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Financial highlights

Strong market-leading positions and record order books of
£10.2bn providing confidence for the future.
Underlying profit before tax1, 2 (£m)
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Continuing operations. Group and share of joint ventures.
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Continuing operations. Stated before non-underlying items.
See note 4 to the consolidated financial statements.
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Restated to reclassify the profit on disposal of Mouchel Consulting
within discontinued operations.
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Financial Statements

Dividend per share (p)
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Governance

Group revenue1, 2 (£bn)

Strategic Report

At a glance

WE ARE

KIER GROUP

We offer our clients access to specialist expertise supported by a
breadth of capabilities.

Our vision

Our values

Our vision is to be a world-class, customerfocused company that invests in, builds,
maintains and renews the places where
we live, work and play.

Collaborative

What we do
We create spaces and places that generate
opportunity and prosperity.

How we deliver
We bring specialist knowledge, sector-leading
experience and fresh thinking to create
workable solutions.

Go online to find out more at www.kier.co.uk
Our corporate website has key information covering our sector
capabilities, markets, corporate responsibility and investor relations.
2
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We work together: we consult to reach the
right solution and achieve more as a team.

Enthusiastic
We make things happen: we are resourceful
problem-solvers, who enjoy what we do and
get the job done.

Forward-thinking
We look ahead: we positively challenge the
way we do things to excel, and we care about
our clients and customers and the service
we provide.

Strategic Report

Our business today
Our four operating divisions are transitioning to a new reporting format focused on three
market positions. This change supports the way the Group works with clients and
underpins complementary capabilities.

RESIDENTIAL

CONSTRUCTION

SERVICES

Revenue £218m

Revenue £374m

Revenue £2.0bn

Revenue £1.8bn

Operating profit £34.0m

Operating profit £25.9m

Operating profit £41.9m

Operating profit £93.0m

Governance

PROPERTY

Our focus tomorrow

INFRASTRUCTURE
SERVICES

BUILDINGS

DEVELOPMENTS
& HOUSING

Top three infrastructure
player in the UK with a number one
position in UK strategic highways

The UK’s leading regional builder with
key positions in education, health and
on numerous frameworks

A top three provider of
affordable housing and related
maintenance services. A top property
trader and developer

Revenue

Revenue

Revenue

c.£2bn

c.£2bn

c.£1bn

Turn to pages 6 to 7
for more information.

Turn to pages 4 to 5
for more information.

Financial Statements

From 1 July 2018, financial reporting will be under three key market positions.

Turn to pages 8 to 9
for more information.

Our key market sectors

Bioscience

Education

Health

Highways

Housing

Power &
Energy

Property

Transport

Utilities

Kier Group plc | Report and Accounts 2018
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Infrastructure Services

The barrel-vaulted glass roof at King’s Cross, London, refurbished by Kier.

WE PROVIDE

ESSENTIAL
INFRASTRUCTURE
SERVICES
We are leveraging our skills to deliver for the
end-user – be they road users, water consumers,
residents or rail passengers.
The heritage of Kier rests in its track record
of construction. However, today the Group’s
capabilities are weighted more to services
with an increasing footprint in infrastructure
services. These services underpin the social
and economic growth of the UK. Key
infrastructure projects include Crossrail, the
Mersey Gateway bridge, Hinkley Point C and
currently the roll-out of one of the UK’s largest
rail infrastructure projects, HS2.
Approximately 38% of the Group’s revenue is
in infrastructure services with a significant
presence across the UK in the highways and
utilities services sectors.
The provision of both capital projects as well
as the maintenance of those assets enables
the Group to offer clients an end-to-end
solution and enhanced value.

Kier is the number one provider of strategic
maintenance and management of highways
services. Key clients include Highways
England, Transport for London and a number
of local authorities across the country.
In the utilities sector, the Group has
specialist capabilities in the power and
energy, water, telecommunications and
rail sectors.
In power and energy, clients include UK
Power Networks and Western Power
Distribution and in the water sector clients
include Anglian Water and Thames Water.
In telecommunications, the Group is now
the largest provider of domestic fibre
installation services for Virgin Media
following the acquisition of McNicholas,
and in rail provides electrical and
mechanical services to Network Rail.

c.£2bn

38%

7%

Revenue

% of Group
revenue

share of a £29bn
UK market

Turn to pages 22 to 23
for more information.
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Buildings

The Elekta building, Crawley, Sussex.

WE ARE

THE UK’S LARGEST
REGIONAL BUILDER
With growth in the UK’s population, more public
facilities including hospitals and schools are needed
as well as places to work, rest and play.
such as museums and hotels, and
developing commercial sites. Over 400
projects are undertaken each year.

Kier is a national builder with a network of
regional offices which ensures that every
project contributes to the local economy,
utilising local skills and drawing on the
local supply chain.
Our portfolio covers local and regional projects
as well as major projects. We have the
flexibility and expertise to build across a range
of projects from a £250k extension to a
strategic asset costing hundreds of millions
of pounds.
Our activities support local economies with
work including town centre regenerations,
refurbishing transport hubs and interchanges,
building schools, civic and leisure facilities

With a focus on new building methods, Kier
has delivered over the last five years more
than £2bn of projects that have included
using off-site construction and modern
methods of construction.
Kier is a leader in the education and health
sectors and has an established position on
public frameworks and growing positions in
the private sector.

c.£2bn

40%

3%

Revenue

% of Group
revenue

share of a c.£67bn
market

Turn to pages 24 to 25
for more information.
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Developments & Housing

A Kier affordable home.

WE ARE

A LEADING
PROVIDER OF
AFFORDABLE
HOUSING
We work collaboratively to regenerate communities
and to accelerate the delivery of houses to areas of
the country with the greatest need.
Kier has a strong track record in regenerating
areas through its property development and
housing activities. These capabilities, along
with strong local knowledge and supply chain
relationships, also allow us to provide
maintenance services to local authorities and
private landlords with large housing portfolios.
With demand outstripping supply, Kier works
closely with Homes England and other housing
providers to accelerate the development of
new affordable homes which help address the
national shortage in the UK market where over
300,000 homes are needed every year.

The increased use of technology within
the home has seen a change in the
building of new homes. The inclusion of
smart design and technology within the
home is driving innovation. Kier Living has
invested £3m in upgrading its customer
relations software platform to help improve
communications with its customers pre
and post sales completion.
In the housing maintenance market, Kier
is pioneering an entirely new predictive
approach to property asset management
to pre-empt maintenance issues and so
prevent the need for costly and disruptive
reactive repairs.

c.£1bn

22%

£3.5bn

Revenue

% of Group
revenue

Developments &
Housing pipeline

Turn to pages 26 to 27
for more information.
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Our investment case

A COMPELLING PROPOSITION FOR

FUTURE GROWTH
The Kier business model generates a sustainable
dividend supported by a strengthening asset-backed
balance sheet.

A unique investment proposition
Our market-leading positions and long-term
customer relationships, combined with our
breadth of capabilities across a wide range
of contracting projects and development
schemes, offer investors earnings growth
underpinned by the UK Government
imperative for improved and greater
economic and social infrastructure.

Long-term
order book

10
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Double-digit
profit growth
to 2020

A balanced
capital
model

Target
15% ROCE

Efficient capital
allocation model

A progressive
dividend

Strategic Report

BUILDINGS

DEVELOPMENTS
& HOUSING

Long-term contracts
provide good future
order book visibility

Our regional network
supports local and
regional client
relationships

Our joint venture
strategy with clients
unlocks new
opportunities

> 80%

< £10m

> 2,000

Focused on highways
and utilities

Average project size

Residential units
delivered per annum

75%

> 70%

c.£240k

Maintenance services

On frameworks and use of
two-stage bidding

Average house price point

Lower risk

12 month

> 50 live

Cost plus/target cost
infrastructure projects

Average contract duration

Property development
schemes in progress

Improving

< 400

10-year

Order book with
long-term visibility

Contracts in progress

Property development and
housing pipeline secured
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Financial Statements

INFRASTRUCTURE
SERVICES

Governance

Our three market-leading positions underpin our complementary capabilities
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Chairman’s statement

A SOLID PERFORMANCE
DEMONSTRATING

RESILIENCE
Having completed my first year as Chairman of Kier, I am pleased
to announce that we have delivered a good set of results which are
in line with expectations.
Summary of results
We have delivered a good performance with
both revenue and profit growth in line with
our expectations. We remain focused on
delivering for our clients, reducing our net
debt position and ensuring tight control
over the risk profile of our contracts and
our balance sheet. All these areas remain
key priorities for the Group.
More widely, our local authority clients
continue to face their own challenges
including spending constraints and
demographic pressures which have led to
changes in their business models and
reviews of what services they require from
their suppliers. These sector challenges
have all taken place against the broader
backdrop of ongoing Brexit concerns.
It is testimony to the Group’s resilience
that it has continued to deliver improved
results and maintained a clear focus on
delivering excellent services to its clients,
whilst also keeping an eye on the future
with the launch of the Future Proofing
Kier programme.
This programme, which we launched in
June, is focused on simplifying the Group,
making it more efficient and streamlined.

The Board believes this programme will
further strengthen the business, and
enhance our resilience in both the short
and long term.
During my first year with the Group, I have
seen at first hand the specialist capabilities
that the Group provides and its attention to
client delivery, resulting in more than £3bn
of repeat business flowing into the Group
each year. Our business makes a very
significant contribution to the local
communities where we operate – through
building and maintaining key assets, by
providing employment and training,
delivering community initiatives and utilising
local skills and SMEs, where over 60% of
Kier spend is invested. Our activities
provide opportunity and prosperity to local
communities and we are proud and
committed to that contribution.

Results
Group revenue1,2 for the year ended
30 June 2018 increased by 5% to £4.5bn
(2017: £4.3bn) and underlying operating
profit1 increased by 10% to £160m
(2017: £146m), both solid performances.
The underlying basic earnings per share was
116.7 pence1 (2017: 106.8 pence), up 9%.

The Group’s net debt3 at 30 June 2018 was
£186m (2017: £110m) following strong
underlying operating cash conversion. This
performance has maintained a year-end net
debt to EBITDA ratio of 1x, in line with our
Vision 2020 target.

Dividend
The Board is recommending a full-year
dividend for the year of 69.0 pence per
share (2017: 67.5 pence per share), up 2%
as cover continues to be built to 2x by
FY20. Subject to shareholder approval, the
final dividend will be paid on 3 December
2018 to shareholders on the register at
close of business on 28 September 2018.
As an alternative to the cash dividend,
shareholders will again be offered the
option to participate in a Dividend
Reinvestment Plan (DRIP).

Our people
The success of Kier is testimony to the
skills and dedication of our people and the
relationships that they have with our clients
and supply chain, delivering day in, day out.
The safety of our people remains a priority
and we are focused on their good health
and wellbeing. On behalf of the Board,
I would like to thank our employees for
their ongoing contribution and commitment.

1

Continuing operations. Stated before non-underlying items. See note 4 to the consolidated financial statements.

2

Continuing operations. Group and share of joint ventures.

3

Net debt is stated after the impact of hedging instruments.
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The Board spent a significant amount of
time carefully reviewing the risk appetite
and risk management of the Group. Given
the market developments, there has been
a particular focus on contract risk profile
and key contract controls.

I would like to take this opportunity to thank
Nigel and Nigel for their contribution over
the years to the Group and on behalf of the
Board, I wish them well for the future.

We have launched the Future Proofing Kier
programme which will streamline the
business thereby enabling us to deliver a
more efficient service to clients, respond
to changes in our markets and capitalise
on growth opportunities, whilst, importantly,
also accelerating the reduction of the
Group’s net debt position.
Our strong market-leading positions, our
record c.£10.2bn Construction and
Services order books, and our £3.5bn
property development and residential
pipelines, will see the Group deliver on its
Vision 2020 targets. In addition, the Future
Proofing Kier programme positions the
Group well for an improvement in operating
margins and higher cash generation,
culminating in a net cash position for FY21.

Financial Statements

Having completed nine years on the Board,
Nick Winser has decided not to offer
himself for re-election at the November
AGM. Nick has played an important role
on the Board, in particular as the Chair of
the SHE Committee. I would like to
express my thanks to Nick for his support
following my appointment as Chairman
and, on behalf of the Board, wish him well
for the future. Kirsty Bashforth will take
over the role of Chair of the SHE Committee
with effect from the conclusion of the AGM.
I look forward to working with Kirsty in
her new role.

Outlook

Philip Cox CBE
Chairman
19 September 2018

Governance highlights
Nomination Committee

Risk Management and
Audit Committee

›› Recommended the appointment of Claudio Veritiero as
Chief Operating Officer;
›› Challenged management to increase diversity within the
organisation and agree KPIs to monitor progress; and
›› Monitored progress of the Executive Director/senior
management succession plan.

›› Oversaw the appointment of Grant Thornton as the
co-sourced internal auditor, succeeding KPMG;
›› Oversaw the continued development of the Group’s
systems of risk management and internal control; and
›› Worked with PwC to continue to ensure a rigorous and
robust approach to the annual audit.

Turn to the Nomination Committee
report on pages 69 and 70.

Turn to the Risk Management and Audit
Committee report on pages 73 to 80 (inclusive).

Safety, Health and
Environment Committee

Remuneration Committee

›› Reviewed the Group’s performance against safety,
health and environmental KPIs;
›› Approved the launch of the Group’s health and wellbeing
strategy; and
›› Monitored progress against the Group’s ’30 by 30’
environmental strategy.

›› Set the Executive Directors’ 2018/19 base salaries;
›› Assessed performance against the 2018 bonus targets
and set the 2019 bonus targets; and
›› Discussed the latest trends in executive remuneration.

Turn to the Safety, Health and Environment
Committee report on pages 81 and 82.

Turn to the Directors’ Remuneration Report
on pages 86 to 107 (inclusive).
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I am pleased to report that our strong record
of repeat business, often within long-term
framework agreements and two-stage
bidding processes, and a growing order
book helps to mitigate any material risk.
With the launch of the Future Proofing Kier
programme, it was identified that the
appointment of a Chief Operating Officer was
key to delivering the programme’s objectives
and, on 1 August 2018, Claudio Veritiero
was appointed to the role of Chief Operating
Officer. Claudio was previously the Strategy
and Corporate Development Director, joining
Kier in 2011 as the Managing Director of the
Services division. Prior to joining Kier, he was
the Chief Operating Officer of Speedy Hire
plc, having spent his early career with the
investment banking business of Rothschild.
I would like to congratulate Claudio on his
new role.

In light of this appointment, Nigel Brook
(Executive Director – Construction and
Infrastructure Services) and Nigel
Turner (Executive Director – Developments
and Property Services) stood down from
the Board and left the business on
1 August 2018.

Strategic Report

Corporate governance and the Board
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Chief Executive’s strategic review

A STABLE PLATFORM FOR

FUTURE
PROGRESS
This year’s performance has been underpinned by our leading
market positions. We have delivered increased profits and our
order books are at record levels. With changing market conditions,
it is important we remain fit and healthy for future growth. We have
therefore launched the Future Proofing Kier programme which is
focused on improving our ways of working.
We have market-leading positions supported by
specialist capabilities, enabling us to deliver for
our clients.
How would you summarise the
Group’s performance in 2018?
Overall it was a good year for Kier and I am
pleased with our underlying performance.
This performance is particularly noteworthy
given the challenges that the contracting
sector has had to address during the year.
We have made progress on our key financial
and non-financial targets and are on track to
deliver on our Vision 2020 goals. We
increased profit by 10%, delivering full-year
underlying operating profit of £160m in line
with our expectations and market
consensus. We also maintained our marketleading positions in the infrastructure
services and buildings markets, and our
top-three position in the affordable housing
and maintenance market.
With greater investor attention on debt
following the demise of Carillion, our net
debt position remains under focus. Net debt
increased in the year, as expected, following
the acquisition of McNicholas in July 2017.

It is anticipated that our decision to
stabilise investment in the Property
and Residential businesses and the
Future Proofing Kier programme will
significantly reduce net debt over the
next two to three years.
Following the acquisition of McNicholas in
July 2017, we have successfully completed
the integration of that business, making us
one of the largest providers of services in
utilities with specialisms in the energy and
power, telecoms and water sectors.
We have also performed well against our
Vision 2020 non-financial targets covering
safety, customer experience, employee
engagement and retention, and
sustainability. These targets are intrinsically
linked to our strategic priorities and
business model, creating value for our
customers and other stakeholders.

1

Continuing operations. Group and share of joint ventures.

2

Continuing operations. Stated before non-underlying items. See note 4 to the consolidated financial statements.
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Record order book

£10.2bn
(2017: £8.9bn)

Revenue1,2

£4.5bn
(2017: £4.3bn)

Can you explain the rationale
for the move to the three
market positions?
The transition to the three market positions
of Infrastructure Services, Buildings, and
Developments & Housing, reflects the
increasing demand in these markets
from customers as well as our
specialist capabilities.
In adopting this approach, we also aim to
address the main challenges facing the
UK today. All three of these markets have
robust long-term fundamentals which are
driven by changing demographics and
the increasing use of technology. As part
of Future Proofing Kier programme, a
re-aligned business model focuses the
efforts of our teams and makes it easier
for us to deliver for our clients.
Whatever sector they operate in, our
clients’ primary objectives are: to service
their end-users – be they water consumers,
road users, housing tenants or rail
passengers – as best they can. Through
our three market positions, we aim to
leverage our skills, knowledge and
innovation to provide solutions which make
this happen as efficiently and effectively as
possible. We also want to build closer
relationships with clients, so we can better
understand the challenges they face and
find solutions with them.

