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“I have received a fair amount of feed-back about the publicity surrounding my Report
calling for UK Construction Groups to align for mergers, or get left behind in the
Industry’s global consolidation. Today’s rumours about a potential tie-up between
Atkins and CH2MHill don’t surprise me. I have been invited to talk with a few
companies about specific M&A proposals. The Takeover Panel would require almost
immediate response to any report of a possible merger involving a listed company. It’s
par for the course to keep ‘rumours-rumours’ and read about the real deals, after they
have been announced.”

Greg Malpass January 30t 2017.
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Top firms must merge to break
industry's vicious cycle

26 JANUARY, 2017 | BY GREG MALPASS

With some of the UK’s largest contractors having posted massive losses in recent
years, you'd be forgiven for thinking, ‘Here we go again’.
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Top firms must merge to break industry's vicious

cycle
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With some of the UK's largest contractors having posted massive losses in recent years, you'd be
forgiven for thinking, Here we go again’.

Tha industry’s cyclical nature, fragmented structure, low margins and project risk make sustained financal

resilience challenging.

& few mainland Eurcpean growps may dizagree. They created and benefited from consalidation in their
home markets, then proactively diversified their businesses. The combined market capitalisation of the top
three French and tom six Spanish is mara than twica that of the top 13 UK construction groups; their
comibined tumover is threefiold.

Clozer analysis disclozes some deep-rooted weaknesses in the UK construction sector. Drawing an

conclusions from EY's Y construction con tior afead’and Deloitte’s Fwopean Fowers of Construction

reports, the analysis calls for significant consalidation to address the changes required. UK companies must

tart zligning themselves for ME&& araverseas influence will eventually dominate
Conseguences of failure

Histary tells vs what happens when ME&A iz pooy planned: deals either fail or fairvalue is not derived. In the

early 1990s contractors Lost their parceived value in the process of company break-vos and divestments.
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Top contractors must merge to
break industry’s vicious cycle
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Report calls for contractors to merge [Full Text]

The influence of the Top European Construction Companies

2015 Turnover Market Profits
COMPANY (€Bn) Capitalisation EBIT
RESULTS (€Bn) (€Bn)
TOP3 86 53 7
FRENCH
TOP 6 63 33 4
SPANISH
TOP 13 UK 46 41 3

Growing overseas influence in the UK’s construction market is a concern, a new report says, and Consolidation in the UK
construction industry must and will happen.

With some of the UK’s largest contractors having posted massive losses you’d be forgiven for saying “here we go again.” The
industry’s cyclical nature, its fragmented structure, low margins, and construction risk will never bode well for creation of a
financially robust sector. A few mainland Europeans groups may disagree. They created and benefited from consolidation in
their home markets, and then proactively diversified their businesses. The combined market capitalisation of the top three
French and top six Spanish is more than twice that of the top 13 UK construction groups. Their combined turnover is three
fold, and overall operating margins of the top ten exceeded 8% in 2015.

Closer research discloses some deep-rooted weaknesses in the UK construction sector. The analysis draws on conclusions
from earlier reports by Ernst & Young ‘UK Construction Consolidation ahead’, and Deloitte’s ‘European Powers of
Construction’ in 2015, and calls for significant consolidation in order to address the changes required. UK companies are as
well to start aligning themselves for M&A, or foreign influence will dominate over time.

History tells us what happens when M&A is poorly planned- deals either fail or fair value is not always derived. In the early
1990’s contractors lost their perceived value in the process of company break-ups and divestments. The City no longer saw
construction conglomerates as attractive. It wanted contractors to be lean, mean and cashed up. Analysts lost the will to
“knuckle down” and do more maths to understand complex companies and encouraged the break-ups of well diversified asset
strong businesses. They took place to the long term detriment of the sector in my view. Poorly capitalised independent
contractors then embarked on non-capital intensive diversification such as support services to benefit from lower risk, and
higher PE recognition in that FTSE market sector. UK contractors have however remained largely non-diversified, with a few
exceptions, including the role of PFI.

There were some winners. Ray O’Rourke pulled off the legendary reverse takeover of Laing Construction for £1. Morgan
Sindall inherited the bargain priced contracting business off-loaded by Amec; Hanson lent the MBO team at Kier the money
to take its contracting business independent, and Wimpey gifted its construction business as a sweetener for Tarmac’s asset
swap of its Homes business for Wimpey Minerals. Thereafter Tarmac de-merged its contracting interests to form Carillion.

