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There are so many amazing things happening across Balfour Beatty. In our 110th birthday year, we
asked our employees to help tell our story — by sharing their best photos of what we do and how we
do it. Featured below are some of the entries from across our business showcasing our size and scale,
our capabilities, our expert people, our incredible projects and our market-leading innovations.

Discover more on
instagram.com/balfourbeatty
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Creating infrastructure;
supporting communities;
enabling growth.
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Five years into our Build to Last transformation

programme, Balfour Beatty continues to drive 2““
a culture of transparency, risk management T"et"d
and relentless improvement. R

Leo Quinn 4
Group Chief Executive %% f&g
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In the following sections, discover Balfour Beatty's approach to developing and leveraging its
capabilities and how the Group is adding value for all its stakeholders through continuous
improvement as well as encouraging and supporting employees to develop a positive culture.

Leading in our markets

We discuss macro trends and opportunities in our chosen
markets, the way we operate and how we create value for
all our stakeholders as well as the cutting edge solutions
we are leveraging to meet our customers’ challenges.

Expert capabilities

Our three operating divisions outline their key achievements
throughout 2019 and how they are delivering our Build to
Last strategy. We also look at our Investments portfolio in
more detail.

Building a positive culture

Our disciplined contracting is further strengthened by our
approach to building a positive culture. Our people are
encouraged and supported to always do the right thing.

READ ABOUT
6 FRONT COVER IMAGE: Our team working on the Atelier, a 42-storey OURBUILDTO 9
high-rise luxury residential development for Zom Living, Dallas. LAST STRATEGY p08



FINANCIAL PERFORMANCE

The Group has presented financial performance measures which are
considered most relevant to the Group and used to manage the Group's
performance. An explanation of these measures and appropriate
reconciliations to statutory measures are provided on pages 60 to 66.
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2016 2017 2018 2019 2016 2017 2018 2019
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1 Including share of joint ventures and associates, before non-underlying items.

CONTENTS

SUSTAINING BUILD TO LAST

STRATEGIC REPORT

Financial performance 1
Balfour Beatty at a glance 2
Group Chair’s introduction 4
Group Chief Executive's review 6
Our strategy: Build to Last 8
LEADING IN OUR MARKETS 10
Market review 12
Business model 14
Stakeholder value 16
Innovation 18
EXPERT CAPABILITIES 22
Operational review

Construction Services 24
Support Services 30
Infrastructure Investments 33
Directors’ valuation of the

Investments portfolio 36
BUILDING A POSITIVE CULTURE 38
Our responsibilities

Health, safety and wellbeing 40
Our people 42
Business integrity 46
Building a sustainable business 48
Risk management 72
Principal risks 71

Non-financial information statement 59
Measuring our financial performance 60
Chief Financial Officer's review 67
Viability statement 85

Group Chair’s introduction 87
Board leadership and Company purpose 87
Division of responsibilities 99
Board composition, succession

and evaluation 102
Committee reports 105
Audit, risk and internal control 109
Remuneration 116
Directors’ report 138
Independent auditor’s report 1M
Financial statements 149

Notes to the financial statements 157

OTHER INFORMATION

Unaudited Group five-year summary 228
Shareholder information 229

Balfour Beatty plc Annual Report and Accounts 2019 1



BALFOUR BEATTY AT A GLANCE

International

infrastructure experts

Balfour Beatty is leading the transformation of construction and infrastructure.

21st century challenges demand an industry to match. One with the strength and discipline
to invest and innovate at world-class levels. One that works with governments, customers
and partners to shape thinking, change skylines and connect communities.

One that inspires a new generation of talent to join a vital industry in shaping the future.

Our purpose

Creating infrastructure; supporting
communities; enabling growth

Our purpose is why we exist as a business. We finance, develop,
build and maintain the vital infrastructure that we all depend on.

Qur vision

To be the leading engineering and infrastructure
company in our chosen markets

Our vision is what we want to be. We're structured to focus on our
customers and our core markets. We're selective in the work we want to win

- playing to our strengths so Balfour Beatty is always the best at what we do.

Group highlights

UNDERLYING REVENUE' NUMBER OF EMPLOYEES ORDER BOOK'

£8.4bn 26,000 | ...

£6.2bn

@ United States
UNDERLYING PROFIT DIRECTORS’ VALUATION
£6.5bn

BEFORE TAX INVESTMENTS PORTFOLIO

£200m £1.07bn | £166n

1 Including share of joint
ventures and associates,
before non-underlying items.

2 Balfour Beatty plc Annual Report and Accounts 2019

Our values

Our three values help our employees to understand
how they can contribute to building a strong, open
and positive culture for everyone at Balfour Beatty.

TALK COLLABORATE ENCOURAGE
POSITIVELY RELENTLESSLY CONSTANTLY

£14.3bn

GROUP ORDER BOOK

[>]ps1




Focused on growing markets
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UNITED KINGDOM

Projected growth
of Balfour Beatty
markets”

£93bn

2019

Source: Experian Construction Forecasts

Autumn Update (2019)

UNITED STATES

Projected growth
of Balfour Beatty
markets”

us$165bn

2019

Source: Dodge Market Forecast (November, 2018)

A Selected infrastructure and buildings segments.

CONSTRUCTION
SERVICES

[>]24

HONG KONG

markets”

Us$169bn

2021

Projected growth
of Balfour Beatty

#$270bn

2019

HK$278bn

2021

Source: Construction Industry Council, Construction

expenditure forecast for public and private sectors (2018)

SUPPORT
SERVICES

[>]30

INFRASTRUCTURE |
INVESTMENTS 33

Expert
capabilities
Balfour Beatty benefits
significantly from a broad set

of complementary capabilities
across the Group.

> Our Construction Services
businesses operate across
infrastructure and buildings
markets in the UK, the
US and in joint venture
in Hong Kong

> Their capabilities include
civil engineering, building,
ground engineering, M&E,
refurbishment, fit-out and
rail engineering

> Our Support Services
businesses operate
principally in the UK,
designing, upgrading,
managing and maintaining
critical national infrastructure

> Their capabilities span
water, gas and electricity
networks, rail and highways

> Our Infrastructure
Investments business
develops and finances
both public and private
infrastructure projects
in the UK and the US

> It operates and maintains
infrastructure projects
and a portfolio of military
housing and student
accommodation assets

Selective
bidding for
contracts

Our stringent gated lifecycle
process allows us to carefully
control our project portfolio on
an ongoing basis.

ORDER BOOK!

£11.1bn

ORDER BOOK!

£3.2bn

DIRECTORS’ VALUATION

£1.07bn

Financial
performance

1 Including share of joint
ventures and associates,
before non-underlying items.

UNDERLYING REVENUE' UNDERLYING REVENUE' UNDERLYING REVENUE!
£6,858m £1,023m £524m
UNDERLYING PROFIT UNDERLYING PROFIT UNDERLYING PROFIT
FROM OPERATIONS FROM OPERATIONS BEFORE TAX
£125m £47m £O8m
STATUTORY PROFIT STATUTORY LOSS STATUTORY PROFIT
FROM OPERATIONS FROM OPERATIONS BEFORE TAX

£126m

£(1)m

Balfour Beatty plc

£93m
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GROUP CHAIR'S INTRODUCTION

Build to Last — continuing
to deliver value

GROUP CHAIR'S HIGHLIGHTS

2 The Build to Last transformation continues to redefine and
strengthen Balfour Beatty

> The Group is robust, disciplined and holds leading positions
in large growing markets — positioning us well for further
profitable managed growth

2 The Company'’s stable Board offers a diverse range of skills,
experience and backgrounds — two are women, two are
based in the US — with all members having been appointed
since 2015

(5

Balfour Beatty celebrated its 110th
year in 2019 with another year of
profitable managed growth.

)

Discover more at
balfourbeatty.com/investors
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Dear shareholder
In my fifth year as your Chair, | am delighted with the results delivered
by Balfour Beatty's transformation.

Balfour Beatty celebrated its 110th year in 2019 with another year

of profitable managed growth. We have a proactive approach to risk
management through robust governance, process and controls; our
margins are improving and our strong balance sheet positions us well
for the future.

The Build to Last transformation continues to redefine and strengthen
Balfour Beatty. The Group is robust, disciplined and holds leading
positions in large and growing infrastructure and construction
markets, with many attractive opportunities ahead in our chosen
geographies — and operationally diversified markets — of the UK,

the US and Hong Kong. Over half of our business is now outside

the UK.

For the fourth consecutive year, we are recommending payment
of a progressive dividend.

Markets

Balfour Beatty has a strong, sustainable and scalable business model
following significant investments made to improve productivity and
lower the cost base. Our capabilities are attractive to customers who
rely on us to deliver excellence.

We have a growing high-quality order book on favourable commercial
terms. In all of our chosen markets we continue to deliver iconic
projects. We see significant pipelines of work ahead in buildings,
transport and the other infrastructure that is essential for an increasingly
urban population, backed by national governments’ commitment to
significant infrastructure investment for the decades ahead.

The recent announcement from government to proceed with building
HS2 gives much needed certainty for the industry with an investment
that will underpin the UK'’s international competitiveness for decades
to come.

| am proud that Balfour Beatty will be part of the century’s greatest
work to amplify Britain's capabilities at home and on the world stage:
pioneering innovation and technology, building skills and careers,
powering up economies and providing opportunity and prosperity
throughout the UK.

Global construction makes significant demands on energy and
resources. In 2019, the Group has made strong progress in reducing
energy and fuel consumption and emissions, improving value to
customers and shareholders. During 2019, the Group achieved its
2020 carbon reduction target a year early with a 51% reduction to
20.3 tonnes of CO,e/E£m revenue compared to a 2010 baseline.

We will continue our efforts to reduce carbon across the value chain,
working collaboratively with customers, industry and the supply chain.


http://balfourbeatty.com/investors

Towards Zero Harm

One of our principal goals in Build to Last is Safe — our licence
to operate — measured by Zero Harm (no injury, ill health or
environmental incident caused by our work activities). Our lost
time injury rate (excluding international joint ventures) was 0.14
in 2019, a reduction of over 50% since 2014.

Our UK and US all employee survey reported that 91% of people

feel empowered to speak up in the workplace if they see anything
potentially unsafe — contributing to over 212,000 safety observations
made in 2019 that are helping us take action before incidents happen.

However, in a tragic illustration that we can never relax our vigilance,
in 2019 one of our colleagues in the UK suffered fatal injuries
following an incident involving a lifting operation at our pre-cast piling
facility at Bottesford. Our Gammon joint venture in Hong Kong also
had two separate fatal injuries; a colleague working on a piling
operation and a subcontractor dismantling timber formwork. And at
the start of January 2020, a colleague working for one of our supply
chain partners was fatally injured in Birmingham, UK. Our thoughts
and deepest sympathies are with colleagues, families and friends.

In remembering them, we will also continue to strive for Zero Harm
in 2020 to make conditions as safe as possible for our workforce and
those who work on and around our sites.

That focus includes mental health. In the UK, Balfour Beatty now has
over 500 qualified mental health first aiders to help promote positive
mental wellbeing. In the US there has been awareness and education
around mental health and employee assistance programmes are in
place across the UK, the US and Hong Kong.

In October, the American Heart Association 2019 Workplace Health
Achievement Index recognised Balfour Beatty's US Buildings business
for taking significant steps to build a culture of health in its workplace.

In July, Balfour Beatty was presented with the Health, Safety and
Wellbeing Excellence (company) award at the prestigious Construction
News awards in the UK for leading a number of collaborative
initiatives including its commitment to eliminating new cases of

Hand Arm Vibration Syndrome (HAVS) and its ‘Zero Harm' approach
to ensuring its workforce, business partners, supply chain partners,
members of the public and the environment remain safe from harm.
Judges praised Balfour Beatty for “setting the benchmark and leading
the industry” and were “impressed by the sharing of knowledge, and
the integration of health and safety into design”.

In Hong Kong, the Gammon-developed artificial intelligence ‘Gambot’
has been introduced on over 120 projects to help collect, store and
analyse site-related data. One benefit is helping people on site to
report safety observations and make dynamic risk assessments.

The Board

Balfour Beatty is committed to building a diverse workforce by attracting
talented people with a broad range of skills and experience from all
backgrounds — this starts with the Board. Two of our eight Board
members are women and two are based in the US and | am committed
to constantly reviewing this, ensuring we have the best people in place.
Following our AGM in May, Stephen Billingham was appointed Senior
Independent Director and Anne Drinkwater became Chair of our
Remuneration Committee. Our Board now consists of members all
appointed since the beginning of 2015.

Dividend

The Group's financial performance for 2019 demonstrates the

value being created through Build to Last. As a result, your Board

has felt able to recommend an increase in the final dividend to

4.3 pence per ordinary share, bringing the total dividends for the year
to 6.4 pence per share.

(7]
-
-
-4
=3
(1]
=
o
-
5]
=
(=)
=
-

Conclusion

It has been another year of ensuring that Balfour Beatty is in robust
health to be able to use its unique and highly sought-after capabilities
to capitalise on the exciting opportunities ahead and continue to
deliver market-leading performance.

'y

- A

ol N

i
Philip Aiken AM
Group Chair
10 March 2020
SECTION 172 STATEMENT

The Directors take their responsibilities to shareholders and
stakeholders very seriously. During 2019, the Board reviewed
the Group's main stakeholder groups and existing channels of
engagement with each so that their views can be understood
and considered in Board discussions and decision-making. In
addition to having regard to the interests of the Group's
stakeholders, Directors also consider the impact of the Group's
activities on the communities within which it operates, the
environment and the Group's reputation. The Directors seek to
act in good faith in the way most likely to promote the success
of the Company for the benefit of its shareholders in the long
term and to act fairly between all of the Company’s shareholders.

Through the Board and its Committees, Directors have taken
action to promote and support these objectives across the
Group, details of which can be found throughout this Annual
Report as set out below:

2 The Company'’s purpose, vision and values on page 2

> A description of key stakeholder groups and how the Board
has engaged with stakeholders on pages 96 to 98

> Broader Group engagement with stakeholders and an
assessment of their priorities relating to sustainability
matters on pages 16, 17 and 49

> The range of activities undertaken across the Group relating
to sustainability matters on pages 48 to 58

> Details of how high standards of integrity are maintained on
pages 46 and 47

> The proactive and pragmatic approach of the Group toward
risk on pages 72 to 84

2 The framework of the Company's decision-making on page 99

> Details of our governance processes and practice on pages
87 to 140

Balfour Beatty plc Annual Report and Accounts 2019 5



GROUP CHIEF EXECUTIVE'S REVIEW

Benefits of Build to
Last accelerating

GROUP CHIEF EXECUTIVE'S HIGHLIGHTS

2 68% increase in average net cash to £325 million
(2018: £194 million)

2 22% increase in underlying profit from operations (PFO) from
earnings-based businesses to £172 million (2018: £141 million)

2 13% increase in order book to £14.3 billion (2018: £12.6 billion)

> c. 40% increase in order book with recent HS2 approval

(95

The 2019 results clearly
demonstrate that the benefits of
the Build to Last transformation
programme are accelerating.

)

Discover more at
balfourbeatty.com/investors
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Results: strong financial performance

The 2019 results clearly demonstrate that the benefits of the Build

to Last transformation programme are accelerating. Year end net
cash was over £5600 million, with average net cash up 68%, and the
Group's strong balance sheet is underpinned by the Investments
portfolio of £1.1 billion. Managed growth is delivering increasing
returns, with underlying profit from operations at earnings-based
businesses up 22% and the year end order book up 13%. As a result,
the Board has decided to recommend an 33% increase in the dividend.