Following the launch in June of Future
Proofing Kier, our efficiency and
streamlining programme, we are currently
focused on improving our productivity,
removing duplication of processes and
non-value activities, and disposing of
non-core operations. It is anticipated that
the actions taken during FY19 will deliver
annual profit and cash flow improvements
of 10% of profit from operations, c.£20m
from July 2019, with targeted proceeds of
£30m-£50m from the disposal of non-core
businesses. This programme will help the
Group achieve its target of year-end net
cash and average net debt of £250m for
FY21. The programme activity undertaken
in the current financial year will be cash
and earnings neutral and I expect the
programme to deliver material
improvements in operating margins and
cash generation in the financial year ending
30 June 2020 and beyond.
Our alignment to three market positions
and our significant investment in new
systems provides the opportunity to
optimise how we operate. We want to be
resilient to accommodate changes in the
marketplace; our markets continue to
evolve, which requires us to be flexible and
front-footed to ensure we meet the
changing needs of our clients and the
markets in which they operate.
Streamlining and transforming the Group in
this way will make us more agile and give
greater responsibility and accountability to
our operations. In procurement, for
example, we have created a powerful
back-of-house shared services function.
The Future Proofing Kier programme will
ensure this and other similar back-of-office
functions link seamlessly to the operations.

What is your balance sheet strategy?
Our debt position remains a key area of
focus for us and our investors. Historically
we have used our asset-backed debt
strategy to fund our Property and
Residential activities. We have now taken
action to accelerate the reduction of our
net debt position and stabilise the Group’s
investment in our Property and Residential
divisions through the use of joint ventures
with our clients. Our current average net
debt position of £375m is backed by
assets at a cost of £500m, which provides
significant cover for our net debt position.
The average net debt figure for this year
increased on the previous year as a result
of the acquisition of McNicholas and the
reduced Construction revenues over the
winter due to bad weather, which have
since returned to levels in line with our
expectations. I believe our efforts to reduce
net debt will yield results, and these will
now be further strengthened by the results
of the Future Proofing Kier programme.

Pension surplus
Looking more broadly at the balance sheet,
our pension schemes are now in surplus.
Our current pension scheme is fully funded
and we therefore expect our tri-annual
valuation discussions in March 2019 to be
positive. At the same time, our working
capital performance is strong, with
operating cash conversion for 2018 at
more than 100%, which shows we continue
to maintain very good financial discipline.
Having reached the end of our major
systems investment, we also expect our
capital expenditure to return to normalised
levels of around £30m per annum, having
been around £90m per annum for the last
few years.

Overall, the programme will improve the
resilience of the Group in a changing market
and help us to better leverage the system
investments we have made while strongly
positioning the Group for 2020 and beyond.
Kier Group plc | Report and Accounts 2018
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I am pleased with our overall performance
for the year.

How will the new Future Proofing
Kier programme help to drive
efficiency across the Group?

Governance

Turning to safety, which is at the heart
of our licence to operate and remains a
priority for clients when procuring work,
I am delighted to say that our safety
performance in 2018 was encouraging.
We achieved an accident incidence rate
(AIR) of 96, which is UK-leading for the
Group as a whole and reflected a 26%
improvement on the previous year.

Strategic Report

“OUR CLIENTS’ PRIMARY
OBJECTIVES ARE TO SERVICE
THEIR END-USERS AND WE NEED
TO SUPPORT THAT GOAL”

Strategic Report

Chief Executive’s strategic review continued

“WE WANT TO USE OUR POSITIONING TO
BUILD CLOSER RELATIONSHIPS WITH
CLIENTS, SO WE CAN BETTER UNDERSTAND
THE CHALLENGES THEY FACE”
How did market developments
impact Kier in 2018?
There has been a significant level of
turbulence in our markets over the past
12 months. Unsurprisingly, this has led
to increased scrutiny of the performance
and financials of companies in our
sectors and the ways in which we operate
– for example, how we work with the supply
chain and SMEs with particular reference
to payment terms.
We are confident that Kier has always had
and will continue to have strong financial
and operational disciplines particularly in its
commercial and risk processes.
For example, in Construction our focus is
on high-volume, modest-value contracts,
primarily pursuing new work under
frameworks or lower risk contract models.
We operate over 400 projects at any one
time, with an average value of about
£7-8m. This helps us spread our
operational risk and means we are more
agile to respond to market developments.
We are a key supplier to government in the
markets in which it is investing in e.g.
affordable housing, social and economic
infrastructure. Many of our businesses
operate through government frameworks
and five-year funding periods, which gives
us access to more visible pipelines of work.
More specifically, as a result of market
developments in the year including the
liquidation of Carillion, Kier acquired a
greater share of the HS2 project and the
Highways England’s Smart Motorways
portfolio. We transferred over 150 people
into the company to help deliver these
increased project requirements and worked
closely and collaboratively with our clients
during these challenging periods.

16

Collaboration
We are known for our strong relationships
with clients, working collaboratively with
them, anticipating issues they face,
providing problem-solving solutions
and innovation.
A good example of working collaboratively
is our work with Highways England, who
have long-term, stable budgets and visible
future investment plans. As a key supplier
to Highways England, we work with them as
they develop solutions such as their Routes
to Market strategy and are helping them
with the transition to this model. Closer
working with our clients provides the best
outcomes and is critical to securing new
work, such as the recently announced
extensions to Highways England Areas 3,
6, 8 and 9 contracts.

Sector opportunities
More generally in transport, a market
sector where Kier has established
credentials, there are considerable
opportunities arising in local authority
roads, and in the rail sector with the launch
of its next investment period, CP6. Our
credentials in rail have been significantly
enhanced following the acquisition of
McNicholas and we expect to play an active
role in the next review period, CP6.
In infrastructure we anticipate the increase
in demand for UK power generation will
present opportunities in the nuclear,
renewables and gas sectors over the next
five-to-ten years. We will continue to
monitor these markets closely and we are
also in discussion with many of our water
company clients as the water cycle, AMP7,
starts its procurement phase.
In Buildings, we remain the UK market
leader with a focus on key sectors such as
education and health. In education,
expenditure is driven by a growing
population and the need to continually
invest in the existing estate.
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In health, the Government has recently
announced an increase in NHS funding of
3.4% pa. Whilst it is expected that much of
this investment will go into front-line
services, we expect this will create an
additional pipeline of opportunities in
related sectors such as bioscience where
we have also successfully established a
strong presence over the last few years.
In addition, the UK’s investment in aviation,
with the approval for expansion at
Heathrow airport, will provide a major,
multi-year boost to a sector which is seeing
growth across in the UK. Meanwhile, public
policy is increasingly supporting modern
methods of construction (MMC) and we
have already delivered over £2bn of
projects that include MMC over the past
five years.
In our Residential division, we are set to
benefit from the UK Government’s Help to
Buy scheme that has been extended to
2021, supporting the increase in the
building of affordable housing. With a
national shortfall of a least one million
homes, this is a market with significant
growth potential and one we are actively
targeting. Our innovative approach to using
joint ventures, such as the Homes England
joint venture launched in May, is enabling
us to accelerate the development of our
residential land bank through a capital
efficient model. The creation of the Homes
England joint venture has created an
opportunity for Kier to increase the scale of
its affordable house building activities by
c.500 units per annum from 2020.

Since 2014 we have made good progress on our Vision 2020 targets.
Key metrics

2020 target

June 2018

On target

Property – ROCE

> 15%

Ahead

Residential – ROCE

to 15%

Construction – EBITA

to 2.5%

On track

Services – EBITA

to 5.0%

On track

Net debt: EBITDA

1:1

Achieved

Dividend cover

2x

How is Brexit affecting your
markets and business?
We have seen no material impact of
Brexit to date. However, the Kier internal
Brexit Taskforce team monitors our
supply chain-labour mobility and materials
availability. With continued uncertainty,
we are scenario-planning and working
with our clients and others in the industry
to ensure we are able to respond to
future developments.
We are particularly focused on monitoring
the issue of labour mobility. The strength
of many of our supply chain partners is
directly linked to the flow of people and
skills into the UK, particularly in London
and the South East, where a larger
proportion of our supply chain workforce
is made up of non-domestic individuals.

On track and improving

On track and improving

Our regional presence will therefore
significantly mitigate any Brexit labour
mobility risk that arises, as will our sector
diversification. Our property development
business has experienced limited change in
occupier demand and investment, but it
continues to closely monitor the market
and the phasing of property transactions.

How did Kier perform from a nonfinancial perspective this year?
Safety
Our safety performance in 2018 was
encouraging, although improvements can
always continue to be made. Our safety
focus is a key element of how we operate
as a business. We achieved an accident
incidence rate (AIR) of 96, reflecting a 26%
improvement on the previous year. As a
recognised measure of safety performance,
our AIR not only reflects how we do
business but is a key differentiator in
the market. Indeed, safety is becoming
increasingly important for our clients at
the selection stage.

During the year, we maintained our focus
on promoting a good safety culture. As the
majority of our safety incidents are slips,
trips and minor falls, our priority is to
improve behaviour rather than overhaul
working policies and practices.
To this end, in 2018 we engaged and
partnered with external safety consultants
to address the issue of minor incidents,
particularly in our Highways and Buildings
businesses. Looking ahead, we will
continue to progress with our current
efforts, focus more on every day
behaviours, and drive improvements in
areas such as health and wellbeing.

Health and wellbeing
The health and wellbeing of our teams,
both Kier employees and the supply chain,
is key as it directly impacts on operational
safety. We have approximately 100 health
champions across the Group who are
trained to monitor and assess employees’
mental and physical wellbeing. They are
supported by a team of qualified on-site
healthcare professionals. We provide
fitness-for-work health screening for Kier
employees as well as ongoing care
through the occupational health team.
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> 10%

Governance

Annual average operating
profit growth

Strategic Report

Strong progress against Vision 2020

Strategic Report

Chief Executive’s strategic review continued

Diversity
Diversity and inclusion is a key priority and
one where we are taking meaningful action
as a business. Our business and industry
already employs people with very diverse
socio-economic backgrounds, but we
acknowledge we have considerable scope for
improvement in the areas relating to ethnic
and gender diversity. We have established
several internal forums, such as our
Balanced Business Network and the LGBT+
and Allies Network. In addition, we have
created a Gender Strategy Steering Group
which is responsible for driving leadership
action on gender. We have a particular focus
on gender pay, where our median pay gap
reported this year was 20.2%, higher than
the national average. We have fewer women
in senior roles which means we have
proportionately more men earning higher
salaries. We are focused on tackling this gap
to increase the number of women coming
into Kier and progressing to senior roles.
In addition to Group initiatives, our
operational businesses support a number
of key topics which are of particular
importance to their clients. For example,
in our Highways business, we have made
good progress around disability, and in
2018 we achieved the Disability Confident
accreditation for our work, supporting
Highways England’s focus on this topic.

Shaping Your
World campaign

350+
Kier ambassadors

15,000+
Students engaged

Safety: Group
Accident Incidence
Rate (AIR)

96

Improved by 26%
(2017: 130)

18

We also continued our strong focus on our
graduate and apprenticeship programme,
where we have maintained more than 5%
of our workforce on approved training
schemes. As a member of the UK’s 5%
Club, we have approximately 1,200
graduates and apprentices currently
engaged in training across the business.
As a responsible business, it is vital we are
in a position to develop the necessary UK
skills and expertise to support industry
growth in the future. We are actively
seeking to encourage the Government and
the public sector to make this level of
commitment a pre-requisite for tenders.
We are continuing to promote our Shaping
Your World campaign, launched in
September 2017, which encourages
11-15 year olds to consider careers in
construction and the built environment.
We are proud to report that we have
exceeded the targets we put in place for
the first year of the campaign with over 350
Shaping Your World ambassadors across
the Company who regularly visit schools to
explain the industry and to talk about the
many and varied career opportunities
available. This campaign reached more
than 15,000 students in its first year.

Environment
In 2018 we launched the first three
environmental initiatives as part of our 30
by 30 strategy, which aims to reduce our
energy usage by 30% by 2030. The strategy
covers a broad range of activities, from the
reduction of construction waste to water
consumption and use of plastics. It should
begin to deliver financial savings over the
next 12 to 18 months, and over time will
enable us to make a greater contribution to
environmental protection and sustainability.

What sets Kier apart from
the competition?
The Kier business model is at the heart of
our competitive differentiation. Through our
three market positions, we aim to leverage
our skills, knowledge and innovation to
provide solutions which make this happen
as efficiently and effectively as possible.
Our business model provides stability and
certainty when individual markets fluctuate.
In Construction, our high-volume, low-value
approach offers a lower risk model which
protects us from profit and cash flow
volatility. It provides us with long-term
visibility, with projects often delivered in
framework arrangements, many with
five-year terms.

Kier Group plc | Report and Accounts 2018

The breadth of our Services business also
provides both job interest and career
opportunities for our employees, and stable
financial performance. We have chosen to
work in markets where we provide critical
services, such as repairing roads or fixing
leaks in water networks – essential
everyday maintenance that has to be
undertaken, and where future investment
is more certain.
We are increasingly using joint ventures
across our Property and Residential
operations to make more efficient use of
our capital. This is evidenced through the
Cross Keys and Homes England joint
ventures announced over the last year, and
the use of joint ventures on many of our
property development schemes, such as
those with Network Rail and Watford
Borough Council.
We provide specialist services to a broad
range of sectors, and we have a track
record of problem-solving and providing
fresh thinking to our clients. For example,
we regularly use off-site construction
and modern methods of construction
on projects. As part of this process,
we offer our clients a unique breadth of
complementary capabilities to help meet
their project requirements.

Supply chain
Our focus is truly local, using local
resources and talent to benefit the local
community. It’s what I call a national
footprint with a local flavour. Our regional
network of over 80 offices enables us to
deliver projects and services anywhere in
the UK. Another key differentiator is the fact
that, as a result of our average project size
and the every day services we provide, we
use very local SME supply chains. Around
the business, we have a strong regional
focus, unique among our peers, having
developed robust supplier relationships built
on local knowledge and trust over many
years. These relationships have helped us
establish powerful market positions outside
of London and the South East.
Collaboration with our supply chain is also
critical, and each year our businesses
spend time with our suppliers, working to
understand how we can better partner and
innovate alongside them. Keen to deepen
these relationships and ensure continuity
of supply, we offer a variety of contract
types and payment mechanisms, including
early payments schemes for the supply
chain. These are popular, often helping
them with their working capital challenges,
a typical feature of the sector.

Strategic Report

“THROUGH OUR THREE MARKET
POSITIONS, WE AIM TO LEVERAGE
OUR SKILLS, KNOWLEDGE AND
INNOVATION TO PROVIDE
SOLUTIONS WHICH
ARE EFFICIENT
AND EFFECTIVE”

Governance

Watch Haydn Mursell’s interview
online – www.kier.co.uk

In our Highways business, we have brought
new technology into the sector. For
example, the Kier Highways team has
transferred the concept of Roadrake, which
is used to clean beaches in Australia, to
the UK to clear litter on the Highways
England network. This technology is now
being rolled out on to other parts of the
Highways England network. Working in
collaboration with our supply chain, we are
responsible for introducing a range of new
technology into the highways market which
Highways England and other members of
their supply chain have adopted. We are
proud of our track record in this field.

Financial Statements

These activities are clear recognition of the
importance of our suppliers to our long-term
business success and sustainability.

We are on track to deliver on our Vision
2020 goals. We have a record order book
of c.£10.2bn, and our Construction and
Services divisions are 90% secured, with
improved visibility of the work they need to
undertake in the 2019 financial year. We
also have a pipeline of work of £3.5bn in
our property and residential businesses.
These developments will provide the Group
with greater resilience as we progress to
2020 and beyond.
I believe our core businesses are
performing well and we have leading
positions in our chosen markets. Kier is
very well placed for the future.

What are your future priorities?
The UK’s demographic trends support our
three market positions while our balance
sheet will continue to strengthen and
benefit further from the implementation of
our Future Proofing Kier programme.

Haydn Mursell
Chief Executive
19 September 2018

We are focused on reducing our net debt,
which will also benefit further from the
Future Proofing Kier programme. We will
continue to pursue growth in our core
operations, streamlining the Group’s
portfolio of businesses as necessary, and
we will increase the operational efficiency
of the business, ensuring we continue to
deliver for our clients and be their trusted
partner. In light of market challenges, we
will continue to closely monitor the risk
profile of the Group.
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Business model

BUILT TO DELIVER

SUSTAINABLE VALUE
Our vision and strategy
The Kier vision is to be a world-class, customer-focused
company that invests in, builds, maintains and renews the
places where we live, work and play.
Our Vision 2020 strategy has been consistent since its
creation in 2014 and is as follows:

›› Never compromise anyone’s safety, health or wellbeing.
›› Increase the visibility of our income streams by increasing

the proportion of revenues from services and framework
contracts. This strengthens our order book and gives the
Group resilience.
›› Provide built environment assets for clients in public and
regulated sectors, and selectively for private sector clients.
›› Aim to deliver exceptional customer experience, so that
clients choose to give us repeat business and buy
additional services.
›› Focus on investing in, building and maintaining assets for
which there are fundamental demand drivers, such as
demographics and technological developments.
›› Aim to be top 3 in our chosen markets; this being an
outcome of providing reliable, good quality, customerfocused service delivery.
›› Improve long-term profitability by investing in the
effectiveness of systems and processes and
developing our people.