In 2017 the market in the UK remains strong with the advent of the New Nuclear Programme, High Speed 2, Heathrow Runway
and Terminals, Thames Tideway and the Government’s drive for more living accommodation. In response, the industry should
revitalise itself with mergers between the strongest UK groups to benefit from synergies and strengthened balance sheets, and
create shareholder value via some new thinking. Fewer companies, with better operating structures and more pricing power
will reduce the need to underbid and break the industry’s vicious cycle. Projects will get larger, and require contractors with
the resources and balance sheets to shoulder and manage construction risk, and continue to participate in public private
partnerships. Risk mitigation will become a driver. Thames Tideway is one pioneer mega project incentivising its private
sector partners with its innovative government contingent support package contracts.

So who will take the bold steps to start the M&A led consolidation renaissance? Shareholder activism may play a part, if die-
hard Boards ignore the signs. The research project starts to map out potential outcomes, but opportunities will arise, and
appetites for investment will become apparent. If domestic mergers do not take place the threat of likely sources of external
capital will come to bear. Entities in Southeast Asia and China in particular are undoubtedly interested. Sovereign Wealth
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Funds and Private Equity could also become a source of Capital, and Continental European players have the capacity to acquire.
The next step in our research is to examine them all.

Greg Malpass is an independent Construction Industry Analyst and author of the Industry Report:
UK CONSTRUCTION CONSOLIDATION published by www.thinkbigpartnership.com

STATEMENT TO PRESS January 10 2017 ’ ' >
GREG MALPASS

AUTHOR: UK CONSTRUCTION CONSOLIDATION
REPORT

“There is no doubt that several of the UK Majors have had a
‘wobbly time', of late. Chronic low margins and one-off major
project losses have been the industry's Achilles heel for years-
and &'s high time someone shouted out ‘The Emperor has no
clothes.” & might be remembered that Ray O'Rourke himself
picked Laing Construction up for £1 when the fatter suffered a
similar fate.

“Whether it's redrictive banking covenants forcing hands;
forward thinking strategic kadership, or just common sense- Sir
Nevile Simms’ Foreword to the Report concurs wih the
prediction that Industry M&A led consolidation must and wil
happen. Only then will UK Construction Groups have the Balance
Sheets, and perhaps kadership, to look not just to consolidation
and margin restoration- but to the future with diversification into
higher margin long-term businesses (and finding finance for &)
in mind. Some mainland European Groups have been impressive
trai-blazers in this regard since the 1990s, and having fallen
behind in the pack, a sell-out of any major UK construction
aroup to a Chinese contractor, especially if at a bargain price,
would be a travesty, and likely focus on more of the same in the
UK- low margin contracting!

Industry Report is posted to website: www.thinkbigpartnership.com/services.html!
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CITB devolution could offer solutions to ongoing
debates

24 JANUARY, 2017 1137 AM Top firms must merge to break
industry's vicious cycle
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Article in Construction Index January 13", 2017

The UK construction industry needs some of its biggest contractors to merge, a new report says, and prime
candidates include Costain and Interserve.

UK CONSTRUCTION
CONSOLIDATION
2017-2022

e solution

Report calls for contractors to merge

0

The UK construction ndustry

Corporate $trategies

In the face of growing overseas influence in the market, UK construction industry consolidation is needed, the report says.

Greg Malpass, construction industry strategist, former corporate development executive at Taylor Woodrow, Tarmac and Wimpey, and now
an independent mergers & acquisitions analyst, has produced a 360-page industry research report calling for UK contractors to merge to
make them better able to compete against overseas competitors.

The report analyses how the UK’s biggest contractors struggle to match up to the European majors like Vinci, Skanska, Bouyges and ACS
and how consolidation would strengthen them.

The call for consolidation is supported by industry veteran Sir Neville Simms, chairman of Thames Tideway, and previously chief executive
of Tarmac and chairman of Carillion, who writes in the foreword: “British contractors are in danger of missing out on major international
projects in the future, if they lack the financial muscle and diversity of say a £15bn-a-year contractor to handle the more complex projects.”

On the premise that further consolidation in the industry “must and will take place”, Sir Neville predicts that “increased market share, more
innovation, improving profitability and more certain returns to shareholders should lead to a construction sector that in the future is both
financially and operationally stronger.”

