


Performance highlights

Pre-tax profit’ Underlying earnings per share’ Dividends per share

+9% +9% +9%
n femflln ssp il 138p]

[ 10 £306m | |10 327p | [ 10 12.7p |
| 09 £244m | | 09 30.7p | | 09 12.0p |

| 08 £227m | | 08 30.6p | | 08 11.15p |

| 07 £186m | [ 07 27.0p | | 07 10.0p |

Financial summary

(Em unless otherwise specified) 2011 2010 Change (%)
Revenue including joint ventures and associates 11,035 10,473 +5
Group revenue 9,494 9,236 +3
Profit from continuing operations

— underlying’ 330 325 +2
—reported 242 220 +10
Pre-tax profit from continuing operations

— underlying’ 334 306 +9
— reported 246 201 +22
Earnings per share from continuing operations

— underlying’ 35.5p 32.7p +9
— basic 26.7p 23.0p +16
Dividends per share 13.8p 12.7p +9
Financing

— net cash before PPP subsidiaries (non-recourse) 340 518

— net borrowings of PPP subsidiaries (non-recourse) (332) (270)

2010 financial statements have been re-presented for the classification of Barking Power as a discontinued operation (see Note 10).
T Before non-underlying items.




Balfour Beatty is an integrated

infrastructure services group, operating
in more than 80 countries, and across
the lifecycle of infrastructure assets.

We believe that there has never been
a more important role for infrastructure to
support the economic growth we all need.

We use our knowledge and capabillities,
In partnership with our clients, to deliver
society’s infrastructure, and to help our

communities thrive.

View our online report at:

http://annualreport11.
balfourbeatty.com

Join Balfour Beatty's
eShareholder programme at
www.balfourbeatty-shares.com
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from /
partnerships

We listened with caré to the concerns of a community divided by a
present highway inftheir midst. Throughoutthe decade-long Hindhead
project our relationship with the client, the UK Highways Agency, was \

anchored on partnership. We worked together to engineer value, minimise

environmental impact and protect community interests.
Read more: case study on page 33.
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To wijn great projects and do them well, you need exceptional skills. And also local
know-how: if you're not a local, it helps to have a partner who is and who shares
your customer focus and values. So we've formed a partnership in this vibrant
and exciting market to pursue new business opportunities with one of India’s
largest and most respected companies, Tata.

Read more: case study on page 16.
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Soaring passenger demand means airports keep expanding. But customers don't
like the disruption caused by endless work. At London’s Heathrow we’re extending
Terminal 2 with unprecedented speed. Building parts of the project offsite in a
factory is smarter and delivers cost savings shared with our customer, BAA. It’s this
kind of approach that has made us one of BAA's core long-term partners.
Read more: case study on page 19.
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Dallas/Fort Worth, the second largest US airport, is undergoing
a seven-year, four-terminal makeover. The potential for disruption
is immense — but so is the know-how we’ve accumulated on
developing airports while maintaining services. So we're applying
our UK expertise in offsite prefabrication to cut the time we spend
onsite in Texas. Read more: case study on page 34.
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Overview

Group at a glance

Focused on growth markets

The global infrastructure market is estimated
at £8trn over the next four years, with higher
growth rates in Australia and Asia, South

21%

America, Africa and Middle East.

Organic growth and recent acquisitions have
added to our global scale; we are now one of
the largest players in infrastructure by revenue.
Our international reach and ability to access
growth markets have been greatly enhanced
in recent years, particularly with the addition
of professional services capability. We are
already in Asia and the Middle East, and we
are intensifying our focus on geographies and
sectors such as the ones below where we
see opportunities for growth.

Growth markets Resource High-growth sectors
e Brazil economies e Power
* India e Australia ¢ Rail
e Canada ° Mining
L ]

Transportation

£8trn 9%

Estimated global infrastructure
spend in 2012-2015

£11bn 80+

Average annual growth rate
in global infrastructure spend

Revenue generated this year

Structured for competitive advantage

Presence in over 80 countries

North America

£3.5bn

Group revenue”

555:000 2'60/0
29833222°55%7°8 Mankotgrowir

South America

£13m

Group revenue”®

16.8%

Market growth#

Breadth of capability

With more comprehensive capabilities than our international
peers, we can address a broader range of infrastructure
markets and customers. For management purposes our
businesses are structured into four complementary divisions:

e Professional Services (see page 28)

e Construction Services (see page 32)

e Support Services (see page 37)

e Infrastructure Investments (see page 40)

Our ability to build project teams integrating capabilities
from across these divisions gives us real competitive edge,
providing a strong platform for growth and value creation.

08

Focus on customers’ assets

Our customers are owners of large and complex assets. They view
their assets strategically and often want to work with people who
can share the big picture with them.

Increasingly our organisation is structured to identify customers'
strategic objectives and to deliver our collective services to meet
these objectives. This is about focusing on our customers and their
assets which goes beyond our work on any single project.

By capturing and sharing our knowledge across the whole asset
lifecycle and deploying this knowledge for our customers, we
differentiate ourselves from competitors and maximise value both
for those customers and for the Group.

Balfour Beatty Annual report and accounts 2011



Europe
£6.2bn :
Group revenue” :::ooo:: oo.
oo
5.0% i
e0o o
Market growth* o::oo

Australia & Asia

# £1.1bn

Group revenue*

*10.5%

Market growth*

- - °
oo Africa & Middle East o
o0 °
o0
sttt £224m C
eoo00
o000 ®
°
e Group revenue”®
°
14.5% :
°
# [ X}
Market growth oo
Growth in S. Africa*
Growth in Australia®
* Group revenue is total revenue including joint ventures and associates.
# Compounded annual market growth rates for the four-year period 2012-2015 by Global Insight.
m Non-residential infrastructure market size for the four-year period 2012-2015 by Global Insight (£7,700bn).
Efficiency Balance sheet strength
Through broadening the scope of our current cost efficiency Infrastructure projects are long term and large in value. Being
programme over the next few years, we will capture able to demonstrate that we have the financial strength to
efficiencies from a larger cost base. Cost efficiency will complete them is fundamental. WWe maintain positive cash and
be targeted at the highest possible organisational and PPP assets to balance against our pension deficit and negative
geographical level and will not jeopardise our focus on working capital.

customers or asset knowledge.

£50m £200m £743m

Estimated annual savings by 2015 Cash' PPP assets?

T Average net cash for the year 2011, excluding PPP subsidiaries.
2 Directors’ valuation of PPP concessions at 31 December 2011.

Balfour Beatty Annual report and accounts 2011 09



Overview

Chairman’s message

Real growth
opportunities both in
existing and new markets

“Balfour Beatty continued to
perform strongly during 2011.
This was despite difficult
trading conditions in our
two largest markets.”

Steve Marshall
Chairman - //—

Underlying earnings per share Dividends per share

+9% +9%

Underlying earnings per share' Final dividend of 8.5p per

up by 2.8p to 35.5p ordinary share, giving a total

(2010: 32.7p) dividend for 2011 of 13.8p
(2010: 12.7p)

" From continuing operations, before non-underlying items.
View our online report at:
— http://annualreport11.balfourbeatty.com

10 Balfour Beatty Annual report and accounts 2011



Balfour Beatty continued to perform strongly during 2011. This
was despite difficult trading conditions in our two largest markets.

A relentless focus on operational delivery for our customers and
on enhancing the Group's reputation enabled us to successfully
deliver numerous high-profile project commitments — such as
the Aquatics Centre for the 2012 London Olympics — and also

to maintain a strong forward order book into 2012 and beyond.
Efforts to accelerate the realisation of the Group's long-term
strategy, based on deploying and sharing our combined expertise
worldwide, have also been a major focus. The Chief Executive's
review summarises these.

i<

Go to P12 — P21 for more information on the
Chief Executive's review and our strategy

This combination of strategic focus and development of new
opportunities enabled Balfour Beatty to withstand the impact of
tough economic conditions in our two largest markets — the UK and
US. As a result, the business at year-end was again able to report
an order book of more than £15bn for the second successive year,
a significant achievement given prevailing economic conditions,
which included major cuts in public spending on both sides of the
Atlantic. In addition, underlying profit from continuing operations
has been resilient, as we reported year-on-year growth of £6m
or2%.

