battey
Managing Director, Investments unit

“Whilst 20710 has been a year of uncertainty for many public sector
schemes the Investments urit has been able to continue to grow

its portfolio and improve its offer to clients following the change of
Government. There 1s now an appetite In the market for innovative and
flexible financing options to help tackle the country’s continuing need for
new hormes, schools, health faciities and improvements in infrastructure
We are ideally placed to be able to stimulate activity in the market and
facilitate construction opportunities for the Group's divisions.’
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Key performance indicators table

KPis 2010 2009 2008

Financial Revenue Em 2,102 2,214 2,548
Profit before tax, amerbisation and non-recurnng items Em 513 515 714
Profit before tax Em 407 447 6232
Adjusted EPS perce 929 939 1278
Basic EPS pence 705 779 1063
Total dwvidend pence 420 420 420
Operating margin % 24 23 28
Average cash in bank £m 63 Kal 77
Year end cash balance Em 149 118 120
Committed banking faciities £ 100 100 75
Forward order book £bn 36 32 37
Share of development pipeline Ebn 14 14 13

Non-financial Pecple
Fatahbes na 0 0 1
Major incidents ne 32 45 79
Over three day incidents no 50 68 94
Total of all reportable ncidents nc 82 113 173
Accident incident rate® 429 518 719
Average nurmber of employees na. 7.662 7977 8,585
Average absence due to sickness days no 30 20 45
Proportion of women employed % 13 16 15
Propertion of ethnic minonties employed % 15 7 6
Average training days per employvee no 20 50 50
Apprentices at different stages of development no 196 138 188
Undergraduates on years out or being sponsored no 65 94 110
Graduates recruited dunng the year no 102 50 37
Planet
Total waste diverted from landfill tonnes 1483518 1,411,358 938 090
Total waste produced tonnes 1,699,569 1,701,214 1,400,262
Total waste diverted from lanafill 3 87 83 &7
Percentage of directly purchased timber from

FSC/PEFC certified sources % a8 a8 77

Electricity used in permanent buikdingst® W 8,686,252 4,537,548 N/R
Gas used 1n permanent buildings KWh 1,986,000 1442676 N/R
CO, equivalent emissions for Group vehicle fleet tonnes 28,184 27.466 N/R
Profit
Perfect Delivery scores % 83 84 84

M The acaident incident rate 15 per 100 000 persons employed and 1s calculated as

Number of reported incidents
Axverage number of people employed

X 100000

@ punng 2010 the Group has reviewed and improved its reporting of data for carbon equivalent emissions.
The 2010 figure reflects the increased number of permanent buldings for which the Group has collected

data from 29 to 41
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governance
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Board of directors

John Morgan
Executive chairman

John 15 the executive charman, taking overall responsibility

for the Group’s strategy and ensuring that the Board functions
effectively He co-founded Morgan Lovell in 1977 which then
reversed Into Willam Sindall plc in 1994 to form Morgan Sindall
Group plc He was chief executive from 1994 to 2000 and has
been executive chairman since 2000

Paul Smith
Chief executive

Paul 15 the Group's chief executive and takes responsibility for developing
and mplermenting the Group’s strategy and for managing the business
Apponted chief executive In March 2003, his previous positions include
rmanaging director of Accord ple, managing director of Cleanaway
Limited and manager at McKinsey & Co Inc

David Mulligan
Finance director

David, as the Group's finance director, has Board responsibility for

the Group's financing, financial reporting and information systems
Appointed finance director in April 2004 having been with the Group
in finance roles snce 1997, he had previously worked at Smiths Group
plc and Ermst & Young where he qualified as a chartered accountant

Paul Whitmore
Commercial director

Paul, as commercial director, 1s the Group's senior executive for
commercial operations In addition, he has Board responsibility for
health, safety and sustainability Appointed a director in Apri 2000,
he 15 a chartered surveyor and had previousiy held the position of
chief executive of Laing Construction ple during hus 27 years with
John Laing plc
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Adrnan Martin
Senior ndependent non-executive director
Appointed Decermber 2008

Adrian assumed the role of senior independent director in May 2010

after two years with the Group His career includes 30 years with BDO
Stoy Hayward, the last eight as managing partner, before becorming chief
executive and then consultant at Reynelds Porter Chamberlain LLP until
2008 Adnan brings experience from a number of other non-executive
directorships, including H R Owen plc, M&C Saatchi plc and Safestore
Holdings plc

Gill Barr
Independent nor-executive director
Appointed September 2004

Gill s currently group marketing director of Co-operative Group Limited
Gill's previous positions include senior roles at MasterCard UK, John Lewis
ple, Wookworth plc, Kingfisher plc and KPMG plc

Geraldine Gallacher
Independent non-executive director
Appointed August 2007

Geraldine 1s currently managing director of The Executive Coaching
Consultancy Previously, she was head of group management
development for The Burton Group plc (now Arcadia plc) and with
the Ford Motor Company

Patnck De Smedt
Independent non-executive director
Appointed December 2009

Patrick’s career includes 23 years with Micresoft, culminating as charrman
for Europe, Middle East and Africa from 2003 Since leaving Microsoft in
2006, he has served on the boards of a number of European public and
private companies He 15 currently a non-executive director of Victrex plc,
CPP Group plc and a number of private companies as well as a member
of the advisory board to a dwvision of ING Bank NV

Simon Gulliford
Independent non-executive director
Appointed March 2010

Sirmon 6 currently chuef marketing officer at Standard Life plc and

has rurn his own rmarketing consultancy since 1992, after leaving Ashridge
College where he was head of the marketing faculty He has previously
held marketing roles at companies including Sears plc, EMAP ple and
Barclays plc
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Corporate governance statement

Board complhes with the Code

The Board recognises the importance of high standards of
corporate governance and 1s committed to managing the
Group’s affarrs In accordance with the principles of good
governance set out in section 1 of the Combined Code on
Corporate Governance published in June 2008 by the Financial
Reporting Council (the Code”) A copy ofthe Code 1s avalable
from the FRC's website {www frc org uk)

in accordance with the Listing Rules, the Company 1s required
to confirrn whether it has cormplied with the relevant provisions
of section 1 of the Code and to report on how it has applied the
main prnciples of section 1 of the Code

The Board has complied with the prowisions of section 1 of the
Code throughout the year ended 31 December 2010 and up
to the date of this report A summary of how the Company
has applied the man principles of the Code I1s set out below

The Board has noted the introduction of the UK Corporate
Governance Code, which applies to accounting periods
beginning on cr after 29 June 2010, and will report on its
compliance with this code next year

Directors

Changes to the Board

The Board currently comprises an executive chairrnan, three
further executive directors and five non-executive directors
Simon Gulliford joined the Board as a non-executive director
on 1 March 2010 and Jon Walden served dunng the vear as
a non-executive director until the annual general meeting on
6 May 2010 All of the non-executive directors are considered
by the Board to be independent and the Board's structure,
therefore, meets the requirements of the Code

Adrian Martin 1s the senior iIndependent director

Executive charrman and chief executive have clear roles and
responsibilities

The Board has a separate chairman and chief executive John
Morgan, as executive chairman, takes responsiility for the overall
strategy of the Group and for leading the Board and ensuring
that it functions effectively whilst Paul Smith, as chief executive,

15 responsitle for managing the business and critically assessing
the Group's strategy The Board has set out and agreed a
schedule that describes ther individual roles and responsibilities

The Board considers that the balance of relevant experence
amongst its members enables + to exercise effective leadership
and control of the Group It also ensures that the decision making
process cannot be dominated by any individual or small group

of individuals

Procedures for managing conflicts of nterest operating
sahisfactonly

The directors are aware of their duties under the Companies
Act 2006 provisions relating to the management of conflicts

of interest The Company’s articles of association ('the Articles”)
were amended in 2008 to give the Board a general power

to authonse potential conflicts of interest In addion to the
directors’ duty to seek Board approval for any new potentially
conflicting situations or changes to existing interests, the register
of potential conflicts 1s circulated for review by the Board on an
annual basis This process was carned out satisfactonly durng
the year

John Morgan, Paul Whitmore, David Mulligan, Gill Barr and
Geraldine Gallacher standing for election

The Articles require each director to submit timnself or herself
for election by shareholders at the first annual general meeting
after his or her appointment and for re-election at every third
annual general meeting thereafter John Morgan, Paul whitmore,
Dawvid Mulligan, Gill Barr and Geraldine Gallacher were all last
appointed 1n 2008 and will submit themselves for re-election
at the forthcoming annual general meeting Their biographies
are set out on pages 52 and 53 The Board has considered

the recormmendation of the nominations committee on the
composition of the Board In particular, Gill Barr's reappointment
for a seventh vear was subject to a particularly ngorous review,
In accordance with the provisions of the Code relating to non-
executive directors who serve for more than six years It has
also considered the formal performance evaluation described
below of the Board's perforrmance and that of ndividual
directors Following such performance evaluation, the Board
believes that the performance of the non-executive directors,
Gill and Geraldine, continues to be effective and that they
continue to show commitrent to the role In particular, Gill
continues to contribute to Board discussion, drawing on her
expenence In retall and rnarketing, whilst Geraldine's strength
1$ her experience In executive development and people skifls

Descriphion of Board activities

Ten scheduled meetings of the Board were held during the

year The key purposes of the scheduled meetings were to review
all significant aspects of the Group's actvities, to supervise the
executive management, 1o review the overall system of internal
control and nsk management and to make decisions in relation
to those matters that are specifically reserved to the Board

There 1s a formal schedule of these matters, which includes the
approval of the Group’s strategic plans, annual budget, significant
capital expenditure and investrment proposals, major projects,
acquisitions and disposals, internal control arrangements and
annual and half year results Other specific responsibiities are
delegated to the Board committees described below and under
the Group's delegated authorities

A formal agenda for each scheduled meeting is agreed with
the charrman and 1s circulated in advance of the meeting to
allow time for proper consideration, together with relevant
papers ncluding key strategic, operational and financial
information

Attendance of Individual directors dunng 2010 at scheduled
Board meetings and meetings of the remuneration, audt and
nominations committees are set out below

Rernuneration Audt  Norminations

Board commitiee commuiitee commities

Total no of meetings 10 6 3 2
John Morgan 10 - — 2
Paul Smith 10 - — —
David Mullgan 10 — — —
Paul Whitmore 10 — - —
Gill Barr 10 6 2 2
Patrick De Smedt 10 5 3 2
Geraldine Gallacher 10 2 — 2
Adrian Martin 10 4 3 2
Simon Gulliford® 8 — — 1
Jon Waldent® 3 4 1 1

® Simon Gulliford attended all the Board and nominations
committee meetings after his appointment

@ Jon Walden ceased to be a director on 6 May 2010
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Non-attendance by directors at committee meetings was due
to lliness or conflicting commitrments and, in the latter case, was
previously agreed with the charman of the cormnmittee Whete
possible, papers were read in advance and comments passed
to the charrman prior to the meeting

Three of the scheduled board meetings in 2010 were held at
offices of the Group's divisional operations and were combined
with site visits and presentations by divisional management
These meetings provided the non-executive directors with the
opportunity to meet the senior managers n the divisions and
to mcrease therr knowledge and understanding of the Group's
operations and thus contnbute more effectively to discussions
of strategic and operational 1ssues

In addition to the scheduled meetings, the Board held a strategy
day at which the strategy and direction of the Group were
reviewed and debated

Training, development and advice 15 provided

Newly apponted directors recesve a full nduction, including a
detaled nformation pack, visits to the Group’s operations and
rmeetings with senior divisional management Training on the role
and responsibilities of directors 1s offered on appointment and
subsequently as necessary The non-executive directors update
ther knowledge of and farmilianty with the Group by regular visits
to its operations There are agreed procedures by which directors
are able to take independent professional advice, at the expense
of the Company, on matters relating to therr duties The directors
also have access to the advice and services of the company
secretary

Board evaluated its performance

The Board continues to find its internal process an effective
method of evaluating the Board s performance, and that of its
committees During the year, this process took the form of an
internally developed assessment form, reguiring each director
to provide a rating and comments against a senes of statements
Parbcular emphasis was given to matters highlighted as action
points from last year's evaluation process

The statements relating to the Board as a whole involved
consideration of a broad range of rmatters including

B the structure and composition of the Board,

B the quality of nformation provided to the Board,
B the effectiveness of its meetings,

B the ability of the chairman to lead the Board,

B the ability of the Board to understand the significant risks
facing the Group and to monitor corporate performance,

B the Group’s management of risk, and

B the allocation of time devoted to matters such as corporate
governance, sustanability, business nsk and succession issues

In relation to the committees, the assessment form focused

on the frequency and conduct of meetings, the gquality of
information provided to the committee and of reports from the
cornmittee to the Board and the extent to which the committees
were fulfilling therr terms of reference
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Evaluation of Individual directors took the form of written
feedback from the other directors, which was followed by cne
to one meetings bebween the chairman and each director and,
In the case of the chairman's evaluation, between himself and
the semior independent director

The responses to the assessment form and the written feedback
were aggregated and circulated to the directors and discussed
at a subseguent Board meeting, leading to a number of agreed
actions for the forthcoming year

Board committees

The Board has established three committees the audit,
remuneration and nominations committees Each committee
has terms of reference, approved by the Board, setting out its
authorities and responsibilities Copies of the terms of reference
are avaiable on the Company's website

Audit committee

Members

Adrian Martin (chair)

Gill Barr

Patrick De Smedt

Jon Walden (resigned 6 May 2010)

All committee members are Independent non-executive
directors Adnan Martin took over as chair when Jon Wailden
retired at the annual general meeting in May 2010 Biographical
details of each member of the committee are set out on page 53
The Board is satisfied that Adnan Martin, who s a fellow of the
Institute of Chartered Accountants in England and Wales and
formerly a partner in BDO Stoy Hayward, has the recent and
relevant financial expenence required to fulfil the role

Responsibiities

B to ensure that the interests of shareholders are properly
protected i refation to financial reporting and miternal control,

B to monitor the Integnity of the financial staterments and related
information of the Company and, where practicable, any
forrnal announcements relating to the Company’s financial
performance, reviewing significant financial reporting
judgments contained in themn,

B toreview the Company’s internal financial controls,

B to approve the appointment and repfacement of the Group
head of audit and assurance and to monitor and review the
effectiveness of the Company’s internal audit function,

B to make recommendations to the Board regarding the
appointment, reappointment and removal of the external
auditors and to approve ther remuneration and terms of
engagement,

B toreview and monitor the external auditors’ ndependence
and objectivity and the effectiveness of the audit process,

B to apply the Board's policy on the engagement of the external
auditors to supply non-audit services with the objective of
ensurng that the provision of such services does not mpanr
their independence or objectivity, and

B to review the Company's procedures for raising concerns
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Corporate governance
statement continued

Activities

The committee had three scheduled meetings during the year
The first took place prior to the announcement of the Company s
results for 2009 and approval of the annual report, the second
prior to the announcement of its half year results and the

third befcre commencernent of the audit for 2010 Senior
representatives from the external auditors, the finance director
and the Group head of audit and assurance were invited

to attend each of these meetings The committee also met
privately with the external auditors and the Group head

of audit and assurance

The main purpose of the meetings was to review the scope

and results of the audit and the effectiveness of the external

audit process, to monitor the integrity of the annual and half

vear financial statements and to discuss with the external auditors
their overall work plan for the forthcorming audit In addiion, at
each meeting the committee reviewed reports from the Group
head of audit and assurance on the results of reviews carried

out by the nternal audit team Further details of the internal

audit function are set out under Internal controls below

The chairrnan of the audit comrmittee reports to the full Board
on matters of significance ansing at meetings of the cormmittee

External auditors

Monitonng the independence and obyectivity of the external
auditors

To fulfil its obligations, the committee reviewed the external
auditors' presentation of therr policies and safeguards to ensure
ther continued independence within the meaning of all
regulatory and professional requirements and to ensure that the
objectivity of the audit engagernent partner and audit staff had
not beenimpaired This Included details of changes in external
audit executives In the audit plan in accordance with the external
auditors' policy on rotating audit executives Those policies and
safeguards, together with the Company’s own policy on
engaging the external auditors for non-audit work, enabled the
committee to confirrm that it was satisfied with Deloitte LLP's
continued INndependence and ohjectivity

Assessing the effectiveness of the external auditors

As part of its responsibility for assessing the effectiveness of the
external audit, the cormmittee discussed the external audit plan at
the audit committee meeting held in Novernber At the meeting
prior to the announcement of the preliminary results, it reviewed
the external auditors’ fulfilment of the agreed audit plan and any
rmajor issues highlighted as part of the external audit

Reviewing the use of the external auditors for non-audit work
The Company’s policy on the engagerment of the external
auditors for non-audit related services provides that, where

the fees for such services would exceed either an absolute limit
or a specified proportion of the audit fee, they should be referred
to the committee for approval Where fees fall below the
threshold, they have to be approved by the finance director

No nen-audit services to the Company provided by Deloitte

LLP n 2010 required the approval of the committee The fees

for nen-audit services during the year are set out In note 2 to the
consolidated financial staternents on page 89 These represented
approxmately 9% of the audit fee and compnsed taxation
services to joint ventures The committee has reviewed the nature
of the work and level of fees for these services and concluded
that this has not affected Deloitte LLP's objectivity or
ndependence

Reappointment of external auditors

The committee considers the reappointrment of the external
auditor each year and makes a recomrnendation to the Board
The commmuttee has satisfied itself that Deloitte LLP, the external
auditors, remains iIndependent and effective The committee has
recommended to the Board that Deloitte LLP be reappointed

External call ine introduced for raising concerns

The committee also reviewed the Group's raising concerns
policy containing arrangements by which employees may, in
confidence, raise concerns about possible wrongdoing in the
workplace, unethical behaviour or other matters of concern
Following recommendations made by the committee, during
the year the Company introduced an external call ine provider
and a new process for nvestigating and following up calis In
order to improve the effectiveness of these arrangements and
to encourage employees with concerns to bring them to the
attention of the Group The cormmittee reviews a summary of
the calls receved at each meeting, although any significant
rnatter arsing from a call would be brought to the attention
of the committee without delay

Remuneration committee
Members

Gill Barr {chair)

Patrick De Smec

Geraldine Gallacher

Adrian Martin

Jon Walden (resigned 6 May 2010)

Responsibilities
B to set all elements of remuneration and any compensation
payrnents for executive directors and the executive charman,

B to monitor the structure and level of remuneration for divisional
rmanaging directors,

B to ensure that the requirements for disclosure of directors’
reruneration are fulfiled, and

B to select remuneration consultants to advise the cornmittee
Activities

The actwvities of the committee dunng the year are set out In the
separate remuneration report on pages 59 to 67
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Nominations committee

Members

John Morgan (chair)

Gill Barr

Patrick De Smedt

Geraldine Gallacher

Adnan Martin

Simon Gulliford (appointed 1 March 2010)
Jon Walden (resigned 6 May 2010)

Responsibiliies
B to review the structure, size and composition of the Board,

B to make recommendations to the Board for any changes
considered necessary,

B to approve the description of the role and capabilities required
for a particular appontment, and

B to ensure sutable candidates are identified and recommended
for appointrment to the Board

Activities

The committee recormmended to the Board that Sirmon Gulliford
be appointed as an additional non-executive director This
followed an introduction to the Company through a personal
recommendation and a careful review of Simon's skilis and
experience as well as several iInterviews and meetings with the
cormmittee and the executive directors

The norminations committee alse met formally during the year
to review the structure, size and composition of the Board Its
recommendation to the Board was that, following the changes
to the Board at the end of 2009 and dunng 2010, no further
changes were required at this tme

Company welcomes regular dialogue with all its shareholders
The executive directors undertake a programme of regular
communtcation with institutional shareholders and with analysts
covering the Company's activities In particular, presentations
are made to institutional investors and analysts following the
anncuncements of the preliminary and half year results Written
feedback from these meetings and presentations 15 distributed
to all members of the Board The senior independent director
meets from time to time with major shareholders and the other
non-executive directors are also avalable to meet with them

to sten to therr views

The Company encourages all shareholders to use the annual
general meeting as an opportunity for effective communication
with the Company All of the directors attended the annual
general meeting held in 2010 Details of proxy votes submitted
for each resolution at general meetings, including proxy
directions to withhold votes, are published on the Company's
website
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Intemal controls

The Board acknowledges that it has overall responsibility

for the Group’s system of internal control and for reviewing

its effectiveness The intermal control systerm 1s designed to
manage rather than eliminate the risk of fallure to achieve certain
business objectives due to crcumstances which rnay reasonably
be foreseen It can only provide reasonable, but not absolute,
assurance against material misstatement or loss The system

of internal control, which includes financial, operational and
compliance controls, 1s based on a process of identifying,
evaluating and managing nsks It accords with the guidance in
the Turnbull Report and was in place for the year under review
and up to the date of approval of this report

The key features of the Group’s systemn of internal control are
as follows

Group structure

The Group's operating structure cornprises four operating
divisions and one specialist unit, each with its own rmanagement
board which 1s given authorty and responsibility for managing its
civision or unit within a framework of overarching Group policies,
reporting lines and detalled delegated authorities, which ensure
that decisions and approvals are made at the approprate level
Whilst responsibility for managing each division is delegated

to the individual management team as far as practicable,
responsibility for certain of the Group’s key functions, ncluding
treasury, internal audit, pensions and insurance, 1s retained at
Morgan Sindall Group plc level

Robust financial reporting system

The Board recognises that an essential part of the respeonsibility
for running a business 1s the effective safeguarding of assets,
the proper recognition of habilities and the accurate reporting
of profits The Group has a comprehensive budgeting and
forecasting system in place which Is regularly reviewed and
updated, together with a management reporting system
established in each division for monthly reporting to the Board
In addition, the internal audit plan for the year includes specific
financial reviews to validate the integnty of the divisions’
management accounts

Scrutiny of Investment and capital expenditure

There are detalled procedures and defined levels of authonty

in refation to corporate transactions, investment, capital
expenditure, significant cost commitments and asset disposals
with approvals required from the Board, the executive directors
or divisional boards, depending on the value and/cr nature

of the Investment or contract

Detaled review of tenders and project selection

Individual tenders or projects are subject to detaled review

with approvals required at relevant levels and at various stages
from commencement of the bidding process through to contract
award As part of thus process, the financial standing of both
clients and key subcontractors s assessed
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Corporate governance
statement continued

Robust contract controls

Robust procedures exist to manage the ongoing nsks associated
with contracts with monthly reviews at an appropriate level of
each contract’s performance covering both financial and
operational 1ssues

Continual monitonng of working capital

The Group continually monitors current and forecast cash
and working capital balances through a regme of dally and
rmonthly reporting

Health, safety and environmental issues

The Group has well established safety systems including site
visits and regular training and updates Monthly monitoring
and reperting to the Board includes a report on the Group's
performance in relation to health and safety matters and
environmental compliance Further detatls are included under
Sustainability on pages 20to 23

Risk management

The Board has reserved to itself specific responsibility for the
formulation of the risk management strategy of the Group A
formal process 1s in place through which the Group identifies the
significant nisks attached to its strategy and objectives, confirms
the control strategy for each risk, identifies the root cause and
approprate treatment for each, Including the relevant internal
controls and actions required Internal control and nisk
management systems are embedded in the operations of the
dwisicns A consolidated report of each of the divisional risk
reviews, together with risks identified at Group level, are compiled
ina Group nsk reaister, which s updated and reviewed by the
Board twice yearly The principal risks identfied as facing the
Group are highlighted in the business review on pages 36 to 39
In addition to the standing risk register review process, the Board
devotes time dunng some of the scheduled Board meetings to
considenng the commercial 1Issues which at the time represent
the greatest nisks to the achievement of the Group's objectives
and the mitigating actions In place to address these risks

Internal audit

The Group head of audit and assurance 1s responsible for
managing the internal audit function, overseeing the divisional
heads of nternal audit and assisting with nsk management
practices Internal audit and assurance work carned out during
the year Included operational, project and financial reviews across
the key business units within the Group The results of these
reviews were recorded 1n audit reports and presented to the audit
committee The status of agreed management actions to
address dentified operational weaknesses s actively tracked until
implermentation

The Group head of audit and assurance reports to the Board
monthly on a range of performance metnics including the current
status of agreed audi actions and progress aganst the annual
audit plan

The internal audit process 1s supplemented by a rolling
programme of peer group reviews within the divisions, which
assist in the professional development of the individual staff
concerned whilst, at the same time, providing a mechanism for
the cross-fertilisation of ideas and best practice throughout the
dvisions These reviews are overseen by the divisional heads of
internal audit and tracking of agreed management actions 15
included within the overall internal audit process

Board review of effectiveness of internal controls

The Board has conducted a review of the effectiveness of the
system of internal controls for the year ended 31 Decernber 2010
and for the pencd to the date of this report The process included
a forrmal review conducted by the Board of the Group risk
register, referred to under Risk management above, as wellas a
review of the results of internal audit work and the overall
effectiveness of the process
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Remuneration report

Despite robust financial and operational
performance by the Group in 2010, our
markets continue to face economic
challenges and cuts in public spending
The Remuneration cormmittee has
continued to monitor Iits remuneration
policy for senior executives to ensure
that it remains aligned to the Group's
strategy We continue to constrain fixed
costs, although we considered that 1t
was appropriate for there to be a
modest Increase IN base salary levels in
line with the average of the workforce
generally, following two years without
anincrease The key 1ssue for the
committee remains how to set
appropriate targets for both short-term
and long-term incentives In these
challenging times and to ensure that
the level of nsk encouraged through
the incentive plans remains appropriate
Once again, the committee carried out
a careful review of the annual bonus
and long-term incentive arrangements
and believes that the awards to be
granted this year will prove sufficiently
challenging whilst still realistic, relevant
and therefore valued by the recipients.

