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We shape, create and deliver solutions
that transform the performance of the
infrastructure ecosystem.
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Overview

Financial highiights

2021 £1,135.2m

Revenue

£1,421.4m

Strategic Report

{£9 5m) D 2021

Operating
profit

£349m

| 2021 £301m I

Adjusted operating
profit?

£36.3m

Governance

(0 B%) D 2021

Operating profit
margin

2.5%

Financial Statements

2.1p) I:] 2021

Basic profit {loss)
per share

2.4p

[ 2021 z.e%]

2021 9.épj

Adjusted operating
profit margin?

2.6%

Adjusted basic
earnings per share?

990

1 Free cash flow is defined as cash from operations, excluding adjusting items and pension deficit cantributions, less taxation and capital expenditure
2 Seenotes 1 to 4 of the inancial statements for adjusted metric details and definitions, and recenciliation to reported metrics,

Non-financial highlights

42,722tCO e 1

[2021 015 LTIR | | 2021 £200k | | 2021

Social contribution

£391k

Environmental impact

36,283tCO.e

i

See our KPls / Page 28 and 29

Our ESG performance

Operating responsibly is integral to our strategic priorities
of people, planet and performance, underpinning how we
operate and our expectations of our people, suppliers and
partners. For further information on cur ESG performance
please downlead our ESG report.

©

Download the ESG report here / www.costain.com/our-culture/
performance-and-reports/
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Improving
people’s lives

Our vision
To create connected, sustainable infrastructure enabling people
and the planet to thrive.

How we do that
We shape, create and deliver pioneering solutions that transform
the performance of the infrastructure ecosystem.

Where we operate

Our focus is on four strategic sectors in the UK: Transport, Energy,
Water and Defence and everything that we do is rooted in
delivering solutions and is organised around our customers.

Transportation

Within the Transportation division, we support key customers such as National Highways, H52 and Network Rail, as well as local and
devolved authorities, and Integrated Transport such as aviation. We report results in three sectors: Road, Rail and Integrated Transport.

Road Rail Integrated Transport

Natural Resources

Within the Natural Resources division we work with privately-owned utility, water and sewerage companies, with energy companies, and in
defence, with several public and private sector organisations. We report results in three sectors: Water, Energy and Defence.

Water Energy Defence

B

See our operational review / Pages 22 to 27
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Our ambition
Revenue growth with an adjusted operating profit margin run-rate
of 3.5% during the course of 2024, rising to 4.5% during 2025, and

in excess of 5.0% thereafter.

>

See our strategy / Pages 10 and 11

How we measure success
Our financial and non-financial KPIs are on pages 28 and 29.

>

See our risks / Pages 39 to 43

Our stakeholders

We collaborate more closely than
ever with customers, partners,
communities, wider industry
and shareholders to meet
today’s infrastructure demands.

B

See our stakeholder engagement / Pages 58 and 59
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Chair's statement

During 2022, Costain
delivered an improved
financial performance.

[ am delighted to be discussing the performance of
Costain with you, my first set of results as chair since
joining the Group in November 2022.

“We are progressing well on
our strategic objectives and
delivering positive benefits
for all our stakeholders in
difficuft conditions.”

Kate Rock
Chair

We have a strong leadership team with a clear strategy and
history of delivery in the growing UK infrastructure market
and | lock forward to contributing to the next stage of the
Group's development.

During 2022, Costain delivered an improved financial
performance, with the Group's adjusted operating profit’
increasing in the year from £30.1m in 2021 to £36.3m,
while also generating strong free cash flow. This financial
performance has been delivered against the backdrop
of increasing inflation and chalienging macroeconomic
conditions, demonstrating the strength of Costain’s
operational and financial management. Qur CFO,

Helen Willis, discusses this in our Financial Review on
pages 36 to 38.

Qur customers

Costain's ambition is to be the partner of choice for our
customers, building on its deep construction heritage
to address the changing needs of infrastructure and
bringing together a unique mix of engineering solutions
for increasingly complex problems. Qur commitment to
create connected, sustainable infrastructure is core to
all our activities.
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Adjusted operating profit’

£36.3m
]

l 2021 £30 Im |

There is a necessity to update, connect and integrate
infrastructure ecosystems to meet the needs of the UK's
growing population, the impact of climate change and
the requirement for increased economic, environmental,
and political resilience. We are pleased that the UK
Government set out in its Autumn Statement a series of
measures to boost growth and productivity by investing in
people, infrastructure, and innovation, with investment in
net zero, rail and energy.

To meet these societal changes and the opportunities
it brings, Costain focuses on the four key markets of
Transport, Water, Defence and Energy, and we discuss
our strategic priorities and addressable markets on
pages 12 to 14,

Stakeholder engagement

During 2022, the Group has increased levels of
engagement with our customers, to better enable smooth
project delivery, while adapting rapidly to the twin
challenges of inflation and material supply shortages. We
are also increasingly working closely with Government
and its agencies, helping them to shape their projects

at an early stage of the planning process and maximise
efficiencies during infrastructure delivery.

Costain also plays a growing role in wider society, with the
Board focused on Environmental, Social and Governance
(ESG) matters. ESG is not only important for the Group,
but also for cur customers who increasingly value our
approach to responsible business and the expertise,
knowledge and capability we provide.

Delivering our climate change action plan remains our
highest environmental priority, with the Group focused on
reducing operational emissions in line with PAS 2080 and
working with designers to scale up the use of transitional
materials. These initiatives will be essential to Costain
meeting our objective to be net zero carbon by 2035. We
look forward to receiving feedback on our climate change
action plan from the Science Based Target initiative (SBT1).

Governance Financial Statements

Free cash flow?

£72.9m
.

|2021 £53.4m |

Our social priority is to support cur customers in
maximising the social value generated from infrastructure
investment, creating a lasting legacy within the
communities where we work. This directly aligns with
the Levelling Up agenda and is supportive of stakeholder
procurement policies. Further details of our projects can
be seen on pages 16 to 21.

With the continued industry challenges around labour and
material availability, ethics continues to be a significant
governance priority for Costain and we are increasing our
work in this area to further minimise the risk of unethical
labour practices.

Further detail on our ESG policies and practices can be
found on pages 32 to 35 and we publish a separate ESG
report which is available at www.costain.com/our-cu'ture/
performance-and-reports.

Our People

Culture is central to Costain and our values inform
everything we do, with diversity, equality and inclusion
being key areas of focus, critical in developing high
performing teams. In order to develop the Costain culture,
our CEQ Alex Vaughan and the management team have
been connecting widely with the Costain workforce, such
as on the reguiar Leadership Impact Days, discussed on
page 58 and 8. We outline the Board’'s engagement and
outreach activities in more detail on pages 68 to 71.

This year we launched our refreshed values and
behaviours. Our values are what we stand for as an
organisation and, most importantly, how they guide our
activities. These are discussed on pages 66 and 7. I'm
delighted by how quickly !'ve seen colleagues bringing
our values and behaviours to life.

In 2022, we ran a Best Companies employee engagement
survey and | was pleased to see that we were recognised
as a ‘Very Good Company’ to work for.

1 See notes 1to 4 of the financial statements for adjusted metric detals and definitions, and reconciliation to reported metrics
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Chair's statement continued

We have also recognised that the cost of living was, and
is, significantly affecting many of our people and have
taken several actions to give as much support as possible,
including one-off payments, an employee discount
scheme and a financial education programme.

Our response to the cost-of-living crisis will be for

the long-term and we are continuously reviewing the
support we can offer,

Capital allocation

During the last two years, the Group has made very
significant progress in its operating cash generation,
demonstrated by our strong year end cash position

and operating cash flow in 2022,

A strong balance sheet is fundamental to our ability to win
business and manage risk. At the same time, the Board
recognises the importance of dividends to shareholders
and remains committed to returning to dividend payments
when appropriate,

The Board regularly reviews the Company's capital and its
potential uses, including whether there is surplus capital
avallable to distribute to our shareholders.

Looking forward over the next financial year, the Board

has concluded that the priorities, and best returns, for the
Company’ capital are to invest in our organic opportunities
and to build further its capital base.

=

Above: Kate Rock on site at HS2

Board changes

On & April 2022, Fiona MacAulay joined the Board as an
independent non-executive director and became a member
of the Company’s Audit, Nomination and Remuneration
Committees. Fiona became chair of the Remuneration
Committee at the conclusion of the Annual General Meeting
on 5 May 2022, taking over from Jacqueline de Rojas, who
chaired the Remuneration Committee on an interim basis
following the resignation of Alison Wood.

As detailed in our 2021 full year results, Pau! Golby
announced that he wished to step down as chair and non-
executive director. The Board wishes to thank Paul for his
considerable contribution to Costain for mare than six years.

The Nomination Committee, led by Tony Quinlan as
senior independent director, concluded a search for
Paul’s successor in September 2022. | am delighted that
| was appointed to the Board on 1 November 2022 as an
independent non-executive director and chair designate,
and | assumed the role of chair on 1 December 2022,

The Board thanks Sharon Harris, who stood down as
Company Secretary, for her contribution to the Group and
we welcomed Nicole Geoghegan to the role on 5 July 2022.

Qutlook

It has been three years since the start of the pandemic

and, together with our customers, we have been able to
navigate our way through what has been, an many levels, a
demanding time. The Board would like to thank our people,
our customers and our suppliers for their efforts during 2022
and their long-term commitment to the Group.

We expect that the ongeing improvement in the business will
deliver pasitive results for the Group in 2023 and beyond, and
we expect to see an increase in adjusted operating profitin
2023 compared to this year, while delivering further free cash
flow and ensuring a robust balance sheet.

QOur shift in business mix, together with other measures we
are taking to transform the business internally, means that
we expect to progressively increase our adjusted operating
margin in the coming years. Alex discusses this in more detail
in his statement on the foliowing pages.

While we are mindful of market conditions such as inflation
due to wider econamic and gecpolitical challenges,

we believe there is a positive long-term outlook for
infrastructure and good growth prospects for the Group.
These market drivers, combined with the strategic progress
made during the year as we develop the Group, gives the
Board confidence in our future and that we will deliver
increasing value to all of our stakeholders.

Kate Rock
Chair

13 March 2023
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Chief Executive Officer’s statement

Delivering for
our customers.

| am pleased to report that we have made positive
progress in 2022 across a number of key measures.

“A strong operational
performance, benefitting

from our strategy.”

Alex Vaughan
Chief Executive Officer

In 2022, we:

* Delivered a strong financial performance in
difficult conditions:

- An adjusted operating profit of £36.3m, up 20.6%
on last year'.

— A net cash position of £123.8m at the end of the year,
well ahead of expectations, resulting from a positive
free cash inflow of £72.9m?.

— An unchanged adjusted operating margin of 2.6%'.
— Secured a strong order book and preferred
bidder position.
¢ Strengthened our resilience:
— Benefitting from the embedding of our risk management.
- Strengthened our balance sheet.

— Broadened our Tier 1 custemer mix across our
growth markets.

- Secured a contract portfolic that is lower risk.

1 See notes 1 to 4 of the financial statements for adjusted metric details and
definiticns, and reconciliation to reported metrics

2 Netcash balance is cash and cash equivalents in FY22 and 15 cash and cash
equivalents less interest-bearing borrowings lexcluding leases under IFRS 15
and net of unamortised arrangement fees of £0.6m) in FY21,
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Chief Executive Officer's statement continued

Adjusted revenue'

£1,421.4m £34.2m

Adjusted profit before tax’

Net cash balance?

£123.8m

| 2021 £1,178 6m | |zoz1

£26.3m ] [ 2021 £119.4m |

* Benefitted from our strategic positioning:

- The scale of our future work is now more than three
times annual revenue.

— Continuing to have a positive market outiook
supporting our growth ambitions.

- We have increased our position as a Delivery
Partner consultant.

— Woe have now built an unrivalled range of expertise.
* Navigated the short-term challenges, and are
positioned for long-term opportunities:

— We have managed inflation.

— We are addressing the impacts of Government changes.

- In our markets, national needs are growing.

- We are seeing digital transformation being part of
the future.

* Set out a clear roadmap for our strategic
positioning for:

- Increasing margin growth, which | discuss below.

- Demonstrating the progress of our broadening
business mix.

- Positioned for key growth spend areas in devolved
government, rail, energy and water.

I'm very grateful for all the hard work and support that has
been provided by all of cur employees and partners, to
both deliver this progress and to navigate the chalienging
operating environment. Thank you.

Qur strategy

The Group is benefitting from being strategicaily
positioned in four markets; Transport, Water, Energy and
Defence, where long-term investment continues to be
made, and which pravides us with a strategic, diversified
and resilient customer base. We expect a broad
investment, underpinned by legislative and regulatory
commitments, in infrastructure of around £66bn per year
until the end of the decade across our markets.

Qur customer focus, combined with our differentiated
offering, is positioning Costain strongly. We are benefitting
from the long-term investment plans in place, and continue
to see significant opportunities for growth.

We have specifically chosen to work with customers who
wish to partner with a business such as ours to help them
shape, create and deliver their business plan commitments
and investment programmes, and to navigate the various
challenges facing their businesses. Our expertise and focus
on key blue-chip customers allows us to truly understand
their specific needs and how we can best support them
right across their business portfolic. With our expert
broader service offering, we are servicing more of our
customers’ business investment, and creating greater
competitive advantage by being increasingly relevant to
our customers’ changing needs. Qur vision is to create
connected, sustainable infrastructure to help people and the
planet thrive and you can read more about our strategy and
markets on pages 10 to 14.

Our order book reflects a prudent view on work secured,

as well as a changing mix of our contracts. At the end of
2022, our order book, where contracts are signed and ready
to proceed was £2.8bn (FY 21: £3.4bn). This reflected the
timing of major contract bids, our customers' investment
programmes, maintaining discipline in contract selection and
the shorter lead time of consulting and digital work.

Our preferred bidder bock, increased to £1.6bn (FY 21:
£0.9bn), and is a positive outcome to the year, see page 23
for further details.

We have made good progress in securing new work that
demonstrates how we are working in deeper partnerships
with our customers. During 2022, we announced that
National Highways has appoeinted a Costain/Mott
MacDonald joint venture as Delivery Assurance Partner for
the A303 Stonehenge Improvements Scheme, our fourth
delivery partner major consultancy commission. We are also
working with Heathrow Airport as a solution delivery partner
praviding construction, consulting and digital capabilities
over their next regulatory period. We were selected by bp as
their design partner for the net zero scheme in Teesside.

1 See notes 11ta 4 of the financial statements for adjusted metric details and definitions, and reconciliztion to reported matrics.
2 Net cash batance is cash and cash equivatents in FYZZ and is cash and cash equivalents less intgrest-bearing borrowings (excluding leases under IFRS 14 and net of

unamortised arrangement fees of £0 6m) in FY21.
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Strategic Priorities

Right across the Group we are focused on three strategic
priorities that wiil deliver our strategic ambition for all
of our stakeholders: Performance, People and Planet.

PERFORMANCE - This is where we provide insight

via our relationships with our customers and work with
them to help shape, create and deliver their broader
infrastructure requirements. During the year we

continued 19 embed our risk controls in securing new
business (contract seloction, independent risk review and
enhanced fegal process). As a resuit, we have managed
the risk and return criteria of contracts, and chose not

to bid on a small number of opportunities. We have also
enhanced operational contract delivery via an Operational
Excellence Model (OEM), comprehensive financial reviews,
and senior management ownership, which has improved
contract margin resilience.

As a result of the implementation of our strategy and risk
management processes, at year end FY22, cur order book
does not include any fixed-price construction contracts.

Our strategy is delivering a transformation in the business
in terms of assured delivery, lower risk contracts in our
order book, and a broader business mix; and our ambition
remains to deliver strong long-term operating margins.
Our pathway towards these margins is a 3.0% Group
adjusted operating margin for the second half of 2022 and
then deliver;

* An adjusted operating margin run-rate of 3.5% during
the course of 2024, as we implement our Transformation
plan and grow our consultancy business.

* A medium-term Group operating margin run-rate of
4.5% during the course 2025, This will be reached by
improving margins of complex programme delivery
(construction contracts), while growing our consultancy
and digital services. In addition, we will enact further
efficiencies across the business.

We have the ambition to reach a long-term Group
operating margin in excess of 5.0%.

PEOPLE - Here we focus on safety, diversity, inclusion, and
social impact fer our people and the wider community,
which are key vaiues for the Group. As noted by our chair,
we have responded to the cost of living crisis and refreshed
our values, as well as stepping up our engagement with
ESG issues, please see pages 32 to 35 and 58 and 59.

Ll

Governance Financial Statements

During the year our Accident Frequency Rate in 2022 was
0.05 alongside a Lost Time Injury Frequency Rate of 0.09.
We discuss our work in the community to deliver social
value on pages 30 and 31.

However, in July, with deep sadness, we experienced

a fatality on one of our rail projects and following

our investigation, to prevent a recurrence we are
implementing a number of recommendations across our
business including changes to current industry practice,

PLANET - It is important that we continue 1o strive to
deliver environmentally positive actions within the Group
and for our customers. We continue to implement our
climate change action plan, working towards net zero
carbon by 2035. To validate our plan, we have submitted
our climate change action plan to the Science-Based
Target Initiative and await endorsement. We have absolute
greenhouse gas (GHG) emissions, including Scope 3,

as one of our key non-financial performance indicators
(see page 34), as it is fundamental that however much

our business grows, we still reduce the carbon dioxide we
are releasing into the atmosphere.

Qur customers increasingly value our ESG capabilities as a
point of differentiation, and on pages 16 to 21 we discuss
projects where we have demonstrated our skills, such as
providing diesel-free sites for HS2 and reducing carbon
for Tideway.

Qutlock

Overall, I'm pleased with the progress that we have made
and the momentum and ambition across the Company.
We have navigated our way through the pandemic and
the material availability and inflation challenges seen
through 2022.

As well as the long-term work already secured, we are well
placed to capitalise on the positive opportunities across
the UK's infrastructure market. We have had good growth
in adjusted operating profit and delivered good free cash
flow during 2022, Given our position in the market and
the quality of our order and preferred bidder books, we
expect to achieve further growth in adjusted operating
profit and increase our net cash balance in 2023.

