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Abstract 
The subject matter of this paper is the analysis and evaluation of the business and financial performance of the Kier 
Group Plc over the three year period 2012–2014. The company is analysed against the comparator undertaking Balfour 
Beatty Plc and the average numbers of the UK and international construction industry.  
The financial analysis is performed over the range of financial ratios commonly applied in undergraduate and graduate 
business studies. For the purposes of the business analysis, the SWOT Model and the PESTEL Framework are used.  
The research reveals that due to diversified divisions and a high market share the Kier Group Plc is able to generate 
growing revenues, albeit at the high administrative costs and with an extending operating cycle. Further, revenue 
growth is not accompanied by improved liquidity. The growing social diversification among residential customers, the 
steady technological change and the increasing demand for sustainable construction place additional challenges to the 
Group.    
The results obtained are of interest for the construction industry researchers, financial analysts and financial and 
business analysis students.     
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I. INTRODUCTION 

The Kier Group Plc (in the following: Kier) engages in construction work, ranging from residential buildings over 
commercial and public sector constructing to infrastructural projects, and provides related services (Kier, 2014). The 
business is essential for the fundamental human demand for housing and for commercial and public real estate. After 
the construction work is completed, new jobs are created in the communities involved, as is the case with Derby, UK, 
where Kier builds a business park in place of a closed hospital (Johnson, 2014). Hence, the far-reaching impact on its 
environment makes the analysis of this company worthwhile. 
 

Kier was founded in 1928 (Jones, 2006) and since has grown consistently to form a FTSE250 group. It is widely 
diversified across competencies, customers and regions (Cho, 2011). Its client base includes defence and education, 
power and transportation and other industries. The UK, the Caribbean area, the Middle East and Hong Kong are the 
main regions of its operations (Kier, 2014). With 60 out of the UK’s 350 local authorities it has an impressive record of 
governmental contracting. The 60 communities account for over 17% of the local public market (Kier, 2014). In terms of 
sales, Kier takes 23rd place amongst European constructing companies (Deloitte, 2013) and fourth place in the UK (BIS, 
2013), which makes it one of the leading players in the field (Datamonitor, 2011). Currently, the group employs over 
15,000 persons around the globe (Kier, 2014). 
 

With Kier being a listed company, the comparator chosen is also an entity listed in the FTSE250 index to enhance 
comparability. The FTSE250 is composed of companies in terms of market capitalisation (Bioy, 2014). The same financial 
reporting and auditing standards are applied to the companies (LSE, 2010). Furthermore, the listing on the same stock 
exchange makes the transition of numbers to a single currency unnecessary. Besides Kier there are only two companies 
in FTSE250 sector Construction & Materials, namely Balfour Beatty Plc (in the following: BBY) and Keller Group Plc (in 
the following: Keller) (LSE, 2015a). Keller engages in ground work / piling systems (Keller, 2015) which is different to 
the business of Kier. By contrast, BBY operates in building and infrastructure markets (BBY, 2015), as does Kier. 
Furthermore, Kier and BBY entered a refurbishing and constructing joint venture (JV) in 2013 (Kier, 2013). Hence, BBY is 
chosen as a comparator company. 
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Founded in 1909, BBY has engaged in overseas constructing operations since 1924, starting with Nairobi and Kenia 
(BBY, 2009), with now more than 39,000 workers currently employed in building and engineering, utility services and 
infrastructural projects in over 80 countries (BBY, 2015). The Hong Kong Airport development (BBY, 2009) and the 
facilities services for the Olympic Park, London (BBY, 2013) give an impression of its world-class scale of operations 
(BBY, 2009). BBY is the seventh strongest European constructing company (Deloitte, 2013) and the strongest in the UK in 
terms of sales (BIS, 2013).  
 

This paper aims to meet the following objectives:  
(1) To  scrutiny the financial performance of Kier over the three year period of 2012–2014 in comparison to BBY and the 
UK construction industry using ratio analysis.  
(2) To evaluate the internal and external factors impacting on Kier’s business performance through the SWOT Model 
and the PESTEL Framework. 
(3) To provide the conclusion about the financial position and the commercial progress of Kier.       
 

The research questions (RQ) it seeks to answer are: 
RQ1. What is the financial standing of Kier according to its financial reports compared to BBY? 
RQ2. Which micro and macro aspects affect Kier’s business performance? 
RQ3. What can be done by Kier to improve its financial standing and to secure further business growth? 
 

II.  METHODOLOGY 

To answer the first research question, the financial statements for the three consecutive years 2012–2014 of Kier and 
its comparator are analysed. Profitability and efficiency, liquidity and investment ratios are calculated and commented. 
Graphs are used to visualize the trends and changes over the period. The analytical instruments SWOT and PESTEL are 
used to investigate the factors which shape Kier’s business performance and to answer the second research question. 
Finally, on the basis of the results obtained, conclusions are made to answer the third research question. These tasks are 
completed with reference to the media, the academic and construction industry literature.  
 