Gill Barr
Charr of the Remuneration Committee

Directors’ report business review  02/50
Dircclors repori. governance 51472
Consolidated financial statements  73/114
Company financial statements 1154127
Shareholder information 128

This report has been prepared by the Remuneration committee
(‘the committee’) on behalf of the Board In accordance with
Schedule 8 to the Large and Medium-sized Companies and
Groups (Accounts and Reports) Regulations 2008 This report
also meets the relevant requirements of the Listing Rules of the:
Financial Services Authority and the Combined Code on
Corporate Governance ('the Code” A resolution to approve the
report will be proposed at the annual general meeting of the
Company to be held on 5 May 2011

The Companies Act 2006 ('the Act) requires the auditors to
report to the Company’s members on certain parts of the
remureration report and to state whether in their opinion those
parts of the report have been properly prepared in accordance
with the Act The report has, therefore, been dvided into
separate sections for unaudited and audited information

Unaudited information

Members of the commuittee

The members of the committee during 2010 were Gill Barr
(chair), Jon Walden (until 6 May 2010), Geraldine Gallacher,
Adrnan Martin and Patnick De Smedt Al members during
the year were independent non-executive directors

Responsibilities of the committee

The committee Is responsible for determining and agreeing with
the Board the bread policy for the remuneration of the executive
directors, including the executive chairman and It sets ther
salanes and remuneration packages Inaddition, the committee
monitors the structure and level of rernuneration for other senior
executives In the Group and I1s aware of pay and conditions

In the workforce generally

External advice received

During the year, the committee received advice from Hewitt
New Bridge Street ( HNBS in relation to its consideration of
the structure of the executive directors’ remuneration for 2011
The committee also consulted the chief executive and the
executive charman but, in each case, not In relation to ther
own remuneration HNBS provided advice to the Company
on accounting for share awards but provided no other rmatenal
services to the Company or the Group

The committee’s approach to executive directors’ remuneration
The general principles underlying the cormmittee's approach to
developing remuneration packages for the execubive directors
are

B to attract, retan and motvate the best possible person for
each position, without paying more than 1s necessary,

B that the remuneration packages should be perceved as simple
and farr and, therefore, should be valued by participants,
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B to ensure that the fixed element of rermuneration (salary,
pension and other benefits) s determined in line with market
rates, taking account of indmdual performance and
experence, and that a significant proportion of the total
remuneration package 1s determined by the Company’s

performance,

B to recognise the importance of rewarding over performance
{but not under performance) in both the short and long-term,

B to focus the conditions for performance linked pay on the
achievernent of financial perforrance objectives, as this
creates a clear line of sight for individuals between
performance and reward and provides a focus on improving
profitability (something which management can influence)
rather than rewarding directly through share price
performance (which management cannot nfluence directly),

B to ensure that financial perforrance metrics and associated
shding scale ranges are calibrated carefully to ensure that
performance ts incrementally rewarded and that executives
are not ncentivised Inadvertently to take inappropnate
business risks,

B to recognise that executives should be able to have different
share-based incentive structures depending on therr appetite
for indvidual rigk,

B to provide a significant proportion of performance linked pay
In share-based form, providing an opportunity for executives
to buld significant shareholdings in the business, and

B to align the interests of executives with those of the
Company's shareholders

The committee considers pay and employment conditions of
employees elsewhere 1n the Group when determining executive
directors’ remuneration

The Committee takes account of remuneration levels offered to
other senior executives within the Group as well as pay awards
affecting Group employees when determining policy in relation
to executive directors During the year, the committee reviewed
a breakdown of the total compensation received by the dvisional
managing directers dunng the last three financial years as well

as details of their base salanies and annual bonus performance
targets for the current financial year and a sumimary of employee
pay awards for 2011 operating throughout the Group

Fixed versus performance related remuneration

A significant proportion of the package is subject to performance
related elements The chart below shows that just under half of
the value of the package at a broadly target level of performance
compnses performance related elements whilst at a maximum
level of reward (assuming a maximum bonus and full vesting of
the Executive Remuneration Plan awards) more than 60% of the
tota! remnuneration comprises performance related elements

Modest increases to base salary levels for 20T

The base salary of Individual executive directors 1s deterrmined
by the committee prior to the beginning of each year and, if
appropriate, In the event of a change in an Individual’s posstion
or responsibilities A formal benchmarking exercise of executive
directors’ remuneration 1s carried out periodically on behailf of
the committee to ensure that it remains aware of relevant market
data The committes s aware, however, of the risk of an upward
ratchet in remuneration levels through the use of comparative
pay surveys

At its meeting In November 2010, the committee noted the
budgeted level of increases for the wider management group
and the workforce generally (average of ¢ 3%) and the current
level of UK inflabion and determined that the salanes of John
Morgan, Paul Smith and David Mulligan for 2011 should be
increased by 3% to £438,000, £515,000 and £304,000
respectively
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The committee has, however, Increased the base salary of Paul
Whitmore by 11% to £300,000 It decided that thes increase was
appropriate to recognise the iIncreasing complexity and scope of
hus role as commercial director, ansing from the Group's divisions
undertaking larger and more complex projects The impact of
this salary increase on the total remuneration package has been
guantified by reference to market data and overall, the package
remains In ine with the committee s policy and s broadly mid-
rmarket compared with comparator businesses

Pension arrangements

The Cornpany makes contributions equivalent to 10% of base
salary, in the case of Paul Smith and Dawid Mulligan, to The
Morgan Sindall Retiremnent Benefits Plan ('the Plar) and, in the
case of the other executive directors, to therr indvidual personal
pension plans

The Company operates a salary exchange process that allows all
employees who are members of the Plan flexibiity in setting the
proportion in which salary and bonus s distributed between cash
payments and additicnal pension contributions Where additional
pension contributions are rmade through the salary exchange
process, the Company enhances the contributions by half of the
saved employer's National Insurance Contribution ( NIC?

In response to the Government's changes to the taxation
treatrnent of pension contributions from Apnl 2011, the
Company has agreed to relax the requirement that employees
contribute a minimurn percentage of ther base salary to their
pension saving where such contributions would result in the
Annual Allowance or Lifetirme Allowance being exceeded It has
also offered to reduce the employer pension contributions of
senor employees whose contnbutions would otherwise exceed
the Annual or Lifetime Allowance and to pay instead an
additional cash allowance of an armount equal to the reduction
less one half of the additional NIC cost to the Company The
committee has sanctioned these changes for the executive
directors and, in particular, has agreed that with effect from

1 Apnl 2011 the Company will pay Paul Smith & cash allowance
equal to 10% of his base salary in lieu of any pension contribution
less half of the Company's additional

NIC cost

Other benefits

The executive directors recerve certan other benefits, prncipally
a car allowance, private medical Insurance, permanent health
insurance and life assurance
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Challenging targets for annual bonus

For the 2011 annual bonus plan, the commuttee has retained

a performance condition based on a profit before tax and
amortisation (PBTA’) target range, set relative to the Group's
budget This has the benefit of transparency and simplicity
and encourages the executive directors to focus on the overall
financial performance of the Group Other performance measures
have been considered by the committee but, as most of the
Company’s annual financial performance is reflected in its
PBTA, the use of other financial and non-financial measures
was consicered inappropnate due to the additional complexity
and, in the case of the latter, potential lack of objectivity around
target measurement

The committee has sought to structure the bonus with an
apprepriate shding scale range around a challenging target for
executives recognising, however, that the target has to be realistic
1 order to serve as a proper incentive and needs to take into
account the difficult economic environment in which the
Company continues to operate

The maximum potential annual cash bonus for executive
directors for 2011 1s unchanged from 2010 at 100% of base salary

LLong-term incentives

The Group's current long-term incentive arrangement for seror
executives (s the Morgan Sindall Executive Remuneration Plan
2005 ('the 2005 Plan"y The 2005 Plan was approved by
shareholders in April 2005

A summary of the 2005 Plan 1s set out below

Award fevels reviewed reqgulary and structure remains
appropriate

In normnat circumstances, the maximurm annual award, which s
subject to the achievement of testing performance targets, i1s for
an award of performance shares worth (at face value as at the
time of grant) 75% of base salary (100% of salary in exceptional
crcumstances) For a number of years, executives have been
given the choice at the time of grant of receving their awards
either in the form of perforrmance shares or by electing to
receive market price share options to replace some or all of
their performance shares at a rate of four share options for
every one performance share

In 2009, the committee reviewed the structure of the 2005 Plan
and how It had been operating since first introduced in 2005 it
concluded that the normal maxirmurm award level of performance
shares at 75% of base salary remained appropriate and that the
ability to choose between an award of performance shares or a
grant of share options catered for mdwvidual attitudes to risk and
was, therefare, valued by the executives The 4 1 ratio of share
options to performance shares was also considered and, in view
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of the additional share price risk attached to the value of the
options and the tougher performance conaditions which are
Imposed, the cornmittee determined that this ratio remained
appropriate The committee has decided that the conclusions
reached in 2009 remain vald and has adopted a similar structure
for awards to be granted in 2011

Adjusted EPS remains the basis of the performance conditions
The committee continues to believe that long-term incentives
should be structured so as to focus executives on maximising
long-term profitability by use of a performance condition based
on earnings per share before amortisation of intangible assets
and non-recurring tems (adjusted EPS') measured at the end of
a single three year penod, as this provides a clear inkage
between performance and reward for senior executives and
should be reflected over time in enhanced shareholder value

The comrmittee has decided to retain an absolute EPS
performance condition for awards to be made in 2011 and the
EPS target ranges required In respect of the financial year ended
2013 are set out below

Targets remam chaflenging

The commuttee remams committed to setting challenging EPS
targets for each award For the awards made in 2011, despite the
fact that the lower end of the target range s lower than actual
adjusted EPS for the year ended 31 Decemnber 2010, the
committee I1s satisfied that the range s at least as challenging in
the crcumstances as targets that have been attached to prior
years' awards In huighly challenging and uncertain market
conditions, these targets are considered an appropriaie Incentive
to preserve and maximise long-term profitability within an
appropriate risk framework, thereby providing a good link with
the strategy of the business

In setting this range, the committee recognises that the value of
the award 1s relatively low compared to market norms and the
structure of the sliding scale (with zero vesting at the EPS
performance threshold and a significant upside streteh) s
tougher than market norms

Adusted EPS performance for the year ending 31 December
2013

Performance shares

Share oplions

Vesbing percentage

Less than 69 5p Less than 77 6p 0%
At817p At81L7p 50%
Between 69 5p Between 77 6p Prorataona

and 81 7p and 81 7p straight-line basis
102 2p or more 102 2p or more 100%
Between 81 7p Between B1 7p Proratacna

and 102 2p and 102 2p straight-line basis

The adjusted EPS performance required for the threshold
vesting point for share options has been mantained at a more
challenging level than for performance shares This 1s considered
appropriate N light of the potential award level of the share
ophions compared with the performance shares

The committee will continue to set targets for future awards
appropriate to the econormic outlook prevaling at the

tirne, ensuring that such targets remain challenging in the
circumstances, whilst remarning realistic enough to motivate and
incentivise management The committee will also bear in mind
the need to avoid incentive arrangements which encourage
management to take undue nisk

Through participation in performance linked share-based plans,
there Is strong encouragement for serior executives to build and
maintan a significant shareholding in the business

Other share plans
The Company currently operates two other share plans for its
employees

B The Morgan Sindall Sharesave Plan, in which executive
directors are permitted to participate on the same terms as
other employees, and

B The Morgan Sindall Employee Share Option Plan 2007 ('the
2007 Scheme?, under which executive directors do not
receive awards

Dilution and share usage under employee share plans

Shares required for the Morgan Sindall 1995 Executive Share
Option Scheme are satisfied by new 1ssue shares, those for the
2007 Scheme are satisfied by shares purchased in the market via
the Cormpany’s employee benefit trust and shares for the 2005
Plan may be satisfied using ether new 1ssue shares or market
purchased shares The Cornpany’s present intention Is to use
market purchase shares to satisfy awards under the 2005 Plan
However, it retains the ability to use new issue shares instead and
may decide to do so up to the difution imits recommended by
the Association of British Insurers (10% of issued ordinary share
capital for all employee share plans over a ten year penod and,
within this imit, no more than 5% of issued ordinary share capital
for executive or discretionary share plans) The cutstanding level
of dilution against these imits equates to 4 4% of the current
issued ordinary share capital under all employee share plans, of
which 20% relates to discretionary share plans

Separately. the employee benefit trust currently holds 781,444
shares which may be used to satisfy awards
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Five year performance graph

The graph below shows a cormpanson of Total Shareholder
Retum (TSR for the Company s shares over the last five financial
years against TSR for the companies In the FTSE 350 index
excluding Investment trusts This 1s considered by the committee
to be the most suitable comparable broad index against which
the Company’s performance should be measured for this
purpose, as the Company was a constituent of this index for
most of the five year measurement period

The graph shows the value to 31 December 2010 of £100 invested in Morgan
Sinclall Group plc on 1 January 2005, cormpared with the value of £100 invested
i the FTSE 350

Source Thomson Reuters

Service contracts

It 1s the Company s policy that executive directors’ service
contracts should be terminable on one year's notice In
crrcurnstances of termination by notice (except in cases of
removal for rmisconduct), compensation will be determined by
the committee having regard to the particular crcumstances of
the case The committee’s guidelines will be to determine an
equitable compensation package whilst avoiding rewarding poor
performance and having regard to the departing director's
obligations to mitigate his loss

In ordinary circumnstances, base salary and employer pension
contnbutions for the full peried of notice of one year would be
paid, together with accrued bonus entitlements and shares or
share options granted under long-term incentive schemes where
the relevant performance critena had been sabisfied Other
employee benefits would also be mantained for the notice
perod subject to the rules of the appropriate Group scheme
There are no specific provisions for compensation on early
termination or loss of office due to a takeover bid nor is there a
provision for an amount in iew of bonus to be payable over any
part of the notice period not worked
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The dates of the executive directors’ contracts are
John Morgan 28 October 1994
Paul Srith 18 February 2003
Dawvid Mulligan 1 March 2004
Paul Whitmore 21 March 2000

At the discretion of the Board, executive directors are allowed to
act as non-executive directors of other companies and retan any
fees relating to those posts None of the executive directors 1s
currently receiving fees for non-executive positions with other
companies

Non-executive directors’ terms of engagement
The dates of the terms of engagement of the non-executive
directors are

Gl Barr 11 August 2004
Patrick De Smedit 26 November 2009
Geraldine Gallacher 16 August 2007
Adrian Martin 28 Novernber 2008
Simon Gulliford 24 February 2010

All non-executive directors have specific terms of engagement
being an ntial penod of three years which thereafter may be
extended by mutual consent, subject always to the requirements
for re~election and the Act Their remuneration is determined by
the Board within the limits set by the Articles and 1s based on
surveys, together with external advice as appropriate Having
remained constant since 2008, the basic fee for non-executive
directors has been increased for 2011 by 3%, in hne with the level
of increase for most of the executive directors, to £41,200 The
additional fee payable to the charr of the audit committee will
remain at £7,500 but the additional fee payable to the char of the
rernuneration cornmittee has been increased from £5,000 to
£6,000 to reflect the additional time commitrent involved in the
role Non-executive directors receive no other benefits and do
not participate in short-term or long-term reward schemes



64 m&&mmwrmmmmm

Remuneration report
continued

Audited information

Aggregate directors’ remuneration
The total amounts for directors remuneration were as follows

2010 200
£000s F000s
Emoluments 3,274 2,156
Amournts vesting under long-term incentive schemes 58 201
Gains made on the exercise of share options - -
Money purchase pension contnbutions 154 163
Drirectors’ emoluments
Fees/basic Annual cash Total Total
salary Benefils Honuses® 2010 2009
Name of director E000s £000s E'000s £000s £000s
Executive
John Morgan 425 20 425 870 559
Paul Sruth( 500 21 500 1,021 655
David Mulligan® 295 16 295 606 290
Paul Whitmore 270 18 270 558 360
1,490 75 1,490 3,055 1,964
Non-executive
Gill Barr 45 - - 45 45
Patrick De Smedt 40 - - 40 3
Geraldine Gallacher 40 - - 40 40
Adnan Martin 45 - - 45 40
Strnon Gulliford™ 33 - - 33 -
Jon Waldeni® 16 - - 16 48
Bemard Asher - - - - 16
219 - - 219 192
Totals 1,709 75 1,490 3.274 2,156

@ Group PBTA (after non-recurmng items) in 2010 of £51 3m resulted in the executive directors becoming entitled to 100% of the
maximum cash bonus The maximum cash bonus required PBTA of £50 Om and the threshold PBTA was £40 0m

@ The Company operates a salary exchange process for members of The Morgan Sindall Retrernent Benefits Plan, which allows
employees flexbility In setting the proportion in which salary and bonus 1s distributed between pay and additional pension The
figures shown for both 2009 and 2010 represent the salary and bonus entitlements before any salary exchange has taken place

@ gmon Gulliford was appointed with effect from 1 March 2010

@ Jon Walden ceased to be a director on 6 May 2010
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Pension contnbutions
The Company contributes 10% of salary to The Morgan Sindall Retirement Benefits Plan (the Plan’) in the case of Paul Srmith and
David Mulligan and to personal pension plans in the case of the other executive directors

As explained in the pension arrangements in the unaudited section of this report and under directors’ emoluments above, the
Company operates a salary exchange process for members of the Plan Both Paul Smith and David Mulligan have participated
In this process and the contributions set out below include the additional 6 4% enhancement to any salary or bonus exchanged
(representing hatf of the saved employer's Nationa! Insurance Contnbution) but exclude any other contributions made through
the salary exchange mechanism

The contnbutions paid by the Company to these plans were as follows

2010 2008

£000s E000s

John Morgan 43 43
Paul Smith 52 61
David Mulligan 32 32
Paul whitmore 27 27

The 2005 Plan
The following long-term incentive awards have been made to executive directors under the 2005 Plan during 2010

Performance shares awarded and vested during 2010

No. of awards No. of dvidend No-. of gwargls

ouistanding No. of shares equivalent shares. Total no. of Monetary vale of No, of shares outstandirng

asat awarded awarded shares vested vested shares'™® lapsed as at

1Jan 2010 March 2010 March 2010 March 201049 £000s March 201009 310ec 2010

Paul Smith 64,263 33784 694 4,166 23 (10.417) 84,158
Dawvid Mullkgan 35,608 19,932 339 2,036 1n (5.093 48,750
Paul Whitmore 67,158 36,486 709 4,258 24 (10,649 89,446

Notes

® The rules of the 2008 Plan provide that, If the committee so determines, executives are entitled to receive the value of dividends
paid on performance shares during the three year performance period In respect of the performance shares which vested in
March 2010, this was satisfied by the transfer of addibional shares to the executives These additional shares are ncluded in the
Total no of shares vested' column

@ Based on the HMRC value on the date of vesting of £5 55205 Awards that vested during the year were granted on 6 March 2007
when the Company s share price was £12 32

@ In respect of the performance shares awarded on 6 March 2007, the Company achieved average adjusted EPS growth of RPI + 4%
for the three years ended 31 December 2009, resulting n 25% of the performance shares vesting and the remaining performance
shares lapsing

Details of performance shares outstanding as at 31 December 2010

Date No. of

of award shares awarded Cate awards vest

Paul Smith 9 Apn! 2008 18,046 9 April 2011
30 March 2009 32,328 30 March 2012

17 March 2010 33,784 17 March 2013

David Mulbgan 9 Aprl 2008 9,745 9 Aprl 2011
20 March 2009 19,073 30 March 2012

17 March 2010 19,932 17 March 2013

Paul Whitmore 9 April 2008 18,046 g9 Apnil 2011
30 March 2009 34,914 30 March 2012

17 March 2010 36,486 17 March 2013

The market price of a share on 8 April 2008 was £10 34, on 30 March 2009 was £5 61 and on 17 March 2010 was £5 52
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Options granted and lapsed dunng 2010

No of options No. of options
cutstand ng Ne. of No. of outstanding
asat options granted options lapsed® asat
1 Jan 2010 17 March X318 &varch 2010 31 Dec 2010
John Morgan 625,740 229,728 (94,444) 761,024
Paul Srith 373706 135136 (55 556) 453,286
David Mulligan 206,248 79,730 (27.160) 258,818
O The threshold performance condition for the options granted on € March 2007 was not met and the options lapsed
Details of share options outstanding as at 31 Decermber 2010
Date No. of share Exercise Date fromwhch
of grant options granted prce exercisable
John Morgan 20 May 2005 107,736 £7 24 20 May 2008
5 Apnl 2006 81,016 £1259 S April 2009
9 April 2008 122,716 £1039 g April 2011
30 March 2009 219,828 £580 30 March 2012
17 March 2010 229,728 £555 17 March 2013
Paul Smith 20 May 2005 68,370 £724 20 May 2008
5 Aprl 2006 47,656 £1259 5 Apnl 2009
9 April 2008 72,814 £10 39 g Apnl 2011
30 March 2009 129,310 £580 30 March 2012
17 March 2010 135,136 £5 55 17 March 2013
David Mulligan 20 May 2005 35,220 £724 20 May 2008
5 April 2006 28,594 £1259 S Apnl 2009
g Apnl 2008 38,980 £10 39 g Apnl 2011
30 March 2009 76,294 £580 30 March 2012
17 March 2010 79,730 £555 17 March 2013
Notes

B no options were exercised dunng the year,
B the share options detalled above will, if not exercised, lapse ten years from the date of grant,

B the awards of performance shares and share options made in 2008 are subject to an adjusted EPS performance condition
measured over a three year period with full vesting of awards for average adjusted EPS growth of RP1+ 10% per annum, reducing
on a sliding scale to 25% vesting for average growth of RPI + 4% per annum (performance shares) or RPI + 5% per annum
(share options) The awards of performance shares and share options made in 2009 are subject to an absolute adjusted EPS
performance target with full vesting of awards for achieving adjusted EPS of 133 Op or more for the year ending 31 Decernber
2011, reducing on a skding scale to 0% vesting for achieving 103 Op (performance shares) or 115 Op (share options) The awards of
performance shares and share options made in 2010 are subject to an absolute adjusted EPS performance target with full vesting
of awards for achieving adjusted EPS of 101 2p or more for the year ending 31 December 2012, reducing on a shiding scale to 50%
vesting for achieving 81 Op and reducing on a shiding scale to 0% vesting for achieving 68 9p (perforrmance shares) or 77 Op (share
options), and

B average adjusted EPS growth for the three financia! years ended 31 December 2007 and 31 Decernber 2008 respectively exceeded
RPI + 10% and the options granted on 20 May 2005 and 5 Aprl 2006 are, therefore, fully exercisable The threshold performance
conditions for both the performance shares and the options granted on 9 April 2008 were not met and the awards and the opticns
have lapsed

The market price of a share on 31 December 2010 was £7 05 and the range dunng the year was £4 91 to £7 25
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The Morgan Sindall Savings Related Share Option Scheme (‘the SAYE scheme”)
The executive directors hold the following options granted under the SAYE scheme, further detalls of which are giver n note 24 on
page 103

Outstanding Granted Exercsed Lapsed Cutstanding Option Da es witrin

asat during dunng durng asat EXEICISE which

31 Dec 2009 the year the vear the year 31 Dec 2010 pnce exercisable

Paul Srrith 1,338 - - - 1,338 £7 02 1/9/2011-
28/2/2012

David Mulligan 1,328 - - - 1338 £7 02 1/9/2011-
28/2/2012

Paul Whitmore 1,338 - - - 1,338 £7 02 1/9/2011-
28/2/2012

This report was approved by the Board and signed on its behalf by

(W Saw

Gill Barr
Charr of the Rernuneration Commmittee
4 March 2011
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Other statutory information

Requirement for business review

The Comparues Act 2006 (the Act) requires the Company to
set out In the directors’ report a far review of the business of the
Group durning the financial year ended 31 December 2010 and
the position of the Group at the end of the year, ncluding but
not lmited to a description of the principal nsks and uncertaintbies
facing it and analysis using key performance indicators The
information required to fulfil these reguirements of the Act can
be found in this governance section of the directors’ report and
in the chairman and chief executive’s staternent on pages 02 to
05 and In the business review section of the directors’ report

on pages 06 to 50, each of which 1s incorporated by reference
Into {and 1s deemed to form part of) the directors’ report The
llabilities of the directors in connection with this report shall be
Iimited as provided by applicable English law

The Group’s principal activities

Morgan Sindall s a construction and regeneration group with
four divisions Construction & Infrastructure, Affordable Housing,
Fit Out and Urban Regeneration and one specalist unit,
Investments The principal subsidiary companies operating
within this divisional structure are histed 10 note 14 of the
Company financial staterments on page 127

Results and dividends

The Group's profit before tax for the year amounted to £40 7m
(2009 £44 7m) Anmterm dvidend of 12 Op (2009 12 0p)

per share amounting to £5 1m (2009 £5 O0m) was paid on

16 Septernber 2010 The directors recornmend a final dividend
for the year of 30 Op (2009 second interim dividend 30 Op) per
share amounting to £12 8m (2009 £12 7rm) payable on 16 May
2011 to shareholders on the register at close of business on

26 Apnl 2011 Together with the Interim dividend, this makes a

total dividend of 42 Op for the year (2009 42 Cp)

Share capital and shareholders’ nghts

As at 23 February 2010, the Company’s i1ssued share capital
comprised a single class of ordinary shares of Sp each (‘'shares’)
During the year, 27,870 shares were allotted and issued on the
exercise of options under the Company’s employee share option
schemes No other shares were issued during the year Detaills of
the Company's share capital and capital structure, including the
nghts attaching to the shares, are set out In note 24 of the
consolidated financial staterments on page 103 Note 24 also
gives details of shares held by the Morgan Sindall Employee
Benefit Trust, voting nghts of which are exercisable at the
discretion of the trustees and dividends in respect of which

have been wawed

The following paragraphs surnmarise certamn provisions of

the Articles and applicable Enghsh law concerning companies
The Articles were amended by special resolution at the annual
general meeting held on 6 May 2010 and the following
paragraphs describe the Articles as so amended

Subject to applicable statutes (in this section the Act), shares
may be 1ssued with such nghts and restrictions as the Company
may by ordinary resclution decide or (If there 1s no such
resolution or so far as it does not make specific provision) as
the Board (as defined) in the Articles may decide Subject to
the Articles, the Act and other shareholders’ nghts, unissued
shares are at the disposal of the Board

Voting

Subject to any other provisions of the Articles, every mermber
present In person or by proxy at a general meeting has, upon a
show of hands, one vote and, upon a poll, one vote for every
share held by hirn or her In the case of joint helders of a share,
the vote of the senior who tenders a vote, whether in person or
by proxy, shall be accepted to the exclusion of the votes of the
other Joint holders and, for this purpose, senionity shall be
determirned by the order in which the names stand in the register
N respect of the jont holding

No member shall be entitled to vote at any general meeting In
respect of any share held by huim If any call or other sum then
payable by him in respect of that share remains unpaid or if a
rnernber has been served with a restriction notice (as defined
in the Articles) after fallure to provide the Company with
information concerntng interests in those shares required

to be provided under the Act

No person has any special nghts of control over the Cormpany's
share capital and the directors are not aware of any agreerments
between holders of shares which may result In restrictions in the
transfer of shares or on voting rights

Dividends and other distnbutions

The Company may, by ordinary resolution, from tirme to time
declare dividends not exceeding the amount recommended
by the Board Subject to the Act, the Board may pay interim
dividends, and also any fixed rate dvidend, whenever the
financial position of the Company, in the opinion of the Board,
justifies its payment

The Board may withhold payment of all or any part of any
dwidends or other monies payable in respect of the Company's
shares from a person with a 0 25% interest (as defined in the
Articles) if such a person has been served with a restnction notice
(as defined In the Articles) after fallure to prowide the Company
with information concerning Interests in those shares required to
be provided under the Act
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Vanation of nghts

Subject to the Act, nghts attached to any class of shares may
be varied with the written consent of the holders of not less than
three-fourths In norminal value of the 1ssued shares of that class
(calculated excluding any shares held as treasury shares), or with
the sanction of a special resolution passed at a separate general
meeting of the holders of those shares

The nghts conferred upon the holders of any shares shall not,
unless otherwise expressly provided in the nights attaching to
those shares, be deemed to be varied by the creation or 1ssue
of further shares ranking pari passu with them

Restrictions on transfer of secunties in the Company
There are no restrictions on the transfer of securities in the
Company, except

B that certain restrictions may from time to tirme be imposed
by laws and regulations (for exarmple, msider trading laws), or

B pursuant to the Listing Rules of the Financial Services
Authority whereby certain employees of the Company require
its approval to deal in the Company's shares

The Company 15 not aware of any agreements between holders
of securities that may result in restrictions on the transfer of
securities

Amendment of articles of association
Any amendments to the Articles may be made in accordance
with the provisions of the Act by way of special resolution