Alex Vaughan
Chief Executive Cfficer

13 March 2023

For mare information visit our website / www.costain.com
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Our strategy

We are at the forefront of helping meet

many of the UK's infrastructure challenges.

Our strategy focuses on transforming infrastructure performance and safeguarding our planet.

Our integrated offering

As construction, consulting and digital
partners we bring together a mix of experts
to engineer solutions to the most complex
infrastructure problems. We have specifically
chosen to work with customers who wish to
partner with us to help them shape, create
and deliver their business plan commitments
and investment programmes, and navigate
the challenges facing their businesses.

Building Costain

There is a major requirement to update,
connect and integrate infrastructure systems in
the UK, which requires new ways of working.

1. We aim to grow a resilient customer
base where long-term strategic
investment is being made with emphasis
on those customers where we can
collaborate closely to create connected,
sustainable infrastructure,

2. Our 150-year heritage of pioneering
problem solving, together with constant
innovation, enables us to deliver
sustainable, efficient and practical
answers as construction, consulting
and digital partners.

3. We lock to enhance the environmental and
social value that construction delivers by
becoming net zero carbon by 2035.

At our core

Everything we do is rooted in delivery

and organised around our customers. We
anticipate and help solve their challenges,
such as a growing pepuiation, climate change,
and economic and environmental resilience
across the infrastructure ecosystem.

Cur ambition

To be our customers’ strategic partner, helping
them meet their critical infrastructure needs.

We have enacted a Transformation programme
within Costain to streamline our organisational
structure, use digital to increase efficiencies
and refine our procurement processes.

Our target is to increase revenue and deliver
increasing profits. We aim for increased
adjusted operating margin of 3.5% run-rate
during the course of 2024 and 4.5% run-rate
during the course of 2025, and for margins in
excess of 5.0% thereafter.

At the same time, we recognise our wider
responsikilities and report on ESG matters
on pages 32 to 35 in our separate report at
www.costain.com/our-culture/performance-
and-reports.
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People

Te deliver our ambition for growth, we are focused on
making Costain a great and inclusive place to work where
people can be at their best and thrive.

During 2022, we refreshed our values and behaviours and
are embedding these into all aspects of the employee
experience. We have also run an engagement survey

and are working with our employees on integrated

action plans,

In addition, we are investing in five key areas:

* Excellent leadership and line management role
modelling of our values and behaviours, to motivate and
engage our people.

Having a diverse, inclusive, and thriving workforce.

Creating high performing, agile teams with a one
Costain ethos.

L ]

Developing skills, capabilities, and talent now and for
the future giving our people epportunity to grow their
careers at Costain.

*

Ensuring our people feel valued, respected, recognised
and appropriately rewarded.

Planet

Protecting nature and the environment to safeguard our
planet for future generations is fundamental. Working

with our customers we are helping to decarbonise their
businesses and the infrastructure ecosystem (see pages 12
to 15 for more information on how climate change presents
a market opportunity for Costain).

We are focused on driving an orderly transition to net
zero, while adapting to overcome the physical climate
risks that wil| impact infrastructure. For further information
please see page 34 for our TCFD disclosure.

As a Group, we are also increasing our focus on
maximising our social and environmental contribution.
This includes an ambition to generate significant intrinsic
and extrinsic sociai value through our construction work,
while having a workforce that is reflective of society.

We are working with our customers on a wide range of
projects to enable them to reach their ESG targets.

Ll
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Performance

To meet the huge challenges and opportunities facing
infrastructure delivery in the UK, we need to transform
the performance of infrastructure delivery.

We collaborate more closely than ever with
customers, partners, communities and wider industry
to deliver infrastructure faster and more efficiently,
without compromising on innovation, safety or
environmental impact.

In addition, we are developing our consultancy
capabilities to support our customers to develop
strategies and deliver the outcormes they need.

We are improving the performance of our business,
by simplifying processes and bringing clarity

of accountability.

To drive margin growth, assure project delivery and
ensure the highest safety performance, we focus on:

Safety: we continue to embed our Learning Organisation
Model to continuously improve our safety performance
and make sure that the lessons learned from the fatal
incident at Gatwick are rolled out.

Environment: we aim, by the end of 2023, that all solutions
proposed will include a low carbon option in line with
PAS 2080.

Assurance: we are improving our risk and assurance
function to strengthen our management of risk,
support decision making and coordinate assurance
activities across the business (see pages 40 and 41 for
more information}.

Step change in delivery: we are implementing standard
practices across our contracts such as mobilisation

and reporting, while strengthening our Operational
Excellence Model, to drive better decision making and
project performance.

Developing skills: we continue to implement development
programmes to drive excellence for our project directors,
commercial managers and frontline supervisors,

See examples of our purpose in action / www.costain.com/solutions
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Market overview

Infrastructure is experiencing

enormous change.

Within the infrastructure market, the opportunities arising from a shift
towards a more connected, sustainable future with a focus on productivity,
are counterbalanced by headwinds such as price inflation, skills and
resource shortages, and the changes in government spending patterns.
We are at the forefront of meeting many of these challenges and work to
balance these to achieve growth in this market.

Market opportunity

Woe focus on four key UK markets where there is strategic commitment to long-term investment in infrastructure:
Transport, Water, Energy and Defence. We expect the investment in the UK across our target markets to total

£600bn by 2030.

Policy, investment and regulation trends are reinforcing
our strategy in terms of change in market needs and our
need to focus on productivity. Reports by the National
Infrastructure Commission and the Infrastructure and
Projects Authority (IPA} Transforming Infrastructure
Performance: Roadmap to 2030 confirm a need for a
different approach to transform delivery performance of
major infrastructure. Our approach puts us at the forefront
of meeting this opportunity to create truly connected,

sustainable infrastructure for the good of UK communities
and to improve people’s lives. We collaborate ciosely with
government, including DfT, the Department for Energy
Security and Net Zero, and the IPA, as well as other
industry bodies like Institute for Civil Engineers {ICE),
Association for Project Managers (APM) and Institute of
Environmental Management and Assessment (I(EMA) to
shape the future of infrastructure delivery,

Strategic ihvestment programmes — expected infrastructure spend’

Currant business

plin nrvestiment

2025

National Highways £27bn RISZ RIS3
Phase 1 (London — West Midiands)
High Speed rail c.£50bn Phase 2a (West Midlands — Crewe}
Phase 2b {Crewe — Manchester)

integrated Rail Plan £54bn IRP
Network Rail £44bn CP6 | ce7 | ces
Local Government £11bn Regional development funds
Water £51bn AMP 7 | AMP 8 i

£12bn 10 Point Plan
Energy

£30bn RIO 2 | RIO 3

£240bn Defence Estates Plan
Defence -

£5bn Defence Estates Optimisation

<.£10bn Nuclear ADecomAmissioning
Nuclear Authority Business Plan

c.£20bn Sizewell C

1 These investment plans are not all addressable by Costain and there are market oppartunities which do not fall under these investment plans available to the Group.

The estimates are as of 31 December 2022,

We estimate that the total addressable annualised market for infrastructure in the UK is £66bn across all the markets
during the period outlined above, with a five-year growth rate of 3.0% per year from 2023 to 2027.
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Transport market

Within Transport our market is twofold. Firstly, supporting key
customers such as National Highways, HS2 and Network Rail
with strategic development, major infrastructure delivery and
existing asset optimisation; and secondly supporting local
and devolved authorities to drive economic growth through
investment in transport infrastructure to support the levelling
up agenda, and the growing market of aviation, as well as
ports. We are focused on improving transport infrastructure
delivery efficiency through digital transformation, accelerating
the transition to net zero and delivering better outcomes for
transport users and communities as an established integrator
of future transportation nodes.

National Highways is committed to spending £27bn across the
strategic road network through the Road investment Strategy
2 (RIS2) programme. Our focus is delivering RIS2 imperatives
while supporting National Highways’ ambition on carbon,
digital, network operations and asset management.

HS2 has a commitied spend of £55-75bn between 2020 and
2033, with multiple phases and types of contracts, playing to
both our construction and digital strengths.

The Integrated Rail Plan, alongside commitments to regional
rail development, demonstrates a long-term commitment to
significant rail investment across the UK. in addition, Network
Rail is currently in Control Period 6 (CP4), a five-year £53bn
investment programme, moving to CP7 in 2024, with further
committed spend of £44bn. There are additional long-term
investment opportunities with HS2 Eastern leg, Northern
Powerhouse Rail and East West Rail.

Investment continues to be focused on a regional level
through local authorities and regional transport bodies
through levefling up investment and further devolution
deals. This investment is focused on developing sustainable,
connected transport infrastructure. The aviation market
continues its recavery from COVID and the Flightpath to
the Future strategy outlined in May 2022 outlines a recovery
that focuses on a decarbonised future with aviation,
including urban airports, delivering local benefits.

B

Please see pages 24 and 25 for details on our progress in the sector
during 2022,

Governance Financial Statements

Woater market

Cur customers in the water sector are privatety-owned
utility, water and sewerage companies that are regulated
by Ofwat in England and Wales, with the regulator
setting the price limit, investment requirements and
service package for customers. In England and Wales,
the sector is currently operating in Asset Management
Period 7 (AMP7} which will deliver investment of £51bn
between 2020 and 2025. The focus is on decarbonisation,
improving water quality and affordability, reducing
pollution and discharge into rivers, while driving
innovation to improve resilience. Increased levels of
investment are expected in the next Asset Management
Period (AMP8).

We focus on being a partner for water customers as they
move into AMP8 to help deliver long-term plans, invest in
new infrastructure, and drive improvements throughout
the asset lifecycle.

>

Please see page 26 for details an our progress in the sector
during 2022.

RISZ investment

£27bn

HS2 investment

£55-75bn

13
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Market Overview continued

Energy market

The transition to clean, sustainable energy forms a key
part of the UK’s commitment to be net zero by 2050. In
addition, there is a renewed emphasis on the UK's energy
security and independence. Our ambition is to support
the UK in these areas.

The sector is diverse, and our target customers are
private entities, where we are focused on supporting
them through the whole lifecycle of their onshore project
delivery and decommissioning, with a particular focus on
industrial clusters. The UK Energy Security strategy, as
well as further updates to the energy transition strategies
across the UK, is committing investment towards ensuring
energy security as we transition to greener energy,

which is aligned to our strategy. An ongoing focus on
nuclear, hydrogen and carbon capture, usage and storage
(CCUS), as well as supporting the oil and gas sector to
decarbonise, forms the core of our energy offering.

The recent confirmation to delivering the Sizewell C
nuclear facility further supports this aim.

Please see pages 26 and 27 for details on our progress in the sector
during 2022,

Integrated Rail Plan investment

£54bn

Energy investment

f42bn

Defence market

The national defence budget for equipment and
infrastructure Js more than £23bn annually, and in June
2022 the government committed to increasing this to 2.5%
of GDP by 2030. This wil! allow the Ministry of Defence

to invest in next-generation capability and infrastructure.
Our focus to date has been on work on the Continuous
At-Sea Deterrent submarine programme and our ambition
is to grow into a long-term partner for defence customers’
most complex infrastructure engineering needs.

2

Please see page 27 for details on our progress in the sector
during 2022,

AMP7 and AMP8 water investment

£5Tbn

Nuclear investment

£30bn
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Qur business model

We work to shape, create and deliver infrastructure projects for our customers.

We develop strategic solutions to optimise value and reduce risk; engineer innovative solutions that are sustainable,
efficient and practical, and deliver projects in a safer, greener, faster and more efficient way. We discuss our work in
action on pages 16 to 21.

Understanding the needs of our customers across the infrastructure ecosystem

We work with customers to anticipate, identify and meet their challenges, helping us to deliver pioneering solutions right
across the infrastructure lifecycle, in strategy, operations and asset creation. We do all of this as either a construction,
consultancy or digital partner.

HELPING
PEOPLE AND
THE PLANET

TO THRIVE

Shape Create and Maintain, optimise
. deliver and repurpose
* Rethinking the approach purp
to infrastructure. = Engineering innovative solutions * Enhancing and maintaining existing
that are sustainable, efficient and assets to ensure safe, efficient and

* Developing strategic sclutions

designed to optimise value and practical, and deliver projects in cost-effective operations.

a safer, greener, faster and more

reduce risk. = * Extending asset life or repurposing,
efficient way. while delivering economic and
environmental value.
. . . 3
Underpinned by our Environmental, Social and Governance (ESG) commitments

Read more / Pages 32

Operating responsibly and with integrity is an integral part of our strategy and forms part of our o 38

core values.
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Purpose in action

Together we're
focusing on...

Some examples of the activity across our portfolio of work,
across early stage and major projects, in the areas of People,
Planet and Performance, in a series of case studies.

Value Toolkit

Safety, diversity and inclusion, and
social impact are key values for the
Group. We have helped develop the
Value Toolkit, a government-backed
initiative designed to change the
way the construction industry thinks
about and measures value. This was
in partnership with more than 200
experts from across industry.

=

Right: Our appreach
to social value

dlle

Digitally
enabled
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_People

The Value Toolkit in action

Costain has incorporated the Value
Toolkit’s pracess and suite of tools into
our social value consultancy planning
and has certified practitioners that
help our customers, in their decision-
making, consider the environment,
social and economicimpact.

Some examples from 2022 include:

¢ Working with South Staffordshire
Water to trial the Value Toolkit on a
major water treatment project, with
a particular emphasis an decision
making processes and alignment with
Ofwat’s Periodic Review 2024 (PR24).

* We were commissioned by the Tideway
UK Water Partnership to lead the

. . . Castain has also been actively
multi capitals water group and this

increasing social value in major joint

work includes supporting Southern venture projects such as Tideway.
Water with early development of a Tideway is London’s new Super Sewer
wellbeing rating to support business and will prevent tens of millions of

tonnes of pollution from discharging

case decisions that deli -term ‘ )
ver long-te into the Thames river.

value for society.

Financial Statements
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[

With the project, we implemented

a social value programme 'Breaking
Barriers’ promoting careers in science,
technology, engineering and maths
to a diverse group of local pupils.

See pages 32 to 35 for details of our
ESG policies.

17
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Purpose in action continued

Together we're
focusing on the...

Working with our customers as we
progress towards net zero carbon in the
UK. Costain aims to be net zero by 2035.

We are working with our
customers on a wide range of
projects to enable them to reach
their and the UK's emission
targets, using a broad rangae of
technologies. These inciude the
drive towards using hydrogen
and reducing the carbon impact
from infrastructure.

Reducing carbon
in infrastructure

We are continually looking to see
how we can reduce the amount of
carbon emissions from our projects.

The East Section of Tideway,
delivered by Costain, Vinci and

Bachy Soletanche (CVB} in a joint
venture, has started secondary lining
of Greenwich Connection Tunnel

and Main Tunnel D. Secondary lining
requires significant quantitias of
carbon intensive materials, primarily
concrete and steel fibres. CVB
challenged the design to achieve
material efficiencies by reducing the
thickness of the secondary lining to
achieve a significant carbon reduction
of 4500 tCO,e as a result of reduced
concrete and steel fibre volumes. CVB
has demonstrated a leading edge
solution in the industry's journey to
net zero by designing out carbon.

Within rail, on the HS2 project

during 2022, the Canterbury Road
Vent Shaft in South Kilburn became
HS2’s first diesel-free site, while the
Euston Approaches and Victoria Road
Crossover Box sites also achieved
diesel-free status.

Developing natural capital

Costain has worked in a joint venture
on the upgrade of Southern Water's
Hailsham South Wastewater Treatment
Works where the opportunity was
identified to go beyond normal
industry practice and create a natural
‘wilded’ biodiverse environment from
three tertiary lagoons that were 10 be
retired from service.

Soil from the construction process
was retained and used to backfill
one of the lagoons, which was
planted with native woodland tree
species and a swathe of wildflowers.

=

Below: FlyZero’s exploration into the
operation of hydrogen fuelied aircraft

A great crested newt pond was

also established with additional
aquatic planting. The reuse of the
excavated spoil ensured the project
did not need to dispose of over
3,500m? of soil to landfill, avoiding
over 300 lorry movements, which
saved an estimated 17t of carbon.
The enhancements provided an
overall biodiversity gain by providing
additional habitat for the great
crested newts, reptiles and bats,
enhancing the aguatic environment.

We are working with the Welsh Local
Government Association (WLGA) to
develop a geographic information
system-based tool to help local
authorities understand carbon
emissions associated with their

land, plus the carbon sequestration
potential for different land uses.
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The tool is being delivered through
the WLGA's Transition & Recavery
Support Programme, a Welsh
Government funded programme
to support councils to decarbonise
and adapt to the impact of

climate change.

Hydrogen to decarbonise

Costain is working with Dwr

Cymru Welsh Water, Wales and

West Utilities, and food and drink
manufacturer Princes Group on a
feasibility study to produce hydrogen
from biogas from the Cardiff East
Wastewater Treatment Works that will
fuel boilers to provide heat for fruit
juice pasteurisation. The programme
was funded through the Department
for Business, Energy and industrial
Strategy’s (BEIS} £1bn Net Zero
Innovation Portfolio, which aims to
accelerate the commercialisation of
innovative clean energy technolagies
and processes.

Led by the Aerospace Technology
Institute and also backed by BEIS,
the one-of-a-kind FlyZero research
project set out to realise zero-carbon
emission commercial aviation by
2030. The project brought together
experts from across the UK to
conduct a detailed and holistic

study of the design challenges,
manufacturing demands, operational
requirements and market opportunity
of potential zero-carbon emission
aircraft concepts. Costain's remit
included assessing the practical

and regulatory requirements for the
safe and efficient ground operations
needed to support hydrogen-
powered aircraft, as well as the
commercial implications of these and
future requirements. We examined
the conditions required for storing
hydrogen and the impact of its

use on turnaround times of planes

at airports.

Alongside FlyZero, we undertook a
detailed study into the potential use
of hydrogen for the Zero Emission
Flight Infrastructure programme.
The research is being led by
Connected Places Catapult, the UK's
innovation accelerator for cities,
transport, and place leadership, in
collaboration with the Department
for Transport. Qur report provides

a high-level averview of the
infrastructure requirements to
support the transition to net zero.