Delivering value to stakeholders
Employees
Engaged people

›› 60% engagement
›› 89% retention rate

Supply chain
Kier is a reliable partner to its supply chain

›› Over 60% of spend with small and medium

enterprises (SMEs), exceeding the Government
target of 33%
›› 80% of supply chain are local SMEs

Clients
Delivering for clients and their customers

›› More than 70% of revenue from repeat and
multi-service clients

This strategy is delivered through a focus on our six strategic
priorities (see pages 28 and 29 for more information).

Communities
Kier adds value to the community and society

›› Our network of regional offices supports projects
with benefit for local communities and economies

Investors
Creating sustainable earnings

›› 16% average annual growth in underlying
operating profit since 2014

20
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Capital allocation model

The Kier stakeholder ecosystem

Kier has an efficient capital allocation model in which we
generate cash from our contracting business and invest
that cash for an additional return in the Property and
Residential businesses, predominantly through leveraged
joint ventures. During the year, investment in these
businesses has been stabilised.

Our success depends upon each of these stakeholders
playing a role in the Kier business model and benefiting
from that participation beyond just transactional payments.
This ecosystem includes both those with whom we contract,
such as clients and subcontractors, and others, such as
our clients’ customers, who are directly affected by how
our services are delivered.

Turn to pages 84 to 85 for more information
on how the Board takes stakeholders into
consideration during its decision-making.
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Our markets: Infrastructure Services

PROVIDING

SUSTAINABLE OPPORTUNITIES
Investment in
infrastructure

£600bn
2017-2027

Planned broadband
investment

£9bn
2017-2021

The market for UK infrastructure construction and
maintenance is £29bn. This is forecast to grow
on average at 6% pa from 2018 to 2020.
Infrastructure services is a robust and
sustainable market, in which Kier has a 7%
market share. Demographic changes and
technological developments combine to
provide conditions for the sustained need for
new and maintained infrastructure, regardless
of economic or political cycles. Long-term
investment is further supported by the political
consensus that infrastructure supports
economic growth, nationally and regionally.
This political consensus has, over years,
translated into a series of investment
programmes which provide visibility of
spend over regulatory cycles of at least
five years. Examples of these include the
Roads Investment Strategy (RIS), covering
the strategic road network, the rail sector
Control Periods (CP) and the water sector
Asset Management Periods. There is also
£9bn of planned investment in broadband
infrastructure. Overall the Projects &
Infrastructure Authority forecasts £600bn in
infrastructure spend in the ten years to 2027.

The Group’s long-term infrastructure
contracts, whether maintenance or capital
frameworks, provide sustainable income,
the opportunity to build long-term client
and supply chain relationships and provide
a stable environment in which to invest.

Market dynamics
Roads
The Government’s Roads Investment
Strategy was introduced to provide visibility
on capital and maintenance spend on the
English and Welsh motorway and trunk
roads network. The first investment period
known as RIS1, between 2015 and 2020,
and worth £17bn. Statements from
Highways England suggest that spend in
the RIS2 period, between 2020 and 2025,
could almost double to £30bn.
Technological changes, such as electric
vehicles (EVs) and connected and
autonomous vehicles (CAVs) will
necessitate a change in the road
infrastructure over the next 10-15 years.

Regulatory periods ensure steady stream of work to 2028
Rail

CP5

Strategic highways

CP6

RIS1

Gas distribution

RIS2

RIIO GD1

Power distribution

RIIO ED1

Power/gas transmission

RIIO T2

AMP6
2018
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RIIO ED2

RIIO T1

Water
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RIIO GD2

2019

AMP7
2020

2021

2022

2023

2024

2025

2026

2027

2028

Technological developments
Kier recognises the importance that connected and autonomous
vehicles (CAVs) will play in the future design of highways and their
use by travellers. Vehicles that can communicate with each other,
read the physical environment and, in time, automate driving
functions, provide opportunities for increasing safely the volumes
of vehicles on the road network, whilst also improving road users’
journeys. Kier is collaborating with Highways England on how best
to adapt the strategic road network to anticipate the introduction
of CAVs in the years ahead.

Financial Statements

Preparations are underway for the AMP7
(2020-2025) water regulatory period. It is
expected that spend will be broadly at
a similar level to the £44bn spend in
AMP6 and that the regulator will continue
to put an emphasis on customer service,
leakage detection, and value for money
for the water customer. Kier has a track
record of focusing on customer (end user)
service and we are working with water
companies on innovative approaches
to leakage detection.

Governance

Utilities

Strategic Report

The Group is working with Highways
England on their planning for these
future developments. EVs are powered
by electricity and need charging
infrastructure; connected vehicles will be
able to communicate with other vehicles
and external highways systems, such as
safety systems; and autonomous vehicles,
at their highest level, are driven without
human intervention. These developments
are all the result of innovation in the
automotive sector, and the UK’s use of
EVs and CAVs is forecast to grow strongly
in the coming years.

Rail

Travel by UK rail passengers (km)

0

The rail sector pipeline is made up broadly
of two parts: the maintenance of, and
improvements to, the current network; and
significant additions to the UK’s rail
infrastructure. The former is predominantly
through Network Rail. Based on Government
statements, it is expected that the CP6
(2019-2024) programme will be higher than
CP5 (£38bn). The latter includes some of
the largest rail projects for generations and
includes HS2 and major rail investments in
the north of England. Both provide
significant opportunities for growth for our
Infrastructure Services business.

Transport electricity demand
2017=100
300
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200
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0
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0
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Source: ORR

2008

2017

2017

2023

2030

Source: BEIS Reference Scenario
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Our markets: Buildings

BRINGING SOCIAL

OPPORTUNITY AND PROSPERITY
TO LOCAL COMMUNITIES
Growth in the number
of school age children

8%
2017-2027

Growth in the number
of air passengers

11%
2017-2027

The UK market for the construction,
maintenance and refurbishment of buildings
is valued at £67bn.
The strategy for the Buildings business is
to maintain revenues in our core sectors
while materially increasing the contribution
from new sectors. A good example is
increasing the contribution from contracts
in the bioscience sector, from 2% of
building revenues in FY16 to 14% in FY18.
Overall, Kier has a 3% market share.
Our core markets have strong visibility
through sector-specific frameworks, such
as in health and education, that provide
sustainable revenue streams.
Demand in the Group’s core building
markets is driven by demographics and
technology. This includes increases in
specific population groups for whom we
already build assets. For example, there is
forecast to be a 20% increase in the
numbers of people aged 65 and over
between 2017 and 2027, and an 8%
increase in school children over the same
period. In addition, university student
numbers are forecast to grow 7% to 2020
with further growth expected thereafter.
Digital technology is already driving demand
for logistics centres, supporting online
shopping, and long-term trends in travel
and freight are supporting significant airport
development. The UK’s status as a global
centre in research is adding to demand for
university faculties and in bioscience.
Brexit is currently the main market risk
and has the potential, depending on the
outcome of the negotiations, to affect
the pace of pipeline conversion and to
impact labour supply and the availability
of materials.
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Market dynamics
Health
To meet the increasing demand on the NHS
from changing demographics, as well as
from medical advances, the Government has
announced an increase in NHS funding of
3.4% pa, adding an extra £20bn by 2023.
Whilst it is expected much of this extra
funding will go on staff and other operational
costs, the increase in the overall level of
NHS funding will drive growth in the pipeline
of opportunities for our health business.

Education
The education sector continues to be active.
Demographic trends underpin the long-term
sustainability of the sector. The sector is
forecast to grow positively over the next two
years, with school building and further
investment by universities, as they seek to
attract more overseas students and
research funding, the urgency for which
has been heightened by the anticipated
loss of funds following Brexit.

UK population projections (million)

11.5 12.0
2017

5-19 years old
Source: ONS

12.1 13.0
2022

12.4 14.4
2027

65 years old and over

Modern methods of construction (MMC)

Productivity improvements
Off-site production is a growing feature of the Kier delivery model,
giving greater importance to skills, such as Building Information
Modelling (BIM) and Design for Manufacturing and Assembly
(DfMA). Kier, working with the Learning Skills Partnership, the
Manufacturing Technology Centre (MTC) and National College of
High Speed Rail, has developed a suite of job descriptions covering
these new skillsets.

Financial Statements

The Government recognises a tension
between its ambitions to extend the
country’s social infrastructure and the
practical constraints of skills shortages
and traditional construction methods.
This is resulting in a public policy
coalescing around modern methods of
construction (MMC), which offer the
promise of faster, more reliable production
with increased efficiency. The Construction
Sector Deal, part of the Government’s
Industrial Strategy, is explicit about a
“presumption in favour” of off-site
manufacturing; this being also a theme
picked up in a recent review by the
House of Lords Science and Technology
Committee, which believes there is a 70%
construction industry productivity benefit
available from MMC. Kier has already
delivered £2bn of projects over the past
five years which involve modern methods
of construction, and further investment is
being made by the Group.

Governance

Investment in UK airports is increasing.
Approval for Heathrow’s expansion has
provided a major, multi-year boost to
the sector. However, investment is not
restricted to the London hubs. Investment
is taking place at several of the UK’s
regional airports. Regional airports play a
key role in regional development. As is the
case with Heathrow, it is expected that
this will lead to changes or extensions to
local transport infrastructure, providing
additional opportunities.

Strategic Report

Aviation

UK airport terminal passengers (million)
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Source: Department for Transport
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Our markets: Developments and Housing

RESPONDING TO AN INCREASING

POPULATION AND
SOCIETAL DEMAND
Annual housing need

300,000

Kier works with local authorities and housing
providers to deliver the next generation of
affordable housing in Britain.

in England

The UK housing market is a £71bn
market in which demand is significantly
outweighing supply. There is a need in
England for around 300,000 units per
annum, compared to new build of about
160,000 in 2017/18.

Affordable housing

60%

of UK housing sales

The provision of affordable housing is a
political cross-party priority, with housing
transactions under £250k representing
60% of the UK housing market. Kier is a
major player in this market segment,
which over recent years has been more
stable and better insulated than the
wider housing market.
Across the Residential and Property
businesses, Kier has a £3.5bn pipeline.

Market dynamics

Social housing
Over recent years local authorities have
significantly reduced their new housing
stock. Just 1% of the homes built in
England in 2017 were local authority
homes. By contrast 17% of new homes
in 2017 were provided by housing
associations. The change in the market
provides an opportunity for our affordable
housing business.
The level of rent which registered providers
could charge was cut by the Government
in 2015 forcing housing associations and
local authorities to reconsider how they
delivered new housing. This has resulted in
greater public and private collaboration and
an increase in cross-subsidised mixed
tenure housing across the UK.

Affordable housing
Affordable housing has been supported by
the Government’s Help to Buy scheme
and the consensus view is that this will
continue in some form until at least 2021.
The market has also been supported by low
interest rates and a competitive lending
environment. Affordability and mortgage
availability are expected to remain robust
and protections established by the
Mortgage Market Review of 2012 will
insulate the private sale market from the
negative effect of an interest rate rise.

UK social housing completions
40,000
30,000
20,000
10,000
0
2013/14

2015/16

Housing Associations

2017/18

Local Authorities

Source: Ministry of Housing, Communities & Local
Government (MHCLG)
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Public/private collaboration
One outcome of this greater public/private
collaboration is an increase in the number
of joint ventures such as the Kier Living
and Homes England joint venture, which
provides the public sector with a capital
efficient model able to accelerate the
delivery of much needed homes.

Property development

Governance

Affordable living
0

The Kier joint venture with Homes England and Cross Keys Homes
will deliver over 5,000 new homes over the next ten years, in areas
of England with the greatest need. Four sites have already been
identified and 18 sites planned by mid-2020, with 30% of all
homes to be affordable. The joint venture invests in skills, with at
least three new apprenticeships supported at each site and a
minimum of 50% of labour employed from the local area.

Financial Statements

Economic factors, such as occupier and
investment sentiment, are the biggest
influences on the property development
market. The uncertainty around Brexit has
softened the market in certain sectors,
such as office space, and the business is
therefore planning prudently. However, to
date, tenant demand has remained strong
overall, and certain sectors have underlying
drivers that create opportunity. For
example, the logistics market is growing
on the back of the shift in retail to online
shopping, and the student accommodation
market is responding to a more discerning
student population.

Workforce
The house building and property
development industry faces an ageing
workforce, creating a long-term issue on
labour supply that may be exacerbated
by Brexit. It is incumbent upon large
companies to find new ways of delivering
production with fewer people on site and
yet meet the country’s need for housing.
Kier is therefore exploring and piloting a
range of off-site, including component
production, methods.

Help to Buy completions in England (‘000s)
46

17
16

38

15

32

14
13

28
14

XX

Source: Ministry of Housing, Communities & Local
Government (MHCLG)
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Strategy dashboard

A YEAR OF SOLID PROGRESS


Safe and
sustainable

Growth

Our strategic priorities

Progress in 2018



Operate a safe and
sustainable business

›› Using data analytics to provide insights to drive cultural change and



Continual improvement in safety and
sustainability is a prerequisite to success
in our markets. We work with employees,
customers and our supply chain to
achieve this.

Accelerate growth to be a top 3
player in our chosen markets
Leading market positions mean we are
better able both to capitalise on
opportunities and to manage risk
from market changes.

Performance

Achieve top quartile performance
and efficiency
Strong profit performance and cash
generation together with efficient capital
recycling provides stability and enables
investment in the future.

Customers

Provide sector-leading
customer experience
Our customer relationships give us the
understanding we need to provide the
best, most reliable service and to tailor
our offer as customers’ needs evolve.

People

Attract and retain highly
motivated, high-performing teams
Attracting, developing and retaining the
best people is critical to our success.

improve safety performance to record levels

›› Roll-out of health and wellbeing strategy to ensure that we protect
everybody’s physical and mental wellbeing

›› Achieved inclusion in the FTSE4Good index, reflecting the Group’s

continued adoption and delivery of responsible business practices

›› Infrastructure Services: acquired McNicholas; won HS2 contracts;
extended Highways England Area 3 and Area 9 contracts



›› Buildings: order book increased from £3.5bn to £3.8bn
›› Developments & Housing: a new joint venture with Homes England
›› Eight regional cross-selling forums across the UK focused on
adding value to client relationships

›› Net debt is asset backed
›› Oracle ERP system implemented across the Group
›› Independent assessment by KPMG on Group-wide compliance with



commercial controls

›› Risk appetite disciplines extended to apply at contract level
›› New subcontractor and trades procurement strategy introduced

›› Single Group-wide CRM platform fully embedded and adopted
›› Over 70% of revenues from repeat or multi-service clients
›› Customer satisfaction 90%
›› Net Promoter Score (NPS) of +49 (2017: +48)



›› Extended our leadership development offer, including programmes



with Cranfield University and frontline manager programmes

›› Expanded training and development (average 3.7 days’ training per
employee) and created career pathways across the Group

›› Extended apprenticeship offer to digital construction, finance and IT
›› Engaged with Government-led initiatives (Government-led
Apprentice Diversity Champions Network, Skills Partnership,
Movement to Work)

›› 1,200 graduates and apprentices
›› Launched Shaping Your World campaign

Innovation

Embracing innovation and
technology across our business
Embracing innovation and technology
enables us to improve customer service,
our offer and efficiency.
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›› R&D spend qualifying for tax credits increased from £40m to £60m
›› Digital strategies being developed by the business
›› Launched accelerator projects include using AI to create near-real
time visibility of project performance, and the use of software
robotics to improve efficiency

›› Became a member of the Manufacturing Technology College
›› Won 15 external awards for innovation



Key Performance Indicators

Key Risks

›› Programme reinforcing a continuing focus on behavioural safety
›› Use technological interventions that will support behavioural change to

›› Underlying EPS
›› Shareholder returns
›› Safety
›› Employee engagement
›› Sustainability

›› Safety, health and

›› Revenue growth
›› Underlying operating profit
›› Underlying EPS
›› Customer experience
›› Employee retention

›› Safety, health and

›› Underlying operating profit
›› Underlying EPS
›› ROCE
›› Underlying economic profit
›› Debt cover
›› Shareholder returns
›› Employee retention
›› Sustainability

›› Breadth of sustainability

›› Revenue growth
›› Safety
›› Customer experience
›› Sustainability

›› Safety, health and

reduce AIR and the all accident incidence rate (AAIR)

›› Drive through 30 by 30 energy strategy to improve cost efficiency and risk

management through the more efficient use of resources and collaborating
with the supply chain

Strategic Report

Priorities for 2019

sustainability

›› Embed health and wellbeing strategy in the businesses to enable a 10%

›› Introduce a new Group Business Development function to drive cross-sector
working and customer service

›› Increase market share in each market sector by focusing on customer

experience in our core markets and developing presence in new markets,
such as aviation

disposing of non-core activities

›› Use free cash flow, supplemented by the benefits of Future Proofing Kier,
to drive reduction in net debt

›› Undertake actions from KPMG commercial controls review
›› Develop and use lead indicators on principal risks

›› Develop a Net Promoter Score approach that adds more granular
client feedback

›› Refine client engagement disciplines to elicit a deeper understanding
of client needs

sustainability

›› Availability of funding
›› Market and sector
performance

›› Regulatory change

requirements

Financial Statements

›› Benefits realisation programme from Oracle implementation
›› Roll-out of the Future Proofing Kier programme streamlining the Group and

Governance

reduction in the cost of sickness absence over the next three years

›› Operating model
inefficiency

›› Ineffective contract
management

›› Insufficient innovation to

maintain market position

›› Pre-contract governance
sustainability

›› Ineffective contract
management

›› Insufficient innovation to

maintain market position

›› Extend the ambassador network and Shaping Your World
›› Initiatives to build a balanced business and inclusive workplace
›› Use our innovative continuous listening platform to build

›› Safety
›› Employee engagement
›› Employee retention
›› Sustainability

›› Availability and retention of

›› Introduce a Group-wide ideas sharing platform, ‘Voice’, to facilitate

›› Underlying operating profit
›› Customer experience
›› Employee engagement

›› Insufficient innovation

employee engagement

collaboration and innovation

›› Use innovation to improve the efficiency of highways street works delivery
›› Develop innovations focused on safety, digital, manufacturing and

the right people

›› Insufficient innovation

asset lifecycles

›› Complete the development of digital strategies across all businesses

Turn to pages 30 to 31
for more information.

