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Summary of results

for the year ended 31 December 2006

2006 2005  Change

£'000 £'000 %
Revenue 17833 14944 + 19
Earnings before interest, tax, depreciation, amortisation and biological gain® 7384 7372 -
Profit before tax 10,625 9,622 + 10
Profit after tax 7454 6,299 + 18
Profit attnbutable to ordinary shareholders 6,208 4,520 + 37
See note 3 to consolidated financial statements
Earnings per ordinary share (diluted) 203p 167p + 22
Closing exchange rates 2006 2005 2004 2003 2002
Indonesian rupiah to US dollar 9,020 9,830 9,290 B465 8,940
US dollar to pound sterling 196 172 192 179 161




Key statistics

for the year ended 31 December 2006

2006 2005 2004 2003 2002

Allocated area - Hectares
Mature ail palm 13,080 13,085 13,142 13,234 12,334
Immature oll palm {developed in prior years) 5,250 3,000 - - 900
Immature ol palm {developed in current year) 6,564 2,250 3,000 - -
Under preparation for ol palm development 6,500 6,000 4,500 3,000 -

31,394 24,335 20,642 16,234 13,234
Reserve area (fully hitled) 3,822 10881 8,763 11,594 14,694
Reserve area (surveyed and awarting full title) 30200 10,920 16,030 10,000 13,782
Reserve area (under negotiation) - 20,000 - 6,500 -
Total 65416 66,136 45,435 44,328 41,610
Production - Tonnes
Ol palm fresh frut bunch crop 334,076 313,365 293,883 222713 199,184
Crude patm oil 77597 73,262 71,473 55,426 49,604
Palm kernel 12,698 12,647 12,169 9,189 9,094
Total palm products 90,295 85909 83,642 64,6156 58,698
Ol extraction rate 23 2% 23 4% 24 3% 24 9% 24 9%
Kernel extraction rate 38% 4 0% 4 1% 41% 46%
Yields - Tonnes per mature hectare
Fresh fruit bunches 255 238 224 168 161
Crude palm oil 53 56 54 42 40
Palm kernel 10 10 09 07 07
Total palm products 69 66 63 49 47
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Chairman’s statement

Presentation of annual report

The accompanying consolidated financial statements of
the company are presented in accordance with
International Financial Reporting Standards (‘IFRS"} The
company continues to prepare s indwidual financial
statements n accordance with UK Generally Accepted
Accounting Practice and, as was the case in the annual
report for 2005, o present those statements separately
from the consolidated financial statements

Results

Profit before tax for 20086, as shown in the accompanying
consclhdated income statement, amounted to
£10,625,000 representing a 10 per cent increase over
the profit before ax of the preceding year of £9,622,000

The 2006 results were struck after significantly higher
admimistralive expenses than i 2005 (€300 millien
agamst £1 57 million) This was principally caused by two
factors arequirement to provide for national insurance in
respect of a director's outstanding share options to
reflect increases in the company's ordinary share price,
and an exchange loss of £503,000 resutting from the
appreciation of sterling agamnst the US dollar during 2006
{2005 gain of £505,000)

Gains on revaluation of biological assets were again an
imporiant component of the reported profits and
amounted to £4 68 mithon against £4 13 million in 2005
In both years, the gains principally reflected projected
increases (n future production ansing from the continuing
extension planting programme and the increasing
matunty of existing planted areas

At the after tax level, profit for the year at £745 million
was 18 per cent ahead of the £630 million achieved n
2005 The percentage increase in profit attrbuiable to
ordinary shareholders was matenally higher at 37 per
cent This was the consequence of a reduction in profit
attributable to minonty interests following the company's
acquisition, in early 20086, of the former 123 per cent

minority interest in the company's subsidiary, Makassar
Investments Limiied (*"Makassar®)

Operations

The crop outturn for 2006 amounted to 334,076 tonnes
of o1l palm fresh fruit bunches (‘FFB") and represented an
increase of some 66 per cent on the FFB crop for 2006
of 313,355 fonnes but a shortfall of 54 per cent on the
2006 budgeted FFB crop of 353,000 tonnes

The falure to achieve the budgeted FFB crop s
attrbuted by the drectors to reduced rainfall n the
second half of the year, coupled with a normal cyclic
depression In the cropping cycle, resulting in lower
cropping levels in the second half Rainfall for 2006 as a
whole amounted to 2,967 mm  Whist this was
considerably lower than the ramfall of the preceding year,
which was closer to 5,000 mm, it was still well above the
mirumum level of rainfall generally regarded as necessary
for ol palm cultvation However, the pattern of ramfall
during the year was characteristic of an Ei Nino weather
event. The usual onset of rans in September was
delayed until November while December rainfall was
unevenly distributed

The crude palm ail (CPO") and palm kernel extraction
rates for 2006 were, respectively, 23 2 per cent and 38
per cent as compared with the rates of 23 4 per cent and
40 per cent achieved in 2005 The CPO extraction rate
for 2005 was itself a reduction on the CPO extraction
rates achieved by the group in earlier years and this was
attributed by the directors to very damp conditrtons during
2005 inhibiting the weewvil activily upon which cross-
polination depends, leading to poor fruit set The effects
of this continued to be felt durng the early months of
2006 so that the CPO exiraction rate for the first half of
2006 remamned low With fruit quality returning to normal
during the second half, CPO extraction rates steadily
improved and in the final quarter exceeded 24 per cent
Rates have continued to improve n the first quarter of
2007 As with the CPO extraction rate, the palm kernel




extraction rate for 2006 was negatvely affected by poor
fruit set

The group's second palm ol mill was brought into
production as planned in the second half of 2006 and
provides addttional capacity needed to process the FFB
crops that will be harvested from the areas coming into
production from 2007 onwards The second mill
incorperates, within the overall facidy, a palm kernel
crushing plant in which the palm kernel output from both
ol mills can be further processed to extract the crude
palm kernel oil ("CPKQ") that the palm kernels contain
The second ol mill has the capacity 1o generate more
electrical power than 1s needed for the mill's processing
of FFB and the surplus capacity i1s utilsed to power the
kernel crushing plant Although the kerne! crushing plant
was commissioned at the same time as the second ol
mill, commercial production of CPKO was delayed by
imibial teething problems with the filtration equipment
installed These have now been resclved and the plant
has moved to full scale production from the start of 2007

Delays to land cleanng operations dunng 2005 meant
that of the development programme onginally planned for
2005, development of 2,250 hectares was carned
forward The development programme for 2006 was to
complete this bafance together with a further 3,750
hectares giving a fotal target of 6,000 hectares Actual
development completed 1in 2006 in fact amounted to
some 6,500 hectares taking the total developed area of
the group's estates at 31 December 2006 to just under
25,000 hectares