To make this article an impartial piece of academic work, it has to be based on verifiable data. Such data can be of 
secondary or primary origin. Secondary data has been originally gathered for purposes other than that of the research it 
is utilised for (ACCA, 2011a). Because of this, it has to be selected after a thorough reflection to avoid the inclusion of 
manipulative numbers or statements taken out of context. To the contrary, primary data is obtained by the researcher 
himself, for example via interviews or questionnaires (ACCA, 2011b). The approach of this paper does not call for 
primary data. 
 
 The figures used to calculate financial accounting ratios represent secondary data obtained from the financial 
reports. Listed companies are obliged to publish additional announcements on major transactions or events (LSE 2010), 
which offer additional insight into the company’s affairs. Industry data is obtained from online publications of public 
institutions like the Department for Business, Innovation and Skills (BIS) or private sources like the Confederation of 
British Industry (CBI). 
 

Financial ratio analysis is useful to assess the quantitative characteristics of the company over time or to compare it 
with another company (ACCA, 2012a). An arithmetic relationship is created between numbers in the financial 
statements, giving a ratio (Okoye, & Ubaka, 2005). Financial statements provide a flood of numbers, therefore this work 
concentrates on the following ratios, which have experienced a dramatic change over the period and show particular 
trends: 
 

The Return On Capital Employed (ROCE) comprises the Net Profit Margin (NPM, i.e. Profit Before Interest and Tax 
(PBIT) compared to sales) and the Asset Turnover, which shows how much revenue is generated in terms of value of 
capital employed, say total assets minus current liabilities (ACCA, 2012b). The Gross Profit Margin (GPM) compares 
gross profit (revenue minus cost of sales, CoS) to revenue (ACCA, 2012a). The Inventory Turnover Period (ITP) shows 
how long it takes to turn inventory into sales (ACCA, 2012a). The Accounts Receivable Collection Period (ARCP) gives 
the number of days the company needs to cash its receivables, whereas Accounts Payable Payment Period (APPP) 
enumerates the days taken to pay trade debts (Okoye, & Ubaka, 2005). Short-term liquidity is assessed through the 
coverage of current liabilities by current assets, shown by the Current Ratio, respectively the Quick Ratio that excludes 
inventory (Delaney, 2003). Long-term liquidity is measured by the Interest Cover, i.e. PBIT available to account for 
financial costs (Delaney, 2003). The Price-Earnings Ratio (P/E) shows how much investors are ready to pay for a share to 
participate in future earnings distributions (Pyke, 2007). Historical book earnings are used here instead of forecast 
earnings (Barker, & Imam, 2005)and the share price at the respective financial year end. Above this, the performance of 
both the companies is assessed against the following construction industry ratios. The Capital Expenditure Per 
Employee (CEPE) measures the capital input undertaken by the company to increase the productivity of its workforce 
(Ive, Gruneberg, Meikle, & Crosthwaite, 2004). The productivity is measured by the Value Added Per Employee 
(VAPE), whereas the gross profit is used as a proxy for the value added (Ive et al., 2004). The ratio of foreign to total 
sales evaluates the company’s International Diversification (Delaney, 2003). 
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To enhance the informative value of the analysis the qualitative instruments SWOT and PESTEL are applied. The 
SWOT Model shows on which strengths the company has to build on, which weaknesses it has to overcome (internal 
factors) as well as which opportunities there exist and which threats there are to guard against (external factors) 
(Houben, Lenie, & Vanhoof, 1999). Corporate strategy can be built upon the results obtained to cope with the SWOT 
findings (Lu, 2010), for example by matching strengths with opportunities; the entity can also try to convert weaknesses 
into strengths and threats into opportunities (ACCA, 2012b).The PESTEL Framework looks upon the entity’s broader 
environment. Political, economic, social, technological, environmental and legal backgrounds are analysed and tied to 
the company (Gillespie, 2007). Similar to SWOT, it identifies opportunities and threats, albeit on (supra-) national or 
industry level (Gupta, 2013). This helps to assess the company’s competitiveness and to locate it in the market 
(Isoherannen, 2012). Furthermore, trends in the environmental change can be identified and used in scenario drawing so 
that the company can develops different strategic options (Faulkner, & Bowman, 1995). 
 

III. LIMITATIONS  

The reliability of accounting data can be limited if the accounts are not audited by a statutory auditor. For the years 
concerned Kier and BBY both obtained an unqualified auditor opinion on their financial statements of giving a true and 
fair view and being properly prepared in accordance with the IRFS, the UK Accounting Standards and the Companies 
Act 2006.   

 
Nevertheless, further limitations arise in several aspects. BBY is larger than Kier (e.g. for 2014 revenue: £8.793m vs. 

£2.985,2m, total assets: £5.244m vs. £1.769,5m, employees 39.000 vs. 15.000 etc.). However, the analysis focuses on ratios, 
not on absolute numbers. Finally, the financial year end of Kier is on the 30th June, whereas that of BBY is on the 31st 
December. To mitigate this issue, the article addresses the significant events between the financial year ends in the 
analytical part of the paper.   