Appointment and replacement of directors

The directors shall be not less than two and not more than twelve
In number The maximurn number of directors was increased
from ten to twelve at the annual general meeting on 6 May 2010
The Company may by ordinary resclution vary the mirimum
and/or maximum number of directors Directors may be
appointed by the Company by ordinary resclution or by the
Board A director appointed by the Board holds office only untit
the next annual general meeting of the Company and i1s then
elgble for reappointment

Directors' report business review  02//50
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At every annual general meeting of the Company, any director
who has been appointed by the Board since the last annual
general meeting, or who held office at the time of the two
preceding annual general meetings and who did not retire at
either of them, shall retire from office and may offer himself for
reappointment by the members The Company may. by special
resolution, remove any director before the expiration of his penod
of office The office of a director shall be vacated if (1) he resigns
or offers to resign and the Board resolves to accept such offer,
(n) his resignation 1s requested by all of the other directors and
all of the other directors are not less than three in number, (i)
he I1s or has been suffering frorn mental il health and the Board
resotves that his office be vacated, {iv) he 1s absent without the
perrmission of the Board from meetings of the Board (whether
or not an altermate director appointed by him attends) for six
consecutive months and the Board resolves that his office is
vacated, (v) he becornes bankrupt or compounds with his
creditors generally, (vi) he I1s prohibited by law from being a
director, (vii) he ceases {o be a director by virtue of the Act,

or (vu) he 1s removed from office pursuant to the Articles

Powers of directors

Subject to the Articles, the Act and any directions given by the
Company by special resolution, the business of the Company
will be managed by the Board who may exercise all the powers
of the Company, whether relating to the management of the
business or not In particular, the Board may exercise all the
powers of the Company to borrow money, to mortgage or
charge any of its undertaking, property, assets (present and
future) and uncalled capital and to 1ssue debentures and other
securities and to give security for any debt, liability or obligation
of the Company or of any third party

Powers In relation to the Company 1ssuing its own shares

The directors were granted authority at the annual general
meeting en 6 May 2010 to allot relevant securnties up to a norminal
amount of £107,901 That authonty will apply until the conclusion
of this year's annual general meeting and a resolution to renew
the authonty will be proposed at the forthcoming annual general
meeting, as explaned further in the circular to shareholders
accompanying this document

A special resolution will also be proposed to renew the directors’
power to make non-pre-emptive 1ssues for cash, as explained in
the circular accompanying this document
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Other statutory information
continued

Purchase of own shares

At the annual general meeting on & May 2010, a resolution was
passed giving the directors authority to make market purchases
of its shares up to 4,316,042 shares at a maximum price based on
the market price of a share at the relevant tme, as set out In the
resolution No purchases of shares were made during the vear
pursuant to this authonty The authorty expires on 6 August
2011 and a resolution to renew the authority will be proposed at
the forthcoming annual general meeting, as explained further in
the circular to shareholders accompanying this document

Significant agreements

There are no agreements between the Company and its directors
or employees providing for cornpensation for loss of office or
employment occurming because of a takeover bid The Group’s
banking facilities are described in the business review on page 34,
its facilities for surety bonding require provision of cash collateral
for outstanding bonds upon a change of control of the Company

Directors

The names of the directors as at the date of this report are set
out below under Directors’ interests  All of these directors held
office throughout the year except for Simon Gulliford who was
appointed as a non-executive director with effect from 1 March
2010 Jon Walden retired at the annual general meeting in May
2010 and s0 1s not listed in the table below

John Mergan, David Mulligan, Paul Whitmore, Gill Barr and
Geraldine Gallacher will retire at the annual general meeting
to be held on 5 May 2011 and, being eligible, offer themselves
for re-glection Therr biographical detalls, including details of
sgnificant external commitrnents, are set out on pages

52 and 53

Directors’ interests
The interests of the directors, all of which are beneficial, in the
shares of the Company are given below

The directors’ share options and interests in shares under long-
term share incentive and other schemes are set out In the
remuneration report on pages 65 to 67

Directors’ indemnities

The Articles entitle the directors of the Cormpany to be
indermnnified, to the extent permitted by the Act and any other
applicable legislation, out of the assets of the Company in the
event that they suffer any loss or Incur any hability in connection
with the execution of therr duties as directors

In addition, and in common with many other cormpanies, the
Company had during the year and continues to have in place
directors and officers’ insurance in favour of its directors and
other officers in respect of certain losses or liability to which they
may be exposed due to therr office

Substantial shareholdings

As at 4 March 2011, the Company had been notified of the
following interests in voting nghits attaching to the Company’s
shares In accordance with chapter 5 of the Disclosure and
Transparency Rules

Nao. of Percentage
Name of holder shares of total
Aviva plc 5,545,900 12 84%

John Morgan 4,497,508 10 41%
Standard Life Group 3.033,392 702%
John James Clifford Lovell 2,415,273 5 64%
Aberdeen Asset Management plc 2,234,219 517%
JPMorgan Chase & Co 2,123,287 4 94%
Barclays Global Investors 1,303,861 303%

2010 2003
No. of shares No. of shares

John Morgan 4487508 4497508
Paul Smith 217,915 213,749
David Mulligan 24,544 22,508
Paul Whitmore 62,840 60,328
Gill Barr 1,013 1,013
Geraldine Gallacher 7.772 7.772
Adnan Martin 2,000 2,000
Patnick De Smedt - -

Simon Gulliford - -

There have been no changes in the interests of the directors
between 31 December 2010 and 4 March 2011

Research and development

The Group undertakes research and development activity In
creating innovative construction technigues and designs integral
to the delivery of its projects The direct spending incurred is
generally not separately identifiable as the investment 1s usually
contained within project work performed for custormers

Employment

The average number of employees in the Group during the year
15 given mn note 3 to the consolidated financial staterments on
page 89

Information on the Group’s emnployment policies and practices,
including its policies on equal opportunities for disabled
employees and employee consultation, are included in the
business review on page 22 Detaills of the Company’s share
option schernes are set out In note 24 of the consolidated
financial staterments on page 103
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Supplier payment policy

The Company's policy, which (s also adopted by the Group, 1sto
agree clearly and set down terms of payment with suppliers and
subcontractors when agreeing the terms for each transaction
and to make payments in accordance with its obligations, save in
cases of genuine dispute

As at 31 December 2010, the Group's number of creditor days
outstanding was equivalent to 25 days' purchases (2009 23
days), based on the average dailly amount invoiced by suppliers
during the year

Political and chartable contributions

During the year, the Group made charitable donations of £60,314

(2009 £118,950), principally to local chanties serving the
communities in which it operates More detalls of the Groups
involvement in the community can be found in the business
review on pages 20 to 23

No contributions were made to any politicat parties during the
current or preceding year

Fixed assets
There 1s no matenal dfference between the book value and
current rarket value of the Group's interest in fand and buldings

Disclosure of information to the extemal auditors
The directors who held office at the date of approval of this

directors report confirm that, so far as they are each aware, there

15 no relevant audit nformation of which the Company s auditors
are unaware and each director has taken all the steps that he or
she ought to have taken as a director in order to make himself or
herself aware of any relevant audit iInformation and to establish
that the Company’s auditors are aware of that nformation This
confirmation is given and should be interpreted in accordance
with the provisions of section 418 of the Act

External auditor

Deloitte LLP has expressed its willingness to continue in office as
external auditor and a resolution to reappont it will be proposed
at the forthcoming annual general mesting

Directors' report business review 02450
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Annual general meeting

The annual general meeting of the Cornpany will be held at the
offices of RBS Hoare Gaovett, 250 Bishopsgate, London EC2M
4AA on 5 May 2011 at 12 00 noon The format notice convening
the annual general meeting, together with explanatory notes,
can be found in the separate circular accompanying this
document and is available on the Company’s website at

www morgansindall com Shareholders will also find enclosed
with this document a form of proxy for use In connection with
the meeting

The directors’ report from pages 02 to 72 inclusive was approved
by the Board and signed on its behalf by

ey

Company Secretary
4 March 2011
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Directors’ responsibilities
statement

The directors are responsible for preparng the annual report
and the financial statements in accordance with applicable
laws and regulations

Company law requires the directors to prepare financial
staterments for each financial year Under that law, the directors
are required to prepare the Group financial staternents in
accordance with Intemational Financial Reporting Standards
(IFRS" as adopted by the European Urion and Article 4 of
the IAS Regulation and have elected to prepare the parent
company financial staternents in accordance with United
Kingdom Generally Accepted Accounting Practice (UK
Accounting Standards and applicable law) Under company
faw, the directors must not approve the accounts unless they
are satisfied that they give a true and farr view of the state

of affars of the Company and of the profit or loss of the
Cornpany for that penod

In preparing the parent company financial statements, the
directors are required to

B select suitable accounting policies and then apply them
consistently

B make judgments and accounting estimates that are reasonable
and prudent,

B state whether applicable UK Accounting Standards have been
followed. subject to any matenal departures disclosed and
explaned in the financial staterments, and

B prepare the financial staternents on the going concern basis
unless it 1s Inappropriate to presume that the Company will
continue N business

In prepanng the Group financial statements, International
Accounting Standard 1 requires that directors

B properly select and apply accounting policies,

B present mformation, ncluding accounting policies, n a manner
that provides refevant, reliable, comparable and
understandable information,

B provide additicnal disclosures when compliance with the
specific requirements in [FRS are nsufficient to enable users to
understand the impact of particular transactions, other events
and conditions on the entity s financiat positton and financial
performance, and

B make an assessment of the Company’s ability to continue as
a going concern

The directors are responsible for keeping adeguate accounting
records that are sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any tme
the financial position of the Company and enable them to ensure
that the financiat statements comply with the Companies Act
2006 They 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 irregulanties

The directors are responsible for the maintenance and integrity
of the corporate and financial Information included on the
Cornpany’s website Legislation in the UK governing the
preparation and dissemination of financial statements may
differ from legisiation in other jurisdictions

Responsibility statement
Each of the directors, whose names are set out on page 70,
confirms that to the best of his or her knowledge

B the financial statements, prepared in accordance with the
relevant financial reporting framework, give a true and farr
view of the assets, labilities, financial position and profit or
loss of the Company and the undertakings included in the
consolidation taken as a whole, and

the management report, which 1s Incorporated into the
directors’ report, includes a far review of the development and
performance of the business and the position of the Company
and the undertakings included in the consolidation taken as a
whole, together with a description of the principal nsks and
uncertainties that they face

MN\/

Paul Smith———— Dawvid Mull
Chief Executive Finance Director
4 March 2011 4 March 2011
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Independent auditors’ report

We have audited the Grou financial statements of Morgan
Sindall Group plc for the year ended 31 December 2010 which
comprise the consolidated income statement, the consoldated
statement of cormprehensive iIncome, the consolidated balance
sheet, the consolidated cash flow statement the consolidated
statement of changes in egquity and the related notes 1 to 30

The financial reporting frarmework that has been applied in

therr preparation 1s applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union

This report 1s made solely to the Company’s members, as a
body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006 Cur audit work has been undertaken so that we might
state to the Company’s members those matters we are required
{o state to them in an auditor's report and for no other purpose
To the fullest extent parmitted by law, we do not accept cr
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 auditor

As explained more fully In the directors' responsibilities
staterneryt, the directors are responsible for the preparation of
the group financial staterments and for being satisfied that they
give a true and fair view Our responsibility 1s to audit and express
an opinion on the Group financial statements in accordance with
applicable law and International Standards on Auditing (UK and
Ireland) Those standards require us to comply with the Auditsng
Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

Anaudt involves obtaning evidence about the amounts
and disclosures in the financial staterments sufficient to give
reasonaible assurance that the financial statements are free
from matenal misstaterent, whether caused by fraud or
error This includes an assessment of whether the accounting
polictes are appropnate to the Group’s circumstances and
have been consistently appled and adequately disclosed,
the reasonableness of significant accounting estimates made
py the directors and the overall presentation of the financial
statements

Opinton on financial staterments
ln our opinion, the Group financial staterments

B give a true and far view of the state of the Group's affarrs as
at 31 December 2010 and of its profit for the year then ended,

B have been properly prepared in accordance with IFRSs as
adopted by the European Urnion, and

B have been prepared in accordance with the requirements of
the Companies Act 2006 and Article 4 of the IAS Regulation

Opinion on other matter prescribed by the Companies

Act 2006

In our opinion, the Information given In the directors’ report for
the financial year for which the Group financial statements are
prepared 1s consistent with the Group financial staterments

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Cormpanies Act 2006, we are required to report to
you If, In our opINioN

B certan disclosures of directors remuneration specified by law
are not made, or

B we have not receved all the Information and explanations we
require for our audit

Under the Listing Rules, we are required to review

B the directors’ statement contained within the financial review,
n relation to geing concern, and

B the part of the corporate governance staterment relating to the
Company s compliance with the nine provisions of the June
2008 Combined Code specified for our review,

B certan elements of the report to shareholders by the Board on
directors' remuneration

Cther matter

We have reported separately on the parent cormpany financial
statements of Morgan Sindall Group plc for the year ended

31 December 2010 and on the infoermation in the directors'
remuneration report that 1s described as having been audited

[au bt l/

lan Kneger

(Senor statutory auditor)

for and on behalf of Delaitte LLP

Chartered Accountants and Statutory Auditor
Lendon, United Kingdom

4 March 2011
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for the year ended 31 December 2010 Company financial statements 1154127
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2010 2000
Notes £m £m
Continuthg operations
Revenue 1 21019 22135
Cost of sales (1,8847) (19930
Gross profit 2172 2205
Arnortisation of intangible assets 1.2.9 (55) 68)
Non-recurring items 2 6L -
Other administrative expenses (1652 (1701
Total administrative expenses (1758 (1769
Share of net profit of equity accounted joint ventures 1,12 01 01
Cther gains and Iosses 13 03 -
Profit from operations 1 418 437
Finance income 5 17 33
Finance costs 5 28 23)
Net finance (costs)/income an 10
Profit before iIncome tax expense 1 07 447
Income tax expense 6 109 (118)
Profit for the year 2 268 329
Attributable to
Owners of the Company 299 330
Non-controling interests oL ©CD
208 329
Eamings per share
From continuing operations
Basic 8 705p 77 9p
Diluted 8 69 7p 77 1p

There were no discontinued operations in either the current or comparative year

Consolidated statement of comprehensive income

for the year ended 31 December 2010

2010 2009
Notes Em Em
Profit for the year 298 329
Other comprehensive Income/(expense)
Actuanal gain/(loss) ansing on defined benefit obligation 19 08 06
Deferred tax on defined benefit cbligation 20 03 -
Movernent on cash flow hedges in equity accounted jomnt ventures 12 a4 06
Other comprehensive expense for the year, net of Income tax (09) -
Total comprehensive income for the year 289 329
Attrbutable to
Owners of the Company 290 330
Non-controlling interests oL oL
289 329
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Consolidated balance sheet
at 31 December 2010

2010 2009
Notes £m £m
Non-current assets
Goodwit 9 2132 1844
Other ntangible assets 9 166 166
Praperty, plant and equipment 10 278 313
Investrment property i1 43 18
Investments In equity accounted jont ventures 1,12 454 502
Investments 01 01
Shared equity loan receivables 13 139 90
Deferred tax assets 20 32 38
3245 2972
Current assets
Inventories 14 1411 1412
Armounts due from construction contract customers 16 1784 1925
Trade and other recevables 15 2292 1423
Cash and cash equivalents 29 1486 1177
697 3 5937
Total assets 1 10218 8909
Current habilities
Trade and other payables 17 (6672) (5763)
Amounts due to construction contract custorners 16 o7} 490)
Current tax habilities (306) (273
Finance lease labilities 18 an as
Provisions 21,25 €6) -
(7768) (6544)
Net current labilities (795) (G Np]
Non-current habilities
Trade and other payables 17 - oL
Finance lease labilities 18 ©0) (71
Retirement benefit obligation 19 19 32
Provisions 21 (154) (16 8)
(233) (27 2)
Total labiities (8001) (6816)
Net assets 2217 2093
Equity
Share capital 24 22 22
Share premium account 267 267
Capital redemption reserve 06 06
Own shares (59 (GRY)!
Hedging reserve G an
Retained earnings 2014 1876
Equity attnbutable to owners of the Company 2219 209 4
Non-controling interests (02) (01
Total equity 221.7 2093

The conscldated financial staterments of Morgan Sindall Group plc (company number 00521970) were approved by the Board and
author for 1ssugron 4 March 2011 and signed on its behalf by

s Ot s, P

Paul Smith David Mulligan
Chief Executive Finance Director
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2010 2009

Notes £m £m

Net cash inflow from operating activities 26 931 250

Cash flows from investing activities

Interest receved 19 34

Dividend from joint ventures 12 08 22

Proceeds on disposal of property, plant and equipment 11 10
Purchases of property. plant and equipment 3L (75)
Payments to acquire Interests in joint ventures 12 (43) 4
Payments for the acquisition of subsidiaries and other businesses 25 @52 an
Net cash cutflow from investing activities (388) B2

Cash fiows from financing activities

Net payments to acquire own shares - [(OND)
Dividends paid (178 az7n
Repayments of obligations under finance leases (56 Qah
Proceeds on issue of share capital - o1
Net cash outflow from financing activities (23D 214
Net increase/(decrease) in cash and cash eguivalents 209 (26)

Cash and cash equivalents at the beginning of the year 1177 1203

Cash and cash equivalents at the end of the year
Bank balances and cash 1486 1177
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Consolidated statement of changes in equity
for the year ended 31 December 2010

Attnbutable .o owners of the Compary

Share

Captal

Reserve for

Cash flow

Non-

Share premium redemption own shares hedg ng Retained contraling Total
capital account reserve held rasena oarnings Total intarests ecuty
Em Lty tm £m £m £Em Em Em £m
Balance at 1 January 2009 22 266 06 [(G¥:H] (23 1716 192 3 - 1923
Total comprehensive income for the year
Net profit - - - - - 330 330 O 329
Cther comprehensive incorme
Actuanal loss arising on defined
benefit obligation (note 19) - - - - - (06) {06) - 06)
Movement on cash flow hedges in equity
accounted joint ventures {note 12) - - - - 06 - 06 - 06
Total comprehensive iIncome
for the year, net of Income tax - - - - 06 324 330 oL 329
Share-based payrments - - - - - 10 10 - 10
Issue of shares at a prernium - 01 - - - - 01 - 01
Exercise of share options - - - 05 - ©5) - - -
Movement on deferred tax asset
on share-based payments - - - - - 08 08 - 08
Cwn shares acguired in the year - - - (s} - - O - oL
Dividends pad
Final dvidend for 2008 - - - - - aza» (127 - Qaz7
Interim dividend for 2009 - - - - - Gl (G - 1Y)
Balance at 31 Decernber 2009 22 267 06 Bo (17 1876 2094 QL 2093
Balance at 1 January 2010 22 267 06 GIv] Qa7n 1876 2094 01 2093
Total comprehensive income for the year
Net profit - - - - - 299 299 OL 208
Other comprehensive Income
Actuarzl gain ansing on defined
benefit obligation {note 19) - - - - - 08 08 - 08
Deferred tax on defined benefit
oblgation (note 19) - - - - - 3 03 - 03
Movement on cash flow hedges in equity
accounted jont ventures (note 12) - - - - (14 - a4 - (14)
Total comprehensive income
for the year, net of income tax - - - - 14 304 280 05N 289
Share-based payments - - - - - 07 Q7 - Q7
Issue of shares at a premium - - - - - - - - -
Exercise of share options - - - 01 - QL - - -
Movement on deferred tax asset
on share-based payrments - - - - - 06 06 - 06
Cwn shares acguired In the year - - - - - - - - -
Dividends paid
Second intenm dividend for 2009 - - - - - az7 az7n - 127
Intenm dividend for 2010 - - - - - GL GL - GD
Balance at 31 December 2010 22 267 06 CE)] (3L 2014 2219 w2 2217
Share premium account

The share premium account represents the difference between the far value of consideration recerved and the nominal value of the

shares Issued

Capital redemption reserve

The capital redemption reserve was created on the redemption of preference shares in 2003

Reserve for own shares held

The shares are held as treasury shares’ and represent the cost to Morgan Sindall Group plc of shares purchased In the market and held
by the Morgan Sindall Emnployee Benefit Trust (the "Trust’) to satisfy options under the Group's share incentive schermes (note 24)

The number of shares held by the Trust at 31 Decermber 2010 was 781,444 (2009 797,034

Cash flow hedging reserve

Under cash flow hedge accounting, movements on the effective portion of hedges are recognised through the hedging reserve,
whilst any ineffectiveness 1s taken to the income staternent
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Significant accounting policies

for the year ended 31 December 2010

Reporting entity

Morgan Sindall Group ple (the ‘Company’) 1s domiciled and
incorporated in the UK The report and accounts includes
the consolidated financial staternents of the Company and
Its subsidiaries (collectively referred to as the 'Group” and
the Group's Interest In joint ventures and separate financial
staterments for the Company The nature of the Group's
operations and its principal activities are set out nnote 1
and In the business review on pages 02 to 50

Basis of preparation

(a) Statement of comphance

The consolidated financial staterments have been prepared

©on a going concern basis as discussed in the business review
on page 35 and in accordance with International Financial
Reperting Standards (IFRS") adopted by the European Urion
and, therefore, comply with Article 4 of the EU IAS Regulation

(L) Basis of accounting
The consolidated financial staternents have been prepared under
the histonical cost convention, except where otherwise indicated

(c) Functional and presentation currency

These consolidated financial statements are presented in pounds
sterling which 1s the Group s functional currency Al financial
information, unless otherwise stated, has been rounded to the
nearest £0 1m

(d) Changes in accounting policy and disclosures

(D New and revised accounting standards adopted by the Group
The Group has adopted the following new, amended and revised
standards and interpretations from 1 January 2010

B IFRS 3 (revised) Business combinations’ reguires expensing
of all acquisition related transaction costs (previously certain
costs were included as part of consideration) and the
recognition and measurement of contingent consideration
at far value, with subsequent changes in fair vatue usually
taken through the mcome statement The revision also
provides the option of measunng non-controling interests
at far value and, in the case of a business cornbination
achieved in stages, requires goodwill to be determined
only at the acguisition date, rather than at each stage
Any previously held equity interest s remeasured to
fair value with any resulting gain or loss recognised in
the Income staternent

This revised standard has been applied to all of the acquisitions
that occurred during the year as outined in note 25 and has
resulted in £3 2m of costs that would previously have been
ncluded in the consideration Adoption of this standard has
also resulted In a loss of £0 3m being recognised in respect

of the Group’s previously held equity interest in Eurocentral
Holdings Limited

B Intermational Financial Reporting Interpretations Committee
(IFRICY 12 'Service Concession Arrangements’ addresses
the accounting by private sector operators involved in the
provision of public sector nfrastructure assets and services
where the assets are not controlled by the operator,
typically under PPP and PFl arrangements Under IFRIC 12,
infrastructure assets are not recognised as the property, plant
and equiprment of the operater, rather as a financial asset
because the operator has an unconditional right to recerve a
specified amount of cash or investrnent or other financial asset
over the Iife of the agreement Consequently, the operator now
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recognises investment income In respect of the financial asset
on an effective interest rate basis The interpretation results in
a change i the timuing of profit recognition over the ife of the
contract However, there I1s no change in the overall project
cash flows ansing or In the directors’ valuation

IFRIC 12 was apphed with retrospective effect The effect of the
adoption on comparative amounts was immatenal, and so
comparative amounts have not been restated

During the year, the Group has also adopted the following
standards, amendments and interpretations However, thay have
not had any matenal impact on the Group’s consolidated financial
staternents or are not currently relevant to the Group (but may
affect future transachions and events)

B 1AS 27 (revised) ‘Consolidated and separate financial
statements’,

B |AS 38 (amendment) 'Intangible assets’,

B IFRS 2 (amendment) Group cash-settled and share-based
payment transactions’,

B IFRIC 18 Transfers of assets from custormers’,

B International Accounting Standards Board (1ASB?) annual
improvements 2009,

B IFRIC 9 'Reassessment of embedded dervatives' and I1AS 39
Financial Instruments Recognition and measurement’, and

B improvements to IFRSs (2009)

(i) Accounting standards, amendrnents and interpretations to
exsting standards not yet effective, endorsed by the EU and

nof adopted early by the Group

The following have been published and, when approved by the
£U, will be mandatory for pencds beginning on o after 1 January
2011 and have not been adopted early by the Group

B IFRS 9 Financial instruments’ the first step in the IASB's
replacermnent programme for |AS 39 IFRS 9 seeks to simplify
the classification and measurernent of financial INstrurments
according to a business model approach, which requires
recognition and measurement according to how an entity
rmanages ks financial Instruments and the contractual cash
flow characterstics of the financial assets Although approved
by the IASB (and effective from 1 January 2013), this has not
been endorsed by the EU and endorsement s not expected
until the IAS 39 replacement programime 15 complete

B 1AS 24 (amended) 'Related party transactions’ although
endorsed by the EU, the revised standard 1s not yet effective
1AS 24 clarifies and simplifies the definition of a related party
and remaoves certain disclosures in respect of government
related entities

B Armendments to IFRS 7 Financial Instruments  Disclosures'
wnproves disclosures in respect of transfer transactions of
financial assets (where an asset s transferred but not
dereccgnised)
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B Prepayments of a minimum funding requirement (amendrent
to IFRIC 143 although endorsed by the EU, the amendment is
not yet effective The amendment removes an unintended
consequence of IFRIC 14 where entities are not permitted to
recognise as an asset some voluntary prepayments for
rrinimum funding contributions

B IFRIC 19 Extinguishing financial liabilities with equity
instrurnents’ IFRIC 19 has been endorsed by the EU and
clarfies the accounting in respect of debt for equity swaps

B 1ASB annual Improverments 2010 requires a nurnber of smaller
armendments to existing IFRS with implementation dates
throughout 2011 The impact of these amendments s
currently being assessed

(e) Cntical accounting judgments and key sources of estimation
uncertainty

The preparation of financial statements under IFRS reguires
management to make judgments, estimates and assumptions
that affect the applicaticn of accounting policies and the reported
amounts of assets, liabilibes, ncome and expense Actual results
may differ from these estmates

Estimates and assurnptions are reviewed on an ongoing basis
and any revision to estimates or assumptions are recogrised in
the period in which they are revised

€D Critical accounting judigments

The following are critical judgrments, apart from those involving
estimations (which are dealt with separately below), that the
directors have made in the process of applying the Group's
accounting policies and that have the most significant effect on
the amounts recognised in the consolidated financial statements

B Accounting for tax in relation to the Amec acquisition fair
value adiustrments
The Group continues to discuss with HMRC the corporation
tax treatrent of the far value adjustrents which arose
following the 2007 acguisition from Amec Pending the
resolution of the discussions, the Group has matenally
reduced its net tax payments to HMRC As the outcome of
these discussions 1s unclear, the Group has not recognised
any benefit from this matter in the tax charge in the income
statement Accordingly, a balance of £23 2m (2009 £220m)
1s recorded In respect of this matter within current tax lablities

B Determination of cash-generating units for goodwill
impairment testing
For the purposes of performing the Group's annual
impairment testing, goodwill is allocated to the cash-
generating unit or groups of cash-generating units which
represent the lowest level at which goodwill 1s monitored for
management purposes and which are expected to benefit
from the business combination giving rise to the goodwill

B Disclosure of non-recurning iterns
The Group has presented certain items of a one-off
and matenial nature as non-recurnng items in the Income
staternent These items have been disciosed because
the drrectors view their presentation as relevant to
the understanding of the Group's underlying financial
performance Inclusion within this category 1s restrictive
and 1s applied consistently to one-off costs and
one-off gains