We have also trialled a hydrogen-
powered generator on the Preston
Western Distributor Road project’s
M55 compound. This trial is the first of
its kind for Lancashire County Council.
Together with hydrogen start-up
Hydrologiq, we demonstrated carbon
savings from on-site operations

of between 70% and close to

100%, when powered by grey and
green hydrogen respectively. Moving
from diesel to green hydrogen on a
similar compound could save up to

1 tonnes CO,e per month.

19
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PUFPOSG in action continued

Together we're
focusing on...

Working with our customers to deliver
efficient, affordable and practical solutions

to complex challenges.

Infrastructure increasingly needs

to deliver more and cost less, both
economically and environmentally.
We are investing in our digital

and consulting capabilities to help
our customers with a broadened
offering, to optimise existing
networks and future proof new ones,
as well as using new technolegies
such as 3D concrete printing.

Delivery

We work across a variety of
infrastructure prajects to ease
congestion and provide additional
capacity, across rall, road and
integrated transport, such as aviation.

Examples of our work in rail includes
HS2, which we discuss on the following
page, while road projects undertaken
in the year includes:

» Al. Costain and our design partner
Jacobs, on behalf of National
Highways, have successfully
completed a multi-million-pound
upgrade of the Al, supporting the
UK levelling up agenda by unlocking
economic growth in the Narth
East. The Al Scotswood to North
Brunton improvement will boost
accessibility to jobs and services,
while also supporting new business
and development opportunities
and housing developments along
the route.

» A19. Costain delivered a £51.6

million upgrade of the A12to

budget and ahead of programme,
which is now open to traffic. The
National Highways A19 Downhill
Lane scheme provides extra capacity
on the junction between the A19

and the A1290 near Sunderland,
supporting the regional economy
and providing access to the planned
development of the international
Advanced Manufacturing Park
{IAMP) to the north of Nissan's motor
manufacturing plant.

A40. Our A40 project ensured that
critical upgrades to the London
road network were completed
ahead of the Queen’s Jubilee
celebrations, five weeks ahead of
schedule. We were appointed by
Transpert for London to replace

the life-expired roller shutter joint
on a key section of the road at
Woestway, near Paddington station.
This commission included the
concept design, detailed design and
construction phases, culminating in
the replacement of the bridge deck.

-

Right: Tunnel boring machines as part of
the HS2 project

Below: The UK's first 3D printed concrete
water chamber on behalf of United Utilities

This took place over eight months,
while ensuring that the road remained
open fram Monday to Friday.

Innovation

Costain supported United Utilities
and technology innovator’s
ChangeMaker3D to advise, deliver
and install the first 3D printed
concrete chamber, 'Printfrastructure’,
for testing in the UK water sector to
reduce carbon, cost, and time.

During a 12-month period,
ChangeMaker3D worked in partnership
with United Utilities to successtully
design, 3D-print and install a
wastewater chamber at one of the utility
company's test facilities in Cheshire.
Printfrastructure delivered a 25%
reduction in carbon, 20% cost saving
and 55% reduction in labour versus
traditional methods. The wastewater
chamber was built in under four hours
with a significant reduction in the
materials used and demonstrated safety
benefits by reducing the requirement to
work at height, or in confined spaces.
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Consulting and digital

We use automation, business
intelligence and asset management
strategies to create competitive
advantage for our customers. Costain
has used data and trend analysis to
optimise the asset strategy within

the United Utilities maintenance
service provider framework to provide
a dedicated maintenance project
delivery service across the North
West of England. Through the use

of Power Bl applications, Costain

has reduced the number of reactive
activities from 50% to 30% since the
start of the contract.

To date the Core Services team of
United Utilities has responded to
over 13,000 maintenance work orders
and the approach has optimised
communication between their teams,
boosting customer satisfaction from
18% to 75% (on average) between
2019 and 2021.

Strategic Report

Governance

_ Performance

HS52

Costain is delivering complex projects
in the London area for HS2.

The six year enabling works
programme, delivered in joint venture
with Skanska and completed in
December 2022, prepared 15 miles of
the HS2 route from Euston station out
to West Ruislip.

A vanguard project with a culture of
learning and continucus improvernent,
smoothly and assuredly delivered on
time while reducing work package costs
by up to 30%. The team submitted 3C
technical papers to the H52 learning
legacy for sharing best practice with
all H52 construction partners in key
areas including design management,
communication, procurement and
programme planning.

This learning has been a vital benefit
for HS2 as the enabling works team
has progressed to the Mainworks
Civils contract, delivering the new
infrastructure for the high speed
railway along the same line of route
through Wesl Lundon.

Financial Statements

*

Working in joint venture again with
Skanska and also with STRABAG,
Costain’s UK construction experience
has been valuable in the design

and planning for the 10m diameter
Northolt and Euston tunnels and the
approach structures to Euston station.

In October 2022, the twins, Caroline
and Sushila, our 2,000 tonne tunnel
boring machines (TBMs) began their
five mile journey from West Ruislip
towards Euston. Two further and
equally massive machines will set off
later this year from the new high speed
rail super hub station at Old Oak
Cammon and head West to meet their
sister machines at Greenford in 2025.

Each TBM takes two menths to assemble
by a group of 40 specialist engineers
with 56 separate supply companies
contributing to the build. Once launched
the machines do not stop and with a
teamn of 15 per shift working around

the clock our quartet of TBMs will build
8.4 miles of twin bored tunnels under
some of the most complex and sensitive
infrastructure in London.

+
*
*

* oy
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Chief Executive Officer’s introduction

Operational
review

" Qur 2022 results show the ongoing
operational improvements that are
taking place in the Group.”

Alex Vaughan
Chief Executive Cfficer

We have delivered a 20.6% increase
in adjusted operating profits and
strong free cash flow in the year.

We report both our statutory results, ‘reported’, and results
excluding adjusting items, ‘adjusted’. Key adjusting items for
FY22 include the impact of restructuring and reorganisation,
impairment of tangible assets and an insurance receipt
relating to the Peterborough & Huntingdon contract.

Reported revenue increased from £1,135.2m in FY21 to
£1,421.4m in FY22, an increase of 25.2%, and adjusted
revenue was up 20.6% to £1,421.4m (FY2T: £1,178.6m)
driven by increased volumes in complex programme
delivery and the impact of inflation, as well as increased
revenue in our consultancy-led sectors, predominantly in
Energy and Defence.

Reported operating prefit increased from £9.5m loss in
FY21 to £34.9m profit in FY22, while adjusted operating
profit grew by 20.6% to £36.3m (FY21: £30.1m), driven by
improved profitability in Natural Resources. The adjusted
operating margin was unchanged at 2.6% (FY21: 2.6%) and
reflected volume increases, an improved mix and operational
improvements, offset by the impact of inflation costs,
up-front investment in our consultancy capability, and the
additional cost of increased bid activity on a series of major
opportunities during FY22, primarily in Transportation.

H2 22 adjusted operating margin was 3.0% (H2 21: 3.0%)}.

Adjusted profit before tax was up 30.0% to £34.2m (FY21:
£24.3m), while adjusted basic earnings per share (EPS)

was higher by 3.1% at 99p (FY21: 9.6p) due to increased
profitability partially offset by the recognition of a tax credit
in FY21 benefitting the prior year comparable. Reported
profit before tax was £32.8m (FY21: £13.3m loss) reflecting
the £43.4m provision for the Peterborough & Huntingdon
contract in FY21. Diluted basic profit per share (EPS) was
9.4p (FY21: 2.1p loss) reflecting the above.
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Adjusted revenye

£1,421.4m
I

£36.3m

Adjusted operating profit’
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Free cash flow?

£729m
]

]2021 £1,178 5m[ EX

2021 £53.lmf

£30.1m ‘

1 See notes 1 to 4 of the financial statements for adjusted metric details and definitions, and reconciliation ta reported metrics,

2 Free cash flow s defined as cash from operations, excluding adjusting items and pension deficit contributions, less taxation and capital expenditure.

Adjustments to reported items

We incurred £5.0m {FY21: £nil) of restructuring costs on

our Transformation programme, £0.7m (FY21: £nil} of
reorganisation costs, £1.4m (FY21: £nil) of aged tunnel
boring machine write-off costs, and £nil (FY21: £0.4m)

on amertisation of acquired intangible assets. We also
recognised an insurance receipt of £5.2m (FY21: £nil) refating
1o the Peterborough & Huntingdon contract, as well as a
profit of £0.5m (FY21: £nil) on the sale of a non-core asset.

Cash flow and fiquidity

Adjusted free cash inflow was £72.9m in FY22 (FY21:
£53.1m), reflecting continued enhanced working capital
management and increased adjusted profitability. Cash
from operations was £16.7m, (FY21: £33.2m), and was lower
in FY22 than FY21 following the expected settlement of
the Peterbarough & Huntingdon contract of £43.4m in
February 2022. Partially offsetting this settlement payment,
we received £5.2m from an insurance claim during FY22
relating to the Peterborough & Huntingden contract.

During FY22 we paid more than 98% of inveices within
60 days. Costain has been ranked as one of the top three
fastest-paying main contractors in construction following
the submissions to the Government's Duty to Report on
Payment Practices and Performance.

Reflecting the above, this resulted in a net cash position at
the end of FY22 of £123.8m (FY21: £119.4m), considerably
higher than market expectations.

Business model resilience

Our markets remain characterised by strong customer
demand and Costain enjoys good overall forward visibility
with our combined order book and preferred bidder book
at FY22 increasing to £4.4bn (FY21: £4.3bn). This combined
view is increasingly relevant as we anticipate a shift in our
business mix towards the preferred bidder book as we
secure long-term frameworks positions with our customers.

Qur order book stood at £2.8bn at the end of FY22 (FY21:
£3.4bn). This reduction reflected the timing of major contract
bids, our customers’ investment programmes, maintaining

Further Information

We are building a new kind of company to create connected,
sustainable infrastructure, enabling people and the planet
to thrive.

B

Read more about our business model / Page 15

We are committed to supperting our people and playing an
active, positive role in society.

F)

Read more about our purpose in action / Pages 16 to 21

discipline in contract selection and the shorter lead time
of consulting and digital work. The order book evolves
as contracts progress and as new contracts are added at
periods aligned to our customers’ strategic procurement
windows which are typically every five years, therefore it
does not provide a complete picture of potential future
revenue expectations.

The preferred bidder book grew to £1.6bn (FY21: £0.9bn),
with the main additions being contracts in Road, Water
and Integrated Transpert, including Heathrow and the Aéé
contract. The preferred bidder book comprises awards

for which there is no other competitor and we are in final
negotiations prior to entering a contract, or exclusive
frameworks where a further warks order is required.

Outlook

Looking ahead, despite the market headwinds and as

a result of our broad customer focus, we have already
secured more than £1bn of revenue, representing around
80% of expected revenue for 2023,

We remain mindful of the macro-economic and geopolitical
backdrop, recognising the challenges it has created for
infiation and energy costs and its importance for near-

term government priorities and timing of spending. With
our broad customer focus, further improvements to our
operational performance, strong cash position and clear
strategic priorities, we remain confident of navigating

these market headwinds and are welf positioned for

further growth.

23
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Opera l.ional review continued

Transportation revenue growth was driven
mainly by complex scheme delivery for High
Speed 2 and National Highways, which
represents the majority of our revenue.

“ Transportation has worked closely
with our customers to help them

navigate the impact of inflation
on project costs.”

Sue Kershaw
Managing Director — Transportation

Transportation highlights

Reported and adjusted revenue of
£1,046.3m, was up 21.1% against prior
year as a result of increased project
delivery and inflation.

Reported and adjusted operating margin'
was 3.0%, down 1.8 percentage points year-
on-year.

We have seen good progress across Road
and Rail and recently won a contract to be
delivery partner for Heathrow.

New contract wins of £427.5m were
secured in the year, with FY23 secured
revenue of £746.0m.

Road reported and adjusted revenue increased by 17.0%
in 2022 over the prior year driven by increased schemes
delivery and the impact of inflation on delivery costs.

As a strategic partner for National Highways, we support
their key investment programmes through the Regional
Delivery Partnerships (RDP) major projects framework,
and the Smart Motorways Programme {SMP) Alliance
delivering smart motorway upgrades.

On RDP, we continued to upgrade the Al around Newcastle,
with the Al Scotswood to North Brunton scheme opening
early, and we are upgrading to dual carriageway a section of
both the A1 Birtley to Coal House and the A30 in Cornwall.
Pre-construction and design activities continue on the

A12 Chelmsford to A120 scheme, M60 Simister Island
scheme and we completed and opened early the A19
improvements at Downhill Lane.

With the SMP Alliance, our work delivering the Mé Junction
21a-26 smart motorway upgrades continues, and we
delivered infrastructure for cameras to detect stopped
vehicles, and safety improvements to the central reserve on
Mé62 junction 25-30.

During 2022, National Highways selected Costain as one of
its Delivery Integration Partners for the Abé Northern Trans-
Pennine project which will upgrade east-west connectivity
in the north of England; and in joint-venture with Mott
MacDonald, Costain was appointed as Delivery Assurance
Partner for the A303 Stonehenge Improvements Scheme.
Costain also continued to provide specialist advice to
National Highways under the SPaTS2 framework, to shape
the future and help critical chailenges around automation,
decarbonisation and future programme delivery

Rail reported and adjusted revenue increased by 34.9%
in 2022, principally as a result of our growth of work in
delivering HS2.

December 2022 saw the Costain Skanska joint venture
{JV} successfully complete its 7-year programme of
enabling works for the HS2 route from Euston to West
Ruislip. The follow-on contract with the Skanska Costain
STRABAG JV to construct the same section of route in
twin bore tunnel has fully mobilised and launched the
first two of seven tunnel boring machines (TBMs).
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FY22 adjusted' FY21 adjusted Adjusted' change

Integrated transgort ' o

_Igtal revenue

Operating margin

1,0446.3 864.2 21.1%___

3.0% 1.8pp

4.8%

1 Seenotes ' to 4 of tha financial statements for adjusted metric details and definitions, and recenciliation to reparted metrics.

The completion of rail heads at Wiliesden and at Northolt
means the TBMSs are fully serviced by rail, removing
thousands of heavy lorry journeys from local roads.

Our project-wide carbon reduction initiatives have set the
path to reduce CO, emissions by around 40% and led to
the first fully diesel-free sites on the HS2 programme.

Througheout the year our specialist planning and
constructibility teams have continued to suppart H52 by
producing infarmation for the Hybrid Bill submission that
will premote the ‘levelling up” agenda and enable the
HS2 route from Crewe on to Manchester.

Our work on the Gatwick Airport Station Project for
Network Rail continues with the opening of platform 5
and & enabling Network Rail timetable improvements, and
we expect to finish work on this project during FY23. We
completed our final work on Crossrail, with the Elizabeth
Line successfully opening during the year. We continue to
expand our portfalio of wark for Network Rail through our
framework contracts.

Integrated Transport provides a mix of consulting and
complex project delivery to Local Authorities, Central
Government and to customers in Aviation. Reported and
adjusted revenue decreased by 18.1% in FY22 on the prior
year, reflecting the timing of complex schemes delivery.
We continue to focus on supporting customers with inter-
modal connectivity and decarbonisation solutions.

During 2022, we completed work on A40 Westway for
Transport for London {Tf_} and initiated work for TfL for the
Gallows Corner project. We extended the contract for CCTV
video management system for TfL for a further four years and
we were appointed by TiL to design critical upgrades to the
signalling infrastructure on the Piccadilly line.

Our delivery of the Preston Western Distributor Project
continues to plan, and we continue to support Lancashire
County Council with constructibility advice in the
development of their South Lancaster highway scheme.
We have successfully grown consulting services revenue
across a range of local authorities, such as Lancaster,
Bradford, Liverpaol and in Cornwall.

Planet ®

Reducing carbon in infrastructure

We continually aim to reduce carbon in our projects and
we discuss the use of leading edge selutions for Tideway
and the development of diesel-free sites for HS2 on pages
1610 21.

During the year, we announced that we are a delivery partner
to Heathrow Airport, providing construction, consulting

and digital capabilities to help deliver its new investment
pregramme, We will work with Heathrow throughout project
lifecycles to shape, create and deliver asset renewal and
construction projects through the Terminal Asset Renewal
Partner and Major Project Partner lots of the H7 framework.
The first commission is the design phase of the upgrade of
baggage handling facilities and systems at Terminal 2, via the
Major Project Partner lot. We also have secured work for ZEFi
{zero emissions flight infrastructure) and with other aviation
customers at Stansted, Gatwick and Manchester airports.

We continue to grow our consulting services to local
government customers in support of accelerating progress
to net zero carbon (including a decarbonisation project for
Swindon council), green economic recovery and levelling
up the UK, and have secured places on a number of
targeted frameworks.

Costain has continued its growth with the UK Government in
helping deliver key policy interventions including embedment
of the Construction Playbook, securing our berders through
infrastructure investment and accelerating decarbonisation
through being involved in projects such as the Electric Roads
Systern and Net Zero Innovation programme.

Sue Kershaw
Managing Director - Transportation

13 March 2023
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Operational review continued

Natural Resources engages with
customers to understand their needs
for new infrastructure solutions.

Water delivers a broad range of services to improve
asset and operational resilience across the water sector,
together with decarbonisation capabilities. Reported
and adjusted revenue was up £38.2m, 19.1% on the

prior year with good visibility across our five-year water
AMP7 programmes through to 2025, We have made
good pregress in delivering on Tideway, where, in a joint
venture, we are responsible for the eastern section.

The breadth of our service offering continues to grow
with capital delivery programmes for Anglian Water,
Severn Trent Water, Southern Water, and Thames Water;
maintenance service provider services for United Utilities;
a range of consultancy services for Yorkshire Water,
Thames Water, Southern Water, and Welsh Water; digital

“Natural Resources delivered services to Ang!ian W'ater and data and clear energy
increased revenue and returned innovation projects with Ofwat.
a strong operating margin Alongside core AMPS8 requirements, we continue to
performance for 2022.” engage with customers to understand their potential needs

for new value-added sclutions for AMP8 to meet their ESG
Sam White

requirements and are in an early stage of working with
Managing Director — Natural Resources

customers regarding the Strategic Water Resource Options
programme, which wilt run alongside AMPS.

| As reported in FY21, we recognised a provision in respect
. . of one water contract. There was no adverse net impact to
Natural Resources hlghllghts the income statement in FY22 and no material net impact is

* Adjusted revenue was £375.1m, an increase expected going forward. See note 20 for further details.

of 19.3% driven by increased activity levels
in all three sectors and particularly across
AMP7 water programmes.