 
Financial ratio analysis is subject to several constraints (ACCA, 2012b). These are the lack of comparability due to 

different accounting policies used by the reporting entities and the ratios being calculated from outdated financial 
statements. The reliance on pre-calculated ratios is dangerous as no general standard of ratio constructing exists. 
Moreover, ratios do not provide any ultimate instruction for decision making as there may be other reasons why a 
company performs the way it does. Financial statements can be susceptible to earnings management, i.e. the 
presentation of purposefully prepared accounts and narratives capable of misleading the addressees (Young, 2005). The 
manipulation can take place by false cut-off procedures (Amor, & Warner, 2003), one-time transactions (Schilit, 2010) or 
the application of doubtful estimates (Mulford, & Comiskey, 2002) and valuations (Ketz, 2003). Audited financial 
statements provide reasonable assurance that the numbers are free from material misstatements (ACCA, 2012c).  

 
The following limitations of the SWOT Model should be noted. It does not provide guidance how to handle the 

issues identified (Lu, 2010). Managerial judgement is required to interpret the findings and to assess priorities and 
weights, which is highly susceptible to human error or plain subjectivity (Kessler, 2013). Factors identified can change 
their position towards the organisation if not addressed properly: opportunities can become threats if not timely 
adopted, but used by competitors; strengths can turn into weaknesses if regarded as simply given without further 
efforts to maintain them (Kessler, 2013).     

 
The PESTEL Framework is also not free from limitations. Similar to the SWOT Model, the PESTEL framework does 

not provide a true path for the development of a business strategy, instead this work still has to be performed by 
management (Ho, 2014). It provides a general picture that has to be supplemented by a more detailed analysis of the 
entity to be able to gain and maintain a competitive advantage (Gupta, 2013). Moreover, the same PESTEL factors can 
belong to more than one category. So interest rates can be policy driven but clearly have economic implications 
(Gillespie, 2007). This can cause an unnecessary duplication of efforts when setting up a PESTEL Framework for the 
organisation. Due to the fast changing nature of the environment the analysis has to be carried out regularly to stay 
reliable (Ho, 2014).  

 
The combination of the ratio analysis with the two analytical models mitigates these limitations by comprising 

quantitative with qualitative information and the internal with the external factors. 
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IV. DISCUSSION AND ANALYSIS 

4.1 Return On Capital Employed 

 

Figure 1: Return On Capital Employed (ROCE) 

 
Kier’s ROCE drops by 77,01% from 2012 to 2014, albeit Kier widely outperforms its comparator BBY whose ROCE 

crashes by the horrible 268,90%. The decline of Kier’s ROCE is partly caused by the falling NPM (-64,31%) and asset 
turnover (-35,59%). All this is taking place against the background of the total sales rising by +45,50%.  

 
4.2 Gross Profit Margin 

 

Figure 2: Revenue & Cost of Sales (CoS) 
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Figure 3: Gross Profit Margin (GPM) 

 
Despite growing sales Kier’s gross profit declines, because Cost of sales (CoS) grow faster than revenue (+48,66% vs 

+45,50%) due to higher prices charged by suppliers, sub-contractors, contract write-downs (InsightBee, 2014) and higher 
labor costs (Sharman, 2014), which are part of CoS (Kier, 2014). Above this, the increase in revenue of £923,8m in 2012-
2014 is mainly owed to the growth of the service division (+£659,20m), which traces back to the acquisition of May 
Gurney in 2013 (Fisenec, 2013). The provision of services is not as input-intensive as construction (Rogers, n.d.). Hence 
the falling GPM means that the other two divisions of Kier – construction and property – are operating at rising CoS.  

 
While Kier increases revenue through diversified divisions, BBY derives 78% of its revenue from construction (BBY, 

2015). However, sales are from the UK market are still under its pre-crisis value and even continuing to fall in 2013 (BBC 
News, 2013). Sales also fall as key building projects are cancelled in Australia following a new crisis in the mining 
industry (Wembridge, 2013). The CoS (-6,96%) at BBY do not fall as fast as revenue (-16,08%), indicating that BBY faces 
the same input-price increases as Kier does (White, 2013a). 

 

4.3 Net Profit Margin 
 

 

Figure 4: Net Profit Margin (NPM) 
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The net profit comes under pressure not only because of the falling gross profit, but also because of the increase in 
administrative expenses that are reconciled in Table 1 (Kier, 2012, 2014).  

 

Administrative expenses as of 2012 £152,80m 

Restructuring costs £37,70m 

Increase of unrecovered overhead costs £5,70m 

Adoption of IAS 19 £13,60m 

Construction workers compensation scheme £4,50m 

Increase of amortisation of intangible assets  £7,40m 

Balancing figure: further costs (own calculation) £2,30m 

Administrative expenses as of 2014 £224,00m 
 

Table 1: Reconciliation of administrative expenses  

 

The costs of £2,30m are partly caused by price increases which hit the construction sector (InsightBee, 2014). This 
and the unrecovered overhead costs show that Kier is not able to benefit from economies of scale (i.e. cost reduction per 
unit through increased operations, ACCA, 2012b) as publicly claimed after the acquisition of May Gurney (Latchem, 
2013). A falling NPM reduces ROCE.  