Markets: continued strategic selection

The trading environment for Balfour Beatty's chosen markets and
sectors remains positive. The 13% growth in order book, driven by
US Construction, was achieved while maintaining strong bidding
discipline. The business is continuing to win work on more favourable
terms and conditions resulting in improving margins with a lower risk
profile. Within this strategy, Balfour Beatty has taken the decision to
further de-risk the business by not re-bidding gas contracts under
RIIO-GD2, since the terms and conditions do not meet the Group's
minimum expectations. This has resulted in a non-cash non-underlying
goodwill impairment of £58 million.

HS2: transformative infrastructure scheme

The UK government’s decision to proceed with Europe's largest
infrastructure project gives the entire industry and its associated
supply chain much needed certainty. Balfour Beatty's year end order
book does not include the two HS2 civils packages and the Old Oak
Common station contract which have been awarded but not yet
contracted. These contracts are expected to add over £3 billion to
the order book in the first half of 2020. Their inclusion would more
than double the UK Construction order book and represents a

¢.40% increase for the Group compared to the end of 2018.

US military housing: updated

Balfour Beatty Communities (BBC) manages more than 43,000 family
housing properties across 55 Army, Navy and Air Force bases under
long-term concessions. In June 2019, allegations about the handling
of certain work orders were publicised about bases managed by BBC.
Balfour Beatty instructed outside counsel to conduct an investigation
into the allegations, and BBC proactively contacted the Department
of Justice (DoJ) to notify them of the review. The DoJ subsequently
announced an investigation and BBC is co-operating fully. At this
stage, the investigation is still ongoing and therefore the Group is not
able to provide an indication of outcome, including timing or any guantum.

In the year, the Directors’ valuation of the Investments portfolio
reduced to £1.1 billion (2018: £1.2 billion), primarily as a result of a
£79 million reduction in the valuation of the military housing portfolio
to £453 million (2018: £5632 million). Assumptions, including future
rental income, project costs and incentive fees, have been examined
both on a project specific basis and with reference to the

changing dynamics.


http://balfourbeatty.com/investors

Build to Last: Lean, Expert, Trusted, Safe

The Group continues to measure its transformation against the goals
of Lean, Expert, Trusted and Safe, using cash flow and profit from
operations, employee engagement, customer satisfaction and Zero
Harm, respectively.

Lean: The governance and processes introduced during Build to Last
continue to drive improved efficiency and effectiveness in all business
segments. In 2019, the Group achieved industry standard margins in
all earnings-based businesses for the full year.

Costs were further reduced in 2019. Since 2015, operating costs at
constant exchange rates have been reduced by over 40% or around
£200 million. The Group’s continual focus on cash generation is best
demonstrated by the average net cash of £325 million — ahead of
previous guidance and 68% up on 2018.

As a key part of its strategy to create value by achieving market
leadership, the Group has invested over £600 million since 2015 in
equity assets (Infrastructure Investments), capex (plant and fleet)
and capability (training and development), whilst retiring around
£300 million of debt.

Expert: Customers buy Balfour Beatty's services due to the expert
capabilities of the Group and its employees; therefore attracting and
retaining the top talent in the industry has been and remains fundamental
to the Group's strategy of delivering value from its leading positions in
growing infrastructure markets.

In December 2019, Balfour Beatty came top in the Heavy Construction
category in the 2019 awards for Britain's Most Admired Companies
—the longest-running annual survey of UK corporate reputation.
Balfour Beatty was praised for its quality of management, inspirational
leadership and corporate governance, as well as its commitment to
diversity and inclusion and its global competitiveness. In addition,

the Company was commended for attracting, training and retaining
market-leading experts to offer customers the best capabilities whilst
providing the quality leadership required to drive forward world-class
projects across its geographically diversified business.

In 2019, the voluntary attrition rate in the UK continued to fall, with
the twelve-month rolling average at 11% (2018: 12%). The employee
survey results also continued their positive trend with the participation
rate increasing to 76% (2018: 72%). The employee engagement index
(four questions measuring satisfaction, advocacy, motivation and
retention) has risen by 6% since the introduction of the standardised
measure in 2015 and is now at a new high of 66% (2018: 65%). The
survey provides a clear tracker of progress in creating the kind of
company and culture where people want to work and develop
fulfilling careers, which is of key importance given the strong order
book and growth in chosen markets.

Balfour Beatty continues its sponsorship of The 5% Club, which
encourages employers to provide ‘earn and learn’ training opportunities
to help address the UK's skills gap and drive economic prosperity
more widely across society. During 2019, Balfour Beatty recruited 119
apprentices, 86 graduates and 22 trainees. The percentage of the UK
workforce in ‘earn and learn’ positions at year end stood at 5.4%.

Trusted: Balfour Beatty is trusted to ‘"do what we say we will do’

and is measured on this metric by customer satisfaction. The Group
continues to embed a culture of active risk management by underpinning
strict adherence to Build to Last disciplines with investment in
IT-based processes and controls. These include the Gated Lifecycle
process, the Digital Briefcase and Project on a Page. Together, these
provide management with a clear, consistent line of sight on all stages
of work being bid and delivered, together with key tools for managing
commercial risk and project execution. In 2019, around 3,000
customer satisfaction reviews were carried out with the Group
customer satisfaction score at 94% (2018: 97%).

Safe: Construction is an inherently dangerous industry. It is therefore
essential that the health and safety of everyone who comes into
contact with Balfour Beatty is the top priority. Each week the Executive
Committee reviews the safety performance of each of the business
units with particular attention to lessons which should be learned
from any high potential near miss incidents as well as gauging the
status of the Group's safety culture. The Group's lost time injury rate
(excluding international joint ventures) continued to fall to 0.14 (2018:
0.15) and is now less than 50% of the rate when the Build to Last
programme commenced. However, it is a tragedy that in 2019 one
colleague in the UK and two in Gammon suffered fatal injuries
following separate accidents.

Outlook

Five years into its Build to Last transformation programme, Balfour
Beatty continues to drive a culture of transparency, risk management
and relentless improvement. It has focused its geographic and
operational footprint while investing significantly in capability,
innovation and standard systems and processes. This has created

a scalable business model which together with the increasing

order book gives the Board confidence that it will continue to

deliver profitable managed growth and cash generation on a
sustainable basis.
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The Group is committed to delivering value from this performance.
It is continuing to pay down borrowings with US$46 million of US
private placement notes repaid in early March 2020, and £112 million
of preference shares to be repaid in July 2020. In addition, the Board
will review Balfour Beatty's capital structure once there is clearer
understanding of the COVID-19 situation.

While COVID-19 continues to evolve, Balfour Beatty is monitoring
developments closely, looking to mitigate the risk that it may have
on the Group's employees, customers and supply chain. At this
point in time, all sites and offices in the UK, the US and Hong Kong
remain open. However, it is too early to fully assess any impact of
the outbreak on the operational and financial performance of

the Group.

i Pt
Leo Quinn
Group Chief Executive

10 March 2020

Balfour Beatty plc Annual Report and Accounts 2019 7



OUR STRATEGY: BUILD TO LAST

Delivering on all
Build to Last goals

Launched in 2015, Build to Last is Balfour Beatty's transformation programme
to drive continuous improvement and build the Company's future.

To remain at the forefront of the industry, Balfour Beatty needs to continuously improve efficiency,
lead innovation and always operate safely, to sustain and shape its future as the leading engineering
and infrastructure company in its chosen markets.

The Build to Last transformation is measured against four goals of Lean, Expert, Trusted and Safe,
using cash flow and profit from operations, employee engagement, customer satisfaction and

Zero Harm, respectively.

LEAN

Deliver value to our customers by
improving operational efficiency
and eliminating waste right
through the supply chain.

Why is it important?

We want to make sure that our customers
get the best value for their money; we need
to be relentless in driving out unnecessary
costs and work with our customers to ensure

their money is spent in the best way possible.

Providing customers with better value for
their money drives our competitiveness and
provides Balfour Beatty with the capital to
invest back into developing its expertise.

Our KPI

NET CASH

excluding non-recourse borrowings

£512m

2018: £337m

UNDERLYING PROFIT
FROM OPERATIONS

£221m

2018: £205m

lpidg”

EXPERT

Ensure we have the best
engineering, construction,
design and project
management capabilities.

Why is it important?

We deliver world-class buildings and
infrastructure for our customers by constantly
driving innovation. Our strongest differentiator
is our engineering, construction and project
management capabilities. Having the best
talent supported by the strongest supply
chain creates a virtuous circle that ensures
we win the best and most exciting projects
to deliver.

Our KPI

EMPLOYEE ENGAGEMENT INDEX

66%

2018: 65%

4 Read more on
p42
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TRUSTED

Be the construction partner of
choice for our customers and
supply chain by delivering on

our promises.

Why is it important?

Customers must have confidence in
our ability to deliver and to do what

we say we will do. A robust risk
management framework ensures that
challenges are mitigated and projects
are delivered in the right way. Satisfied
customers provide us with opportunities
and projects for the future.

Our

CUSTOMER SATISFACTION AVERAGE

KPI

9404

2018:97%

Read more on

p/2



Lean

Expert

Trusted
Safe

N
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We must ensure the health
and safety of everyone
who comes into contact
with our activities.

Why is it important?

Health and safety is at the heart of
everything we do — we must protect our
employees, our supply chain partners, our
customers and the public. Construction is

an inherently dangerous business and without
the highest standards of safety we do not
have a licence to operate. A safe and healthy
workforce is also happier, more motivated
and more efficient.

Our KPI

LOST TIME INJURY RATE

excluding international joint ventures

0.14

2018:0.15

4 Read more on
p40

Sustaining
Build to Last

The following three sections highlight Balfour Beatty’s
unique approach to developing and leveraging its
capabilities. The Group is focused on adding value

for all its stakeholders, driving continuous improvement
and diligent processes as well as encouraging and
supporting employees to develop the culture that

will sustain a market-leading position.

Leading in our markets

12 Market review

10

We discuss macro trends and
opportunities in our chosen
markets, the way we operate
and how we create value for all
our stakeholders as well as the
cutting edge solutions we

are leveraging to meet our
customers’ challenges.

14 Business model
16 Stakeholder value

18 Innovation

Expert capabilities

24 Construction Services

22

Our three operating divisions
outline their key achievements
throughout 2019 and how they
are delivering our Build to Last
strategy. We also look at our
Investments portfolio in

more detail.

30 Support Services
33 Infrastructure Investments

36 Directors’ valuation of the
Investments portfolio

Building a positive culture 38

Our disciplined contracting is 40 Health, safety and wellbeing
further strengthened by our
approach to building a positive
culture — our people are
encouraged and supported

to always do the right thing.

42 Our people
46 Business integrity
48 Building a sustainable business

72 Risk management

Balfour Beatty plc Annual Report and Accounts 2019 9
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VIRTUAL REALITY (VR)

DIGITAL ROOM

Pictured here is our state-of-the-art
virtual reality room on our M4 smart
motorway project. Working in
conjunction with Mission Room
Limited, our engineers are able to
visualise and design a project before
work commences on site.

LEAN

We plan large-scale
projects in virtual
environments,
helping to reduce
project programme
and increase
efficiencies.

EXPERT

Our VR rooms help
our experts to build
solutions right first
time through
improved data
accuracy and
automation to
reduce error.

TRUSTED

Our customers

can explore their
projects in a fully
immersive
environment
enabling them

to experience
first-hand how their
project will look and
feel on completion.

SAFE

Our teams can plan
their work from the
safety of an office

or training room
reducing the amount
of time they need to
spend on a live
construction site.

| i
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Build to Last is our transformation programme to drive continuous improvement
and build Balfour Beatty's future. It provides common goals for all our

employees and continues to re-define and strengthen Balfour Beatty in its
market-leading position, transforming the construction and infrastructure
industry to meet the new challenges of the future.

L S

MARKET REVIEW

Our chosen markets show
strong underlying drivers and
continue to deliver significant
opportunities for the Group.

4 Read more on
p12

BUSINESS MODEL

We are well positioned to
deliver value to all of our
stakeholders by operating

in attractive markets, leveraging
synergies between our
business units and continuing
to focus on world-class delivery.

Read more on
>Ipl4
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STAKEHOLDER VALUE
In striving to achieve

our purpose of creating
infrastructure, supporting
communities and enabling
growth, we touch the lives
of many people.

We strive to unlock
long-term value for each
of our stakeholders.

Read more on
>Ip16

INNOVATION

We invest in innovative
capabilities and tomorrow’s
workforce to continue our
journey to leverage digital
and new technology. We
are focused on delivering
better, safer, faster, more
cost-efficient outcomes

for our customers.

Read more on
>1p18
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MARKET REVIEW

Well positioned in

our chosen markets

Balfour Beatty operates in a number of carefully selected markets,
based on level of opportunity and ability to outperform its competitors.

Macro trends

Our chosen markets show strong underlying
drivers and continue to deliver significant
opportunities to the Group.

UK public sector spend

The infrastructure market outlook is positive,
underpinned by government expenditure,
but it may experience delays and volatility
caused by political decision making processes.

However, overall spend plans remain attractive.

Buildings markets are likely to remain flat in
the medium term, with the short-term outlook
likely to depend on the nature of the UK's

future trading relationship with the EU.

Strong infrastructure

fundamentals in the US

State and county-level funding, federal
initiatives and a growing P3 market are
likely to contribute to increasing levels
of opportunities.

Balfour Beatty’s chosen markets remain
appealing with state-level education
bonds and increasing urbanisation
presenting attractive opportunities

for sub-market growth.

Stable spend in Hong Kong
Hong Kong continues to deliver a strong
pipeline of infrastructure and construction
projects, benefiting from high public and
private sector demand. Continued civil
unrest could impact activity in the
short-term, but public and private sector
investment is expected to continue over
the medium term.

Strong market drivers

Over the past years Balfour Beatty has
focused operations on markets with strong
fundamental market drivers, underpinned

by macro demographic and economic trends.
The first of these is urbanisation — as
populations move to major cities, Balfour
Beatty is well placed to deliver new

FORECAST INCREASE IN THE UK, THE US AND HONG KONG URBAN POPULATIONS

2019-2034 (millions)

buildings and infrastructure. The second

is public sector spend — as a trusted partner
to public sector clients, we benefit from not
only increasing spend as governments aim
to upgrade infrastructure, but also long-term
certainty around that spend. The final

factor is around increasing partnership

in mature infrastructure markets, such

as the UK and the US. As client organisations
mature, we are increasingly able to work

with them to develop mutually beneficial
models of working, sharing risk and

upside appropriately.

UNITED KINGDOM

622:344m
it

Source:
UN DESA - World Urbanization Prospects (2018)

UNITED STATES

271.3m

2019

Source:
UN DESA - World Urbanization Prospects (2018)
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HONG KONG

Source:
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HIGHWAYS ENGLAND
ROAD INVESTMENT

STRATEGY (UK)
£25bn

RIS2 (2021-2025)

£15bn

RIS1 (2015-2020)

Source:
Department of
Transport, Draft
Road Investment ‘
Strategy 2 (October 2018)

Construction demand

TxDOT: 2020 Unified

Transportation Program (UTP)
The Texas Department of Transportation’s
¢.US$77 billion programme represents
a step-change in the level of funding
dedicated to transportation (particularly
highways and bridges) in the state.