Energy has shown good growth, increasing by 9.7%
in FY22 on the prior year. Our contract with Cadent,
managing the mains replacement across the East of

* Adjusted operating profit' was £15.0m, up England, our Project Controls contract with EDF and our
£17.6m, and operating margin was 4.0%, nuclear decommissioning contract with Sellafield continue
4.8 percentage points higher. to perform strongly. We have performed well in energy

« Good progress with water programmes, resilience and are building our position in energy transition,
Tideway, and our Energy and Throughout FY22 we have strengthened our core strategy
Defence customers. to support the development of the industrial clusters

throughout the UK, spearheaded by our delivery for bp
on the track 1 net zero contract at Teesside (part of the

Contract wins of £69.1m in the year, with

FY23 secured revenue of £257.0m. East coast cluster) and we continue to work on the track 2

schemes including the Acorn carbon capture and storage
scheme in St Fergus, Scotland.
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FY22 adjusted’ FY21 adjusted Adjusted' change

Water 238 2000 19.1%
Eneray LT 720 9%,
Totalrevenue 3781 31Ma 19.3%
ORISR 5o L .

1 Seenotes 1 to 4 of the financial statements for adjusted metric details and definitions, and reconciliation to reported metrics

We have seen growth in project delivery and opportunities
in supporting our long-standing petrochemical customers
in decarbonising their midstream operations through large
scale energy switching engineering projects, including
hydrogen generation and transportation. As part of our
regional focus, which includes the delivery of the South
Wales Industrial Cluster, we won an energy transition
project, H2Juice, with Dwr Cymru Welsh Water, Wales

and West Utilities which uses hydrogen to decarbonise
carbon-intensive industries and was funded by BEIS.

Defence supports several public and private sector
organisations, in a variety of customer-side, delivery
partnership roles, across the UK defence nuclear
enterprise. Reported and adjusted revenue increased
by £15.5m, 36.6% on the prior year, driven by a growth
in demand for support within our current delivery
partnership roles, with Babcock and the Atomic
Weapons Establishment (AWE). In both contracts, we
work alongside the customer, as a construction delivery
partner, delivering major infrastructure projects, providing
expertise in design and construction management, and
the coordination of the work of several subcontractors.

We also provide ongoing support to the Defence
Nuclear Organisation {DNQ), helping them develop
portfolio management capabilities and developing

its programme definition for future infrastructure
requirements. We provide customer-side support to
BAE Systems, in the form of portfolio management
expertise on the Dreadnought programme, to replace
the Royal Navy’s Trident missile Vanguard Submarines.
We are currently well positioned across the defence
nuclear enterprise, supporting the UK’s Continuous at
Sea Deterrent {CASD), and our ambition is to be the
delivery partner of choice for the Ministry of Defence’s
(MoD) strategic infrastructure needs.

People

Value Toolkit

Costain, in partnership with experts acress industry,
has created the Value Toolkit, a suite of processes and
tools which is incorporated into our social value planning.

Examples from 2022 include working with South
Staffordshire Water and the UK Water Partnership,
please see pages 16 to 21 for mere details.

We cover our ESG activities in more detail in a separate
report which is available at www.costain.com/our-culture/
performance-and-reports/

[l

For more examples, visit our website
www.costain.com/solutions/

To maximise the potential for growth we have combined
our Defence and Nuclear activities, bringing together
capability for the division in a more operationally efficient
and effective structure. From H1 23 we will report revenue
reflecting the new Natural Resources structure for the
Water, Defence and Nuclear, and Energy sectors, as we
progress our activity within the energy transition market.

Sam White

Managing Director - Natural Resources

13 March 2023
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Key performance indicators

How we've performea

Financial metrics

Adjusted operating
profit’

£36.3m
I

| 2021

£30.1m i

Measure

Adjusted operating
profit margin’

2.6%
I

Adjusted diluted
earnings per share' (EPS}

92.9p
]

\2021 2.6%]

[ 2021 94p |

Free cash flow?

£72.9m

2021 £53.1m

Adjusted operating profit'.

Relevance

Adjusted operating
profit margin'.

Adjusted diluted earnings
per share'.

Free cash flow is defined as
net cash flow from operating
activities, excluding adjusting
items, less capital expenditure.

Our business is going through

a transformation as we build on
being a Tier 1 contractor, in order
to provide a unique offering across
the asset life cycle, which to be
reflected in an increased adjusted
operating profit and improved
margin. The infrastructure
investment programme being
undertaken by the UK Government
is for the more tradrtional type

of construction work, for which
margins are lower, and we also saw
the impact of inflation on pricing.
However, we believe that we

can deliver significant operating
profit growth, and therefore the
combination of the two KPls
{operating profit and margin}
provides a complete picture

of performance.

Target

As our business becomes more
efficient and revenue mix shifts
to include more higher margin
consultancy and digital work,
we expect this to be reflected
In the operating profit margin.
We have identified areas for
operational efficiency, some of
which we anticipate adding to
the bottom line and supporting
our margin. This is calculated
as adjusted operating profit
divided by adjusted revenue.

We believe that EP5, while not
perfect, is an accessible measure
of the returns we are generating
for our shareholders and reflects
both revenue growth and
operating profit margin. It also
acknowledges that historically,
shareholdings have been
dituted through share issues.
EPS is calculated based on the
adjusted profit attributable to
equity shareholders, divided by
the diluted weighted average
number of ordinary shares
rarking for any dividend in

the period.

In a business with small
operating margins, profitability
alone is not an adequate
measure of performance or
balance sheet strength; it
is possible to deliver better
margins, but poor value for
shareholders if that profit
is not converted into cash.
We calculate free cash

flow as net cash flow from
operating activities, before
adjusting cash flow items,
less capital expenditure.

Double digit compound growth
in the medium term.

Performance

We aim to reach 3.5% adjusted
cperating margin run-rate
during the course of FY24, a
4.5% run-rate during the course
of FY25, and our ambition is to
reach in excess of 5% thereafter.

We target EPS growth in line
with our strategy to grow
operating profit.

Cash conversion rate of $0%.

Adjusted operating profit was
£36.3m (FY21: £30.1m) and
adjusted aperating growth

was 20.6% reflecting strong
growth in both divisions, as

we show both growth in our
projects, increasing efficiencies
in the business and the impact
of inflation.

Link to strategic priorities

Adjusted operating margin
was broadly fiat year on year
as we saw improvement in the
business mitigated by project
fee margin diluted by inflation.

Improvement in EPS is driven
by overall impravement
in profitability.

Strong free cash flow in the
year, driven by improved
operating profit, efficient
working capital management
and the timing of cash receipts

“ .
.

1 Seenotes 1 to 4 of the financial statements for adjusted metric details and defimtions, and reconciliation to reported metrics

2 Free cash flow 1s defined as cash from operations, excluding adjusting items and pension deficit contributions, less taxation and capital expenditure.
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Our KPIs are aligned with how we measure our performance against our strategic priorities. These reflect our vision of creating
infrastructure that helps people and the planet to thrive, while alsc ensuring that we deliver for all our stakeholders.

Non-financial metrics

Safety

0.09 LTIR
________

[2021 015 LTIR]

Measure

Social
contribution

£391k

2021 £200k

Environmental
impact

36,2830,
E—

I 2021 42721 C0 8%

Lost Time Injury Rate {LTIR).

Relevance

Community investment.

Absolute GHG emissions
{Scopes 1, 2 and 3).

EHective health and safety
management systems are
critical in preventing incidents
which could cause injury to
people and damage to property
and reputation.

The main outcome metric wé yse
to measure safety performance
is Lost Time Injury Rate which

is calculated by dividing the
number of Lest Time Injuries by
the number of hours worked,
multiplied by 100,000.

A Lost Time Injury is a work-
related injury resulting in an
employee’s inability to work the
next shift or day foliowing the
initial injury.

Target

We are committed to being a
trusted community partner ang
one that genuinely adds sacial
value. We have a responsibility
to understand the needs of lacal
people and, where possible,
wark with them to make a lasting
difference. We measure our
contribution to the community
through the sacial value of

the hours spent volunteering
and sum of our charitable
giving. As rigour around social
value reporting improves, this
measurement is likely to evolve
over time.

Climate change is the challenge

of our generation and we are
committed to becoming a
net zero business by 2035 at
the latest. This year, for the
first time, we are disclosing
our Scope 3 emissions. !t is
fundarnental that we not anly
reduce the carbon produced
in our operations and cur

customers’ operations, but also

what becomes embedded in
what we build. Further detail
on the calculation of our GHG
emissions can be found on
page 33.

Target is to keep LTIR less
than 0.15.

Performance

Investment of 1% of absolute
profit n the medium term.

Net zera GHG emissions by
2035 at the latest, regardless
of business growth.

QOur indicators show that
workfarce engagement is
high and injury rates are low,
mirroring our previous record-
breaking years. in July, the
Group experienced a fatality
on ane of its rail contracts, and
following our investigation, to
prevent a recurrence we are
implementing a number of
recommendations across our
business including changes to
current industry practice.

Link to strategic priorities

2022 saw a significant
increase in our community
and charity activity. This was
due to many factors including
our colleagues wishing to
support their communities
through challenging social
and econamic times, the
mobilisation of certain key
contracts and our targeted
campaign to fundraise for our
charity parter Samaritans.

Our total absolute footprint
recduced by 15% year-on-year,
in part driven by measures to
reduce energy consumption
and the mandated use of HVO
fuel in replacement of gas oil.
These measures cantribute to
reductions of 38% reduction
for Scope 1 and 17% in Scope
2 emissions.
* Restated figures for 2021 due
to additional data obtained
after reporting.

Key to Strategic
priorities

$ } People
@ Planet

it Performance

1
Dok
It
L

@

See our full GHG disclasure /
Page 33
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Our stakeholders

Working together
to achieve our goals

We know that being socially responsible is imperative to building a long-term, sustainable business.

We have a responsibility to work
together with our customers

and partners, our people, our
communities, and our supply chain
to minimize our environmental
impact and to generate positive,
social value. We actively listen to our
stakeholders and take action to help
address their needs. We look beyond
our local impact and engage with
stakeholders to consider our wider
societal impact and to help make

a positive contribution to support
the United Nations Sustainable
Development Goals.

We work with our stakeholders

to maintain our high standards of
business coenduct, particularly with
regards to ethics and human rights
issues. We take a zero-tolerance
approach to corruption and bribery,
and our independent whistleblowing
process ensures that we can listen
and react to any concerns that

are raised.

The Board and Executive Board
of Caostain remain accountable
for Environmental, Social and
Governance {ESG) related

What matters to our stakeholders

We are committed to identifying and addressing the material sustainability and ESG issues
that affect Costain and our stakeholders.

Stakeholder ESG

materiality assessment
Ensuring we prioritise the right
sustainability issues is crucial
and perhaps has never been

as important as it is today. In
reflection of the rate of social and
environmental change atboth a
micro and macro level, we have
increased the frequency of

our materiality assessment.

B

Costain now completes an annual
stakeholder materiality survey
{previously a biennial activity) and
from 2023 will be undertaking a
quarterly assessment using an
artificial intelligence platform.

Also in 2023 Costain will be
undertaking a double materiality
assessment to help inform its new
sustainability strategy (summer 2023)
and in preparation for possible future

sustainability reporting requirements.

activities, for developing and
implementing policies that align
with our wider business objectives.
The board recognise that it is
essential that Costain operates in
a responsible manner.

The Board seeks to engage with
each of our key stakeholder groups
to help inform the strategic
decision-making process.

Material issues for

our stakeholders

Greenhouse Gas emissions for the
first time ranked as Costain most
material ESG issue, replacing safety.
On average all envirenmental
issues increased in importance for
all stakeholder groups, alongside
social sustainability issues. However,
safety will continue to be our most
important operational priority.

Please see page 45 for our Non-Finanaial Infermation Statement, which sets out our position on the key non-financial matters that our
stakeholders have deemed important when taking part in our materiality assessment.
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Our key stakeholder groups

020
gab
Workforce

Qur people are our
most valuable asset.
We rely on their
skills, experience,
knowledge and

diversity to deliver our

purpose to improve
people’s lives.

>

Customers
Understanding our
customers’ changing
requirements is
fundamental to our
success. We support
our customers

by offering them
solutions to meet
their evolving needs.

0flo
3y
Shareholders

Our shareholders’
views inform our
decision-making
and their interests
underpin our
commitment to

operating responsibly.

Governance

@)

Suppliers

Our suppliers are
key to our ability to
deliver pioneering
solutions for our
customers. It is
important we
understand each
other's cultures and
methods of business.

Financial Statements
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LA

Communities

and environment
We value the opportunity
to engage with our [ocal
communities across

all of our projects. We
generate social value

as a result of cur work

in our local communities.

Making a positive
contribution to our
environment and
tackiing climate change
are central to our
operational practices.

For our Section 172 Statement, which sets cut how the Board takes stakeholder interests into account when making decisions, see our
Governance Report / Pages 58 to 61

Aligning our strategic priorities and key stakeholder groups

People

Performance

Planet

: Performance

Offering rewarding careers tc our people, while
delivering pioneering sclutions for cur customers and
social value through the supply chain and wider seciety.

Putting the environment and our impact on it at the
forefront of how we operate and design and deliver
solutions for our customers.

Improving our operating performance to better
anticipate, solving challenges for our customers
across the infrastructure ecosystem, while improving
our financial performance.
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Environmental, Social and Governance (ESG)

Our ESG performance

Reporting progress against our
ESG goals

Qur E5G goeals are integral to our strategic
priorities of people, planet and performance,
underpinning how we operate.

In 2020 we set our ESG goals for 2030,
aligning to priorities shared by our
stakeholders. Qur goals are underpinned
by policies, procedures, enabling plans and
strategies (wellbeing, safety, innovation,
inclusion and environment (WiSE), climate
change action plan and inclusion strategy).

We are pleased to report progress against
our annual abjectives within this report and
have produced a separate ESG report to share
further information on our performance.

0

Find our 2022 ESG report on our website /
www.costain.com/our-culture/
perfermance-and-reports/

3

Social

&

Ll

Governance

www.costan.com-what we do climate

change solutions

Environment

OUR COMMITMENTS 2030 GOALS

+ Net zero carbon by
2035, supporting the
UN Paris Agreement

Eliminating
waste through
circular thinking
» Enhancing
biodiversity and
natural capital

Prioritising the safety
of the public and

our people

* Inclusive and
accessible to all

Enabling people
to be at their best

* Community and
customer focused to
deliver social value

-

Responsible
procurement
and supply chain
management

Transparency in
our reporting

s Ethical conduct

Eliminate waste through
an active role in the
circular econamy

Net positive biodiversity
impact and increased
natural capital

Net zero company
car fleet

50% reduchon in
ermigsians from plant
and machinery

Targeting the elimination
of harm in all we do

Exceeding all relevant
regulatory customer
satisfaction measures

People rate Castain highly
as a great place to work

Recognised as the leading
inclusive employer in
the industry

Our alignment to the UN
Sustainable Development
Goals (50Gs) has
delivered enhanced
shareholder value

Spend £1bn in the 2020s
with small businesses and
valuntary, charitable and
social enterprises (VCSEs}

Recogrised in our
industry as a champion
for human rights
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2022 OBJECTIVES OUR 2022 PROGRESS AND PERFORMANCE

* Reduce plant idling
by a further 20%

* 100% of all relevant
designs and delvery
contracts to establish
bespcke carbon
baselines and develop
reduction plans

Elminating harm in

all we do, achieving
an Environmental
Incident Frequency
Rate of <0.11

* Continue to measure
biodiversity impact on
all relevant contracts

Eliminating harm in
all we do, achieving
an LTIR of 0.15

Support 100 people
previously classed

as Not in Education,
Employment or
Training (NEET) to
enhance their ‘Green
and digital skills’

* 10% year-on-year
increase in social
value, created through
Costain contracts

Raise £250k through
employee fundraising
and drive a 30%
increase in employee
volunteering through
the roll-out of cur
volunteer hub

.

* > 35% of our spend
to be with SMEs

* Have an average
Considerate
Constructars Scherme
score of »42

+ Conduct further
scanario analysis
toc progress our
TCFD disclosure

€O, equivalent emissions {across all legal entities)

2022 2021

V‘I'ctal emissions tCOe 36,283 42,722* B
Scope 11C0e 5634 10,7727
Scope 1 kWh 63,408,675 46,102,531
. 926 1,116+
Scope 2 kWh 4669997 4787774 2%
5 28,723 30834

Brnissions in ensity (tCO,efm) 25.53 37.46*

Ervironmental Incident frequency rate 0.10 15

Major environmental incidents 2 Q NAA

* Restated figures for 2021 based on additienal data obtained after reporting.

Our emissions data is calculated in line

with the GHG Protocol and is third party
accredited under CEMARSs by Achilles. 100%
of our emissions were incurred in the UK.
For a detailed breakdown of our emissions
ncluding totals of energy consumption as
per the Streamlined energy and carben
reporting (SECR} requirements, see our ESG
report page 10.

Lost Time Injury Rate (LTIR)

0.09

2021:0.15

* 16 reportable accidents in over
32 million working hours

Community giving

£391k

2021: £200k

* 3,300 hours volunteered in our local
communities {2021: 2,200)

* 57k raised in 2022 for our charity
partner Samaritans out of a total £337k
for UK charities

* 337 disadvantaged young people
supported with their employability skills

* £322m spent with small businesses
and VCSEs

* 14 SMEs took part in our supply chain
academy, taking the total number of
businesses to 304 since 2012

* Average Considerate Constructors
Scheme score for Costain contracts.
45.3%. Industry average is 39.7%

* Please see page 34 for mare infermation
on cur TCFD disclosure

Ll

www.costain.com/our-culture/
performance-and-reports/

Diversity of our workforce

Employees
2022 967

2021 ' M2

Board members
2022
2021

Ii

Senior management
2022

mmn
e

Spend with SMEs

38% 38%

2022 2021

Financial Statements

IN 2023 WE WILL...

s Continue to gnsure
100% of all relevant
designs and delivery
contracts have a
carbon baseline and
reduction plans

* Deliver a >6%

reduction in our Scope

1 and 2 emissions

* Al solutions proposed

to include a low
carbon option in hine
with PAS20B0

* Eliminating harm in
all we do, achieving
an LTIR of 0.15

* Supporting 100
people previously
classed as NEET to
enhance their '‘Green
and digital skills’

* 10% year-on-year
increase in employee
volunteering

* > 35% of our spend to

be with SMEs

* 2 19.0% of our spend
to be with small
businesses and or,

voluntary, community

or social enterprises
(VCSEs)

* Progress towards
full compliance
with the TCFD
recommendations

33
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Environmental, Social and Governance (ESG) continued

The Task Force on Climate-related
Financial Disclosures (TCFD

At the time of publicatian, Costain has made
climate-related financial disclosures consistent
with the TCFD recommendations:

* Governance (all recommended disclosures)

* Risk management (all recommended disclosures)

* Strategy {all recommended disclosures)

* Metrics and targets (disclosures (b) and {c}).