Turn to pages 38 to 43
for more information.
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Key performance indicators

Financial1
Key performance indicator

Progress in 2018

Revenue growth

18

Strategic focus

17

Deliver annual revenue growth in
line with Vision 2020

16

2

Comment
4.5
1
4.3
4.1

A 5% increase on last year. Averaged 11%
annual revenue growth since July 2014, when
Vision 2020 was launched. The order book is
now £10.2bn.

£4.5bn
Underlying operating profit (UOP)3

18

Strategic focus

17

Maintain consistent underlying
operating margins

16

160.0
145.6

UOB grew 10% in 2018, and has grown an
average of 16% since 2014, ahead of our
stated target. 

141.1

£160.0m
Underlying EPS3

18

Strategic focus

17

Achieve long-term growth in EPS

116.7
106.8

16

99.5

A 9% increase on last year. Underlying earnings
per share reflects good performances in several
businesses, especially Property and Residential,
and the contribution from the McNicholas
business, acquired during the year.

116.7p
ROCE4

18

Strategic focus

17

Achieve ROCE above the Group’s target of 15%
based on average monthly capital employed

16

14.8
14.1
13.8

ROCE has increased, through the increased use
of joint ventures. Property continues to show
consistently strong returns and Residential has
improved its returns in the year to 15%.

14.8%
Underlying economic profit5

18

Strategic focus

17

Achieve steady growth in economic profit

73.5
63.1

16

Economic profit improved 16% this year,
in excess of our weighted average cost of
capital of 8%.

59.8

£73.5m
Debt cover6

18

Strategic focus

17

0.7

16

0.7

Ensure debt is conservatively managed to
improve cover towards a medium-term target
of 1.0x underlying EBITDA

18

Strategic focus

16

30

Net debt remains a key area for focus with
1.0x EBITDA in line with Vision 2020. Further
discussion on net debt is provided in the
Financial review on pages 50 to 56.

1.0x

Shareholder returns7
(Dividend per share)
Maintain a progressive dividend policy
and deliver annual growth

1.0

17

69.0p
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69.0
67.5
64.5

A 2% increase in dividend per share was reported
which represents a CAGR of 5% since 2014,
when Vision 2020 was launched. The total
dividend declared this year was £67m.

Key performance indicator

Safety – Group accident
incidence rate (AIR)
Strategic focus
Achieve year-on-year improvement in the Group
AIR, and remain below the Health and Safety
Executive benchmark for the UK

Progress in 2018
18

Comment
A 26% year-on-year improvement means that
since 2014 the AIR has improved by 70%. This is
an industry-leading result.

96

17

130

16

The all accident incidence rate (AAIR) has also
improved 20% in last year.

211

96
18

Strategic focus

17

91

16

90

The Kier Net Promoter Score remains strong at
+49 (2017: +48), in line with the set target.

90%
18

Strategic focus

17

Achieve a continuous improvement in employee
engagement survey score

16

A 4% improvement compared to last year
following a decline. Continuous focus on front-line
supervisory skills and follow through of action
plans continues.

60
56
60

This is based on a survey with a 75%
participation rate.

60%

Employee retention

18

89

Strategic focus

17

88

16

87

Employee retention remains a key area of focus,
particularly given the potential risks posed by
Brexit. A plan to reduce the cost of sickness
absence is under way with a target of 10%
reduction by 2020.

89%
Sustainability

18

Strategic focus

17

Maintain a high ranking in Business in the
Community (BITC) Corporate Responsibility Index

16

93
91
87

93%

The BITC score improved 2% to 93%, having been
87% in 2015. Kier believes in the importance of
operating as a responsible business. We are
pleased to be included in the FTSE4Good index.
Business in the Community will be changing the
index next year and a transition to their new
reporting will occur. Further information is
provided in the Kier Corporate Responsibility
(CR) Report.

Strategic priorities:

Operate a safe and
sustainable business

Accelerate growth to
be a top three player
in our chosen markets

Achieve top quartile
performance and
efficiency

Provide sector-leading
customer experience

Attract and retain
highly motivated,
high-performing teams

Embracing innovation
and technology across
our business

The Group has adopted the guidelines on Alternative Performance Measures (APMs) issued by the European Securities and Markets Authorities (ESMA) with the aim of
providing transparency and clarity on the measures adopted internally to assess performance. Kier uses non-GAAP performance measures as the Board believes these
give a better assessment of the underlying performance of the Group and progress against its strategic objectives.
1

Financial information in this table relates to continuing operations. Prior year comparatives have been restated to reflect the reclassification of UK Mining as
continuing operations and Mouchel Consulting and Biogen as discontinued operations.

2

Group and share of joint ventures.

3

Stated before non-underlying items. See note 4 to the consolidated financial statements.

4

We calculate ROCE by taking underlying operating profit and dividing the average monthly capital employed of £1,081m.

5

We calculate underlying economic profit by taking underlying operating profit and subtracting average monthly capital employed of £1,081m, multiplied by the
weighted average cost of capital of 8%.

6

We calculate debt cover as net borrowings (£(185.7)m) (note 20) plus finance leases (£(7.1)m) (note 21) expressed as a ratio of underlying EBITDA. EBITDA is
calculated as underlying operating profit (£160.0m) plus amortisation of computer software (£13.9m) (note 12) plus depreciation (£19.1m) (note 13).

7

Dividend per share is calculated as total dividends paid divided by weighted average number of shares.
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Employee engagement

Retain employees at or above industry average

A high level of customer satisfaction continues to
be delivered, in line with our target.

90

Governance

Customer experience
Deliver a high level of customer satisfaction
which is key to supporting sustainable long-term
growth across our markets and client base

Strategic Report

Non-financial

Strategic Report

Corporate responsibility

CREATING

SOCIAL AND
ECONOMIC VALUE
Good progress has been made on delivering our strategy for a
sustainable business – Responsible Business, Positive Outcomes.
This supports Vision 2020, our strategy for growth, and helps to
create value for Kier stakeholders and wider society.
A sustainability strategy creating
social and economic value
The Kier sustainability strategy, Responsible
Business Positive Outcomes (RBPO), was
launched in 2014. It supports the Group’s
strategy for growth, Vision 2020.
RBPO is linked to the Kier business
model (pages 20 and 21) and ensures
that value is created for our customers
and other stakeholders.
Detailed information on our non-financial
performance is provided in our Corporate
Responsibility (CR) Report which
is available on our website
www.kier.co.uk/corporate-responsibility.

Key highlights of this year included:
Industry-leading AIR
safety score of

Customer
satisfaction score

Improved BITC
score of

96

90%
(2017: 91%)

93%

2018 entrant in the
Index Series

Engaged

Appointed

FTSE4Good

>15,000 >350

(2017: 130)

Successful roll-out of
energy efficiency
strategy

30 by 30

(2017: 91%)

students through Shaping
Your World campaign

Shaping Your World
school ambassadors

Launched

Social impact

New health and wellbeing
strategy for employees
and subcontractors

£157m
positive social impact
recorded
(2017: £52m)
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The table below summarises how we comply with non-financial performance reporting requirements. Further details on elements of our
reporting are available on the Kier website (www.kier.co.uk) and in the Kier CR Report 2018, which adopts the Global Reporting Initiative
Standards and has an independent assurance statement.
Requirement

Governance

Performance

Greenhouse gas emissions

Safety, Health and Environment Committee

Page 35, pages 81 and 82, CR
Report
Page 34, CR Report

Gender pay gap

Human Resources Leadership Team

www.kier.co.uk

Payment practices reporting

Group Finance

www.gov.uk/check-when-businessespay-invoices

Anti-corruption and anti-bribery

Risk Management and Audit Committee

Pages 73 to 80, CR Report

Whistleblowing

Risk Management and Audit Committee

Pages 73 to 80, CR Report

Governance

Human rights, modern slavery and human trafficking Corporate Responsibility Leadership Group

Strategic Report

Requirement for reporting non-financial performance data

Strategy and materiality
RBPO was developed around a materiality assessment undertaken with key stakeholders. This approach, set out in the 2017
Annual Report and CR Report, ensures our strategy is still fit for purpose. The following diagram shows how the various non-financial
performance measures flow through our strategy and where they are covered in the 2018 Annual Report and CR Report.

Materiality assessment
Financial Statements

As explained in our 2017 CR Report, three material issues were identified:

Business
ethics

Customer
experience

Health, safety
and wellbeing

Kier strategy dashboard
The strategy dashboard on pages 28 and 29 selects five non-financial metrics to track progress against Vision 2020:

Safety

Customer
experience

Employee
engagement

Employee
retention

Sustainability

Responsible Business, Positive Outcomes
In our CR Report, performance metrics cover twenty areas:

Governance

People and communities

Marketplace

Environment

Business ethics

Health, safety
and wellbeing

Customer experience

Carbon

Citizenship and community
engagement

Waste

Diversity
Engagement and retention

Sustainable supply chain

Training, education and
apprenticeships

Labour standards and
human rights

Society and community

Supply chain

Risk and opportunity
Stakeholder engagement
Reward scheme
Assurance

Water
Biodiversity
Environmental incidents

Business in the Community
The BITC CR Index has been used by Kier for eleven years as the measure for showing improving performance on responsible business
matters. BITC has been a constant in our stakeholder engagement process, providing the role of a ‘critical friend’ in advising how to
improve our adoption of best practice.
Since 2015 the Kier score has improved steadily from 87% to 93%. BITC will be changing their index model in the next year. Kier, among
other organisations, has volunteered to test the replacement for the CR Index.
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Corporate responsibility continued

Governance, risk and opportunity
The Corporate Responsibility Leadership Group (CRLG) is chaired by
the Chief Operating Officer and consists of representatives from
various Group functions such as procurement, compliance, safety
and human resources and senior managers from the operational
businesses. This group reviews RBPO progress and key policy
interventions that tackle issues or risks arising and sets the
principles for how the Group chooses to undertake its business in
its markets. Other subject matter experts join the group as required.
Risks and opportunities monitoring and consultation with
stakeholders take place on a regular basis. For more information,
please see page 27 of the Kier CR Report. Topics which generated
external stakeholder interest during the year and were discussed
by the CRLG included;

›› the gender pay gap and diversity;
›› modern slavery; and
›› social impact.

Brexit may also exacerbate this issue as highlighted in the Chief
Executive’s strategic review on page 16. To help tackle this risk,
the Shaping Your World campaign and Balanced Business Network
(BBN), an internal Kier forum, are both key contributors to attracting
a more diverse range of people to join our industry.
The Shaping Your World campaign, targeting 11-15 year olds,
launched by Kier in September 2017, aims to attract young people to
our sectors by showing them the breadth of roles available. Through
a network of Kier Ambassadors, more than 15,000 school children
have been made aware of the opportunities available in the sector
and encouraged to undertake work experience. During the year, more
than 350 Kier Ambassadors participated in the scheme, exceeding
our 1% of workforce goal. The diversity of our workforce remains a
priority and stretching targets have been set to improve this.

Diversity1
Male – 78%
Female – 22%

Pages 36 to 43 of this Annual Report explain how risk is
managed, including non-financial risks that are components of
RBPO – our strategy for a sustainable business.
Implementation of standards and processes relies on the engagement
of our employees. All Kier employees sign up to the Kier Code of
Conduct with this being a condition of their employment. This Code
sets out how employees are to act and behave when working for Kier
and The Code is issued to all new starters. Since its launch, over
8,100 Kier colleagues have completed the Code of Conduct training.

People and communities
Delivering value for our customers relies on having a healthy,
safe and well-trained workforce and extending these values to
our supply chain partners and the communities served.



All employees
Senior management
Directors

Female

Male

12,632 (78%)
312 (90%)
9 (82%)

3,653 (22%)
33 (10%)
2 (18%)

Ethnicity of employees

Safety, health and wellbeing

White – 60%

The focus of safety, health and wellbeing activities is that every
employee needs to go home safely at the end of the working day.
Due to the nature of the Group’s activities, safety is a key
non-financial priority. More information can be found in the Chief
Executive’s strategic review (pages 14 to 19), and the SHE
Committee summary (pages 81 and 82), which discusses our
continuing success in reducing the AIR to 96 from 130 last year.
We saw a reduction in UK reportable accidents – down to 42 from
57 in 2017. Reportable accidents are those captured and reported
under the Health and Safety Executive ‘Reporting of Injuries,
Diseases and Dangerous Occurrences Regulations’ known as
RIDDOR. Our RIDDOR data is independently assured.

Not stated – 35%

As the AIR has improved significantly, our focus has extended to
the all accident incidence rate (AAIR). This helps to identify trends
so interventions can be targeted and further improvements can be
delivered. The AAIR reduced to 392 from 492 in 2017. A new
health and wellbeing Strategy has been launched, focused on
employee and supply chain partner physical and mental wellbeing.
It ensures people are fit and healthy to carry out the tasks required
in their day-to-day work. As part of this strategy, a 10% reduction in
the cost of sickness absence is targeted by 2020.

Diversity
It is important that the make-up of our business reflects the profile of
society. It is estimated that 400,000 recruits are needed in the UK
built environment sector (i.e. construction, development and related
services), every year and this is a significant challenge. In addition,
with the rising popularity of new sectors such as digital and new
media attracting today’s students, the competition for the best talent
is stronger than ever. Kier recognises this as a risk (pages 36 to 43).
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Black and minority ethnic – 5%

Our BBN plays a key role in making Kier a place that anyone can
work in, by promoting an inclusive environment where people can
feel confident about bringing their whole selves to work and driving
action to deliver real change. In line with Government reporting
requirements, the Group published its first external pay report.
Our median gender pay gap is 20.2%, in line with our industry.
It is worth noting that our reward strategy ensures people are
paid fairly for the job they do. Our report can be viewed online at
www.kier.co.uk.

Employees
The companies in the Group are equal opportunities employers.
The Group considers applications for employment from disabled
persons (having regard to their particular aptitudes and abilities)
and encourages and assists, whenever practicable, the recruitment,
training, career development and promotion of disabled people
and the retention of, and appropriate training for, those who
become disabled during their employment.
1

Data is based on financial year end data and excludes locally employed
overseas. On 1 August 2018 we announced that Nigel Brook and Nigel Turner
would stand down from the Board with immediate effect.

The Group operates sharesave schemes for eligible employees
and a share incentive plan for all employees, which includes a
share-matching element.

Social impact

Marketplace
There is increased external stakeholder focus on the subcontract
supply chain due to market circumstances and topical issues such
as modern slavery and payment practices. Kier has contributed to
those discussions through its trade bodies and directly with
Government, and works with the supply chain and our customers
to ensure that parties work collaboratively to deliver on projects.
Our payment terms and prompt payment performance remains an
area for focus following the publication of initial data in February
2018, which is updated every six months. Kier uses an early payment
process which ensures our supply chain can choose to be paid at
around 21 days and c.60% of transactions use this process.
The UK Government plans to strengthen the Social Value Act
by requiring commissioners of public sector procurement to
demonstrate how awarding a contract delivers positive social
impact. A new Procurement Policy Note, which provides guidance for
all central government departments, requires companies delivering
contracts to disclose the amount they spend with small and
medium-sized businesses (SMEs), social enterprises and voluntary
organisations. Kier has always had a strong regional presence
through its network of local offices, with well-developed local supply
chains. More than 80% of our subcontractors by number are
classified as SMEs, accounting for 61% of our subcontract spend.
This is significantly higher than the Government guidance on public
sector procurement guide level of 33% and creates a boost for local
economies and secures local employment.

Having achieved our 2020 target early for reducing carbon dioxide
emissions, Kier launched a new strategy, 30 by 30, with the
aim of improving the Group’s energy efficiency by 30% by 2030.
The strategy also aims to reduce construction waste, water
consumption and use of plastics. In 2018 the first three initiatives
were launched and it is expected to see financial savings come
through in the next twelve to eighteen months. By continuing to
reduce our carbon dioxide and other greenhouse gas emissions,
Kier is also having a positive environmental impact through a
reduced contribution to climate change. More information on our
environmental activity is available in our CR Report.

Annual greenhouse gas emissions 2017
Emission type:
Scope 1: operation of facilities
Scope 1: combustion
Total Scope 1 emissions
Scope 2: purchased energy
Scope 2 total emissions
Total Scope 1 and 2 emissions
Greenhouse gas emissions
intensity ratio
Revenue (£m) – calendar year

2016
CO2e tonnes

2017
CO2e tonnes

0
108,831
108,831
14,467
14,467
123,298
31.4 t/£m
revenue
3,928

0
101,781
101,781
10,277
10,277
112,058
28.2 t/£m
revenue
3,915

CO2e = Carbon dioxide equivalent

Our reporting of greenhouse gas emissions is for the calendar
year 2017 to mirror our reporting to the Carbon Disclosure Project.
Our dataset covers 88% (2016: 94%) of the Kier Group operations
by revenue. Our reporting methodology detailing inclusion/
exclusion of joint operations and joint ventures is provided in our
reporting methodology available at www.kier.co.uk/corporateresponsibility/downloads.aspx. Scope 1 fugitive emissions are not
included. Reporting follows the requirements of the Companies Act
2006 (Strategic Report and Directors Report) Regulations 2013,
is in line with ISAE 3410, and uses conversion factors published
by DEFRA.