B Fair vaiue adjustments in business combinations
The Group has made certain fair value adjustments in respect
of the acquisition of the business, obligations and certain
assets from the administrators of Connaught Partnerships
L.imited These are provisional due to the inherent uncertainty
relating to asset realisation and quantification of provisions

(1) Key sources of estimation uncertamnty

The key assumptions concerning the future, and other key
sources of estimation at the balance sheet date, that have a
significant risk of causing a materal adjustment to the carrying
value of assets and labilities within the next financial year, are
discussed below

B Accounting for construction and service contracts
Recognition of revenue and margin 1s based on jJudgments
made in respect of the ultimate profitability of a contract
Such judgrments are arnved at through the use of estirmates in
relation to the costs and value of work performed to date and
to be performed in bringing contracts to completion, including
satisfaction of maintenance responsibilites These estmates
are made by reference to recovery of pre-contract costs,
surveys of progress agamst the construction programrne,
changes in work scope, the contractual terms under which
the work 1s being performed, costs incurred and external
certification of the work performed The Group has
appropnate control procedures to ensure all estimates are
determined on a consistent basis and subject to appropriate
review and authensation

B Recogrution and reasurement of intangible assets
The Group recognises certain intangible assets in respect
of secured customer contracts, other contracts and related
relationships, software, non-cormpete agreements and
goodwill Recognition and subsequent measurement requires
rmanagement to rmake certan assurmnptions and estimates,
particularly in respect of the future potential benefits to be
derived and the estimated useful lives over which the future
economic benefits are expected to flow to the Group To assist
in making these judgrnents, the directors engage Independent
experts to assist N the determination of the farr values and the
estimated useful lives of these assets

B imparment of goodwill and other intangible assets
Goodwill and other ntangible assets are subject to an
impairment test on an annual basis or earlier where any event
or change in circumstance 1s identified that indicates that the
carrying value may not be recoverable Testing for Impairment
requires a comparison of the carrying amount of goodwill and
other intangible assets against the recoverable amount, which
s the value-in-use of the cash-generating unit to which the
goodwill and other intangible assets are allocated

Value-in-use requires estimation of the future cash flows
expected from the cash-generating unit as well as an
appropnate growth factor and discount rate to calculate
the present value of the cash flows

B /mpaimment of work in progress
In assessing whether work in progress 1s mpaired, estimates
are made of future sales revenue, timing and build costs The
Group has controls in place to ensure that estimates of sales
revenue are consistent, and external valuations are used where
appropriate
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B Accounting for the Group's defined benefit plan

The directors engage an Independent and gualified actuary to
calculate the Group's lability in respect of the defined benefit
plan In order to arrve at this vatuation, certain assumptions In
respect of discount rates, salary escalations, expected return
on the plan’s assets and future pension Increases have been
made Estimates and judgments regarding future mortalty
are derived using published statistics and rmortality tables

As the actual rates of increase and mortality may differ from
those assurned, the actual pension lability may differ from
that recognised in these consolidated financial statements

insurance provisions

In valuing the provision for the Group's retained insurance
risks, estimates are made of the rate of occurrence and
severity of events for which the Group will bear labiity and
external valuations are used where appropriate

Prvate Finance Initiative CPFID/Private Public Partnership
('PPP) dernvative financial instruments

Certan Group joint ventures use swaps to hedge interest
rate and Retall Price Index (nflation) nsk to which PFI/PPP
concessions are exposed These are inbially recogrised and
subsequently remeasured at each year end, at fair value
denved from current market rates

B Financral recervables

In assessing the far value of certain financial recervables,
ncluding trade recervables and those held by joint ventures,
estimates are rmade of future cash flows and the appropriate
discount rate to be used

B Tax

Judgments are required in establishing the Group's labyity
to pay taxes where tax positions are uncertain

B Share-based payments

Recognition and measurement of share-based payments
requires estimation of the far value of awards at the date of
grant and, for cash-settled awards, remeasurement at each
reporting date Judgment 1s exercised when estimating the
number of awards that will ulimately vest and these estimates
have a significant impact on the amounts recognised in the
income statement and the balance sheet To assist in
determining each award's fair value, the directors engage a
qualfied and independent valuation expert Assurmptions in
relztion to the number of awards that will ultimately vest 15
based on estimates at the reporting date of the extent to
which performance conditions are anticipated to be satisfied,
anticipated future lapses by leavers and the current intrinsic
value of those awards

Recogrition and measurement of embedded dervatives
contained in shared equity loans

The Group's balance sheet includes loans that anse on the sale
of properties under shared equity home ownership schemes
which are recognised and measured at far value through profit
or loss (as discussed in the Group's accounting policies below)
Because it 1s Impracticable to obtain regular market valuations
on a property-by-property basis, except as required at
repayment, the Group makes jJudgments on the fair value of
the loans on a portfolic basis This approach requires judgrnent
on inputs used to deterrmine far value and which include
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property price indices, the discount rate, the anticipated

loan duration and the expected rate of debtor default
Assumptions made in relation to these Inputs have a materal
impact on the carrying value of the loan portfolio recognised
an the balance sheet and the farr value moverment recognised
i1 the income statement

The accounting policies as set out below have been appled
consistently to all perods presented in these consolidated
financial staterments

Basis of consolidation

The consolidated financial staternents incorporate the financial
statements of the Company and the entities controlled by the
Comparny (Its subsidianies), together with the Group's share of
the results of joint ventures made up to 31 Decemnber each vear

Business cormbinations are accounted for using the acquistion
rmethod The consideration transferred for the acquisition of a
subsidiary 1s the fair value of the assets transferred, the liabiities
incurred and equity interests 1ssued by the Group in exchange
for control of the acquiree Consideration transferred also
ncludes the fair value of any asset or hability resulting froma
contingent consideration arrangement Acquisition related costs
are expensed In adminstrative expenses as ncurred Al
dentifizble assets and labilities acquired and contingent liabilities
assumed are intially measured at therr far values at the
acquisition date As permitted, on an acquisition-by-acguistion
basis, a non-controlling interest In the acquiree s recognised at
farr value or at the acquiree’s share of the acgurree's net assets

The excess of the consideration transferred, the amount of any
non-controfling mterest and the acquisition date fair value of
any previously held equity interest in the acguiree as compared
with the Group's share of the identfiable net assets are
recognised as goodwill Where the Group's share of identifiable
net assets acquired exceeds the total consideration transferred,
a gain from a bargain purchase 1s recognised immediately in the
Income statement after the farr values initially determined have
been reassessed

Non-controlling interests in the net assets of consolidated
subsidianes are identified separately from the Group's equity
therein Subsequent to acquisition, non-controlling interests
consist of the amount of those Interests at the date of the
onginal business combination (see below) and the non-
controling interest’s share of the changes In equity since
the date of the combination

(a) Subsidianes

Subsicharies are entities that are controlled by the Group Control
15 exerted where the Group has the power to govern, directly

or inclirectly, the financial and operating policies of the entity

50 as to obtamn economic benefits from its actvities Typically, a
shareholding of more than 50% of the voting nghts 15 iIndicative of
control However, the mpact of potential voting rights currently
exercisable 1s taken into consideration

The financial statements of subsidiaries are included in the
consolidated financial staternents of the Group from the date that
control 1s obtaned to the date that control ceases The
accounting policies of new subsidianes are changed where
necessary to align them with those of the Group




82 Morgan Sindall Group pit Anmyal report ang accounts. 2010
Consod dated f nancial statements

Significant accounting policies
for the year ended 31 December 2010
continued

Non-controlling interests in the net assets of the acquiree are
intially measured at the non-controlling interests' share of the
net far value of the assets and labilities recognised or at farr
value, as deterrmined on an acquisition-by-acquisition basis

(b) Jont ventures

A joint venture 1s a contractual arrangerment whereby two or
more parties undertake an econornic activity that is subject to
joint control, which requires unanimous consent for strategic
financial and operating decisions

(D Jointly controfled entities

A jointly controlled entity I1s a joint venture that involves the
establishment of a corporation, partnership or other entity

n which each venturer has an interest The results, assets and
labilities of jontly controlled entities are incorporated in the
financial staterments using the equity method of accounting

Goodwil relating to a joint venture which 1s acquired directly

15 Included in the carrying armount of the Investrent and 1S not
amortised After application of the equity method, the Group's
investments in joint ventures are reviewed to determine whether
any additional Impairment loss in relation to the net mvestment n
the joint venture 1s required When there is a change recognised
directly in the equity of the joint venture, the Group recogrises its
share of any change and discloses this, where applicable, in the
consolidated statement of comprehensive iIncome

Where the Group s share of losses exceeds its equity accounted
investrnent in a joint venture, the carrying amount of the equity
interest Is reduced to nil and the recogrition of further losses 1s
discontinued except to the extent that the Group has incurred
legal or constructive obligations Appropriate adjustment s
made to the results of joint ventures where materal differences
exist between a joint venture’s accounting policies and those

of the Group

Dividend income frorm investrents 1s recognised when the
shareholders’ nghts to receive payment have been established

() Jointly controlfed operations

Construction contracts carned out in joint venture without the
establishment of a legal entity are jointly controlled operations
The Group's share of the results and net assets of these jointly
controlled operations are Included under each relevant heading
in the Income statement and the balance sheet

(¢) Transactions eliminated on consolidation

Intra~group balances and transactions, and any unrealised
Income and expense arising from intra-group transactions, are
elminated In preparing the consolidated financial statements
Unrealised gains ansing from transactions with equity accounted
investrnents are elimnated to the extent of the Group’s interest
in that investment Unrealised losses are eliminated in the same
way as unrealised gains, but only to the extent that there 1s no
evidence of mparrment

Revenue and margin recognition
Revenue and margin are recognised as follows

{a) Construction contracts

Revenue comprses the fair value of construction camed out in
the year based on an internal assessment of work carned out
This assessrent 1s camed out by reference to the construction
programme, the construction contract, costs incurred and
external certification of the work performed Once the outcome
of a construction contract can be estimated reliably, margin s
recogrised in the incorme statement on a stage of contract
completion basis by reference to costs incurred to date and total
forecast costs on the contract as a whole Losses expected n
bringing a contract to cornpletion are recognised immediately
In the Income statement as soon as they are forecast

Where houses for open market sale are included in a construction
contract as part of a mixed tenure development, revenue on
open market sales Is recognised on sale completion and margin

1s recognised using the same principle as for the comstruction
contract elernent of the development

(b) Service contracts

Revenue comprises the farr value of work perforrned in the
year based on an internal assessrment of work carned out This
assessment Is carried cut by reference to the service contract,
costs incurred, surveys of work performed and external
certification of work performed

(©) Sale of development properties

Revenue from the sale of development properties 1s measured
at the far value of the consideration received or recewvable
Revenue s recognised when the significant risks and rewards
of ownership have been transferred to the buyer, there 1s no
continuing management Involvernent with the properties and
the amount of revenue can be estirmated reliably

The transfer of risks and rewards vary depending on the
individual terms of the contract of sale For properties, transfer
usually occurs when the ownership has been legally transferred
to the purchaser Revenue from the sale of properties taken in
part exchange I1s not Included in revenue

(d) Pre-contract costs

Costs incurred prior to the award of a contract are expensed
until the point where it becomes probable that the contract will
be obtained Only after it s probable that the contract 1s forecast
to be profitable, costs that were directly related to obtaining

the contract and which are separately dentifiable and can be
measured reliably are recognised as contract assets Pre-contract
costs are expensed In the income staterment over the penod of
the contract

In the case of PPP/PF| contracts, all costs incurred before the
appointment as preferred bidder are expensed

Where pre-contract costs are reimbursable, the amount receved
1s applied against amounts expensed with any surplus over this
amount being applied to costs which have been recognised as
contract assets
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(e} Mobilisation costs

Mobllisation costs are those costs specifically Incurred to enable
performance of obligations in a contract after its award and form
an integral part of the overall costs of a contract Such costs are
amortised over the penod of the contract except where the
contract becomes loss making, In which case the balance 1s
irnmediately expensed

() Government grants

Funding received In respect of developer grants, where funding 1s
awarded to encourage the bulding and renovation of affordable
housing, Is recognised as revenue on a stage of completion basis
over the lIife of the project to which the funding relates

Funding received to support the construction of housing where
current market prices would otherwise make a scheme finencially
unviable 1s recognised as revenue on a legal completion basis
when the properties to which it relates are sold

Finance income and expense

Fnance income cormprises interest mcorme on funds invested and
other interest earned Interest ncorme 1s recognised as It accrues
In the Income statement using the effective interest rate method

Finance expense comprises Interest on bank overdrafts,

the unwinding of discounts on provisions, Impairment losses
recogrised on financial assets, amortisation of prepaid bank
facity arrangement fees, commitrent fees charged by lenders
on the undrawn portion of availlable bank facilities and losses on
hedging instruments recognised through the income statement
The finance charge component of minimum lease payments
made under finance leases is also recognised as a finance
expense using the effective Interest rate method

Borrowing costs are recognised in the income staternent on

an effective interest rate method in the period in which they

are Incurred except where such costs relate to qualifying assets
for which the commencerment date for capitalisation was on or
after 1 January 2009 Borrowing costs directly attnbutable to the
acquisition, construction or production of a qgualifying asset are
included as part of the cost of that asset

Income tax

The income tax expense represents the current and deferred
tax charges Income tax 1s recognised in the Income staternent
except to the extent that it relates to items recognised directly
N equity

Current tax 1s the Group's expected tax ability on taxable profit
for the vear using tax rates enacted or substantively enacted at
the reporting date and any adjustments to tax payable in respect
of previous years

Taxable profit differs from that reported in the Income statement
because it 15 adiusted for items of income or expense that are
assessable or deductible in other years and 15 adjusted for iterms
that are never assessable or deductible

Deferred tax 1s recognised using the balance sheet method,
providing for temporary differences between the carrying
amount of assets and habilities for financial reporting purposes
and the comesponding tax bases used in tax computations
Deferred tax 1s not recogrised for the nitial recognition of assets
or habilities In & transaction that 1s not a business combination and
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affects neither accounting nor taxable profit, or differences
relating to investrments in subsidianes and joint ventures to
the extent that it 1s probable that they will not reverse in the
foreseeable future Deferred tax 1s not recognised for taxable
temporary differences arising on the initial recognition

of goodwill

Deferred tax is recognised on temporary differences which result
i an obligation at the balance sheet date to pay more tax, or a
right to pay less tax, at a future date, at the tax rates expected

to apply when they reverse based on the laws that have been
enacted or substantively enacted at the reporting date Deferred
tax assets are recognised to the extent that it s regarded as more
likely than not that they will be recovered Deferred tax assets
and labilities are not discountad and are only offset where there
15 a legally enforceable nght to offset current tax assets and
habilibes

Intangible assets

(@) Goodwill

@ initial recogrition

Goodwill anses on the acquisition of subsidiaries, associates,
joint ventures and other business assets and liakilities Goodwill
represents the excess of the cost of an acquisition over the
Group’'s share of the identifiable net assets of the acguiree at the
acquisition date Where that excess 1s negative, It 15 Immediately
recognised in the consolidated income statement as a gan from
a bargan purchase

Goodwill ansing on acguisitions before the date of transition to
IFRS has been retained at the previous UK GAAP amounts
subject to being tested for impairrment at that date Goodwaill
written off to reserves under UK GAAP prior to 1998 has not
been reinstated and 1s not included in determining any
subsequent profit or koss on disposal

(1) Subsequent measurement

Goodwill s measured at cost less accumulated impairment
losses In respect of equity accounted investments, agoodwill
acquired directly 1s included in the carrying amount of the
nvestment

(i) Impatrment

Goodwill 1s allocated to cash-generating units for the purpose of
impairment testing The cash-generating units to which the
goodwill has been allocated 1s the smallest identifiable group of
assets that generates cash nflows that are largely Independent of
the cash inflows from other assets or group of assets The largest
group to which goodwill s allocated for imparment testing
purposes 1s the operating segment level

If the recoverable amount of the cash-generating unit 1s lower
than the carrying amount of the unit, then the mpairment loss 1s
first applied to the goodwill allocated to the cash-generating unit
and then te the other assets of the unit on a pro-rata basis, based
on the carrying arnount of each asset in the urit Any such
impalirment loss 1s recognised immediatety 1n the ncome
staternent and 1s not subsequently reversed

(b) Other intangible assets

Other intangible assets, such as those Wentified on acquisition by
the Group that have finite useful ives, are recognised at farr value
and measured at cost less accumulated amortisation and
impairment losses
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The Group has the following significant classes of finite Life
intangible assets

(D Secured customer contracts

On acquisition, value 1$ attributable to customer contracts to the
extent that Ruture economic benefits are expected to flow from
the contracts The fair value of custormer contracts recognrised

in the consolidated financial statements has been determined
with the assistance of an ndependent expert Secured customer
contracts are amortised over their expected useful lives at a rate
to match the expected future econormic benefits

(i) Other contracts and refated relationships

On acquisition, value 1s attnbuted to non-contractual relationships
and other contracts with long-standing or valued clients to the
extent that future economic benefits are expected to flow from
the relationships The far value of other contracts and related
relationships recognised in the consolidated financial statements
has been determined with the assistance of an Independent
expert Other contracts and related relabionships are amortised
over therr expected useful lives at a rate to match the expected
future economic benefits

) Software

Software acquired on acquisibon 1s valued on a replacement cost
basis and 1s amortised over its expected useful life on a straight-
Ine basis

(W) Non-compete agreements

Value 1s attnbutable to contractual non-compete agreements
acquired through acquisition to the extent that they ensure
that the value paid for a business 1s not dimirished by the
previous owner or its employees taking away revenue through
competition Non-compete agreements are amortised over
ther useful lives on a straight-ine basis

The estimated useful ives for the Group's finite life intangible
assets are

B secured customer contracts 1-3 years

B cther contracts and refated relatonships  1-12 years

B software 1-3 years

B non-compete agreements 3years

Property, plant and equipment

Freehold and lkeasehold property, plant, machinery and
equiprment are stated at cost less accumulated depreciation and
any recognised Impairment loss Depreciation is charged so as to
write off the cost or valuation of the assets, other than land, over
therr estmated useful ives using the straight-line method on the
following basis

B plant, machinery and equipment between 8 3% and
33% per annum

B freehold property 2% per annum

B leasehold property over the period
of the lease

Assets held under finance leases are depreciated over their
expected useful ves on the same basis as owned assets or,
where shorter, over the term of the relevant lease Residual values
of property. plant and equipment are reviewed and updated
annually Assets under construction are not depreciated until
they become avallable for productive use

Gains and losses on disposal are determined by comparing the
proceeds from disposal against the carrying amount and are
recognised in the income staternent

Investrent property
Investment property, which s property held to earn rentals

and/or capital appreciation s stated at its far value at the balance

sheet date Gains or losses arising from changes in the farr value
of Investrment property are included n the income staternent for
the penod in which they arise

Shared equity scheme receivables

The Group offers shared equity home ownership schermes under
which qualifying home buyers can defer payment of part of the
agreed sales price up to a maximum of 25% until the earlier of
ten years, remortgage or resale of the property On occurrence
of one of these events, the Group will receive a repayment based
onits contributed equity percentage and the applicable market
value of the property as determined by a member of the Royal
Institute of Chartered Surveyors Early or part repayment (s
allowable under the scheme and amounts are secured by way
of a second charge over the property

The shared equity loans receivable are a hybrid financial
instrument consisting of an intial principal component and an
embedded derivative whose fair value vanes in accordance with
movements in the specific property prices to which the loan
relates The loans are non-interest beanng

The Group has elected to designate the financial assets resulting
frorm the shared equity schemes as far value through profit or
loss This election can only be made at initial recogrition and 15
trrevocable As it s not practicable to obtain current market
valuations on a property-by-property basis at each reporting
date, the fair value of the loans 1s calculated on a portfolio basis
using region specific property price Indlices, a discount rate which
reflects the prevalling interest rate and a suitable nsk premium for
the borrowers, an anticipated loan duration and the expected
rate of debtor default Far value movements are recognised in
operating profit and the resulting financial asset 1s presented

as a non-current receivable

Al each reporting date, the accuracy of each of these
assurnptions is reviewed and, where appropniate, adjusted to
reflect changes in market conditions and the Group'’s expernience
with the debtors

Revenue resulting from the sale of properties under the shared
equity scheme 1s recogrised at the far value of the consideration
received or recevable

Inventores

Inventories are stated at the lower of cost and net realisable value
The cost of work in progress compnises raw materials, direct
labour, other direct costs and related overheads Net realisable
value 1s the estimated selling price less applicable costs
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Trade recenvables

Trade recevables are initially recognised at far value and are
subsequently measured at amortised cost using the effective
interest rate method with an approprate allowance for estimated
irrecoverable announts recognised in the income statement

when there 15 objective evidence that the asset Is imparred

Cash and cash equivalents

Cash and cash eguivalents comprise cash in hand, demand
deposits and other short-term highly lqud investments that are
reacily convertible to a known amount of cash and are subject
to an insignificant risk of change in value

Trade payables

Trade payables are recogrised initially at far value and are
subsequently measured at amortised cost using the effective
interest rate method

Leased assets

(@) Finance leases

Leases in which the Group assurnes substantially all the risks and
rewards incidental to ownership are classified as finance leases
Finance lease assets are recognised as assets of the Group at

an amount equal to the lower of therr fair value and the present
value of the minimum lease payments, each determined at the
inception of the lease Subsequent to recognition, finance lease
assets are measured at cost less accumulated depreciation and
imparment losses

The lease liability 15 Included in the balance sheet as a finance
lease lability Lease payments are apportioned between finance
charges and the reduction of lease labilifies so as to achieve a
constant rate of interest on the remamning balance of the lability
Finance charges are charged directly against income

(b) Operating leases
Rentals payable under operating leases are charged to income
on a straight-line basis over the term of the relevant lease

Retirement benefit schemes

(a) Defined contnbution plan

A defined contnbution plan s a post-retrernent benefit plan
under which the Group pays fixed contributions to a separate
entity and has no legal or constructive cbligation to pay

further amounts The Group recognises payments to defined
contribution pension plans as staff costs :n the income staternent
as and when they fall due Prepad contrnbutions are recognised
as an asset to the extent that a cash refund or reduction on
future payments 1s avalable

(b) Defined benefit plan

A defined benefit plan s a post-retirernent plan other than a
defined contribution plan The Group's net lability 1s recognised
in the balance sheet and 1s calculated by estimating the amount
of future benefit that employees have earned in retumn for their
service In the current and prior periods and discounting this to
Its present value Any unrecognised past service costs and the
farr value of the plan's assets are deducted

The calculation of the net lability s performed by a qualified
actuary on an annual basis using the projected urit credit
method The cost of the plan 1s charged to the income statement
based on actuanal assurmptions at the beginning of the financial
year Where the calculation results in a benefit to the Group, the
asset recognised 15 imited to the net of the total unrecognised
past service costs and the present value of any future refunds
from the plan or reductions i future contributions to the plan
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When the benefits of the plan are mproved, the portion of
increased benefit relating to past service by employees 1s
recognised In the iIncome statement on a straight-line basis
over the average period until the benefits becormne vested
Where the benefits vest immediately, the expense is
recognised In the iIncome statement iImmediately

Actuanal gains and losses are recognised in full in the staterment
of comprehensive Incorme In the penod in which they occur
Net pension obligations are included in the balance sheet at

the present value of the plan liabilities, less the farr value of

the plan assets

Provisions

Provisions are recognised when the Group has a present legal or
constructive cbligation as a result of a past event, it s probable
that an outfliow of resources will be required to settle the
obligation and the amount of the obligation can be estimated
reliably

Impairment of financial assets

Fimancial assets, other than shared equity assets, are assessed
for mdicators of imparrment at each balance sheet date Financial
assets are mpaired where there is objective evidence that, as
a result of one or more events that occurred after the imitial
recogrition of the financial asset, the estimated future cash
flows of the investrment have been reduced For loans and
receivables, the amount of the iImparment 1s the difference
between the asset's carrying amount and the present value
of estimated future cash flows, discounted at the original
effective interest rate

The carrying amount of financial assets I1s reduced by the
impairment loss directly for all financial assets with the exception
of trade recevables where the carrying amount 15 reduced
through the use of a provision for Impairrment losses When

a trade recevable 1s uncollectible, # 15 written off against the
provision Subsequent recoveries of amounts previously written
off are credited agamst the provision Changes in the carrying
amount of the allowance are recognised in the income statement

With the exception of avallable for sale financial assets, If, na
subseguent perod, the amount of the Impairment loss previously
recognised decreases and this decrease can be objectively
related to an event that occurred after the impairment was
recognised, the previously recognised impairment [0ss 1s reversed
through the iIncome statermnent

Government grants

Government grants are initially recognised as deferred income
at farr value when there Is reasonable assurance that the Group
will comply with the conditions attached and the grants will

be received

Revenue arising from Government grants is recognised on erther
a stage of completion or legal completion basis

Share-based payments

The Group 1ssues equity-settled and cash-settled share-based
payments (share awards or share options) to certain employees
Equity-settled share-based payments are measured at far value
at the date of grant and are recogrised as an employee expense,
with a corresponding increase In equity, over the penod from the
date of grant te the date on which the employees become
unconditicnally entitled to the awards or options
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Cash-settled share-based payments are measured at fair

value at each balance sheet date and recogrised as an expense,
with a corresponding increase in labilities, over the penod from
the date of grant to the date on which the employees becorme
unconditionally entitled to the payrnent Any changes in the fair
value of the liability are recognised as an employee expense

in the income statement. Fair value 1s measured by use of

a modified Black-Scholes model None of these awards

when granted was subject to a share price related

performance condition

Related National Insurance Contnbutions are accrued on the
basis of the intninsic value of cutstanding share-based payments
and are remeasured at each reporting date

The Group has apphed the requirements of IFRS 2 'Share-
based Payments’ (IFRS 2 In accordance with the transitional
provisions, IFRS 2 has been applied to all grants of equity
instrurnents after 7 Novernber 2002 that had not vested as

of 1 January 2005

Financial recervables

Certain joint ventures’ financial receivables are measured at fair
value at the balance sheet date The farr value 15 determined by
discounting the future cash flows directly associated with the
financial recevables at a risk-adjusted discount rate The change
in fair value 1s recognised N equity to the extent of the Group's
equity accounted investment

Denvative financial instruments and hedge accounting
Dervative financial nstruments are used in joint ventures to
hedge long-term floating interest rate and Retail Prices Index
('RPI") exposures

Under I1AS 29 Financial Instruments Recogrution and
Measurement’ {1AS 39), interest rate and RPI swaps are stated
in the balance sheet at farr value At the Inception of the hedge
relationship, the entity documents the relationship between the
hedging instrument and the hedged item, along with its risk
management objectives and its strategy for undertaking varnous
hedge transactions Furthermore, at the inception of the hedge
and on an ongoing basis, the Group documenits whether the
hedaing nstruments that are used in hedgng transactions are
heghly effective in offsetting changes in fair values or cash flows of
hedged items

Where financial instruments are designated as cash flow
hedges and are deermed to be effective, gains and losses on
remeasurement relating to the effective portion are recognised
In equity and gains and losses on the ineffective portion are
recognised N the Income staterment, both to the extent of the
Group's equity accounted investment