As a major player in the industry,
Balfour Beatty is well placed to
capitalise on this spend.

Macro frameworks

Construction procurement in the UK

is evolving, presenting huge opportunities
for progressive and collaborative
contractors. Game-changing frameworks
such as Scape Group and Crown

Commercial Services (CCS) are
redefining how construction is
procured nationwide, and Balfour
Beatty is participating as a major
contractor on both.

Highways England:

unprecedented spend

The first Road Investment Strategy
(RIS1, covering the 2015-2020
spending period) announced an
unprecedented level of spend of
over £15 billion on the nation’s
strategic road network. The second
(RIS2) is even more ambitious,
committing to £25 billion spend
over the 2021-2025 period.
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Long-term infrastructure
services certainty

Unprecedented rail services spend

As the UK rail industry transitions from one Network Rail control period
to the next (CP5 to CP6), the work focus is shifting towards maintenance
spend. This re-positioning of spend is an opportunity for agile operators
such as Balfour Beatty; offering a range of rail capabilities we are well
placed to deliver this maintenance work.

Exciting local roads market

The local highways maintenance market is forecast to see
significant reinvestment in coming years with over £700 million of
outsourced contracts up for renewal between 2020 and 2025.
With long-term security on its ongoing contracts, Balfour Beatty

Attractive opportunities
for targeted investment

Student accommodation: strong US/UK demand
Student accommodation remains a significant and recession-resilient,
investment opportunity in the US and the UK, the two largest markets
globally. Balfour Beatty will continue to leverage its strong reputation
for both investment and construction in the sector.

States, counties and cities using P3

The US has become an increasingly exciting market for public-private
partnership and, to date, 37 states (plus D.C.) have passed legislation
allowing P3 projects. The federal FAST Act has helped expedite

P3 planning processes and led to some major local projects

(e.g. £8 billion Maryland Roads P3).

is well positioned to capitalise, winning new work and achieving

sustainable growth.

Strong power pipeline

The power transmission and distribution industry is likely to see
a wave of new demand as the UK invests in renewable energy

and a new generation of nuclear generation capacity.

NETWORK RAIL'S
INFRASTRUCTURE
SPEND (UK) £53bn
CP6 (2019-2024)
£38bn
CP5 (2014-2019)
Source:

Network Rail Delivery Plan,
Control Period 6

Savills 2019 Global Student
Housing Investment

Housing opportunities

Balfour Beatty Communities continues to see attractive multifamily
accommodation come to market, providing ample opportunity to
invest profitably in the regeneration of these properties.

STUDENT
ACCOMMODATION
INVESTMENT BY
GEOGRAPHY
£17.1bn
% of total:
US 63%

QUK 23%

@ Other 14%
Source:

Balfour Beatty plc Annual Report and Accounts 2019
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BUSINESS MODEL

Designed to
deliver value

The Group is well positioned to deliver value to all its stakeholders
by operating in attractive markets, leveraging synergies between
its business units and continuing to focus on world-class delivery.

How our Group works together

Multi-disciplinary collaboration is core to Balfour Beatty’s identity; our Construction
Services, Support Services and Infrastructure Investments teams work closely together

to ensure high-quality outcomes for our stakeholders.

Profitable work for construction business

CONSTRUCTION
SERVICES

INFRASTRUCTURE
INVESTMENTS

Delivery skills support investment opportunities

WORKING COLLABORATIVELY ACROSS THE GROUP

Cross selling across customer base

SUPPORT

SERVICES

Knowledge transfer

University of North Carolina
student accommodation, US

East Wick and Sweetwater housing 0 .
regeneration project, UK

Balfour Beatty is developing and constructing
this on campus student accommodation
community, providing a variety of amenities
and housing for over 1,800 students.

0-

Balfour Beatty is delivering phase one of this new
residential neighbourhood of over 1,500 homes
on the Queen Elizabeth Olympic Park, London.
Balfour Beatty has invested in the project,
alongside Places for People, and is building
homes and creating the neighbourhood for

the London Legacy Development Corporation.
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cs @ Hinkley Point C, UK

Balfour Beatty is delivering three critical elements
of the Hinkley Point C Project, the first new nuclear
power station to be built in the UK for a generation.
This includes electrical and marine works for EDF,
and a 400kV overhead line for National Grid which
will provide power to over six million homes.



(14

The business is continuing to win
work on more favourable terms and
conditions resulting in improving
margins with a lower risk profile.

Leo Quinn,
Group Chief Executive

)

What we represent

Balfour Beatty has built an industry-leading brand
on its reputation as a partner that is Lean, Expert,
Trusted and Safe — our four Build to Last Goals.
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Customer
focus

Our business model works
best when we can partner
with customers and
understand their needs.

To achieve this, we require

a customer-focused approach
from all areas of the business.

Trusted for
quality

Balfour Beatty aims to
differentiate itself by
focusing on delivering
maximum value to its
customers though
partnership. We achieve
this by hiring, and retaining
the best people.

Expert
capability

Balfour Beatty brings the
collective experience of over
110 years of continuous
operation, across three
continents, to each of its projects.
Customers choose us for the
most complex and demanding
construction challenges.

Lean Safety Financially Innovative
We set the industry Safety is our license to Strong From pioneering work
standard when it comes operate. Ensuring our on the power grid in the

to operational efficiency.
We relentlessly target
inefficiency across the

business and supply chain,

and we remain committed
to improving every day.

workspaces are healthy
and safe places for our
employees, supply chain
partners and customers
is at the heart of
everything we do.

Customers look to Balfour
Beatty for reliability and
longevity. Our strong balance
sheet gives our partners the
security that we will always
be able to deliver on our
commitments, be they a
two-year building project

or a ten-year framework.

1920s through to predictive
modelling of rail asset
failure today, Balfour Beatty
has always been at the
cutting edge of construction
technology delivery.

Balfour Beatty plc Annual Report and Accounts 2019 15



STAKEHOLDER VALUE

Sharing the value

we create

In striving to achieve our purpose of creating infrastructure, supporting communities
and enabling growth, Balfour Beatty touches the lives of many people. Working with
its stakeholders across the industry and beyond, the Group continues to innovate,
lead the market through driving change, shape the debate and inspire a new
generation of talent to join a vital industry in shaping the future.

Customers

Why are they important?
Collaborative and long-term mutually
beneficial relationships with our customers
are the foundation of our success.

Our priorities
> Be the partner of choice by delivering
on our promises

> Selective bidding to ensure we are
pursuing the right opportunities with
partners who value our expertise

> Deliver high-quality, safe,
sustainable solutions

2019 engagement examples

2 Regular communications with our customer
base at operational, management,
executive and Board level

> The use of MAP as our customer
satisfaction and feedback tool. MAP
is aligned to ISO 44001, the international
accreditation for collaboration

> Customer account management plans

Employees

Why are they important?

A talented and engaged workforce committed
to upholding our values, enables us to deliver
our Build to Last goals, ensuring we win the
best and most exciting projects.

Our priorities
> Zero Harm - no injury, ill health or
environmental incident caused by our work

2 Attraction and retention of talented people
from a diverse range of backgrounds

2 Improved employee engagement

2019 engagement examples

> Employee-led Affinity Networks for under
represented groups to encourage and support
diversity and inclusion

2 Group-wide surveys to measure
employee engagement and identify
improvement priorities

2 My Contribution employee-led
change programme

i ol

Supply chain and
strategic partners

Why are they important?

Our thousands of supply chain partners,
large and small, are an invaluable resource
fundamental to the successful delivery of
all of our projects.

We also work with trusted partners in a
number of long-term joint ventures which
are critical to our success.

Our priorities
¥ Zero Harm - no injury, ill health or
environmental incident caused by our work

> Be the partner of choice by delivering
on our promises

> Digital technology implementation to
enhance efficiency and consistency (UK
Constructionline, e-catalogues, DocuSign)

2019 engagement examples
> Annual major supply chain partner
conference and regional events

> Local ‘Meet Balfour Beatty’ supply
chain events

¥ Membership of the UK Supply Chain
Sustainability School

OUTCOMES

2 Lean, Expert, Trusted and
Safe solutions

> Improved customer satisfaction
> Collaborative behaviours

16

OUTCOMES

> Lean, Expert, Trusted and
Safe solutions

> A safe, healthy and engaged workforce
> Improved employee retention rate

Balfour Beatty plc Annual Report and Accounts 2019

OUTCOMES

> Lean, Expert, Trusted and
Safe solutions

> Local employment
> Collaborative and long-term relationships
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Following a visit to Balfour Beatty's site office in \WWokingham,
| was delighted to see such collaborative working, willingness

yodai a16ajensg

and positivity within the team. This isn't the first time we've
visited the Balfour Beatty team and came away feeling like
we've received exceptional customer service.

lan McGowan

Head of Highways Infrastructure Projects at Buckinghamshire County Council

)

Communities

Governments

Shareholders

Why are they important?

Our activities can have a lasting impact

on the communities in which we operate —
we strive to leave a lasting legacy.

Our priorities
2 Work in partnership with communities
to understand and support local needs

2 Establish relationships with key community
stakeholders to develop a programme of
impactful community investment activities

2 Contribute to environmental wellbeing

2019 engagement examples
2 Local employment events to showcase
careers opportunities

2 Community engagement plans for projects
(Involved in the UK) and (Green and Caring
in Gammon)

> Communication with communities under
the Considerate Constructors Scheme (UK)

Why are they important?

Public policy, laws and regulations define
the business environment in which Balfour
Beatty operates. Governments — and their
associated bodies — are also Balfour Beatty's
largest customer.

Our priorities

> Support governments’ understanding
of the potential impact of proposed new
policies and legislation on the markets
in which we operate and our activities

2 Active engagement on key issues within
the political arena

2 Promote the value of the construction
and infrastructure industry to wider
economic prosperity

2019 engagement examples
> Meeting key public officials and their staff

2 Provision of briefings and reports on key
policy issues and Balfour Beatty activities
of relevance

2 Response to government consultations,
inquiries and hearings

Why are they important?
Shareholders are the owners of Balfour Beatty.
The Board places great importance on having
positive relationships with all shareholders and
seeks to ensure there is an appropriate level of
dialogue with them.

Our priorities

> Provision of financial and non-financial
information to shareholders (retail and
institutional) in a timely and accurate way

2 Presentation of investor feedback to the
Board and management

> Enable the market to fairly reflect the
fundamental value of the Company
in the share price

2019 engagement examples

2 Regular briefings via public announcements,
webcasts and presentations and annual
and sustainability reporting

> Regular direct engagement via meetings,
conferences and site visits

> Dedicated Investor Relations department

OUTCOMES

2 Informed communities

2 Local business spend and employment
2 Enhanced environments

OUTCOMES

> Trusted delivery partner for governments

> Sectors and markets conducive to
industry success

OUTCOMES

2 Well informed shareholders
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INNOVATION

Cutting edge outcomes
for our customers

Balfour Beatty continues its journey to leverage digital and new technology
to deliver better, safer, faster, more cost-efficient outcomes for its customers.

Balfour Beatty’s work is being delivered more
effectively and efficiently by harnessing the
power of cloud computing and enhanced mobile
technology. Building Information Modelling
(BIM) in the form of 3D digital representation
of projects overlaid with 4D detail on scheduling
and cost, together with augmented and
virtual reality technology, enables seamless
interaction between offices and sites, facilitating
a 'build right first time’ approach. Drones
allow teams to track progress more safely
and efficiently and with increased accuracy,
collecting data more frequently than human
surveyors. Telematics are tracking how
vehicles are used, ensuring they are driven
economically, safely and sustainably. Data
analytics are increasingly being used to predict
and prevent problems as they arise in
infrastructure, rather than the slower, more
expensive and less reliable ‘find and fix" model
on which the industry has relied for decades.

In 2019 Balfour Beatty continued on its
trajectory to deliver its 25 by 2025 vision for
a reduction in onsite activity by 25% by the year
2025. This involves removing complex and
repetitive activities from sites by rethinking
design, production and installation. Balfour
Beatty is transforming how it works and
investing both in innovation and new technology
and in the development of employees
capabilities. The following examples all

help deliver against that strategy.
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MY CONTRIBUTION

Established in 2015, Balfour Beatty's Group-wide
employee-led change programme, My
Contribution, allows it to tap into a rich seam of
creative thinking from people who understand the
business better than anyone and want to make

a meaningful contribution. It encourages and
empowers every team member to be an innovator
and for that innovation to take place across every
part of the Group's business.

In 2019, the scheme was relaunched in the UK
using a new Yammer based platform in association
with employee idea specialists, Sideways 6, to
make it easier for thousands of employees across
multiple locations to share their ideas and develop
them through conversation with their colleagues.
Now that it is on Yammer, people can submit their
ideas from their mobile devices, from on site tablets
or their computer, wherever they are and whenever
inspiration strikes. Conversation transcends
previously siloed teams and the business is better
connected than ever. By collaborating on ideas

with colleagues across the business, this improves
the quality of ideas, drives a culture of learning and
sharing, and helps to trigger new ideas.

There has been a wide range of successful
innovations delivered through My Contribution

in the past year. These have delivered a range

of benefits of different sizes, all of which help
Balfour Beatty to be a stronger and more efficient
business. Successful ideas include for example,
self-delivery of multi-phase traffic management by
trained defect repair gangs on the West Sussex
contract, delivering a saving of £100k per annum.

Image: An
employee
submitting a
MyC idea on
a site-based
tablet.




SMARTER WAYS OF WORKING

Collaborating with supply
chain, industry and academia

Balfour Beatty collaborates with a range of leading academic institutions and industry
bodies, working together to develop new ideas, and sharing ideas and learning.

1
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Discover more about our
expert capabilities at
balfour beatty.com/TheBiglQ

Balfour Beatty continues to be an active member

of the UK cross-industry group led by major clients
i3P — the Infrastructure Industry Innovation Platform
—and contributes significantly to various initiatives,
including supporting the development of a roadmap
for Connected and Autonomous Plant and the many
steps required to achieve this.

Balfour Beatty recently worked in partnership with
Kelvinside Academy and NuVu — the world’s leading
Innovation School — as part of a contract to build

a new school on Kelvinside Academy’s Glasgow
West End campus. NuVu is a school where students
explore real-world challenges, both locally and
globally, creating new views of the world and new
ways to impact it positively. Students learn how to
use the design process to solve complex challenges,
leveraging a variety of design, technical and meta-skills
such as creativity, critical thinking and collaboration.
Throughout the design and construction phase of
this partnership, pupils shadowed Balfour Beatty's
construction and design teams, learning from
industry experts, attending meetings, and providing
feedback and input.

Omnicom Balfour Beatty and The University of
York, supported by Innovate UK, developed new
artificial intelligence computer software, which
will revolutionise the rail track inspection process
and save the rail industry £10 million in track
maintenance costs per year. Attached to the front
of the train, a camera moves along rail tracks in
need of inspection. The technology utilises machine
vision to capture high-definition images of the rail
track and generates data which is then transferred
through to a system that analyses the data to
highlight inaccuracies and faults on the tracks.

The technology also assists in identifying where
faults may occur, allowing preventative fixes to be
implemented as opposed to urgent repairs after an
issue arises. The automated technology, which is
currently being progressed from proof of concept
into commercial grade software, is set to provide
a quicker, more efficient and safer alternative to
the current manual track inspection process.
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INNOVATION CONTINUED

Leading in our markets

The next decade of construction will be characterised by trends shaping the global market
today: data as an enabler; increased connectivity; and the resulting opportunities for
traditional process automation resulting from the above.