The directors had ongnally planned that the extension
planting development target for 2007 should be 7,000
hectares but have now reduced that target by the 500
hectare excess over target achieved in 2006
Accordingly, the 2007 extension planiing development
target for 2007 has been set at 6,500 heclares This
represents an ambitious planting target but the
achievement of the 2006 development target provides
encouragement that the group has the logistical capacity
to manage this scale of extension planting Successful

implementation of the full 2007 development programme
will, however, depend upon the tiling of land allocations
held by the group proceeding as planned so that land
becomes avallable for development n time, and to an
extent sufficient, to meet the requirements of the
development programme (as should be the case if the
titing process proceeds n accordance with the
anticipated timetable)

The group continues to seek allocation of additional areas
sutable for planting with oil palms within the vicinty of its
existing operations Discussions have recently
commenced n respect of two new prospective areas
within the Province of East Kalimantan and are continuing
in respect of a land area of 8,000 hectares

Sustainability

The continuing expansion of the group's operations 1s
bringsing with it increasing social obkgations The group
has always been commrtted to ensuring the sustainability
of its operattons Development to date has followed an
environmental master plan that was based on a detaled
environmental assessment made by independent experts
in 1995 and since penodically updated Furthermore the
group has for many years helped local communities both
by providng staff and equipment on an ad hoc basis to
assist community development and by encouraging and
supporting smallholder programmes  With the growth in
the group's operations, it was decided during 2006 that
additional dedicated management would be required to
meet the many demands that sustainability requirements
place on responsible ol palm producers and a start has
been made in recruiting personnel with the specific skills
needed to meet the high standards that the group aims to
achieve

Finance

In the first quarter of 2006, the longstanding dispute
between the group and Mr M E Zukerman and his
associated mterests (the ‘the MEZ group”) was finally
resolved with the payment by the group to the MEZ group




Chairman’s statement comnues

of $6,000,000 i cash, in settlement of various claims by
the MEZ group, and the acquisitton by the company, for a
consideration of $19,000,000, of the minonty interest in
Makassar formerly owned by the MEZ group This
consideration was satisfied by the issue by the company
to the MEZ group of $19,000,000 nominat of 75 per
cent dollar notes 2012/14 (“dallar notes™)

Between February and May 2006, the company 1ssued a
total of 4,200,000 new ordinary shares and 3,000,000
new preference shares for cash io raise some
£13,400,000, net of expenses Of these momes,
$6,000,000 was appled in refinancing the $6,000,000
payment to the MEZ group and $5,700,000 in funding
hquidation distnbutions to third party shareholders in the
company's subsidiary, Makassar Participation ple, which
was then wound up

Proposals agreed in Apnl 2006 with the holders of the
company's then outstanding 1,548,807 warrants resulted
in the subsequent exercise by or on behalf of warrant
holders of all such warrants with a consequent cash
inflow to the company of same £876,000 A further net
cash inflow of $5,400,000 was recewved by the company
during July and August 2006 from the completion of the
dollar note offering programme, with the issue of a further
$6,000,000 nommnal of dollar notes increasing the
nominal amount of dollar notes In 1ssue to the full
$30,000,000 onginally authorised

In December 2006, £15,000,000 of a proposed total
issue of £22,000,000 nominal of 95 per cent
guaranteed stering notes 2015/17 ("sterhng notes")
were Issued for cash at a subscription price of 98 33 per
cent of par by REA Finance BV ("REA Finance"), a
wholly owned subsidiary of the company formed for the
purposes of this 1ssue

The early months of 2007 have seen further significant
changes in the group's indebtedness In January 2007,
REA Finance i1ssued a further £7,000,000 nominal of

sterling notes at 99 6574 per cent of par to increase the
nominal amount of sterhng notes in ssue to the full
£22,000,000 that had intially been proposed
Subsequently, the group was successful in arranging a
nine year sterling US dollar debt swap to converi the
sierling proceeds of the sterling note issue to US dollars
while hedging the currency nisk of the continuing sterling
hability represented by the notes Following that debt
swap, $12 25 million of bank loans was prepaid Normal
repayments of bank indebtedness in 2007 to-date have
amounted 1o a further $5 25 million

The combined effect of the foregoing transactions has
been ¢ elminate all group minonty interests, other than
iMerests representing local investor participations 1n
Indonesia, and to prowide the group with substantial
longer term debt financing  On the basis of present CPO
prices, the directors expect that operating cash flows for
the remainder of 2007, together with the group's existing
cash resources, will exceed the amount required to fund
both the planned development programme for the year
and near term debt repayments However, looking
beyond 2007 and allowing for the fact that CPO prices
may not be sustained at present levels, the group is likely
o require a modest amount of further funding i, as the
dwectors hope will be the case, extension planting 1s
continued at a ugh Jevel It was announced on 1 May
2007 that the company had arranged conditionally o
place 1,500,000 new ordinary shares at 450p per share
and that the net proceeds of this placing would be applied
towards meeting the probable requirement.

Dwidends

The fixed semi-annual dividends on the 9 per cent
cumulative preference shares that fell due on 30 June
and 31 December 2006 were duly pad

An intenm dwidend in e of final 1n respect of 2006 of
1p per ordinary share was declared by the directars on 20
December 2006 and paid on 9 February 2007 This was




the fust ordinary dvidend paid by the group since early
2000 and reflected the directors' confidence that the
group’s mproving financial situation and prospects could
support the resumption of ordinary dividends

Staff

The directors extend therr thanks to all of the group's
staff for their continued loyalty and hard work

Prospects

The directors do not believe that the unusual pattern of
2006 ramnfall will have resulted i anything more than
minor water deficits in some estate areas Accordingly,
the FFB crop for 2007 has been budgeted at 380,000
tonnes with the expected increase over 2006 reflecting a
budgetary assumption of average ramnfall (both as to
quantum and distnbution) and the maturing of the 3,000
hectares of oil palms planted by the group in 2004 (being
the first extension planting by the group under the new
extension planting programme mitiated n 2003) The
directors anticipate that crops for 2007 will be weighted
towards the second half of the year Crops o end Apri
2007 were approximately 5,000 tonnes below budget
but, as the monthly phasing of each year's crop varies
from year to year, this should not be taken as indicating a
likelihood that the FFB crop for 2007 as a whole will be
below budget

The CPO price, spot CIF Rotterdam, rose strongly in the
second half of 2006 to finish the year at shightly over
$600 per fonne  Prnices have remaned firm going into
2007 and have further strengthened in recent weeks to
above $700 per tonne following a period of lower than
expected CPO production 1n Malaysta and optimistic
forecasts about additional medium term demand for CPO
and other vegetable ois from the bio-diesel market A
strong increase in ethanol production capacity worldwide
has resulted in markedly increased corn prices and 1t has
been forecast that this will lead to increased plantings of

corn, particularly in North Amenca. it may be expected
that additional corn hectarage will be planted at the
expense of soybean in which case a reduction in the
present plentiful stock of soybeans worldwide 1s likely