As you will hear from lan Tyler later in this report, despite the tough
economic backdrop, there are real growth opportunities both in
existing and new markets. Balfour Beatty is investing significant
efforts in positioning itself to take advantage of these. As a Group,
we operate across the infrastructure lifecycle. This gives us a
unigue insight into the performance of our customers’ critical
assets. Progressively, this will enable us to add value to our
customers in a way that others cannot, differentiating Balfour Beatty
from its competitors in its chosen markets.

In 2012, the Group will be focusing on three key strategic priorities:
delivering greater customer value, particularly via knowledge
sharing and collaboration; seeking out superior growth market
opportunities in developing geographies and market sectors; and
ensuring that our operating structure is as efficient as it can be.
You will find more on these points in lan's review.

Dividend

In line with its existing progressive dividend policy, the Board is
proposing a final dividend of 8.5p per ordinary share. This will give
a total dividend for 2011 of 13.8p, an increase of 9% on 2010.

The Board

Our Board has been stable throughout the year. Our most recent
non-executive appointments, Rob Amen and lain Ferguson,

have contributed rapidly and strongly with lain taking on the
chairmanship of the Remuneration Committee during the year.
With Balfour Beatty's increasingly diverse global and sector

reach, it is important that we continue to ensure the aggregated
experience of the Board reflects the nature of these markets. We
are still an all-male Board, and we are taking active steps to address
this during 2012, albeit any selected Board appointment must have
the best overall credentials to contribute, irrespective of gender.

Our people and reputation

It is our people that make this business a successful one. The
Group’s hard-won reputation for delivering for its customers
reflects the hard work and dedication of all of our people. | extend
my thanks to all of them for their commitment and skill in helping
us navigate our way through the current choppy waters.

Balfour Beatty Annual report and accounts 2011

While Balfour Beatty’'s core markets continue to provide the bulk
of the Group's revenue, the make-up of the business and its
involvement in new areas of opportunity is also creating a sense
of change in the way in which the business operates. This is to
be welcomed.

We have seen a good performance in our professional services
business and, in turn, people here have worked hard alongside
colleagues in other businesses to secure important pieces of work
in areas that would not otherwise have been seen as opportunities
for Balfour Beatty.

This welcome development reinforces the importance of engaging
with our customers at a very early stage in the planning process.
Embedding greater efficiency and an effective cross-team working
culture translates into enhanced value for customers and the
business as a whole. In turn, this ensures we maintain a strong
focus on sustainability and in this year’s report we have sought to
ensure we reflect this critical area throughout the narrative. It is a
core part of what we do and there is more information on this in
“the way we work"”.

Go to P48 — P51 for more information
on “the way we work"”
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Safety continues to be an area of unrelenting attention for the Board
and the management team, and over the course of 2012, the goal
of delivering on our Zero Harm vision takes on an even sharper
level of focus.

Very significant steps have been taken to improve safety
performance, nevertheless the fact is that the sector in which our
business operates is one where risk remains a constant and it is
with sadness that the Board learned of five fatalities during the
course of the year, all of which were in our business in Hong Kong.
Steps are being taken to address this with our joint venture partner.

As | mentioned above, the economic challenges facing our
traditional markets continue. With these challenges it is vital that
we maximise efficiencies throughout the Group. This will be an
ongoing theme for the coming period. A Group-wide culture of
efficiency is critical if our broad ambitions are to be realised.

Looking ahead

We remain confident that Balfour Beatty is well positioned to

take advantage of the inevitable growth in long-term infrastructure
investment, in existing as well as in new and exciting markets. It is
clear that the proportion of work we do away from the traditional
markets and sectors will grow, albeit in a timely and controlled
fashion. Pace of change and momentum is also important in a
business as diverse as ours. Management will be redoubling its
efforts to capture Group-wide efficiencies and to accelerate market
development plans. We will also work and collaborate ever more
closely with our key customers, as we increasingly demonstrate
the benefits of our Group-wide reach and capabilities, both to our
customers — existing and prospective — and to our investors.

We have every reason to be confident of playing a larger
international leadership role across our chosen infrastructure
sectors in the years ahead. Near-term market pressures are
however likely to continue, requiring continuing focus on
operational delivery and on increasing the contribution from
Group-wide efficiencies.

1"



Our business

Chief Executive’s review

Our knowledge and capability
across the infrastructure
market differentiates us

from our competition

“As a business growing into
new geographies and markets,
delivering ever greater value and
efficiency to customers, we look
forward with confidence.”

lan Tyler g

Chief Executive

View our online report at:

http://annualreport11.balfourbeatty.com

Our executive leadership team

1=l w M)

i
Duncan Magrath Andrew Anthony Rabin Peter Zinkin Kevin Craven Manfred Leger John Moore
Chief Financial McNaughton Deputy Chief Planning and Chief Executive  International Chief Executive
Officer Chief Operating  Executive Development Officer, Support  Business director Officer, Rail
Officer Director Services
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Our differentiation comes from collaborative thinking by drawing
on the whole breadth of our knowledge. We start with strategic
planning, develop through design and financing, and deliver
construction and operation.

It is the many differences that come from daily ingenuity; our
people working with our clients to solve the toughest problems;
combining decades of experience with new ideas and techniques
—all to ensure that our clients achieve ever better outcomes for
themselves and for society.

The strategy we have been pursuing has enabled us to build a
world-class infrastructure business with global reach. \We continue
to develop the strategy in response to changing economic
conditions and our own constantly expanding capabilities.

Our business model and the opportunities we are pursuing are
detailed in the Chief Operating Officer's review on page 24.

In a more uncertain world we aim to maximise opportunities
for continued growth by making best use of the unique mix
of capabilities we now possess. So we are focusing on three
key strategic areas:

Growth markets and sectors

While we continue to expand internationally, around 80% of our
business still comes from the UK and US. Over the next 10 years,
the infrastructure sector in those markets is expected to grow at
an annual rate of around 4%. By contrast, the comparable growth
in emerging markets is expected to be 10%-12%.

Emerging economies like India and Brazil are investing significantly
in infrastructure. Others which are rich in natural resources, such
as Australia and Canada, have the economic firepower to procure
large new infrastructure projects.

We already have capability in many of these markets and have
been stepping-up our activity. Recently, for example, we
announced a new rail contract win in Australia, a significant new
infrastructure project in Qatar and a partnership agreement with
Tata Projects in India. We have strengthened both our presence
and our senior management resources in India and Brazil.

Mike Peasland
Chief Executive

Brian Osborne
International

George Pierson
Chief Executive

Robert Van
Cleave

Customer value

The customers who present the biggest opportunities are large-
scale owners of complex infrastructure assets. We believe that
increasingly, these customers need partners who can join with
them in addressing their true goals. Typically, they are concerned
not just with the assets themselves but with the beneficial outcomes
those assets will deliver to the communities they serve. They need
partners who are equipped with the experience, knowledge and
breadth of vision to see the big picture and help them to devise

and engineer optimal solutions.

Our breadth of capabilities, whole-lifecycle experience and
insight into customers’ underlying concerns give us considerable
competitive advantage. This relies on having the knowledge
sharing and integration capability to turn those elements into
effective teamwork with customers. This is the way to add real
value. Not many companies can do this.

Operational efficiency

Generating good profits and converting them into cash is
imperative for us. We have big aspirations for growth and we need
to be able to fund them. Our customers embarking on a long-term,
high-value relationship want to be sure they are partnering with a
robust and sustainable business. And our investors expect no less.
So we have no intention of relaxing our declared margin improvement
targets, despite the current economic and market conditions.