 
At BBY additional costs occur through penalties and delay expenses as the company has not been able to fulfill its 

contractual obligations (Roland, 2014). Over the years, BBY has been bidding for the UK contracts using too optimistic 
forecasts, poor cost and project control and has failed to collect its receivables (Quinn, & Magrath, 2015). As a result, 
NPM collapses by 317,43%.  

 

4.4 Asset Turnover 
 

 

Figure 5: Asset Turnover 

 
Kier’s sales growth of +45,50% cannot keep up with the increase in the amount of assets (+53,02%). Kier cannot 

effectively use these assets to generate enough sales with the Asset Turnover falling by 35,59%. 
 
The assets partly increase by the goodwill recognized at the acquisition of May Gurney of £194,70m. Kier paid 

£222,3m (Pitt, 2014) although May Gurney issued a profit warning in 2012 and was severely criticized by stock analysts 
for operative mismanagement (Macalister, 2012). Its FY2013 ended with an operative loss of £51,00m due to unprofitable 
environmental contracts (Pitt, 2014). Arguably, Kier has paid too much, so that the post-acquisition revenue cannot 
offset the increase in assets.     

 
BBY’s management fails to preserve sales from falling or to access new sources of revenue. So the company 

generates less revenue than Kier whose Asset Turnover ranges between 4,27–6,63.  
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4.5 Inventory Turnover Period and Accounts Receivable Collection Period 
 

 

Figure 6: Inventory Turnover Period (ITP) 

 

 

Figure 7: Accounts Receivable Collection Period (ARCP) 

 
Kier’s total assets also grow up as inventories (+£75,70m) and trade receivables (+£78,20m) increase. Despite of this 

increase, ITP and ARCP shorten by 19,83% and 12,09%, respectively. Obviously, Kier successfully speeds up its 
production runs and selling schemes (Kier, 2014). This helps to reduce inventory storage and maintenance costs as well 
as debt collection costs, improving NPM (ACCA, 2012a). But this positive picture darkens again when accounts payable 
are looked at in the following sub-chapter.  
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Figure 8: Accounts Payable Payment Period (APPP) 

 

Kier’s Accounts Payable Payment Period (APPP) shorten considerably by 57,91%. Generally, this reduction helps to 
avoid costly payment enforcement by suppliers and evidences the usage of early payment discounts, improving 
profitability (Retallack, 2014). However, the reduction of APPP can also indicate loss of an important source of short-
term finance, that a supplier’s credit actually is (Miwa, & Ramseyer, 2005).  

 
The proportion of infrastructural projects within the construction division that accounts for 53,84% of total 2014 

sales rises to 25%. Infrastructural jobs are paid upon certification of completion. They are not pre-paid, thus causing a 
cash shortage during construction (Kier, 2014). Under such circumstances the tightening up of APPP is not a desirable 
achievement. Moreover, the overall effect on the operating cycle is negative, as is shown in the next sub-chapter. 

 

4.7 Operating Cycle 
Due to the reduction of APPP Kier’s Operating Cycle more than triples from only 20 days in FY2012 to 62 days in 

FY2014. This puts Kier under pressure to work more efficiently, i.e. to produce faster, hence reducing the inventory and 
its turnover period, though not at cost of quality, and to cash receivables sooner, hence decreasing trade receivables and 
freeing up cash (Garcia, 2011).  

 
A glance at BBY shows its ITP growing by 6,24%, which proves that BBY faces troubles to sell (Tovey, & Roland, 

2015). However, for BBY it takes 7-9 days to sell, whereas Kier needs 63-84 days. Moreover, BYY needs 29-40 days to 
collect, with ARCP shortening by 18,36%, while Kier collects over a period of 44–50 days.  

 
A slight increase of BYY’s APPP of 8,08% to 46 days aligns it to that of Kier. Regarding its overall challenges a 

longer APPP provides BBY with cash much needed – the company even cancels its final dividend for FY2014 
(Monaghan, 2015). 

 
The overall analysis shows, that high CoS (falling GPM) and administrative expenses (falling NPM) along with 

inefficiently managed assets (falling asset turnover and worsening operating cycle) are causative for Kier’s overall 
breakdown of ROCE despite the growing sales (KPMG, 2014).  
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Figure 9: Current Ratio 

 

Whereas total assets at Kier increase, it does not benefit short-term liquidity. The proportion of current liabilities in 
relation to current assets grows, thus increasing the risk of running out of cash necessary for the day-to-day operations 
(Ronen, 2005). As a consequence, Kier’s Current Ratio deteriorates by 6,32% from 2013 to 2014. 