At the same time Balfour Beatty's customers are demanding both an increased level of
output from the industry without a compensating increase in workforce and access to
operational data about their assets to help inform investment decisions, maintenance
programmes or provide assurance about the quality of the underlying supply chain.

NEW TECHNIQUES FOR A NEW DECADE

Process digitisation

operational data at source.

Augmented intelligence

A smarter edge

The increasing ubiquity of mobile computer power, coupled with improved
connectivity and acceptance by the workforce will lead to the wholesale
replacement of traditional paper-based processes with digital capture of granular

As inputs to processes become more standardised and data becomes an output
generated from operations, the scope for applying advancements in Machine
Learning and Artificial Intelligence to construction domain problems emerges.
Whether through use of generative algorithms in the design process or the
application of advanced models to risk analysis, expect the impact to be profound
and augment experts in the field. Balfour Beatty is already seeing meaningful
examples from its Omnicom Balfour Beatty business, read more on page 19.

System and stakeholder integration

With the maturity improvement of available operational datasets expect to see
an increasing level of digital process integration in the supply chain leading to
automation between enterprises and less wastage as a result.

The combination of Digital Reality Capture; Pervasive Connectivity; Accessible

Compute; and Systems Integration, will lead to the rise of a true, rich Digital Twin
that is representative at all times of the current state of the asset, irrespective of
position in the lifecycle. These assets and construction sites will have the ability

to make controlled automated decisions within a specified framework, from
autonomous plant and equipment operations through to predictive maintenance.

Industrialising construction
and Operation and
Maintenance (0&M)

Balfour Beatty continues to develop, embrace
and embed new technology across the business.

> Construction sites often require substantial
power supplies to service offices and welfare
facilities for project personnel. The switch to
electric for vehicles and some construction
machinery will increase the demand for
power, placing additional strain on already
limited power connection options. Connecting
construction sites to the electricity
network is time consuming and can be
costly; sites often operate in areas with
constrained power availability or are in hard
to reach locations. As an industry, there
is still a heavy reliance on off-grid power
solutions, mostly in the form of diesel
generators, albeit with recent advances in
battery and solar technologies. The Group,
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in collaboration with A-Plant and Invisible
Systems, has developed a combined
software and hardware solution, known

as EcoNet, that manages peak power
demand and optimises energy usage on a
construction site compound. The solution
manages the flow of electricity to appliances
such as office radiators, hot water tanks
and drying room dehumidifiers, with the
option to include car park floodlights and
electric vehicle and machinery charging
points. The software platform is configured
to automatically balance peak power demand,
so that during busy periods when supply
capacities are nearly reached, non-essential
appliances can be temporarily sacrificed.
This approach is commonly known as
load-shedding and has not been deployed
in temporary building facilities such as
those on construction site compounds.

In 2019, the Group successfully trialled
EcoNet at the Thurnscoe Construction Site

of the Future with a view to rolling out its
adoption in 2020. For a standard construction
site with a 75-strong workforce, the EcoNet
site set-up can operate with 30% lower
electrical amperage, which in capacity-
constrained areas reduces the burden on
network operators to expand or reinforce
their assets. It will therefore play a crucial
role in decarbonising construction sites.

2 While clash detection has previously taken
place on the construction site at Hinkley
Point C, as part of the marine works
contract Balfour Beatty created a 3D steel
reinforcement model enabling it to
de-clash the rebar in a virtual space. This
required close collaboration between all
parties to ensure the requirements of the
design and buildability were met. Due to
the complex geometry, as well as direct
clashes, areas of reinforcement build-up
that could have exceeded the bar spacing
were resolved and congestion was reduced
and lapping bars were removed by introducing
couplers. Over 200,000 clashes were
resolved before a bar was placed on site.
Without the virtual clash detection there
would have been significant
programme implications.

These innovations will be rolled out and
adopted across the business where this will
deliver benefits, ensuring that the service and
solutions Balfour Beatty offers its customers
use the latest, most advantageous,

proven technology.

Worldwide innovation

Balfour Beatty shares expertise and innovative
solutions from projects across its international
business to drive continuous improvement
for its customers.

> Digital G is Gammon's dedicated digital
construction technology business,
concentrating on commercialising in-house
innovations and working with international
start ups to bring new technologies to the
construction industry in Asia. Established
in January 2018, the business has already
received public recognition with a Hong
Kong MIKE (Most Innovative Knowledge
Enterprise) award which it received from
the Hong Kong Polytechnic University.
Digital G has worked with select partners
including Converge, a UK-based start up
founded by two Cambridge graduates, whose
vision is to provide an Internet of Things (loT)
sensor agnostic platform for the entire
construction site. Their current product,
concrete strength sensors, is being used
on Gammon sites in Hong Kong and
Singapore. These wireless sensors provide
real-time insights, allowing for time and
cost savings through early formwork
striking, having proven to reduce the
building construction cycle time by 30%.



They have successfully been accepted for
use on a number of government projects
and are an approved technology for the
government’s Construction Innovation and
Technology Fund which is helping to drive
adoption of new technologies on sites.

2 One of Gammon's most successful and
widely used innovations is Gambot™, a
software robot with artificial intelligence
(Al) that collects, stores and analyses
site-related data. Gambot operates as a
‘mobile virtual assistant’ that is integrated
with many of Gammon'’s IT systems such
as Site Diary for the collection of site photos,
a concrete management system, and a
quality checking system. It also provides
a function to allow operational staff to
submit safety observations and dynamic
risk assessments. Using Al, Gambot can
provide safety predictions for the day
based on current tasks, workers and trades
onsite and past safety observations and
can highlight if workers' safety cards are
near to or have expired, saving considerable
employee resources previously spent
checking records. The application of a
computer vision algorithm within site
cameras also allows it to detect objects
including faces, vehicle plates and
equipment, allowing project teams to
monitor productivity or safeguard against
entry to secured zones. Gambot is now
used on all Gammon project sites and has
also gained industry recognition as the
recipient of four major awards including
the Construction Industry Council’s
Innovative Safety Initiative Award and the
International Data Corporation’s Digital
Transformation Award.

> In 2019, Balfour Beatty's engineering and
design and team in India has created a new
app that can be used worldwide to digitise
the basic utility search process. This means
that in the UK, the area to be mapped can
be entered in the app and utility services
will be populated automatically through
requests to the utility providers. This is
then available on site to the user where
they can switch layers on and off to view
the site services and support the service
detection onsite prior to excavation.

Conclusion

Working to its 25 by 2025 vision and
collaborating and sharing ideas and best
practice with experts within and beyond
its business, Balfour Beatty continues to
innovate and use new technology to
streamline how it works in order to deliver
value to its customers.

M25 VACUUM LITTER PICKER

Balfour Beatty is using a new vehicle-mounted
vacuum litter picker to improve the way the
roadside of the UK's busiest motorway, the M25,
is cleaned. The custom-designed hoover was
developed and built by Balfour Beatty Plant and
Fleet in partnership with Connect Plus Services
(CPS), the company which operates and maintains
the M25 on behalf of Connect Plus and Highways
England. The new design enables maintenance
crews to collect litter of various sizes, shapes,
and weights from the roadside using a handheld

vacuum pipe secured to a custom-built machine,
mounted on a truck bed.

The litter is then deposited into a compartment
within the vehicle, and any dust contained through
a specialised filter. Following a successful trial on
the M25 network, the vehicle will join CPS's fleet.

E Discover more at
balfourbeatty.com/Litterpicker

Above: Balfour Beatty employee using a virtual reality headset.
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We operate across three
divisions; Construction
Services, Support Services

and Infrastructure Investments
in three chosen geographies —
the UK, the US and Hong Kong.

We work in partnership with
carefully-chosen customers and
dedicated local supply chains.

Our high performing

and disciplined leadership teams
continue to selectively bid
projects for customers who
value our expertise and ability
to deliver consistent quality
reliably and safely.

CONSTRUCTION SERVICES

Advanced Manufacturing Centre
for the Hong Kong Science &
Technology Parks Corporation
Gammon, the Group’s Hong Kong-based joint
venture, is delivering this HK$4.75 billion
108,000m? facility, which includes a seawater
district cooling system to cool the entire building
in a cost-effective and environmentally friendly way.
. Read more on

p24

SUPPORT SERVICES

National Grid’s North and South
400kV Overhead Line project
This £214 million project to provide 400kV
overhead lines from Hinkley Point C to
Avonmouth substation will span 48 kilometres
and cross through the Mendip Hills in Somerset.
Balfour Beatty will design, supply, install, test
and commission the new overhead line.
. Read more on

p30

INFRASTRUCTURE INVESTMENTS

Los Angeles Airport Automated

People Mover

This US$1.95 billion project to develop a
2.25-mile above-ground airport transport system
connecting passengers with the airline terminals
will reshape the way travellers access one of the
busiest destination airports.

Image: Artist’s impression.
. Read more on
p36




M4 SMART MOTORWAY UPGRADE, READING
Pictured here are employees working for our joint venture with VINCI, which is upgrading
a b1-kilometre section of the M4 from Cranford Park to Theale for Highways England.
Our work includes construction of 11 new overbridges and a five-lane motorway around
Heathrow from Junction 4 to 4b.

THEALE

READING

LEAN

Our team has installed
automated barriers,
removing the need for a
gate operator, which will
deliver a cost saving of
£2 million over the
project’s lifetime.

MAIDENHEAD

WOKINGHAM

EXPERT

Our team is trialling a
hybrid bulldozer, the first
of its kind which will
enhance fuel economy
by 30% and take us a
step closer to achieving a
carbon neutral fleet.

SLOUGH

TRUSTED

Our team has achieved
100% customer
satisfaction on this
project as measured
through our MAP
customer feedback tool.

yodai a16sjeng

HEATHROW

CRANFORD
PARK

SAFE

Our team used 3D
visualisation to create

a bridge demolition
timeline identifying
risks and mapping plant
and fleet movements =
before works
commenced on site
to ensure a safe and
efficient demolition.

N




OPERATIONAL REVIEW

Construction
Services

Our Construction Services businesses operate
across infrastructure and buildings markets in
the UK, the US and in joint venture in Hong Kong.

HIGHLIGHTS UNDERLYING REVENUE'

2 32% increase in Construction
Services profit from operations (PFO) £ , m

> UK: 16% increase in revenue; full year .
PFO margin within 2-3% industry A2
standard margin range for first time

under Build to Last STATUTORY REVENUE
> US: 13% (CER 8%) increase in revenue 5 951
with 18% increase in PFO; margin £
within 1-2% industry standard range , m
2018: £5,217m

2> Gammon: Strong performance in year;
with 13% increase in PFO at £26 million

UNDERLYING PROFIT FROM OPERATIONS

£125m

2018: £95m

TOTAL REVENUE' STATUTORY PROFIT FROM
OPERATIONS

£126m

2018: £46m

82% ORDER BOOK'

ell.Ibn

2018: £9.8bn

;\B Discover more at 1 Including share of joint ventures and associates,
balfourbeatty.com before non-underlying items.
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Financial review

Construction Services continued to make good
progress during 2019 with increasing revenue,
profit, PFO margin and order book. Both UK
Construction and US Construction achieved
industry standard margins for the full year.

Underlying revenue increased by 12% to
£6,858 million (2018: £6,127 million), a
9% increase at CER. Revenues increased
by 16% in the UK and 13% in the US
(8% at CER), whilst Gammon's revenues
reduced by 1% (5% at CER).

UK Construction recorded a 2.1% underlying
PFO margin, within the UK industry standard
margin target range of 2-3%. The 1.4% PFO
margin at US Construction was also within the
US industry standard margin target range of 1-2%.

The order book at £11.1 billion (2018: £9.8 billion)
increased by 13% (16% at CER) since the end
of 2018 due to a 25% increase in the US
(30% at CER), while UK Construction and
Gammon were directly in line. The increase
occurred whilst maintaining the Group's
policy of selective bidding. Following approval
of HS2 by the UK government in February
2020, Balfour Beatty expects to book over

£3 billion of contracts in the first half of 2020.

In the Construction Services portfolio, there
are a small number of long-term and complex
projects where the Group has incorporated
judgements over contractual outcomes. The
range of potential outcomes as a result of
uncertain future events could result in a
materially positive or negative swing to
profitability and cash flow. These contracts
are primarily within the major infrastructure
business units in the UK, the US and Gammon.

Operational review

UK

Underlying revenue in the UK increased by
16% to £2,213 million (2018: £1,900 million)
- the first year revenue has increased during
the managed growth strategy under Build to
Last. Underlying profit from operations showed
an improvement to £47 million (2018: £28 million)
with an associated PFO margin of 2.1%
(2018: 1.5%). Importantly, the Aberdeen
Western Peripheral Route (AWPR) project,
which had negatively impacted results in prior
periods, was completed during the year.

The HS2 main civils works and Old Oak
Common station contracts are not included
within the £3.0 billion order book (2018:
£3.0 billion). They will only be included on
the final signing of the main civils works
contracts, which following the recent UK
government approval of the project, is now
expected in the first half of 2020. The Group
expects to book over £3 billion of orders
relating to the HS2 awards — which would
more than double the 2019 year end UK
Construction order book.


http://balfourbeatty.com

The recent announcement to proceed with
HS2 gives much needed certainty for the
entire industry and its associated supply
chain. At the same time, new nuclear power
capacity at Hinkley Point C is well under

construction and the second Road Investment

Strategy (RIS2) for Highways England has
a record budget of £25 billion for the
2020-2025 period.

Although the UK has now ceased to be a
member of the EU and is in a transition
period, the nature of its future trading
relationship with the EU remains uncertain.
Balfour Beatty continues to monitor
developments in this area and potential
risks arising to the Group's businesses.
Specific risks and mitigations are controlled
by individual strategic business units and at
a project level. In addition, they are kept
under review by the Executive Committee.

The UK Construction business is organised
into two business units consisting of:

2 Major Projects: focused on complex
projects in key market sectors such as
transportation (road and rail), heavy
infrastructure and energy; and

2 Regional: civil engineering, ground
engineering, mechanical and electrical
engineering, and building, providing private
and public customers with locally delivered
flexible and fully integrated civil and
building services.

In February 2019, the final section of the
Aberdeen Western Peripheral Route (AWPR)
project was fully opened to traffic. In addition
to the 58 kilometres of dual carriageway, the
project included the construction of 40
kilometres of side roads, 30 kilometres of
access tracks and more than 100 new
structures, as well as two bridges over the
rivers Dee and Don. In February 2020, the
Aberdeen Roads Limited joint venture
reached a commercial settlement with the

HS2 OLD OAK COMMON

In joint venture (JV) with VINCI and SYSTRA,
Balfour Beatty will be managing the construction
of HS2's c. £1 billion Old Oak Common Station in
North West London. When completed, this will be
one of the UK's best-connected stations, providing
direct services to three major airports and eight of
Britain’s ten largest cities.

client to resolve its claim on the construction
of the AWPR. Balfour Beatty received

£32 million as part of the agreement, with no
material change to the Group’s balance sheet
position.

During the year, significant progress has been
made on flagship projects. Since January
2019, a Balfour Beatty VINCI joint venture has
been working on the M4 Smart Motorway
contract. The project is converting the hard
shoulder into an additional lane for traffic and
introducing electronically policed variable
speed restrictions between junction 3 of the
M4, just inside the M25 near Heathrow
Airport, and junction 12 at Theale, west of
Reading. Site works on the Western section
are progressing well, with the Eastern section
now mobilising.