Whilst expectations of bio-fuel demand and concerns
over avalability of feedstock have probably been the
dominant factors in the recent increase in CPO prces,
the CPO market 1s currently alse benefiting from health
concerns In relation to trans-fatty acids Such acids are
formed when vegetable oils are artificially hardened by
hydrogenation Poly-unsaturated olls, such as soyabean
oll, rape ol and sunflower oll, require hydrogenation
before they can be used for shortening or other solid fat
applicalions but CPO does not

The group iook advaniage of firm CPO prices to sell
forward some 20 per cent of s projected production for
the peniod to June 2008 at an average price of $620 per
tonne CIF Rotterdam It remains dependent upon future
CPQ pnces as respects the balance of its production but
if, as now appears possible, CPO prices remain at or near
current levels, the directors are optimistic that 2007 will
prove ancther good year for the group

Continuing cost inflation 1n Indonesia has to be an area of
some concern to the group but this concern s for the
moment more than outweighed by positive factors The
group now has an established operating base and a solid
financial structure, the plantings of recent years are
coming to matunty and the group has reabstic prospects
of being able to continue its extension plantng
programme at a rapid rate for several years to come The
directors therefore see the group as having a bnght
future

RICHARD M ROBINOW

Charrman
2 May 2007 A




Review of the group

Introduction

The directors present o shareholders of REA Holdings
plc the review of the group set out below This review has
been prepared solely {o prowde shareholders as a body
with information complementing the accompanying
financial statements in order to facilitate understanding of
the group's business and strategic objectives and to
permit assessment of the likelihood of the group realising
those objectives This review should not be rehied upon
by any other party or for any other purpose

This review contains forward-looking statements which
have been included by the directors in good faith based
on the information available to them up to the time of their
approval of this revew Such statements should be
treated with caution due to the uncertainties, including
both economic and business nisks, that are inherent
any prognosis regarding the future

In preparng this review, the directors have sought to
follow best practice as recommended by the reporiing
statement on operating and financial reviews published
by the Accounting Standards Board but this review has
not been checked for complance with that reporting
statement by the company’s auditors and may not comply
with 1t in all respects The directors have relied on
qualtative rather than quanttative assessments In
relation to environmental and social matlers In the
context of the current scale of the group's operations, the
diwectors consider quahtative assessment an appropnate
evaluation of the group's performance In these areas

This review has been prepared for the group as a whole
and therefore gives emphasis to those matters that are
significant to the company and its subsidianes when
taken together The review I1s dwvided into five sections
overview, operations, sustainabiity, finances, and nisks
and uncertainties
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Overview
Nature of business and resources

The group 1s engaged in the cultvation of ail palms in the
province of East Kalimantan in Indonesia and in the
production of crude palm ol (*CPC") and by-products
from frut harvested from its ol palms A detaled
descnption of the group's actvities 1s provided under
“Operations” below

The group and predecessor businesses have been
involved for over one hundred years in the operation of
agricultural estates growing a vanety of crops in
developing countries in South East Asia and elsewhere
The group today sees iself as marrying developed world
capital and Indonestan opportunity by offering investors in
and lenders to the company the transparency of a UK
bsted company and then using capital raised through the
company to develop significant agncultural operations in
Indonesia. In this endeavour, the group's inheritance from
its past represents a significant intangible resource
because it underpins the group's credibility This assists
matenally in sourcing capial, in negotating with the
Indonesian authonties in relation to project expansion and
in recrutting management of a hugh calibre

Other resources that are imporiant to the group are its
developed base of operations, bringing with 1t an
established management team and tramned workiorce,
and the group's potential land bank

Objectives

The group's cobjective 15 to provide attractive overall
returns to investors in the shares and other secunties of
the company from the operation and expansion of the
group’s existing business, while honounng the group's
social obligation to faciitate economic progress n the
lacality of the group’s activities and to develop the group’s
operations in a responsible and sustanable manner




Realisation of this objective 15 dependent upon the
group’s ability to generate the increasing operating profits
that will be needed to finance such realisation

Since CPO 15 a pnmary commadity, its pnce s determined
by world supply and demand The CPO price may, and
does, fluctuate in ways that are difficult to predict and
which the group cannot control  As its strategy for
increasing operating profits, the group therefore seeks 1o
increase crops and to minimise unit production costs with
the expectation that the lower cost producer of CPO 15
better placed to weather any downturn in price To this
end, the group has adopted a two pronged approach

First, the group aims io captahise on s principal
resources by developing the group's land bank as rapidly
as logistical and financial constraints permit with a view to
utilising the group’s exising management capaoty to
manage a larger business Secondly, the group strives to
manage its established operations as productively as
possible  Ancillary to the fust component of this
approach, the group seeks to add to its land bank when
crcumstances permit

As an addiional financial objective, the group ams to
enhance returns to equity investors in the company by
procuring that a prudent proportion of the group’s funding
requirements 1s mei with prior charge capital in the form
of fixed interest preferred capial and debt

The group recognises that it s dependent upon a single
sife operation producing a single product. This permits
significant economies of scale but brings with it nsks
The directors have in the past considered, and remain
open to the possibility of, some hmited diversification into
another crop or another area within easy reach of the
existing operational areas The directors do not, however,
regard such dversification as a strategic imperative and a
decision to dwversify would be taken only if the
prospective returns from capital invested in diversification
were comparable with those hkely to be achieved by

investment of equivalent capital in continued expansion of
the oil palm operations in the existing operahonal areas

Evaluation of performance

In seeking to meel its expansion and efficiency
objectives, the group sets operating standards and
targets for mosi aspects of ifs activities and regularly
monitors performance against those standards and
targets In many aspects of the group's actwities, there 1s
no single standard or targel that, i 1solabon from other
standards and targets, can be taken as providing an
accurate continuing indicator of strategic progress
Rather a collection of measures have fo be evaluated and
a qualitative conclusion reached

The directors do, however, rely on regular reporting of
cerfain operational progress ifems that are comparable
from one year to the next and may be regarded as key
indicators of operating performance These indicators for
any given penod comprise

« the new extension planting area developed, this is
measured as the area in hectares of land cleared and
planted out or cleared and prepared for planting out
during the applicable penod,

+ the crop of fresh fruit bunches ("FFB") harvested,
this 1s measured as the weight in tonnes of FFB
delivered to the group's il mills duning the apphcable
period, and

» the CPO extraction rate achieved, this 1s measured
as the percentage by weight of CPQ extracted from
the FFB crop of the apphcable penod

Of these indicators, the first provides a measure of the
group's performance against its expansion objective The
second and third indicators are measures of field and mull
efficiency and, as such, provide a basis for assessing the
extent to which the group 15 achieving s objective of
maximising outpul from s operations

11




Review of the group contnue

Quantifications of the above three indicators for 2006
and comparable quantfications for 2006 (in both cases
as sourced from the group's internal management
reports) are provided under ‘Land development” and
“Crops and extraction rates” in “Operations” below
together with targets for 2007 Qualitative comment on
the group's social objectves 15 also provided below i
“Operations” under “Employment and social obligations”
and 1n “Sustamability”