 

4.9 Quick ratio 
 

, 

Figure 10: Quick Ratio 
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Figure 11: Interest Cover Ratio 

 

Kier’s long-term liquidity is also at risk. Its Interest Cover Ratio collapses by 83,77% from 9,63 to 1,56, with 
approximately 2/3 of 2014 PBIT to be spent on financial charges. Everything else being equal, a further decline of PBIT 
by 48,07% as occurred 2012-2014 would not leave enough earnings to meet debt contract obligations (Okoye, & Ubaka, 
2005) turning a profit into a loss. The fall is caused mainly by interests payable on bank overdrafts and loans that 
increased by 125%, on borrowings (+290%) and on finance leases (+2.600%) (Kier, 2012, 2014). The bank overdraft 
charges correspond with the findings that the shortened APPP along with increased inventories and receivables place a 
burden on Kier. Increased financial lease commitments show that Kier actively manages its monetary resources. 
Contrary to bank borrowings leasing often pre-funds 100% of the asset’s price, the upfront payment asked for by banks 
can thus be utilized otherwise (Beedkar, 2006). Leasing contracts may contain no covenants and constraints on the 
lessee’s future financing obligations, as is often the case with bank loans, which thus may limit the borrower’s operating 
flexibility (Nevitt, & Fabozzi, 2000).  

 
Nevertheless, the adverse interest cover can make it difficult for Kier to obtain new debt finance. Instead, it could 
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subject to annual decision making with regard to the amount or even cancelation of a dividend payment for a particular 
year (Lynch, 2009). Therefore, equity finance can prevent interest cover from further deterioration (Parrott, 2011). This 
explains why Kier is going to finance its acquisition of Mouchel that has been agreed upon in April 2015 entirely by new 
equity (Whitelaw, 2015). But this solution has its cost to Kier: dividend payments are not tax-deductible, whereas 
interests are. Because of the tax advantage forgone, equity is regarded an expensive source of capital (Lynch, 2009).  

 
The interest cover of BBY crashes by 224,72% as the company operates at loss since FY2013 letting no earnings 

available to account for finance costs (Monaghan, 2015).  
 

4.11 Price-Earnings Ratio 
 

 

Figure 12: Price - Earnings Ratio 
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The ratio’s denominator (earnings per share) reduces due to diminishing returns and dilution. The number of 
shares grows by 14.7m in 2013 to finance the acquisition of May Gurney and to account for scrip dividends (Kier, 2012, 
2013, 2014). The nominator becomes higher given the increase of the year end share price by 41,73% 2012–2014 (LSE, 
2015c). Consequently, P/E explodes by 985,79%. It starts with modest 8,98 that can be considered appropriate given the 
falling returns (Frecka, 2005). But towards the end of FY2014 it raised to 97,53. This P/E means that investors would 
wait over 97 years to get their share price back – clearly not a sound investment decision. P/E is 69,00 if calculated with 
2012 number of shares, statistically still a very high value (Shen, 2000). The explanation for such a high P/E are strong 
expectations of future earnings that are priced into the market (ACCA, 2012b). Given Kier’s order book of £6,2bn 
(Telford, 2014) the investment community regards future earnings growth as low risk, that in turn may justify such a 
high P/E (Damodaran, 2004).   

 
BBY ends up with P/E of -24,24 being negative due to its loss per share. Nevertheless, its share price has been 

growing since year end 2014, enlarging P/E (LSE, 2015b). This means that investors regard the cost cutting and contract 
control efforts undertaken by the management (Dakers, & Tovey, 2015), along with BBY’s order books of £12,7bn (BBY, 
2015) and the reference project of the UK-wide construction contract worth £2,9bn (Rubin, 2015) as a reliable and 
therefore low risk source of future prosperity (Damodaran, 2004). This makes them undertake further investments in 
BBY shares, pushing the share price and P/E upwards. 

 

4.12 Capital Expenditure Per Employee 
 

 

Figure 13: Capital Expenditure Per Employee (CEPE) 

 

CEPE declines from 2012 to 2013 by 32,30%, as Kier spends money on the acquisition of May Gurney. It improves 
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their own equipment or to acquire additional capital assets by itself (Barber, & Strack, 2005). Moreover, it does not 
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the allocation of assets as finance or operating leasing (Ive et al., 2004). Finance lease expenditure is capitalised, whereas 
operating lease costs are charged to the income statement (Lease – operating or finance, 2015). BBY hardly relies on 
leasing with finance lease obligations falling by 85,72% (BBY, 2013, 2015). Thus it misses the opportunities provided by 
this form of financing. 

 

4.13 Value Added Per Employee 
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Figure 14: Value Added Per Employee (VAPE) 

 
Kier’s productivity ratio VAPE deteriorates by 16,77% to £16.387. It is no surprise given its falling gross profit and 

the number of employees growing by 42,29%. Kier is also considerably below market average of £63.800 (UK Industry, 
2014). Low workforce productivity is considered a major hindrance of the construction industry (Rojas, & 
Aramvaarekul, 2003). This in turn is traced back to low qualification levels (Abdel-Wahab, Dainty, Ison, Bowen, 
&Huzlehorst, 2008). This is recognized by Kier that invests in training and employee development programmes to close 
the skill gap (Kitching, 2013). The 1.649 employees participating in 2014 (Kier, 2014) represent 10,75% of its total 
workforce – almost double the UK average (Abdel-Wahab et al., 2008).  