In his report, Greg Malpass writes: “With an industry plagued by wafer-thin margins and some top construction groups declaring massive
losses in the last three years (eg Balfour Beatty, Laing O’Rourke) it is no longer enough for major UK companies to focus on sustaining
industry standard margins.”

The industry’s structure, contractor risk, and pressure on margins is holding back what are otherwise favourable infrastructure and housing
sector outlooks already starting to get populated by leading European and global construction groups which operate in a different league in
terms of size, financial strength and diversity, he argues.

The report concludes that consolidation will be best achieved by mergers between the strongest UK groups to benefit from synergies and
strengthened balance sheets; followed by a new era of capital raising, investment and diversification strategies into higher margin expanding
non-contracting and international activities, exemplified by companies such as ACS and Ferrovial of Spain, and Amec-Foster Wheeler.

Mr Malpass says that Costain has been continually punching above its weight since its near demise in the early 1990s. He says: “But its days
as an independent company are probably numbered now the supportive minority shareholders have diluted their holdings and their nominees
have left the board. With its cash position deteriorating somewhat, and future acquisition aspirations of any substance waning, surely it’s
time to seek to be positively acquired by a larger financially robust partner who can help it back into a Tier 1 position it deserves, given its
unquestionable engineering capabilities.”

Interserve is also identified as a likely merger proposed: “Interserve is a good candidate for merger to form one of the top tier construction
groups in the UK. Due to its low market capitalisation, it could otherwise become an acquisition target.”

Carillion also needs to merge with someone, he argues. “There are compelling reasons why Carillion should find a large merger partner. But
focusing just on Balfour Beatty’s woes since the failed merger in 2014 does not do justice to both sides of the argument. Two years since the
failed buy, Carillion’s margins have declined at the operating level. Net borrowing is higher than expected and a weak pound hurts, as
Carillion's private placement borrowing is denominated in US dollars.”

And the same goes for Balfour Beatty: “Balfour Beatty needs to proactively get successfully acquired or merged, asap. That way it can
easily achieve synergistic savings, and provide a compelling investment case for shareholders regarding the future direction and success of
the company. While it is focusing on retrenchment and consolidation in its core contracting businesses, it does not have the luxury to do
what it needs to do for the longer term, which is to put in place a strategy, and the financing, for future diversification outside contracting.”
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REPORT MESSAGES

Report Foreword by Sir Neville Simms

The Key Messages from the UK..

“UK Construction Consolidation Ahead”

UK CONSTRUCTION
CONSOLIDATION
201T-2022

Corporate Stratcgics

Sir Meville Simms FREng

“Industry Consolidation must and will take
place....and company strategies that lead to
increased market share, more innovation,
improved profitability and more certain returns to
shareholders should lead to a sector financially
and operationally stronger.”

B

Source: www.thinkbigpartnership.com UK CONSTRUCTION CONSOLIDATION

A few Mainland European Majors dominate the market

European structural in-balance 2015

TOP 5 EUROPEAN INDUSTRY STRUCTURE
Market Capitalisation (€m) (Turnover €m)
VINCI 34.8 TOP 3 FRENCH COMPANIES 85.8
FERROVIAL 153 TOP 6 SPANISH COMPANIES 63.1
BOUYGUES 12.6 TOP 13 UK COMPANIES 457
l‘é\;LOR WIMPEY 2?5 (Market Capitalisation €m)

: TOP 3 FRENCH COMPANIES 529
T —— . TOP 6 SPANISH COMPANIES 326
ACS 310 TOP 13 UK COMPANIES 414
BOUYGUES 324 (Profit- EBIT €m)
FERROVIAL 07 TOP 3 FRENCH COMPANIES 66
TAYLOR WIMPEY 43 TOP 6 SPANISH COMPANIES 4.0
EBIT (€m) TOP 13 UK COMPANIES 3.1
VINCI 28
ACS 14
FERROVIAL 09
BOUYGUES 09
TAYLOR WIMPEY 0.9

UK Industry is more fragmented at
the Top, and UK Companies lag
behind the European Leaders, in
size, value & profitability, with only
Taylor Wimpey featuring in Top 5.
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The Target is European levels of Diversity
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It will only be delivered via M&A

Strategy Methods
7 N Organic/internal
Innovation O growth
Diversification '
International i/ Takeovers/ mergers
Expansion )
Cost leadership L ) Jointventuresor
e Y strategicalliances

Consolidation of the UK Construction Industry will
not be achieved by companies’ organic re-
structuring