Key indicators used by the directors in evaluating the
group's financial performance for any given period
comprise

* return on adjusted equity, this 1s measured as profit
before tax for the pericd less amounts attributable to
preferred capital expressed as a percentage of
average total equity {less preferred capital} for the
period, and

+ net debt to total equity which 15 measured as
borrowings and other indebtedness (other than intra
group indebtedness) less cash and cash equivalents
expressed as a percentage of total equity

Because of the group's matenal dependence on CPO
prices, which have a direct impact on revenues and on
penodic revaluations of biological assets, in targeting
return on total equity the directors set a norm that they
hope will represent an average of the annual returns
achieved over a peried of seven years

Percentages for the above two indicators for 2006 and
comparable figures for 2005 (derved from figures
extracted from the audited conschdated financial
statements of the company) are provided under *Group
results” and ‘Financing pohcies” in “Finances” below,
together with target percentages

Operations

Ownership structure

All of the group's operations are located n East
Kalimantan The prnimary operations are owned through

12

PT REA Kaltim Plantatons (‘REA Kaltm®) in which a
group company holds a 100 per cent economic interest
In addition, in Iine with Indonesian government policy
encouraging foreign nvestors to faciitate local
participation 1n  therr nvestments, the group s
establishing ancilfary operations with ownership
participation by local Indonesian interests Development
of a first such operation 15 being undertaken through FT
Sasana Yudha Bhakt (*SYB”) which 1s owned 95 per cent
by a group company and 5 per cent by a local East
Kalimantan investor A second such operation is being
established through PT Kartanegara Kumala Sakti
(*KKS", which 15 owned as to 95 per cent by a group
company and as to b per cent by other East Kalimantan
local investors

Area of operations

The group's operations are being developed pursuant to
an understanding dating from 1991 whereby the East
Kalimantan authonties undertook to support the
development by the group, for its own account and in co-
operation with local interests, of land concessions of up
to 125000 hectares The areas allocaled to date
comprise 30,106 hectares allocated io REA Kaltim,
15,130 hectares allocated to SYB and some 20,000
hectares aflocated to KKS The SYB and KKS areas are
contiguous with the REA Kaltm areas so that the three
areas together form a single site

The operations are located some 140 kilometres north
west of Samannda, the capital of East Kalimantan, and e
either side of the Belayan rver, a trbutary of the
Mahakam, one of the major river systems of South East
Asia. At present, access to the operations can be
obtaned only by nver and by ar but the completion In
2005 of a road bridge over the Mahakam should
eventually permit road access as well

Although the 1991 understanding established a basis for
ihe release of land for development by or in cooperation
with the group, all actual land releases have o be agreed
with the Ministry of Forestry and to go through a titling




process This process leads eventually to the i1ssue of a
registered land title certificate (an hak guna usaha or hgu
cerbificate) but only after insertion of boundary markers,
as part of a cadastral survey, and completion of other
required legal procedures The Ministry of Forestry seeks
to ensure that land 15 released only when it becomes
needed for development and this has resulted in a staged
programme of land releases that broadly reflects the
pace of development

To date, full hgu land title certificates have been 1ssued in
respect of the entire 30,106 hectares allocated to REA
Kaltim and 5,110 hectares of the land areas allocated to
SYB The process leading to the 1ssue of full hgu land
title certificates in respect of the balance of the land
areas held by SYB and to the KKS land areas 1s being
In the case of the SYB areas, this
process has taken very much lenger than the direclors
ongnally anticipated In large part this has been because
of repeated changes in recent years to the procedures for
obtaining land titles as much of the authonty for granting
titles has devolved from the Indonesian central

aciively pursued

government to the Indonesian provincial governments
The group has now been informed that three separate
titles to the untitled balance of the SYB areas will be
issued progressively over the remaining months of 2007
It 15 hoped that tithng of the KKS areas will proceed
concurrently

The group continues 1o seek allocatton of additional areas
suitable for planting with ol palms within the vicimity of its
existing operations
commenced In respect of two new prospective areas
within the Province of East Kalimantan and are continuing
in respect of a land area of 8,000 hectares

Discussions have recently

Land development

Mature plantings at 31 December 2006 comprised
13,080 hectares, all of which lie within the REA Kaltim
areas and derve from plantings inihated between 1994
and 1997 Following the economic and subsequent
political destabiisation of Indonesia that occurred during

1997 and early 1998, and the negative effect of that
destabiisaton on the general avalability of finance for
development, REA Kaitim
development and, from then onwards for several years,
concentrated 1ts avadlable resources on carrying to
matunty the areas that had previously been planted or
prepared for planting By 2003 most of such areas had
finally reached matunty and were achieving profitable
cropping levels so that the group felt able to resume
development and intialed an extension planting
programme

suspended all new

Development of new areas requires a one year lead ime
in which to procure seed, to develop the seedlings to be
ptanted out and undertake preparatory work on the area
to be planted Accordingly the first extension planting
under the new programme {ook place in 2004 when a
total area of some 3,000 hectares was developed

Target development for 2005 was 4,500 hectares
However, land clearing operations were delayed by
representations from certain affected local willagers
seeking to renegotiale compensation paymenis agreed
on their behalf by their village head and then, after the
concerns of ihe affected Iindivtduals had been
successfully allayed, by abnormally high rainfall in the last
quarter of 2005 As a resuli, iand development during
2005 amounted to only 2,250 heclares The balance of
2250 hectares of the 2005 development programme
was carried forward

The development programme for 2006 was to complete
the balance carned forward from 2005 together with a
further 3,750 hectares giving an overall target of 6,000
hectares Actual development completed 1n 2006
amounied to some 6500 hectares taking the total
developed area of the group's estates at 31 December
2006 to just under 25,000 hectares

The directors had onginally planned that the extension
planting development target for 2007 should be 7000
hectares but have now reduced that target by the 500
hectare excess over target achieved n 2006
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ReVieW Of the group continued

Accordingly, the 2007 extension planting development
largei has been set at 6,500 hectares This represents
an ambihious target but the achievement of the 2006
development target provides encouragement that the
group has the logistical capacity to manage this scale of
extension planting Successful implementation of the full
2007 development programme will, however, depend
upon the ttling of land allocations held by the group
proceeding as planned so that land becomes available for
development in time, and to an extent sufficient, to meet
the requirements of the development programme (as
shoukd be the case if the tiing process proceeds In
accordance with the anticipated timetable)

Cost mflation in Indonesia 1s impacting development
costs but extension planting in areas adjacent to the
existing developed areas stll offers the prospect of
attractive returns  Accordingly, tt 15 the directors' intention
that, beyond 2007, the group should continue its
expansion and should seek to plant with all palms all
switable undeveloped land available to the group (other
than areas set aside by the group for conservation} as
rapidly as financial and logistical constrants permit Such
expansion will, however, involve a series of discrete
annual decisions as to the area to be planted in each
forthcoming year and the rate of planting may be
accelerated or scaled back in the light of prevailing
cwcumsiances