Over the past couple of years we have begun to realise substantial
cost savings by adopting a more joined-up approach to back office
services and procurement — another way in which we benefit from
better integration across the Group. We are currently working on
broadening these programmes into other support functions.

The future looks good

By addressing these three key issues — and adhering to our values
of integrity, excellence, respect and teamwork — we can differentiate
ourselves in ways that matter to customers.

Our executive leadership team featured below is energised by the
changes taking place at Balfour Beatty.

In the following pages we set out our strategic objectives and
our progress towards them. As a business growing into new
geographies and markets, delivering ever greater value and
efficiency to customers, we look forward with confidence.

\ |
- - u_
Paul Raby Chris Vaughan

Human Resources Chief Corporate
director Officer

Business director Officer, Officer, Chief Executive
Construction Professional Officer,
Services UK Services Construction

Services US

Balfour Beatty Annual report and accounts 2011
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Our business

Our strategy

Our strategy, which
evolves with our
competitive landscape,
sets our direction

and determines our
objectives for each year.

It is crucial that we are
able to measure the
achievement of our key
strategic objectives and
to report on our key
performance indicators
for our own benefit as
well as the benefit of
our stakeholders.

objectives and key performance

. For more information on our strategic
[P
—= indicators go to P16 — P21
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Our strategic objectives

Grow in new markets
= and vertical sectors

We are already one of the largest global players in
infrastructure by revenue. To achieve further growth we are
working to develop our position in new geographies and
resource-rich economies such as Brazil, India, Australia and
Canada and we are intensifying our focus on high-growth
sectors such as power, rail, mining and transportation.

Deliver greater value
= to the customer

Many of our customers own complex and critical assets that
enable societies to function by providing transport, energy,
water, natural resources, schools, hospitals and local services.

For them, providing an asset is not an end in itself. They are
concerned to provide education rather than schools, healthcare
rather than hospitals, mobility rather than roads or railways.
We help them achieve their true goals by working in partnership
with them — bringing together teams that have the know-how
and talent to understand the underlying issues and solve the
toughest infrastructure challenges.

3 Improve operational
=« performance and
cost-effectiveness

Our unique breadth of capabilities and our wide geographical
reach are the results of a sustained period of expansion. Much
of this expansion has come through acquisitions, and we will
continue to acquire businesses that enhance our capabilities
or expand our territorial coverage — as described in objective 1
above. But it is not enough to build the platform; we must also
operate it as efficiently and profitably as possible.

4 Continue to show
= leadership in values
and behaviour

To be recognised as the leading provider of infrastructure
services —and to secure a sustainable, long-term future for
the Group — we must also be a leader in areas such as ethics,
safety and the environment.

Balfour Beatty Annual report and accounts 2011



Our key performance indicators

Order book and revenue are good indicators of top-line
growth, with order book growth leading revenue growth
by six to 12 months in our business. Increased revenue in
higher-growth markets (outside Europe and North America)
is evidence of our focus on new geographies. In a difficult
year overshadowed by governments’ austerity measures,
we kept our order book stable and increased our revenue,
particularly in higher-growth markets.

0% +5% |+12%

Order book Revenue' Revenue' in higher-
growth markets

Every year, Roads and Bridges magazine in the US surveys
10,000 government officials and asks them which design
firm they prefer to work with. In the industry, this is called
the Go-To List.

While they only cover our professional services business,
these rankings are a good example of the strength of our
track record and reputation with our customers. In 2011,
there was a slight deterioration in the rankings, although we
are still in an enviable No. 1 or No. 2 position in four categories.

Go-To List rankings for Parsons Brinckerhoff

Nol No.2 No.4

in the Road & in the Bridge and in the Design-Build
Highway (=) and Mass Transit (=) category
Airport categories categories

We aim to increase Group operating margin to a level of
3.5%-4% by 2015 mainly through better utilisation of
resources, efficiency savings and improved business mix.

While our £30m cost reduction programmme is on course,
our margin progress in 2011 was hindered by difficult
market conditions in our major established markets.

3.0%

Group operating margin'?

The safety of our people and everyone we come into
contact with remains a key priority although our safety
performance was disappointing in 2011.

We have challenged ourselves to reduce our impact on
the environment. In 2011, we made good headway in
water and waste, but our CO,e emissions made little
progress due to energy-intensive projects.

+6% 1%

Accident Frequency Greenhouse gas
Rate (AFR) emissions (tonnes
CO,e/f£m revenue)

Including joint ventures and associates.
2 Before non-underlying items.

Balfour Beatty Annual report and accounts 2011

Principal risks

Economic environment

e Changes in general economic
conditions and the impact on
customers’ investment plans

Expansion into new territories
and by acquisition
e Failure to address associated risks

Legal and regulatory
* Breaches of local law and regulations

Business conduct

¢ Not observing the highest standards
of integrity and conduct in dealing
with customers, supply chain and
other stakeholders

People

e Failure to recruit and retain
appropriate skilled people to deliver
specific contracts and the Group's
future growth

Bidding

e Not adequately estimating risks and
costs associated with contract terms
and conditions

Project execution
¢ Not executing projects to customers’
requirements and on a timely basis

Health, safety and sustainability

e Failure to manage risks associated
with health, safety and sustainability
and hence exposing our people and
the public to injury or harm

.@ Go to P58 — P62 for more
‘!\ information on how the Group
manages risk

Reward

A world-leading infrastructure business
differentiated by asset knowledge

Superior growth and value for
stakeholders

15



Our business

Strategic performance

This is how we addressed our four strategic priorities in 2011:

Grow in new markets
= and vertical sectors

We are already one of the largest global players
in infrastructure by revenue. To achieve further
growth we are working to develop our position
in new geographies and resource-rich
economies such as Brazil, India, Australia and
Canada, and we are intensifying our focus on
high-growth sectors such as power, rail, mining
and transportation.

Why is this important?

We do not want our growth to be constrained by the pace of
growth in our traditional markets. The breadth of our capabilities
and the extent of our international reach give us access to an
exceptionally broad range of markets and customers. We will
exploit this by increasing the focus of our activity in markets
where opportunities are bigger and growth rates higher.

What are we doing?

Infrastructure markets around the globe are growing at different
rates. We are harnessing our unique combination of capabilities,
particularly in professional services and project finance, to build
our position in selected geographic markets and sectors that have
superior growth rates.

T
-

16

In emerging economies, infrastructure markets are driven by
economic growth and changing demographics, and also by
government-led market reforms. We are focusing on those with
sufficient scale, a good competitive environment and appropriate
ethical standards, and approach them cautiously as we consider
the implications for health and safety and corruption risk.

In 2011 we began making inroads into India and Brazil, our priority
emerging markets. Both countries represent larger infrastructure
markets than the UK, are allowing private capital to play a growing
role in infrastructure provision, and are making determined efforts
to reduce corruption.

The Indian government aims to invest 8% of GDP in infrastructure.
It targeted a total spend of US$494bn in the five years to 2012,
and aims to spend double this amount over the next five years.

To maintain this pace of investment it is actively promoting

public private partnerships (“PPP").

In 2011 Brazil began a four-year Growth Acceleration Programme to
invest over US$500bn in logistics (including transportation), energy
and social development. It is also encouraging for us to see the
government’s endeavours to ensure the financing of this growth.
Brazil has been letting infrastructure concessions since 1995 and
introduced PPP in 2004.

Inevitably our entry into these markets is a long-term proposition,
but the prospects are very attractive.

The developed economies tend to commit a reasonably

consistent proportion of GDP to maintaining and developing their
infrastructure. However, we expect an increase in the proportion
of GDP committed to their infrastructure over the next 10-15 years
as the need to renew ageing post-war assets becomes critical.

With infrastructure spending expected to
reach nearly 10% of GDP over the next five
years, India is one of the principal markets
where we are looking to expand our
presence and earnings.