He

Press Summary 30.01.2017 www.thinkbigpartnership.com



PRESS RELEASES / ARTICLES / REPORT MESSAGES

www.thinkbigpartnership.com

Major UK Groups will emerge from Top 15

Top 5 Listed
QK consf;'u‘iti&rtl industry Balfour Beatty Companies
top 100 Sl

- e s
< M £90p e,
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S=—N= o i P~
% = Kier G@p € arillion
== - £26b Taylor Wimpey
=R= 14| v ; A
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== SE1b-£5D = i Interserve
== Vinci/Taylor Woodrow
g 2 (‘R:q:g,.‘\ 1o +S5% o
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Top 8 UK Listed candidates for UK Mergers are: Balfour Beatty , Carillion, @\
Interserve, Kier, Taylor Wimpey, Morgan Sindall, Galliford Try, & Costain

Taylor Wimpey sets the UK (Financial) Benchmark

Industry Growth/Profitability Matrix (2016)

nd Annual Growth Rate %

")

FEies

Balfoar Beatty

Taylor Wimpey is a non-diversified UK Housing Company, but the only
European UK Player in financial terms, and an obvious Partner for M&A. é\
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Source: www.thinkbigpartnership.com UK CONSTRUCTION CONSOLIDATION

Possible Sources of External Capital

Sowrce EY

Entities in Southeast Asia and China in
particular are undoubtedly interested.
Many of the UK organisations would be
natural extensions of Major domesti
entities (DOt state and otherwise) with
COVIoUS SCOpe 10 DOLH COMt Synergies

(DM ICularty ON fa Materials) and sharing
of Dest Practices.

Sovereign wealth funds more broadly.
SOHN with non-tinancial iInterests such as
transferring project expertise 1o Gomestic
markets being an added incentive.

Continental Eurcpean players

Large cap companies Could acquire &
UK entity and add its operations 1o their
existing platform.

Private equity &5 less Mely to be &
source of capital or an cbvious partner,
D ticuarty with the current Benitations
2round delivering the type of strong and
robust cash Nows 50 favoured Dy investo
But the INdustry is awash with dry Dowde
and the scope to drive operational
Improvernent theough better financial
management Clearty exists: amid & wire
O CONONAINION 3 welk(un, OPerationally
eIfCiont MIGEte CONBLIUCHIOn Organisath
would be an attractive boit on 1o one of
he INusstry Denernoths that we beseve
el et ge

If UK Companies do not merge, changes may be dominated
by flow of External Capital

Source: Ernst & Young

4 Stage Review being undertaken by ‘Think Big Partnership’

4 Stage Review

2015 TIO MKT CAP EBIT
(€Bn) (€Bn) (EBn)
TOP 2 85.8 529 6.6
FREMCH
TOP 6 £3.1 326 4.0
SPANISH
TOP 13 457 414 31
UK

Research UK Merger & Strategic
Global Finance Options

The Top 2 -
3 way
Merger
Scenarios
The Top 10 of Taylor
The Top 8 84 Possible 2 Wir:rpey
Listed UK or 3 way Balf
Plc Merger BE;aour
Scenaries ity
Taylor Wimpey Carillion
aw) BB/CAR Kier
Balfour Beatty KIS Galliford Try
(BB) Interserve
carillion GTIS
Potential
CAR
( ) GTIK Sources of
Kier External
) MSNs capital
Galliford T TW/BB/CAR
aT v Entities from
(D) CARIGT China & SE
Interserve Asia
(S) KICAR/NS Sovereign
i Wealth Funds
Morgah:SSlndall GT/KIS
MS) Mainland
Costain KGT/TW European
(COS) Companies
Private Equity

Source: www.thinkbigpartnership.com UK CONSTRUCTION CONSOLIDATION
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RESEARCH & REVIEW - REPORT - INVESTIGATE - PROMOTE

“The research project starts to map out hypothetical potential outcomes, but specific opportunities will arise, and appetites
for investment will be examined and become apparent over time. If domestic mergers do not take place the threat of likely
sources of external capital will come to bear. Entities in Southeast Asia and China are undoubtedly interested. Sovereign
Wealth Funds and Private Equity could also become a source of Capital, and Continental European players have the capacity
to acquire. The next step in the research is to examine them all, and network with interested parties.”

THE RESEARCH STARTS TO EXAMINE MANY BUSINESS DEVELOPMENT SCENARIOS
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