Processing

The group now operates two all mills in which the FFB
crops harvested from the mature oIl palm areas are
processed into CPO and palm kernels The first mill
began operating in late 1998 with an inihal capacity of
30 ionnes of FFB per hour This has since been
expanded to a present capacity of 80 tonnes per hour
The second mill was brought into production as planned
n the second half of 2006 and provides additional
capacity needed to process the FFB crops that will be
harvested from the areas coming into production from
2007 onwards The second mill has an imtial capacity of
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40 tonnes per hour, expandable in due course to 80
tonnes per hour by the installation of a second 40 tonne
per hour processing line

The group's secend oll mill incorporates, within the overall
faciity, a palm kernel crushing plant in which the palm
kernel output from both o1l mills can be further processed
io extract the crude palm kernel ol (‘CPKQ") that the
palm kernels contain The second oil mill has the capacity
{0 generate more electrical power than i1s needed for the
mdl's processing of FFB, and the surplus capacity 1s
utiised to power 1he kernel crushang plant Although the
kernel crushing plant was commisstoned at the same
time as the second ol mill, commeraal production of
CPKO was delayed by initial teething problems with the
filtraion equipment nstalled These have now been
resolved and the plant has moved to full scale production
from the start of 2007 Processing kernels into CPKO
reduces transport volumes and inproves overall returns

The group operates its own fleet of barges for transport
of CPQ, palm kernels and CPKC The fleet 1s used n
conjunction with tank storage adjacent to the oil mills and
a franshipment terminal owned by the group downstream
of the port of Samannda  Prior to 2006, palm products
were normally transported by barge from the upstream
operations to the transhipment terminal and were then
collected from that terminal by buyers However, during
20086, the group expanded its barge fleet by time-
chartenng a 3,000 tonne barge, double the size of the
largest barge previously operated by the group This has
expanded the group’s delivery options as the new barge
can be used for voyages to Malaysia and other parts of
Indonesia. This means that the group can now deliver
CPO and CPKO sold te customers in Malaysia and other
parts of Indonesia to such customers’' nominaied
destinalions Resulls to dale suggest that this greater
flexibility of delivery oplions 1s improving the net prices,
FOB port of Samarinda, that the group 1s able to realise
It also allows the group to make sales without the
collection delays sometimes expenenced with FOB
buyers




A trial made 1n 2005 established that i 1s both feasible
and economic io use the barge fleet to transter CPQ from
the Samarinda transhipment lerminal to ships anchored
offshore ouiside the port of Samarnnda. This provides
access to vessels of much greater tonnage than the
vessels that can be loaded within the port of Samarinda
(which are effeclively ltrmted to 6,000 tonnes) and
permits the group to ship palm products to Europe

During periods of lower rainfall {(which normally occur for
short periods during the drter months of May to August of
each year), river levels on the upper part of the Belayan
become volatle and palm preduct oulputs at times have
to be transferred by road from the mills to a pomnt some
70 kilometres downstream where year round loading of
barges of up to 2,000 tonnes s possible To reduce the
extra cost that this involves, in 2003 the group acquired a
downstream riverside site oen which to establsh a
permanent loading poini for use duning dry pertods The
necessary loading faciities will be developed following
completion of a government road that will provide access
to the site  Recent progress on the government road has
however been slow

Crops and extraction rates

FFB crops for the years from 2002 to 2006 are shown in
the “Key statistics” section of this annuat report The crop
outturn for 2006 amounted to 334,076 tonnes and
represented an increase of 66 per cent on the FFB crop
for 2005 of 313,355 tonnes but a shortfall of 64 per
cent on the 2006 budgeted FFB crop of 353,000 tonnes

The falure to achteve the budgeted FFB crop s
attrbuted by the directors to reduced ramnfall in the
second half of the year, coupled with a normal cychc
depression 1n the cropping cycle, resulting in lower
cropping levels in the second half Rainfall for 2006 as a
whole amounted to 2,967 mm  Whist this was
considerably lower than the rainfall of the preceding year,
which was closer to 5,000 mm, it was still well above the
mimimum level of rainfall generally regarded as necessary

for il palm cultivation However, the pattern of ramnfall
during the year was characienstic of an El Nino weather
event The usual onset of rans in September was
delayed unhl November, while December ramfall was
unevenly distrnbuted

There 1s a considerable volume of data avarlable on the
FFB yields that are achieved from modern hybnd material
planted on estates with soil and climatic conditions similar
to those prevailing on the group’s estates Yields per
hectare chmb rapdly during the first four years of
productron to a peak level that on average s around 24
tonnes per heclare Production then remains at or close
to this peak level for ten years or more, dechning
gradually over the last six to eight years of the ail palm's
26 year economic hfe  The group has achieved yields in
excess of 29 tonnes per hectare from fully mature
plantings indicating that, in years when cropping 15 not
materially affected by abnormal weather conditions, an
average peak yweld across all plantings will matenally
exceed 24 tonnes per hectare

The directors do not believe that the unusual pattern of
2006 rainfall will have resulted 1n anything more than
minor water deficits in some estate areas Accordingly,
the FFB crop for 2007 has been budgeted at 380,000
tonnes with the expected increase over 2006 reflecting a
budgetary assumption of average ranfall (both as to
quantum and distnbution) and the maturing of the 3,000
hectares of oll palms planted by the group in 2004 (being
the first extension planting by the group under the new
exiension planting programme inihated in 2003) The
directors anticipate that crops for 2007 will be weighted
towards the second half of the year Crops to end April
2007 were approximately 5,000 tonnes below budget
but, as the monthly phasing of each year's crop vanes
from year to year, this should not be taken as indicating a
likelthood that the FFB crop for 2007 as a whole will be
below budget

The CPO extraction rate for 2006 was 232 per cent as
compared with the rate achieved in 2005 of 234 per
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cent. The CPO extraction rate for 2005 was iiself lower
than the rates achieved by the group In earlier years This
was atinbuted by the directors to very damp conditions
during 2005 inhibiting the weewil actvity upon which
cross-polination depends, leading to poor fruit set The
effects of this continued to be felt during the early
months of 2006 so that the CPO extraction rate for the
first half of 2006 remamed low  With fruit qualiy
returning {0 normal during the second half, CPO
extraction rates steadily improved and in the final quarer
exceeded 24 per cent Rates have continued to i/mprove
in the first quarter of 2007 The group has set a larget
CPO extraction rate of not less than 24 per cent which, in
years when weather conditions are not abnormal, has
generally been achieved (and which may be regarded as
very satisfactory against industry norms)