Working on behalf of HS2, the JV will be
responsible for the final design, construction and
commissioning of Old Oak Common station,
delivering six underground platforms as well as up
to eight platforms on the adjacent Great \Western
Main Line.

At the UK's largest current road project,

the A14 in Cambridgeshire, construction
continues to progress well. The 21-mile
project between Cambridge and Huntingdon
is upgrading the road from two to three lanes
in each direction including a brand new 12-mile
bypass south of Huntingdon. Sections 1-3,
including the 750-metre River Great Ouse
viaduct, were opened ahead of schedule in
December 2019. The full upgrade, which is
due to complete in Spring 2020, includes the
construction of 34 bridges and structures.

On HS2, early contractor involvement (ECI)
has been ongoing on the main civils works,
which were awarded as two-part design and
build contracts in July 2017. Balfour Beatty/
VINCI, a 50:50 joint venture, won two Lots
around Birmingham, N1 and N2.

CONSTRUCTION SERVICES
2019 2018

Revenue’ PFO PFO Order book’ Revenue' PFO PFO Order book’
£m £m % £bn £m £m % £bn
UK 2,213 47 21 3.0 1,900 28 1.5 3.0
us 3,752 52 14 6.5 3,329 44 1.3 5.2
Gammon 893 26 2.9 1.6 898 23 2.6 1.6
Underlying? 6,858 125 11 6,127 95 9.8
Non-underlying 6 1 - 12 (49) -
Total 6,864 126 1.1 6,139 46 9.8

1 Including share of joint ventures and associates, before non-underlying items.

2 Before non-underlying items (Note 10).

A reconciliation of the Group's performance measures to its statutory accounts is provided in the Measuring our financial performance section.
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OPERATIONAL REVIEW CONTINUED
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DUNDEE REGIONAL PERFORMANCE CENTRE FOR SPORT

Procured through the first generation Scape
National Civil Engineering and Infrastructure
Frameworks, during 2019 Balfour Beatty
successfully completed the Regional
Performance Centre for Sport in Dundee.
The new facility provides a vital training and
competition centre for regional squads across
a wide range of sports, with a competition
standard athletics track and velodrome.

UK continued

In September 2019, HS2 also awarded a
Balfour Beatty/VINCI/SYSTRA joint venture

a contract to manage the construction of the
Old Oak Common station in London. Balfour
Beatty and VINCI each have a 41.75% share
in that joint venture, with SYSTRA having the
remaining 16.5%. These contracts will only
be included in the order book on signing of
the main civils works contracts, which is now
expected in the first half of 2020. Procurement
processes are back underway on the rail
systems contracts. In 2018, Balfour Beatty
VINCI submitted the HS2 pre-qualification
response for the combined railway systems
Lots 1 (track and overhead catenary system
works) and 2 (tunnel and open route
mechanical and electrical works).

On Crossrail, Balfour Beatty's two remaining
major projects — C512 (Whitechapel Station)
and C530 (Woolwich Station) — made good
progress during the year. C530 is effectively
complete and, in December, C512 reached
Stage Completion Two. C512 is planned to
complete in 2020, in line with the revised
project schedule.

At Hinkley Point C, Balfour Beatty's expanding
team continues to make positive progress on
the project to construct a pair of six-metre
diameter underwater tunnels to supply the
nuclear power station with cooling water

and a third seven-metre diameter tunnel to
discharge heated water back into the Bristol
Channel. Three tunnel boring machines will
use rotating cutting heads to excavate a total

In 2018, Balfour Beatty was appointed as the sole
contractor to Scape Group's second generation
civil engineering frameworks, valued at a
combined total of up to £2.1 billion over four
years (2019-2022). The frameworks allow local
authorities, local enterprise partnerships and
other public sector bodies to commission works
through a procurement process that provides
the fastest route to market and utilises early
contractor engagement to deliver best value
design solutions.

of 9 kilometres of tunnel — the two
3.5-kilometre intake tunnels and one
1.8-kilometre outfall tunnel. In Avonmouth,
Balfour Beatty has built an offsite precast
segment facility to make the concrete sections
required to line the tunnels consistent with
the Group's 25 by 2025 vision to reduce
onsite activity by 25% by 2025.

The Regional business comprises:

> Regional Construction: four regions
(Scotland & Ireland, North & Midlands,
South and London) providing public and
private customers with locally delivered,
flexible and fully integrated civil and
building services;

> Balfour Beatty Ground Engineering:
specialist geotechnical contractor providing
innovative piling and ground improvement
solutions across all sectors; and

> Balfour Beatty Kilpatrick: heavy mechanical
and electrical (M&E) installations and
building services.

The Regional business is focused on
opportunities across five sectors — aviation,
buildings, civils, defence and energy.

During Build to Last, there has been a shift
towards a lower risk contract portfolio in the
Regional business, with a reduction in the
number of fixed price contracts offset by an
increase in target cost (negotiated tender)
contracts and framework agreements.

Both target cost contracts and framework
agreements require early contract

26 Balfour Beatty plc Annual Report and Accounts 2019

involvement with the customer to ensure
greater clarity around scope, schedule and
cost which, in combination, reduces delivery
risk for all parties.

The Group's largest framework agreement

is the Scape National Civil Engineering and
Infrastructure framework. In October 2018,

it was announced that Balfour Beatty had
been appointed as the sole contractor to
Scape's second generation civil engineering
frameworks, valued at a combined total of

up to £2.1 billion over four years (2019-2022).
The Scape National Civil Engineering framework,
which is valued at £1.6 billion, covers England,
Wales and Northern Ireland, while the Scape
Civil Engineering - Scotland framework, valued
at £500 million, covers Scotland. The frameworks
allow local authorities, local enterprise
partnerships and other public sector bodies
to commission works through a procurement
process that provides the fastest route to
market and utilises early contractor engagement
to deliver best value design solutions.

In 2019, the Regional business completed
the National Automotive Innovation Centre
(NAIC) in Coventry for the University of Warwick.
This 33,000 sg m development on the
existing main campus of the University of
Warwick included the construction of a
four-storey ‘L’ shaped building that houses
state-of-the-art teaching facilities, as well

as research and development, design and
engineering facilities. Other projects completed
during the year included: engineering and
training facilities at RAF Marham in Norfolk;
piling at the One Nine Elms project in London;
the Fry Building at the University of Bristol;
and the Telford Footbridge project.

The Regional business has continued to make
good progress at the University of Sussex
student village. The first phase (East Slopes)
is replacing the previous 600-bed facility on
the University’s campus with a new living
space comprising 2,000 new bedrooms and
innovative student amenities, including a new
student union facility. Other material ongoing
projects include: the seven-storey ‘"MEC Hall’
building at the £287 million Manchester
Engineering Campus Development (MECD)
project; the £150 million Madison Tower, a
53-storey residential building in Canary Wharf,
London, which topped out in June; the renovation
and new-build scheme at No.1 Palace Street
in St James’, London; the 10-kilometre bypass
connecting Caernarfon and Bontnewydd in
North Wales; and phase one of the East Wick
and Sweetwater residential project at the
Queen Elizabeth Olympic Park.



The Regional business had a number
of notable new contract awards in the
year including:

2 Midland Met Hospital: a £267 million
contract on behalf of Sandwell and West
Birmingham Hospitals NHS Trust, having
been appointed to complete the hospital
following the liquidation of Carillion. Early
works started in 2018, and the main award
was signed in 2019 allowing Balfour Beatty
to progress with the main construction
works to the 80,000 sg m hospital including
the completion of the external fagade, with
all associated mechanical, electrical and
plumbing services, to be delivered by
Balfour Beatty Kilpatrick;

9 East Leeds Orbital Route: a £83 million
contract for enhancements to the outer
ring road (A6120) in Leeds;

2 Edinburgh Futures: a £70 million contract
to deliver the Edinburgh Futures Institute,
a flagship refurbishment and extension
project on behalf of the University of
Edinburgh; and

2 Community Hospitals: contracts worth a
combined £38 million for the construction
of two new community hospitals at Broadford
(Skye) and Aviemore in Scotland.

Included in ABNC at 31 December 2019,

the Group has been selected as preferred
bidder for the following significant projects:
the redevelopment of the Darwin Building

at the University of Edinburgh; a further two
retirement homes for Audley Retirement; two
schools in Bishop’s Stortford; and the next
phase of the Lewisham Gateway scheme.

IH-635 INTERSTATE

Balfour Beatty is a 45% joint venture partner with
Fluor Corporation on the IH-635 Freeway project
worth US$1.7 billion, commissioned by the Texas
Department of Transportation. Works include the
reconstruction and widening of 11 miles of the
interstate highway around the North and East of
Dallas in Texas.

us

Underlying revenue in the US increased

by 13% in the year (8% at CER) to £3,752 million
(2018: £3,329 million) following the increase
in the order book during 2018. The business
reported an underlying profit from operations
for the year of £52 million (2018: £44 million).
The underlying PFO margin was 1.4% (2018:
1.3%), within the 1-2% industry standard margin
target range. The rate of progress achieved
by the Buildings business has been partially
offset by the Civils business.

The 25% (30% at CER) increase in the US
order book since the end of 2018 to £6.5 billion
(2018: £5.2 billion) follows another 12 months
of strong work winning. The most notable
award was the US$1.7 billion Interstate 635
LBJ East project for the Texas Department
of Transportation, for which Balfour Beatty's
Civils business has a 45% share in the joint
venture. The Buildings business order book
also increased, with the Northwest division
booking more work from Microsoft's campus
modernisation in Redmond, Washington and
winning new projects including Block 216 in
Portland, Oregon, and 1001 Office Towers
in Seattle, Washington. In addition, the
Texas division won more work with the Harris
Methodist’'s Surgery Tower and Legacy West
projects in the Dallas / Fort Worth area and
the Florida division won a multi-phase
contract for the expansion of the Broward
County Convention Center. The quality of
bookings is consistent with the Group's
stated policy of selective bidding for those
projects best aligned with its capabilities.

In the US approximately 85% of revenues
are generated from the general building
market (Buildings), with the civil infrastructure

When complete, the interstate highway will
consist of 12 lanes in total, increasing the number
of general purpose lanes from eight to ten, while
reconstructing two existing, tolled managed lanes.

The completed project will improve safety and
reduce congestion for over 200,000 drivers who
use the interstate daily.

market (Civils) accounting for the remaining
15%. The Buildings business operates in
specifically chosen regions. As the population
migrates south and west, it is moving to
cities, driving urbanisation in the Group's
chosen markets. This leads directly to
increased demand for buildings and
infrastructure. With blue chip repeat customers
such as Disney and Microsoft, and significant
state backed education bonds ($35 billion

in California), the Group's opportunities in
Buildings are robust as evidenced by the
increasing order book. In Civils, the Group

is focused on: road opportunities in Texas
and North Carolina; mass transit rail projects
in major cities across the country, including
the electrification of existing lines; and water
treatment and purification projects. These
large and growing markets are supported

by the ¢. US$77 billion 2020 Unified
Transportation Program (UTP) from the
Texas Department of Transportation (TxDOT),
a number of state-backed infrastructure
bonds (over US$200 billion of multi-state
transportation bonds) and increases in: US
public-private partnership schemes; state
gasoline taxes; and local county sales taxes
dedicated to local infrastructure.

The Buildings business remains focused

on working with repeat customers and in
known geographies where it can deliver
value. The construction management business
is focused on specific geographies, known
internally as ‘The Southern Smile’. This
starts in the Pacific Northwest, runs through
California, Texas, Florida and up through
Georgia and the Carolinas to Washington
D.C. The core markets remain as commercial
offices, education, hospitality, residential
and healthcare.

In the year, Buildings completed a number
of notable projects including:

2 500 Folsom: a 43-storey residential tower
located in the South of Market (SOMA)
district of San Francisco, California. This
US$305 million project created 545
residential units;

> Disney Coronado Springs: this 15-storey,
450,000 sq ft project located in Orlando,
Florida was valued at US$172 million.
The project represents a continuation of
previous Balfour Beatty work, and is the
fastest design/delivery completed for
Disney on a resort project to date;

2 The Portland Building: a US$159 million
renovation of a designated historical landmark
in Portland, Oregon that used target-value
design to complete the project early and
under budget; and

2 Apex High School: this new US$85 million,
384,000 sq ft high school was completed
in November 2019 for Wake County
Public Schools.
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OPERATIONAL REVIEW CONTINUED

US continued
During the year, good progress has been
made on flagship projects including:

> LAX: in March 2019, the project joint
venture broke ground on the Los Angeles
International Airport’s (LAX) Automated
People Mover (APM) project for Los
Angeles World Airports (LAWA). This
project involves both the Buildings and
Civils parts of the business;

2 The University of North Carolina —
Wilmington: in February 2019, Balfour
Beatty broke ground on a project to deliver
over 1,300 student housing beds located
on campus;

> Capitol Crossing: located in Washington
D.C., this project, which is due for imminent
completion, is a 2.2 million sq ft multi-phase
development that includes two LEED
Platinum certified 12-storey office buildings
and a 700,000 sq ft parking garage; and

2 The Osprey: a 500,000 sq ft mixed-use
facility in Atlanta, Georgia, this project
topped out in June 2019 and is scheduled
for completion in early 2020.

The Buildings business had several notable
new contract awards in the year including:

> Broward County Convention Center: in
August, Balfour Beatty signed a construction
agreement for the expansion of the
Broward County Convention Center and
new construction of an 800-room hotel.
With enabling projects underway, the
five-phase US$780 million project in Fort

AVOCET TOWER

In 2019, Balfour Beatty was awarded a

US$130 million contract to construct The Avocet
Tower for Pickard Chilton — a new centre for
convenience, style, lifestyle, and culture.

The project is an architectural landmark that aims
to redefine the work-life experience in Bethesda.

Lauderdale, Florida, will significantly
increase Broward County's meetings,
convention and exhibition capacity;

> Block 216: a mixed-use US$370 million
contract to build five levels of below ground
garage, eight levels of offices, 11 levels of
hotel, and 14 levels of high-end apartments
located in Portland, Oregon;

2 The Wharf: Balfour Beatty has been selected
to initiate Phase 2, which consists of
US$305 million work contracts for the
construction of office buildings and below
ground parking garages in Washington D.C.;

2 1001 Office Towers (formerly Binary Office
Towers): a US$253 million project in Seattle,
Washington, won in June 2019 to construct
a pair of office towers, both 15 storeys;

> Harris Methodist Surgery Tower: this
US$192 million project located in Fort
Worth, Texas, was awarded in October
2019 and includes a 600,000 sq ft tower
with three new parking garages;

> Jacksonville International Airport, Florida:
the Jacksonville Aviation Authority has
awarded Balfour Beatty a US$150 million
contract for its terminal expansion project.
The project includes construction of the
new Concourse B that will add six gates;

> Legacy West: Balfour Beatty has been
awarded a US$150 million 12-storey
corporate office building consisting of
540,000 sq ft of office space in Plano, Texas;

Avocet Tower, the first building of its kind in
Bethesda, will feature 370,000 sq ft of office
space in the heart of downtown, with an outdoor
plaza and a two-storey lobby. Sustainability features
will include advanced mechanical systems, secure
bicycle storage, electric vehicle charging stations,
bio-retention basins on the roof terrace, and
glazing throughout the entire office area.
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> 2100 Penn: Balfour Beatty has been
contracted to build the US$137 million,
12-storey, 460,000 sq ft building in
Washington, D.C. with two wings connected
by a ten-storey atrium, featuring new
offices, 30,000 sq ft of ground floor retail
and three levels of below ground parking;

> Hoffman Town Center: in November
2019, in a 50:50 joint venture with Walsh
Construction, Balfour Beatty was awarded
the US$252 million Hoffman Town Center
Lots 4/5 project, which consists of
approximately 1 million sq ft of development
located in Alexandria, Virginia; and

> Juvenile Justice Center: in December 2019,
a US$112 million contract for phase one
of this development for the County of
San Diego, California.

