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Company Background

Carillion plc is a construction services business headquartered in Wolverhampton, employing approximately 
50,000 people and with annual revenue currently standing at about £5bn. It has operations across the UK, 
Europe, Canada, the Middle East, North Africa and the Caribbean.

History
Carillion was created in July 1999 by a demerger from Tarmac which was founded in 1903. 
The company has since grown both organically as well as through a series of acquisitions including Citex 
Management Services in 2002, Planned Maintenance Group in March 2005, Mowlem in 2006 and in 2008 
it acquired rival Alfred McAlpine, another UK support services firm, for £572m making Carillion the UK’s 
largest support services business.

Services
One of Carillion’s strengths is the diversity of it’s revenue stream – both from its differing sources of income 
and from the many regions from which it operates. It is a well-balanced and resilient business with a strong 
order book and good positions in it’s chosen markets. Carillion has a number of different business units which 
can be combined if necessary, to meet complex customer needs.  These business units can be placed into 
three general categories; Support Services, Public Private Partnerships and Construction & Infrastructure.

1. Support Services

Support services is the group’s largest source of income, contributing over half 
of operating profits. It is currently benefitting from public-sector schemes whose 
progress has been expediated in order to maintain economic activity in the 
wake of the credit crunch.  The current outsourcing drive among public and 
private-sector organisations has also made the support services arm the largest 
contributor to revenues, as customers seek opportunities to boost efficiency by 
outsourcing facilities management and other non-core services.

In the current economic climate, there is a lot of opportunity to capitalise on this 
trend given the history of most recessions resulting in more outsourcing. 80% of 
Carillion’s order book comes from public and regulated sectors, which provides 
the business with attractive underlying profit margins of between 4% & 5%. 

The support services activities can be summarised as:

Facilities Management & Services

Carillion does not stop at designing and constructing new projects. For example, once the development of 
a new hospital has been completed “Carillion Health” offers a comprehensive facilities management service 
covering building management to mechanical & electrical engineering maintenance. “Carillion Defence” 
does the same for 43,000 MoD military homes.

Infrastructure Services

- Management & routine maintenance of roads - 20% of the UK’s major roads and motorways are maintained 
by Carillion in partnership with the Highways Agency and Local Authorities



- Rail maintenance, project services & consultancy - it is involved in the maintenance of railway stations 
and other rail structures and offers training on areas such as “Track Safety” and “Signalling and 
Telecommunications”

- Utility services - gas, water, electricity & telecoms

Consultancy Services
- Environmental & sustainability services
- IT hardware, cabling
- Engineering, architecture & project management
- Recruitment Services - Carillion’s multi award-winning recruitment agency “SkyBlue” specialises in 
placing the right people in the right job whether it be in construction, civil engineering, highways, facilities 
management or in the rail industry

- Property Services integrates fabric maintenance skills with project fit-out expertise to offer a one-stop 
solution

2. Public Private Partnerships

Carillion has a significant presence in Public Private Partnerships where Carillion makes equity investments in 
projects, generally only where they also provide other services such as design and construction and preferably 
with maintenance & facilities management. These investments are significant, because Carillion has continued 
to achieve an internal target rate of return of 15% over the life of the concession contracts, typically between 
25 and 35 years, thereby adding further earnings visibility. The UK government’s commitment to ensure 
projects go ahead is reassuring for Carillion, meaning that work flow is predictable.

3. Construction & Infrastructure

United Kingdom

Carillion is the UK’s market leader in commercial building. That may set alarm bells ringing, but in fact the 
kind of projects it works on are not the kind that come unstuck as a result of a business downturn, like 
house building or commercial construction. In any case, UK construction forms less than a fifth of group 
underlying profits. 

Rather it is focused on the infrastructure end of the market ranging from building and engineering projects 
in flood defences to land reclamation, from transport improvement (roads-A55 in North Wales, Airports-
Terminal 5 at Heathrow & Rail-it is involved in the building of railway stations and other rail structures) to 
industrial projects.  



It is also involved in creating schools which are flexible, intelligent systems for independent learning such as 
“The Exeter Schools Project”.
 “Carillion Health” works in partnership with the NHS by designing, building and maintaining some of the 
most advanced new hospitals in the UK (Carillion provides more NHS hospitals than any other company).
Finally, “Carillion Defence” provides infrastructure services to the Ministry of Defence, currently Carillion’s 
single largest customer.

Canada & Caribbean
Carillion has a strong commercial presence in Canada and the Caribbean, principally in road maintenance 
and construction. The company was also involved in the management of the National Cricket Ground of 
St. Lucia and in Canada it is overseeing the building of two PPP hospitals including a specialised psychiatric 
facility at the Royal Ottawa Hospital.

Middle East & North Africa
Carillion has for over 35 
years been a regional leader 
in design, construction, 
facilities management and 
maintenance services 
through joint ventures 
in Dubai, Oman and Abu 
Dhabi.  The company has 
been involved in land 
reclamation projects, the 
creation of leisure facilities 
(the Carillion-built 5 star 
hotel that straddles the 
F1 Yas Marina circuit where guests can sail their yachts into reception is perhaps the most representative 
symbol of the shift in wealth from West to East), retail parks and marinas throughout the region. The decline 
in the Dubai market is being mitigated by expansion into Abu Dhabi and Egypt which are making a strong 
and rising contribution to group profits (17% of total) at typically higher profit margins of 6%, compared 
with group profit margins running at 2.6%.

Examples of major projects completed by Carillion in the last decade include new facilities for the Royal Opera 
House, the Tate Modern, the Grand Mosque in Oman, the Copenhagen Metro, Government Communications 
Headquarters (CGHQ), the Sheppey Crossing, the High Speed 1 Rail Link and facilities at the Queen Alexandra 
Hospital, Portsmouth.



Strategy
In construction, Carillion is reducing its dependence on its home market, where the threat of public spending 
cutbacks looms large as a result of the UK’s huge government debt. The company has repositioned itself for 
a huge slug of state-backed infrastructure spending in the Middle East, particularly Abu Dhabi, and expects 
revenues to grow there, thereby diversifying its revenue stream still further.

Cost savings achieved through acquisitions, particularly that of rival Alfred McAlpine, are coming through and 
management expects these to continue.

The company has a strong order book which management aims to grow through a selective choice of work 
and continues to win substantial new orders. Carillion enjoys a better than 1 in 2 strike rate for new contracts 
and a 100% retention rate for major facilities management contracts. This provides the sort of reliable stream 
of future revenues that investors just love in these uncertain times. 

Despite modest debt levels, management is committed to cut the debt still further. Like many companies, 
Carillion is busy trying to erase debt from its balance sheet and it seems things are going in the right direction 
- the group expects to be in a positive net cash position by the end of 2009. 

Summary
Everyone considers Carillion to be a UK construction business – a sector far from being considered attractive 
in this economic climate. But the truth is that most of its profits come from support services – a higher 
margin business that attracts a higher market rating. In fact much of future construction will really be a feeder 
for its facilities management operations. 

With this in mind, the investment case for Carillion is compelling when you look at it’s valuation. Trading on a 
low p/e ratio in absolute terms as well as at a substantial discount to its support services peers, we believe the 
market has got the valuation wrong for what is a growing and profitable business. Now is a great time to buy 
before the market wakes up to the Carillion story and with one of the best yields in the FTSE 350 investors 
can lock in a decent yield as well. 
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