For more information please see our Corporate
Responsibility Report 2018 at www.kier.co.uk.
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During the year, Kier undertook a detailed study of projects with a
contract value of £600m and examined the positive impact
recorded through charitable giving, donation of time and expertise,
supporting training and apprenticeships and impact from the
appointment of locally based supply chain partners. Kier had
recorded £25m of social impact across these projects. The
in-depth analysis estimated the impact on communities through
project delivery to be worth £300m. A summary of this research
will be found in our CR Report at www.kier.co.uk. Further
information on this study will be published later in the year.

Environment

Governance

Across our market leading positions, our projects deliver significant
social, economic and environmental improvements because of the
way the Group chooses to do business. Social impact refers to
wider financial and non-financial impacts of projects, including the
wellbeing of individuals and communities, social capital and the
environment. The methods to quantifying these impacts are still
being refined but the Kier social impact strategy – Shaping Our
Communities – creates a framework to report and improve on the
positive outcomes delivered by projects. In the year, Kier recorded
£157m of social impact, a significant increase from £52m in 2017.
This was due to an improved recording platform and a significant
effort on training and awareness. Work with an independent adviser,
Social Value Business, indicates the Group is currently significantly
underestimating the benefits that arise, the hidden value. This will
be a focus area for the current financial year.

Kier became one of the first signatories to the Government
Gangmasters and Labour Abuse Authority (GLAA) Construction
Protocol giving a commitment to work with the GLAA and other
signatories to identify and protect vulnerable workers, and to raise
awareness of the issue of modern slavery with our supply chain
partners. A confidential helpline has been provided so anyone
suspecting that they, or someone they know, is the victim of
modern slavery, can raise the issue. Through a series of audits
based on the Kier procurement standards, the supply chain has
been reviewed for the risk of modern slavery, human trafficking or
issues concerning human rights. No issues have been identified.

Strategic Report

The Group provides information to employees through newsletters,
video addresses, the Group’s intranet, social media and formal
and informal meetings with various groups of employees and
management. The Group also conducts engagement surveys to
obtain feedback on matters of importance to employees.

Strategic Report

Risk management framework

ACTIVELY MANAGING OUR

RISK PROFILE
Introduction
The Group’s risk management framework continues to evolve to support the delivery of Vision 2020. A summary of the key elements of
the framework is set out below:

Board
Overall responsibility for risk management across the Group
Conducts an assessment of the principal risks facing the Group and its appetite with respect to those risks

Risk Management and Audit Committee
Responsibility for overseeing the management of the Group’s systems of risk management and internal control

Executive Directors
Oversee the management of risk within the business

Business senior management
Responsible for the management of risk within the business

Risk Oversight Forum
Provides an independent assessment of risk management within the business

Group Risk function
Challenges the prioritisation of risks within the business, supports the business in aggregating risks and
reviews risk registers and heatmaps

36

Risk review
committees

Investment
Committee

Standing
orders

Other Group-wide
committees

Review risks arising during
tenders for new contracts
and projects

Reviews risks relating
to the Group’s
investment decisions

Set out delegated
authorities within
the Group

Review risks associated
with specialist areas
(for example, IT and SHE)
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Risk management process

Kier’s risk management framework continues to evolve to ensure
that it supports the Group’s ongoing growth and the range of
services that it offers. Management recognises that a robust, but
flexible, approach to the management of risk is fundamental to the
continued success of the Group. The changes made to the Group’s
systems of risk management and internal control during the year
are summarised below under ‘Principal areas of focus – Examples
of progress made in 2018’.

The Risk and Internal Audit team works with the business and
the central functions to support the network of ‘risk champions’.
These individuals act as the sponsors for risk management
within their respective parts of the business or central function.
Risk champion forums are held to share best practice and
lessons learned.

Strategic Report

Introduction

Risk appetite

The Board has overall responsibility for the way in which the Group
manages risk. The Board determines its appetite with respect to
the Group’s principal risks (which are summarised on pages 38 to
43 (inclusive)) and, via the RMAC, assesses the effectiveness of
the systems of risk management and internal control which are
designed to mitigate the impact of those risks on the Group’s
operations. Please see ‘Accountability’ on pages 71 and 72 and
the Risk Management and Audit Committee report on pages 73
to 80 (inclusive) for further information.

One of the Board’s principal areas of focus during the year has
been to assess its appetite with respect to particular forms of
contract entered into by the Group. To be able to do so, the Board
reviews information about the risk profile of the Group’s portfolio
of contracts.

Common approach to risk management

Financial Statements

The Group’s flexible approach to risk management allows
management to oversee the risk profile of the business in a
number of different ways. For example, the RMAC reviews risk
registers prepared by the business on a quarterly basis and
ensures that internal audits are planned so as to focus on the
principal risks facing the Group.

Principal areas of focus
In last year’s Annual Report, we highlighted certain elements of the Group’s risk management framework for development during the
2018 financial year. A summary of the progress made is as follows:
Area of focus



Examples of progress made in 2018

Continued assessment of the Group’s principal risks
and uncertainties



›› Ongoing, with a particular focus on management’s appetite for

Sharing of best practice across the Group



contract risk

›› Continued development of the Group’s risk portal; embedding the
risk champions’ network

Continued development of Kier’s risk management culture

Governance

During the year, the Board undertook an assessment of its risk
appetite, mapping risks against a sliding scale of ‘risk averse’,
‘risk balanced’ and ‘risk tolerant’, so as to inform the development
of a range of acceptable risk parameters within which the business
is authorised to operate. Please see ‘Assessment of principal risks
and risk appetite’ on page 71 for further details of how the Board
assessed its risk appetite.

Oversight



›› Good progress made, with high levels of senior management
sponsorship

Increasing the communication of risk management issues
across the Group



Continuing to drive a focus on risk management
within the Group



›› Development of a interactive risk ‘dashboard’ to highlight
key issues

›› Introduction of tool kits and online sites to assist in the
management of risk

Principal areas of focus – 2019
The Group regularly reviews its systems of risk management and internal control. In the 2019 financial year, the Group’s principal areas
of focus, with respect to such systems, will include:

›› Continuing to review its risk culture;
›› Continuing to share best practice with respect to risk management across the Group;
›› Increasing the use of IT in the management of risk; and
›› Continuing to assess the risk profile of the Group’s portfolio of contracts.
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Principal risks and uncertainties

Introduction
During the year, the Board identified the principal risks and uncertainties facing the Group and conducted a robust assessment of its
risk appetite. Understanding the Group’s risk profile, and how the Group manages risk, is central to the Board’s decision-making process.
The following section contains information about the potential impact of the principal risks identified by the Board, a summary of progress
made in 2018 to mitigate them and details of proposed mitigation in 2019.

Our principal risks

Regulation

3

Funding

4

Market and sector performance

5

Operating model

6

Contract management
Pre-contract governance

8

People

9

Innovation

10

Cyber-security

9

4

3

2

8

1

6

5

Improbable

7

Possible

2

Probable

Safety, health and sustainability

Likelihood

1

7
10

Low

Medium

High

Impact
‘Impact’ indicates the potential effect of the risk on a number of aspects of the business, such as its site-based operations, safety and the
Group’s reputation, while ‘likelihood’ indicates the potential probability of a risk materialising. Each of the risks is indicated following mitigation
(which is summarised on pages 39 to 43 (inclusive)).
The definitions of ‘impact’ and ‘likelihood’ are as follows:

Likelihood

Impact

Improbable – the risk is not foreseen as likely to occur or may
occur in exceptional circumstances

Low – the exposure is well understood, with a relatively low cost
of mitigation

Possible – a relatively infrequent occurrence for the Group

Medium – risk may be tolerated provided that the benefits are
considered to outweigh the costs

Probable – a relatively frequent occurrence for the Group

High – risk threatens the viability of the Group or there is a
reasonable likelihood of danger to people or material
reputational damage

Key changes to the principal risks and uncertainties since 2017
The Board reviewed the principal risks and uncertainties listed in the 2017 Annual Report to assess their continued relevance in 2018.
The Board concluded that two of the 2017 principal risks were either no longer considered material or could be included within another
risk and introduced three principal risks to the above table.
The risks which were referred to in the 2017 Annual Report,
but which are not included in the above table are:

The Board included three new risks in 2018:

Risk

Reason for exclusion

Risk

Reason for inclusion

Sustainability
requirements

The risk is now included within the ‘safety, health
and sustainability’ risk

Regulation

The Group faces increasing scrutiny, regulation
and oversight

Loss of key
customer
relationships

The Group has a broad client base and, therefore,
does not consider itself to be dependent or reliant
on a small number of relationships

Pre-contract
governance

To support the Group’s growth, strict pre-contract
governance is important





Cyber-security

The loss of data and cyber-attacks are, increasingly,
risks for a number of businesses
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The Board’s risk appetite is defined as being ‘averse’, ‘balanced’ or ‘tolerant’:

›› Tolerant – the Company has a greater risk appetite where there is a clear opportunity for a greater than normal reward;
›› Balanced – the Company has some appetite for risk and balances its mitigation efforts with its view of the potential rewards of
an opportunity; and

›› Averse – the Company has a very low appetite for risk that is likely to have adverse consequences and aims to eliminate,
or substantially reduce, such risks.

The Board’s assessment of risk
The Board’s assessment of the principal risks and uncertainties facing the Group, their movement during the year (in terms of either
impact or likelihood) and a summary of the key controls and mitigations are each summarised below. The Board considers these to be
the most significant risks facing Kier. Not all risks facing the business are listed and the risks are not listed in any order of priority.
Governance

1. Safety, health and sustainability
Principal risk: failure to maintain a safe and sustainable environment
Description
The Group’s activities are inherently complex
and potentially hazardous and require the
continuous management of safety, health and
sustainability risks.

›› Continuation of the Group’s SHE behavioural
››
››

›› an increase in safety or environmental

››

››
››
››
››
››
››
››

››

incidents on site;
the cost of sickness absence not reducing;
Kier’s energy costs not reducing;
the failure to meet clients’ expectations;
the failure to meet investors’ expectations;
reduced ability to bid for and win new work;
reputational damage; and
financial penalties arising from fines, legal
action and project delays.

change programme;
Management continuing to undertake visible
leadership tours;
Continued focus on the reduction in lost
time accidents and the resulting cost of
sickness absence;
Implementation of Kier’s energy saving
programme; and
Continued implementation of various social
impact strategies.

Summary
Impact:
High

Likelihood:
Possible

Movement:
Small decrease in likelihood; no change in impact

Risk appetite:
Averse

Progress during the year:

›› Continued reduction in the Group’s AIR
and AAIR;

›› Launch of health and wellbeing strategy; and
›› Good progress against the 30 by 30 strategy.
Link to strategy:

2. Regulation
Principal risk: failure to manage increased scrutiny and oversight and/or comply with new regulations
Description
The Group’s operations are subject to increased
scrutiny, regulation and oversight due to external
factors (for example, corporate failures, the
Grenfell Tower fire and Brexit).
The UK construction and services sectors have
recently experienced a significant increase in the
level of public focus under which they operate.
We expect that scrutiny to increase, particularly
for major suppliers to the public sector.
These sectors are also subject to increasing
regulation and reporting requirements, including
new regulations relating to building standards,
payments to suppliers and the gender pay gap.

2019 mitigation plan

›› Regular engagement with government and
››
››
››

Summary

government agencies with respect to the
Group’s performance and other matters
of interest;
Close monitoring and planning of the impact
of new legislation and regulations;
Establishing strategies and policies to ensure
compliance with regulatory requirements; and
Collaborative engagement with our clients
and subcontractors.

Impact:
High

Likelihood:
Possible

Movement:
N/a – new risk

Risk appetite:
Balanced

Progress during the year:
N/a – new risk

Link to strategy:

Failure to manage effectively the increased
scrutiny and oversight and/or comply with new
regulations could result in:

›› the loss of business;
›› the failure to win new business;
›› increased operating costs;
›› the Group defending material claims; and
›› reputational damage.
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Failure to do so could result in any of
the following:

2019 mitigation plan

Strategic Report

Principal risks and uncertainties continued

3. Funding
Principal risk: reduced liquidity affects our ability to invest and grow
Description
Political, market or lender sentiment may affect
the Group’s available funding, thereby reducing
its liquidity and restricting its ability to invest in
the Property and Residential businesses and
deliver plans for future growth.
The Group has a number of committed and
uncommitted facilities available to meet its
funding needs. Any or all of these facilities could
be reduced or removed.
A reduction in or removal of the Group’s
principal financing facilities could result in:

2019 mitigation plan

›› Focus on cash forecasting and working
››
››
››
››

capital management to generate positive
cash flow;
Maintenance of appropriate levels of
committed bank facilities;
Maintenance of appropriate bank and surety
bonding facilities;
Collaborative engagement with banks,
lenders and sureties; and
Continue to identify appropriate alternative
funding structures.

›› a slowdown of investment for future
››
››

Summary
Impact:
Medium

Likelihood:
Possible

Movement:
Small increase in both likelihood and impact

Risk appetite:
Averse

Progress during the year:

›› Maintenance of appropriate liquidity headroom
throughout the year;

growth, particularly in the Property and
Residential businesses;
reduced profit as a result of the inability
to fund growth opportunities; and
the loss of confidence by stakeholders
(for example, investors, clients,
subcontractors and employees).

›› Available bonding facilities demonstrate
appropriate headroom; and

›› Treasury Committee now fully established.
Link to strategy:

4. Market and sector performance
Principal risk: market downturn may reduce growth opportunities
Description
Delivery of the Group’s strategy depends on the
economic performance of the UK, in particular,
and the markets and sectors in which the Group
operates. Although the Group provides a range
of services and operates across a number of
diverse market sectors, reduced economic
activity and expenditure in public, regulated and
private sectors would likely result in lower
growth or lower revenue for the Group. In
addition, the performance of the Property and
Residential businesses relies on successful
investments across the market sectors in
which they operate.

2019 mitigation plan

›› Continue to evaluate market performance,
››
››
››

including the impact of macro-economic
factors and the associated market risk of
specific events (for example, Brexit);
Review the Group’s portfolio of businesses to
enable management to focus on the Group’s
core businesses;
Continue to review its pipeline of future work
to identify trends in the Group’s core
markets; and
Via the newly-appointed Group Business
Development Director, ensure a focused
approach to winning new work.

A downturn in the Group’s markets and/or
unsuccessful allocation of investment capital
could result in:

›› a failure to meet the Group’s financial targets;
›› a failure of one or more of the Group’s
businesses;

›› an increase in the competition for new
work; and

›› a decrease in stakeholder confidence
in the Group.
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Summary
Impact:
Medium

Likelihood:
Possible

Movement:
No change in likelihood; decreased impact

Risk appetite:
Balanced

Progress during the year:

›› Market risks were reviewed through the annual
strategy and business planning processes;

›› The business’ performance is formally
reviewed quarterly; and

›› The appointment of the new Group Business

Development Director to co-ordinate business
development activities across the Group.

Link to strategy:

Strategic Report

5. Operating model
Principal risk: efficiency benefits are not achieved
Description
The Group needs to maintain and evolve its
operating model so as to build and sustain the
long-term confidence of its key stakeholders,
deliver sector-leading customer experience
and maximise the opportunities for growth.
The Group needs to maintain an efficient
operating model.

›› business failure;
›› the failure to deliver growth and profitability;
›› the failure to remain competitive;
›› the failure to reduce costs; and
›› the failure to meet the expectations of

››
››
››

opportunities and risks associated with
our key markets and adapt the operating
model accordingly;
Implement the Future Proofing Kier
programme to improve productivity, operating
margins and cash generation;
Seek to dispose of non-core operations; and
Deliver the benefits of the Oracle ERP
implementation.

Summary
Impact:
High

Likelihood:
Improbable

Movement:
Small decrease in likelihood; no change in impact

Risk appetite:
Balanced

Progress during the year:

›› Repositioned the Group to focus on its three

Governance

Failure to do so could result in:

2019 mitigation plan

›› Continue to monitor the long-term prospects,

key market positions;

›› Completion of a number of disposals;
›› Continued progress against our Vision 2020

stakeholders (for example, investors, clients,
subcontractors and employees).

targets; and

›› Continued the implementation of the Oracle
ERP system.

Financial Statements

Link to strategy:

6. Contract management
Principal risk: ineffective contract management leads to losses
Description
Effective contract management is central to the
Group’s business model and its continued
growth. The Group has a number of large and
complex contracts in progress at any one time.
Each of these contracts requires careful and
effective management, according to a number of
factors, including type of work, location, length
of contract and form of contract.
Failure to manage contracts effectively could
result in:

›› a failure to meet the Group’s financial targets;
›› the Group incurring losses;
›› the Group failing to win new work;
›› reputational damage to the Group; and
›› a loss of confidence of stakeholders (for
example, investors, clients, subcontractors
and employees).

2019 mitigation plan

›› Continued use of metrics to provide early
››
››

Summary

warnings of under-performing contracts;
Completion of the review of the Group’s
contract risk governance framework; and
Continued focus on supply-chain procurement.