Governance

For metrics disclosure (a) further work is underway to
enhance data consistency across projects to help better
understand how climate change impacts on our project cost
base and therefore could have wider strategy implications.

The table below provides a high ievel summary of our
disclosure, including what we consider to be strategically
important. We have included the main detail of our TCFD
disclosure in our ESG repert which is published in paraliel
to this annual report, so it can be read in context with our
wider efforts to transition to a net zero carbon business.

(a} Describe the Board's oversight of climate-related
risks and opportunities.

The Costain Baard has overall accountability and discussed climate change,
decarbonisation and carbon management in three Board meetings in 2022. For further
information on Costain's climate-related gavernance please see our ESG report (page 6).

(b} Describe management’s role in assessing
and managing climate-related risks
and opportunities.

Strategy

In 2022 a climate change steering group was formed to provide oversight of the
delivery of Costain’s climate change action plan and management of principal risk 10.
The steering group is chaired by the chief people and sustainability officer, reporting
into the Executive Board. During the year climate change was discussed at four
Executive Board meetings and scenario analysis was undertaken {ESG report page 6).

(a} Describe the climate-related risks and
opportunities the organisation has identified
over the short, medium and long term.

Physical and transition risks and opportunities have been identified across three time
horizons. Risks inciude productivity loss, regulatory change, flooding and physical
damage to assets. Opportunities include the possibility of leading the decarbonisation
of our industry, see pages 12 and 13 and our ESG report {page 8).

(b} Describe the impact of climate-related risks and
opportunities on the organisation’s businesses,
strategy, and financial planning.

Despite being expased to the societal impacts of climate change, we hold a certain
degree of climate resilience. This is due to the nature of contracting and holding minimal
non-current assets on site. However, we have recognised that some climate-related risks
could have an impact on cur operating cash flow. We expect these risks te be identified,
prioritised and managed to limit the impact. Conversely, climate-related opportunities will
continue to generate additional revenue through innovaticn and envircnmental specific
consultancy discipline.

(c) Describe the resilience of the organisation’s
strategy, taking into consideration different
climate-related scenarios, including a 2°C or
lower scenario.

Risk management

We have assessed our exposure to changes in chrenic heat (physical risk), increased
flood events and our exposure to changes in carbon pricing {transition risk). This is
further explained in our ESG report (page 9).

{a) Describe the organisation’s processes for
identifying and assessing climate-related risks.

(b} Describe the organisation’s processes for
managing climate-related risks.

{c) Describe how these processes are integrated
into the organisation’s oyerall risk management.

Metrics and targets

Risks are identified both top-down and bottom-up and then assessed against whether they
threaten delivery of the Group's strategy. The Risk Committee reviews the principal risks ang
assesses emergent risks {see pages 39 to 4Q). For details on Costain’s principal risk 10 see
page 43 and for further climate-related risk management information see our ESG report
page 9.

{a} Disclose the metrics used by the organisation to
assess chmate-related risks and opportunities in
line with its strategy and risk management process.

Please see page 10 of aur ESG report for information on how we monitor our greenhouse
gas performance against our climate change action plan. Costain has made good progress
in improving the data to monitor chimate risks and the performance of our mitigation
measures. In our next disclosure (2023) we will provide a more comprehensive set of metrics.

{b) Disclose Scope 1. Scepe 2, and, if appropriate,
Scope 3 greenhouse gas (GHG) emissions, and
the related risks.

Please see page 33 for our GHG emissions data and page 10 of aur ESG report fora
more detailed breakdown of cur emissions footprint.

{c) Describe the targets used by the organisation to
manage climate-related risks and opportunities
and performance against targets.

Please see page 33 for our GHG emissions data and our ESG report {(pages 10 and 11)
for infermation on our progress towards our net zerc objective.

]

To access our full TCFD disclosure please visit our ESG report www.costain.com/our-culture/performance-and-reports/



Overview

Strategic Report

Gavernance Financial Statements

Ethnicity pay gap statistics

In 2020 we committed to voluntarily share our ethnicity pay gap results as part of the
Confederation of British Industry (CBI) Change the race ratio campaign.

2022 was the first year we have conducted ethnicity pay
gap analysis, applying best practice shared by Business in
The Community. Our ethnicity pay gap is calculated as the
average hourly pay for Black, Asian, All other Minorities and
our unknown population compared as a percentage against
the All White population.

Our data tells us that despite having an overall ethnic
diversity of employees comparable with the UK population,
Costain does have a pay gap for ali ethnic groups when
compared to the white population. An under representation
of ethnic diversity in both the upper and upper middle

pay quartile is the main reason for our pay gap.

We are committed to reducing our ethnicity pay gap and are
pleased to report an increase in the population of ethnically
diverse colleagues to 14.5%, and 47% of our 2022 graduate
programme intake comprised of Black, Asian and Minarity
Ethnicities (BAME®*).

We are aware that there is a proportion of our employees
who have not disclosed their ethnicity, and this population
has a higher mean pay than the ‘White’ employee population
(demonstrated by a negative value). The population of this
group is low, however it is still an indication that we have work
to do to improve the psychclogical safety around the sharing
of ethnicity data. We are actively encouraging people to
share data with us through education and demonstrating the
benefits of ethnicity disciosure for the entire workforce.

Ethnicity pay gap statistics

As part of our commitment to reducing our ethnicity pay
gap, we have evolved our reverse mentoring scheme
between members of our Religion, Ethnicity and Cultural
Heritage (REACH) Network and senior leaders, to a mutual
mentoring scheme, based on feedback. The mentoring
programme is designed to share experiences on the barriers
to progression, helping leaders to understand how they

can be active allies for equitable progression across all
ethnicities, as well as helping to identify and remove any
organisational barriers that may remain.

Our REACH Network has talked about ‘imposter syndrome’
among ethnic minorities, and acting on feedback we

now proactively reach out to applicants via our employee
networks and via their managers, to encourage applications
to our development programmes. In 2022, we saw 22% of
our emerging leaders programme cohort from Black, Asian
and Minority Ethnicities.

* We recognise the term BAME (Black, Asian and Minenity Ethric) is not praferred

by everyone. We use it here to refer to ethnic groups which are in the mingrnty in
the UK.

(]

Costain also publishes an annual gender pay gap report which can be
found on our website:
www.costain.com/our-culture/equality-diversity-and-inclusion

This is the first time Costain is publishing our ethnicity pay gap statistics which are outlined below:

All other Unknown/
All White All Asian All Black Minerity prefer
Overall pay gap 2022 2022 2022 2022 not to say
Medizn N/A 12.12% 20.28% 15.5% 5.14%
N/A 12.87% 22.15% 17.4% -297%
All other
All White All Asian All Black Minority
Salary quartiles 2022 2022 2022 2022
Upper guarzile: 90.72% 5.95% 1.94% 1.39%
Upapor micictles cu irziles 86.57% 7.06% A4.16% 2.21%
cromiddle guarte 86.29% 6.93% 3.60% 318%
79.39% 10.79% 7.05% 277%
Unknown/
All All All All other Prefer not  Updated
White Asian Black Minaority Tetal to say Total
Mot o oy 2,756 242 133 76 3,207 262 3,469
79.45 6.98 3.83 2.19 7.55
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Chief Financial Officer’s review

Delivering strong positive
free cash flow performance.

" We have delivered strong
adjusted profit growth and
increased cash generation, with
year end net cash of £123.8m.”

Helen Willis
Chief Financial Officer

Adjusted operating profit'

£36.3m

| 2021 £ J

Adjusted to reported reconciliation

Transportation

Adjusting items

Wae incurred £5.0m (FY21: £nil} of restructuring costs on
our Transformation pregramme, £0.7m (FY21: £nil) of
reorganisation costs, £1.4m (FY21: £nil) of older tunne!
boring machine write-off costs, and £n1l (FY21: £0.4m)
on amortisation of acquired intangible assets. We also
recognised an insurance receipt of £5.2m (FY21: £nil)
relating to the Peterborough & Huntingdon contract
previously provided for, as well as a profit of £0.5m
(FY21: £nil) on the sale of a non-core asset. We expect
additional Transformation costs in FY23.

Net financial expense

Net finance expense amounted to £2.1m (FY21: £3.8m).
The interest payable on bank overdrafts, loans and cther
similar charges was £2.7m (FY21: £3.0m) and the interest
income from bank deposits amounted to £0.5m (FY21:
£0.1m). In addition, the net finance expense inciudes the
interest income on the net assets of the pension scheme
of £1.3m (FY21: £nil) and the interest expense on lease
liabilities of £1.2m (FY21: £0.9m) under IFRS 16,

Natural Rescurces Group

2022 2021

2022 2021 Change 2022 2021 Change

Revenue £m

3751

3751

1,421.4 1,135.2 25.2'%““

Reported

150 A0 e
Adjusting items 1.4 8.4 4.5 aa .89
Reported 301 498 -39.6% 19.5 (50.6) 349 (9.5) N/A

1 Seenotes 1 to 4 of the financial statements for adjusted metric details and definitions, and recenciliation to reported metrics
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Tax

The Group has a tax charge of £6.9m {FY21: £7.5m credit)
giving an effective tax rate of 21.0%. The FY21 net tax
credit arose primarily from the £6.2m impact of the tax
rate change (from 19% to 25% in 2023, which has now
been substantively enacted) on deferred tax recognised
in respect of losses and pensions. The adjusted effective
tax rate was 20.5% (FY21: 0.4%). We expect the effective
tax rate to remain close to the statutory tax rate of 19%
until April 2023, and 25% subsequently, giving an FY23
effective tax rate of close to 23.5%.

Free cash flow reconciliation

£m

Cash flow

The Group generated a £72.9m free cash inflow for the
year (FY21: £53.1m). The Group had a positive net cash
balance of £123.8m as of 31 December 2022 (HY22:
£95.9m, FY21: £119.4m) comprising Costain cash balances
of £67.3m (HY22: £76.5m, FY21: £101.3m), cash held by
joint operations of £56,.5m (HY22: £55.4m, FY21: £58.1m).

Fyz22 FY21
Cash flow from operations 16.7 3.2
Addbackadjustmg i.t“ems 446.4 11.6”“
Add back pension deficit contributions 108 104
Lessthat,on 05 o
Lesscap.tmexpend.mre .......... s (22)
Free cash flow 729 531
Net cash reconciliation
£m Fy22 FY21
Cash and cash equivalents at the beginning of period 159.4 1509
Netcashﬂow Bt Al A (356) o
Cash and cash equivalents at the end of period 123.8 159.4
Borrowmgs L L - — (400)
Net cash 123.8 119.4

We remain in a positive net cash position, following the final settlement payment made during the first quarter of the
financial year in respect of the Peterborough & Huntingdon contract.



38

Costain Group PLC
Annual Report and Accounts 2022

Chief Financial Officer’s review continued

Financial resources

In November 2022, the Group successfully concluded its
negotiations with its bank and surety facility providers to
secure a one year ‘amend and extend’ of its facilities.

The Group has in place banking and bonding facilities
from banks and surety bond providers to meet current and
projected usage requirements, and has a £125.0m (FY21:
£131.0m) revolving credit facility with its relationship banks
with a maturity date of 24 September 2024. The revolving
credit facility remained undrawn throughout 2022 In
November 2022, the Group prepaid in full the £36.0m
balance of its Term Loan facility from its cash resources.

In addition, the Group has in place banding facilities
of £280.0m (FY21: £310m). Utilisation of the total
bonding facilities as of 31 December 2022 was £88.8m
(FY21: £100.7m).

Since the end of FY22, the Group has converted its
£125.0m revolving credit facility to a £125.0m
sustainability-linked revolving credit facility with
three ESG key performance indicators.

Capital allocation

We understand the importance of delivering long-term
sustainable value for shareholders and are committed to
maintaining a balanced approach between investment
in the business for growth, maintaining a strong balance
sheet and returns to shareholders. We lock to prioritise
uses of cash as follows:

—_

. Investing for growth — disciplined investment in key
areas such as bidding activity and digital to help
accelerate our business transformation.

2. Progressive dividend - the Board recognises the
importance of dividends for shareholders and expects
to target dividend cover of around three times
underlying earnings taking into account the cash flow
generated in the period.

3. Selective M&A — retaining optionality to pursue
strategic investments in technology, skills and
capabilities to enhance our ability to support customers
in the face of significant change.

4. Returning surplus capital — after ensuring a strong
balance and cash position, surplus capital is identified
and returned to shareholders through share buy backs
or special dividends.

Looking forward over the next financial year, the Board
has concluded that the priorities, and best returns,

for the Company’s capital are to invest in our arganic
opportunities and to build further the company’s capital
base (see page 6 for further details).

Pensions

As at 31 December 2022, the Group’s pension scheme
surpius in accordance with {AS 19, was £60.2m (HY22:
£86.2m surplus, FY21: £67.1m surplus).

The movement in the |AS 1% vaiuation, being a slight
reduction in surplus from 31 December 2021 to

31 December 2022 was due to the impact of a reduction
in the value of scheme assets, primarily due to the fall in
the value of Liability Driven Investment portfolio due to
the significant increase in long term bond yields over the
year, being slightly greater than the reduction in scheme
liabilities, primarily driven by changes in the principal
actuarial assumptions, in particular a higher discount rate
of 5.00% used in the IAS 19 valuation as at 31 December
2022 compared to the discount rate at 31 December 2021
of 1.80%.

Cash contributions were made to the scheme during the
year amounting to £10.8m (FY21: £10.4m} and the charge
to operating profit in respect of the administration cost
of the UK Pension Scheme in the year was £0.3m

(FY21: £0.3m).

Helen Willis
Chief Financial Officer

13 March 2023
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Principal risks and uncertainties

Managing risks and opportunities is integral to the delivery
of our strategic objectives

Approach to identifying our principal risks

Our risk management approach is not designed to eliminate risk entirely, but provides a means to identify, pricritise and
manage risks and opportunities in accordance with the Group's risk management process.

Risks are identified both top-down from the Group strategy and bottom-up from the major projects, programmes, joint
ventures and ongoing, business as usual, operational activities. These are then escalated or consolidated (as appropriate)
and assessed based on a consistent methodology to identify and prioritise those that could threaten the achievement of
the Group's strategic priorities.

Risk factors

Principal
Risks

Executive Board

Divisional /

Function Risks Divisional Leadership

/ Heads of Functions

Project / Contract /
Operational Risks

Programme /
Contract Managers

Bottom Up Risks T l Top Down Risks

Risk management process

There is continuous consultation between the top-down and bottom-up reviews to ensure cansistency and appropriate
decision making across the Group, guided by our risk management process.

Plan %f Identify _) Assess _9 Respond _) Manage _) Close
A specific risk i Identify ! Use best ; Develop i Conduct The formal
management | the risks i judgement, ¢ and price { i respanse i end of risk
plan that  {threats and i experience, i appropriate i actions and managerment
defines the risk i oppartunities) | industry norms response i moniter effort on an
management i that could ! and lessons actions that i risk trends individual
position to { impact the i learned to i will reduce the | tosupport activity.
be adogted. i Company at ; estimate the impact of the i effective

i all levels, ! consequences threat or help i decision

; i of the identified : ! realise the i making.

i risks. | opportunity. ;
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Principal risks and uncertainties continued

Top-down review

All principal risks are integrated with our strategic
priorities. These are reviewed by the Executive Board
members at various times throughout the year. A formal
biannual review of risks by the Executive Board is aligned
to half-year and year-end reporting. Each principal risk is
owned by a member of the Executive Board. Discussions
are held with the owners to update the risk status and
review progress of response actions together with any
supperting metrics to review their effectiveness.

Emergent risks are reviewed and assessed by a Risk
Committee with nominated members from the Executive
Board and the Group risk & assurance director. Identified
emergent risks are developed and monitored with
dedicated risk owners,

Bottom-up review

Risk management is embedded at all levels of the
business. Sectors, functions, major programmes, projects
and operations ensure that their risks can be effectively
managed within their areas. If additional support or
assistance is required, the risk can be escalated to

the next management level, up to executive level

where appropriate.

Risk dashboards are updated and reviewed at the various
levels within the business to determine the current

risk position such as any changes in risk description,

their causes, the impact statements and importantly

to assess the progress of the mitigating activities.

The flow of risk within our risk management process is
illustrated in the diagram on page 39.

Governhance

The Board is responsible for defining risk appetite and
determining the nature and extent of the principal risks
the Group is willing to take to achieve its long-term
strategic objectives. On behalf of the Board, the Audit
Committee reviews the effectiveness of the Group's risk
management and internal control systems every year.
The process for doing this is set out in the Audit
Committee report on pages 76 to 81.

To undertake a robust assessment of the risks which could
threaten the business objectives, performance, solvency
or liquidity of Costain, the Board undertakes reviews of
our principal risks and mitigation plans during the year to
ensure they are well understood and actively managed

to reduce the potential impact. The Board continues to
oversee risk deep-dives and to receive presentations

on these from the Executive Board risk sponsor.

During the year we outsourced our internal audit function
to ensure we had access to the depth and breadth of
resources required to effectively audit our work. We also
appuointed a new risk & assurance director and a new,
dedicated, specialist fraud investigator, demonstrating
our commitment to effective risk management.

Key areas of focus

Our risk profile continues to evolve. Although overall our
principal risks have largely remained consistent, the areas
of emphasis within each one adapts as the risks to the
business change. Pressures on the UK economy evident
at the end of 2022 mean we have noted an increase in
our principal risks refated to Group financial performance
and changes in our customers’ circumstances, while

the strengthening of our information technology
arrangements have helped to mitigate our principal
cyber risk.