The challenge for us is to turn this market potential into a
substantial business. While we do not have downstream
construction activity in India, we have avaluable bridgehead
through Parsons Brinckerhoff's established presence. We
can complement our professional services capability with
PPP project finance and development expertise, offering
technical and financial solutions to infrastructure challenges.

And in October 2011 we tookian important step forward
by collaborating with Tata, the infrastructure engineering
and construction arm of one of India’s largest and most
respected companies.

In partnership with Tata we will jointly identify and pursue
infrastructure opportunities in India and sub-Saharan Africa.
Our initial focus will be on the power transmission, railways,
mining infrastructure and water/wastewater markets —

all areas where we have transferable expertise across

the Group.

Balfour Beatty Annual report and accounts 2011



We also anticipate some changes in the pattern of spending. In

the UK, for example, we expect a shift of emphasis from social
infrastructure (such as schools and hospitals) to civil infrastructure.
This includes utilities such as water and power, and segments such
as nuclear and renewable energy that will be boosted by developed
economies’ increasing concerns about sustainability.

Resource-rich countries, buoyed by rising demand for commodities,
present clear opportunities for us. Australia and Canada in particular
have the scale, economic growth rates and market structure that
suit our model. We are working to expand our existing position in
both these territories.

In addition to these geographic targets, we have identified target
vertical sectors such as power, rail and mining amongst others in
certain geographies. Growth in all three of these is being driven by
current trends such as sustainability, urbanisation and globalisation.

The power market has three strong drivers: asset renewal; demand
growth; and carbon reduction. Many developed countries need to
renew transmission lines built in the 1960s that are reaching the
end of their useful lives. In the case of the UK, some 20% of power
generation capacity has to be retired by 2020. Emerging countries
need to generate more power to support their growing economies.
And the carbon agenda is driving demand for more clean energy
plants — including nuclear, biomass and renewables — and new
transmission lines to connect them to the grid.

Carbon concerns are also stimulating the rail market — favouring
rail over roads, encouraging electrification of existing lines and
increasing the pressure for mass transit systems that support
urbanisation while minimising congestion.

In resource-rich countries, there is a synergy between all three
sectors. Increased extraction activity to support economic growth
leads to growing demand for power to mine the resources and rail
to transport them. We are ideally placed to meet this demand —
particularly since the customers are typically multinationals

who expect their specialist suppliers to work with them in
multiple territories.

For more information on our markets

go to P24 - P27

How are we performing?

Order book

%
1 £152bn 0%
|10 £16.2bn |
| 09 £14.1bn |
Revenue’

%
ENr 5%
|10 £10,473m |
| 09 £10,254m |

Revenue' in higher-growth markets

+12%

|10 £1,224m |

[ 09 £930m |

" Including joint ventures and associates.
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What’s next?

In the year ahead, we aim to:

e |leverage our US footprint in US construction to gain
market share

e exploit opportunities in regulated power and rail markets,
and in commercial property in the UK

e develop our presence in Australia and Canada

e pursue opportunities in India and Brazil

e develop our capabilities in power, rail, mining, water and
transportation in geographies where we see opportunities.

Deliver greater value
» to the customer

Many of our customers own complex and
critical assets that enable societies to function
by providing transport, energy, water, natural
resources, schools, hospitals and local services.

For them, providing an asset is not an end in
itself. They are concerned to provide education
rather than schools, healthcare rather than
hospitals, mobility rather than roads or railways.
We help them achieve their true goals by
working in partnership with them - bringing
together teams that have the know-how and
talent to understand the underlying issues and
solve the toughest infrastructure challenges.

Why is this important?

Our large and complex customers view their assets strategically
and holistically. They often want to work with people who can
share the big picture with them, understand their strategic
objectives, marshal the appropriate resources and deliver a solution
rather than just an asset. For them, that is what adds true value.

Our ability to work this way can give us real competitive advantage.
Few companies can do it to the extent that we can. By capturing,
sharing and deploying asset knowledge across the Group, we
differentiate ourselves from competitors and maximise value both
for our customers and for the Group.

What are we doing?

We have built a group of differentiated people businesses on a
global scale. These give us unrivalled ability to put together teams
uniting diverse talents across all aspects of asset ownership from
development and delivery through to operation.

The key to adding real value for customers is not just breadth of
knowledge but the ability to share and deploy that knowledge
effectively. So that, for example, what we learn from operating and
maintaining existing assets informs the way we design new ones.
We are continuing to make progress in managing and enhancing
these information flows.
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Our business

Strategic performance continued

Putting together teams for ever more complex bespoke projects
has highlighted the need for better processes to capture, share
and deploy asset knowledge routinely and systematically. Over
the past couple of years we have invested significant time and
money in Building Information Modelling (“BIM") to capture and
utilise our knowledge of assets through their lifecycle. We are
now among the leaders in using BIM to facilitate knowledge
sharing and provide insight for creating and managing building and
infrastructure projects faster, more economically, and with less
environmental impact. Customers are becoming increasingly alert
to the promise of BIM, and the UK Government plans to require its
use on public building projects from 2016.

In late 2011 we formed a £7.5m strategic partnership with
Autodesk, the world leader in 3D design technology, that will
expand our use of BIM to set the pace in project integration.
This partnership, the first of its kind and size in the infrastructure
industry, sets us apart from our competitors.

We can only collaborate fully with our customers to help them
reach their goals if we really understand what they want, and
have real insight into the needs of their end-customers and other
stakeholders. Increasingly, we will be organised, managed and
incentivised to understand customers’ assets and needs, and to
use our expertise to collaborate constructively towards better
solutions. The next steps will be to define and foster a customer-
centred culture across the Group by building our performance
metrics, incentives and management around customer outcomes
and delivery performance.
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Commuters and rail travellers to Melbourne
share a problem. Their trains — local and
regional — have to use the same tracks.

So late-running fast trains get stuck

behind frequently-stopping metro trains;
and one late metro train can clog the
regional network.

Adding an extra line to separate the services will clear the
bottleneck, increasing the capacity and reliability of public
transport around the city. But making it happen, with
minimal disruption to crucial services, will be tricky.

By combining the resources of Parsons Brinckerhoff in
Australia and our global rail business, we've won a position
in an alliance with construction partners Thiess and design
partners Sinclair Knight Merz to design and construct an
AUS$835m key section of the new line.

In the Australian rail market our combination of skills is seen
as unique, and our ability to integrate design with delivery
broughtreal value to our partner. The win shows the
effectiveness of integrating Group capabilities to manage
complexity for customers, and accelerates our progress in
Australia’s buoyant rail market.

How are we performing?

Go-To List rankings for Parsons Brinckerhoff

No.1 No.2 No.4

in the Road & in the Bridge and in the Design-Build
Highway (=) and Mass Transit (=) category
Airport categories categories

What's next?

In the year ahead, we aim to:

° improve our asset knowledge by developing platforms
to capture, share and deploy it

e develop a culture to aid collaboration and delivery
to customers

* |everage our customer relationships across divisions
and geographies.
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3 Improve operational
« performance and
cost-effectiveness

Our unique breadth of capabilities and our wide
geographical reach are the results of a sustained
period of expansion. Much of this expansion has
come through acquisitions, and we will continue
to acquire businesses that enhance our
capabilities or expand our territorial coverage —
as described in objective 1 on page 16. But it is
not enough to build the platform; we must also
operate it as efficiently and profitably as possible.

Why is this important?

Generating good profits and converting them to cash is an
imperative for us, not least because we have big aspirations. \We
want to be able to fund organic growth — and future acquisitions
when attractive opportunities arise — as well as maintain our
progressive dividend policy. Our goal set in 2010 remains to raise
margins to 3.5%-4.0% by 2015. To achieve this in challenging
economic and market conditions, with competition intensifying,
we must work systematically to enhance our cost-effectiveness
across the board.