 
BBY performes worse. Although it started slightly better at £19.770, its VAPE drops by 83,28% to £3.296 in 2014, a 

discouraging development as BBY reduces its global employees by 20,77% (BBY, 2013, 2015). BBY tries to enhance its 
productivity through labour training, but with only 780 participants in 2014 on a much lesser scale, than Kier (BBY, 
2015).  

 

4.14 International Diversification 

 

 

Figure 15: International Diversification 
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chains and co-financing sub-contractors, let alone complexities of an alien legal area and troubles with receivables 
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construction, completed on time and on budget (Chan, & Chan, 2004). These disadvantages have prevented Kier from 
much overseas business, as indicated by its small ratio (2013:2,57; 2014:1,69). However, improvement is to come thanks 
to new contracts in the Middle East (Barnard, 2014) and the acquisition of Mouchel that can provide Kier with this 
company’s share of Australian highway maintenance business (Paton, 2015). The purchase of market participants can 
mitigate the difficulties in entering and mastering foreign markets (Smyth, 1985) as the acquirees are already established 
and possess country specific knowledge, networks, supply and distribution channels (Pradhan, &Alakshendra, 2006). 
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Foreign sales of BBY account for 43,73% of total sales in 2012 due to its long-established role as a global player 

(Fickling, 2009). 
 

4.15 SWOT Model 
4.15.1 Strengths 
4.15.1.1 Diversification 

Kier derives competitive advantage through diversification (Porter, 1998). It is diversified among three divisions 
(construction, property, residential), whereas each division relies on heterogeneous customers from industrials, military 
and aviation (Kier, 2014). Diversification mitigates the overdependence on one or few sources of income (Johnson, & 
Scholes 2002), for example the governmental budget on infrastructure that can be subject to spending constraints 
(Deloitte, 2013). 

 

4.15.1.2 Strong market share  
Kier’s market share of 65 out of 350 British local authorities (18,57%) is a strong basis to build on (White, 2013b). It 

shows to other contracting authorities that Kier possesses the necessary experience and knowledge to be awarded with 
new projects, as has happened in FY2015 in Staffordshire (£400m) and Northamptonshire (£200m) (O’Beirne, 2014). 

 

4.15.1.3 Specialisation 
While diversifying, Kier is also able to focus: it creates “Kier Living” brand for affordable housing pooling its 

residential building activities (Morby, 2015). Focussing can be regarded as a genuine strategy by itself to outperform 
rivals by specialisation (Betts, & Ofori, 1992). But it also provides Kier with the advantages of the cost leadership 
strategy (Warszawski, 1996) as tenure building demands less capital and is of lower risk compared to commercial 
building (Kier, 2014). 

 

4.15.1.4 Investment in technology 
The company’s CEPE adjusted for finance leasing is strongly above UK average with Kier going to invest further 

£30m in IT and back-office infrastructure (Kier, 2014). New technology can help to operate more efficiently and be ahead 
of competitors as there is a technology backlog among UK construction industry (Madigan, 1997).   

 

4.15.1.5 Investment in people 
Its above-average investment in employee training is key for further productivity growth (Harris, McCaffer, & 

Edum-Fotwe, 2013).  
 

4.15.2 Weaknesses 
4.15.2.1 Rising input costs 

Kier is subject to raising input-prices and labor costs, diminishing its margins (Sharman, 2014). It has to improve its 
cost controls (Madigan, 1997) and pay more attention to its supply chain to reduce costs (Harris et al., 2013). It could be 
difficult for Kier to preserve the margins through price increases given the harsh competition in the construction market 
(KPMG, 2014). 

 

4.15.2.2 Restructuring costs 
The acquisition of May Gurney caused significant restructuring expenses. With the acquisition of Mouchel similar 

expenses are to be expected. According to the learning curve theory (ACCA, 2011b) Kier should reduce restructuring 
costs by learning from experience gained from former acquisitions. Management couching can support the learning 
processes (Johnson, & Scholes, 2002). 

 

4.15.2.3 Financial risks 
Falling margins and growing finance charges reduce the interest cover to 1,56 with Kier being at risk not to meet its 

interest payment obligations. With the lending community heavily relying on this solvency ratio (Jayaram, 2013) Kier 
may face difficulties to obtain fresh finance for further growth. The company can mitigate this risk through issuance of 
new equity (Marlow, 2014). But (prospective) shareholders can recognise that they are just substituting debt finance that 
cannot be obtained elsewhere due to poor performance. Hence, the prospective equity providers may lose confidence 
and refrain from acquiring shares (ACCA, 2012d), thus making it more difficult for Kier to find new funds.  

 

4.15.2.4 Overseas operations  
Kier derives less than 2% of its turnover from overseas operations. Thus, the company misses opportunity to 

participate in new emerging markets and to gain expertise in foreign business, binding itself to the prosperity of its 
home UK market (Hillebrandt, & Cannon, 1990). 
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4.15.3 Opportunities  
4.15.3.1 International diversification 

Kier can overcome its weakness of low international presence by gaining new overseas contracts and the acquisition 
of Mouchel. Especially in infrastructure there is a high demand in developing countries (Fox, & Skitmore, 2002). 