Impact:
High

Likelihood:
Possible

Movement:
Small decrease in likelihood; no change in impact

Risk appetite:
Averse

Progress during the year:

›› Increased the rigour of the monthly
››
››

operational and financial contract reviews
within the business;
Via the quarterly review process, introduced
greater accountability for contract
performance; and
Introduced the Oracle ERP system to simplify
and rationalise contract performance data.

Link to strategy:
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Principal risks and uncertainties continued

7. Pre-contract governance
Principal risk: inadequate pre-contract governance fails to identify contract risk
Description
Effective pre-contract governance is essential to
ensure that the Group understands the risks
associated with projects and has in place
appropriate plans to mitigate those risks.
A failure in the Group’s pre-contract controls
could result in:

2019 mitigation plan

›› Continue to assess contract risk through the
››
››

Group’s standing orders, commercial
standards and screening assessment matrix;
Continue to focus on selective tendering; and
Share lessons learned across the Group.

››

Impact:
High

Likelihood:
Improbable

Movement:
N/a – new risk

›› poorly performing contracts;
›› the Group incurring losses;
›› the failure to meet a client’s expectations on
››
››

Summary

Risk appetite:
Balanced

cost and quality;
claims and litigation against the Group;
a failure to meet the Group’s financial
targets; and
the Group failing to win new work.

Progress during the year:
N/a – new risk

Link to strategy:

8. People
Principal risk: failure to deliver the Group’s people strategy
Description
The Group recognises the importance of a clear
people strategy to the delivery of its overall
strategy and the need to identify, retain and
motivate people with the right skills, experience
and behaviours. In particular, the Group
recognises the benefits of a diverse workforce
which is representative of society.
Failure to deliver the Group’s people strategy
could result in:

2019 mitigation plan

›› Continue to progress internal targets on
››
››

gender diversity at all levels;
Continue to focus on skills development and
retention plans for critical skills and the talent
pipeline; and
Embed visible leadership of the balanced
business agenda and engagement actions so
as to create a fully inclusive work environment.

›› the failure to deliver a specific business need
or contract requirement;

›› reputational damage, to both the corporate
and the employee brand;

›› the failure to develop future leaders;
›› the over-reliance on key staff; and
›› a failure to meet the Group’s financial targets.
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Summary
Impact:
Medium

Likelihood:
Possible

Movement:
Small decrease in likelihood; no change in impact

Risk appetite:
Tolerant

Progress during the year:

›› Voluntary attrition reduced in line with targets;
›› Engagement survey score increased; and
›› Targets in place to drive improvement in early
career development and gender diversity.

Link to strategy:

Strategic Report

9. Innovation
Principal risk: failure to innovate to keep ahead of market and client expectations
Description
The Group operates in an increasingly dynamic
and changing environment. To exploit the
opportunities that this presents, the Group
seeks to embrace innovation and capitalise on
technological advancements.
Failure to do so may result in:

2019 mitigation plan

›› Ensure that employees have access to online
››
››

››

Medium

Likelihood:
Possible

Movement:
Small increase in impact; no change in likelihood

Risk appetite:

market position;

›› the failure to reduce cost or increase the
››

Impact:

Tolerant

speed of delivery for clients;
the failure to provide visibility of
performance; and
the failure to attract and retain staff.

Progress during the year:

›› Innovative solutions are now at the forefront
››
››

of a number of businesses – for example,
Highways and Construction;
Continued to invest in digital platforms to
support customer-facing and back-office
operations; and
Continued to support the Group’s
innovation forum.

Financial Statements

Link to strategy:

10. Cyber-security
Principal risk: failure to maintain adequate cyber-security measures
Description
Cyber-attack and data loss is a risk to all
organisations and individuals. The Group is at
risk because it handles sensitive information of
a personal, confidential and commercial nature,
its business operations depend upon IT systems
and it has an increasing profile with clients,
suppliers and other stakeholders.
Failure to manage the cyber-security risk may
result in:

›› business interruptions and operational delay;
›› the loss of data, resulting in confidentiality
››
››

breaches, financial loss and reputational
damage;
fines from regulatory authorities; and
reputational damage to the Group.

2019 mitigation plan

›› Continue to strengthen the Group’s dedicated
››
››

cyber-security team;
Consider outsourcing elements of the
Group’s IT systems where it is appropriate
to do so; and
Continue to test information security
alongside recognised UK and International
standards (for example, ISO27001).

Governance

›› a failure to maintain the Group’s

innovation and idea-sharing platforms;
Further develop the Group’s partnerships
with clients and third party organisations to
progress its innovation agenda; and
Monitor, and respond to, prospective
market disruptors.

Summary

Summary
Impact:
High

Likelihood:
Improbable

Movement:
N/a – new risk

Risk appetite:
Averse

Progress during the year:
N/a – new risk

Link to strategy:

Brexit
The UK will be leaving the EU in March 2019. Kier has established a senior level ‘Brexit Taskforce’ to consider the potential
effect of Brexit on the Group, which will be influenced by the outcome of the negotiations between the UK Government and the
European Commission.
We have identified potential risks relating to the supply chain, the workforce and the supply and cost of materials, in particular.
The Group is developing contingency plans against a range of scenarios, including one in which the UK leaves the EU without an
agreement and, potentially, without a transition period. We are monitoring developments and will amend and update these
plans accordingly.
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Divisional review

PROPERTY

The division undertakes property development and
operates across the UK.
Highlights
›› ROCE of 27% driven by joint
venture strategy
›› Occupier demand remaining
strong, particularly outside London
›› Leveraging third party investment
›› Development pipeline of more than
£1.5bn providing 10-year visibility.

Revenue1

£218m
(2017: £182m)
Operating profit2

ROCE

£34.0m 27%
(2017: £25.8m)

(2017: 23%)

Average capital3

Statutory operating profit

£125m
(2017: £113m)

£33.9m
(2017: £18.1m)

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4
to the consolidated financial statements.

3

Equates to average month end net debt.

Property revenue increased 20% to £218m
(2017: £182m), generating an underlying
operating profit of £34.0m (2017: £25.8m).
The business, which focuses principally on
non-speculative development, delivered this
strong performance following significant
investment post the EU Referendum vote in
June 2016 when, following a short-term
softening of the property market, a number
of development opportunities were
identified. The average capital employed of
£125m supports an average asset base of
c.£200m, funded principally through joint
ventures. On the back of thirty-two active
schemes in the year, of which fifteen were
joint ventures, the business delivered a
ROCE of 27%, up 4%. The division has a
pipeline totalling £1.5bn across a number
of sectors. Capital investment sufficient to
achieve the division’s Vision 2020 financial
targets has been achieved and therefore
the asset base is expected to remain at its
current level.
Occupier sentiment remained positive
across our core sectors, including
industrial, office, leisure and student
accommodation and there has been an
increase in investor appetite particularly
outside London.
The industrial sector remained buoyant
with strong occupier demand and robust
investor sentiment. The business disposed
of three completed developments as a
portfolio in December 2017, reflecting a
blended yield of 4.25% and construction
was completed on the forward funded
Frimley site in May 2018. Further lettings
were achieved in Andover and Watford with
construction commencing at new sites in
Basingstoke and Reading. Further sites
have been secured in Chelmsford,
Gravesend, Solent and Maidenhead with
construction due to commence in FY19.

Within the office sector, lettings have been
secured in Basingstoke, Birmingham and
Hammersmith. An office scheme at York
Street in Manchester was sold on a forward
funded basis in February 2018. New
schemes in Basingstoke and Birmingham
were secured. This sector continues to
benefit from the devolution of local
government with greater demand for public
sector office facilities in the regions. In
February 2018, Kier Property was named
preferred developer to deliver a new office
for Durham County Council with
construction by Kier Construction due to
commence in early 2019.
In the leisure and retail sector, in which the
majority of the schemes are pre-let,
construction was completed in May 2018
on the 100% pre-let and forward funded
retail scheme in Wigston. In August 2018
the forward funded leisure scheme in
Walsall was completed. Construction is
ongoing at the pre-let and forward funded
retail and hotel scheme in Reading. A retail
scheme in Durham was 100% pre-let and
forward funded in June 2018 and planning
has been achieved on retail schemes in
Thornton Cleveleys which is currently 74%
under offer. New retail schemes have been
secured in Glasgow (95% pre-let) and
Hemel Hempstead (40% under offer).
Good progress has been made at the
Watford Health Campus, in joint venture
with Watford Borough Council. The first
Trade City phase was sold in December
2017 and construction has commenced on
the first residential phase comprising 95
homes. In December 2017, terms were
agreed for a 254-apartment care home
and planning was secured for the next
residential phase comprising 408 units.
It is anticipated that this joint venture will
generate further development opportunities
with the council over the longer term.
Further mixed-use schemes have been
acquired during the year in Richmond
(retail and office) and Bishop’s Stortford
(retail, leisure and residential).
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RESIDENTIAL

Kier Residential, branded Kier Living,
comprises mixed tenure affordable house
building and private house building.
Highlights
›› Stable revenue at £374m with

Revenue1

£374m

In the student accommodation sector, a small
number of schemes are undertaken each year
in cities with large student populations. The
student accommodation portfolio continues
to progress with the opening of the 329-bed
scheme in Newcastle and the 423-bed
scheme in Southampton which will be opening
in time for the 2018/19 academic year.
The division currently has a portfolio of
1,016 student accommodation beds
across its three schemes in Glasgow,
Newcastle and Southampton.
The last remaining PFI asset, Woking
Housing, was sold in June 2018
representing a discount rate of 7.25%.

Property outlook
The sector diversity, regional spread and
quality of product offered by the Property
division enables the business to be
responsive to market developments. The
division, which focuses on non-speculative
developments, will continue to leverage its
strong position in the market to generate
investment in its future pipeline alongside
joint venture partners. The division continues
to extend its end market exposure to sectors
that are forecast to grow, such as industrial.
With strong occupier demand and the
support of joint venture investors, the
division has a pipeline of over £1.5bn
providing good visibility for the next ten years,
and is expected to continue to generate a
return on capital in excess of 20% as it has
done in the past three financial years.

(2017: £376m)
Operating profit2

ROCE

(2017: £22.8m)

(2017: 11%)

£25.9m 15%
Average capital

3

£176m
(2017: £199m)

Statutory operating profit

£25.9m
(2017: £20.6m)

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4
to the consolidated financial statements.

3

Equates to average month end net debt.

Revenues remained stable at £374m
(2017: £376m). On a like-for-like basis,
after adjusting for the share of joint
ventures, this represents an increase of
2%. Underlying operating profit of £25.9m
(2017: £22.8m), up 14%, was achieved as
the business continued its focus on the
affordable end of the UK housing market.
The operating margin of 6.9% (2017: 6.1%)
continues to improve as the land portfolio
develops and the mixed tenure business
matures. The business improved its ROCE
to 15% (2017: 11%), some two years
ahead of its Vision 2020 target. The Cross
Keys joint venture, formed in March 2017,
is expected to return £12m in a cash
dividend to the Group in September 2018.

The rebalancing of the legacy Kier land
bank continues. The division completed
749 private units and 1,293 mixed tenure
units bringing the total to 2,042. The
division continues to perform well and now
has the required asset base to deliver its
Vision 2020 financial targets.
The under-supply of housing continues to
be the main driver of demand. The private
sales market remained strong with the
sales rates higher in the second half and
an annualised rate of approximately 0.7
units per week per trading site. Help to Buy
continued to attract buyers, accounting for
c.50% of sales this year. With the demand
for affordable housing set to increase, Kier
is well-placed given its average price point
of c.£240,000.
The division continues to develop its
portfolio, particularly mixed tenure
opportunities, through its joint venture
strategy. Such joint ventures have been
established over the last two years with
Together Housing Group, Cross Keys
Homes and recently Homes England. This
strategy benefits the Group by facilitating
increased housebuilding through capital
efficient structures and helps maintain a
balanced portfolio of private, mixed tenure
and affordable housing activity. The Kier
Cross Keys Homes joint venture, formed in
March 2017, has performed well in the
year and an additional 357 plots of land
were purchased during this year bringing
the total number of plots in this joint
venture to 1,270.
The Homes England joint venture,
announced in May 2018 and which
includes a minority investment from Cross
Keys Homes, enables Kier Living to
accelerate development of its residential
land bank through a capital efficient model
and increase the scale of its mixed tenure
house building activities by c.500 units
per annum from 2020. In May 2018,
Kier Living invested £3m in upgrading its
front-end customer relations software
platform to help improve quality control
and manage communications with its
customers pre and post completion.
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operating profit up 14% to £25.9m
›› Homes England and Cross
Keys Homes joint venture to
develop c.5,400 homes over a
10-year period
›› 15% ROCE achieved two years
ahead of Vision 2020 target
›› Completed 2,042 units and on
track to deliver over 2,300 units
in FY19.

Governance

In Solum Regeneration, the 50/50 joint
venture with Network Rail, the business
continues to make good progress with a
selection of schemes including the
construction of 78 residential units at
Walthamstow with completion due in April
2019 and 115 residential units in
Twickenham with marketing due to
commence in Autumn 2018. Planning was
submitted and achieved in Kingswood,
Surrey with a subsequent land sale in
December 2017. In addition, planning was
granted at Guildford for a large mixed-use
scheme. Planning was also secured in
Redhill for 50 units with a subsequent land
sale in June 2018.

Strategic Report

Divisional review continued

CONSTRUCTION

The Construction division comprises
UK building, UK infrastructure and
international construction.
Highlights
Innovation continues to play an increasing
role in the housebuilding sector and Kier
Living is working with its supply chain to
develop a digital smart living platform and
increase exposure to modern methods of
construction to help speed up build and
mitigate any potential Brexit impact.

›› Revenue stable at more than
£2.0bn with operating profit up 5%
›› Stable operating margin of 2.0%
›› Contract awards in the year of
more than £2.7bn
›› Record order book of £5.0bn.

Residential outlook
The UK demand for affordably priced newly
built housing remains strong, reinforced by
a competitive mortgage market and the
Help to Buy incentive. The regional profile
of the business outside of London provides
a stable environment for private and mixed
tenure affordable housebuilding with
demand exceeding supply. We have a
strong pipeline of £2bn that provides a
well-secured position through to FY22.
The business continues to perform well
and has achieved its Vision 2020 target
of 15% ROCE two years early.

Revenue1

£2,053m
(2017: £2,019m)
Operating profit2

Operating margin2

(20173: £39.8m)

(20173: 2.0%)

Order book

Statutory operating profit

£41.9m 2.0%
£5.0bn
(20173: £4.2bn)

£41.5m
(20173: £(50.1)m)

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4
to the consolidated financial statements.

3

Restated to reclassify the profit on disposal of
Mouchel Consulting within discontinued
operations. See note 1 to the consolidated
financial statements.

costs relating to Hong Kong and the
Caribbean. The current order book of
£5.0bn is at a record level for secured and
probable work and benefited from the
inclusion of the additional share of the
Smart Motorway and HS2 joint ventures,
following the liquidation of Carillion.
The order book represents more than
90% of forecast revenue for FY19,
on increasing volumes.

UK building
The UK regional building business had a
good year. The business has experienced
an unprecedented volume of contract
awards over the last two years,
particularly in its core markets and on
existing frameworks in the education
and health sectors.
The trend for public, and increasingly,
private sector clients adopting construction
frameworks as the preferred method to
procure new work continues, providing
long-term visibility of future work. Over 70%
of our new work is procured through
frameworks. The business secured places
on ten construction frameworks in the year,
providing access to over £3bn of
opportunities. Key framework awards in the
period included:

›› the ten-year Defence Infrastructure
Revenue was up 2% to £2,053m (2017:
£2,019m) with an underlying operating
profit increase of 5% to £41.9m (2017:
£39.8m). These results reflect strong
revenue growth during the fourth quarter
following a decline earlier in the year as a
result of slower site starts and adverse
weather. The fourth quarter performance
resulted in a strong working capital
improvement in the second half of the year
which mitigated the effect of ongoing
negotiations on a health sector project in
the south east of England. Underlying
operating margins were maintained at 2.0%
(2017: 2.0%) after incurring the final exit
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Organisation’s Clyde Commercial
Framework (worth up to £750m);
›› the four-year Designed for Life Wales
Healthcare National & Regional
Frameworks (worth up to £500m);
›› the four-year Strathclyde University
Framework (worth up to £250m); and
›› the Department for Work and Pensions
Estates Contractor Framework (worth up
to £150m).

Strategic Report

The business has continued to diversify its
presence from the health and education
sectors to related complementary sectors
such as bioscience and student
accommodation. In the industrial sector,
Kier is seeing considerable growth with a
number of manufacturing opportunities
from non-UK based clients looking for new
facilities in the Midlands. Other key sectors
include defence with the £35m award at
MoD Lyneham and a place secured on the
ten-year £750m MoD Clyde Commercial
Framework in support of the MoD’s future
submarine programmes. Further opportunities
will be available from the MoD’s future
defence estate development requirements
and planned capital investment
programme. In addition, we continue to
support Ministry of Justice projects.
In aviation, new opportunities arising from
the Heathrow expansion project and other
regional airport growth are expected.

International

Following the publication of the UK National
Infrastructure Pipeline in August 2017,
key sectors targeted for growth are
transport and power and energy where the
Group has established credentials and
strong relationships.

In the Middle East, operations continue to
focus on the United Arab Emirates (UAE)
market. A selective approach to bidding has
been adopted focusing on UK Export
Finance (UKEF) opportunities.