The best place for 21st century precision
building engineering work isn‘t a
construction site. It's a factory, like this one
that we operate in the English Midlands.

We've pioneered the Use of prefabricated modules, built
offsite, because they offer efficiency and cost benefits.
Quality control is tighter, onsite health and safety risks are
reduced, and we can cut the time we spend onsite.

In the UK we've been refining our modularisation capability
for some years. We built complete bathroom pods for
hospitals — and bedhead units with all the electrical
equipment and medical gas systems preinstalled and
tested, resolving several challenges related to quality
control and commissioning. Then, drawing on our
experience of operating hospitals and of building modelling,
we developed complete prefabricated operating theatres.
We're currently using similar techniques in buildings ranging
from schools to airport terminals.

We're also transferring our expertise internationally. After
successful trials with a facility in Dubai, we've opened a
factory in Abu Dhabi that services mechanical and electrical
engineering installations in the Middle East. And in the US
our first facility is already using modularisation on hospital
and airport projects.
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What are we doing?

All our divisions have margin targets appropriate to the
characteristics of their business. These targets are backed by cost
and efficiency plans and recognise changes foreseen in the mix of
their business. However, there were some headwinds in 2011.

In Professional Services, deteriorating market conditions in the UK
reduced volume, and operating margins. The large number of new
contracts in Support Services, one of our highest organic growth
areas, meant considerable start-up costs. As a result, the progress
our teams made with active management of cost in these divisions
was partly offset by these adverse impacts.

In Construction Services margins deteriorated, primarily due to
very competitive markets in the US, where we suffered a marked
reduction in the number of niche higher-margin projects. The
business has reached a level of margin which we are protecting
with financial discipline and underpinning with the cost reduction
measures we announced at the end of 2010.

So, while it is not easily apparent in the movement in margins,
the Group-wide cost efficiency programme made good progress
in 2011. Operational efficiency has benefited from the opening
of our UK shared service centre (“SSC") in early 2011. The SSC
now has over 230 employees and provides eight of our operating
companies, representing £3.0bn or 50% of UK revenue, with their
accounting and employee transactional services. On the
procurement side, we are now delivering benefits by managing
£300m of spend centrally. Operational cost savings reached an
annual run-rate of some £15m by the end of 2011, and we are on
target for £30m of gross savings by 2013 as forecast.

The achievements of 2011, and what we have learned, give us
confidence to broaden these programmes this year into other
back office functions and into territories outside the UK. We are
targeting to deliver a further £50m of savings per annum by 2015

to build
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Our business

Strategic performance continued

for a one-off cost expected to be in a range of 1 to 1.5 times the
annual savings. We aim to see some modest savings in 2012 with
a major portion coming through in 2013 and the residual element
in2014.

How are we performing?

Group operating margin’

1 3.0%
10 3.1%
| 09 2.5%

' Profit from continuing operations before non-underlying items as a percentage of
revenue including JVs and associates.

What's next?
In the year ahead, we aim to:
e continue to implement procurement and back office initiatives
e enhance margins further at Parsons Brinckerhoff by focusing
on better utilisation of resources
e expand the cost efficiency programme by broadening
its scope.

..Setting standards

”

*'for a new
' generation
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4 Continue to show
= leadership in values
and behaviour

To be recognised as the leading provider of
infrastructure services — and to secure a
sustainable, long-term future for the Group —

we must also be a leader in areas such as ethics,
safety and the environment.

Why is this important?

Our reputation is crucial to winning new business, attracting
and retaining the best people, and building high-quality business
partnerships. To build and protect a reputation, we have been on
a journey to embed our ethical and sustainable approach among
our own 50,000 people and our wider 500,000-strong community
of partners, subcontractors and suppliers. In addition, the
emergence and increasingly aggressive enforcement of anti-
corruption legislation with global reach makes ethical rigour a
critical risk management issue. As we grow into new markets,
we must work harder to maintain our high standards.

In the UK alone, we work with a substantial
number of supply chain partners every year
and they are key to our success.

And what better way to do that than by sharing the way we
train the next generation of workers? Through our Balfour
Beatty Apprenticeships scheme, we're pioneering a shared
apprenticeship model in which we employ young trainees
and place them with companies in our supply chain. By
moving around different sites and host employers, Balfour
Beatty's apprentices can be sure of sufficient continuous
employment to-become fully qualified. And for smaller
companies that can't easily commit to providing such a
long period of continuous employment, it's a low-risk way
of participating in apprenticeship training.

Last year the scheme recruited 27 apprentices — alongside
the 450 already working in Balfour Beatty =and,we expect
the numbers to rise significantly this year as more suppliers
join in. In this way, we're taking a lead in developing a future
skilled workforce that's grown up with the quality and

= safety.standards we set for our own people.
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What are we doing?

We have a major ethics, values and compliance programme,
centred on the Code of Conduct we published in 2009 and two
online training modules that all office-based and supervisory staff
are required to take. In 2011 we published a Code of Conduct for
subcontractors, suppliers and partners, as part of an ongoing drive
to embed appropriate procedures and controls in the supply chain.

Since 2008 our Zero Harm programme has been working towards
our safety goal of eliminating deaths and permanently disabling
injuries to employees and contractors, injuries to members of the
public and long-term harm to anyone’s health. This has had a real
impact, and our overall accident frequency rate is already down
by some two-thirds compared with 10 years ago.

However, in 2011 the pace of improvement stalled. There were

five fatalities — in our Hong Kong joint venture, Gammon — the same
unacceptably high figure as we saw in 2010, and our accident
frequency rate marginally increased. In 2012 we are redoubling our
efforts to ensure that we return to the steady progress required by
our Zero Harm vision.

It is almost three years since we set out our vision for sustainability,
with a roadmap outlining where we want to be by 2020. All our
operating companies have drawn up action plans and in 2011 we
asked KPMG to conduct an independent review of their progress

in implementing these plans. The review has identified some

180 examples of good practice which we have shared across

the Group. We continue to raise our employees’ sustainability
awareness, and in 2011 over 15,000 of them received online
sustainability training.

In 2011, we made little progress in reducing our CO,e emissions
due to the increase in more energy-intensive projects in our Hong
Kong joint venture. We achieved our water reduction target in 2011.
We are also on track to halve our waste to landfill by 2012 and have
procured 34% of our UK major materials from recognised
responsible sourcing schemes.

For the fourth consecutive year, we asked an external stakeholder
panel to review our reporting practices and provide an independent
opinion of our sustainability performance and recommendations
for where we could improve. This panel of 10 experienced
sustainability and corporate responsibility practitioners comprises
both public and private sector customers, an investor, supplier,
trade association and third sector organisations. We believe that
this approach to assurance is unique for our sector.

We help to influence the market to adopt more sustainable
outcomes. From thought leadership on the natural environment,
and industry partnerships, through to the development of
innovative water footprinting and climate change adaptation
tools, we are playing our part. For the UK Government'’s Natural
Environment White Paper in 2011, we provided both written

and oral evidence to the Environment, Food and Rural Affairs
Committee and encouraged the Government to use the
procurement process to move from ecological protection to
enhancement. We also sponsored the development of the UK
Green Building Council’s leadership course for a sustainable built
environment which was launched last year for senior executives.

You can read more about our efforts to demonstrate leadership in
values and behaviour in “the way we work"” and in our sustainability
report 2011 — available online at www.balfourbeatty.com/sr11.

How are we performing?

Accident Frequency Rate (“AFR")

+6%
1 017

10 0.16 |

| 09 0.17 |

Greenhouse gas emissions (tonnes CO,e/£m revenue)

Target

37.52

10

4.7 |

09

36.3 |

1
2
3

Go to P48 — P51 for more information
on “the way we work”

1%
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Or lower by end of 2012.
10% reduction by 2012 and 50% by 2020, both against the 2010 baseline.

Restated due to more comprehensive data.