As part of our wider Transformation activities, we have
changed our risk & assurance (R&A) function to strengthen
our arrangements for managing risk and coordinate
assurance activities across the business. Key areas of
focus for the R&A function in 2023 will be developing

our risk appetite thresholds to support decision making
and enhance contract governance, updating our risk
framework and supporting teams across our divisions,
functions and contracts in proactively evaluating and
managing risk.
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The table befow sets out the principal risks faced by the Group, the link to our strategic priorities, change in the risk and
relevant controls and mitigations. Read about our strategy on pages 10 and 11.

Strategic
Principal Risk Description and impact Controls and key mitigations link
@ We operate in natural, complex Safety, Health and Environment (SHE) )
Prevent a and hazardous environments. management policies and procedures. Fres
. \ Failure to manage the inherent risk

major accident, ) g . . The Costain Behavioural Safety (CBS) programme.
hazard or and hazards, including pandemics, @
incident may result in illness, loss of life Mandated accident and near miss reporting and

or significant damage to the embedding of lessons learned.

environment. Failure to manage o S0

< SHE governance, monitoring and assurance. b

this risk could result in reputational

damage, loss of business and SHE Assurance Review Delivery Process aligned

financial penalties. with the Learning Organisation Model.

€ Risk trend: Neutral An incident occurred at our Gatwick site in 2022,
{FY21: Neutral) however, the risk trend for 2022 remains Neutral

until the formal findings of the incident are
released. It is noted that Costain's LTR and AFR
2022 figures remain some of the best in class.

@ The effective implementation Quarterly Business Reviews (QBRs) - to 3

Increase the of our strategy is critical to understand changes in the market, customers, Yot

profitability the <.3roup's ability to increase capabilities and associated impact on business

and margin profitability and margin glan and budget. @
performance of the Group and . . . .

performance Commercial review process which examines

effectively align our services to .
yalg . in depth the performance of all projects
meet the changing needs of our . =
and the strength of the pipeline across the Ll
business to assess progress in achieving our

strategic objectives.

of the Group

customers. Failure to manage this
risk could have an adverse effect
oh our business, operating results,
and shareholder value. Transformation Plan - incorporating all five

A Risk trend: Increasing implementation essentials in a prioritised and

(FY21: Neutral) sequenced plan with clarity on timelines, key
performance measures and accountability. This
As a result of impacts of includes strengthening of work winning and
cost inflation on customer contract risk management arrangements to
spending plans. improve financial performance

@ A strong balance sheetis a Quarterly profit and cash forecast produced P
Maintain a fundamental requirement to qualify for current and following fiscal year including et
strong balance for and support the contract sizes monitoring of covenant compliance and cash

and duration required by our headroom and liquidity.

sheet A
customers. Fallure to manage

this risk could affect our ability
to achieve our business goals
and our resilience to withstand Developed a balance sheet strategy for
economic downturns. the Group during 2022 along with defining
€ Risk trend: Neutral measures/targets to demonstrate progress.

(FY21: Neutral)

Purchase to pay projects to improve invoice
processing to all suppliers.

Link to strategic priority

sis

< % People Planet < * Performance
Fyd hra
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Principal risks and uncertainties continued

Stratagic
Principal Risk Description and impact Controls and key mitigations link
@ Qur future growth and profitability Directors quartetly progress review of Group o
is dependent o r ability to nd Divisional Business plan objectives. et
Secure new sdep nou ability t N a ivi ess p j
secure new work in our competitive . . .
work Leverage market intelligence, data analysis and

marketplace. To be successful we

L bid learning to improve and better target work
need to maintain strong customer

N winning activities.
relationships and broaden our 9

service offering by delivering Develop processes to manage and analyse
innovative solutions across information entered into Customer Relationship
complex delivery, digilal and Management (CRM), ensuring customer and
consulting activities. pipeline data is available to support work

€& Risk trend: Neutral winning and business development activities.

(FY21: Neutral}

@ The successful implementation A fair remuneration policy, monitored via the 'y
People af our strategy is dependent on Remuneration Committee including annual Syt
aur ability to attract, develop and benchmarking review, and both market and
retaln talent, to grow the skills and equal pay reviews. o

capabilities of our employees and .
P ploy Annual review and update of Costain Pecple

Strategy. People risks and opportunities
embedded into Group business plan. Reports
and management information are used to

€ Risk trend: Neutral identify trends or issues.
(FY21: Increasing)

maintain a high-performing, ethical
and inclusive culture where our
teamn ¢an be at their best.

Cost of living: review and implement measures
to address key pinch points for our staff. Market
benchmarking of Costain’s overall reward
package to ensure this remains competitive.

@ Failure to enter into contracts that Development and implementation of P’
. . are aligned with our risk appetite ‘step-change’ which includes; new ‘Production Fras®
Deliver projects g . PP .p ) E R } ’
effectively or deliver projects to the agreed Thinking’ methodologies, standardised
time, budget and quality could reporting, consistency in mobilisation and an @
result in financial loss, regulatory improved project controls and risk management
and contractual breaches and loss approach for all contracts, to increase value and
of reputation with our customers improve performance. P
and investors. . . - et
Development and implementation of digital
€ Risk trend: Neutral solutions to deliver real time project data and
(FY21: Neutral) performance reports, and improve productivity.
Monitoring supply chain performance against
enhanced standards established in Operational
Excellence Model.
@ Failure to manage the legacy Regular monitoring in conjunction with the
Manage the defined benefit pension scheme so trustee, of asset performance, pensions
legacy defined that the liabilities are within a range regulations, company covenants, scheme
) appropriate to our capital base funding and liability management.
benefit (DB) ppropri P unding y manag

and do not adversely impact our

Provision of independent advice from a
balance sheet.

third-party pensions expert to help manage

€ Risk trend: Neutral potential risks.
{FY¥21: Neutrai}

pension scheme

Review and refine long-term pension scheme
strategy in agreement with Executive and
PLC Boards.
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Strategic
Principal Risk Description and impact Controls and key mitigations link
Qur ability to enable safe, secure Costain information security strategy integrates o
and resilient business operations information systems, personnel and physical Teast

Ensure that
our technology
is robust, our
systems secure
and our data
protected

(including finding, winning and
delivering work supported by
efficient corporate services} is
dependent on the delivery of our
core IT strategy. The delivery of this
stratogy is also key to ow abiility

to safely and securely acquire,

host, use and dispose of Costain,
customer and third-party data.

Costain has continued to invest
in cyber protection in 2022
through additional resources
and IT upgrades.

&> Risk trend: Neutral
(FY21: Increasing)

aspects to prevent, detect and respond
to information security threats and incidents.

Maintain annual IS 22301 accreditation. Disaster
Recovery (DR} and Business Continuity Plans (BCP).

Maintain annual Cyber Essentials Plus
{CE+) accreditation.

Focus en improving cyber resiliency in
techneology and people, improving our SETA
{(security education, training and awareness).

Introduce Cyber security awareness training into
the corporate induction programme.

@ We have seen changes in
the business operations and

Anticipate . -
investment prionties of our
and respond
core customers and customers
to changes . -
. challenged by ever-evolving policy,
in customer fundi i | and lat
" unding, operational and regulator
circumstances 9. op N €9 y

changes. Failure to anticipate the
changes that are affecting our
customers and respond effectively
could restrict our ability to grow
margins and increase market share.

A Risk trend: Increasing
(FY21: Neutral)

Due to changes in customer
spend due to inflation.

The risk that we lack the
resilience to survive and thrive
amid the impacts of climate
change on a local, national

Climate change
resilience
and international level.

€ Risk trend: Neutral
(FY21: New risk)

As part of annual strategy review process,
changes in markets and custormers landscape es
are analysed, particularly in growth and fast

changing customers and markets. Strategy leads
appointed in both divisions and Group to drive

this analysis and ensure continuous horizon

scanning, confirming changes to strategy

and business plan, risks and oppoertunities

to Costain and any threats (eg competition,

customer organisation change).

e
PR

Ensure continuous building of good customer
and stakeholder relationships at all levels by
business development teams at sector and key
account level.

Customer zipper (stakeholder relationship map)

plans in place to shape relationships with central
government, local authorities and trade bodies

from Board downwards.

Annua! strategy and Business planning cycle —
functional business plans reviewed for alignment Tead
with climate change action plan.

Integration of core climate change competencies @
for all disciplines into SHE training matrix.

Roll out of carbon elLearning modules 1 and 2 oo
across Group. far

Incorporate climate change into current supply
chain management process following on from
2022 TCFD findings.

Link to strategic priority
st

4 F People @ Planet < * Performance

frgd
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Viability statement

Viability statement and
going concern assessment

Assessing the Group's prospects

The Group's prospects are assessed through the annual
strategic planning process, which involves the creation of
tive-year divisional business plans which are reviewed in
detail by the Executive Board.

To create these plans, each division assesses external
factors — market spend and emerging trends, regulatory
environment, legislative spend, strategic naticnal

needs and our customers’ business plans, and internal
factors - including capability, skills, technolegy and
thought leadership.

This results in a set of objectives and a clear
implementation plan, considering known and emerging
risks and opportunities over a broader horizon.

This includes a five-year financial plan, with strategic
objectives including targets for key accounts and
strategic campaigns, resourcing and skills planning as
well as research and development activity to support our
customers 1o address complex infrastructure challenges.

The Board scrutinises and monitors the strategic and
financial plans,

Assessing the Group’s viability

While the Group has a five-year strategic planning horizon,
our order boaok visibility is stronger over the medium-term
period and our implementation workstreams are focused
on the more immediate term. Therefore, the directors
believe that an appropriate period to consider the Group's
viability is over three years.

The directors have assumed that the current revaolving
credit facility remains in place with the same covenant
requirements through to September 2024 and that the
Group would either renew the facility thereafter or have
sufficient time to agree an alternative source of finance, on
terms which are broadly consistent with the current facility
for the remainder of the three-year pericd assessed.

The assessment of viability has been made considering

the Group's principal risks (as outlined on pages 41 to

43. The directors consider the likelinood of all these risks
crystallising together to be remote and have therefore tested
scenarios where a number of these risks materiafise together
in a plausible, but severe and prolonged combination.

These downside scenarios reflect a combination of
circumstances, including the potential impact of a
significant decline in activity resulting from an inability
to secure new work or deliver at improved margins, the
impact of a major safety incident or data breach and
associated fines, the impact of a working capital decline,
the loss of key management and inability to recruit the
right capabilities, and a change in Governrment policy
impacting investment and procurement programmes.
The main focus has been the impact of these downside
scenarios on the Group's ability to comply with the
leverage, interest and liquidity covenants as set out
within its banking facilities.

Viability statement

In accordance with Corporate Governance Code 2018
Provision 31, the directors have assessed the prospects
of the Group over a longer period than the 12 months
required by the ‘Going Concern’ provisions. Based on
the results of this analysis, the Board confirms that it has
a reasonable expectation that the Group will be able to
continue in operation and meet its liabilities as they fall
due over the three-year period to 31 December 2025.

Going concern

The Group's going concern statement is detailed in
note 2 of the consolidated financial statements on
pages 144 and 145.

Strategic Report

Our 2022 Overview and Strategic Report on pages 1 to
45 have been reviewed and approved by the Board of
directors and signed by order of the Board.

[

Nicole Geoghegan
Company Secretary

13 March 2023
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Qur reporting is compliant with the Non-Financial Reporting requirements contained in sections 414CA and 414CB of
the Companies Act 2006. The below table, and the information it refers to, is intended to help stakeholders understand
our position on key non-financial matters. This is in addition to the reporting we already do under CDP and the Global

Reporting Initiative.

Environmental, Social and Governance
(ESG) and risk management
reporting requirements and
additional information

Environmental @9 @®

Policy

Qur ESG commitments / pages 32 to 35

Climate change action plan (www.costain.com/
what-we-do/climate-change-solutions)

Employces $ 000000 &

Cur ESG commitments / pages 32 to 35

Board composition and diversity / pages 64 and 65

Gender pay gap report and Inclusion strategy
{www.costain.com/our-culture)

Human rights ¢ 9 0 00 ®

Supplier code of conduct
{www.costain.com/suppliers)

Modern slavery statement
{www.costain.com/our-culture)

Social matters 9000 @

Qur ESG commitments / pages 32 to 35

Gender pay gap report and Inclusion strategy
{www.costain.com/our-culture)

Anti-corruption and anti-bribery @@ ®

Supplier code of conduct
{www.costain.com/suppliers)

Policy embedding, due diligence
and outcomes

Principal risks and uncertainties / pages 3% to 43

Description of principal risk and impact
on the business

Principal risks and uncertainties / pagas 39 to 43

Description of business model

Business model / page 15

Non-financial KPIs

See pages 29, 32 and 33

Board diverzity and inclusion @
This policy sets out the chair and Board
of directors’ commitment to maintaining
a diverse and inclusive Board. Leading
by example and setting expectation
that the Group operates inclusively and
continues to invest in diversity. The
owner of this policy is the chair.

Business continuity management @
The principles which are to be adopted
to ensure business continuity across

the Group are set out in this policy. The
sponsor for this palicy is the head of IT.

Collaborative working @

This policy sets out the spproach

that Costain management shall take

to ensure a collaborative working
environment is maintained and
relationships reflect the requirements of
1S044001:2017 Collaborative Business
Relationshtps. The Executive Board
sponsor for this policy is the Group
commercial director.

Customer service @

This policy is a declaration of the
Board's intentin relation te achieving
a positive impact on society. It sets
out how Costain will meet the needs
of its customers, through professional,
courteous and efficient service. The
Executive Board sponsor for this policy
is the chief executive officer.

Drugs and alcohol @

This policy is a declaration of the
Board’s intent to provide a safe and
healthy working environment, free
from inappropriate use of alcohol and
drugs in all Costain undertakings. The
Executive Board sponsor for this policy
is the chief executive officer.

Environmental @

This pelicy sets out our approach to
environmental management, going
beyond mimimising harm to the
environment and sets out the proactive
requirements of how our people must
work to meet our objective to be net
zero carbon by 2035 at the latest. The
Executive Board spansor for this policy
is the chief executive officer.

Ethical business conduct @

Bribery prevention, fair and open
competition, insider dealing prevention,
fraud prevention and whistleblowing

are al cavered by the Costain ethical
business conduct policy. The Executive
Board spansor for this policy is the
general counsel and company secretary.

Health and safety @

This policy protects all our stakeholders,
including customers, colleagues and
suppliers. Going beyond our statutory
duties and responsibilities. The
Executive Board spansor for this policy
is the chief executive officer.

Modern slavery and

human trafficking @

This pelicy specifies the mandatory
conditions of employment and
cantractual conditions for our suppliers
in respect of human rights. The Executive
Beard sponsor for this palicy is the chief
people and sustainability officer.

People @

The Costain people policy encompasses
recruitment, development, reward,
equality and diversity, health and
wellbeing, compliance with labaur/
employment and data protection laws
and regulations, wherever we work. The
Executive Board sponsar for this policy is
the chief people and sustainability officer.

Social Value @

This palicy sets out the Board's
expectation for how the Company,

its employees, partners and suppliers
undertake sacial value in alignment with
Procurement Palicy Note 06/20 themes.
This policy encompasses Costamn's
approach to social value and transparency
in our reporting. The Executive Board
sponser for this policy is the chief people
and sustaimability officer

Sustainable procurement

and supply chain @

The Costain sustainable procurement
and supply chain policy stipulates

the conditions of all procurement
activity, aligning outcomes to our ESG
commitments and business strategy. The
Executive Board sponsor far this policy
is the chief financial officer.

||

To read our policies in full, please visit our website /
www.costain.com/our-culture/policies/
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Board of Directors

Dynamic and effective leadership

Alex Vaughan
BSc (Hons), FRICS,
Dip loD, FloD, FICE

Chief Executive Officer

Helen Willis
BSc, ACA

Chief Financial Officer

&1
Kate Rock
BA

Non-Executive Chair

(2]
Tony Quinlan
BSc, ACA

Senior Independent
Director

Appointed

Alex was appointed to the
Board as CEG in May 2019.

Helen was appointed to the Board
as CFO in November 2020.

Kate was appointed to the Board
on 1 November 2022 and became
chair of the Board and chair of
the Nomination Committee on

1 December 2022.

Tany was appointed to the Board
in February 2021, became chair of
the Audit Committee in May 2021
and senior independent directar
on 12 January 2022.

Skills and Competaencies

Alex joined Castain in 1992
and has been a member of

the Executive Board since
2006. Before becoming CEO,
Alex played a leading role in
Costain’s transformation into 2
smart infrastructure solutions
business thraugh his leadership
of the development and growth
of the Group’s consultancy and
technology services. In hisrole
as MD, Natural Resources, Alex
delivered significant growth in
profit and margin.

Alex is a qualified chartered
quantity surveyor and has
warked on infrastructure
projects in the UK and
internationally and, additionally,
held various corparate roles
across HR, strategy, M&A and
corporate development. In
2009 te completed the Harvard
Business School Advanced
Management Program. Alex was
chair of the CBI regional council
from 2019 to 2021.

Helen has a strong financial
background underpinned by

her profession as a chartered
accountant. She 15 an experienced
public company chief financial
officer with 2 high level of
understanding of investor relations
and change programmes, including
in organisations undergoing
periods of strategic change.

Helen has alsa driven finance
transformation programmes to
significantly improve processes,
systems and culture. She has
worked in multiple sectors and is
highly commercial, able to balance
both short and long term goals,
develop strategic options and
contribute broadly to the business.

Prior to joining Costain, Helen held
roles as chief financial officer of De
La Rue and Premier Farnell. She
has also held senior finance roles
at Pelican Rouge, AZ Electronic
Materials and HSS Hire.

Kate is an experienced
non-executive director with

a background in corporate
communications and strategy
and brings a strong understanding
of the construction contracting
sector, the application of
innovation and technelogy to
drive productivity enhancements,
and of government.

Baroness Rock is seniar
independent director at Keller
Group plc (see below) and was,
until 2017, a non-executive director
and charr of the remuneration
committee of Imagination
Technologies pic. She was, until
January 2023, a member of the
House of Lords Select Committes
for Science and Technology and a
board member of the Centre for
Data Ethics and Innovation.