Included in ABNC at 31 December 2019, the
business has been made preferred bidder for:
a US$180 million contract for a mixed-use
project on behalf of a real estate development
company in Dallas, Texas; a US$100 million
contract to deliver a private student housing
development at Florida International University
in Miami; and a US$85 million project to build
a 200-unit senior living community in Kiawah
Island, South Carolina.

The Civils business continues to operate in
the largely regulated markets of road rail and
water. In May 2019, Civils completed two

rail projects in Denver, Colorado. Firstly,
construction of the 11-mile Gold Line (G Line)
connecting Union Station in downtown Denver
to Wheat Ridge Station in the city’s western
suburbs and, secondly, the 2.3-mile extension
of the Regional Transportation District's E, F
and R light rail lines. Known as the Southeast
Rail Extension during construction, the project
added three new stations: Sky Ridge, Lone
Tree City Center and Ridgegate Parkway. In
November, the US17 bypass project, which
shortens road trips in North Carolina by
skirting the towns of Maysville and Pollocksville,
opened to vehicles. Construction on the
bypass started in October 2015 and was
completed over six months early.

During the year, progress has been made on
key contracts with mobilisation at both the
US$625 million Southern Gateway (45%
Balfour Beatty, 55% Fluor Corporation) and
US$1.08 billion Green Line extension (25%
Balfour Beatty) joint venture projects. At
Southern Gateway, an 11-mile stretch of
road in Dallas, Texas, full scale production

is underway, including roadway, bridges,
walls and drainage. At Green Line, a 4.7-mile
commuter rail extension in Boston,
Massachusetts, the design is near complete
and construction activities have commenced
with activities underway including the building
of noise walls, drilled shaft work and drainage.



At Caltrain, a US$697 million contract for the
electrification of the 52-mile rail corridor
between San Francisco and San Jose, full
scale production is underway, with foundation
works and overhead catenary system
construction ongoing.

The most notable award for the Civils
business in the year was the US$1.7 billion
Interstate 635 LBJ East project for the Texas
Department of Transportation. Balfour Beatty
has a 45% share in the joint venture, with
Fluor Corporation holding 55%. In October,
Balfour Beatty was awarded a US$203 million
contract by the North Carolina Department of
Transportation to improve traffic on a 5.1-mile
stretch of the US70 in James City, Craven
County. The project will upgrade this section
of the US70, which is one of the primary
east-west corridors across eastern North
Carolina, to interstate standards.

Gammon

At Gammon, Balfour Beatty's 50:50 joint
venture based in Hong Kong, the Group'’s
share of underlying revenue decreased by 1%
(5% at CER) to £893 million (2018: £898 miillion).
Underlying profit increased to £26 million
(2018: £23 million), and the order book
remained stable at £1.6 billion. At this stage
it is too early to assess the full effects of the
COVID-19 virus on the Group's operations

in Hong Kong.

Gammon has a material share of the attractive
Hong Kong market. Both the Buildings and
Civils markets are favourable with significant
upcoming opportunities including: two new
terminal buildings and other works associated
with the third runway at the international
airport; a ten year housing target; a ten year
hospital development plan; and continued
investment in transportation infrastructure.
The order book is spread across a number

of public and private customers. In Buildings,
the focus is on the use of design for
manufacture and assembly and modular
construction to improve productivity and
efficiency and expanding the customer base
on a selective basis. In Civils, the strategy is
to lever engineering excellence, with a key
area of future work likely to be from significant
infrastructure programmes in Hong Kong and
in Singapore.

During the year, the Buildings business
completed work on the redevelopment of
Somerset House into a 48-storey office
building and the Civils business completed
the Tuen Mun-Chek Lap Kok (TMCLK) South
Viaduct project, which included the design
and construction of a dual two-lane
1.6-kilometre viaduct over the sea.

TUEN MUN-CHEK LAP KOK SOUTH VIADUCT

Gammon, Balfour Beatty’s Hong Kong joint
venture, completed a HK$8 billion design and build
contract for the construction of the Southern
Connection Viaduct Section of the Tuen Mun-Chek
Lap Kok Link (TM-CLKL) in Hong Kong, on behalf
of The Government of Hong Kong's Highways
Department. This is the largest solo contract ever
undertaken by Gammon.

Work has continued on major Buildings
projects including: the construction of the
Lyric Theatre Complex in the West Kowloon
Cultural District of Hong Kong; Lohas Park,
a project to deliver three 54-56 storey
residential towers; and a data centre for
Global Switch in Hong Kong. Work has also
continued on a number of Civils projects in
Hong Kong, including Tuen Mun-Chek Lap
Kok Link Northern Connection, where
Gammon is providing electrical and mechanical
facilitation to serve the newly constructed
5-kilometre tunnel, and the Sai Sha Road
widening project.

Gammon had a number of notable new
contract awards in the year including:

> Advanced Manufacturing Centre (AMC):
awarded the HK$4.75 billion works contract
for the Hong Kong Science & Technology
Parks Corporation. Located in Tseung Kwan
O Industrial Estate, the project involves the
construction of a nine-storey building block
with a two-storey basement;

2 Sands China: two Macau projects totalling
HK$3.6 billion for Sands China. These
projects will rebrand the Sands Cotai
Central into the Londoner Macau;

The Southern Connection Viaduct section, which
is part of the 9-kilometre TM-CLKL, involves the
design and construction of a dual two-lane
1.6-kilometre sea viaduct between the Hong
Kong-Zhuhai-Macao Bridge Hong Kong Boundary
Crossing Facilities and North Lantau. It also
involves the construction of nine approach
viaducts and other associated works including
slope improvement, environmental protection and
mitigation measures.

> Kai Tak 6564 Residential Development: a
HK$1.7 billion contract for two 31-storey
luxury residential blocks for the Wheelock
Group; and

> 139-147 Argyle Street: a HK$1.3 billion
contract for three 20-storey luxury
residential blocks for the Sino Group.

During the year, Gammon was chosen as

a Grand Award winner at the Hong Kong
Management Association Quality Awards
2019. The top award recognises the
achievement of exceptional standards of
quality and a lasting commitment to the
process of quality management. Feedback
from the judges included the comment that
Gammon was a “progressive company that
demonstrates effective leadership with
passion and a clear focus on safety and
innovations”. Gammon's processes and
systems were also considered to be
well-deployed, enabling the company to
“optimise the construction process and
excel in the construction industry”.

The judging panel consisted of respected
captains of industry who carried out stringent
assessments of management processes
across seven focus areas: leadership;
strategy; customers; workforce; operations;
results and measurement; and analysis

and knowledge management.
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OPERATIONAL REVIEW CONTINUED

Support
Services

Our Support Services businesses operate
principally in the UK, designing,
upgrading, managing and maintaining
critical national infrastructure.

HIGHLIGHTS UNDERLYING REVENUE'
> Expected decline in revenue
successfully offset with higher £ m
margins such that PFO maintained ,
2018: £1,104m

> Performance of power business is
now accelerating

2 Not rebidding gas contracts under STATUTORY REVENUE

RIIO-GD2; creates £58 million
non-cash, non-underlying impairment £ m

> Strong transportation market with
Central Track Alliance (rail) and 2018: £1,076m
M25 Connect Plus (road)

UNDERLYING PROFIT FROM OPERATIONS

£4/m

2018: £46m

TOTAL REVENUE' STATUTORY PROFIT FROM
OPERATIONS

£(11)m

2018: £39m

ORDER BOOK!

£3.2bn

2018: £2.8bn

;\B Discover more at 1 Including share of joint ventures and associates,
balfourbeatty.com before non-underlying items.
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Financial review

Support Services had a transitional year

in 2019, as an expected decline in revenue
was successfully offset with higher margins
such that overall underlying profit from
operations increased.

The Support Services segment comprises
utilities and transportation businesses. Utilities
operates across power transmission and
distribution and the gas and water sectors.
Transportation operates across rail,

highways and managed road schemes

for local authorities.

Support Services revenue decreased by

7% to £1,023 million (2018: £1,104 million),
as expected following lower volumes in the
power transmission and distribution business
and the conclusion of the Area 10 highways
maintenance contract. Underlying profit from
operations and PFO margin for the year
improved to £47 million (2018: £46 million)
and 4.6% (2018: 4.2%) respectively. The order
book increased by 14% to £3.2 billion (2018:
£2.8 billion) following the initial bookings
from the 10-year Central Track Alliance
contract in transportation.

Following the Group’s decision not to re-bid
gas contracts under the RIIO-GD2 cycle,
coupled with the Group's experience in
managing historically underperforming
contracts under the current RIIO-GD1 cycle,
the Group has reassessed the long-term
outlook for its gas and water cash-generating
unit (CGU). This reassessment has resulted in
a full impairment of the goodwill attributable
to this CGU, amounting to an impairment
charge of £68 million (2018: £nil). This charge
has been treated as a non-underlying item.

Operational review

Underlying utilities revenue decreased by
15% to £551 million (2018: £651 million),
driven by an expected decrease at power
transmission and distribution. The utilities
order book increased to £71.0 billion

(2018: £0.9 billion) as an increase at power
was only partially offset by the expected
decline in gas and water as the current
regulatory cycles approach the end of their
periods in 2021 and 2020 respectively.

Performance at the power transmission and
distribution business is now accelerating,
following significant restructuring and cost
removal, with the business consolidating

its strategy to focus primarily on core
clients and markets.

In the year, power transmission and
distribution successfully completed the
South Wales 400kV power line refurbishment
for National Grid and has continued its good
progress on both the Beauly-Keith and Fort
Augustus-Fort William 132kV power line
refurbishments for SSE. These three


http://balfourbeatty.com

schemes provide critical regional
refurbishments to existing lines originally
constructed over 50 years ago.
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The business recently won and has
commenced construction on the National
Grid Hinkley Point 400kV cabling project
and has continued its work on the Eleclink
project, in conjunction with the Rail
business, to lay two 50-kilometre cables
through the Channel Tunnel and connect
them to converter stations in Northern
France and Kent.

Notable new contract awards in the
year included:

2 Hinkley Point Overhead Lines: a
£214 million contract to provide 400kV
overhead lines from Hinkley Point C on
behalf of National Grid. As part of the
contract, Balfour Beatty will design, supply,
install, test and commission a new
overhead line spanning 48 kilometres and
crossing through the Mendip Hills in
Somerset. On completion, the new line
will connect the power station with a new
substation in Avonmouth, Bristol. This
contract represents the fourth major piece
of work won by Balfour Beatty for the new
power station, following the electrical
works package in 2015, the tunnelling and
marine works package in 2017 and the
8.5-kilometre cabling contract won in 2018;

2 Viking Link: a £90 million contract to

deliver the British onshore civils works WARWICKSHIRE HIGHWAYS MAINTENANCE CONTRACT

for the Viking Link Interconnector Project.

Balfour Beatty will be responsible for the In 2019, Balfour Beatty Living Places was The project award marks the second extension

installation of 68 kilometres of high voltage awarded a £34 million one-year extension on the original seven-year contract, which will

. . . to its Warwickshire Highways Maintenance see this unique and collaborative partnership
cabling across Lincolnshire; and
9 Contract by Coventry City Council, Solihull run to Spring 2025, following a history of good

Y Littlebrook Power Station: a £50 million Metropolitan Borough Council and performance, effective asset management,

contract to replace a high voltage substation Warwickshire County Council. delivering value for money and collaborative

at Littlebrook Power Station in Kent on behalf working with the three local authorities.

of National Grid. Balfour Beatty will design,
supply and construct the 400kV substation,
utilising the capabilities of Balfour Beatty
Ground Engineering to complete the ground
engineering works. The project includes
the installation of the cabling and overhead
line connections to the national grid.

SUPPORT SERVICES

2019 2018 Change %
Order book! (Ebn) 3.2 2.8 14%
Revenue' (Em) 1,023 1,104 (7)%
Profit from operations? (Em) 47 46 2%
Non-underlying items (Em) (58) (7)
Statutory profit from operations (Em) (11) 39
Underlying profit margin? (%) 4.6% 4.2%

1 Including share of joint ventures and associates, before non-underlying items.
2 Before non-underlying items (Note 10).
A reconciliation of the Group's performance measures to its statutory results is provided in the Measuring our financial performance section.
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OPERATIONAL REVIEW CONTINUED

(95

In December, Balfour Beatty
was awarded a six-year
£217 million contract by
Lincolnshire County Council
for the maintenance of
highways assets.

)

In gas, Balfour Beatty delivers network
maintenance and asset enhancements for
the largest gas distribution companies in

the UK and Ireland. The Group expands and
renews underground mains, often in busy
and high-impact residential and commercial
areas. Working on long-term contracts,

the business manages and delivers essential
work, minimising the impact on local
communities. The Group continues to
manage two long-term gas contracts in the
RIIO-GD1 period (until early 2021) which have
historically underperformed. The gas market
is no longer considered viable to the Group
because of the unfavourable working capital
and onerous terms and conditions.

The water business is now coming towards
the end of the UK water regulatory cycle
(AMP6 2015-2020). Balfour Beatty has existing
contracts with Thames Water, Anglian Water
and United Utilities. Bidding under the AMP7
regulatory period (2020-2025) is

currently underway.

Underlying transportation revenues increased
by 4% to £472 million (2018: £453 million)

as higher volumes at road maintenance contracts
offset the conclusion of the Area 10 highways
maintenance contract. The transportation
order book increased to £2.2 billion (2018:
£1.9 billion), due to a number of contract wins
for Network Rail. At 31 December 2019, only
£0.2 billion (out of Balfour Beatty's £1.2 billion
share) of the 10-year Central Track Alliance
contract has been included in the order book.

Balfour Beatty continues to maintain, manage
and operate major highway and road networks
across the UK. The largest contract, M25
Connect Plus, will continue for another 20 years.
In December, Balfour Beatty was awarded a
six-year £217 million contract by Lincolnshire
County Council for the maintenance of highways
assets. There is an option to extend the

LONDON UNDERGROUND TRACK RENEWALS

Balfour Beatty has partnered with Transport
for London to deliver the new London
Underground track renewals contract.
Through this £220 million contract, the Group
will call upon its extensive experience of the
London Underground to ensure the continued
reliability of the 1,047-kilometre network.

contract for a further six years. The Group will
work with the Council to provide a safe and
sustainable local road network through the
maintenance of 9,000 kilometres of highways,
carriageways and footpaths. Further, in July,
Balfour Beatty was awarded a £34 million,
one-year extension for its Warwickshire
Highways Maintenance Contract. This latest
award, which extends the contract to 2025,
marks the second extension on the original
seven-year contract following a history

of good performance and effective

asset management.