What's next?
In the year ahead, we aim to:

refresh our sustainability roadmap, developing new targets
for 2015

continue to roll out sustainability training to involve an
increasing number of employees in our 2020 vision
participate in Business in the Community’'s corporate
responsibility index for the first time

sponsor Ecobuild 2012, the construction sector’s largest
event, to share our knowledge on BIM, offsite construction,
energy efficiency and whole-life carbon modelling

continue to embed our ethics, values and compliance
programme and leverage it to support the Group's growth
strategy as we enter new and sometimes higher-risk markets.
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point, as we Iearned from those we've fmanced designed and bu
on to operate, like this one in Salford which opened in 2011.
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s acq ugh Group-wide collaboration
to make ourse ghly competitive in new markets. This led to us being
chosen as preferred bidder for waste schemes in Essex and Gloucestershire.
The latter benefits young and old alike by turning 91% of Gloucestershire’s
municipal waste into energy — enough to power 25,000 homes.
Read more: case study on page 42.
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Our business

Chief Operating Officer’s review

A route to lasting
customer confidence

“We have accelerated the
international reach of our
business and increased our
focus on markets where
demand is expanding faster.”

Andrew McNaughton [/
Chief Operating Officer e / .

For more information go online:
— http://annualreport11.balfourbeatty.com

Total annual spend on rail infrastructure 2015 (£bn)

Spend £bn pa

29.9 26.8 211 7.2 5.5 4.0 3.8 98.4
100% M Design and PM' M Civils Il Track
90% M Power2 M Signalling M Rolling stock
80% 1 Project management.
2 |nciudes power and electrification.

70%

60%

50%

40%

30%

20%

10%
0

Western Asia NAFTA CIS Eastern Restof  Middle East Total
Europe Pacific Europe America & Africa

Source: Association of the European Rail Industry (UNIFE) projections.
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Our strategy has built Balfour Beatty into one of the world's largest
players in infrastructure — a market characterised by sustained
strong growth in both developed and emerging economies.

Mature economies need to renew ageing assets and to adopt
technologies that satisfy changing environmental, sustainability
and energy security criteria. These pressures are sufficient to
maintain moderate growth despite current economic and fiscal
constraints. However, the pace of growth is very much faster in
emerging markets — driven by rapidly rising populations, economic
expansion and the more sophisticated demands of increasingly
urbanised and affluent populations.

Our business model - focused on infrastructure

To satisfy this demand we have built — through organic growth and
acquisitions —a Group with world-class expertise across the entire
infrastructure lifecycle. Our capabilities extend from financing and

designing assets to constructing, operating and maintaining them.

This enables us to engage with asset owners at any stage in the
life of their assets. We can also build project teams that draw skills
and resources from across the Group. For management purposes
we have structured our businesses into divisions representing four
broad areas of capability: Infrastructure Investments, Professional
Services, Construction Services and Support Services.

At present some 80% of our business is in the UK and US,
although we have a presence in more than 80 countries around
the world. In recent years, as the economic crisis slowed market
growth in the US and UK, we have accelerated the international
reach of our business and increased our focus on markets where
demand is expanding faster.

Our customers - seeing a bigger picture

Historically, asset owners have viewed projects in isolation and
tendered them largely on price. But over the past decade many

of our customers have moved to a broader view involving much
closer engagement with us. Rather than focusing narrowly on
building or upgrading an asset, they want to collaborate on
achieving a desired outcome or finding the best solution to a
challenge. They understand the risks and are willing to share them.
Often they look to us to manage costs and share the savings.

Customers who buy a single service in a single geography still
account for the majority of our revenue. But a growing proportion
want to buy more than one capability and seek a combination

that delivers a better solution and reduces interface risk between
suppliers. They are more concerned with obtaining outcome value
than with price per se.

An increasing number are taking the next logical step, and looking
beyond single projects. They want to work with partners who grasp
the complex challenges they face; understand their true objectives;
and deliver a solution rather than just an asset. Sharing risk related
to outcome increasingly plays a part in our engagement with core
customers. So where a traditional highway owner might contract
for potholes to be repaired cost-effectively, these customers
would seek value in outcomes such as reliable journey times with
minimal negative impacts on external stakeholders. Equally, where
a regulated utility provider in the water sector, for example, seeks
reliable infrastructure performance the onus is on both parties to
perform and share outcome risk.

Over time we will significantly reshape our organisation, business
model and strategic direction to satisfy these more sophisticated
customers. Increasingly, we will be organised, managed and
incentivised to understand their assets and needs, and to
collaborate constructively towards better solutions. \We have
begun to foster a more customer-centred culture across the Group
by building performance metrics, incentives and management
around customer outcomes and delivery performance.
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Our approach - sharing knowledge and innovating

For more discerning customers, our broad capabilities and
collective asset knowledge are powerful competitive strengths.
But the key to adding real value for them is the ability to share and
deploy our knowledge effectively — so that, for example, what we
learn from operating and maintaining existing assets informs the
way we design new ones. We have made world-class knowledge
management a strategic priority — one reason why we have
become leaders in seeking to maximise the technological
capabilities offered by tools such as Building Information
Modelling (“BIM"), as described on page 18.

BIM also facilitates the innovation that customers expect from us
and we have moved to enhance our skills in this important area.
We see a culture of innovation as another competitive strength,
addressing it systematically through three linked initiatives.

Innovation as One aims to make us a leader in integrated
solutions by joining our strengths with those of our partners and
supply chains. Focused on markets where this integrated approach
will deliver disproportionate value to clients, it launches in 2012.
Innovation Everywhere aims to develop a culture of innovation
at every level. We are investing in tools such as BIM that will
support this by providing insight for creating and managing projects
faster, more economically and with less environmental impact.
Open Innovation aims to harness the creativity of our supply
chain and strategic partners to develop ideas that yield mutual
benefits as well as value to our clients.

Growth sectors — opportunity and advantage

Customers with more complex and sophisticated requirements are
central to our main strategic goal of growing and creating value. We
are focusing on the sectors where they are prevalent and our broad
capabilities and asset knowledge give us competitive advantage.

Considering the infrastructure landscape in terms of complexity,
growth potential, global leverage and our current presence, we
see particular potential in the rail, power and mining sectors —
plus, in some geographies, transportation and water.

Rail

In many developing markets, rapid urbanisation is fuelling a

surge in demand for urban transit systems. At the same time,
unprecedented growth in commodity prices has spurred an
increase in mining activity — driving increased private sector
investment in rail to transport commodities from mine to market.
In major mature markets, constrained public finances are creating
pressure to reduce public spending on rail investments, which are
seen as desirable but costly — but this can create opportunities
for new and innovative financing structures.

Overall, we expect growth of £15bn in annual rail infrastructure
spend worldwide from 2008, reaching some £100bn by 2015.

This market is increasingly global, creating opportunity for
international players like us to participate in emerging markets.
But there is also rising competition from low-cost Chinese
providers, who increasingly bring project finance with them.

The opportunity for Balfour Beatty is the trend towards
multidisciplinary projects encompassing all elements from
programme management; civil engineering; routine and operational
maintenance; track and electrification; and signalling and rolling
stock. These are increasing in proportion and offering higher
margins. We have had considerable success in this area, with
projects such as Denver Eagle, the recent Denmark Rail signalling
upgrade and the welcome decision taken by the state government
in Victoria to involve us in an upgrade of a critical section of
Melbourne's urban rail network.
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Our business

Chief Operating Officer’s review continued

Power

Balfour Beatty's heritage is built on this core sector. This is what
we do —and it is no coincidence that the first construction contract
secured by our fledgling business 102 years ago was to build a
new generating plant and lay new track and lighting in Dunfermline,
Scotland. Since then our knowledge and reach throughout the
sector has continued apace. That reach is now truly international
with major projects currently underway in South Africa, New
Zealand, Arizona and elsewhere. Globally, this is a vast market
with generation capacity currently totalling some 5,000GW.