Teny is a chartered accountant with
a wealth of financial experience
gained during muitiple senior roles
in high profile large companies

and as a chair of audit committees.
He also brings to the Board his
business turnaround experience
from his time as CFO then CEQ at
Laird. Tony possesses the recent
and relevant financial experience

in accounting and auditing
required to effectively chair the
Audit Committee and, as senior
independent director of another
tisted company, had the experience
required to successfully lead the
search for our new chair in 2022

Tony was previously chief financial
officer of Drax Group, held senior
finance reles at Marks & Spencer
and was senior independent
director and chair of the audit
committee for the Port of

Lendon Authority.

External Appgintments
* None

* None

+ Keller Group plc; seniar
independent director, chair
of social and community
committee and non-executive
director with responsibility for
warkforce engagement.

* Unbound Group plc;
nan-executive director
and chair of remuneration
committee.

* The Prince’s Countryside
Fund; trustee.

» Hill & Smith Holdings PLC;
non-executive directer and
seniar independent director.

* Associated British Ports;
non-executive director.

¢ Laird Thermal Systems
(Adparatus GmbH); advisory
board member.
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Audit Committee

n
Bishoy Azmy
BSc, MBA

Non-Independent
Non-Executive Director

Nomination Committee

Strategic Report

ann
Neil Crockett
BA

Independent
Non-Executive Director

Remuneration Committee

Governance

IEI Char

Jacqueline de Rojas
CBE

Independent
Non-Executive Director

Financial Statements

B
Fiona MacAulay
MSc

Independent
Non-Executive Director
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Bishoy was appointed to the Board
in June 202Q.

Neil was appointed to the Board in
Qctober 2021,

Jacqueline was appointed to the
Board in November 2017,

Fiona was appointed to the
Board on 6 April 2022

and became chair of the
Remuneration Committee
on & May 2022.

Bishoy is the designated Board
representative of ASGC, a
construction conglomerate with
its headguarters in Dubai, UAE,
and the largest shareholder

of the Campany. Bishoy is an
engineer with a focus on safety
and risk management. The
Company benefits fram the
wealth of market knowledge,
management and commercial
expertise, together with
constructian sector experiencs,
ha has accumutated during his
career. He has dynamically led
new market expansion, digital
transformation and operational
innovaticn strategy thereby
bringing a strong strategic focus
to Board discussions.

Bishoy is an active member of the
Young Presidents Organization
and an associate of the Chartered
Institute of Arbitrators.

Neil was chief digital officer at
Rolls-Royce where, in partnership
with business unit leaders, he
accelerated the development of
the group’s digital strategy. Neil
previously held several global,
Eurcpean and UK leadership
positions with Cisco Systems.

Neil brings a passion and a strong
track record in digital innovation
and transformation and has

gained experence of the wider UK
digital innovation community in

his previous role as the founding
CEO of Digital Catapult, a UK
Gaovernment funded digital
innovation organisation and in his
current role as a non-executive
director at Catalyst, a business
accelerating innovation and growth
in the Northern Ireland knowledge
economy. Neil is also a member of
the Queen’s Awards for Enterprise
Innovation panel.

Jacqueline brings to the Board a
wealth of global experience in fast
moving technology businesses,
having previously heid senicr roles in
major global technology companies
such as Citrix Systems, CA
Technologies, McAfee and Novell.
She brings a deep understanding
of how technolagy can be used to
transform a business and insight
into the development of new
commercial medels that deliver
attractive economics.

Jacqueline is a passionate advocate
for diversity and inclusion in the
workplace. She was awarded a CBE
for services to international trade
in technology in 2018,

Fiona is an experienced non-
executive director and remuneration
committee chair within the
resources and industrial sectors
including upstrearn oil and gas.
Fiona has extensive experience

in Environmental, Social and
Governance (E5G), has completed
Diligent’s Climate Leadership
Program and is a member of
Chapter Zero, a community of
business leaders taking ownership
of the climate challenge.

Fiona has experience in operations,
large programme, stakeholder and
global supply chain management
fram BG Group, Mabil, Rockhopper
Exploration and Echo Energy. Fiona
was, until 2022, a non-executive
director, remuneration committee
chair and HSE committee chair of
Coro Energy and is a past President
of American Assaciation of Petroleum
Geologists Europe.

* |nnovo Holdings Limited; CEQ.

+ Barnardo’s; trustee beard
member and chair of the
risk committee.

Catalyst; non-executive
director.

+ Rightmove plc; non-
executive director and senicr
independent director.

s FDM Group Heldings glc;
non-executive director and
board member responsible for
employee voice.

* |FS; non-executive director
and hoard member responsible
for £SG.

e techUK; board member and
former president.

* Merryck & Co.;
executive mentor.

* 10G ple; non-executive chair
and chair of the remunaration
committes (to step down after
AGM, expected to be May 2023).

* Ferrexpo ple; senior
independent directer and
chair of the remuneration
and ESG committees.

+ Chemring Group PLC;
non-executive director.

+ Dowlais Group plc;
non-executive director {listed
company from late April 2023,
subject to appraova's).
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Executive Board

Running the business

Alex Vaughan
BSc (Hons}, FRICS,
Dip oD, FioD, FICE

Chief Executive Officer

Helen Willis
BSc, ACA

Chief Financial Officer

Nicole Geoghegan
LLB

General Counsel and
Company Secretary

Catherine Warbrick
BSc (Hons)

Chief People and
Sustainability Officer

Appointed
Appointed in May 2019,

Appointed in November 2020.

Appointed in July 2022.

Appointed in September 2019,

Skills and Competencies
>

H

Faor more information please
go to/ Page 46

For mare information please go
to / Page 46

Nicole 1s a highly experienced
general counse! and company
secretary with an extensive
background in major/mega
projects and infrastructure,
covering the full asset lifecycle
Nicole spent six yaars on the

HS2 project as general counsel
and company secretary prior to
joining Costain. She has significant
international experience in rail/
transport, engineering and project
services and is an expert in public
sector procurement, fit-for-
purpose governance and effective
risk management.

Catherine joined Costain in 2006
and has performed a number

of roles, including as director of
learning and development and
corporate responsibility (CR),
and investor relations director. In
2019, Catherine became Group
HR director and in 2022 took

en additional responsibility for
sustainability, becoming chief
people and sustainability officer.
Highlights of Catherine's career
with Costain include developing
and implementing the Group's
first CR strategy, achieving
Platinum status in Business in the
Community's CR Index in 2013,
driving change to achieve the
Group's recognition in the Times
Top 50 Employers for Women
2018-2021 and Costain being
cited as a game changer in 2019 for
its work on gender parity in early
careers recrditment. Catherine is
a qualified executive coach and
graduated with an honours degree
in Environmental Science.

Extarnal Appointments
* None

* Ncne

¢ None

+ None
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Sue Kershaw
BSc (Hons), FICE, FAPM,
HFRICS

Managing Director —
Transportation

Strategic Report

Sam White
BSc, MBA

Managing Director —
Natural Resources

Governance

David Taylor
FRICS, FioD

Group Commercial
Director

Financial Statements

Abida Lalani
BSc (Hons)

Director of Strategy and
Transformation
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Appointed in March 2020.

Appeinted in January 2022.

Appointed in January 2015.

Appointed in October 2022.

Sue Kershaw has a strong track
record for driving complex, high
profile transport and construction
programmes to delivery. Befare
Joining Costain she was managing
director, Infrastructure Advisory
Group at KPMG. Prior to that

she was UK infrastructure head

of programme management for
KPMG Major Projects Advisory.
Previous positions include director
of rall-Eurape at CHZM and deputy
director of transport for the
Olympic Delivery Authority. Sue

Is a civil engineer and started her
career with Taylor Woodrow.

Sam White was appointed
managing director of Natural
Resources in January 2022. He has
a strong track record in developing
strategic customer relationships
and delivering enhanced business
performance and growth, gained
through a variety of challenging
multi-sector roles in multi-national
organisations. Sam joined Costain
from Babcock International Greup
where he held various leadership
roles across defence, energy and
engineering services. Prior te this
he held roles with BAE Systems
and General Dynamics. Sam is a
gualified executive coach and 15 a
passianate advacate of inclusion
and diversity.

David Taylor joined the Company
in 2009 and was appointed to

the Executive Board as Group
commercial director in January
2015, He has held a number of
senior leadership roles within

the business and is currently
responsible for the commercial
function. David alse has significant
supply chain and procurement
experience and has long
advocated the benefits of strategic
partnerships. Since Decamber
2020, David is the executive
sponsor for wellbeing for the Group
and represents Costain on BITC's
Wellbeing Leadership Team.

Prior to joining Costain, David
acquired more than 25 years’
expernence with Taylor Woodrow
where he held the positan

of commercial director for its

UK operations.

Abida Lalani joined Costain as
change programme director in
Navemiber 2019 and is focused en
accelerating the implementation
of Costain’s strategy across its four
markets in transportation, water,
energy and defence. Abi has since
also taken on day to day strategy
and planning for the Group and
aversees the running of our Group
wide transformation programme
and other business improvement
activities. Prior to Costain, Abida
worked for HSBC, KPMG and
Lloyds Banking Group where she
formed a niche in large-scale
transformation programmes, in
particular integration or separation
activity as a result of mergars,
acquisitions, divestments or carve-
outs. She has lived and worked
across the UK and cantinental
Europe, the USA, Middle East and
Asia. Abiis also the Executive
Sponsor for the Religicus Ethnic
and Cultural Heritage (REACH)
Network at Costain,

s President of the Association
for Project Management,
and honorary Professor
at the Bartlett School of
Sustainable Construction,
University College London.

* None

+ None

+ Chair of the Board of Trustees
at Volunteer Centre Camden
and member of Business
in the Community London
Leadership Board.
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Governance at a glance

Leading a
responsible business

Non-executive director service timeline

Below we demonstrate the length of service of our nen-executive directors. While each non-executive director is
appointed or reappointed on an annual basis by shareholders at the AGM, their letters of appointment provide for a
three-year term, after which the director's appointment may be extended for a further one or two terms.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2028 2027 2028

Original
appointment

20 November 2017
Jacqueline de Rojas

Original
appointment

Bishoy Azmy* 19 June 2020

Original
appeintment

1 February 2021
Tony Quinlan

Qriginal
appointment

& Ccteber 2021
Neil Crockett

Original
appointment

6 April 2022
Figna MacAulay

Original
appointment

1 November 2022
Kate Rock

Board independence Board diversity — female Board diversity — other ethnicity

50% 50% 25%

{4 of 8 4 of 8) (2 of 8

All other ethnic groups combined

Ch L
1 {excluding white minorities)
Nor-independent directors 3

independent directors 4

# The chair was independent on appointment



Owverview

Statistics from people survey

88%

Colleagues believe they can
make a valuable contribution
to Costain’s success

Governance focus

* Conducted in-depth review and
lessons learned on Gatwick fatality.

Further alignment of Board
skills to strategy with new
Board appointments.

Strategic Report

93%

Colleagues say Costain takes
health and safety seriously

Governance

81%

UK Corporate Governance Code -
application of Code Principles

Board leadership and Company purpose

Financial Staternents

Line managers exhibit the
Costain behaviours

The table below sets out where the required reporting on the
Principles can be Jocated in the 2022 annual report.

Ef'lectlve Board (pages 46 47 and 72)

_ Purpose, values and culture (page 66 and &7)

Governance framework and Board resources
(pages 28 29 and 39 to 43)

Stakeholder engagement (pages 30, 3‘| 58 and 59)

Workforce leICIeS and practices (page 45)

Division of responsibilities

Board roles (pages 56 and 57)

Independence (pages 46 47 50 57 and 73) -

External appointments and confllcts of |nterest

(pages 46 47 74 and 124)

Key aCthItleS of the Board du ring 2022 (pages 62 and 63)

Compeosition, succession and evaluation

Appointments to the Board {pages 82 10 85)

Board skxlls, experrence and knowledge (pages 46 47 50 and 72)

Annual Board evaluation (page 55)

Audit, risk and internal control

Financial reporting, external auditor & internal audit
(pages 76 to 81)

Revrew of the 2022 annua! report {page 75)

Internal frnanoal controls and risk management
(pages 39 1o 43 and 75)

Remuneration

1.
* Appointed a dedicated, specialist A
fraud investigator and new risk B
& assurance director. e
C
* Qutsourced the internal
audit function. D
* Consuited on the proposed E
remuneration policy. 2
* Reviewed progress with the F
transformation and restructuring. Py
* Appointed a professional H
independent trustee as a
pension trustee director. |
3
Key Board matters considered J
* Director changes and responsibilities. K
* Settlement of contractual disputes. L
o Cost-of-living crisis. 4.
* ‘Amend and extend’ of M
banking facilities.
L. N
s Communications strategy.
o]
s 2023 budget and four-year
business plan. 5
* Dividend policy. P
Q
R

Linking remuneration with purpose and strategy
(pages 8? 90 and 91)

Remuneratlon pollcy revrew (pages 89 to 101)

Performance outcomes in 2022 (pages 86 105 to lO9)

Strategic targets {pages 109 to 113)
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Chair’s introduction

As a Board we continually
look for improvements in
our governance processes

” The Board recognises the value of good
corporate governance to long-term
sustainable business success.”

Kate Rock
Chair

Dear shareholder

| am delighted to be writing to you for the first time

as the newly appointed chair of Costain. The Board
has continued to maintain high standards of corporate
governance across the Group. It has done this by
promoting integrity and openness, valuing diversity
and being responsive to the views of shareholders and
wider stakeholders.

in July, we experienced a fatality on one of our rail
contracts, at Gatwick. Following our investigation, to
prevent a recurrence, we are implementing a number of
recommendations across our business including changes
to current industry practice. | and many of our Board
members have visited the Gatwick site to offer support
to the teams there.

Since my appointment, | have met with a number of
large shareholders to hear their views and to discuss the
opportunities and challenges for Costain. | have visited
several of our operational sites and been delighted to
see first hand the commitment of our employees to their
work and evidence of them maodelling the Costain values
and behaviours.

The Board recognises the value of good corporate
governance to long-term sustainable business success
and has demonstrated full compliance with the 2018 UK
Corporate Governance Code (the 2018 Code).

ESG

The Board continues to prioritise matters relating to
Environmental, Social and Governance (ESG) matters.

The Board has spent time in the year understanding our
customers and levels of customer engagement, often

in relation to the social value of projects, relations with
Government, and progress with delivering our climate
change action plan and net zero carbon strategy (see
pages 30 to 35, together with our separate ESG

report at www.costain.com).



Qverview Strategic Report

Strategy

The Board establishes the Group's purpose, values and
strategy, ensuring these are aligned to the culture of the
business. In shaping the Group's strategic direction, the
Board seeks to ensure that good governance standards
are embedded throughout the organisation to support
our purpose.

Recognising that our share price does not reflect the value
of the Group, the Board wishes to build stronger investor
and market confidence in the Company. Following the
work in 2021 to review Costain’s strategy, including its
purpose, vision and mission, the Company's values and
behaviours have been refreshed in 2022 to align with the
strategy (see page 67). By means of implementing the
transformation and delivering our strategy, we believe we
can achieve strong growth. Further details of our strategy
are on pages 10, 11 and 66.

Risk management

Effective risk management is a fundamental aspect of the
Group's operating, financial and governance activities {see
pages 3% to 43.

The Board conducted an in depth review of the principal
risk ‘prevent a major accident, hazard or incident’ as a
result of the fatality at Gatwick. The Audit Committee
undertook a ‘deep dive’ of a number of the Group's
principal risks, inciuding climate change, balance sheet
strength, effective project delivery and securing new work.
During the year we outsourced our internal audit function
o ensure we had access to the depth and breadth of
resources required to effectively audit our work. We also
appointed a new risk & assurance director and a new,
dedicated, specialist fraud investigator, demonstrating our
commitment to effective risk management.

Governance

Financial Statements 53

Compliance with the UK Corporate
Governance Code

As a premium listed company on the London Stock
Exchange, and in respect of the financial year ended
31 December 2022, the Company is reparting in
accordance with the 2018 UK Corporate Governance
Code {the 2018 Code) which sets out standards of
good practice in relation te the following principles:
(i} board leadership and company purpase;

{ii) division of responsibilities;

(iii) composition, succession and evaluation;

(iv) audit, risk and internal control; and

(v} remuneration.

-]

The 2018 Code is published by the Financial Reporting Council
IFRC} and is available on its website / www.fre.org.uk

Costain was compliant with the provisions of the
2018 Code in 2022. In 2021 we were not compliant
with Provision 41 relating to opportunities for
employees to discuss executive pay. During 2022
we actively used the "Your Voice’ employee forum
for this dialogue (see page 70 for details of Your
Voice) with the Head of Reward attending a meeting
of the Forum to discuss pay and benefits across

the organisation.

The Audit Committee Report on pages 76 to 81,
the Nomination Committee Report on pages 82
to 85 and the Directors’ Remuneration Report on
pages 86 to 119 are also incorporated into this
report by reference.

On the following pages we explain our
approach teo corporate governance,
demonstrating how the Board and

its Committees have fulfilled their
responsibilities to ensure robust
governance practices are embedded
throughout the Group.
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Chair’s introduction continued

Further details of all Audit Committee matters are
provided in the Audit Committee Report on pages 76
to B1.

Board members use their engagement visits to site (see
page 68) as an opportunity to lead a risk conversation.

Board and Committee governance

The Board approved the appointment of Tony Quinlan as
senior independent diractor, and Jacqueline de Rojas as
Remuneration Committee chair on an interim basis, both
effective 12 January 2022. Alison Wood stepped down
from the Board on 28 January 2022.

To align with our strateqy and further strengthen our
Board, Costain made two non-executive director
appointments in the vear. Fiona MacAulay was appointed
to the Board on 6 April 2022 and became Remuneration
Committee chair in May 2022. | was appointed as an
independent non-executive director and chair designate
from 1 November 2022 and assumed the role of chair

of the Board and chair of the Nomination Committee
from December 2022 when Paul Golby stepped down
from the Board. These two appointments were in line
with the Board's succession plan and followed extensive
independent external search processes.