Embedded denvatives are separated from the underlying host
contract where the economic characteristics and nsks of the
host contract and the embedded dervative are not closely
related except, as Is the case with the Group's shared equity loan
recevables, an election has been made to designate the financial
asset which contains an embedded denvative as fair value
through profit or loss as permitted by 1AS 39 This designation
can only be made at intial recognition and 1s irrevocable but can
be made on a transaction-by-transaction basis

Dmvidends

Dividends to the Company’s shareholders are recognised as a
labiity in the consolidated financial staterments in the period In
which the dvidends are approved by the Cormpany's shareholders
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1 Business segments

The Group has merged its Construction and Infrastructure Services segments, which are now reported in the new Construction
& Infrastructure segment The cornparative result for the vear to 31 Decemnber 2005 has been restated Revenue is generated from
each of the Group's operabing segrnents as follows

B Construction & Infrastructure offers a national senvice for design, construction and infrastructure to public and private chents,

B Affordable Housing development and construction of social and open market affordable housing, and planned and response
maintenance of social housing,

B Fit Out undertakes refurbishment and fit out projects in the offices, education, retall, hotel and leisure sectors,

B Urban Regeneration development through partnership agreements of large-scale mixed use urban regeneration projects with
aview to letting and/or sale,

B Investments facilitates project finance and provides Investrment managernent expertise to the Group's PPP/PF! activities and
Investrment portfolio, and

B Group Activities represents costs and ncome arsing from corporate actmities which cannot be allocated to the operating
segments These include costs for central activities such as treasury management, corporate tax coordination, nsurance
management, pension administration and company secretarial and legal services

For management purposes, the Group 1s organised into four operating divisions  Construction & Infrastructure, Affordable Housing,
Fit Cut, Urban Regeneration and one specialist unit, Investments Group Activities iIncludes activities of the parent Company, Morgan
Sindall Group plc The divisions and the specialist unit are the basis on which the Group reports its segment information Segrment
information about the Group's continuing operations 1s presented below

2010
Constructon & Affordable Urban Group
Infrastructure Housing FitOut Regeneration  Ivestments Activities Ekrminations Total
Em £m Em Em £m £m Em £m Em
Revenue external 12498 3873 4151 a58 39 - 21019 - 21018
Revenue inter-segment 496 22 35 - - - 553 (55 3) - ‘
Operating profit/(oss)
befare amortisation and
non-recurring items 269 163 148 25 41 41 523 - 523
Share of results of associates
and joint ventures after tax - 02 - s 08 - 01 - 01
Profit/(loss) from operations
before amortisation and
non-recurnng items 269 161 148 20 (33 41) 524 - 524
Amortisation of Intangible
assets (note 9) ©5) 3 - 47 - - &5 - (553 ‘
Non-recurring iterns (hote 2) 32) 39 - 20 - - GL - (51) i
Profit/(lcss) from operations 232 119 148 w7 (3 3) (41) 418 - 418
Net finance income (1D (11D

Profit before income tax expense 407 407
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1 Business segments continued

2009 (restated)
Construction & Affordable Urban Group
Infrastructure Housing FtOut Regereration  Investrnents Actrvibes Elminations Total
£m £m £m Em £m £m Erm £m £m
Revenue extermnal 15132 3738 2912 319 34 - 22135 - 22135
Revenue Inter-segment 131 - - - 61 - 192 (192) -
Cperating profit/{loss)
before amortisation 301 149 128 06 (&10)] 6O 504 - 504
Share of results of associates
and joint ventures after tax - - - 01 - - 01 - ¢l
Profit/(loss) from operations
before amortisation 301 149 138 07 (&30 60 505 - 505
Armortisation of ntangble
assets (note 9 (15) - - GE3H - - 68 - (68)
Profit/(loss) from operations 286 149 138 46) (30 (G 437 - 437
Net finance ncome 10 10
Profit before iIncome tax expense 447 447
Balance sheet analysts of business segments
2010
Construction & Affordable Urban Group
Infrastructure Housing Fit Out  Regererabon  Investrments Actnties Total
Em £m £m £m £m Em £m
Goodwill 1511 457 - 164 - 2132
Other ntangble assets 01 44 - 121 - 166
Equity accounted Joint ventures - - - 283 171 - 54
Other assets 4188 2290 1189 217 05 423 7466
Total assets 5700 2791 1189 785 176 (423) 1,0218
Total habilities 4497) (1823) 99 1) (136) (19 6) (288) (8001)
Other information
Amortisation of intangible assets (note 9) 05 03 - 47 - - 55
Depreciation (note 10) 67 03 10 02 01 05 88
Property, plant and equipment additions (note 10) 39 02 02 - - 02 45
2009 (restated)
Construction & Affordable Urban Group
Infrastructure Housing FtOut  Regeneration  Investrments Activities Total
£m Em £m £m £m Em £m
Goodwill 1512 165 - 167 - - 1844
Other ntangible assets 05 - - 161 - - 166
Equity accounted jont ventures - 01 - 352 149 - 502
Other assets 3724 1687 731 147 38 70 6397
Total assets 5241 1853 731 827 187 70 8909
Total labilities G219 (1310 @40 398) 84y (1265) (6816)
Other information
Amortisation of intangible assets (note 9) 15 - - 53 - - 68
Depreciation (note 10 72 02 H C3 02 03 93
Property, plant and equipment additions (note 10} 79 01 N 02 - 02 85

Significantly, all of the Group's operations are camed out in the UK




Morgan Sindall Group pic Annual repcrt and accounts 2010 8 9
Consoliciated financial statements

Directors' report business review 02450

Directors’ report’ governance 51472
Consoliclaled fmancial stalements 734114
Company financial statements Ns4127
Shareholder information 128
2 Profit for the year
Profit for the year s stated after charging/(crechting)
2010 2009
£m £m
Non-recurring items (see below) 51 -
Depreciation of property, plant and equipment (note 10) 88 93
Gamn on disposal of property, plant and equipment 05) 0 4)
Staff costs (note 4) 3684 3898
Amortisation of iIntangible assets (note 9) 55 68
Whrite downs In work In progress recognised as an expense - 10
(Write back)/impairment of trade receivables (note 29) (0123 06
Auditors’ remuneration for audit and other services (see below) 11 10
A more detailed analysis of non-recurring items 1s provided below
2010 2009
£m Ern
Acquisition related costs 39 -
Integration costs 32 -
One off gan from a bargain purchase 20 -
Total non-recurnng items 51 -
Total non-recurning rtems post Income tax 40 -
A more detaled analysis of auditors’ remuneration 1s provided below
2010 2009
£m Em
Fees payable to the Company’s auditors for the audit of the Company’s annual report and accounts 01 01
Fees payable to the Company’s auditors and their associates for other services to the Group
The audit of the Company's subsidiaries and joint ventures pursuant to legislation 0% 08
Total audit fees 10 09
Services to joint ventures relating to tax 01 01
Total non-audt fees 01 01
Total auditors’ remuneration 11 10
3 Employees
The average monthly number of people employed by the Group dunng the year was
2010 2009
No iU+l
Construction & Infrastructure 4,807 5,689
Affordable Housing 2,204 1,324
Fit Out 549 569
Urban Regeneration 50 49
Investments 33 24
Group Activities 19 22
7,662 7,977
4 Staff costs
2010 2000
£m Em
Wages and salaries 3243 3428
Social secunty costs 346 376
Other pension costs a5 94

368 4 3898
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5 Finance income and costs

2010 2009
£m Em
Interest mcome on bank deposits 02 18
Other interest Incorme 02 02
Interest receivable from joint ventures 13 13
FIinance Income 17 33
Interest payable on bank overdrafts and borrowings - an
Interest payable on finance leases 05 05
LLoan arrangement and commitment fees an -
Interest payable to jomnt ventures - -
Other interest payable 06 0D
Finance costs 28) (23)
Net finance (costs)/iIncome ayn 10
6 Income tax expense
2010 2000
£m £m
Current tax expense
UK corporation tax 117 122
Adustment in respect of prior years (14> 11y
103 111
Deferred tax expense
Current vear 01 08
Adustment In respect of prior years 05 oD
06 07
Income tax expense for the year 109 118
Corporation tax 1s calculated at 28 0% (2009 28 0%) of the estimated assessable profit for the year
The total tax charge for the year of £10 9m s lower (2009 lower) than the standard rate of corporation tax in the UK of 28 0%
(2009 28 0%) The difference can be reconciled as follows
2010 2009
£m £m
Current tax expense
Profit before tax 407 447
Incorme tax expense at UK corporation tax rate 114 125
Tax effect of
Share of net profit of equity accounted joint ventures - -
Expenses that are not deductible in determining taxable profits 08 08
Adustments n respect of prior years (1)) 12
Effect of expected forthcoming change In tax rates upon closing deferred tax balance 01 -
Other 05 3
Income tax expense for the year 109 118
Effective tax rate for the year 26 8% 26 4%
Effective tax rate for the year ignoring pnor year adjustments 290% 291%
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7 Dmvidends
Armounts recogrised as distnbutions to equity holders in the period
2010 2009
£m £m
Second intenm dividend for the year ended 31 Decernber 2009 of 30 Op
(2008 final dividend 30 Op) per share 127 127
Interm dividend for the year ended 31 December 2010 of 12 Op
(2009 12 Op) per share 51 50
178 177
Proposed fina! dividend for the year ended 31 December 2010
of 30 0p (2009 second intenm dividend of 30 Op) per share 128 127

The proposed final dividend i1s subject to approval by shareholders at the annual general meeting and has not been included as
a hability in these financial staterments The proposed final dividend will be paid on 16 May 2011 to shareholders on the register at
26 April 2011 The ex-cividend date will be 20 Aprl 2011

8 Earrungs per share
There are no discontinued operations in either the current or prior year

The calculation of the basic and diluted earnings per share s based on the following data

2010 2009

Eamings £m £m
Earmings before tax 407 447
Deduct tax expense per the Income statement 109 a1is)
Noncontrolling interests 01 01
Earnings for the purposes of basic and dilutive earnings per share being

net profit attributable to owners of the Company 299 330
Add back

amortisation expense (see notes 2 and 9) 55 68

non-recurring items (note 2 40 -
Earnings for the purposes of adjusted basic and dilutive earnings per share being net profit attributable

to owners of the Company adjusted for amortisation expense and non-recurnng items 394 398

2010 2008

Number of shares No. 0005 No. 000s
Weighted average number of ordinary shares for the purposes

of basic earnings per share 42391 42,281
Effect of difutive potential ordinary shares
Share options 93 92
Conditional shares not vested 389 332
Weighted average number of ordinary shares for the purposes

of diluted earrmings per share 42,873 42,705

The average market value of the Company's shares for the purpose of calculating the dilutive effect of share options and long-term
Incentive plan shares was based on quoted market prices for the period that the options were outstanding The weighted average
share price for the pericd was £5 93 (2009 £6 11)
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8 Eamings per share continued
Earnings per share as calculated in accordance with 1AS 33, ‘Earnings per Share’ are disclosed below

2010 2009
Basic earnings per share 705p 77 9o
Diluted eamings per share 89 7p 771p
Earnings per share adjusted for amortisation expense and non-recurnng items

2010 2009
Basic earnings per share adjusted for amortisation expense and non-recurring items 929p 93 0n
Diluted earnings per share adjusted for amortisation expense and non-recurring items 91 9p 930p

A total of 2,246,025 share options that could potentially dilute earnings per share in the future were excluded from the above
calculations because they were anti-dilutive at 31 December 2010 (2009 2,820.160)

9 Goodwill and other intangible assets

QOther intang ble assats
Other

Secured contracts Totad oiher
customer and related Non-compete ntang tle
condracts relabonships Software agreement assets Goodwill
£m £m £m £m Em £n

Cost or valuation
Balance at 1 January 2009 42 269 09 50 370 1923
Additions in the year (note 25) - - - - - 11
Balance at 31 December 2009 42 269 09 50 370 1934
Balance at 1 January 2010 42 2690 09 50 370 1934
Additions in the year (note 25) - 58 - a8 66 291
Disposals during the year (note 25) - Q20 - - 20) 03)
Balance at 31 December 2010 42 307 09 58 416 2222
Accumulated amortisation
Balance at 1 January 2009 29 76 7 24 (136) 9o
Amortisation charge for the year [@Es)] (€3] 02 an 68 -
Balance at 31 December 2009 (€3°)] (115 ((03°)] LD 204 €I
Balance at 1 January 2010 (&3] (115 ((03°))] 4D (204) €10)]
Amortisation charge for the year 03 41 - A1) G5 -
Disposals during the year - 09 - - 09 -
Balance at 31 December 2010 42 14 7) (09) a2 250) om
Carrying amount
Carrying amount at 31 December 2010 - 160 - 06 166 2132
Carrying amount at 31 December 2009 03 154 - 09 166 iB44

Other contracts and related relationships arise frorm valuing the relationship with a number of clients where there I1s a secured pipeline
of work or hustoric experience of a relationship and the real prospective opportunity of repeat work Following a review of estimated
useful Iives, other contracts and related relationships will be fully amortised by 2019

Software was fully amortised by 31 Decermnber 2009 and secured customer contracts were fully amortised by 31 December 2010
The non-compete agreement acquired in 2007 expired in July 2010 The Group acquired a non-compete agreement with a cost of
£0 8m as a result of the acquisition of Powerminster Gleeson Services Lirmited on 30 June 2010 (note 25) This is of three years
duralton and 15 being amortised on a straight-line basis

Goodwill represents the value of people, track record and expertise acquired within acquisitions that are not capable of being
indimdually identified and separately recognised

Segmentation of goodwill and other intangible assets is disclosed in note 1
Note 25 provides further detalls in respect of the fair value of intangible assets identified on acquisition and for the determination of

goodwill ansing on acguisition Amortisation charges In respect of iIntangible assets with a finite life are recorded within administration
expenses in the Income statement The amortisation rates are given In the sigrificant accounting pohcies
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9 Goodwili and other mtangible assets continued

In testing goodwil] and other ntangible assets for imparment, the carrying value of goodwill and other intangible assets in each cash-
generating unit has been compared against value In use Value In use has been deterrmined by using forecast pre-tax cash flows from
Board approved budgets for the next three years and extrapolating future growth and applying risk-adjusted discount rates that are
specic to the cash-generating unit In question

Cash flows beyond three years have been extrapolated using an estimated growth rate of 2 50% (2009 2 25%) which 1s equal to

the MM Treasury's Novernber 2010 forecast for the UK econormy  a cormparison of independent forecasts for GDP The nsk-adjusted
nominal discount rates used are 12% (2009 12%) for Construction & Infrastructure, 13% (2009 13%) for Affordable Housing and 15%
(2009 15%) for Urban Regeneration The directors have reviewed the rates used and beleve they are still appropriate

The key assurmnptions in forecasting pre-tax cash flows relate to future budgeted revenue, rmargin likely to be achieved and, lkely
rates of long-term growth by market sector Budgeted revenue and margin are based on views on past perforrmance, secured
workload and workload likely to be achievable in the short to medium-term, given trends in the relevant market sector as well as
macroecorncmic factors In carrving out this exercise, no impairment of goodwill or other intangble assets has been dentified

10 Property, plant and equipment

Owned plant.  Leased plant, Freehokd
machnery and mach rery and property Leased
equorent equ pmert and land property Total
Em £m £m Em Ern

Cost or valuation
Balance at 1 January 2009 387 135 28 78 628
Additions in the year 57 20 - 08 B85
Transfers 12 a2 - - -
Disposals during the year ae) ayn (COF: )] - 31
Balance at 31 December 2009 440 132 24 86 682
Balance at 1 January 2010 440 132 24 86 682
Addiions in the year 28 o7 - 10 45
Additions through acquisitions 14 - - - i4
Transfers 08 s - - -
Disposals during the year 27N 03 - (OF))] 32
Balance at 31 December 2010 4563 128 24 94 709
Accumulated depreciation
Balance at 1 January 2009 (228 (39 - (EX)) 301
Depreciation charge for the year &L an - a2 93
Transfers an 11 - - -
Disposals dunng the year 15 10 - - 25
Balance at 31 December 2008 288 G5 - “46) (369
Balance at 1 January 2010 88 G5 - 46) (36 9)
Depreciation charge for the year 5 as - as (88}
Transfers (06) 06 - - -
Disposals dunng the year 22 02 - 02 26
Balance at 31 December 2010 (331 42 - 58) 43 1)
Net book value
Net book value at 31 December 2010 132 86 24 36 278
Net book value at 31 Decermber 2009 152 97 24 40 313

WwWithin the carrying value of property, plant and equipment, there are no assets under construction (2009 £nily

Contractual commitments for the acquisition of property, plant and equipment are £0 1m (2009 £0 8m)
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11 Investment property

2010 2009
Valuation £m £m
At 1 January 18 -
Additions in the year 25 18
Revaluation in the year - -
At 31 December 43 18

Investment properties compnse certain residential properties constructed by the Group as part of larger mixed tenure projects
for rental to sockal or private residential clients

The farr value of the Group's Investment property at 31 December 201015 based on a valuation carned out at that date by the
directors The valuation, which conforms to International Valuation Standards, was determined by reference to market evidence
of transaction proceeds for sirmnilar properties

The property rental income earned by the Group from its Investment property, all of which s leased out under cperating leases,
armounted to £0 1m (2009 £rel) Direct operating expenses arising on the investment property in the penod amounted to £0 1m
(2009 £nil)

Properties were transferred from inventories to investment properties late in 2009 and hence there was no material rental iIncome
or direct operating expense during the preceding year

12 Investments In equity accounted joint ventures
The Group has the following interests in significant joint ventures

Access for Wigan (Holdings) Limited 50% share
Access for Wigan (Holdings) Lirmited 1s developing the Wigan Life Centre

Ashton Moss Developments Limited 50% share
Ashton Moss Developrments Lirmited has developed a mixed use site In Manchester

Blue Light Holdings Limited 50% share
Blue Light Heldings Limited 1s a joint venture with Barclays Capital set up to hold the investrment in a joint venture with
Carden Croft for the Dorset Emergency Services PRI scherme

Bromley Park Limited 50% share
Bromley Park Lirnited has developed a site for housing in Kent acquired from the Ministry of Defence

Claymore Roads (Holdings) Limited 50% share
Claymore Roads (Holdings) Limited 15 responstble for the upgrade and operation of the A92 between Dundee and Arbroath
In Scotland

Community Seolutions Investment Partners Limited (previously called Cormmmunity Solutions for Pnmary Care (Holdings) Limited)
50% share
Community Solutions Investrment Partners Limnited carnies out strategic development and regeneration projects in the health sector

English Cities Fund 12 5% equity parbcipation

ECf 15 alirmited partrership with English Partnerships and Legal & General to develop mixed use regeneration schemes in assisted
areas Joint control 1s exercised through the board of the general partner at which each partner Is represented by two directors and
no decision can be taken without the agreement of a director representing each partner

Hull Esteern Consortium PSP Limited 33%:% share
Hull Esteern Consortium PSP Limited 15 the private sector investor in the Hull BSF scheme currently buikding two schools and with
a pipeline of a further 15

ISIS Waterside Regeneration 25% equity participation

1515 Waterside Regeneration 1s a imited partnership between British Waterways and Warp 4 Limnited Partrnership (dself a joint venture
between Morley Fund Management and Muse Developments) to undertake regeneration of waterside sites Joint control s exercised
through the board of the general partner at which each of Bntish Waterways and Warp 4 Limited Partnership is represented by three
directors and no decision can be taken without the agreement of a director representing each partner

Lewasham Gateway Developments Limited 50% share
Lewtsham Gateway Developrnents Limited 1s redeveloping a mixed use stte comprising retatl, office, hotel, residential, education,
health and leisure space
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12 Investments In equity accounted joint ventures continued

Lingley Mere Business Park Development Company Limited 50% share
Lingley Mere Business Park Development Company Limited is developing new office space and ancillary faciities at Warrington
in Cheshire

Morgan-Vinc Limited 50% share
Morgan-Vinci Limited 1s responsible for the construction and operation of the Newport Southern Cistributor Road

North Shore Development Partnership Limited 50% share
North Shore Development Partnership Limited 1s creating a high qualty extension to Stockton-on-Tees' town centre in partnership
with Tees Valley Regeneration, Stockton Council and English Partnerships

On 24 January 2011, this joint veriture became a whally owned subsidiary of the Group

Renaissance Miles Platting Linited 33%% share

Renaissance Miles Platting Limited 1s a joint venture with IIC Miles Platbing Equity Limited and Adactus Housing Association to
refurbish existing homes and buld new homes on a mixed tenure development under a Pl arrangement for Manchester City Council

St Andrews Brae Developments Limited 50% share
St Andrews Brae Developrments Lirmited 1s secunng planning permuission for residential development

Taycare Health (Holdings) Lirmited 50% share

Taycare Health (Holdings) Limited 15 invested 50% in a Non Profit Distributing project to develop two mental health hospitals for
Tayside Health Board

The Compendium Group Limnited 50% share

The Compendium Group Limited 1s a company formed te carry out strategic development and regeneration projects of a primarily
residential nature

In the course of the year, the Group acguired full control of three joint ventures in which it previously had a 50% interest (note 25)

Investrnents in equity accounted joint ventures are as follows

2010 2008

Em £m

At 1 January 502 530
Equity accounted share of net profits for the year 01 01
Increase in investrment 43 472
Disposals 58 -
Dividends received Qo an
Movement on cash flow hedges 1.4 06
At 31 December 454 502

The increase N INnvestments in joint ventures during the year was mainly due to equity and loan investrment in Hull Esteem Consortium
PSP Limited and loan investment in Community Solutions Investment Partners Lirmited

Of the dvidends received in the year, £0 8m (2009 £2 2m) were paid in cash and £1 2m (2009 £5 5m) through settlement of
amounts owing to joint ventures

Financial iInformation related to equity accounted joint ventures

2010 2000
Em £m
Non-current assets (100%) 2968 3407
Current assets (100%) 3769 2063
Current liabilities (100%) 923 (1006)
Non-current labilities (100%) (4584) (4366
Net assets reported by equity accounted joint ventures (100%) 1230 1098
Revenue (100%) 1489 1044
Expenses (100%) (1485) (1066)

Net profit/(loss) (100%) 04 (22
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12 investments In equity accounted joint ventures continued
Results of equity accounted jont ventures

2010 2009
£m £m
Group share of profit before tax 06 02
Group share of Income tax expense (05) n
Group share of profit after tax o 01
Commitments in respect of Interests In joint ventures
2010 2000
£m £m
Commitment to provide further equity to Urban Regeneration joint ventures 08 16
Commitrnent to provide further equity and subordinated debt to PFI/PPP joint ventures 120 71
128 87
13 Shared equity loan recevables
2016 2009
£m £m
Balance at 1 January 90 -
Additions ansing from the sale of properties 40 89
Additions through acquisitions (note 25) 06 -
Moverent in fair value 03 01
Repayment - -
Balance at 31 December 139 90

The Group has elected to recognise the shared equity loan recevables at fair value through profit or loss under IAS 39 Thisis an
Irrevocable election and results in all movements In the fair value of the loans being recognised in profit or loss

All of the shared equity loan recewvables are secured by way of a second charge over the property Durnng the year, there were no
defaults on any of the shared equity loans (2009 £nil) and there were a very small number of voluntary repayrments of shared equity
loan recervables in the year (2009 £nil) All repayments were at values at or above the values held in the accounts The Group's
maxirnum credit exposure s Iimited to the carnying value of the shared equity loan recevables granted

Basis of valuation and assumptions made

Because it 15 impracticable to obtan regular market valuations on a property-by-property basis and there 1s no directly observable
fair value for individual loans ansing frorm the sale of specific properties under the scheme, the Group has developed a mode! for
determining the fair value of the portfolio of loans based on region specific property prices, expected property price Increases,
expected loan defaults and a discount factor which reflects the interest rate expected on an instrument of similar risk and duration
In the market Details of the key assumptions made in this valuation are as follows

2010 2009
Assumption
Period over which shared equity loan receivables are discounted 7years 7 years
Weighted average annual property price increase assurnead 38% 38%
Nominal discount rate applied to initial shared equity recevable 6 6% 6 6%
Rate of default assumed in valuation of shared equity loan portfolio 00% 0%

At 31 December 2010, a total of 462 (2009 302) properties had been sold under the shared equity scheme for which a loan was
outstanding at the year end

At 31 December 2010, the weighted average shared equity loan contribution {being the Group s weighted average foan as a
proportion of the selling price of a property) was 25% (2002 25%) The maximum loan contribution by the Group under the
shared equity scheme is 25% (2009 25%)

The fair value measurement for shared equity loan recevables is classified as Level 3 as defined by IFRS 7 Financial Instrurnents
Disclosures’




Morgan Sindall Group phc Annual report and accounts 2010 97
Consci clated finane 2k staternents

Directors' report business review  02/50

Directors’ report governance 51472
Comsoldated financial staterments 734114
Company financial statements 154127
Shareholder information 128

14 Inventones
2010 2009
£m £m
Raw matenals 22 35
Work In progress 1389 1377
1411 1412

Work In progress comprises land and housing, commercial and mixed developments in the course of construction

15 Trade and other recevables

2010 2009

£m £m

Trade receivables (note 29) 2097 1230
Provision for impairment losses (note 22 20 29

2077 1201

Amounts owed by joint ventures (ncte 28) 98 31

Deferred tax asset (note 20) - -

Prepayments and accrued incorne 55 B2

Other recevables 62 109

2292 142 3

The directors consider that the carrying amount of trade and other receivables approximates to therr fair value

The average credit period on revenue 1s 23 days (2009 18 days) No interest 1s charged on the trade receivables outstanding balance
Trade recevables overdue are provided for based on estimated irrecoverable amounts

Included in the Group's trade recevable balance are debtors with a carrying amount of £580 4m (2009 £32 7m) which are past due
at the reporting date for which the Group has not provided as there has not been a significant change in credit guality and the Group
considers that the amounts are still recoverable The average age of these recevables 1s 32 days (2009 121 days)

The Group’s exposure to credit risks and impairment losses related to trade and other recevables are disclosed in note 29, Financial
Instruments

in deterrmining the recoverability of trade recevables, the Group considers any change in the credit quality of the trade recervable
from the date credit was inbially granted up to the reporting date The concentration of credit risk 1s limited due to the custormer
base being large and spread across the Group’s operating segments Accordingly, the directors believe that there 1s no further credit
provision required in excess of the provision for impairment losses No collateral 1s held by the Group as security

Within the provision for impairment losses, there are no specific trade recevables (2009 £nib) from debtors which have been placed
into lgquidation or adrmunistration

At the reporting date, there were no trade and other recevables which have had renegotiated terms that would otherwise have been
past due
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16 Construction contracts

2010 2009

Em £m

Arounts due frorn construction contract customers 1784 1925
Arnounts due to construction contract customers 707 A9

Carrying amount at the end of the year 1077 1435

Contract costs incurred plus recognised profits less recognised losses to date 74977 96077
Less progress billings (7.3900) (9,464 2)

1077 1435

Contract costs incurred plus recognised profits less recognised losses to date and prograss billings include contract activity which
the Group has not recognised in the income statement as it occurred prior to acquisition

Amounts recoverable on construction contracts are stated at cost plus the profit attributable to that contract, less any impairment
losses Progress payments for construction contracts are deducted from amounts recoverable Amounts due to construction
contract customers represent amounts received In excess of revenue recognised on construction contracts

At 31 December 2010, retentions held by customers for contract work amounted to £57 2m (2009 £62 0m)