 

4.15.3.2 UK-market recovery 
With UK being its main geographical business area the major opportunity for Kier lies in the recovery of the UK 

market. Governmental investments in infrastructure improve in 2014, as does the private housing market (Rhodes, 
2014). 

 

4.15.3.3 Sustainable construction 
Environment protection plays an important role in the construction industry (Ding, 2008). Kier pays attention to 

this development through implementing Government’s Corporate Assessment of Environmental, Social and Economic 
Responsibility Reporting (CEASER) and disclosing its greenhouse gas emissions (Kier, 2014). Kier could try to cope with 
the government’s ambitious Construction 2025 programme to reduce costs, time and emissions that all have an 
environmental impact (Rhodes, 2014). The marketing of these achievements would make Kier a preferable constructor 
for public projects (DEFRA, 2006) and attract demand by environmentally conscious private customers.  

 

4.15.4 Threats 
4.15.4.1 Substitutes 

A threat of substitute arises from the increased use of IT as a means of sending information, simplifying private and 
business correspondence or holding virtual meetings, thus reducing the need for conventional infrastructure (Madigan, 
1997). Diversification into other activities and regions can help to reduce this threat (Hillebrandt, & Cannon, 1990). 

 

4.15.4.2 Slow market recovery 

Despite growing investments in infrastructure and private housing the construction sector is still 5,9% below its 
pre-crisis value of 2007 (Rhodes, 2014). Such a slow recovery can endanger the company’s growth targets.  

 

4.15.4.3 International Competition 

A further threat is increased competition through international construction companies entering the UK market like 
the Indian Lodha Group, which is going to invest £3bn in the London real-estate (Mark, 2014). Kier can mitigate this risk 
by strengthening its local supply chain (Xiao, & Proverbs, 2003), thus exploiting location-based advantages, which my 
be difficult to obtain by a foreign company during its first years in the UK (Porter, 2004). 

 

4.15.4.4 Health & Safety 

Construction and related services are labor intensive and involve machines, vehicles and other instruments. Danger 
of accidents and human harm arise (Harris et al., 2013). Any non-compliance with health and safety regulations or even 
fatal accidents as happened to Kier twice in FY2014 (Kier, 2014) and once in FY2015 (Davis, 2014) can lead to substantial 
penalties and other legal charges (IIRSM, 2010). Reputational damage can follow negative publicity resulting in loss of 
customers (Beauchamp, n.d.). Kier should adopt human safety as an absolute standard for its further development 
(Butcher, & Sheehan, 2009).  

 

4.16 PESTEL Framework 
4.16.1 Political factors 
4.16.1.1 Public funding  

UK politics support the construction industry through governmental funding via numerous infrastructural 
programmes in which Kier participates (Kier, 2014). Consumer spending is stimulated through supportive measures like 
the Affordable Housing Grant Programme (Kier, 2014). The receivers of grants are the target group of Kier’s “Kier 
Living” brand. However, this program has been subject to budget cuts resulting in half the funding per house in 2013-
2015 compared to 2008-2011 (Frontier Economics, 2014). When formulating its strategy for further growth, Kier should 
stress the importance of participating in governmental programmes. Even if its funding reduces, the political interest in 
infrastructural and housing development is a significant environmental force and source of contracts (Johnson, & 
Scholes 2002). 

 

4.16.1.2 Social diversity  

Socially diversified neighbourhoods have been a stated goal of UK politics for the long time. The idea is to avoid 
social clustering and infrastructural downturn of poorer quarters (Fonseca Feitosa, & Wissmann, 2006). With “Kier 
Living” targeting a social mix of tenants Kier adopts this policy. This is a sound strategic move as “Kier Living” projects 
will be undertaken in partnership with local political units, say local councils (Kier launches new housing division, 
2014). 
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4.16.2 Economic factors 

4.16.2.1 Mortgage interests 

Mortgage interest are historically low starting with fix rates at 1,09 p.a. (Jones, 2015). This makes private house 
consumption affordable (Carver, 2011). This corresponds with Kier’s focus on residential living through the creation of 
“Kier Living” brand. 

 

4.16.2.2 Unemployment 

Unemployment being the lowest for seven years can lead to intense competition for qualified staff and increasing 
labor costs (Elliott, 2015). Kier has already to deal with cost pressure and a skill gap. Its profit targets and human 
resource strategy should consider that these problems could intensify. 

 

4.16.2.3 Exchange rates 

The strong British pound that could diminish overseas revenues does not affect Kier due its minor overseas 
turnover (Kier, 2014). This could change as Kier works hard to acquire contracts in foreign markets. Its expansion 
strategy should consider that in the short term transferring earnings from overseas will go ahead with currency losses 
(Duncan, 2015) if not properly hedged against (ACCA, 2012d). On the other hand, construction hardly depends on 
importing inputs (8% in contrast to 28% in manufacturing) (LEK, 2009). Thus Kier cannot gain much advantage from 
favourable exchange rates, when importing materials to the UK.  