These external searches were the key focus for the
Nomination Committee during the year. Further details
of all Nomination Committee matters are provided in the
Nomination Committee Report on pages 82 to 85.

-

Above: Kate Rock on site at HS2

Remuneration

in the application of the remuneration policy approved

in 2020, the Remuneration Committee continued to have
regard to the wider workforce, our shareholders and other
stakeholders and believes our incentive cutcomes are a
fair reflection of the Group's performance, particularly in
the context of the cost-of-living crisis. During the year, the
Remuneration Committee reviewed the existing policy
and, as required, will be submitting a new remuneration
policy for approval by shareholders at our 2023 AGM,

We are committed to aligning shareholder and Company
interests, maintaining an epen and transparent dialogue
with our shareholders on executive pay and listening to
shareholders’ views. We concluded a cansultation with our
largest investors and their representative bodies in March
2023 on the proposed new remuneration policy. Fiona
MacAulay, our Remuneration Committee chair, met with
shareholders who wished to discuss the proposals in more
detail and we corresponded with cthers on their further
enquiries arising from the consultation.

Please see the Directors’ Remuneration Report on
pages 86 ta 119 for more information on the proposed
remuneration policy and implementation of the existing
policy in 2022.

Culture

The Board has an impertant role in setting and developing
the culture of the Company and uses several leading and
lagging indicators to make an informed assessment of

the Company's culture (see page 66). Towards the end of
2022, the Company carried out an employee engagement
survey. We were delighted with the participation level as
it gives us a wealth of information on what we do well and
areas for improvement, together with our accreditation

as a Best Companies 1 Star organisation, meaning that
Costain is a ‘Very Good Company' to work for (see page
69 for maore information).

Board effectiveness review

For the second year running an internal effectiveness
review of the Board and its Committees was conducted in
2022. Actions are being taken as a result of the Directors’
collective feedback (see opposite for more details of the
review). An external Board and Committee effectiveness
review will be undertaken in 2023.

Kate Rock
Chair

13 March 2023



Overview

Board evaluation

The Board has a formal process for the evaluation of the
effectiveness of the Board and its Committees. For 2022,

Strategic Report

Financial Statements

Governance

refresh the risk appetite

* heighten engagement with stakeholders

in recognition of the chair transition, the annua! evaluation

was conducted internally by the newly appointed general
counsel and company secretary, Nicole Geoghegan. At

¢ chair to reach out to other directors immediately prior to
each meeting to discuss the papers and any proposals

the October Board meeting, having sought the preliminary * continuous improvement of Board papers

views of the then chair, senior independent director

* bring outside views into the boardroom.

and CEO, Nicole obtained approval for the process for

conducting the Board effectiveness evaiuation in 2022.
The review was formal and rigorous with two meetings
held with most non-executive and executive directors.
Topics covered many aspects of the terms of reference
and activities of the Board and its Committees, including

the following:

* what's working well at the Board and Committees

* what would help the Board be more effective

* Costain’s largest challenges

* strategy and business planning

*+ culture, behaviour and boardroom dynamics

* approach to risk management
* Board's pricrities

* ESG.

Using the detailed notes provided by the general counsel
and company secretary, the new chair discussed the
findings with the Board which agreed the following actions

for 2023:

* increase time on strategic matters

+ embed ESG commitments

As a result of the review, the Board censidered that the
directors continue to have sufficient time, knowledge
and commitment to contribute effectively to the Board
and its Committees, and that the Board as a whole
demanstrates good practice on the key indicators of
Board effectiveness.

In accordance with best practice in the third year since the
last external review, the Board has committed to conduct

an external review in 2023, which will likely be undertaken
in Q4.

As Paul Golby had indicated his intention to step down

as chair, and Kate Rock was appointed as chair from

1 December 2022, an assessment of chair effectiveness
was not undertaken. However, as part of her review as
incoming general counsel and company secretary as
described above, Nicole Geoghegan discussed with each
director their expectations of a new chair. These have
been shared with the new chair and a review of chair and
individual director effectiveness will be undertaken as part
of the external effectiveness review in 2023.

The procedures, effectiveness and development of the
Board will continue to be kept under review, recognising
in particular that this is a relatively new Board.

Progress made in 2022 against the areas of facus that were identified during the 2021 internal evaluation are

shown below.

Areas of focus identified in 2021

Purpose, link to strategy and actions undertaken

Undertake a deep dive review of the
digital strategy

* The following were presented and discussed at Board meetings in 2022: digital
landscape and cyber security (March); the digital growth strategy and risk (May);
digital addressable market (July); and digital plan (December).

Meonitoring the performance of
KPls that underpin the delivery
of the strategy, business plan and
transformation

* KPls were agreed at the March Board meeting and perfarmance against them is
regularly monitored.

* The Board received a presentation on strategy and market update at its July and
October meetings.

Creating additional opportunities for
engagement with management and
the talent pipeline

» The Board has engaged with various members of the Executive Board and
the senior leadership team at various Board and Committee meetings and at
other meetings.

* Members of the Executive Baard joined the Board members for dinner in May
and August 2022.

* Non-executive directors have accompanied members of the leadership team
on site visits, including the new chair visiting Gatwick, H52 and Tideway.
Fiona MacAulay attended a Natural Resources briefing focused on Energy in
November in our Manchester offices.
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Our governance structure

Delivering effective decision
making and meeting corporate
governance standards

The Group’s organisational structure is established and
overseen by the Board and designed to enable effective
decision making and to meet corporate governance standards.

000
WA

Costain Group
PLC Board of

Our Board

Key responsibilities:

The Board is collectively responsible for overseeing and
guiding the Company and holding management to account.
The Board’s main role is to create long-term sustainable value
for shareholders by providing prudent feadership and taking

into account the interests of all stakehelder groups. it does this
by setting the Company’s strategic priorities and overseeing
their delivery, ensuring that the necessary financial and

other resources are available, and by maintaining a balanced
approach to risk within a framework of effective controls.

directors
Board Board Committees
Committees Key responsibilities:

The Board has established Committees which are responsible
for audit, remuneration, and appointments and succession.
Each Committee plays a vital role in helping the Board to
ensure that high standards of corporate governance are
maintained throughout the Group.

\IIIH —

Audit
Committee

Audit Committee

Key responsibilities:

¢ Monitors and reviews the integrity of
Costain’s financial statements.

¢ Manages the relationship with the
external auditor.

* Oversees the Company’s systems for

internal control and risk management.

o)
'@

Nomination
Committee

Nomination Committee
Key responsibilities:

¢ Menitors and reviews the composition
of the Board and its Committees to
ensure Costain has the right structure,
skills, diversity and experience in
place for the effective management
of the Group.

¢ Reviews management development
and succession planning and the talent
pipeline in respect of the Company’s
senior executives,

|
®

Remuneration
Committee

Remuneration Committee
Key responsibilities:

+ Determines the remuneration for the
chair, executive directors and certain
senior managers.

+ Oversees Costain’s overall remuneration
policy, strategy and implementation.
This includes the alignment of incentives
with reward and culture and takes
into account employees’ pay and
rewards when setting the policy for
directors’ remuneration,
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Executive Key responsibilities:

Board s Accountable for the day-to-day running of the business,
delivering the Group strategy and menitoring the operational
and financial performance of the Group.

) I l

0600( * :

Investment Health and Safety Risk

Committee Committee Committee

Investment Committee Health and Safety Committee Risk Committee

Key responsibilities: Key responsibilities: Key responsibilities:

* Responsible for allecating the Group's » Responsible for setting and monitoring * Identifies emergent risks.
work winning resources and authorising coPpILanc_e_with the Group's heaith and « Considers principal risks and
certain investments. sa Ety pollues, establishes their risk trend.

Coo

¢ Considers risk appetite.

How we divide up our responsibilities

Chair

The chair, Kate Rock, is respansible for the effective leadership and operation of the Board.
The chair promotes high standards of governance and supports and guides the CEO.

Chief executi\;'e

officer

The CEQ, Alex Vaughan, is responsibfe for managing the business of the Company through the
implementation of policies and strategies approved by the Board. Alex is responsible for maintaining
constructive dialogue with the chair, the Group's shareholders on strategy and performance and

other stakeholders.

independent
director

The role of the senior independent director, Tony Quinlan, involves providing a sounding board for the

chair and providing support to her, acting as a point of contact for shareholders to raise any concerns
not addressed adequately through normal channels and meeting with the other non-executive
directars, without the presence of the chair or executive directors, to discuss such matters as the

chair’s performance.

Non.executive
directors

The non-executive directors all bring valuable experience, insight and perspective to the Board,
through their former or current executive roles and their other non-executive positions, which are held
across a wide range of businesses and disciplines. This facilitates robust decision making by the Board
as a whole. The non-executive directors, including the chair, alsc meet without the executive directors
being present from time to time as a matter of good corporate governance.

Further information

>

In December 2022, the Board approved one change to the matters reserved for the Board in relation to clarity around approvals for any
joint venture and subsequent cantracts relating to that same joint venture. Ne changes were made to the terms of reference of Board
Committees in 2022 other than to update them for changes in job role titles largely resulting from the transformation project. The matters
reserved for the Board and Committee terms of reference, which are reviewed annually, can be viewed in the corporate governance section
of the Company’s website. The members of each Committee and details of their attendance are shown on pages 44, 47, and 72.
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S172 statement

Engaging with our stakeholders

Our commitment
to stakeholders

We set out on page 31 our key
stakeholder groups and here
we detail how we engage with

each of them. Each stakeholder

group requires a tailored
engagement approach to
foster effective relationships.
By understanding our
stakeholders and listening
to their views and feedback,
we can factor into Board
discussions the potential

impact of our decisions on each
stakeholder group and consider

their needs and concerns.

The information included in the

tabte to the right and on pages
60 and 61 (Principal decisions),
shows how the directors have
performed their duty under
Section 172 Companies Act
2006, having regard to a range
of stakeholder feedback.

Via our Your Voice forum, the
Board heard directly from

our people on the challenges
they face arising from the
cost-of-living crisis. The Board
responded proactively with

a number of interventions
(see here and page 70 for

full details).

Signed by the Board
13 March 2023

o

Workforce

Customers

§ae

Shareholders

&)

Suppliers

00
Communities
and environment

HOW WE ENGAGED

Board members took part in several site visits and attended virtual
meetings with colleagues.

We held two leadership impact days where our people stopped
their usual activities and took part in discussions related to the
day’s themes.

We conducted a Group-wide people survey.

We convened our quarterly employes forum, Your Voice.

We launched a series of live divisional quarterly briefings for

all employees.

Wwe refrashed our new joiner induction programme and annual code
of conduct campliance training for all employees.

We launched our Samaritans 24/7 fundraising campaign in 2022,

We cenducted customer satisfaction surveys for individual projects
to help monitor our performance.

The Board received presentations from the divisiona! managing
directors on major customers and from the Infrastructure Projects
Autherity on trends and ambitions in the construction industry.

We took our customars on site visits to flagship projects, helping to
showcase our capabilities and the quality of work across our portfolio.

We attended strategic customer events such as the opening of the
Tideway Project.

Wae attended a number of events with industry associations including
the Hydrogen Summit,

Visits to custormers were undertaken by members of the leadership
team with strong CEQ and CFO customer engagement.

In April, our 3,500 peaple, site teams, customers and suppliers came
together on one of our leadership impact days to discuss increasing
inclusion, receiving positive feedback across our stakeholders.

Qur Annual General Meeting (AGM) was again broadcast live.
Questions could be asked before the meeting.

We issued other regular announcements and streamed webcasts to
accompany results announcements.

We wrote to our largest sharehalders describing the Directors’
Remuneration Report in the 2021 annual report and later in the year on
the proposal far the remuneration policy renewal {see page 89).

Since appaintment, the chair has been meeting with major investors
to discuss their views on the Company and receive feedback.

The investor relations director has also dealt with shareholders on

an ad hoc basis during the year on issues including the new chair
appointment and the pension fund.

Cur supply chain managers provide a crucial ink with suppliers,
developing strong, anduring relationships to seek out the best
solutions for cur customers.

We continue to seek opportunities to liaise with our supply chain
at the earliest possikle moment, providing and developing our
customer selutions.

We held another virtual intake to our supply chain academy,
training SME businesses on a variety of topics including carporate
responsibility, inclusive practicas and carbon.

We facilitated a series of supplier engagement sessions focused an
alignment of their wellbeing, inclusien, safety, environmental and
ethical business alignment to our ESG commitments.

Costain's community relations continues to be recognised by the
Considerate Canstructors Scheme, averaging 45.5 compared to the
industry average of 39.7 {out of 50). Every contract has an individual
or team responsible for community/stakeholder relations.

We use digital tools 1o help us keep cur neighbours informed of our
wark, with inclusive and accessible communications

To ensure we are abreast of the societal issues affecting our
neighbours, Costain has five senior leaders sarving as regional
board members for Business in the Community (BITC) and Catherine
Warbrick is member of the Prince’s Trust’s Buiit Enviranment Group.
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DISCUSSIONS & ACTIONS

We have been engaging with and listening to feedback from the
workforce in relation to the impact of the cost-of-living crisis.

We welcomed the feedback from our people survey. We asked a

set of core questions about leadership, the Company, managers,
teams, wellhaing, persenal growth, fair deal and giving suniething
back. In addition, we asked guestions about SHE, culture, advocacy,
communication and career pregression,

We consulted our peaple an our existing values to assess ther
continued relevance.

The Your Voice forum focused on key themes: cost of living, systems and
processes, reward and benefits, values and behaviours, communication
and policies.

We gave back to Samaritans for their support in the pandemic. Focused
on promoting their services and taking care of our mentai health,

Maintaining customer relationships is fundamental to us understanding
our customers’ needs and those of their customers. In 2022 we reviewed
how we gain feedback from aur custemers and in 2023 will be updating
our pracess to better suit customer preferences.

We hosted a number of events including Temorrow's Net Zero
conference and Disruption 2030 series and Digital Twin webinar,

We have undertaken customer roundtable sessiens which explored best
practice programme management by focusing on the following topics:
selecting the right delivery model; culture and behaviours; benefits
realisation; and sustainable procurement.

We responded to consultations, for example on the construction
playbook and framework procurement.

We have also taken customers to our Worle facility to showcase our
digital and technical capabilities and options.

We talked to shareholders about our share price, results announcements,
new chair, trading and executive remuneration.

We engaged with investors on their enquiries on our releases on A303
and Heathrow.

We engaged on the ‘amend and extend’ financing arrangements.

Fiona MacAulay, chair of the Remuneration Committee, met with
shareholders who wished to discuss the new remuneration policy
praposals in more detail and responded in writing to those requesting
some more information.

We appointed a new investor relations director.

We discussed actions we and our suppliers need to take to meet cur net
zero carbon objective.

We invited feedback from our strategic supply chain partners on our
WiiSE strategy and our ESG commitments.

We invited suppliers to attend "Walk and Talk’ events in aid of our
Samaritans 24/7 campaign, discussing the impertance of mental health
and how Costain can support suppliers 1n raising awareness.

We discussed market trends, such as the materials and labour shortages.

Qur local communities have been keen to discuss construction activity,
opportunities for local businesses, jol opportunities and climate change.
We stay connected with cur local communities to inform them of any
operational impact they may experience from our works and maintain a
service level agreemeant for customer contact.

Some of our hugh-prafile projects have attracted pratester interest and in
those cases we have taken effarts to de-escalate tensions and engage in
productive conversations.

Financial Statements
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We have used workforce feedback to inform our programmatic
approach te cost of living interventions.

Cur first leadership impact day focused on inclusion and we published
a ‘Little Book of Respect’ to supplement the learning.

We embedded refreshed Castain values and behaviours into the
whole employee lifacycle (see page 67}

We evidenced high levels of engagement with the people survey

(see page 69).

At end February 2023, we have raised £66,570 for the Samaritans

24/7 campaign.

We have undertaken working groups to better support ocur customers
with upcoming projects.

We developed a four-year business plan to take into account our
customers’ changing recquirements and created plans to enhance
ways of working.

The use of varicus engagement channels resulted in closer
customer relationships.

We transferred learning from one sector to ancther through

‘lessons learned” workshops te maximise cross sector learning.

We placed increased emphasis on the importance of deliverability.

We were recognised for our activities by winning awards
and accreditations.

During the year the Board held several discussions in relation to the
dividend policy and appropriate timings for reinstating the dividend
[see page 38).

In considering share award vesting levels and the quantum of LTIP
awards, the Remuneration Committee was mindful of the overall
shareholder experience as well as the Company's performance.

As a result of listening to feedback from the remuneration

policy consuitation, the Remuneration Committee made

appropriate adjustments (see page §9).

The Board received an update from its financial advisers an market
challenges, the competitive landscape and any opportunities for growth.
The Boara confirmed its strategy aligned to the current market position.

Costain continues to support the Supply Chain Sustainability
School with their learning platform dedicated to building the skilfs
of managers in the construction industry to accelerate digtal
adoption. A number of our subject matter experts also support in
teaching modules.

We took proactive measures to procure materials ahead of time
and, where practicable, stockpiled certain critical materials to
ensura productivity.

We submit our statistics on prompt payment perfermance publicly
every six months.

Costain senjor leaders took part in various BITC events, including
meeting with commuruty groups to discuss the cost of living chailenges.
Costain worked in partnership with the Prince’s Trust to deliver a

‘Get into Green and Digital Construction’ Programme.

Wae intraduced a volunteer hub which can be accessed by all
employees. Opportunities can be filtered by date, type, discipline of
professional, so everyone has the ability to find the nght opportunity.
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S172 statement continued

Principal decisions

In making the following principal decisions in 2022, the Board, in accordance with Section 172(1), considered
the outcome of stakeholder engagement (as set out on pages 58 and 59), as well as the need to maintain a
reputation for high standards ot business conduct and to act fairly between the members of the Company.

Key area
of activity Matters considered

Outeomes

Stakeholder

group
considered

Safety Sustainability and
health and climate change

environment commitment

Safety

Financing

Strategy

Delivery of
strategy

Communications
strategy

Capital markets

The Board monitored progress with the net zero carbon strategy in support of
the climate change action plan. Information on how Costain has identified and
addressed the material sustainability issues that affect the Company and its
stakeholders is set out on page 4 of our ESG report at www.costain.cem.

The Board noted social value from projects including HS52, together with the