None of the Group's amounts due from construction contract customers’ balances 1s past due at the reporting date (2009 £ni)
The Group does not hold any collateral over these balances

17 Trade and other payables

2010 2009

Em £m

Trade payables (note 29) 1499 1459
Armounts owed to joint ventures (note 28) 08 08
Other tax and socizl security 204 212
Accruals and deferred income 4807 3962
Other payables 154 122
667 2 5763

Trade payables are mitially measured at fair value and are subsequently measured at amortised cost using the effective interest
rate method

The cirectors consider that the carrying amount of trade payables approximates to their far value The average credit penod
taken for trade purchases is 25 days (2009 23 days) No interest was incurred on outstanding balances The Group has financial
risk management policies in place to ensure that all payables are paid when due except in cases of genuine dispute

Non-current liabiltties include trade and other payables of £nil (2009 £0 1m) that fall due between two and five years

18 Finance lease habihities

Minimum lease Capdal slernent
payments of lease payments
2010 2002 2010 2009
Em £m £m £mn
Amounts payable under finance leases
Within one year 21 22 17 18
In the second to fifth years inclusive 50 55 42 46
After five years 19 28 18 25
a0 105 77 89
Less future finance charges a3 a6 n/a n/a
Present value of lease obligations 77 89 77 8%
Current lease hability 1.7 18
Non-current lease liability 60 71
77 89

It 15 the Group’s policy to lease certain of its property, plant and equipment under finance leases The average lease tenm 1s six years (2009
five years) For the year ended 31 Decernber 2010, the average effective borrowing rate was 5% (2009 6%) Interest rates are fixed at the
contract date All leases are on a fixed repayrnent basis and no anrangements have been entered into for contingent rental payments

All lease obligations are denominated in sterling The fair value of the Group's lease obligations approxirates to therr carrying amount
The Group's obligations under finance leases are secured on the assets to which the leases relate
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19 Retwrement benefit schemes

Defined contnibution plans

(1) The Morgan Sindall Retirement Benefits Plan
The Morgan Sindall Retirernent Benefits Plan (the Plan ) was established on 31 May 1995 and currently operates on defined
contribution principles for employees of the Group The assets of the Plan are held separately from those of the Group in funds
under the control of the Trustees of the Plan The total cost charged to the Income statement of £0 2m (2009 £9 2m) represents
contributions payable to the defined contribution section of the Plan by the Group

As at 31 Decermber 2010, contributions of £1 Orm (2009 £0 7m) were due in respect of December’s contribution not paid over to
the Plan The Company, with the consent of the Trustees, can decide how to use monies held in a defined contribution general
account

) Local Government Pension Schemes
The Group makes contributions on defined contribution principles to a number of Local Government Pension Schermes for
employees who transferred frorn Connaught Partnerships Limited The assets of these plans are held separately from those of
the Group under the control of the Trustees of the plans The total cost charged to the income statement of £0 1m (2009 £nil)
represents contributions payable to these plans by the Group

Defined benefit plan

The Plan includes a defired benefit section compnsing liabilities and transfers of funds representing the accrued benefit nights of
active and deferred members and pensioners of pension plans of companies which are now part of the Group These include szlary
related benefits for members in respect of benefits accrued before 31 May 1995 (and benefits transferred in from The Snape Group
Limited Retirernent Benefits Scherne include accruals up to 1 August 1997) No further defined benefit membership nghts can
accrue after those dates

The most recent valuation of the Plan assets and the present value of the defined benefit Iabilities was prepared at 31 Decermber
2010 The present value of the defined benefit labilities, the related current service cost and past service cost were measured using
the projected unit credit method

2010 20009
Key assumptions used % %
Discount rate 54 56
Expected return on the Plan assets 48 49
Expected rate of salary increases 46 48
Future pension increases 35 35
Inflation increases 36 38

@ depending on therr date of joning, members recerve fixed pension iNcreases of 3 0% or 3 5%

Life expectancy

For the disclosures as at 31 Decemnber 2010, the SINXA series of tables (31 December 2009, the PXA22 series of tables) from the
Continuous Mortality Investigation were adopted appropriate to mermbers’ actual years of birth and with a 95% scaling factor for
miales and 100% for females Mediurm cohort projecticns with a minimum underpin of 1 5% were adopted for future mprovements
In hfe expectancy

The average Iife expectancy in years of a pensioner retiring at age 65 on the balance sheet date is as follows

2010 2000
Male 871 870
Female 896 899

The average life expectancy In years of a pensioner retinng at age 65, twenty years after the balance sheet date 1s as follows

2010 2009
Male 900 881
Female 925 909

An increase of one year to the average life expectancy at 65 would increase the present value of the Plan liabilities by around 3 0%
If such an assumption had been adopted as at 31 Decernber 2010, the present value of the Plan liabilities would have ncreased to
£88m (2009 increase of 3 0% with the present value of the Plan liabilities increasing from £8 9m to £9 2m)

The amount included in the balance sheet arising from the Group’s habilities N respect of the Plan is as follows

2010 2000
£m £m

Present value of the Plan habidities 85) [G1e)]

Farir value of the Plan assets 66 57

Deficit in the Plan lability recognised In the balance sheet (1.9) 32D
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19 Retirement benefit schemes continued
Amounts recognised (N the income statement in respect of the Plan are as follows

2010 2009

£m £m
Interest cost 5 (G5)
Expected return on the Plan assets 03 03
Net percdic cost o2 02)

The charge for the year has been included in administrative expenses  Actuarial gains and losses have been reported in the consolidated
statement of comprehensive iIncome The actual retum on the Plan assets was a gain of £0 2m (2009 £0 4m)

Movements In the present value of the Plan liabilities were as follows

2010 2000
£m Em
Liabilities at 1 January 8 B80)
Interest cost 5 05
Actuaral gain/(loss) 06 (0F2))]
Benefits paid 03 04
Lizbilities at 31 December (85) (89

The habilities in respect of pensions in payment account for around 35% of the total liabxlities (2009 16%) The average term to
retirernent 1s 7 5 vears for active members {1 e members who are still ernployed by the Group and whose past service benefits are
Iinked to therr final salary but are no longer accruing final salary benefits) (2009 six years) and € 4 years (2009 three years) for
deferred members

Movernents in the value of the Plan assets were as follows

2010 2009
£m £m
Assets at 1 January 57 50
Expected return on the Plan assets 03 02
Actuanal gains 02 02
Contributions from sponsonng company 07 07
Benefits paid 03 (04)
Assets at 31 December 66 57
The effect of a 1% moverment in the key financial assumptions Is set out below
Increase Decrease
of 1% of 1%
£m £m
Discount rate
Effect on interest cost - -
Effect on the defined benefit obligation {14y 17
Inflation rate
Effect on interest cost - -
Effect on the defined benefit obligation 04 04

Expected rate of return on assets
Effect on the expected return on the Plan assets - -

The sensitivities to the interest cost and expected return on assets shown above relate to the calendar year ending 31 December
2010 The sensitivities to the defined benefit obligation relate to the hability as at 31 December 2009

2010 2009
£m £m
Actuanal (gain)/loss recognised in the consolidated statement of comprehensive income 08) 06

Cumulative actuanal loss recognised In the statement of comprehensive income 20 38
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19 Retirement benefit schemes continued
The Plan assets and the expected rate of return at the balance sheet date were as follows
Fair value of assets Expected return
2010 2009 2010 2000
Em Em % %
Fixed nterest gilts 33 32 42 44
Corporate bonds 33 25 54 56
66 57

The expected return on the Plan assets 1s determined by considering the expected returns available on the assets underlying the
current Investment policy Expected yields on fixed interest investrments are based on gross redemption yields as at the balance sheet
date Expected returns on equity reflect long-term real rates of return expected in the respective markets

The history of experience adjustments 15 as follows

2010 2009 2008 2007 2006
£m Em £rmn Em £m
Present value of the Plan labilities @5) B9 B (1)} 73
Fair value of the Plan assets 66 57 50 47 48
Deficit in the Plan (19 32) GO G 2%
Expenence adjustments on the Plan llabilities
Amount 06 ©08) 02 wa 07
Percentage of the Plan liabilities 6 7% 89% (19%) 4 4% (9 2%)
Experience adjustrments on the Plan assets
Amount 03 02 03 05 -
Percentage of the Plan assets 36% 26% 66% (d10%) 04%

The amount of contnibutions expected to be pard to the Plan durnng 2011 s £0 7m (2010 £0 7m)

Gloucestershire County Council Local Government Pension Scheme

The Group has a lability to this defined benefit scherne for former Gloucestershire County Councll employees who transferred to
the Group under TUPE arrangements The amount of any lability to fund any deficit on the termination of the Contractor Admission
Agreement 1s capped at £0 8 This lability s not included in any of the disclosures above

20 Deferred tax
Non-current Short-termn Retrernent
asset fiming bensfit  Share-based
amortisaucn differences ool gation payrments Total
£m Erm £ £ £
At 1 January 2009 15 10 08 04 37
Crecit/(charge) to ncome 02 {0 4) 01 (5] oD
Credit to equity - - - 08 08
At 31 Decernber 2009 17 06 09 06 38
At 1 January 2010 17 06 09 06 38
Credit/(charge) to Income 02 (A oL 01 s
(Charge)/credit to equity - - 03 06 03
Acquisition of subsidiary 03 - - - 03
Effect of change in tax rate
Incorme statement [((ON D)} - - - O
At 31 December 2010 15 0L 05 13 32
The UK Corporation tax rate s set to reduce to 27% in Apnl 2011, affecting the closing deferred tax balance as shown above
Further reductions in the corporation tax rate to 24% are expected but not yet legislated
Certan deferred tax assets and labilities have been offset The following 1s the analysis of the deferred tax balances (after offset)
for financial reporting purposes
2010 2000
Em £m
Deferred tax within non-current assets 32 38

At 31 Decermnber 2010, the Group had unused tax losses of £0 6m (2009 £0 6m) avallable for offset against future profits No

deferred tax asset has been recognised in respect of such losses due to the unpredictabilty of future profit strearms aganst which

these losses may be ubilised Losses may be carried forward indefinitely
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21 Provisions
Current habilities

Contract Emplovee

DIOVISIONS RrOVISIONS Tozal
Em Em Em
ALl Janyary 2009 - - -
Utllised - - -
Additions - - -
Released - - -
At 31 December 2009 - - -
At 1 January 2010 - - -
Utised (75) (123 (198)
Additions through acquisitions {note 25) 111 153 264
Released - - -
At 31 Becember 2010 36 30 66

The contract provisions were established on acquisition to reflect the farr value of novated contracts Employee provisions relate to
redundancy and other costs associated with contracts that did not novate

Non-current habilities

Employee Insurance

LROVISIONS ProVISIONSs Other Tosal

£m £m £m £m

A1 January 2009 18 88 77 183
Utlised 0L Qa4 (26) CRN

Additions - 36 - 36

Released - - - _

At 31 December 2009 17 160 51 168

At 1 January 2010 17 100 51 168
Utilised Q0 an 25 62

Additions 18 30 18 66
Released s - aom (18)

At 31 December 2010 07 113 34 154

Employee provisions comprnise obligations to former employees other than retirerment or post-retirement obligations Insurance
provisions include €1, 9m (2009 £1 8m) held in the Group’s captive insurance cormpany, Newrman Insurance Company Limited and
comprise the Group's self nsurance of certain rsks Other provisions Include onerous lease commitrents and legal claims

The majorty of the provisions are expected to be utiised within five years

22 Operating lease commitments

2010 2000
£m Em
Minimum lease payments under operating leases recognised as an expeanse for the year 172 175

At 31 December 2010, the Group had outstanding commitments for minimum lease payments under non-canceliable operating
leases which fall due as follows

2010 2009
Land and Land and
buldings Other Total buildings Othar Total
£m £m £m £m £m £m
Within one year 69 27 96 81 37 118
Within two to five years 175 28 203 183 49 232
After five years 52 - 52 46 - 46
At 31 December 296 55 351 310 86 396

Operating lease payments represent rentals payable by the Group for certain properties and other terms Leases are negotiated
for an average term of three years (2009 five years) and rentals are fixed for an average of two years (2002 four years)

The total of future minmMum sublease payments expected to be receved under non-cancellable subleases at 31 December 2010
15 £0 8m (2009 £1 2m)
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23 Contingent habilities

Group banking faciiies and surety bond facilities are supported by cross guarantees given by the Company and participating
companes In the Group There are contingent labiiies In respect of surety bond facibties, guarantees and claims under contracting
and other arrangements, ncluding joint arrangements and joint ventures entered into in the normal course of business

24 Share capital

2010 Expetted return
No. ‘000s £000s No. 000s £000s
Issued and fully paid
At the beginning of the year 43160 2,158 43,004 2,150
Exercise of share options 28 1 156 8
At the end of the year 43,188 2,159 43,160 2,158

The Company has one class of ordinary shares of 5p each (‘'shares’ which carnes no nghts to fixed income  All ordinary shares
are entitled to receive dividends as declared from time to time and are entitled to one vote per share at meetings of the Cormpany
All shares rank equally with regard to the Company's residual assets

No member shall, however, be entitled to vote at any general meeting in respect of any share held by him if any call or other sum
then payable by him In respect of that share remains unpaid or If a member has been served with a restriction notice (as defined
in the Articles) after fallure to provide the Company with information concerning interests in those shares required to be provided
under the Companies Act 2006

Shares
The shares of the Company I1ssued during the year are shown below Details of employee share option schemes referred to
are given below and in note 27

27,870 shares were issued in respect of options exercised under the Company’s 1995 Scheme for a total consideration of
£1,394 (2009 156,561 shares for a total consideration of £74,078) All options exercised under the 1995 Scheme during the
year were settled on a net basis

No shares were 1ssued in respect of the ESCP 2007, the Save As You Earn scheme or the 2005 Plan (2009 nil)

Share options
The Company has four share option schemes

B The Morgan Sindall 1995 Executive Share Option Scheme (the 1995 Schemne?) which receved shareholders’ approval on
24 May 1995 The pericd for the granting of options under the 1995 Scheme expired in May 2005 Options under the 1995
Scheme are exercisable between five and seven years from the date of grant of the options

B The Morgan Sindall Employee Share Option Plan 2007 ( the ESOP 2007 ) receved approval from the Board on 7 June 2007
The ESOP 2007 did not require shareholder approval because all options granted and to be granted under it will be settied with
market purchased shares Options granted under the ESOP 2007 are exercisable between three and ten years from the date of
grant The period for granting options under the ESOP 2007 expires on 6 June 2017

B The Morgan Sindall Executive Remuneration Plan 2005 ('the 2005 Plan’) details of which are disclosed i the directors
rernuneration report on pages 61 and 62

B The Morgan Sindall Savings Related Share Option scheme ( the SAYE scheme) The SAYE scheme was approved by shareholders
on 22 April 2008 and by HMRC on @ May 2008 No options were granted during the year (2009 ril) The options are exercisable
after three years (for six months) from the date of grarnt The penod for granting options under the SAYE scheme expires on
21 Apnl 2018 Further details of the SAYE scheme are given in note 27

Own shares

Own shares at cost represent 781.444 (2009 797,034) shares in the Company held in the Morgan Sindall Employee Benefit Trust
(the Trust ) In connection with the ESOP 2007 and certain share incentive schemes as detailed in the remunerabion report on pages
58to 67 The trustees of the Trust purchase the Company’s shares in the open market with financing provided by the Company on
the basis of regular reviews of the share habilities of the relevant schemes A total of 781,444 (2009 797.034) shares were unallocated
at the year end and dividends on these shares have been waived The cost of shares expected to be awarded s charged over the
three year period to which the award relates Based on the Company's share price at 31 December 2010 of £7 05 (2009 £6 00), the
rarket value of the shares was £5,509,180 (2009 £4,782,204)
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25 Acquisitions of subsidiaries

Acquisition of Powerminster Gleeson Services Lirmited

On 30 June 2010, the Group acauired 100% of the 1ssued ordinary share capital of Powerminster Gleeson Services Limited The
company subsequently changed its name to Lovell Powerminster Limited Details of the net assets acquired and goodwill ansing
are as follows

£m

Total purchase consideration cash 66
Net liabilities acquired oL
Goodwill (note 9) 67

Goodwill arising on this acquisition represents the value of people, track record and expertise acquired within acquisitions that are not
capable of beng indmvidually identfied and separately recognised

Acguree s

carmang Farvalue
amount  ad,ustments Farvalue
Em Em
Intangible fixed asset - 0g og
Tangible fixed asset 14 - 14
Trade recevables 34 - 34
Trade creditors and accruals @7 (45) (72)
Cash 18 - 18
Deferred tax 03 - (03
Net habilibes acquired 36 37 ((CRY)
Purchase consideration settled m cash 66
Cash and cash equivalents acquired (18)
Cash cutflow on acquisition 48

The acquired business contributed £7 1m of revenue In the period from 30 June 2010 to 31 December 2010 Due to the fact that the
business has been integrated into the existing Affordable Housing division, it 1s impracticable to disclose the amount of operating
profit that 1s included in the Group's results or for the full year

Acquisttion of the business, obligattons and certain assets from the administrators of Connaught Partnerships Limited
On 9 Septermber 2010, the Group acquired the business, obligations and certain assets from the administrators of Connaught
Partnerships Limited ( Connaught’) Details of the assets acquired and provisional goodwill arising are as follows

£m

Total purchase consideration cash 280
Net assets acquired 56
Goodwill (note 9) 224

Goodwill arnsing on this acquisition represents the value of people, track record, expertise and opportunity to access new rmarkets
acquired within acquisitions that are not capable of being iIndvidually identified and separately recognised

Acquiree's Prowis.onal

camying farvalue Prosasional

amount  adustments far vae

£m Em £m

Intangible fixed asset - 40 40

Trade receivables and amounts on construction contracts recorded by Connaught 724 (44 4 280
Provisions {note 21} - (26 4 (264)

Net assets acquired 724 (66 8) 56

Purchase consideration settled in cash 280

Cash and cash equvalents acquired -

Cash outflow on acquisition 280

Provisional fair value adjustments on trade recevables and amounts due from construction contract customers recorded by
Connaught include correction of errors and adjustments to reflect the anticipated amount likely to be recovered




Morgan Sindal Graup pic Annual report and aceounts 2000 ‘I
Consolddated financial staternents

Directors’ report business review 02450

Directors' report governance 51472
Consclidated fnanaal statermments /37114
Cormpany financial statements 154127
Shareholder information 128

25 Acquisttions of subsicdharies continued

The acqurred business contnbuted £20 9m of revenue in the penod from 9 September 2010 to 31 Decermnber 2010 Due to the fact
that the business has been integrated into the existing Affordable Housing division, it 15 impracticable to disclose the amount of
operating profit that 15 included in the Group's results or for the full year

The above acquisitions were made In order to create a full service social housing business covering new build, open market and
social housing and planned and response maintenance

The farr value of the acquired assets and llabilities are provisional due to the inherent uncertanty relating to asset realisations and
quantification of provisions

Acquisition of partner interests in Urban Regeneration joint ventures
In the course of the year, the Group acquired full contro! of three legal entities in which it previously had 56% shareholdings
Two of the acquisitions were acquired at far value and one was negotiated at a price which was less than far value

Detalls of the assets acquired and the gan arising are as follows

Em
Purchase consideration
Cash paid c1l
Far value non-cash consideration 28
Total purchase consideration 29
Net assets acquired 52
23)
Goodwill on onginal shareholdings 03
One off gan from a bargain purchase 20)
The gain has ansen because the assets were acquired at their respective equity cost rather than ther value after applying equity
accounting principles
Alturrees
camying Farvahe
arrount  adiistments Fair vakie
Em £m £m
intangible fixed assets il 07 18
Shared equity loan recetvables 06 - 06
Inventores 127 - 127
Trade receivables 15 - 15
Trade creditors and accruals 13, - (130
Cash and cash equivalents 22 - 22
Corporation tax 0o - e
Net assets acquired 45 07 52
Purchase consideration settled in cash 01
Repayment of loans in cash 45
46
Cash and cash equivalents acquired 22
Cash outflow on acguisition 24

The acquired businesses contnbuted £24 6m of revenue and an operating profit of £5 2m before tax n the periods from acquistion to
31 December 2010 If the acquisitions had been completed on 1 January 2010, the total revenue from the acquired businesses would
have been £24 6rm
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26 Cash flows from operating activities

2010 2000
Notes £m £m
Profit from operations for the year 418 437
Adjusted for
Amortisation of fixed life intangible assets 2 585 68
Share of net profit of equity accounted joint ventures 12 oL oL
Depreciation of property. plant and equipment 2 g8 93
Expense In respect of share options 07 10
Defined benefit obligation payment 19 o 7N
Defined benefit obligation charge 19 02 03
Net gain from bargain purchase of subsidary previcusly held as equity interest 25 (e49)] -
Gain on disposal of property, plant and equipment 5 ©H
Increase in shared equity loan recevables 13 (43) [¢10)]
Write downs In work In progress recognised as an expense - 10
Decrease In provisions 21 149 as
Operating cash flows before movements in working capital 480 504
Decrease In inventories 128 291
{Increase)/decrease in recevables (66 8) 623
Increase/(decrease) in payables and short-term provisions 1077 (1227
Moverments in working capital 537 (313
Cash generated from operations 1017 191
Income taxes (paid)/received (64 77
Interest paid 22 (18)
Net cash inflow from operating activities 931 250

Additions to leased property, plant and equiprment durning the year amounting to £0 7m (2009 £2 0m) and additions o leasehold
property amounting to £nil (2009 £0 2m) were financed by new finance leases Cash and cash equivalents (which are presented
as a single class of assets on the face of the balance sheet) comprise cash at bank and other short-term, highly iquid investments
with a maturity of three months or fess

27 Share-based payments

The Company's 2005 Plan and the ESOP 2007 provide for a grant price equal to the average of the middle market price of the
Company’s shares at close of business on the five dealing days preceding the date of grant The Company’s 1995 Scheme provicles
for the average guoted middie market price of the Company’s shares on the three dealng days preceding the date of grant Details
of the 1995 Scherne and the ESOP 2007 option vesting penods are given In note 24 and the vesting perods for options and share
awards granted under the 2005 Plan are given in the remuneration report on pages 65 and 66

Under the SAYE scheme, employees are granted an option to purchase shares at up to 20% less than the market price at grant in
three years' time, depending on their entering Into a contract to make rnonthly contributions INto a savings account over the relevant
penod These funds are used to fund the option exercise price The scheme 1S open to all emnployees with six months’ continuous
service at the invitation date No performance critenia are applied to the exercise of SAYE options

The weighted average share price at the date of exercise for share options exercised dunng the year was £6 47 (2009 £582)

The options outstanding at 31 Decermber 2010 had a weighted average exercise price of £7 12 (2009 £7 76) and, a weighted average
remaining contractual life of 1 2 years (2009 16 years) In 2010, options under the ESCP 2007 were granted on 17 March and 24 May
and the estimated fair value of the options granted on those dates was £0 1m (2008 £0 2m) Cpticns and share awards under the
2005 Pian were granted on 17 March 2010 The estimated fair value of the options granted on those dates was £0 6m (2009 £0 5m)
and the estimated fair value of the share awards granted on those dates was £1 Om {2008 £1 1m) There were no options granted
under the SAYE scheme in 2010 (2009 nil)
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27 Share-based payments continued

A medified Black-Scholes model has been used to value the options and awards set cut below None of the options or awards

granted was subject to a share price related perforrmance condition

Mar 10 May 10

2007 ESOP options

Nurnber of options granted

Weighted average farr value at date of grant per option
Weighted average share price at date of grant
Weighted average exercise price

Expected term (from date of grant)®

Expected volatiity™

63,000  50.000

£100 £088
£552 £526
£555 £529

B6years Gyears
4000% 40 00%

Expected dividend yield™® 7 60% 8 00%
Risk-free rate 3 00% 240%
Share
Options awarnds
Mar 10 Mar 109
2005 Plan shares and options

Number of options/shares granted®

Weighted average fair value at date of grant {per option/share)

Weighted average share price at date of grant;
Weighted average exercise pnce

Expected term (from date of grant)@
Expected volatility™

Expected dividend yield®

Risk-free rate

630,776 181062

£100 £552
£552 £552
£555 n/a

Gyears 3years
4000% 51 00%
7 60% 0 00%
3 00% 2 60%

@ In March 2010, 630,776 options and 181,062 share awards were granted to executives of the Group under the 2005 Plan

@ adjusted frorm maximum term, based on management's best estirnate, for the effects of non-transferability, exercise restrictions,

vesting conditions and behavioural considerations

3 Assumed to be equal to historic volability of the Company’s share price over the period prior to grant egual in length to the

expected term

@ Set as equal to dividend vield prevailing at date of grant with the exception of share awards granted to executives of the Group

which are subject to performance conditions

& At the end of the vesting pericd, award holders may receive the value of any dividends paid during the vesting penod in respect
of thetr vested shares Consequently. the fair value 1s not diseounted for value lost in respect of dividends

The Group recognised {otal remuneration expenses of £0 7m and £1 Om related to equity-settied share-based payment transactions

in 2010 and 2009 respectively
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27 Share-based payments continued