Our strategy is to focus on projects that
deliver sustainable margins and positive
cash flow as well as an appropriate
risk profile.
The business maintained its position as
the lead supplier to Highways England.
Following Carillion’s liquidation, its work on
the M6 junctions 16 – 19 has transferred
to Kier, complementing other Smart
Motorway work on the M6 junctions 13 –
15, the M20 and M23. A rationalisation
of suppliers on the Smart Motorways
programme is underway and Kier is well
positioned to continue to be involved.
In transport, the £43m A13 contract
commenced and work continues on HS2
where pricing models have been submitted
to Government. Works are on schedule to
complete during this financial year the Kier
Farringdon Crossrail project, despite the
broader Crossrail delays. The Mersey
Gateway project, which has been
challenging, was completed in October
2017 when the bridge opened to traffic.
The final landscaping and post completion
works are due to complete in 2019 as
scheduled. Final account discussions
continue whilst a number of claims against
third parties are being progressed.
Following the successful integration of
McNicholas and utilising our combined rail
capabilities, numerous schemes in the
power and signalling arena resulting from
CP6 are being reviewed whilst delivery of
existing Network Rail CP5 contracts are
ongoing. Work has commenced on the
£120m Luton DART link joint venture.

In the year, the five-star Saadiyat Rotana
hotel has opened and infrastructure
projects for Meraas and Nshama were
completed. Ongoing projects include our
two Nshama residential projects, the
Bluewaters residential and infrastructure
work and the Dubai Arena and the Dubai
Harbour infrastructure projects.

Construction outlook
The business delivered a consistent 2%
operating margin, has a record order book
of £5.0bn and has more than 90% of
forecast revenue secured for FY19. The
business is performing well, driven by its
regional office presence, its position on
frameworks, growth in infrastructure
investment, split of private and public
sector clients and sector mix. Frameworks
continue to be the preferred method for
procurement by the public sector and Kier
has a strong pipeline of framework bid
opportunities coming to market over the
next six months. With established health
sector credentials, the Group is well
positioned to benefit from the impact of the
additional Government investment in the
NHS. The infrastructure business provides
good medium-term prospects with a solid
track record and strong client relationships
in its key sectors, for example transport
and nuclear in which new opportunities will
arise. Increased car usage is seeing new
Smart Motorway opportunities coming on
stream. The Smart Motorway Programme
has significant investment planned over the
next five years with the next procurement
tranche commencing in late 2018.

In the power and energy markets, work is
ongoing at Hinkley Point C with additional
projects coming on stream. Key targets in
this sector include future opportunities in
Sizewell C and Wylfa.
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In the health sector, c.£200m of awards
were achieved from the Procure22
framework and more than £1bn of
healthcare opportunities are in the pipeline,
underpinned further by the recent
Government announcement of additional
NHS funding. We continue to progress a
range of projects in the sector, including
one health facility contract, the scope of
which has expanded considerably at the
request of the client since the original
contract was signed. We are in constructive
dialogue with that client about the total
value of the project.

Infrastructure

Governance

Education remains a leading sector for the
division generating more than £700m
revenue per annum of which the majority is
delivered through framework arrangements
with the Education Skills Funding Agency
(ESFA), local authorities, universities and
national framework providers such as
Scape and the LHC. In the year, positions
were secured on ESFA funded schemes
which will create over 36,000 pupil places.
In the tertiary education sector, universities
are developing their accommodation and
estate plans which provide new long-term
opportunities for Kier.

Strategic Report

Divisional review continued

SERVICES

The Services division comprises infrastructure services (highways
and utilities), property services (housing, facilities management
and related services) and environmental services.
Highlights
›› Revenue growth of 10% to £1.9bn
›› Robust operating margin of 5%
›› Award of Highways England Areas
3 and 9 extensions worth more
than £250m per annum
›› Order book of £5.2bn.

Revenue1

£1,849m
(2017: £1,688m)
Operating profit2

Operating margin2

£93.0m 5.0%
(2017: 87.0%)

(2017: £5.2%)

Order book

Statutory operating profit

£5.2bn
(2017: £4.7bn)

£67.9m
(2017: £54.5m)

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4
to the consolidated financial statements.

Services revenue increased 10% to
£1,849m (2017: £1,688m), underpinned
by the highways and utilities businesses
and following the acquisition of McNicholas
which produced a good first full-year
contribution in line with expectations.
Revenues on an organic basis were flat
with volumes in our environmental business
continuing to fall as contracts conclude.
Underlying operating profit was £93.0m
(2017: £87.0m), up 7%. A robust
underlying operating margin of 5%, in line
with Vision 2020 targets, reflects the
stable and consistent performance of the
business. The Services division had an
order book at 30 June 2018 of £5.2bn
(2017: £4.7bn), benefiting from the
Highways England contract extensions for
Areas 3 and 9. More than 90% of forecast
revenue for FY19 is secured.
The division’s capabilities principally relate
to the provision of infrastructure services in
the highways and utilities sectors, which,
together with the Group’s capabilities in
construction, place Kier as one of the UK’s
leading infrastructure businesses with
annual revenue of c.£2.0bn.

Infrastructure services – Highways
Revenue in highways was in line with
expectations. In strategic roads, Highways
England is working in collaboration with the
supply chain, including Kier, to build upon its
current ways of working. Highways England is
supplementing its current asset delivery
model with a new £8bn framework and will
be presenting a number of delivery integration
partnership contracts which will provide
significant opportunity for the delivery of
capital schemes over the next six years.
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Post-year end, two three-year extensions to
2021 and 2022 respectively worth over
£250m per annum were secured on
Highways England Areas 3 and 9 with six
month extensions secured more recently
on Areas 6 and 8.
In local authority roads, the Shropshire
Council highways contract was successfully
mobilised in June 2018. Funding pressures
continue to lead to a wide variety of client
delivery and procurement solutions being
explored covering both insourcing and
outsourcing. The devolution of funding and
decision-making, both locally and regionally,
is now starting to gather pace with the
establishment of Regional Transport
Bodies, Mayoral Authorities and increased
collaboration between authorities. With the
Group’s regional scope and expertise, it is
expected that this will provide further
growth opportunities.
In Australia, our DM Roads joint venture
was successful in being awarded two new
contracts; the five-year £180m Perth
Metropolitan Network Contract and the
five-year £30m Goldfields-Esperance Rural
Network Contract. These contracts reflect
the increasing demand for new and
upgraded roads in the region in light of
population growth.

Infrastructure services – Utilities
Through the acquisition of McNicholas and
its subsequent successful integration,
Kier has become a top three provider to
the UK utilities sector, covering all regions
of the UK. The business focuses on
three sectors; water, energy and
telecommunications. In addition, the
provision of multi-utility survey and design
expertise is enabling Kier to provide new
services in complex environments such as
aviation, rail and transport. Most recently,
we have secured enabling works contracts
at London City Airport as a part of the
£480m City Airport Development
Programme where both Kier Utilities and
Kier Construction are working.

Strategic Report

In telecommunications, the market remains
buoyant with a number of new alternative
fibre providers coming into the market on
the back of Government incentives and it is
anticipated that further work for Kier will
arise. A three-year £100m contract was
secured with Gigaclear to build high-speed
fibre networks in Devon and Somerset. Kier
maintains its position as the single biggest
supplier to Virgin Media for both consumer
and business connections, network build
and maintenance activities.

Infrastructure services outlook
The outlook for our highways maintenance
business remains positive with Highways
England funding secured through to the end
of the £17bn Roads Investment Strategy 1
(RIS1) in 2020 and predicted future funding
levels expected to increase. The outlook
remains positive for Australia with our key
clients in Western Australia and New South
Wales increasing spending to meet the
predicted population growth.

The integration of McNicholas has
enhanced the Group’s breadth of capability
in the utilities market and it is expected
that new opportunities will arise from
the developments in energy generation
and storage, particularly following
the introduction of EVs and smart
infrastructure. The telecommunications
market is also growing.

Property Services outlook

Property services – Housing maintenance

Environmental Services

The housing maintenance sector continues
to undergo significant change following
budgetary challenges faced by local
authorities and the impact of Grenfell.
Consequently, the business has extended
its mix of clients with increasing focus on
housing associations and private sector
clients. This change has resulted in a
number of new awards and extensions
including three new contracts replacing
incumbent suppliers. With an increased
focus on fire risk assessments, the
business has strengthened its capability in
this field.

The operational performance of the
environmental services business is stable
whilst markets remain challenging as a
result of low recyclate prices. The Group is
negotiating the termination of one major
contract in this business and will continue
to reduce its exposure to this market as
contracts conclude.

On 29 June 2018 the disposal of Wheldon
Contracts and Services Limited for a total
consideration of up to £0.4m. It was
acquired in July 2017 as part of the
McNicholas acquisition.

Property services – Facilities management
The Property services team continues to
maintain its profile in the public and private
sectors. During the year, new contracts
were mobilised with the British Red Cross,
the Home Office, Moorland and High Peak
Councils and The Office Group. On 17
September 2018, the Group exchanged
contracts for the sale of its pension
administration business, acquired with the
Mouchel acquisition. Completion is
expected in the first half of this financial
year for a total consideration of up to
£3.5 million in cash.

With continuing pressure on public
sector budgets, the merger of housing
associations and a greater focus on fire
risk compliance, challenges as well as
opportunities remain in this sector.
The growth of the private rental sector
is providing new opportunities for the
housing maintenance business.

Services outlook
The Services division, which accounts for
approximately 50% of the Group’s profits,
is performing well. Having secured more
than £1.9bn of new work in the year, the
Services division now has an order book of
£5.2bn providing strong, long-term visibility
of our workload and more than 90% of its
forecast revenue for FY19.
The market for UK infrastructure
construction and maintenance is forecast
to grow at 6% per annum until 2020
underpinned by fundamental drivers and
political consensus for the continuing
investment to stimulate the UK economy
and targeted regional economies.
It is also anticipated in Highways that
expenditure in the new 2020-2025 RIS2
will be greater than RIS1. The utilities
market provides opportunities to grow in
the run-up to each new regulatory period.
We remain confident that we are well
positioned to take advantage of the next
round of highways, water and rail regulatory
review periods.
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In the power sector, the Group has secured
an initial three-year contract with Western
Power Distribution to the value of around
£30m per year, covering areas in the West
and East Midlands. In Northern Ireland, the
five-year £35m SGN natural gas eight
towns distribution framework has recently
been mobilised. The new regulatory period
commences in 2021 and early engagement
with prospective clients has commenced.

Governance

In the water sector, procurement for the
upcoming AMP7 regulatory period is
underway and we are engaging with both
new and existing clients on their
requirements through their bid processes.
In August 2018, Kier was appointed as
one of four framework partners carrying out
the £45m mechanical and electrical
services (MEICA) programme of works to
service the three-year requirements of
South West Water.

Strategic Report

Financial review

ORDER BOOK

OF £10.2bn PROVIDING
FUTURE VISIBILITY
The Group’s underlying performance for the
year ended 30 June 2018 was robust with
revenue and profit growth in line with
expectations. The Group has a record order
book of £10.2bn and a small pension surplus
which has contributed to the strengthening of
the balance sheet. The Group’s net debt
remains a key area for focus and this
increased in the year driven by the McNicholas
acquisition made in July 2017 and the cash
outflows associated with historic provisions.

Accounting polices and
segmental reporting
The Group’s annual consolidated financial
statements are prepared in accordance with
International Financial Reporting Standards
as adopted by the EU (‘IFRS’). There have
been no significant changes to the
accounting policies adopted by the Group
during the year ended 30 June 2018.
The Group is close to concluding its project
to assess the impact of IFRS 15 ‘Revenue
from Contracts with Customers’ and IFRS 9
‘Financial Instruments’, both of which the
Group will adopt in the year ending
30 June 2019.
In addition to these standards, the Group
continues to work on assessing the impact
of IFRS 16 ‘Leases’. As previously disclosed,
the main impact of IFRS 16 will be to move
the Group’s larger, longer term operating
leases, primarily in respect of property, onto
the balance sheet, with a consequential
increase in non-current assets and finance
lease obligations. Operating lease charges
included in administrative expenses will be
replaced by depreciation and interest costs.
The Group’s first set of accounts prepared
under this standard will be those for the year
ended 30 June 2020.

Impact of IFRS 15
Supported by its external advisers,
the Group has conducted a review by
contract type for each of its businesses.
50

This has highlighted that the key areas
impacted are in the Construction division,
where a detailed contract-by-contract
assessment has been carried out. Following
this review, the Group has assessed that
there is minimal impact in our Property,
Residential and Services businesses. It is
important to note that whilst the replacement
of IAS 11 and IAS 18 by IFRS 15 can impact
on the timing of revenue and profit
recognition of a long-term contract within an
accounting period, it does not change the
overall revenue, profit or cash generated by
the contract. There may however, be a timing
impact in terms of profit recognition on
transition to IFRS 15 as individual contracts
are moved from the measurement basis of
one standard to another. The Group has
elected to adopt the cumulative catch-up
method of transition, wherein the results of
the prior year are not restated but the initial
impact of adopting the standard is taken to
opening reserves. The main areas where the
new standard will give rise to an adjustment
on adoption occur in our Construction only
business and are as follows:

›› move to cost as a measure of progress:

previously the Group used an output
measure of progress, however, we will
move to an input measure of progress as
this better reflects the pattern of transfer
of control to the customer;
›› derecognition of certain variable revenue
items in determining forecast project
outcomes: IFRS 15 introduces a
requirement for recognition of variable
consideration (for example pain/gain
shares and milestone payments) that
is “highly probable not to reverse”.
We have therefore reviewed our
construction contracts and concluded
that recognition of some of these items
will occur later in the projects; and
›› third party claims: following the
withdrawal of IAS 11 ‘Construction
Contracts’ we will need to comply with the
requirements of IAS 37 ‘Provisions,
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Contingent Liabilities and Contingent
Assets’ when determining if we are able
to recognise certain third party claims
(such as insurance recoveries). These
claims fell under the guidance of IAS 11
but they are not covered by similar
provisions in IFRS 15. The requirements
of IAS 37 are considerably more stringent
than IAS 11, requiring recovery to be
virtually certain before an asset can be
recognised. These claims will therefore
need to be de-recognised and accounted
for in future periods, when the uncertainty
over their recovery has been removed.
While our work over the impact of IFRS 15
is ongoing, the combined impact of the
above adjustments is expected to be a
charge to opening reserves at 1 July 2018
of approximately £20m. There is no material
impact across the Services division,
similarly, there is minimal impact on our
Property and Residential divisions.

Impact of IFRS 9
IFRS 9 primarily impacts financial
institutions; however, there are some
changes to adopt for the Group. The main
areas of the new standard and their
expected impact are set out below:

›› hedge accounting – this does not

impact on the Group’s accounting for
its derivatives;
›› impairment of financial assets – an
“expect credit losses model” has been
introduced whereby expected losses
as well as incurred losses are provided
for; and
›› classification and measurement of
financial assets – this will impact the
Group’s previous treatment of the costs
of refinancing its borrowing facilities and
may also impact on the measurement of
certain financial assets.
The Group’s work is ongoing in this area;
however, the net impact of the above is
not expected to be material.




Restatement of the prior year

Underlying financial performance
The Group’s operations have performed
well in the 2018 financial year, with on or
above-target returns being reported across
the operating divisions. The completion of
the Group’s Oracle transformation programme
in the fourth quarter of the year will materially
enhance the Group’s transactional
processing, reporting, control and Shared
Services functions moving forward.
Underlying operating profit of £160.0m
(2017: £145.6m) represents a 10%
increase from the prior year and is the
primary driver of the earnings per share2
growth of 9% to 116.7p (2017: 106.8p).
Underlying net finance costs2 of £23.1m
(2017: £19.5m) included £19.4m in
respect of the Group’s debt facilities, which
rose 15% driven by the increase in average
net debt and marginally higher borrowing
costs. Other interest charges included
£2.2m in respect of the pension scheme
and £1.5m of discount unwind.
2

A number of items either relating to costs
previously taken through non-underlying or
similar in nature to those previously taken
through non-underlying, have been taken
through underlying in the current year.

The stable operating platform reported on
during the year means there are few
differences between the Group’s underlying
performance measures and its reported
statutory results. After deduction of
non-underlying amortisation and finance
costs totalling £30.7m, a statutory profit
before tax of £106.2m (2017: loss of
£14.2m) has been reported.
Group revenues of £4.5bn (2017: £4.3bn),
including the share of joint ventures, have
increased 5% on the prior year with growth
across all divisions with the exception of
the Residential division, which remained
broadly flat. On an organic basis Group
revenue was stable, with £217m being
attributed to the McNicholas Group, which
was acquired in July 2017.
The Property business closed the year with
an asset base of c.£175m, and operated
with average capital employed of £125m.
The proportion of capital invested in joint
ventures with our partners has increased to
£133m representing 75% of the asset base.
Overall volumes, including share of joint
ventures, have increased to £218m
(2017: £182m) with the reported
operating profit2 of £34.0m (2017:
£25.8m) representing a Return on Capital
Employed (ROCE) of 27% (2017: 23%).

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4 to the consolidated financial statements.

3

Prior year restated to reclassify the profit on disposal of Mouchel Consulting within discontinued operations.