The palm kernel extraction rate for 2006 (being
measured as the percentage by weight of palm kernels
extracted from the FFB crop for the year} was 38 per
cent, marginally lower than the rale of 40 per cent
achieved in 2005 As with the CPO exiraction rate, the
palm kernel extraction rate for 2006 was negatively
affected by poor frut set. The directors have previously
set a target palm kernel extraction rate under normal
operating condittons of 45 per cent but have concluded
from the group's experience of recent years that this 1s a
Iittle igh They have therefore adjusted the target rate to
40 per cent

Revenues and markets

Around 85 per cent by weight of ol palm preduct output
15 represented by CPO and the balance by palm kernels
Accordingly, the group's revenues are cntically dependent
on CPO prices

According to Oil World, CPO production in the year to 30
September 2006 totalled 359 wmillhon tonnes,
representing some 243 per cent of the total world
production of the 17 major vegetable and animal oils and
fats for the same perrod of 1476 milton tonnes The
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principal competitors of CPO are the oils from the annual
ollseed crops, the most sigmificant of which are soybean,
olseed rape and sunflower As annual crops, the
production from those three ollseed crops can be
adjusted much more rapidly to movements in prevailing
market prices than production of CPO In some areas
{such as the EU) the economics of growing oilseed crops
are distorted by subsidies but the directors nevertheless
believe that fundamental market factors still drive the
overall levels of annual oilseed production and that the
ability to reduce or increase such production in response
to market surpluses or shortfalls will normally serve to
correct imbalances within a relatively short time frame

The outlook for CPO prices must also be considered
agaunst the background of consumphion of vegeiable and
animal ols and fats According to Ol World, worldwide
consumption of vegetable and animal ols and fats
increased by 63 per cent to 1459 million tonnes in the
year to 30 September 2006 The annual increase of 87
milllon tonnes that this represented ts significantly in
excess of the average annual growth in consumption of
some 53 mithon tonnes in the preceding three year
period Major uses of vegetable and arumal oils and fats
have conventionally been for the producthion of cooking
oll, marganne and scap Consumption of these basic
commodities correlates with population growth and, in
less developed areas, with per capita Incomes and thus
economic growth A new use for vegetable ail, which 15
currently assuming an increasing importance In
worldwide demand, 1s bio-fuels  In particular, bio-diesel
demand has accounted for the unprecedented year on
year increase In consumption of vegetable oils that has
been seen in each of the last two years

A graph of CIF Rotterdam spot CPQ prices for the tast
ten years, as dernved from prices published by Oil Werld,
15 shown In the “Key statishes” section of this annual
report. The monthly average price over the ten years has
moved between a high of $671 per tonne and a low of
$286 per tonne The monthly average price over the ten
years as a whole has been $445 per tonne




The CPQ price, spot CIF Rotterdam, traded in the range
$420 to $440 per tonne dunng the first half of the year
but then rose strongly in the second half to finish the year
at slightly over $600 per tonne resulting in an average
price for 2006 of $478 per tonne, some 13 per cent
more than the 2005 average Pnices have remained firm
going into 2007 and have further strengthened in recent
weeks 1o over $700 per tonne following a penod of lower
than expected CPO production in Malaysia and optimistic
forecasts about additional medium term demand from the
bio-diesel market A strong increase i ethanol
production capacity worldwide has resulted 1in markedly
increased corn prices and 1t has been forecast that this
will lead to increased plantings of com, particulary in
North America. It may be expected that additional corn
heclarage will be planted at the expense of soybean, in
which case a reduction in the present plentiful stock of
soybeans worldwide 1s likely

Whilst expectatrons of bio-fuel demand and concerns
over avallabiity have probably been the dominant factors
in the recent increase in CPO prices, the CPO market 1s
currently also benefiting from health concerns in relation
fo irans-fatly acids
vegetable oils are artficially hardened by hydrogenation
Poly-unsaturated oils, such as soyabean oil, rape o1l and
sunflower oll, require hydrogenation before they can be
used for shortening or other solid fat applications but
CPO does not

Such acids are formed when

Freight rates remained steady during most of 2006 The
average US dollar FOB price per tonne realised by the
group In respect of 2006 sales of CPO was
approximately 9 per cent higher than that of 2005

In 20086, approximately 77 per cent of the group's CPO
production was sold in the local Indonesian market and
the balance of 23 per cent was exported FOB prices
realised for CPO in the local market during 2006 were for
the most part marginally higher than those available in the
export market but, as sales volumes continue to increase,
the group wishes fo ensure that it can access the larger

CPO markets avallable internationally when necessary
Export sales have hitherto been concentrated within the
South East Asian region but the access to larger vessels
provided by loading ships anchored offshore from
Samarinda (as referred to under “Processing” above)
should permit the group to expand its export markets to
Europe and other more distant destinalions if this would
provide a prnice advantage

As a general rule, all CPO produced by the group Is sold
for tmmediaie delivery but on occasions, when market
conditions appear favourable, the group makes forward
sales When making such sales, the group would not
normally commut a volume equivalent to more than 60 per
cent of its projected CPO production for a forthcoming
penod of twelve months Al the date of this review, the
group had sold forward scme 20 per cent of the
production anticipated for the period to June 2008 at an
average price of $620 per tonne CIF Rotterdam

Dunng 2006 and pending the kemel crushing plant
becoming fully operational, palm kernels were sold to
Indonestan processors located mainly in the islands of
Java and Sumaira and to processors i Peninsular
Malaysia.

Cost base

The group's revenue costs principally compnse  direct
costs of harvesting, processing and despatch, direct costs
of upkeep of mature areas, estate and central overheads
in Indonesia, the overheads of the UK head office, and
financing costs Whilst direct costs vary to an exient with
crops harvested and the area under cullivation, the crop
related component of costs ts not a high proportion of the
total Therefore, for any given total area under cultvation,
costs are for the most part fixed

The directors believe that the group's senior management
team has the capacity to manage a larger area than Is
currently under cultivation and do not therefore expect a
proporitonate increase in fixed costs as a result of the

17




ReVieW Of the group continued

planned extension planting programme  Increases in
local costs are, however, resulting in some inflation n
costs in US dollar terms because the higher Indonesian
rupiah costs that such increases are causing are not
being compensated by a commensurate depreciation In

the value of the Indonesian rupiah against the US dollar

Particular factors affecting current Indonesian operating
costs are the direct mpact of a tnpling of diesel all prices
following the removal of state subsidies in 2005 and
wage inflation, itself parily attributable to increases in the
cost of living induced by the higher diesel prices
Operating efficiencies achievable from the growing
production volumes, coupled with the better absorphion of
overheads that expansion of planted areas permits, do,
however, provide some scope for miigating the resultant
impact on margins

Employees

With the expansion of the group's operations, the group
15 steadily increasing its permanent workforce At the end
of 2006, the permanent workforce numbered some
3900 That 1s sufficient for the current level of
operational activity but further recruitment will be required
as the extension planting programme pregresses Almost
all members of the workforce and thew dependants are
housed in group housing In a network of villages across
the group estates