 

4.16.3 Social factors 

4.16.3.1 Ageing population 

Demography influences constructing and infrastructure in several ways. By 2025, the share of people over 65 in the 
UK will be grown by 38% (CBI, 2013), increasing the demand for hospitals, care homes or distinctive housing (BIS, 2013). 
Kier should accumulate expertise in offering special accommodation for the elderly (Gillespie, 2007).  

 

4.16.3.2 Migration 

Due to estimated annual net migration of 200.000 the UK population will increase, especially in urban areas, thus 
creating a pressing demand for housing and transportation, energy supply facilities and public infrastructure (Barrett, 
2014). This will present urban planning authorities with new challenges. Furthermore, given its strong focus on tenure 
Kier should be able to manage tenancies from different cultural, ethnical and religious background.  

 

4.16.4 Technological factors 

4.16.4.1 Research & Development 

As a developed European country, the UK has an advanced technological infrastructure. However, technology 
usage strongly differ among industries. Construction industry annually invests approximately £22m in relevant 
Research & Development (R&D) on a declining scale, whereas other sectors spent £500m on average and undertake 
further innovative efforts (BIS, 2013).  

 

4.16.4.2 Soft-Technology 

On that background a construction company investing in innovation and technological improvement could bypass 
its competitors through the technological leadership strategy (Barney, 2007). It may be argued that innovation in 
construction is rather supplier-dominated with construction companies largely depending on the technological progress 
on part of the producer of machinery and tools (Johnson, & Scholes 2002). But if technology is not understood as 
hardware only, paying attention to soft-technology like managerial processes, operational controls and company culture 
(Barney, 2007) than there is room for improvement at the construction sector itself.  

 

4.16.5 Environmental factors 

4.16.5.1 Sustainable procurement 

The UK experiences a growing demand for environment-friendly facilities (LEK, 2009). This trend is strongly 
supported by governmental initiatives and target settings. Furthermore, public services follow sustainable procurement 
guidelines thus creating a market for companies able to fulfil the requirements (DEFRA, 2006). Adoption of these 
guidelines is key for Kier to secure further governmental contracts. 
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4.16.5.2 Climate change 

The sector faces climate changes (Gillespie, 2007). Infrastructure, energy supply and transportation are all at risk of 
whether anomalies (Harvey, 2014). Scenario drawing is therefore important for Kier (Goodie, Austin, & Guthrie, 2009) to 
be prepared to increased demand for constructional safety or new requirements for materials used. 

 

4.16.6 Legal factors 

4.16.6.1 Legal environment  

The British construction industry is regulated by several acts like the Local Democracy, Economic Development and 
Construction Act 2011, the UK Health and Safety at Work Act 1974 and the Construction (Design and Management) 
Regulations 2007. The legal system offers a great contractual flexibility to the parties to best reflect the economic 
relationship chosen (Harris et al., 2013). Legal protection of parties harmed by the breach of contract (Ismail, 2012) can 
be obtained through a functioning court system.  

 

4.16.6.2 Legal control  

Poor legal project control and non-enforcement of contractual rights can plunge a company into a loss-making 
situation, as can be seen from the negative example of BBY. Tough legal control is necessary in the highly fragmented 
UK construction industry where about 70 sub-contractors per £25m-project are involved (BIS, 2013). Therefore it is 
crucial for Kier’s future strategy not only to create value, but also to ensure that it can benefit from this value through 
the enforcement of its contractual rights. 

 
 

V. CONCLUSION 

5.1 Answer to RQ1  

Kier is able to generate revenue on a growing scale through acquisition of new businesses and through 
diversification, thus differing from its comparator. However, it is challenged by increasing costs that diminish its 
margins. Compared to BBY, Kier is slower in turning inventory into sales and collecting its receivables. Therefore, there 
is potential to improve the efficiency of operations, especially to utilise its assets in a more efficient way. Kier 
experiences a steady shortage of liquidity. This can constitute a financial risk and undermine the cooperation with 
lending institutions, thus hindering Kier to acquire fresh capital for new projects. Therefore the company relies on 
equity providers believing in its growing revenue and strong order books.  

 

5.2 Answer to RQ2 

Kier’s performance is built on its diversified divisions and high market share in public procurement. It invests in 
people and IT, thus preparing for the recovery of UK construction market. But tough cost control is needed to master the 
strong competition with thin margins. Kier is influenced by the economic environment and the political commitment to 
support the construction industry. Its assets and operations are subject to steady technological change and increasing 
demand for sustainable construction. Kier faces a growing social diversification among residential customers and has to 
be prepared to far-reaching climatic changes effecting its infrastructural engagement.  

 

5.3 Answer to RQ3 

Kier should intensify and improve its cost control to safe its margins from deteriorating. It has to use its assets more 
efficiently and become more creditworthy for debt capital providers.   

 
The company should strengthen its overseas operations to diversify not only among business fields, but also 

geographically. Further investments in technology and human resources are needed to outperform domestic and 
international competitors.  
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