£4.3bn
£4.1bn
£145.6m
£8.2m
£126.1m
£(14.2)m
106.8p
(27.2)p
67.5p

+5
+3
+10

+9

+9

+2

The reported volumes were generated
across a diverse asset base with thirty-two
discrete transactions completed in the
year, with the largest asset disposal
contributing only 6% of the overall gross
profit. The asset base remains
geographically spread with 81% of the
portfolio held outside of the M25.
The Residential division continued its
strategy of focusing on the affordable end
of the UK housing market.
Revenues1 of £374m (2017: £376m) and
unit completions of 2,042 include the full
year’s impact of the Cross Keys Homes
joint venture.
Cross Keys has operated well in its first
full year of operation contributing £109m of
revenue across 467 unit completions.
Average selling prices in our open market
business of £272k and £211k in our mixed
tenure business reflect the product mix
offered by the Group.
Operating profits2 of £25.9m (2017:
£22.8m) and an operating margin of 6.9%
(2017: 6.1%) continue to improve as the
land portfolio develops and our mixed
tenure business matures. The private land
bank of 2,380 units is supplemented by a
further 1,517 units owned within our
mixed tenure portfolio.
The closing asset base of c.£265m and
associated average capital employed of
£176m reflect the benefit of the Cross
Keys transaction in the prior year and have
resulted in a material improvement in the
ROCE of this business to 15%, meeting
its Vision 2020 target two years ahead
of plan.
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The prior year results have been restated to
include the disclosure of the non-underlying
profit on disposal of Mouchel Consulting
and associated tax in discontinued
operations. Underlying results and total
statutory profit are unaffected. In addition,
the prior year cash flow statement has
been restated to show the cash flows
arising from the disposals of Mouchel
Consulting and Biogen in investing activities
rather than operating activities. Underlying
cash flows are unaffected.

This is due to none being of sufficient size
or incidence to warrant separate disclosure
and the aggregate impact being immaterial.
These items include further costs to close
out the projects in Hong Kong and the
Caribbean (£7m), integration costs (£2m),
offset by negative goodwill and deemed
profit on disposal (£3m), resulting from
acquiring the remaining 50% of a design
and facilities management business
(KBESL), and releases in respect of a small
number of immaterial provisions (£4m).

Change %

£4.5bn
£4.2bn
£160.0m
£134.4m
£136.9m
£106.2m
116.7p
90.8p
69.0p

Governance


– Underlying2
– Reported3
– Underlying2
– Reported3
– Underlying2
– Reported (Basic)3


2017
Year ended
30 June

Strategic Report

Continuing operations
Revenue1
Group revenue
Operating profit

Profit/(loss) before tax

Earnings/(losses) per share

Dividend per share

2018
Year ended
30 June
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Financial review continued

Construction risk profile

10% of projects

81% of projects

Risk Averse

Risk Neutral

The Construction division revenue1 of
£2,053m (2017: £2,019m) represents an
increase of 2%. On an organic basis, after
adjusting for the acquisition of McNicholas,
revenues have remained flat. A weaker
first half of the year, with organic revenues
falling by 10%, was compensated by a very
strong fourth quarter.
Operating profits2 of £41.9m (2017:
£39.8m) and operating margins of 2.0%
(2017: 2.0%) were in line with the prior
year. Underlying profitability included £7m
of charges in relation to the final cash
settlements in Hong Kong, and the impact
of hurricane-related delays on the final
project in the Caribbean. The operating
result of the Construction division was
driven by strong and improving returns
within the regional building business which
mitigated the challenge on some completed
projects within the infrastructure business.
A record order book is reported of £5.0bn
(2017: £4.2bn).
The business model within the Construction
division remains in line with prior years with
an average project size of £7-8m across a
portfolio of c.400 projects, 70% of which
are delivered under frameworks with
standard terms and conditions and repeat
customers. The contract type is a key
indicator of inherent risk; the outline
above highlights the Group’s risk profile
within the Construction division. 9% of
the Group’s projects are classed as
risk tolerant with only 3% higher-risk,
single-stage, non-framework projects.
The results of the Services division were
underpinned by the highways and utilities
businesses, with the latter being materially
enhanced in the current year by the

acquisition of the McNicholas Group on
12 July 2017. Overall, Services revenues1
of £1,849m (2017: £1,688m) were 10%
up on the previous year, and down 1% on
an organic basis excluding the results of
McNicholas. Of the overall revenues,
43% was driven by the highways business,
26% from the utilities business and 31%
from the facilities management, housing
maintenance and other service related
businesses. Operating profit2 of £93.0m
(2017: £87.0m) and operating margins of
5.0% (2017: 5.2%) remain stable and are
supported by an order book of £5.2bn,
compared to £4.7bn in the previous year.

Non-underlying charges
Non-underlying charges in the year are in
respect of non-cash amortisation of
acquired contract rights of £26m and
non-cash interest charges of £5m. The
amortisation charges primarily relate to the
acquisitions of May Gurney in 2013,
Mouchel in 2015 and McNicholas in 2017.
The results of the mining operation
continue to be disclosed in non-underlying
as the Group continues to wind the
business down.

Corporate activity
On 12 July 2017 the Group concluded its
acquisition of the McNicholas Group for a
cash consideration of £13m and acquired
debt of £8m. Future consideration payments
of £9m and £5m have been assumed in
respect of future profitability and cash
performance with the intention that any
payment be self-funding. Post-acquisition,
the Group has reduced the net assets
acquired by £3m, the majority of which
related to a provision for the Wheldons

1

Group and share of joint ventures.

2

Stated before non-underlying items. See note 4 to the consolidated financial statements.
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9% of projects

Risk Tolerant

subsidiary business which was sold for a
consideration of £0.1m in June 2018.
Working capital outflows in respect of the
acquired business totalled £20m in the
year to 30 June 2018.
In addition to the above, the Group is
treating its pension administration
business, acquired with the Mouchel
Group, as an asset held for resale at the
balance sheet date. The Group exchanged
contracts on 17 September 2018 to
dispose of the business for a total
consideration of up to £3.5m, with
completion expected in the first half of the
2019 financial year.

Joint ventures
Over the last three years the Group has
materially invested in the Property and
Residential divisions to drive increased
returns. To continue to improve returns and
mitigate risk to shareholder equity, the
Group has pursued a strategy of investing
with partners and debt providers to
increase the breadth of the portfolio and
reduce the overall volatility of earnings.
The Group’s clients and partners prefer this
structure while, for Kier, the joint venture
structure is the Group’s preferred, and
capital efficient, method of accessing the
property market.
Twenty-nine out of forty-eight current
projects within the Property division, and a
further nine trading joint ventures within the
Residential division, utilise this structure.

Control of joint ventures is aligned with
board voting rights, disposals and
acquisition rights and other operational
control being equally split between the
equity holder and debt holder.

During the year, the Group entered into one
such arrangement, the Kier Community
Living joint venture with Cross Keys Homes
and Homes England.
Kier contributed £27m of land and a
further £9m of cash, while Homes
England contributed material debt and
equity and Cross Keys Homes contributed
cash equity. Further ring-fenced, non-recourse
debt has been agreed with banking
partners to purchase further sites from
the joint venture members and the
open market with the intent to deliver
c.500 affordable houses per annum.

The Group operates similar trading joint
ventures, either leveraged or equity only,
with other public and private asset holders
such as Network Rail, Shropshire County
Council and Watford Borough Council.

Recourse debt
The Group seeks to operate joint ventures
with non-recourse debt secured on an
asset-by-asset basis. Initially, prior to the
model becoming proven with the asset
finance market, the Group provided
guarantees to debt providers. As at 30
June 2018, these guarantees totalled
£73m, and of this total £35m is forecast to
expire by December 2018.
These contingent liabilities are disclosed
in detail in note 14 to the consolidated
financial statements. Asset values of the
associated developments would have to fall
by more than 50% for those liabilities to
start to crystallise.

Joint ventures (the standard model)
Owned – £50m GDV3

Joint Venture – £50m GDV3

£30m SPV non-recourse debt
£10m equity

£9m Kier/ £1m JV partner

Kier cash flow

Year 0

Land

£(10)m

WIP

£40m Kier equity

£3m finance costs

£10m Kier operating profit

£7m operating profit

Year 1
£(20)m

Year 2

£6.3 Kier/ £0.7m JV partner

Kier cash flow

Year 0

JV investment

£(9)m

Year 1

Year 2

£(10)m

Cash dividend

£15.3m

Revenue

£50m

Revenue

–

Return on equity

18%

Return on equity

25%

4

3

Data for illustrative purposes only.

4

Reflected as profit on disposal of joint ventures or dividends received from joint ventures.
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In the 2018 financial year, the Property
division completed nine of these joint
ventures which returned to the Group £68m
of dividend income once their single asset
had been sold. The gross profit from these
transactions, after the deduction of the
original equity contribution, was £28m.

The Group seeks to operate with asset
holders in both the public and private
sectors to bring its development,
construction and asset management
capabilities to bear in long-term trading
relationships. These trading joint ventures
generally have an element of secured debt
within them, and provide the Group with
access to sizeable asset registers that
are held on its partners’ balance sheets.

This follows a similar model to the
successful Kier Cross Keys Homes joint
venture established in the previous year.

Governance

Using this model, the Group has invested
£133m at the year end. These projects
mature within 0–36 months of the year
end with a Gross Development Value (GDV)
of £0.6bn and an anticipated margin of
12%. As a consequence, the ROCE on
these joint venture structures significantly
exceeds the 27% reported for the division
as a whole and is well in excess of the
Group’s 15% equity hurdle rate. The
Group’s average equity holding in these
joint ventures is 63%.

Economic returns and post-interest costs
are allocated on an equity ownership basis.
Across the joint ventures portfolio, the debt
to value ratio averages 50%, ranging from a
low of 0% to a maximum of 70%.

Strategic Report

The Group currently invests in twenty-nine
joint ventures in its Property division.
The standard model is outlined in the
chart below.
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Financial review continued

Cash performance (£m)
150
100
171

50

(17)

0

21

(26)

(50)

(67)

(100)
(150)

(32)

(110)

(58) 67

(200)
(250)
June 2017
net debt

Operating
cash flows

Working
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Cash flow
The net debt of the Group as at 30 June
2018 of £186m (2017: £110m) represents
95% of the Group’s EBITDA for the current
year and has increased by £76m from the
30 June 2017 balance. The drivers of
the Group’s cash flow performance are
discussed below.
1

Operating inflows, including dividend
income from joint ventures, were £171m
and represent 107% of underlying
operating profits. Working capital
movements, after adjusting for net
investment in property and residential
assets, generated a small outflow in the
year of £17m. This included £20m of
working capital outflow in respect of
McNicholas. Cash consideration,
acquisition costs and acquired net debt
associated with McNicholas totalled £26m.
Non-underlying cash flows represents
cash outflows relating to provisions
made in prior years and totalled £32m.

McNicholas
acquisition

Capex

Discretionary Non-underlying
investment

Capital expenditure for the year of £67m
included £23m in respect of the Group’s
Oracle ERP systems, the roll-out of which
concluded in May 2018. Pension payments
of £27m include £1m of administration
charges and £26m of deficit recovery
payments. Cash interest in the year of
£21m was £3m greater than in 2017
reflecting higher levels of average net debt
and marginally higher borrowing costs.
Cash taxation of £10m (2017: £4m) was
paid to HMRC in the year reflecting the
Group’s utilisation of historical trading losses.
Cash dividends of £68m were paid in
November 2017 and May 2018, with a DRIP
dividend being offered as an alternative.
The Group’s average net debt1 of £375m
(2017: £320m) was impacted by the
mid-year slowdown in Construction volumes
(£19m), and the average cash impact from
the anticipated McNicholas acquisition
costs (£26m), non-underlying items (£23m)
and the Oracle ERP spend (£20m).

Pension,
interest,
tax & other

(68)

(186)

Dividends

June
2018
net debt

The Group offers its supply chain in the
Construction division and open market
Residential business the opportunity to
participate in the Kier Early Payment
Scheme (KEPS). Suppliers may choose to
access payment from a group of banks
after 21 days rather than our normal 60
day payment terms. Kier recompenses the
participating banks directly after c.90 days.
The balance owed on this facility is
included within trade creditors.
This scheme is offered to our supply chain,
who are free to choose whether they wish
to participate in the scheme, as well as the
timing and amount of any funds they wish
to draw down. The average month end
balance included within trade creditors for
the last two financial years is outlined in
the diagram on page 55. The 30 June
2018 balance of £185m represents the
peak utilisation in the year and this level is
lower when compared to £197m at 30
June 2017. Utilisation of the facility was
lower in the second half of 2018 when
compared to the same period in 2017.

Group net debt (£m)
0
(100)
(200)
(300)
(400)
(500)
(600)
(700)
June
FY18 net debt
1

December
FY17 net debt

Net debt is stated after the impact of hedging instruments.
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KEPS total usage 2016 -– 2018 (£m)

June 16

Sept 16

Dec 16

Mar 17
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Governance
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Pensions

Cash contributions in respect of the
Group’s schemes, as assessed in the last
triennial valuations, totalled £27m (2017:
£31m). The current recovery plans assume
a continuation at a slightly reduced level
throughout the 2019 financial year, with
future year obligations outlined in note 8
to the consolidated financial statements.
Over the last three years, since the
acquisition of the Mouchel Group in June
2015, the Group has contributed cash of
£83m in respect of its obligations.
During the year the Group acquired the
assets and obligations of the McNicholas
defined benefit pension scheme which
totalled £21m and £32m respectively,
giving rise to a net acquired liability
of £11m.
In addition to the contributions noted above,
the combined Group schemes experienced
another year of strong asset performance
with a net increase in assets of £23m.

The liabilities assessed by the actuaries
have decreased to £1,673m (2017:
£1,721m) with the Group benefiting from
a slight softening of future RPI and CPI
inflation rate assumptions.
The combined impact of the movements
noted above is that the Group’s pension
asset of £8m at the balance sheet date,
represents an improvement of £93m from
the £85m deficit reported in the prior year.
The Group will be re-assessing its recovery
plans and future cash contributions going
forwards based on the deficit position at the
March 2019 actuarial valuation on its four
principle schemes. Three of these schemes
are currently reporting a technical surplus
under the IAS 19 accounting standard.

Treasury facilities and policies

Rolling capital forecasts are maintained
on a three-month, 12-month and 36-month
basis and reviewed in conjunction
with weekly working capital and cash
reviews with treasury, finance and
operational leadership.
In July 2017, the Group concluded a review
of its existing Revolving Credit Facility (RCF).
The Group extended those facilities for
an additional two years to 2022 under
improved terms and expanded its lending
group to include additional members within
the overarching RCF agreement.
The revised profile of the Group’s
committed facilities is outlined below,
with 89% repayable after 2021.
The Group has £7.1m (2017: £14.3m) of
finance lease obligations on the balance
sheet at 30 June 2018. The overall
reduction was predominantly driven by
the ongoing exit of environmental
services contracts.

The Group operates its treasury and working
capital management processes under strict
year-end and peak net debt disciplines.
Actual facility usage is monitored on a daily
basis, with non-treasury cash, primarily within
joint venture accounts, consolidated weekly.

Maturity of committed facilities (£m)
800
600
400
200
0
FY19
USPP & Schuldschein

FY20
RCF (Prior)

FY21

FY22

FY23

FY24

FY25

RCF (Current)
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The Group continues to improve its pension
position across the portfolio of seven
defined benefit pension schemes, with a
net asset of £8m (2017: deficit £85m)
being reported.

This gain enabled the reported assets
within the schemes to increase to
£1,681m (2017: £1,637m).

Strategic Report

Financial review continued

Financial instruments

Going concern

Viability statement

The Group’s financial instruments comprise
cash and liquid investments. The Group,
largely through its PFI and property joint
ventures, enters into derivative transactions
(principally interest rate swaps) to manage
interest rate risks arising from its
operations and its sources of finance.
The US dollar denominated USPP loan
notes have been hedged with fixed
cross-currency swaps at inception to
mitigate the foreign exchange risk.
The Group does not enter into speculative
transactions. There are minor foreign
currency risks arising from our operations.

The Chief Executive’s strategic review
highlights the activities of the Group and
those factors likely to affect its future
development, performance and financial
position. These have been carefully
considered by the Board in relation to the
Group’s ability to operate within its current
and foreseeable resources.

The Board has assessed the viability of
the Group over a three-year period ending
30 June 2021, as it is required to do
under the UK Corporate Governance Code.
The Board’s statement is set out on
page 60. A summary of the work
undertaken by management and the
RMAC to support this statement is set
out on page 76.

The Group has a limited number of
international operations in different
currencies. Currency exposure to
international assets is hedged through
inter-company balances and borrowings,
so that assets denominated in foreign
currencies are matched, as far as possible,
by liabilities. Where there may be further
exposure to currency fluctuations, forward
exchange contracts are completed to buy
and sell foreign currency.

Dividend policy
The Board is proposing a final dividend
of 46.0 pence per share on the 97m
shares in issue. Combined with the interim
dividend of 23.0 pence for shares in issue
at March 2018, the total dividend declared
this year of 69.0 pence (2017: 67.5 pence)
represents a 2% increase on the prior year.

The Group has significant financial
resources, committed banking facilities,
long-term contracts and long-term order
books. Within net current liabilities of
£(18.7)m, £62.8m of the £226.1m of joint
venture assets (presented as non-current
under IAS 28 para15) is expected to
mature within one year of the balance
sheet date. These assets represent
property and residential investments that
will be sold in the normal course of
business. For these reasons, the directors
continue to adopt the going concern basis
in preparing the Group’s 2018 financial
statements. The full going concern
statement is set out on page 60.
A summary of the work undertaken by
management and the Risk Management
and Audit Committee (RMAC) to support
this statement is set out on page 75.

Bev Dew
Finance Director
19 September 2018

This Strategic Report was approved by the Board and signed
on its behalf by:

Haydn Mursell
Chief Executive
19 September 2018
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Finance Director