The group places considerable emphasis on welfare and
remuneration structures and ams to promote a
Al willages are
equipped with potable water and electneity and provided

productive and stable workforce

with a range of amenity buildings including mosques,
churches, shops, schools and creches The group
operates its own health service with medical facilities in
each village and a centiral hospital Active support for
measures to control endemic diseases such as malana
has resulted in a reduction in the incidence of such
diseases 1n recent years
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Training 15 an important focus for the management team
in its efforts to establish best practice n all aspects of the
group's activities Regular traimning programmes are run
as parl of the human resource development function
Particular emphasis 1s placed on health and safety and
the group 1s constantly seeking to upgrade the measures
i place to protect its workforce and wvisifors fo s
operations

The recommencement of extension planting n 2003
brought with 1t the need to enlarge the operaticnal
management team and an annual recruitment
programme for graduates with agncultural quahfications
was Instituted These graduates join the cadet training
programme  Those successfully completing thus twelve
months' programme, which provides a grounding in all
aspects of ol palm estate management, are offered
positons as assistant mamagers The recruitment
programme for cadets I1s sized each year to reflect the
future management needs of the extension planting
programme and to allow for staff furnover

Training programmes constructed and operated out of the
group's own traning school are targeted pnmanly at
lower and muddle management levels The group
recognises the importance of developing management
skills at all levels and 1s endeavournng to extend the scope
of the ongoing training programme to include the external
provision of management development programmes for
the group's senior Indonesian management

The Indonesian context

Dunng 2006, the Indonesian domestic economy
continued to expand at a moderate rate and the more
stable political situation referred to in last year's annual
report continued  indonesia’s cost base increased
materially in 2005 following the abolition of fuet subsidies
and a further matenal mncrease in domestic costs was
expenenced during the year Hawving strengihened
against the US dollar dunng 2005, the Indenesian ruptah

remained firm during 2006 and early 2007 and this,




together with higher domesbe costs, has undoubtedly
reduced the country’s internalional cost competitiveness
This has had a negalive impact on foreign direct
investment  On the other hand, it appears that
Indonesia’'s economic and pofitical sstuation 1s being
viewed more positively and that the country's ability to
access International debt markets 15 improving

Rationally Indonesia’s economic policies should include
the encouragement of those US dollar earming export
industries that have natural competitive advantage in the
international markets in which they operate The country
has enormous reserves of natural resources in the form
of oll, natural gas, other minerals and timber and, with a
plentiful supply of land and labour, agnculture can be a
major foreign currency earner In parlicular, the
Indonesian ol palm industry continues to have significant
competitive advantage over its Malaysian counterpart and
over producers of those vegetable ails dernved from the
annual ollseed crops This appears to be recognised by
the current Indonesian government and it musi be hoped
that it will maintain an economic environment in which the
oll palm industey can continue to thrve  The directors are
encouraged by the government's announced commitment
during the year to the development of a domestic bio-
diesel ndustry based on locally produced CPO and
believe that this will further emphasise the importance to
Indonesia of its ol palm industry

The province of East Kalimantan remaned stable and
prosperous throughaut 2006 The province benefits from
a large natural resource base, low population and near full
employment in particular, the coal mining industry has
developed rapidly In recent years Although, as noted
under “Area of operations® above, the devolution of
authonty from central government to provincial
governments that has resulted from the Indonesian
regional autonomy legislation of recent years has brought
with it increased bureaucracy in some areas {(in particular
land ithng), @ has also brought benefits to outlying
provinces such as East Kakmantan in providing increased
resources for provincial development. One benefit of this

of importance to the group 1s the continuing nvestment
within the province in roads and other infrastructural
development

Sustanability
Smallholder programmes

The group 1s active in assisting local villages to establish
therr own smallholdings of ol palm on a co-operative
basis At 31 December 2006, some 1,040 hectares of
smallholder plantings adjacent to the group’s operations
had been established across nine local vilages, an
increase of 420 hectares dunng the year Interest from
the local village communities in the cultivation of oil palm
as a secure long term livelhood continues to increase
each year as the smallholder programmes gather pace
The group 15 committed to a material expansion of the ot
palm areas cultivated by the local village communities and
active discussions are presently under way for the
establishment of several new schemes during 2007

Under the current smallholder model, each farmer
cultivates ol palm on his own two hectare plot with the
group providing technical advice through a management
team dedicated to the smallholder development
programme Fertilisers and chemicals are supplied by the
group to smallholders on deferred terms  In due course,
each smallholder farmer will sell his FFB production to
the group for processing and the group will, on an agreed
basis, recover from the sale proceeds the deferred
amounts owed by the farmer io the group

The ethnic background of the communities living in the
viciuty of the group's operations varies matenally from
village to willage, and this and other factors result in
varying levels of interest in smallholder farming The
group 1s currently seeking to develop an aliernative
structure {o the conventional smallholder co-operative
model with a view to providng a mechanism that will
enable those village communiies whose lfestyle and
culture are not conducive to mnvolvement in smaliholder
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co-operatives to benefit from the economic epportunities
afforded by o1l palm development

The avalabilily of some local government funding for the
group's smallholder programmes has been a most
welcome suppert for those programmes n recent years
The directors hope that such local government funding
will continue However, the prowsion of bank finance for
future smallholder development 1s fundamental to the
expansion of the smallholder intiative  Histonically, banks
In Indonesia have advanced substantial sums to
smallholder farmers through central government
sponsored schemes In which nominated large plantations
(known as "nucleus estates”) acted as agenis of the
banks n relation to the advances Following the Asian
financial erisis in 1998, such schemes were discontinued
The group therefore continues to seek smallholder loans
by direct negotiation with local banks Very recently, the
centiral government has launched a new scheme amed at
providing loan financing to co-operative smallholder
schemes engaged in the cultivation of the ol palm This
scheme 1s presently being evaluated by the group

Community development

The group believes that successfully involving iiseff in
community development will be key to the future growth
and success of its plantabon operations  For many years,
the group has provided staff and equipment on an ad hoc
basis to gwe support to the local community Such
support has typically involved the reparr and maintenance
of community roads and facilibes, the enhancement and
repar of water and electricity supplies and adwvice on
agncultural matters Duning 20086, it was decided that a
more formal and planned approach should be taken As
a result, a small specialist management team has been
recruited specifically to formulate and manage the
group's commumty development mibatves and
community development programmes are now taking two
forms
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First, the new specialist team is engaging n regular
discussion with government, at both local and central
level, in order to dentify and develop areas where the
communibes local to the group’s estates can obtan
government assistance and funding for community
development projects It 1s hoped that, with the group's
help, local communities can be made fully aware of the
range of government rural assistance programmes
available to them and that the group can act as a catalyst
In helping local communities to avall themselves of the
benefits that such programmes could bring