The following tables provide a summary of the options granted under the Group's employee share option schemes during the current

and comparative year
2010
Balance at end of year
Balance
atthe Proceects
Exercise Bemise  beginng Options Opbions Opbons Options recerved £
Grant datzon Expury price of yoar granted lapsed  forfoted  exercsed Inissue  Exercisable (retof
date or after date (4 No, No, Na, No No, No,  sottlements)
1995 Scherme
25Feb04 25Feb(9 24Febll 420 90,000 - 52120 - 27870 10000 10,000 1394
14Sep04 14Sep(9 13Sepll 438 60,000 - - - - 60,000 60,000 -
2007 Scherne
13Aug07 13Augl0 12 Augl?7 1676 23,000 - - - - 23000 23,000 -
24%p07 245epl0  23%epl7 1581 37,000 - - - - 37000 37,000 -
20Dec0?7 20Dec10 19Dec1? 1051 100,000 - 6,000 - - 84000 94,000 -
154Apr08 15Aprll 14 Apri8 1003 50,000 - - - - 50,600 - -
27May08 27Mayll 26May1s 992 50,000 - - - - 50,000 - -
280ct08 280ctll  270ct18 436 42500 - - - - 42500 - -
26Nov(08 26Novl1l 25Nov 18 475 25,000 - - - - 25000 - -
3IMar09 3Mar 12 2 Mar 19 535 94,000 - - - - 94,000 - -
28May (9 28Mayl12 27 May 19 636 90,000 - - - - 90,600 - -
17Mar10 17Marl3  16Mar 20 555 - B3,000 - - - 63,000 - -
24Mayl10 24Mayl3 23 May 20 529 - 50,000 - - - 50,000 - -
2005 Plan
20May 05 20May 08 19 May 15 724 318,024 - - - - 318,024 318,024 -
S Apr 06 SApr09 4 Aprl6 1259 246,624 - 17872 - - 228752 228752 -
6 Mar 07 6 Mar 10 5 Mar 17 1215 258,024 - 258,024 - - - - -
9 Apr(8 9Apr1l 8 Apr 18 1039 342,066 - 32484 - - 309,582 - -
16hun08 16Junll 15JunlB 742 25048 - - - - 25048 - -
0Mar09 3OMarl2 29MarlS 580 503018 - - - - 503,018 - -
17Mar10 17Mar13 16Mar 20 555 - 830,776 - - - 630,776 - -
2008
SAYE Scherne
1.Jul 08 1S5ep1l 28Feb12 702 1,280,380 - - 259,761 - 1,020,619 19819 -
Total 3634684 743776 366510 259761 27,870 3724319 790,595 1394
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27 Share-based payments continued
2009
Balance at end of year
Balance
atthe Proceeds
Exercise Expreise  beginning Ortions Opt.cns Optons Cphions recesved £
Grant date on Expury oree of year granted lapsed forfaited excreised Inissue  Bxercsable {net of
dae or a'ter date £ No. No Nao. No, No No No.  settlernents)
1995 Scherne
220ct02 200ct07 280ct08 270 246,000 - 93354 - 152,646 - - 73882
2SFeb04 25Feb 09 24Feb 1l 420 100,000 - 6,085 - 3915 $0,000 90,000 196
14Sep 04 14S%ep09  13Sepll 438 60,000 - - - - 60,000 60,000 -
2007 Scheme
13 Aug07 13Augl0 12Augl7 1676 23,000 - - - - 23,000 - -
24Sep 07 24Sepl0 23Sepl7 1581 41,000 - - 4,000 - 37,000 - -
20Dec07 20Decl0 19Decl? 1051 100000 - - - - 100,000 - -
15A0r08 15Aprit 14 Amr 18 1003 55,000 - - 5,000 - 50,000 - -
27May(08 27Mayli 26May18 992 55,000 - - 5,000 - 50,000 - -
280ct08 280ct1ll 270ct18 43 42,500 - - - - 42,500 - -
26Nov08  26Nov1l 25Nov18 475 25,000 - - - - 25,000 - -
IMar09 3IMar 12 2Mar19 535 = 84000 - - - 94,000 - -
28May09 2BMayi2 27May 18 636 - 980,000 - - - 50,000 - -
2005 Plan
20May05 20May08 19Mayl5 724 318,024 - - - - 318024 318,024 -
5Apr06 SApr0? 4 Aprils 1259 258532 - - 11914 - 246,618 246,624 -
6 Mar 07 6Mar 10 5Mar17 1215 271,357 - - 13333 - 258,024 - -
Q9 Apr 08 9April 8 Apris 1039 342,066 - - - - 342066 - -
15Jun08 216Junll 25Junl8 742 25048 - - - - 25,048 - -
30Mar08  30Marlz  29Marl9 580 - 503,018 - - - 503,018 - -
2008
SAYE Scherne
1Jul 08 1%epll 28Febl2 702 1,549,831 - - 269451 - 1,280,380 20,726 -
Tetal 3512358 687,018 99439 308698 156,561 3,634,678 735374 74078

Cash-settled share-based payments

The Group grants to certain employees share appreciation nghts (‘phantoms’) that reguire the Group to pay the intnnsic value of the
phantoms to the employee at the date of exercise As cash-settled share-based payment awards, the phantoms are revalued at the
end of each reporting year There were no phantoms granted durng the year (2009 nil) Phantoms are exercisable between three and
eight years from the date of grant of the phantorn The total ntrinsic value at 31 December 2010 was £nil (2009 £nil) The Group had
recorded habilities of £0 1m at 31 Decermnber 2010 in respect of phantorms (2009 £0 1m)

At the reporting date, the fair value and number of phantom awards outstanding was

Balance a: Phantom Phantom Bal.z'x: g} For vl
Excrase I it b 1
bate of pnce oe ﬂr':zl?n:r oigogeg m%?closednf the year Dv.'acrawarté
te of grant £ Mo, Na MNo. Now
17 Aug 2005 665 68000 - - 68,000 078
11 Oct 2005 849 51,000 - - 51,000 025
5 Dec 2005 831 60,000 - - 60,000 028
5 Apr 2006 1259 50,000 - - 50,000 001
S Apr 20061} 1259 50,000 - - 50,000 001
18 May 2006 1109 30,000 - - 30,000 004
10 Aug 2006 1086 10,000 - - 10,000 005
9672 319,000 - - 319,000 0272

® This grant 15 subject to a performance condition To the extent that this condition 1s not expected to be satisfied and the options
are expected to lapse, the income statement charge 1s adjusted Similar adjustment 1s made In the event of a bad leaver

@ weighted average
The market price of a share on 31 December 2010 was £7 05 (2009 £6 00)
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27 Share-based payments continued

The fair value of the phantorns was determined by the use of a modified Black-Scholes model using the assumptions noted In the
table below

31 Dec 2010 31 Dec 2008
Expected term (from date of grant)® 46-56 years 46-56years
Expected remaning term 1vyear 1-16vyears
Share price at valuation date £705 £6 00
Expected volatility of return@ 29% 43% - 60%
Expected dividend yield™® 6 0% 70%
Risk-free rate 07% 22%

O Adjusted from maximum term, based on management’s best estirmate, for the effects of non-transferability, exercise restrictions,
vesting conditions and behavioural considerations

@ Assumed to be egual to historic volatifity of the Company's share price over the year prior to grant egual In length to the expected
term

& Set as equal to dividend yield prevaling at date of grant

The Group recorded a credit to profit of £nil during the year in respect of phantorms (2009 £ni credit)

28 Related parties

Transactions between the Company and its subsicianes, which are related parties, have been eliminated on consolidation and are not
disclosed in this note Transachions between the Group and its joint ventures are disclosed below

Trading transactions
Dunng the year, Group companies entered Into transactions to provide construction and property development services with related
parties, all of which were joint ventures, not members of the Group Transactions and amounts owed at the year end are as follows

Proavsion of goods Amounts owed by/(Lo)
and services related parties

2010 2009 2010 2008

£m £m £m Em

Morgan-Vinci Limited - 01 - -

Community Solutions Investment Partners Limited 195 129 05 14

Renaissance Miles Platting Limited 01 01 - -

Blue Light Holdings Limited 03 150 01 02
Ashton Moss Developments Limited - - 02 o2
Bromley Park Limited - - {086) 086

Chatham Place (Building 1) Lirmited 01 04 n/a -

ECf (General Partner) Limited 1.7 14 - 06

Eurccentral Parthership Limited 19 - n/a 02

Lewisham Gateway Developments Limited - - 02 02

Lingley Mere Business Park Development Company Limited - 03 - -

North Shore Development Partnership Limited - - ¢l 01

lcian Developments Limited - - n/a 04

The Compendium Group Limited 05 14 o1l -

Access for Wigan (Holdings) Limited 01 - - -

Hull Esteern Consortiurn PSP Limuted 502 - 48 -

St Andrews Brae Developments Limited 40 - 40 -

Taycare Health (Holdings) Limited 18 - - -

802 316 90 23

Armeunts owaed by/(Lo)
related parties

2010 2003

Em £m

Arnounts owed by related parties a8 31
Amounts owed to related parties 0 8) s

90 23

All transactions with related parties were made on an arm s length basis
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28 Related parties contmued

The amounts outstanding are unsecured and will be settled in cash Other than construction related performance guarantees given
in the ordinary course of business, no guarantees have been given to or received from related parties No provisions have been made
for doubtful debts In respect of amounts owed by related parties All amounts owed to or owing by related parties are non-interest
bearing

Remuneration of key management personnel

The remuneration of the directors, who are key management personnel of the Group, 1 set out below in aggregate for each of
the categories specified in 1AS 24 'Related Party Disclosures’ Further information about the remuneration of iIndividual directors
Is provided in the audited part of the remuneration report on pages 64 to 67

2010 2000
£m Em

Emcluments 33 22
Social security contributions 03 03
Other long-term benefits ol 02
Share option exercises - -
Post-employment benefits 02 04
39 31

Directors’ transactions

In the course of the year, Eurocentral Partnership Limited {a wholly owned subsidiary of the Group) sold some land and bulldings

to a syndicate of investors on arm’s length terms The Group retained a small minoenty investrment in this syndicate Senior employees
and directors of Muse Developrments Limited, together with John Morgan (£269k) and Paul Srrith (£163k), purchased part of the
investrment in the syndicate in cash The transaction was carrnied out on an arm'’s length basis and on the same commercial terms

as those offered to the other Investors in the syndicate There are no amounts outstanding

There have been no other related party transactions with any director either during the year or in the subsequent period to
4 March 2011

Directors’ matenal mterests in contracts with the Company
No director held any material interest in any contract with the Company or any Group company i the year or i the subsequent
pencd to 4 March 2011

29 Financial instruments

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, demand deposits and other short-term, highly iquid investments that are readily
convertible to a known amount of cash and are subject to an Insignificant nsk of changes in value The carmying armount of these
assets approximates to therr far value

Included within cash and cash equivalents 1s £26 7m (2009 £23 8m) which is the Group s share of cash held within jointly controlled
operations

General risk management principles

The Board has overall responsibility for the establishment and oversight of the Group's risk management framework A formal nsk
assessment and management framework for assessing, monitoring and managing the strategic operational and financal nsks of the
Group 1s In place to ensure appropriate sk management of its operations Internal control and nsk management systems are
embedded In the operations of the divisions

The key business risks Wentified are discussed in detail In the business review on pages 36 to 39 and the corporate governance
staterment on pages 57 and 58
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Financial risks and management

The Group has exposure to a vanety of financial nsks through the conduct of its operations Risk management s governed by
the Group’s operational policies, which are subject to perodic review by the Group's internal audit tearn and twice yearly review
by management The policies include written principles for the Group's nsk management as well as specific policies, guidelines
and authorisation procedures in respect of specific risk mitigation technigues such as the use of dervative financial instruments
The Group does not enter into derivative financial mstruments for speculative purposes

The following represent the key financial nsks resulting from the Group's use of financial iInstruments

B creditrisk
B ligudity risk
B market sk

(a) Credit nsk
Credit nsk 1s the nisk of financial loss to the Group If a customer or counterparty to a financial nstrument fails to meet 1its contractual
obligations and results primarnly from the Group’s trade receivables and amounts due from construction contract custormers

Amounts due from construction contract customers and trade recenvables

The Group's primary exposure to credit nsk arses frorm the potential for non-payment or default from construction contract debtors
and trade receivables The dearee to which the Group s exposed to this credit nsk depends on the individual characteristics of the
contract counterparty and the nature of the project The Group's credit risk 1s also influenced by general macroeconomic conditions
The Group primarily operates in one geographical segment, being the UK The Group does not have any significant concentration risk
In respect of amounts due from construction contract customers or trade receivable balances at the reporting date with recevables
spread across a wide range of custormers Due to the nature of the Group’s operations, 1t is normal practice for customers to hold
retentions In respect of contracts completed Retentions held by custormers at 31 December 2010 were £57 2m (2009 £62 0m)

The Group manages its exposure to credit nsk through the application of its credit nsk management policies which specify the
mirimum reguirements in respect of the creditworthiness of potential customers, assessed through reports from credit agencies,
and the timing and extent of progress payments in respect of contracts

The nsk management policies of the Group alse spealfy procedures in respect of obtaining parent company guarantees or, In certan
arcumstances, use of escrow accounts which, in the event of default, mean that the Group may have a secure clam The Group
does not require collateral n respect of amounts due from construction contract custormers or trade recevables

The Group manages the collection of retentions through its post-completion project monitornng procedures and ongoing contact
with customers to ensure that potential 1ssues that could lead to the non-payment of retentions are identified and addressed
promptly The Group assesses amounts due from construction contract customers and trade receivable balances for imparment
and establishes a provision for impairment losses that represents its estimate of incurred losses

The ageing of trade recevables at the reporting date was as follows

2000 2009
Provision for Provision for
Grosstade  impamment  Grossiade impanment
recenvables losses recesatles losses
£m £m £m £m
Not past due 1577 c4 889 15
Past due 1to 30 days 153 01 131 -
Past due 31 to 120 days 168 01 104 -
Past due 121 to 365 days 102 05 44 02
Greater than one year 97 09 62 12
2007 20 1230 29

The movement In the provision for Impairment losses on trade receivables during the year was as follows

010 2009

£m Em

Balance at beginning of the year 29 27
Amounts written off dunng the year (03] oD
Amounts recovered during the year 0L 0D

{Decrease)/increase in provision recognised in the income statement 06) 10143

Balance at 31 December 20 29
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29 Financial instruments continued

{b) Liquidity nsk
Liguidity risk 1s the risk that the Group will not be able to meet its financial obligations as and when they fall due The ultimate
responsibility for liquidity nsk rests with the Board

The Group ams to manage hquidity by ensuring that it will always have sufficient hguidity to meet its habilities when due, under
both normal and stress conditions, without incumng unacceptable losses or nsking darmage to the Group's reputation

The Group actively manages its iquidity profile whilst ensuring that the return achieved on cash and Investrments 15 maximised
The Group had no drawn down debt facilities as at 31 December 2010 (2009 £ni)

As discussed below under capital management, the Group does not have any derivative or non-derivative financial kabiliies with

the exception of finance lease labilities, trade and other payables, current tax labilities and retirement benefit obligations Current tax
habilities and trade and other payabies are generally non-interest beanng and, therefore, have no weighted average effective interest
rates Retrement benefif obligations are measured at the net of the present value of retrement benefit obligations and the farr value
of the Plan assets Finance lease liabilities are carmed at the present value of the minimum lease payments An analysis of the maturity
profile for finance lease habilities 1s contaned in note 18

The Group reports cash balances daily and invests surplus cash to maxirrise income whilst preserving credit quality The Group
prepares weekly short-term and monthly long-term cash forecasts, which are used to assess the Group's expected cash performance
and compare with the facilities avallable to the Group and the Group's covenants

In addition to its cash balances, the Group has £100m of committed loan faciites avallable until mid-2012

Key nsks to lquidity and cash balances are a downturn in contracting volumes, a decrease in the value of open market sales,
deterioration In credit terms obtainable in the market from suppliers and subconitractors, a downturn in the profitability of work,
delayed receipt of cash from customers and the nsk that major clients or suppliers suffer financial distress leading to non-payment
of debts or costly and time consurming reallocation and rescheduling of work Certain measures and KPls are continually monitored
throughout the Group and used to quickly identify 1ssues as they arise, enabling the Group to address them promptly

Key amongst these are continual monitoring of the forward order book, including the status of orders and Ikely timescales for
realisation so that contracting volumes are well understood, monitoring of overhead levels to ensure they remain appropriate to
contracting volumes, weekly monitoring of open market house sales volumes and prices, continual monitoring of working capital
exceptions (overdue debts and conversion of work performed into certificates and invoices), continual review of levels of current
and forecast profitability on contracts, review of chent and supplier credit references, and approval of credit terms with clients and
suppliers to ensure they are appropnate

The ageing of trade payables at the reporting date was as follows

2010 2009

Em £m

Not past due 1239 1284
Past due 1 to 30 days 120 66
Past due 31 to 120 days 74 75
Past due 121 to 365 days 66 34
Greater than one year - 01
1499 146 0

{c) Market nsk

Market nisk 1s the risk that changes in market prices, such as foreign exchange rates, interest rates or equity prices, will affect the
Group's Income or the carrying amount of its holdings of financial nstruments The objective of market nsk management 1s to
achieve a level of market risk that s within acceptable parameters as set out In the Group risk management framework

Interest rate risk
The Group 15 not exposed to sigrificant interest rate risk as it does not have significant interest beanng Labilities and its only interest
bearing asset I1s cash invested on a short-term basis

Certain of the Group’s equity accounted joint ventures enter into interest rate swaps to manage their exposure to nterest rate
risk ansing on floating rate bank borrowings

The Group’s share of joint ventures’ interest rate and Retall Prices Index swap contracts with nominal values of £129 Om (2009
£80 8m) have fixed Interest payments at an average rate of 4 83% (2009 5 01%) for periods up until 2041
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The Group's share of the far value of swaps entered into at 31 December 2010 by joint ventures 1s estimated at a £3 1m lability
(2009 £1 7m hability) These amounts are based on market values of equivalent instruments at the balance sheet date All interest
rate swaps are designated as hedging instruments and are effective as cash flow hedges The farr value thereof has been taken

to the hedging reserve

Currency risk

The majonty of the Group's operations are carried out In the UK and the Group has an insignificant level of exposure to currency risk
on sales and purchases Given the insignificant exposure to foreign currency movements, the Group’s policy 1s not to hedge foreign
currency transactions unless they are matenal, at which point derivative financial iInstruments are entered into so as to hedge forecast
or actual foreign currency exposures

Capital management
The Board aims to maintain a strong capital base so as to mantain investor, creditor and market confidence and to sustain the future
developrment of the business

The capital structure of the Group consists of cash and cash equivalents and equity attributable to equity holders of the Company,
corprising 1ssued capital, reserves and retained earnings as disclosed in note 24 and the consolidated staternent of changes In
equity The cash and cash equivalents are supplemented by the £100m of bank facilities which are committed until rrid-2012

The Group dividend policy s stated In the business review on page 34

The Board aims tc achieve a suitable balance between higher returns that may be possible through borrowing and the stability
afforded by a sound capital position

There were no changes In the Group's approach to capital management during the year and the Group 1s not subject to any
capital requirements iImposed by regulatory authorities

30 Subsequent events
There were no significant subsequent events that affected the financial statements of the Group
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Independent auditors’ report

We have audited the parent company financial staternents of
Morgan Sindall Group plc for the year ended 31 December 2010
which comprise the Company balance sheet, the combined
Company statement of movernents in reserves and shareholders’
funds, the statement of significant accounting policies and the
related notes 1 to 14 The financial reporting framework that has
been appled in ther preparation 15 applicable law and United
Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice)

This report 1s made solely to the Company’s members, as a body,
in accardance with Chapter 3 of Part 16 of the Companies Act
2006 Our audit work has been undertaken so that we might
state to the Company’s members those matters we are required
to state to them in an auditor's report and for no other purpose
To the fullest extent permitted by law, we do not accept or
assurme 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 auditor

As explained maore fully in the directors’ responsibilities

statement, the directors are responsible for the preparation of the
parent company financial statements and for being satisfied that
they give a true and fair view Our responsibility 1s to audit and
express an opinion on the parent company financial staterments
N accordance with applicable law and International Standards

on Auditing (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 obtaining evidence about the amounts

and disclosures in the financial statermnents sufficient to give
reasonable assurance that the financial staterments are free
from matenal rmisstaterment, whether caused by fraud or error
This includes an assessment of whether the accounting policies
are appropriate to the parent company’s circumstances and
have been consistently applied and adequately disclosed,

the reasonableness of signuficant accounting estimates

made by the directors, and the overall presentation of

the financral staterments

Opinion on financial statements
In our opinion, the parent company financial statermnents

B give atrue and farr view of the state of the Company’s affarrs
as at 31 December 2010 and of its loss for the year then
ended,

B have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

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

Opinion on other matters prescnbed by the Companies
Act 2006
In our opiNIonN

B the part of the directors’ remuneration report to be audited
has been properly prepared in accordance with the
Companies Act 2006, and

B the nformation given In the directors’ report for the financial
year for which the financial statements are prepared 15
consistent with the parent company 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 Companies Act 2006 requires us to report to you
if, 1n our opinion

B adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not wvisited by us,

B the parent company financial staternents and the part of
the directors’ remuneration report to be audited are not In
agreement with the accounting records and returns, or

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

B we have not recerved all the Information and explanations
we require for our audit

Other matter
We have reported separately on the group financial statements of
Morgan Sindall Group pic for the year ended 31 December 2010

e W&
lan Kn‘ecg:ar/V
(Senior statutory auditor)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
Londoen, United Kingdom
4 March 2011
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2010 2009
Naotes £m £m
Fixed assets
Tangble assets 4 08 12
Investrents 5 3721 222
3729 3234
Current assets
Trade debtors 01 01
Armounts owed by subsidiary undertakings 662 886
Other debtors 03 01
Prepayments and accrued income 09 16
Deferred tax asset 6 17 10
Cash at bank and in hand 1087 852
1789 1766
Creditors amounts falling due within one year
Bank overdraft (1582 (1223)
Trade creditors 0 6) 26)
Amounts owed to subsidiary undertakings (2013 Q704
Corporation tax payable (225> 19
Other tax and social security 3 02
Other creditors a1 o8
Accruals and deferred Income (78} (35)
(3918 (3189)
Net current habiliies (2129 (1423)
Total assets less current labilities 1600 1811
Provision for liabiliies 10 oL (100)
Net assets excluding retirement benefit cbligation 1439 1711
Retirement benefit obligation 7 (1.4) 23
Net assets including retirement benefit cbligation 1485 1688
Shareholders’ funds
Share capital 8 22 22
Share prermium account 267 267
Capital redemption reserve 06 06
Own shares R (GI9)]
Special reserve 137 137
Profit and loss account 1112 1316
Shareholders’ funds 1485 1688

The financial statements of the Company (company number 00521970) were approved by the Board and authorised for issue on

4 March 2011 and signed on its behalf by
Paul Smith David Mulligan

Chief Executive Finance Director
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Company combined statement of movements

in reserves and shareholders’ funds
for the year ended 31 December 2010

Share Capital

Called up prermium redemption Special Retaned
share captal account  Own shares reserve fesene earnings  Total equty
£rn Em £m £fm Em £m £m
Balance at 1 January 2010 22 267 60y 06 127 1316 1688
Loss for the year - - - - - 42 a2
Recognition of share-based payments - - - - - 07 o7
Interim dvidend for 2010 - - - - - BGL (G1L
Second internm dividend for 2009 - - - - - azu7n 27
Exercise of share options - - 01 - - {01) -
Deferred tax credit ansing on recognition
of share-based payments - - - - - 05 05
Deferred tax charge arising on actuarial gain
on retirement benefit obligation - - - - - 03 (03)
Actuanal gan on retirernent benefit obligation - - - - - 08 o8

Balance at 31 December 2010 22 267 GED 06 137 1112 1485
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Significant accounting policies

for the year ended 31 December 2010

Basis of accounting

The separate financial staterments of the Company are presented
as required by the Cormpanies Act 2006 These financial staterents
have been prepared on a going concern basis as discussed in the
business review on page 35, under the historic cost convention
In accordance with the applicable United Kingdom Accounting
Standards The financial statements are presented In pounds
sterling, which 1s the Company's functional currency, and unless
otherwise stated have been rounded to the nearest £0 1m

Under Financial Reporting Standard (FRS") 1 (revised 1996)
‘Cash Flow Statements’, the Company 15 exempt from the
requirement to prepare a cash flow staterment on the basis
that its consolidated financial statements, which include the
Company and present a consolidated statement of cash flows,
are publicly avalzble

Under FRS 8 ‘Related Party Disclosures', the Company Is exempt
from the requirement to disclose related party transactions with
entities within the Group where the Company’s interest 15 100%

The Company’s accounting policies have been applied on a
consistent basis throughout the year

Significant estimates and judgments

The preparation of financial statements reguires management
to make judgments, estimates and assurmptions that affect the
application of accounting policies and the reported amounts of
assets, labilities, ncome and expense Actual results may differ
from these estmates

Estimates and assumptions are reviewed on an ongoing basis
and any revision to estimates or assumptions are recognised in
the period in which revised and in any future perods affected

The estimates and jJudgments concerning the future at

31 December 2010 and that have a significant risk of causing
a matenal adjustrment to the carrying value of assets and
liabilities within the next financial year are as follows

(a) Taxation

Judgments are required in establishing the Company’s lability
to pay taxes where tax positions are uncertain Details of
deferred tax assets and kabilities are set out in note 6

(b) Accounting for the Company’s defined benefit plan

The directors engage an independent and gualified actuary

to calculate the Company’s lability in respect of the defined
benefit plan In order to arrive at this valuation, certam
assumptions in respect of discount rates, salary escalations,
expected return on the plan’s assets and future pension INcreases
have been made Assumptions regarding future mortality are
based on published stabistics and mortality tables As the actual
rates of increase and mortality may differ from those assumed,
the actual pensicn lability may differ from that recognised in
these financial statements Assumptions used and full details

of the Company’s llability are set out in full N note 7

{c) Share-based payments

Recognition and measurement of share-based payments requrire
estimation of the farr value of awards at the date of grant and for
cash-settled awards, remeasurerment at each reporting date
Judgment 1s also exercised when estimating the number of
awards that will ulbmately vest Both of these judgments have a
significant impact on the amounts recognised in the profit or loss
and in the balance sheet To assist in determining each award's
farr value, the directors engage a qualified and independent
valuation expert Estimation of the number of awards that

Directors’ raport business review  02//50
Directors’ report governance 51472
Consolidated financial statements  73/114
Cornpany [inancal stalarments Nn54127
Shareholder information 128

will ulimately vest 1s based on historic vesting trends for
similar awards, taking Into consideration specific features
of the awards and the current intrinsic value of those awards

Accounting policies

Fixed asset Investments

Investments held as fixed assets are stated at cost less provision
for any iImpairment In value Investments are reviewed for
impairment at the earlier of the Company's reporting date or
where an indicator of impaiment is iIdentified

Tangible fixed assets and depreciation

No depreciation 1s provided on freehold land On other assets,
depreciation s provided at rates calculated to write off the
cost or valuation of fixed assets over their estmated useful
hves as follows

Freehold property 2% per annum

Plant, machinery Between 10% and 33% per annum
and equipment

Taxation

The tax expense represents the current tax and deferred tax
charges Tax 1s recognised in the profit and loss account except
o the extent that it relates to items recognised directly in eguity

(a) Current tax

Current tax 1s the Company’s expected tax liability on taxable
profit for the year using tax rates enacted or substantively
enacted at the reporting date and any adjustrnents to tax
payable in respect of previous years Taxable profit differs from
that reported in the profit and loss account because it 1s adjusted
for items of Income or expense that are assessable or deductible
In other vears and 15 adjusted for itermns that are never assessable
or deductible

(b)) Deferred tax

Deferred tax s provided in full on tirming differences which result
in an obligation at the balance sheet date to pay more tax, or a
right to pay less tax, at a future date, at rates expected to apply
when they crystallise based on tax rates and laws that have been
enacted or substantially enacted by the balance sheet date
Timing differences anse from the inclusion of ters of Income
and expenditure In tax computations In perods different from
those in which they are included in the financial statements
Deferred tax s not provided on tirning differences ansing frorn
the revaluation of fixed assets where there I1s no commitrment

to sell the asset, or on unrernitted earnings of subsidianes and
associates where there 1s no cormmitment to rermit these
eamings Deferred tax assets are recognised to the extent that
it 1s regarded as more hkely than not that there will be future
taxable profits aganst which to recover camed forward future
tax losses and frorm which the reversal of underlying timing
differences can be deducted Deferred tax assets and liabilities
are not discounted

Retirement benefit schemes
The Company has two retirement benefit plans

(@) Defined contnbution plan

A defined contribution plan s a post-retirement benefit plan
under which the Company pays fixed contributions to a separate
entity and has no legal or constructive obligation to pay further
amounts The Cormpany recognises payments to defined
contribution pension plans as an employee expense In the profit
and loss account as and when they are due
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Significant accounting policies
for the year ended 31 December 2010
continued

) Defined benefit plan

A defined benefit plan 1s a post-retirement plan other than

a defined contribution plan The Company s net hability s
recognised in the balance sheet and s calculated by estimating
the arnount of future benefit that employees have earmed In
return for therr service in the current and prior periods and
discounting this to its present value Any unrecognised past
service costs and the farr value of the plan's assets are deducted

The calculabion 1s performed by a gualified actuary on an annual
basis using the projected umit credit method The cost of the plan
1s charged to the profit and loss account based on actuarial
assumptions at the beginning of the financial year Where the
calculation results In a benefit to the Company, the asset
recognised 1s mited to the net of the total unrecogrised past
service costs and the present value of any future refunds from the
plan or reductions in future contributions to the plan