The rail services business won two significant
contracts in the year as follows:

2 Central Track Alliance: selected for
Network Rail's £1.5 billion Central Track
Alliance contract, Balfour Beatty has an
80% share in the 10-year alliance which
will be responsible for the development,
design and delivery of track renewals
and crossings, as well as associated
infrastructure works across the London
North West, London North East and
East Midland routes; and
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Throughout the programme of works, new
measures and technologies will be introduced,
including remote surveying systems and viewing
software to generate significant efficiencies while
continuing to safely deliver the highest standard of
work and reducing any potential disruption to the
travelling public.

> London Underground: Transport for London
reappointed Balfour Beatty in February 2019
to deliver the new London Underground
track renewals contract, valued at up to
£220 million over four years. Balfour Beatty
was first appointed in 2002, with the
contract already extended on a number of
occasions. The Group's detailed knowledge
and experience of London Underground’s
infrastructure and systems, as well as its
commitment to championing innovation,
were instrumental in securing the contract.



Infrastructure
Investments

Our Infrastructure Investments business develops
and finances both public and private infrastructure

projects in the UK and the US.

HIGHLIGHTS

> Operating profit decreased
following significant disposals
in 2018

> 10 disposals during 2019 and
five new projects added to the
portfolio in the year

> All disposals at, or above,
Directors’ valuation

> Directors’ valuation decreased

to £1.1 billion (2018: £1.2 billion);

US military housing valuation
reduced by £79 million

TOTAL REVENUE'

B Discover more at
balfourbeatty.com

UNDERLYING REVENUE'

£524m

2018: £571m

STATUTORY REVENUE

£371m

2018: £341m

UNDERLYING PROFIT BEFORE TAX

£98m

2018: £113m

STATUTORY PROFIT BEFORE TAX

£93m

2018: £111m

DIRECTORS’ VALUATION

£1.07bn

2018: £1.15bn

1 Including share of joint ventures and associates,

before non-underlying items.

Financial review

The business continues its strategy of
optimising value through the disposal of
operational assets, whilst also continuing
to invest in new opportunities.
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The Group achieves enhanced returns when
Infrastructure Investments, Construction
Services and Support Services deliver as one.
There is an inherent advantage in bidding for
projects when the Infrastructure Investments
business utilises the expertise of Construction
Services and Support Services. Additionally,
the negative working capital generated in the
Construction Services business provides
opportunity for Infrastructure Investments.

Pre-disposals underlying operating profit was
broadly consistent with prior year at £13 million
(2018: £15 million). Underlying profit from
operations at £82 million (2018: £97 million)
was lower than the prior year, due to a
decrease in profit on disposals. Net interest
income remained consistent at £16 million
(2018: £16 million) with underlying profit
before tax at £98 million (2018: £113 million).

Operational review

Under the Military Housing Privatization
Initiative (MHPI) established in the US in
1996, Balfour Beatty Communities (BBC)
manages more than 43,000 family housing
properties across 55 Army, Navy and Air
Force bases under long-term concessions.
This spans financing the project development,
designing and constructing new houses and
community amenities, renovating older
legacy properties inherited from the military
so that they meet modern requirements, and
managing day-to-day property leasing and
maintenance services, within the project’s
budget that is approved by the government.

In June 2019, allegations about the handling
of certain work orders were publicised about
bases managed by BBC. Balfour Beatty
instructed Hunton Andrews Kurth LLP, BBC's
outside counsel, to conduct an investigation
into the allegations, and BBC proactively
contacted the Department of Justice (DoJ)
to notify them of the review. The DoJ
subsequently announced an investigation
and BBC is co-operating fully. At this stage,
the investigation is still ongoing and therefore
the Group is not able to provide an indication
of outcome, including timing or any quantum.
BBC has also undertaken an extensive
internal review of its work order processes
and other procedures. Based on this internal
review, BBC has implemented a number of
changes to the way in which work orders

are handled.

BBC recognises it has faced operational
challenges at some of the military bases
where it manages properties.
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OPERATIONAL REVIEW CONTINUED

Following a series of operational challenges
at Tinker Air Force Base in Oklahoma, the
US Air Force required BBC to develop a
comprehensive Performance Improvement
Plan. The plan, which includes a variety of
objectives and performance metrics, was
submitted in December 2019 and agreed
with the Air Force in February 2020.

A number of the initiatives set out in the plan
have already been completed, including
implementing a significant management
restructuring to better align technical support
and resident services and appointing a
Transformation Director. BBC is working with
the Air Force to ensure all the objectives are
met. BBC is committed to improving the
quality of service it provides to meet the
expectations of its residents and military
partners across the entire portfolio.

In response to these challenges, all military
housing assumptions, including future rental
income, project costs and incentive fees
have been examined both on a project
specific basis and with reference to the
changing dynamics in the military housing
sector which resulted in a reduction to the
valuation of the military housing portfolio by
£69 million. When incorporating distributions
received, unwind of discount and foreign
exchange movements in the year, the overall
reduction in value was £79 million with the
year end military housing portfolio valued

at £453 million (2018: £5632 million).

The military housing portfolio is made up

of 21 special purpose vehicles which have
the following characteristics. Each project

is entitled to receive rent from the housing

it manages (effective gross rent — EGR).
From this income the project pays the
operating costs including utilities,
maintenance and insurance. In addition,

it pays management fees based on a
percentage of EGR to the property manager.

INFRASTRUCTURE INVESTMENTS

UNIVERSITY OF IOWA, ASPIRE AT WEST CAMPUS

In 2019, Balfour Beatty sold its 100% stake in the
Aspire at West Campus student accommodation
project at the University of lowa in lowa City.

In 2014, the University of lowa selected Balfour
Beatty to finance, develop, construct and manage
one-two bedroom University apartments on the
West Campus at the University of lowa to replace

ageing inventory and to attract and retain students.

The design concept placed 13 residential buildings
around a central park area to foster community and
interaction among the residents.

In addition to the residential buildings, a community
centre was included in the plan to act as a central
hub for mail, and provide leasing offices and
laundry, fitness and multi-function spaces.

2019 2018 Change
£m £m %
Pre-disposals operating profit? 13 15 (13)%
Profit on disposals? 69 82 (16)%
Profit from operations? 82 97 (15)%
Net interest income from PPP concessions* 16 16 -
Profit before tax? 98 113 (13)%
Non-underlying items (5) (2)
Statutory profit before tax 93 1M

2 Before non-underlying items (Note 10).

+ Subordinated debt interest receivable and net interest receivable on PPP financial assets and non-recourse borrowings.

A reconciliation of the Group's performance measures to its statutory results is provided in the Measuring our financial performance section.
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The net operating income is the net of the
gross rent and the costs above. From the net
operating income the project must service
the debt (interest and principal) incurred to
construct, renovate and maintain the housing.
After debt service, the project pays an incentive
fee to the property manager, also based on a
percentage of EGR but subject to a performance
matrix of key performance indicators.

After this, the project pays a preferred return
to the project owners based on a percentage
of their initial investment. The residual cash
flow after all of these payments is then split
between the project owners and a re-investment
account held on behalf of the military which
is intended to be used to pay for future
renovation and development of the housing
stock of the project. These residual cash flow
payments to the project owners are capped
in some cases at a percentage of the equity
initially invested. When money is spent from
the re-investment account, there is also a
percentage paid to the property manager
from this account, for managing the
renovation and development spend.

As project owner and property manager,
Balfour Beatty receives the following
income streams:

> base management fees (based on a
percentage of EGR);

> incentive fees (based on a percentage of
EGR, subject to performance);

EAST SLOPE RESIDENCES

Balfour Beatty is designing and building the
University of Sussex’s new £179 million on campus
student accommodation development, and will
operate it for the next 50 years. Balfour Beatty is
the University's investment partner for the project,
which is part of a £500 million programme of
investment for the campus.

The new development will replace an existing
600-bed facility on the University’s campus with a
new living space for 2,113 students. Comprising
27 new buildings, the village will also incorporate

> from the residual cash flow, preferred
returns (based on a percentage of the
original investment) and equity cash flow
split (typically 10% of the residual cash
flow); and

> renovation and development fees (based
on a percentage of renovation and
development spend).

The updated portfolio valuation has been
negatively impacted by the following two key
line items:

> operating costs: increases have been
agreed with the Military, partly to improve
the military family housing experience and
partly to cover higher insurance costs.
The higher costs lead to a lower equity
cash flow split and renovation and
development fees; and

> incentive fees: the prospective incentive
fee matrix includes a higher discretionary
portion than the historical agreement.
Without a clear track record in the current
environment, the Group has taken a
more conservative view with regard to
assumptions for the discretionary element
of incentive fees.

In the private rented and regeneration sector,
the North American business purchased 50%
interests in each of: the 278-unit Waterchase
Apartments in Largo, Florida; the Legends
of Wolfchase 300-unit community in Bartlett,
Tennessee; the 330-unit Landings at Lake

innovative student amenities such as social hubs
and a new Students’ Union building.

Alongside its investment capability, Balfour
Beatty is combining engineering expertise and
technologies from across the Group to achieve
both programme and cost savings through a
holistic approach to construction.

The team worked closely with the customer to
develop the design with ‘buildability’ in mind,
whilst maintaining the architectural vision for
the project.

Grey in Jacksonville, Florida; the 260-unit
Paces Brook residential community
development in Columbia, South Carolina;
and the 270-unit Schillinger residential
community development in Mobile, Alabama.

Balfour Beatty Communities (BBC) will
perform property management services

for the properties, leveraging its existing
capabilities as the Group continues to focus
on growth through value-add multifamily
investments. The Group focuses on markets
within the mid-Atlantic, Southeastern and
Southwestern regions of the US where it has
an existing footprint. BBC seeks opportunities
that allow the in-house renovations and
operations group to make capital improvements
and elevate property performance to more
effectively compete with top-tier communities
in the marketplace. Yield requirements are
competitive and commensurate with the risks
attributed to each opportunity.

In the year, the Group disposed of the
following 10 assets:

> Borden Data Centre: its entire 50% interest
in the Borden Data Centre project in
Ontario, Canada;

2 ITE College: its entire 50% interest in the
ITE College West project in Singapore;

2 North Island Hospitals: its entire 50%
interest in the North Island Hospitals
project in Vancouver Island, Canada which
comprises the Campbell River and Comox
Valley hospitals;

2 lowa student accommodation: its 100%
interest in the Aspire at West Campus
student accommodation project at the
University of lowa in lowa City;

2 Reno student accommodation: its 100%
interest in the Ponderosa Village student
accommodation project at the University
of Nevada, Reno; and

2 Multifamily housing: the Group disposed
of its entire interests in five multifamily
housing projects (Ranch at Pinnacle Point,
Dallas 5 Portfolio, Mobile Alabama portfolio,
Evergreen portfolio and Townlake of Coppell).

In addition, the Group reached financial close
on the first phase of the East Wick and
Sweetwater project. At 31 December 2019,
two projects had not yet reached financial
close (2018: three projects).
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DIRECTORS’ VALUATION OF THE INVESTMENTS PORTFOLIO

Continuing to realise
value from the
Investments portfolio

Our track record of disposals demonstrates portfolio valuation.

Directors’ valuation
The Directors’ valuation decreased by 7%
to £1,068 million (2018: £1,151 million), as

PORTFOLIO VALUATION DECEMBER 2019

Value by sector

the number of disposals in the year and 2019 2018 2019 2018
negative operational performance, including Sector No. projects No. projects £m £m
re-evaluation of the military housing portfolio, Roads 13 13 206 205
more than offset the unwind of discount. Healthcare 3 3 112 109
The number of projects in the portfolio Student accommodation 4 4 59 43
decreased to 69 (2018: 74). OFTOs 3 3 53 50
The Group invested £64 million (2018: £58 million) ~ VVaste and biomass 4 4 60 4
in new and existing projects. Cash yield from Other 4 5 24 43
distributions amounted to £65 million (2018: UK total 31 32 514 491
£89 million) as the portfolio continued to generate  US miilitary housing 21 21 453 532
cash flow to the Group net of investment. Healthcare and other PPP 2 4 17 35
The business continued its strategy of Student accommodation 5 7 40 46
maximising value through recycling equity Residential housing 10 10 44 47
from operationally proven projects, whilst North America total 38 42 554 660
preserving interests in strategic projects that Total 69 74 1,068 1,151
offer opportunities to the wider Group.
Demand for high-quality infrastructure assets
in the secondary market continues to exceed Value by phase
supply and the Group will continue to sell 2019 2018 2019 2018
investment assets timed to maximise value Phase pojprolsctsll  No. projects i £m
to shareholders. Operations 62 64 954 1,003
In 2019, the Group received: £6 million from Constructlgn e / U 130
a sale of its 50% interest in Borden Data Preferred bidder 2 s - 18
Centre in Canada; £25 million from the sale Total 69 74 1.068 1151
of its 50% interest in the ITE College West
project in Singapore; £17 million from the sale .
of its entire 50% interest in the North Island Value by income type

) S 2019 2018 2019 2018
Hospitals project in Vancouver Island, Canada; Income type No. projects  No. projects £m £m
£14 million from the sale of ]ts 100_% interest Availability based 22 25 389 214
in the student accommodation project at the D - )

. A ) L . emand — operationally proven (2+ years) 38 40 517 614
University of lowa in lowa City; £7 million D — earl | han 2 9 9 162 123
from the sale of its 100% interest in the emand - early stage (less than 2 years)
student accommodation project at the Total 69 4 1.068 1.151
University of Nevada, Reno; and £33 million
MOVEMENT IN VALUE 2018 TO 2019

Equity  Distributions Sales Unwind of New Gains Operational Foreign
£m 2018 invested received proceeds discount project wins onsales  performance exchange 2019
UK 491 31 (19) (25) 38 - 9 (11) - 514
North America 660 33 (46) (77) 49 13 16 (75) (19) 554
Total 1,151 64 (65) (102) 87 13 25 (86) (19) 1,068
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from the sale of its interests in five multifamily
housing projects (Ranch at Pinnacle Point, VALUATION - THE PORTFOLIO VALUE AT A RANGE OF DISCOUNT RATES
Dallas 5 Portfolio, Mobile Alabama portfolio, UK portfolio

Evergreen portfolio and Townlake of Coppell). 700
Unwind of discount at £87 million (2018:

£96 million) is a function of moving the valuation

date forward by one year with the result that 600
future cash flows are discounted by one year

less. Operational performance movements 500 544
resulted in an £86 million decrease, primarily

as a result of the re-evaluation of the military
housing portfolio.
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400

The methodology used for the Directors’
valuation is unchanged, producing a valuation
that reflects market value and which therefore
changes with movements in the market. Cash
flows for each project are forecast based on 200
historical and present performance, future risks +2% +1.5% +1% +05% DVcase  -05% 1% -1.5% 2%
and macroeconomic forecasts and which factor Discount rate

in current market assumptions. These cash @ December 2019 December 2018

flows are then discounted using different

discount rates based on the risk and maturity

of individual projects and reflecting secondary VALUATION - THE PORTFOLIO VALUE AT A RANGE OF DISCOUNT RATES

300

Directors’ valuation £m

market transaction experience. As in previous North America portfolio
periods, the Directors’ valuation may differ 1,000
significantly from the accounting book value of
investments shown in the financial statements, 900
which are produced in accordance with
International Financial Reporting Standards Ee
(IFRS) rather than using a discounted cash —
flow approach. c 637

[
The Investments portfolio is slightly more 8 600 oo
weighted to North America (UK 48%, North % 508 487
America 52%) at 31 December 2019. Within ;
the UK, roads is still the largest sector, whilst S 400
in North America US military housing represents E’
the majority of the portfolio. The Investments S 300
portfolio includes over £900 million of projects 200
that have completed the construction phase +2% +1.5% +1% +0.5% DVcase  -0.5% 1% -1.5% 2%
and are operational. D .
Discount rates applied to the UK portfolio range @ December 2019 @ December 2018
between 7% and 10.5% depending on project
risk and maturity. The implied weighted average
discount rate for the UK portfolio is 8.3% PORTFOLIO INVESTMENT, DIVESTMENT AND DISTRIBUTIONS SINCE 2009
(2018: 8.5%). Discount rates applied to the £m
North American portfolio range between 7.5% 1,500 250
and 10.6%. The implied weighted average
discount rate is 8.3% (2018: 8.2%). Consistent 1,250 ZOURE
with other infrastructure funds, Balfour Beatty's @
experience is that there is limited correlation c e &
between the discount rates used to value PPP, g 70 100 =
and similar infrastructure investments, and 8 é
long-term interest rates. In the event that s 250 50 &
interest rates increase in response to rising ‘g I I I I I I I I I I I é
inflation, the impact of any increase in discount g 0 \ \ \ \ \ 0 2
rates would be mitigated by the positive a é
correlation between the value of the UK 250 (50) g
portfolio and changes in inflation. A 1% change £
in discount rate would change the value of the ey

UK portfolio by approximately £52 million. A -750
1% change in the discount would change the

value of the North American portfolio by

approximately £75 million.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

l Distributions Investment Sales = Directors’ valuation
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SUSTAINING BUILD TO LAST

THE ATELIER, A 42-STOREY
RESIDENTIAL TOWER, DALLAS

As pictured, we're constructing a luxury
high-rise building for Zom Living in the
Dallas Art District consisting of 417 multi-family
resident units, below ground parking

and amenities.