Most of this is fossil-fuelled, particularly in developing countries.

Investment is driven by growing demand in developing markets,
replacement of ageing infrastructure in developed markets and
green agendas. The market opportunity is very significant: US$9trn
of capital investment is forecast between now and 2035 — around
US$350bn a year — with developing countries accounting for about
60%. The technology mix is expected to see a growing proportion
of renewables and nuclear as coal’s share reduces.

In transmission and distribution we are already working with asset
owners National Grid in the US; in Australia through our joint
venture with UGL; and in Indonesia through our joint venture with
Sakti. We intend to develop our position further in these markets.

Brazil, the largest South American market, presents significant
opportunities. Investment totalled £400m in 2010 and is set to
grow at 10% annually. The whole network was state owned but
auctions have brought private companies into the market.

India is another attractive market — the second largest in Asia.
Annual spending on transmission is over £3bn, forecast to grow at
12% a year to 2014. While most assets are publicly owned, nearly
all construction and some professional services are outsourced.
The government is encouraging PPP in transmission and six lines
have been awarded to private companies over the past year.

Our activities in power globally have gained momentum in recent

years. We are now preferred bidder for two offshore wind assets

and a waste PPP project. In addition to our partnerships in the US,
Australia and New Zealand, we are one of three preferred bidders
for an EDF nuclear new-build project in the UK.

Global power generation 2011-2035 (GW)

Mining

In resource-rich countries there is synergy between rail, power
and mining. Increased extraction activity requires power to mine
the resources and rail to transport them. We are ideally placed to
meet this demand — particularly since the customers are typically
multinationals who favour suppliers that can work with them
holistically in multiple territories.

The mining construction market is large and is growing fast

(16% a year 2009-2012). Most projects are procured via umbrella
Engineering, Procurement and Construction Management (EPCM)
contracts, and the few large players capable of providing these
services dominate the market. Parsons Brinckerhoff currently
provides infrastructure design and project management services
in Australia and Africa to clients on smaller projects, or as a
subcontractor to EPCMs.

This could be a springboard to a far greater opportunity. We have
already begun extending Parsons Brinckerhoff's current services
organically to new geographies and commodities, increasing the
addressable market from US$1.17bn to US$3.4bn. Beyond this,

as we develop our EPCM capability, we could gain access to the
whole US$8.4bn professional services market. An integrated offer
combining professional services with our construction capabilities
would open the door to the related US$5.8bn rail and power
construction markets.

Growth economies - extending our reach

Our desire to expand in these sectors draws us towards
economically buoyant countries such as South Africa, India
and Brazil. We have taken important steps in recent months

in establishing a presence in both India and Brazil while further
leveraging our footprint in South Africa where we also see
significant opportunities. Elsewhere, in highly developed markets
such as Canada and Australia, we have a good understanding
of these countries and their business models. Buoyed by rising
demand for commodities, they do present clear opportunities
for us — while their scale, economic growth rates and market
structures suit our model.

Australia

Australia is an attractive market with enormous potential, founded
on a steady economy weighted towards infrastructure. The
Australian market already accounts for some £300m of the Group's

Potential addressable mining market (US$bn)
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1 Other renewables include biomass and waste, geothermal, solar PV, CSP and marine.

Source: |IEA World Energy Outlook 2011, and Balfour Beatty estimates.
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Source: Balfour Beatty research.
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revenue. We have a long and proud record here with a growing
presence reflecting a strong pipeline of work with hotspots in
mining, power and transportation. All these projects are reliant
on commodity markets, but are currently suffering from delays

in the public sector. The country has a sophisticated procurement
model including lifecycle contracts providing PPP and services
opportunities relating to key infrastructure projects in markets
we understand such as water, highways maintenance and rail.

The US$200bn Australian construction market accounts for 14%
of GDP. This above-average proportion is due to significant market-
sector led infrastructure investment, which accounts for 40% of
construction. While the public sector accounts for 60% of civil
infrastructure spend, private customers make up 100% of mining
spend and 50% of power spend. Annual growth rates are forecast
at 5% to 2015, though we are mindful that this reflects commodity
demand and the current hiatus in public spend.

Canada
We acquired Halsall, a Canadian professional services firm, in 2010
as a base for developing a transportation and power business.

Canada’s GDP ranks ninth in the world. Relative to other developed
economies, its underlying fundamentals are very strong. Its
infrastructure market is forecast to grow 3% annually to reach
US$132bn by 2020. We see attractive drivers: a well-established
PPP market and strong prospects in power and rail. There is a
suitable competitive structure on the supply side and business
ethics are excellent.

Emerging markets

In addition to these existing markets, we are targeting emerging
economies with favourable growth dynamics — typically driven by
economic growth, changing demographics and government-led
market reforms. We are focusing on those with sufficient scale,

a good competitive environment and appropriate ethical standards.

In 2011 we began making inroads into India and Brazil, our
priority emerging markets. We already have an office in Brazil,

in India we opened a Balfour Beatty office to complement
Parsons Brinckerhoff’s presence and signed a memorandum

of understanding with Tata Projects. Both countries have larger
infrastructure markets than the UK, are welcoming private capital
into infrastructure provision and are making determined efforts
to eliminate endemic corruption.

India’s infrastructure investment

India’s long-term growth outlook is strong, buoyed by a growing

working-age population and high domestic demand that will soon

lift the country into the world's top five consumer markets.

Infrastructure spending is expected to account for 10% of GDP by
the end of the government'’s 12th Five Year Plan in 2017 — up from

5% in the 2002-2007 Plan. If policy and regulatory reforms go
ahead as expected, private investment'’s share of the total is
expected to rise from 30% to 50%. PPP is gaining traction —
seen initially as a way of bringing in private funds to offset
government shortfalls, it is now recognised as a major catalyst
for infrastructure development.

Brazil's GDP has recently overtaken the UK's to rank sixth in the
world. It now outvalues all the other South American economies
combined. Real GDP growth is forecast at 4% a year to 2016.
The construction market, worth US$140bn (7% of GDP) in 2011,
is forecast to grow at a similar pace, as strong growth in
infrastructure and mining offsets a reduction in oil and gas
spending. The government is ramping up its own investment

in infrastructure through its Growth Acceleration Programme.

It is committed to US$596bn in the 2011-2014 second phase,
compared with US$349bn in the 2007-2010 first phase.

Our “home” markets - still hold growth opportunities
In our UK and US “home"” markets, demand for infrastructure

continues to rise, albeit more slowly than in the growth markets we

have identified. In the operating review which follows we outline

developments in these cyclical, low-risk markets, as well as some
of the actions taken in 2011 to reach into our newer target markets.

The overall picture is one of continuing growth, building on our
cash-generative core building markets. They continue to offer a

strong platform on which to demonstrate our capabilities. Sharing
knowledge built on our skills and experience affords a sound basis

to pursue the opportunities we see emerging in other markets.

Brazil construction market 2007-2015F (real US$bn)

11th plan (2007-2012) 12th plan (2012-2017)

o P

US$500bn’ } US$1,000bn1
1 Electricity 5 Water supply & sanitation
2 Roads & bridges 6 Ports
3 Irrigation 7 Airports
4 Railways

1 Total (including other sectors such as telecom, urban, etc).

Source: Planning Commission, Government of India, www.infrastructure.gov.in,
KPMG Analysis.

20156
2014
2013
2012
2011
2010
2009
2008
2007

Q Q Q Q
N Na S N

M Residential M Commercial, retail, industrial M Social infrastructure
M Economic infrastructure: transport, power, water B Oil & gas M Mining

Source: Balfour Beatty research.
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Our business

Operating review

Professional Services

What do we do?