When the benefits of the plan are iImproved, the portion of
increased benefit relating to past service by employees (s
recognised in the profit and loss account on a straight-line basis
over the average period untl the benefits are vested Where the
benefits vest immediately, the expense 1s recognised In the profit
and loss account immedately

Actuanal gains and losses are recegnised in full In the combined
staternent of movements in reserves and shareholders' funds in
the penod in which they occur Net pension obligations are
included in the balance sheet at the present value of the plan
habilities, less the farr value of the plan assets and any related
deferred tax asset

Provisions

Provisions are recognised when the Company has a present
legal or constructive obligation as a result of a past event, it 1s
probable that an outflow of resources will be required to settle
the obhgation, and the amount of the cbligation can be
estimated reliably

Share-based payments

The Company has appled the requirements of FRS 20 Share-
Based Payment' In accordance with the transitional provisions,
FRS 20 has been applied to all grants of equity instruments after
7 Novermber 2002 that had not vested as of 1 January 2005

The Company grants equity-settled and cash-settled share-
based payments (share awards or share options) to certain
employees Equity-settled share-based payments are measured
at farr value at the date of grant and are recogrised as an
employee expense, with a corresponding increase in equity,
over the penod from date of grant to the date on which the
employees become uncenditionally entitled to the awards

or options

Cash-settled share-based payments are measured at far value
at each balance sheet date and recognised as an expense, with
a corresponding Increase in kabilties, over the perod from

date of grant to the date on which the employees become
uncenditionally entitled to the payment Any changes in the far
value of the liability are recognised as an employee expense or
mcorne N the profit and loss account Farr value 1s measured by
use of a modified Black-Scholes model

Nene of these awards when granted was subject to a share
price related performance conditton

Related National Insurance Contributions are accrued on the
basis of the intrinsic value of outstanding share-based payments
and are remeasured at each reporting date

Leased assets
Rentals payable under operating leases are charged to ncome
on a straight-line basis over the term of the refevant lease

Finance income and expense

Finance income comprises bank and other interest Interest
Income 1s recognised In the profit and loss account using the
effective interest rate method Finance expense comprises
interast on bank overdrafts, amortisation of prepaid bank facility
armmangement fees and commiutment fees charged by lenders

on the undrawn portion of avalable bank facilities

Borrowing costs are recognised i the profit and loss account
on an effective interest method in the pernod in which they
are incurred

Financial guarantees

The Company provides certain guarantees in respect of the
ndebtedness of its subsidiary undertakings and In respect of
bonds and claims under contracting and other arrangements
which include joint arrangernents and joint ventures entered
into in the ordinary course of business

The Company considers such agreements to be indemnity
arrangements and, as such, accounts for themn as contingent
labilities unless it becomes probable that the Company

will be required to make a payment under the guarantee

Cavidends

The Company has adopted FRS 21 'Events after the Balance
Sheet Date’ and accordingly only recognises a lability once
there s an obligation to pay As a result, a dividend will only
be recognised once the shareholders approve it
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The average monthly number of people employed by the Company, iIncluding directors, durng the year was 19 (2009 22)

2 Staff costs
2010 2000
Em Em
Wages and salanes 49 3B
Social secunty costs 11 06
Other pension costs 06 3
66 50

3 profit/(loss) of the parent company

The Cormpany has taken advantage of section 408 of the Companies Act 2006 and consequently the profit and loss account of the
parent company 1s not presented as part of these accounts The loss of the parent company for the financia! year amounted to

(4 2m) (2009 profit of £21 0m)

4 Tangible assets

Owred plant
rmach nery and Freehold
equpment property Total
Em £m £m
Cost or valuahon
Balance at 1 January 2010 32 01 33
Additions in the year 0l - 01
Balance at 31 December 2010 33 ol 34
Accumulated depreciation
Balance at 1 January 2010 21 - 2L
Depreciation charge for the year 05 - (05)
Balance at 31 December 2010 26> - (26)
Net book value
Net book value at 31 December 2010 07 01 08
Net bock value at 31 December 2009 11 01 12
5 Investments
Subs:oary underta<ngs
Shares Loans Total
£m £rmn Em
Cost
Balance at 1 January 2010 3257 - 3257
Additions during the year
Transfers from subsidiary undertakings durng the yeardD 219 - 219
Issue of additional share capital - Morgan Sindall Holdings Limited® 1209 - 1209
Transfers to subsidiary undertakings dunng the year2® {1209 - (1209
Issue of additional share capital - Lovell Partnerships Lirnited® 280 - 280
At 31 December 2010 3756 - 3756
Provisions
Balance at 1 January 2010 (35 - 35
Balance at 31 December 2010 35 - {35)
Net book value
MNet book value at 31 December 2010 3721 - 3721
Net book value at 31 Decernber 2009 3222 - 3222
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5 Investments continued
During the year, the Company changed its name from Morgan Sindall ple to Morgan Sindall Group plc

Also during the year, the following subsidiaries or former subsidianies of Morgan Sindall Group ple (direct or indirect) changed
ther marmes

B Morgzn Ashurst plc changed its name to Morgan Sindall (Construction) ple on 4 June 2010

# Morgan Sindall (Construction) ple changed its name to Morgan Sindall ple on 31 Decermnber 2010

B Morgan Est plc changed its name to Morgan Sindall (infrastructure) plc on 4 June 2010

B Morgan Est Holdings Limited changed its name to Morgan Sindall Holdings Lirmited on 4 June 2010

B Morgan Professianal Services Linited changed its narne to Morgan Sindall Professional Senvices Ltd an 4 June 2010

# Underground Professional Services Limited changed its name to Morgan Sindall Underground Professional Services Ltd on 4 June 2010
The following transactions occurred durng the year and refer to the registered company names at 31 December 2010

® On 22 February 2010, the ownership of Hinkins & Frewin Lirmnited, Barmnes & Elliott Lirited, Sindall Limited, Stansell Lirmited, The
Snape Group Limited, Roberts Construction Limited and Wheatley Construction Lirnited was transferred from the Company’s
former wholly owned subsidiary, Morgan Sindall ple, to the Company through the purchase of all of the £100 fully paid ordinary
shares of each of those companies (a total of £219m) All of the transferred cormpanies were dormant comparies and the
consideration for each transfer was settled through intercompany loans

@ On 31 December 2010, as part of an intra-group reorganisation, the Company transferred 1ts mvestment in its wholly owned
subsidiary, Morgan Sindall ple, to Morgan Sindall Holdings Limited in a share-for-share transaction As a result, the Company
ncreased its investment in its wholly owned subsidiary, Morgan Sindall Holdings Limited, by £120 9m through its issue of 120 9m
fully paid ordinary shares of £100 each

3 On 31 Decemiber 2010, as part of an intra-group reorganisation, the Company transferred its Investment in its wholly owned
subsidiary, Maorgan Sindall Underground Professional Services Ltd, to Morgan Sindall Professional Services Ltd in a share-for-share
transaction As a result, the Company increased its iInvestment In its wholly owned subsidiary, Morgan Sindall Professional Services
Ltd by £1 through its issue of one fully paid ordinary share of £100

0N 16 December 2010, the Company Increased its nvestment in its wholly owned subsidiary, Lovell Partnerships Limited, by
£28 Om through the purchase of 28 0m fully paid crdinary shares of £100 Consideration for the investment was settled through
intercompany loan

6 Deferred tax
Accelerated
allowances and Retrement
olher short-term berefit  Share-based
t ming differences ochgation payments, Total
Em £m £m Em
At 1 January 2010 04 09 06 19
Credit/(charge) to Income - (AR)] 02 01
(Charge)/credit to equity - 03 05 02
At 31 December 2010 04 (V) 13 22

Certain deferred tax assets and labilities have been offset The following is the analysis of the deferred tax balances (after offset) for
financial reporting purposes

2010 2009
£m £m

Deferred tax within current assets 17 10
Retirerment benefit obligations 05 09
22 19

At 21 Decernber 2010, the Company had unused tax [osses of £0 6rm (2009 £0 6m) avallable for offset against future profits No
deferred tax asset has been recognised In respect of such losses due to the unpredictability of future profit strearms against which
these losses may be utilised Losses may be carried forward indefinitely

The UK Corporation tax rate 1s set to reduce to 27% in Apnl 2011, affecting the closing deferred tax balance as shown above Further
reductions In the corporation tax rate to 24% are expected but not vet leaislated. The closing deferred tax asset would reduce by a
further £0 2rm to £2 Om if these changes were taken into account
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7 Retirement benefit schemes

Defined contribution plan

The Morgan Sindall Retirement Benefits Plan ('the Plan’) was established on 31 May 1995 and operates on defined contribution (DC)
principles for employees of the Group The assets of the Plan are held separately from those of the Group in funds under the control
of the Trustee directors of the Plan The total cost charged to the profit and loss account of £0 4m (2009 £0 4m) represents
contributions payable to the DC section of the Plan by the Company at rates specified in the Plan rules

As at 31 Decermber 2010, contributions of £0 1m (2009 £0 Im) were due In respect of December’s contribution not paid over to the
Plan The Company, with the consent of the Trustee directors, can decide how to use monies held In a 'DC General Account’ During
the year, the Company made contributions of £0 7m (2009 £0 7m) in respect of the Plan

Defined benefit plan

The Plan includes some defined benefit labiities and transfers of funds representing the accrued benefit nghts of former active and
deferred members and pensioners of pension plans of companies which are now part of the Group These include salary related
benefits for members N respect of benefits accrued befare 31 May 1895 (and benefits transferred i frorn The Snape Group Lmited,
Rebrerment Benefits Scheme include accruals up to 1 August 1997) No further defined benefit membearship rights can accrue after
that date

Under the Plan, employeas are entitled to retirement benefits at a retirement age of 65 No other retirement benefits are provided
The Plan 1s currently being funded by the Company

The last triennial valuation of the Plan was undertaken on 5 Apnl 2007 The results of the latest valuabion as at 5 April 2010 are in draft
forrn but have been allowed for in these pension disclosures The 2010 valuation was prepared using ongoing assumptions of arate
of investrnent return of 4 8% per annurm In the period before retirement and 4 9% in the penod after retirement, a rate of earmings
escalation of 5 3% per annurn and a rate of inflation of 3 8% per annum The ongoing liabilities of the Plan were assessed using the
projected unit credit method and the assets were taken as realisable market value The 2010 actuarial valuation referred tc showed
that the defined benefit abilities were partly funded and the value of the assets of £5 9rn represented 64% of the value of these
labilities on an ongoing funding basis The next tnennial valuation will be carried out as at 5 Apnil 2013 when the funding position will
be reappraised

The most recent valuation of the Plan assets and the present value of the defined benefit liabilities was prepared as at 31 December
2010 The present value of the defined benefit habilities, the related current service cost and past service cost were measured using
the projected unit crechit method

2010 2009 2008
% % %
Key assumptions used
Discount rate 54 56 61
Expected rate of salary Increases 46 48 40
Expected return on Plan assets 48 49 48
Rate of inflation 36 38 30
Future pension increases - members who left before 1 June 19959 35 35 35
Future pension increases - members who left after 31 May 1995 30 30 30
Future pension increases — non-guaranteed deferred pensions 35 35 35

{ depending on their date of joining, members receive fixed pension increases of 3 0% or 3 5%

Life expectancy

For the disclosures as at 31 December 2010, the SINXA (2009 PXADS2) series of tables from the Continuous Mortality Investigation
were adopted appropriate to members’ actual years of birth and with a 95% scaling factor for males and 100% for females Medium
cohort projections with a ninimum underpin of 1 5% were adopted for future improvements in life expectancy

The average life expectancy in years of a pensioner retirnng at age 65 on the balance sheet date is as follows

2010 2008
Male 871 870
Female 896 899

The average Iife expectancy In years of a pensioner retinng at age 65, twenty vears after the balance sheet date 15 as follows

2010 2009
Male 200 881
Female Q25 909

An ncrease of one year to the average lIife expectancy at 65 would increase the present value of the Plan liabilities by around 3 0%
(2009 30%)
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7 Retirement benefit schemes continued
The amount Included in the balance sheet ansing frorm the Company’s liabilibes in respect of the Plan 1s as follows

2010 2009 2008
£m £m £m
Present value of the Plan liabilibies® 85 B9 B0
Far value of the Plan assets@ 66 57 50
Deficit n the Plan @ 32) G
Related deferred taxation at 27% (2009 28%) 05 0o 08
Liability recognised in the balance sheet 14 23% (22)
The total pension costs of the Company In respect of
2010 2008 2008
£€m £m £m
Defined benefit section of the Plan® 04 04 02
Defined contribution section of the Plan®® 04 04 03

There are no amounts to be included within the operating profit for current or past service costs In 2010, 2009 or 2008

Notes
@ Any pension which accrues in respect of senvice after 6 April 1997 will increase in ine with inflation, subject to a masamum of 5% per
annurm

@ Represents the ongoing value of assets investad in managed funds operated by AEGON (69%) (formerly Scottish Equitable) and
Legal & General (31%) at the valuation date The assets and labilities relating to defined contribution members are in addition to
these figures

@ The minimum armount of contributions the Company expects to be paid to the defined benefit section of the Plan in the year to
31 December 2011 15 £0 7m The Trustee directors of the Plan have yet to finalise a revised Schedule of Contributions as part of
the 5 Apnl 2010 formal actuanal valuation

Armounts recognised 1n the profit and loss account of the Company in respect of the Plan

2010 2009 2008
£m £m £m
Interest cost 05) 05 05
Expected return on the Plan assets 03 o2 03
Net return 02 03 02
Total amount charged to profit and loss (total operating charge tess net returm) 02 03 02
Analysis of the movernent in the Plan deficit durng the year
2010 2009 2008
£m £m £m
Defictt at 1 January 32 &30} @3
Interest cost ws 05 05
Actuanal gain/(losses) 08 e 02
Expected return on the Plan assets 03 02 03
Contributions from sponsoring Company 07 07 07
Deficit at 31 December a9 @2 <)

Liabilities In respect of pensions IN payment account for 35% of the total (2002 32%) The average term to retirement 1s 7 5 years
(2009 5years) for active members (e members who are still employed by the Company and whose past service benefits are inked
to their final salary but are no longer accruing final salary benefits) and 6 4 years (2009 3 years) for deferred members

The Plan assets and the expected rate of return at the balance sheet date were as follows

Farr value of assets Expected return
2010 2000 2008 2019 2009 2008
&m £m £m % % %
Equity nstruments - - - n/a n/a n/a
Fixed interest gilts 33 32 28 42 44 38
Corporate bonds z3 25 22 54 56 &1
Cash - - - 20 20 20

66 57 50
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7 Retirement benefit schemes continued

The expected return on Plan assets s determined by considering the expected returns avallable on the assets underlying the current
investment policy Expected yields on fixed interest investments are based on gross redemption yields as at the balance sheet date

The Plan does not hold any financial instruments 1ssued by the Cornpany and does not hold any property or other assets used by
the Group

History of experience adjustments 1s as follows

2010 2009 2008 2007 2006
% asset % asset % asset % asset % asset
or habiity or lability or fiabdity or lability or labiity
value Em vake £m valse Em value Em value
Difference between the
expected and actual
return on the Plan assets 02 30 02 35 (05 (66) 05) (110 - 04
Experience gain/(loss)
ansing on the Plan liabilities 06 71 s I 02 19 (o3} 44 07 92
Total actuanal gain/(loss) 08 e (8325 ((0]=)] 07

Actuanal gains/(losses) recognised in the combined statement of movernents In reserves and shareholders' funds

2010 2000 2008
£m £ £m
Actuanal gains/(losses) recognised during the year o8 06 ((012))]
Cumulative actuarial losses recognised during the year GO 38 32
8 Share capital
2010 2009
No. '000s £000s Ne. 000s £000s
Issued and fully paid
At the beginning of the vear 43,160 2,158 43,004 2,150
Exercise of share options 28 1 156 8
At the end of the year 43,188 2159 43,160 2,158

The Company has one class of ordinary shares of 5p each { shares’) which carry no nghts to fixed income  All ordinary shares are
enttled to receive dvidends as declared from time to time and are entitled to one vote per share at meetings of the Company
All shares rank egually with regard to the Company's residual assets

No member shall however be entitled to vote at any general meeting in respect of any share held by hirm if any calt or other sum then
payable by him in respect of that share remains unpaid or If a member has been served with a restriction notice (as defined in the
Articles) after falure to provide the Company with information concerning interests in those shares required to be provided under
the Conmpanies Act 2006

Shares
The shares of the Company 1ssued dunng the vear are shown below Details of employee share option schaemes referred to are given
below and in note 27 in the consolidated financial staterments

27,870 shares were issued in respect of options exercised under the Company’s 1995 Scheme for a total consideration of £1,394
(2009 156,561 shares for a total consideration of £74,078} All options exercised under the 1995 Scherne during the year were settled
on a net basis

No shares were 1ssued In respect of the ESOP 2007, the Save As You Eam scherme or the 2005 Plan (2009 nil)

Share options

The weighted average share price at the date of exercise for share options exercised during the year was £6 47 (2009 £582)

The options outstanding at 31 Decernber 2010 had a weghted average exercise price of £7 12 (2009 £7 76) and a weighted average
remaining contractual ife of 1 2 years (2009 16 years) In 2010, options under the ESOP 2007 were granted on 17 March and 24 May
and the estimated fair value of the options granted on those dates was £0 1m (2009 £0 2my) Options and share awards under the
2005 Plan were granted on 17 March 2010 The estimated fair value of the options granted on those dates was £0 6m (2009 £05m)
and the estimated fair value of the share awards granted on those dates was £1 0m (2009 £1 1m) There were no options granted
under the SAYE scheme in 2010 (2009 nil)
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8 Share capital continued

Own shares

Own shares at cost represent 781,444 (2009 797,034) shares in the Company held in the Morgan Sindall Employee Benefit Trust
(‘the Trust’) In connection with the ESOP 2007 and certain share incentive schemes as detalled in the remuneration report on pages
59 to 67 The trustees of the Trust purchase the Company’s shares in the open market with financing provided by the Company on
the basis of regular reviews of the share liabilities of the relevant schernes A total of 781,444 (2009 797,034) shares were unallocated
at the year end and dividends on these shares have been waived The cost of shares expected to be awarded 1s charged over the
three year period to which the award relates Based on the Company's share price at 31 December 2010 of £7 05 (2009 £6 00), the
market value of the shares was £5,509,180 (2009 £4,782,204)

9 Dividends

For details of dividends paid during the year and proposed but not approved by shareholders at the balance sheet date, refer to note
7 of the consolidated financial staterments

10 Prowvisions

Ermployee Insurance
Drovisons provisions Total
£m £m £m
At 1 January 2010 16 84 160
Utilised ©n 20 2L
Additions - 30 30
Released s - (G8)
At 31 December 2010 07 94 101

The Cormpany has provisions for self-nsurance in respect of claims incurred but not yet received and employee provisions which
comprise obligations to former employees that are not related to retirement or post-retirement obligations The majority of the
provisions are expected to be utiised within five years

11 Operating lease commitments

The Company has an operating lease commitrent In respect of land and buildings for between one and two years for £0 2m (2009
£02m) Lease payments recognised as an expense in the year amounted to £0 2m (2009 £02m)

12 Contingent habilities

Group banking facilities and surety bond facilities are supported by cross guarantees given by the Company and participating
companies in the Group There are contingent liabilities n respect of surety bond facilities, guarantees and claims under contracting
and cther arrangements, Including joint arrangements and jont ventures entered into in the normal course of business We have not
disclosed an estimate of the financial effect of uncertainties relating to the amount of timing of any outflow and possibility of
reimbursernent in respect of the above as it 1s iImpracticable to do so

13 Subsequent events
There were no subsequent events that affected the financial staterments of the Company
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14 Additional information on subsidiary undertakings and joint ventures

The Company acts as a holding company for the Group and has the following principal subsidiary undertakings and significant
interests In joint ventures which affected the Group’s results or net assets

Subsidiary undertakings

Lovell Partnerships Limited

Magnor Plant Hire Limited

Morgan Sindall plc

Morgan Lovell ple

Morgan Sindall Professional Services L td
Margan Sindall Investrments Limited
Muse Developrments Limited

Newman Insurance Cornpany Limited
Overbury plc

Morgan Sindall Underground Professional Services Ltd

Joint Ventures

Access for Wigan (Holdings) Limited (50%)*

Ashton Mass Developments Limited (50%)*

Blue Light Holdings Limited (50%)*

Bromiley Park Limited (50%)*

Claymore Roads (Holdings) Limited (50%)*

Community Solutions Investrnent Partners Limited
{previously called Community Solutions for
Primary Care (Holdings) Limited) (50%)*

English Cities Fund (12 5%)*

Hull Esteern Conscrtium PSP Limited (33Y4%)"

ISIS Waterside Regeneration (25%)*

Lewisham Gateway Developments Limited (50%)*

Lingley Mere Business Park Development Company Limited (50%)*

Morgan-Vinc Limited (50%)*

North Shore Developrment Partnership Limited* (50%)*
Renaissance Miles Platting Limited (33Y5%)"

St Andrews Brae Developments Limited 50% share®
Taycare Health Managerent LLP (50%)*

Taycare Health (Holdings) Limited (50%)*

The Cormpendium Group Lirmited (50%)*

Activity

Affordable housing

Construction plant hire
Construction and infrastructure
Specialist in office design and buld
Design services

Project investments

Urban regeneration

Insurance

Fitting out and refurbishment speciakists
Infrastructure design services

Investrnent in public services centre
Inner city regeneration
Investrment in the development of emergency services facilities
Residential developrment
Infrastructure services
Strategic development and regeneration projects
1N the health sector

Inner city regeneration

Investrment in the developrnent of education facilities
Waterside regeneration

Mixed use regeneration

New commercial office space develcpment
Infrastructure services

Mixed use regeneration

Mixed tenure development

Residential development

Healthcare management

Investrnent in primary healthcare
Investrment in affordable housing

All subsidiary undertakings are wholly owned unless shown otherwise and, with the exception of companies marked *, all
shareholdings are in the name of Morgan Sindall Group plc The proportion of ownership interest is the same as the proportion of
voting power held except for English Cities Fund and ISIS Waterside Regeneration, detalls of which are shown in the consolidated
financial staternents note 12 With the exception of Newman Insurance Company Limited, registered and operating in Guernisey,
all undertakings are registered in England and Wales and the principal place of business 1s the UK Newman Insurance Company
Limited has a year end of 30 Novernber coterrninous with the renewal date for the insurance arrangements in which it participates

On 24 January 2011, this joint venture became a wholly owned subsidiary
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Shareholder information

Financial calendar 2011

Financial year end 31 December 2010
Prelirrunary results announcement 22 February 2011
Annual general meeting SMay 2011
Intenim managerment statermnent S5May 2011
Final dividend

Ex-dividend date 20 Apnl 2011
Record date 26 Aprl 2011
Payment date 16 May 2011
Half year results announcement August 2011
Interim dmidend payable September 2011
Interim management statement November 2011

Registrar

All administrative enguiries relating to shareholdings, such

as lost certificates, changes of address, change of ownership
or dividend payrents and requests to receive corporate
docurnents by emall should, in the first instance, be directed
to the Company’s Registrar (Registrar’) and clearly state the
shareholder’s registered address and, If avallable, the full
shareholder reference number

By post
Capita Registrars, The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TU

By telephone

0871 664 0300 (calls cost 10p per minute plus network extras)
Lines are open Monday to Fnday 8 30am to 5 30pm If calling
from overseas, please call +44 20 8639 3399

By emall
ssd@capttaregistrars com

Registering on the Registrar's website enables you to view your
shareholding in Morgan Sindall Group plc including an indicative
share price and valuation, a transaction audit trall and dvidend
payment history If you wish to view your shareholding, please
log on to www capitashareportal com and click on the ink
sharehclder services’, then follow the instructions

Dmvidend mandates

Shareholders who do not currently have ther dividends paid
directly to a bank or bulding society account and wish to do
s0 should complete a mandate instruction available from the
Registrar on request or at www capitashareportal com

Multiple accounts

Shareholders who receve more than one copy of
communications from the Company may have more than one
account in their name on the Company s register of members
Any shareholder wishing to amalgamate such holdings should
write to the Registrar giving details of the accounts concerned
and instructions on how they should be amalgamated

Telephone share dealing service

A telephone dealing service has been amanged with Stocktrade
which provides a simple way for buying or selling Morgan Sindall
Group plc shares Basic commisston 15 0 5% up to £10,000, reducing
to 0 2% thereafter (subject to a mirmurm commission of £15)

Sales are camed out on a ten day settlement basis with purchases
ona five day basis When purchasing shares, payment must be
made by debit card at the time of dealing  For further iInformation,
please call 0845 601 0995 and quote refererce Low Col40

Directors’ report business review  02//50
Directors’ report governance 51472
Consolidated financial staternents  73/114
Company financial statements 154127
Shareholder imforrmation

Website and electronic communications

The 2010 annual repaort and other information about the Company
are available on its website, www morgansindall com The
Company cperates a service whereby you can register to receive
notice by email of all annocuncements released by the Company

The Company’s share price (15 minutes delay) i1s displayed
on the Company's website

Shareholder docurnents are now, following changes in Company
law and shareholder approval, primarily made avalable via the
Company s website at www rnorgansindall com/investors unless
a sharehoider has reguested to continue to receive hard copies
of such documents If a shareholder has registered their up-to-date
emall address, an email will be sent to that address when such
docurnents are avallable on the website If shareholders have not
provided an up-to-date emall address and have not elected to
receive documents In hard copy, a letter will be posted to therr
address on the register notifying them that the documents are
avalable on the website Shareholders can continue to receive hard
copies of shareholder documents by contacting the Registrar

If yvou have not already registered your current email address,
you can do so at www capitashareportal com

Investors who hold their shares via an intermediary should
contact the intermediary regarding the receipt of shareholder
documents from the Company

Unsolicited mail

The Company 1s obliged by law to make its share register publicly
avallable and, as a consequence, some shareholders may receive
unsolicited mail, ncluding from unauthonsed nvestrent firms
For more information on unauthorised investrment firms
targeting UK investors, visit the website of the Financial Services
Authority at www moneymadeclear fsa govuk If you wish to
lirmit the amount of unsolicited mail you receive, contact

The Malling Preference Service, FREEPOST 29 (LON20771),
London W1E 0ZT or visit the website at www mpscnline org uk

Analysis of shareholdings at 31 December 2010

No. of % of total % of total
accounts accounts, No. of shares shares.
Holding of shares
Upto 1,000 851 526 423,632 10
1,001 to 5,000 441 273 1.012,825 24
5,001 to 100,000 256 158 6.664,608 154
100,001 t0 1,000,000 61 38 18,701,767 433
Over 1.000,000 8 05 16,385,554 379
1,617 1000 43,188,286 1000

Shareholder communication

Email enquines@morgansindall com
Telephone 020 7307 9200
Registered office

Kent House, 14-17 Market Place, London W1w 8AJ
Registered in England and Wales, No 00521970

Adwvisers
Brokers RBS Hoare Govett Limited
Sclcitors Slaughter and May
Wragge & Co LLP
Bankers Lioyds TSB Bank plc
The Royal Bank of Scotland plc
Yorkshire Bank
Independent auditors  Deloitte LLP
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