LUXURY SQFT
RESIDENTIAL OF AMENITY
UNITS SPACE

417 26,000

DALLAS, TX

-
w
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LEAN

Our team built temporary construction offices to
improve stakeholder collaboration and to deliver
a US$100,000 cost saving.

EXPERT

Our experts are utilising Building Information
Modelling (BIM) for all trade coordination of our
supply chain prior to installation, as well as using

a 360 degree camera for quality control inspections.

TRUSTED

Our pre-construction team worked closely with the
customer for over three years to develop the project
through early contractor involvement.

SAFE

We specified onsite precast concrete stairs in lieu
of traditional metal pan stairs, eliminating the need
for ladders and improving safety for our workforce.

s

e

-l .-
att plz;ﬁﬁ_meport'aﬂd Accounts 2019

o




s I

X

Our disciplined contracting is further
strengthened by our approach to building
the right culture — where people are
encouraged and supported to always do the
right thing, achieve high performance and
deliver continuous improvement, every day.
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BUSINESS INTEGRITY
Embedding a culture of ethics
and integrity enables our
employees and partners to make
the right choices, empowering
them to speak up and challenge
if anything doesn’t feel right.

4 Read more on
P46

AR

4 '!‘_'I HEALTH, SAFETY AND
¥ WELLBEING
The health, safety and
wellbeing of all those who
work for us and the communities
we touch remains at the heart
of our culture and is our licence
to operate.

4 Read more on
p40

\
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BUILDING A
SUSTAINABLE BUSINESS
Our sustainability blueprint
drives economic, social and
environmental outcomes.

4 Read more on
p48

OUR PEOPLE

As part of the Build to Last
transformation, our people
priorities of ‘develop, execute

retain talent and create a strong
leadership pipeline.

4 Read more on
042

and grow’ aim to build capability,

W
Balfour ‘eatty plc Annua‘\epm

RISK MANAGEMENT

A robust and dynamic risk
management framework ensures
that risks are mitigated and that the
Group adheres to both regulatory
requirements and industry good
practice when identifying
assessing and monitoring risk.

4 Read more on
072
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HEALTH, SAFETY AND WELLBEING

Committed to creating
a safe and healthy workplace

Collaborating relentlessly. Treating Health like Safety. Leading the industry.

‘Safe’ is one of the four Build to Last goals,
and all the Group's operations must ensure the
health and safety of everyone who comes into
contact with its activities. Zero Harm is Balfour
Beatty's vision, where no injury, ill health or
environmental incident is caused by its work
activities, and all operations are charged with
constantly improving performance and sharing
learning and best practice.

The Zero Harm objective is supported by the
Health, Safety, Environment and Sustainability
(HSES) strategy. The strategy is based

around 12 key areas, such as supply chain
engagement and health and safety by design.
Each of these key areas has associated
three-year rolling action plans, designed to
drive continual improvement.

Each year a calendar is produced, setting out
central business-wide initiatives linked to Zero
Harm. These are proactive initiatives based on
evidence and risk profile, and include focused
campaigns and Group-wide stand downs on
key topics. Each individual site or project is
encouraged to take ownership of the material
and make safety personal to their part of the
business. In 2019, these included high-risk
topics such as work at height, segregation of
plant and people, driving, mechanical lifting
and tool tethering.

Many parts of Balfour Beatty's business
reached millions of hours incident free

during 2019, demonstrating Zero Harm

is achievable. The Group’s leading key
performance indicators trended positively.
Leading indicators include but are not limited
to supervisor development programmes,
behavioural safety programme roll-out, mental
health training courses delivered, executive
site visits, and observations. Observations
continue to be a key engagement indicator
and rose a further 17% across the Group to
over 212,000. The Group’s lost time injury rate
(LTIR) improved for the fifth consecutive year,
from 0.15 to 0.14 excluding the Group's
international joint ventures (IJVs).

Sadly, despite the Group's continued focus on

Zero Harm throughout the year, one colleague

in the UK lost his life while carrying out a lifting
operation working on a Balfour Beatty site.

Gammon, our joint venture based in Hong
Kong also had two separate fatal injuries in
2019; a colleague working on a piling operation
and a subcontractor dismantling timber
formwork. Lessons have been shared across
the Group and the industry.

Central to sustainable delivery of Zero Harm
is Balfour Beatty's Making Safety Personal
(MSP) behavioural safety programme, based
around four simple golden rules: be fit for
work; always receive a briefing; report all
unsafe events; and stop work if anything
changes. The Group continues to review,
refresh and evolve the programme.

The focus in 2019 was around direct and
subcontract supervisors and Balfour Beatty
now has a UK-wide supervisor forum to
advise and support wider health, safety

and wellbeing engagement.

Balfour Beatty's industry-leading commitment
to treating health like safety continues to focus
on eliminating occupational disease and ill
health. Balfour Beatty is a founding member
of, and co-chairs, the UK-wide Health in
Construction Leadership Group (HCLG)
bringing together industry leaders, customers
and contractors to collaborate and lead on
health. Of particular focus has been: health
by design; dust; vibration; musculoskeletal
disorders; and mental health. Balfour Beatty
is an active supporter of the Mates in Mind
charity for UK construction workers and is
committed to continuing the roll-out of the
Mates in Mind support programme. Through
this roll-out, 74% of all directly employed
Balfour Beatty personnel in the UK had
received Mates in Mind's ‘Start the
Conversation’ sessions by the end of 2019,
encouraging them to speak out if they were
suffering from mental health issues and to
identify signs when others may be struggling.
In all cases this has been supported by a
comprehensive network of qualified mental
health first aiders across all businesses.

The business won many awards in 2019 for its
health and safety performance, including the
coveted UK Construction News Health Safety
and Wellbeing Excellence (company) award
and 22 Considerate Constructors awards.
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The June 2019 employee survey results rated
consistently highly on health and safety
questions, a strong indicator of engagement,
with 91% of respondees feeling confident to
speak up if they see something potentially
unsafe, and 88% saying they saw evidence
of Zero Harm being applied at their workplace.

In the US, bi-monthly national safety and
quality calls were introduced in 2019 to provide
a combined operational and HSE leadership
forum to share lessons learned, best practices
and innovations across the business.

The UK business continues to work closely
with supply chain partners through the HSES
Supply Chain Forum. This collaboration has
implemented a number of health and safety
innovations in 2019. These include combating
the risks posed by overturning articulated
dump trucks, people plant interface and
developing two ground-breaking apps to
eliminate hand/arm vibration syndrome.

Balfour Beatty continues to learn and share with
its Hong Kong joint venture Gammon, which is
an active member of the Group’s HSES forum.
On health and safety, Gammon follows many
of Balfour Beatty's standards and initiatives and
continues to raise the bar compared to its local
competitors. Gammon is represented on each
of the Group fatal risk groups to share learning
and drive towards Zero Harm.

In 2020, the Group will continue its relentless
focus and leadership on Zero Harm within the
business and wider leadership in health, safety
and wellbeing.

ZEROHARM

MAKE PERSONAL

BRITISH OCCUPATIONAL HYGIENE
SOCIETY CHAMPIONS

306

UKMY CONTRIBUTION
SAFETY IDEAS

800+




BALFOUR BEATTY GROUP OBSERVATIONS AND LOST TIME INJURY RATE*
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Balfour Beatty is setting the benchmark and
leading in the industry. We were impressed
by the sharing of knowledge, and the

integration of health and safety into design.

UK Construction News judging panel
Health Safety and Wellbeing Excellence (company) award

2015 2016 2017 2018 2019 2015 2016 2017 2018 2019 gg
* Excluding international joint ventures.

SURF CITY BRIDGE PROJECT M6 SMART MOTORWAY

This US$54 million complex highway and bridge project was delivered In 2019, the Balfour Beatty VINCI joint venture (JV) won the UK

over two and half years and nearly 300,000 working hours. The project Construction News Health Safety and Wellbeing (project) award for its M6
was constrained by limited site access, weight restrictions on existing smart motorway project.

structures, annual fish moratorium restrictions, challenging weather
conditions (including the aftermath of Hurricane Florence), and high
levels of tourist traffic.

The judges said: “This project showed really strong leadership and
there was extensive evidence of innovation throughout. They followed
the criteria and exceeded the client requirements for proactive health
Despite the difficulties, Balfour Beatty's project team delivered the and safety risk management.”

project 289 days ahead of schedule with no lost time incidents and no

) f ) Drones, virtual reality and laser beams were used to ensure workers on
environmental infractions.

the M6 smart motorway project remained safe, while the project team

The project was awarded a Carolinas Associated General Contractors introduced additional ‘Wake up to Safety’ briefings to reinforce key safety
Pinnacle award in recognition of its efforts, was designated as a Building messages. A wellbeing room for use by employees and customers was also
Star Site by the North Carolina Department of Labor, was designated set up on the project.

Project of the Year by the Pile Driving Contractors Association, and

received the ENR Southeast 2019 Award of Merit. The JV also worked with Asset International to pilot a drill rig that removed

the need for the operator to touch the equipment, eliminating exposure to
dust and harmful vibration. The dust-extractor system within the drill also
removed the exposure to dust.
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OUR PEOPLE

Creating a culture of
personal development

As part of the Build to Last transformation, our people priorities of ‘develop,
execute and grow’ aim to build capability, retain talent and create a strong

leadership pipeline.

Leadership and

talent development

Balfour Beatty is committed to investing in
future leadership capability across the Group,
developing new and innovative programmes
which, wherever possible, feature the
transfer of knowledge and collaboration.

In the US, over 60 executives have completed
the four-month Executive Leader Development
Programme (ELDP), which aims to create
developmental opportunities through topics
covering leadership philosophy, culture, strategy
execution, emotional intelligence, innovation
and leader responsibilities. A priority for the
US in 2020 will be the launch of a Manager
Development programme to develop a
deeper pipeline of talent. This year-long
programme will focus on topics such as
coaching, building trust and relationships,
situational leadership, building effective
teams, and conflict management.

In the UK, the leadership and talent programmes
are well established at various levels within
the business, including the Future Leaders
programme, which brings together talent
with potential for future senior roles. The
programme, now in its third year, continues
to be a success and has been completed by

Our people priority pillars

79 employees, half of whom have been
promoted into more senior leadership roles.
Below this level there are more than 200
employees engaged on the Aspiring Leaders
programme which builds readiness for more
senior positions.

Balfour Beatty continues to build its talent
ecosystem, encouraging all employees to
maximise their potential. The UK and US
businesses have launched similar Career
Development Tools (CDT) to facilitate
development conversations, set clear
expectations for role performance, and
identify areas where an employee may
require further development opportunities.
Managers will also be able to use the CDT
during recruitment, new employee onboarding,
staffing meetings, and talent sharing.

Development webinars have also been launched
in the UK in 2019 to complement the classroom
learning approach. Many development topics
were covered, with more than 750 employees
joining online. Internal coaching and mentoring
arrangements continue to be developed and
embedded across the UK business. 10 internal
coaches have been trained to support talent
programmes, performance and career coaching
requirements, with over 350 coaching hours
being recorded in 2019.

ENHANCING LEADERSHIP

Balfour Beatty’s Hong Kong joint
venture, Gammon, has been
supporting employees to enhance their
leadership capability by nominating five
potential senior managers to participate
in the INSEAD Business School's Inspire
programme and Orchestrating Winning
Performance programme at IMD
Business School to help prepare them
to move up to senior positions.

DEVELOP

Provide great career opportunities for our
people, ensuring they have the skills
development, experience and capability
to delight our customers.

EXECUTE

Support the business to drive operational
excellence in all that we do, ensuring our
projects and businesses can outperform.
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GROW

Grow an innovative, collaborative

and customer-focused culture that is
technology enabled, creating an exciting
and successful future for our employees,
customers and shareholders.
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FEMALE EMPLOYEES ACROSS
THE WORKFORCE %
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* Excluding international joint ventures

2019

(1

Attracting and retaining the top talent
in the industry has been and remains
fundamental to the Group'’s strategy.

Leo Quinn
Group Chief Executive

)

The UK's Empower Career Development
programme has supported the career
development of more than

200 female employees.

To support and enhance leadership capability,
Gammon launched a Soft Power Series for
managers and junior leaders. This covered
areas such as influencing, coaching,
self-awareness and presentation skills,
resulting in 138 managers and 119 junior
leaders receiving soft skills training in 2019.

Engagement

Employee engagement remains a key focus
to support and enhance business performance.
Balfour Beatty is creating a culture where
continuous conversations and two-way
listening are part of how the Group operates.

The US and UK businesses continue to conduct
employee surveys and provide immediate
feedback on results, ensuring complete
transparency to build trust in the surveys.

BUILDING INCLUSIVE ENVIRONMENTS

Balfour Beatty is proud to have again
exceeded previous results in 2019 by
achieving a response rate of 76% and an
employee engagement index score of 66%.

Feedback from the UK survey highlighted
the importance of two-way communication
with line managers and, as a result, the line
manager toolkit and best practice guides have
been launched in the UK. Feedback from

the US survey included 84% of employees
reporting Balfour Beatty's culture is inclusive
to all people irrespective of background.

In the US, to further understand how employees
feel at the start of their career at Balfour Beatty,
an onboarding survey was conducted after
the first 30 days of their employment. The
results showed that 98% of new employees felt
they were making a positive contribution to
their team and Balfour Beatty, and 84% were
satisfied or extremely satisfied with their
onboarding experience.

The annual groundbreaking Women in Construction conference was held in the US to bring women
and men together to help the industry grow in the areas of gender inclusion and diversity.

The president of Balfour