Programme and project management
Construction management

Project design

Technical services

Planning

Consultancy

What's happened?

e Integration of Halsall in Canada was completed

* Recognition for excellence by industry bodies

e Significant growth in Australia

e Award of first major contract in Qatar

e Two large rail contracts in collaboration with the rail division

What's next?

e Exploiting growth opportunities in emerging markets
and growth sectors

e Continuing cost and utilisation initiatives to ensure
margin expansion

The success of our business relies on winning
work on the strength of our track record of
technical expertise and execution, while
maximising staff utilisation to increase billable
hours. \We are encouraged by our robust order
book and market developments in higher-
growth regions — particularly Australia, Asia and
Southern Africa — and expect the professional
services business to remain resilient.

Our strategy

Professional Services, trading under the brand name Parsons
Brinckerhoff, is a fee-based consultancy business. Its success
relies on winning work on the strength of its track record of
technical expertise and execution, while maximising staff
utilisation to increase billable hours.

Professional Services is at the heart of the Group's growth
strategy. Knowledge is much more mobile than downstream
capability; so in growth markets where we currently lack a local
presence in construction, we look to Professional Services (and,
often, Infrastructure Investments) to provide access routes. Some
of these markets are developing countries where our rigorous
health, safety and ethics standards make it difficult for us to
compete effectively for work on the ground; however, we can
work ethically and safely as a professional services provider.
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How we performed
Order book

+7%

(@)

£1.5bn |

09 £1.4bn |

Revenue including JVs and associates

+2%

10 £1,613m*

09 £558m

Profit before non-underlying items

L Za +2%
[ 10 £85m*
109 | £13m
KPI
Billability

Billability is a good measure of resource utilisation, and hence
profitability, in what is essentially a billable hours business.

1 58.7%
[ 10 58.7%
| 09 57.7%

Computes Parsons Brinckerhoff's total direct labour cost charged
to projects divided by total labour cost of employees.

* Parsons Brinckerhoff was consolidated for the full year for the first time.

Professional Services is an area where we are targeting further
growth by acquisition. Gaps in our coverage that could be filled
more readily through acquisition rather than organic growth
include power and federal services in the US, mining in resource-
rich geographies and transportation in certain geographies where
there may be gaps in our skill set.

In 2010 we identified a number of areas in Professional Services
where there was scope for increasing profitability. Over the past
year we have acted on this, reducing costs in several territories
by increasing our organisational efficiency — although this effort
was partially offset by a drop in the volume of work in the UK.
We will continue our efforts to reduce costs while also shifting
our business towards higher-margin services and projects such
as programme management, design-build and public private
partnerships. We also aim to retain a higher proportion of

gross revenue by subcontracting less.

Balfour Beatty Annual report and accounts 2011



Our marketplace

Americas

In the US, stalemate on the Transportation Bill has delayed the
commissioning of large, long-term public infrastructure projects.
Federal transportation funding is caught in the crossfire between
politicians and is unlikely to be resolved until after the next
presidential election. We expect to continue working with short-
term extensions to funding that keep the level of spending stable
but do not offer the certainty of long-term funding for large projects.

However, a new model is taking hold. Local governments are
implementing various taxation methods specifically to respond
to the need for infrastructure investment as federal support is
reduced. Alternative means of funding are also developing such
as PPP, with an increasing number of states — 31 so far — putting
PPP legislation in place.

In this difficult environment we continued to win work as a result
of our strong customer relationships, track record and strength

in feasibility work at the early stages of potential projects.

By maintaining stable revenues we believe we have gained
market share.

The US power market presented opportunities in the year. Our
volume of work doubled, albeit from a small base, and we are
encouraged about the future. The US team has also leveraged
its skill set in EPC (Engineering, Procurement and Construction)
delivery into New Zealand.

We operate in Canada through our recently acquired business,
Halsall. Halsall is giving us a good platform on which to develop
a transportation and power business; we have recently been
selected for two transportation projects in the country.

Extracting
opportunity
from mining

Balfour Beatty Annual report and accounts 2011

Europe, Middle East and Northern Africa (“EUMENA")

The UK business faced a shortage of public sector consultancy
work following the Government’'s Comprehensive Spending
Review announced in October 2010. The market was also weak
in Dubai.

However, we are actively addressing the opportunities presented
by countries such as Qatar, Kuwait and Saudi Arabia, which are
looking to upgrade their national infrastructure significantly as part
of recently revised national vision programmes.

Asia, Australia-Pacific and Southern Africa (“AAPSA")
Australia is currently a buoyant market, particularly in the minerals
and power sectors. Our healthy order book development there
reflects strong customer relationships and our reputation for
technical expertise.

Financial performance

The order book increased in the year from £1.5bn to £1.6bn with
reductions in the UK and the US more than offset by wins in the
rest of the world, primarily in South Africa and Qatar.

The impact of the acquisition of Halsall, increased revenue in
Australia, particularly in the mining sector, partly offset by revenue
decline in the UK, resulted in overall revenue growth of £32m,
or2%.

The improvement in profit from operations is particularly
noteworthy. The division’s underlying profit from operations of
£87m was ahead of the £85m in 2010. Excluding the effect of the
additional £8m incentive income in 2010, underlying operating
margin improved from 4.8% in 2010 to 5.3% in 2011.

The rapid industrial growth of economies
such as China and India is driving strong
global demand for mineral resources — and
for the kind of mining project expertise that
we are already demonstrating in eastern
and southern Australia.

Worldwide, investment by mining companies was
estimated at about US$150bn in 2010 — of which US$8.4bn
was spent on professional services alone. And the market is
still growing apace.

Building on Parsons Brinckerhoff's four decades’
experience in Australia, we now aim to build a global
mineral resources business — operating across coal, iron
ore, and base and precious metals and integrating the
broader skills available across Balfour Beatty. The business
has expanded its geographical footprint to Western
Australia, building on the success of projects like the
award-winning AUS$420m Jacinth-Ambrosia Mineral
Sands Mine in South Australia (pictured).

We are now making further inroads into Africa, South
America and Asia by extending our existing relationships
with mining companies — going with them to-support
efficient, safe and sustainable operations at their other
locationsaround the world.
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Our business

Operating review continued

Operational performance

Professional recognition

Parsons Brinckerhoff’s world-class technical expertise and global
reputation are significant assets for the Group — both operationally
and as a key factor in differentiating us from competitors. That is
why we use Parsons Brinckerhoff’s Go-To List rankings as a KPI
for the strength of our core skills.

It was therefore encouraging to receive another crop of prestigious
awards in 2011. For geotechnology and tunnelling these included

a Platinum Award in Engineering Excellence from the New York
Chapter of the American Consulting Engineers Council, ENR New
York's Regional Infrastructure Project of the Year award and New
Civil Engineer’s International Award for Tunnel Programme
Manager of the Year. Jim Monsees received the Golden Beaver
Award, the highest honorary recognition given to a tunnelling
professional, and a Lifetime Achievement medal from Tunnels

and Tunneling magazine.

Parsons Brinckerhoff was also named Professional Services Firm of
the Year by the Hispanic American Contractors Industry Association.

Americas

In the US, transportation accounts for some 80% of our
professional services revenue and the funding of transportation
projects is crucial to the availability of work. However, the contracts
we won throughout the year demonstrate that despite the failure
to agree a new six-year federal funding budget for transportation,
individual states have found innovative ways to finance projects
and bring them to market.

We won three major contracts on the Los Angeles rapid transit
system: Phase 2 of the Expo light rail extension of the Green Line
light rail to Los Angeles International Airport; and the regional
connector linking the Metro Gold and Blue Lines with the new
Expo light rail. As the lead member of the Eastside LRT Partners
joint venture, Parsons Brinckerhoff has been providing planning,
design and construction engineering services to the Los Angeles
Metro for the Eastside extension for 20 years. These projects have
included six street-level stations, two underground stations and a
2.7km tunnel through Boyle Heights.

We led a team which was selected to provide project
management, construction management and management
consulting services to Valley METRO Rail in Phoenix, Arizona
for its five-year capital programme.

In the power se