Secondly, the new specialst team has a day to day
presence on the ground, visiting local communities and
developting small scale self-help projects with individual
groups of villagers The group has allocated a specific
budget to assist In financing these self-help programmes,
which to date have included chicken rearing, fish farming
and frut cultivaton The proximity of the sizeable
workforce resident on the group’s estates provides a
readly accessible local market for the produce ansing
from such schemes

Conservation

The group continues to follow the environmental master
plan that it onginally developed, on the basis of a detailed
environmental impact assessment made in 1985 by
independent experts, and has since pencdically updated
after taking external advice Designated conservation
areas, aimed at preserving established wildlife trails, were
retained within the operational areas during ther
development and, with the exception of one area that was
destroyed by a fire during the 1997/G8 El Nino drought,
these continue to be maintained The most recent update
to environmental master plan, completed in 2005, fully
supported the ecological value of the conservation
programme followed to-date and recommended that it be
continued in all future development areas

As with community development, the group has decided
{o take a more formal approach to management of




conservation 1ssues  Accordingly, ¢ has recruiled an
internationally recognised conservation expert lo
formalise, and establish a team to manage, the group's
continuing conservalion programme  In addition, and to
gwve formal effect to an expectation of the environmental
master plan, the group has set aside for its conservation
programme an area of some 3,000 hectares forming a
single block and lying at the south eastern extremity of
the group’s fully titled land areas The directors hope that
some valuable conservation programmes can be
developed as a result of this significant commitment

The group recognises s social obligations in relation to
pollution and energy efficiency The group operates a
zerg burning policy in relation to land development and, i
dry penods, maintains active fire patrols i an effort to
imit the nsks of accidental fires  Corndors are used to
separate all plantings from water courses and the latter
are regularly monitored {o ensure that they are not
contarinated by leaching of ferlisers and pesticides
The group actively promotes integrated pest
management throughout 1ts operalions
possible, natural predators are preferred to pesticides for
pest contro!  In particular, the group now uses feral cats
rather than baits to control the rat population in its all
palm plantings and has planted selectve vaneties of
flowering plants to promote the population of wasps, the
natural predators of bagworm and caterpillars

Wherever

All processing waste 15 recycled Ol mill effluent 1s
treated in effluent ponds and after trealment s
distrbuted within the oil palm areas as a substitute for
norganic fertihser Empty frut bunches are similarly
distributed Fibre extracted during the milling of oil palm
fruit 15 used to fue! ol mill bollers from which steam 1s
generated This steam s then used to drve steam
turbines and to reduce dependence on fossil fuels for
power The group 15 currently reviewing the
recommendations from an external consultant as
respects cenfrahsatton of electnaty generation and the
establishment of an electncal distnbution network as an
alternative to using diesel generaters in each estate

village far the provision of electrical power An evaluation
15 also to take place in 2007 of the potenthal for reducing
carbon emissions from the CPO production process This
work will focus iwlially on the recovery of methane from
the mill effluent ponds 1t hoped that carbon credits can
be obtained to provide financial support for this initiative

General

Sustainability 1s an area of major wmportance for the ol
palm industry as a whole The group recognises the
wnportance of developing the competences needed to
meet ihe many demands that sustainabilily requirements
place on responsible oll palm producers Many of these
competences le ouiside the skill sets that have
traditionally been requwred of plantation operators and
must therefore be acquired by adding management with
the specific skills needed to meet the highest standards
of sustainability As part of ts commitment to achieving
best praciice, the group engages independent external
consultants from Malaysia {o review annually the
effectiveness of the group’s sustainability programmes

Finances
Accounting policies

The accompanying consolidated financial statements for
the year ended 31 December 2006 are presented in
accordance with International Financial Reporting
Standards (tFRS") The accounting policies applied by
the company under IFRS are set out in the "Accounting
policies {group)" section of this annual report. The
accounting policy relating 1o biological assets {(comprnising
oll palm plantings and nurseries) 1s of particular
importance  Such assets are not deprectated but are
insiead restated at far value at each reporting date and
the movement on valuation over the reporting period,
after adjustment for additions and disposals, 15 taken to
income  Deferred tax 1s provided or credited as
appropriate in respect of each such movement
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The far value of the biological assets at 31 December
2006 has been derived by the directors on a discounted
cash flow basts (using a discount rate of 175 per cent) by
reference to the FFB expected to be harvested from the
group's ol palms over the full remaining productive Iife of
the palms and an estimated profit margin  That margin
has been based on current costs and an estimated
produce value for transfer to mill denved from a twenty
year average of histonc CPO prices (being $402 per
tonne of CPO, FOB port of Samannda) The farr value at
the preceding year end was similarly denved except that
the discount rate applied was 19 0 per cent and that a ten
rather than twenty year average of CPO prices was used
{the resultant average being $413 per tonne) The
directors have considered it appropriate to reduce the
discount rate to reflect the increasing maturnty of the
group's operations (and thus reducing completion nisk)
The change from a twenty year to a ten year pnce
average has no materal effect on the valuation at 31
December 2006 but brings the group more inte line with
the valuation methodology adopted by other plantation
groups growing oll palms

The directors recogmse that the IFRS accounting policy
in relation to biological assets does have considerable
iheoretical merts i charging each year to income a
proper measure of capital consumed {so that, for
example, a farr distinctton 1s drawn each year between the
cost of the shortening Iife expectancy of younger
plantings still capable of many years of cropping and that
of older plantings nearng the end of therr productive
ives} i does, however, concern the directors that no
estmate of farr value can ever be completely accurate
(particularty 1n a business in which selling prices and
costs are subject to very matenal fluctuations) and that
small differences n valuation assumptions can have a
quite disproportionate effect on results The biological
assets are recorded in the group balance sheet at 31
December 2006 at £73 2 milfion A 5 per cent difference
in that valuation would therefore have a £37 milhon
impact on the reported profit before tax
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The company is continuing to prepare its mdwidual
financial statements i accordance with UK Generally
Accepted Accounting Prachice, accordingly these are
presented separately from the consolidated financial
statements

Group results

Group operating profit for 2006 amounted to £1117
million and profit before tax to £1063 million against the
comparable figures of the preceding year of £1068
million and £9 62 milion

The principal movements in operating profit reported in
2006 were an increase tin gross profit of €1 47 million
{£977 milhon aganst £830 millon), an increase in
income movements on biclogical assets of £054 million
(£4 68 millon against £4 13 millon) and an increase In
administrative expenses of £143 milion (€300 million
against £157 millon) The movement in gross profit
reflected a combination of increased production and
better selling prices, parlly cffset by inflationary cosi
pressures {as referred to under “Cost base™ in
The value of biological assets
continued to benefit from projected increases in future
production resuling from the coniinuing extension
planting programme and increasing matunity of existing
planted areas The higher administrative costs were
principally caused by two factors, a requirement to
provide for national insurance In respect of a director's
outstanding share options to reflect increases in the
company's share price and an exchange loss of
£503,000 (2005 gan of £505,000)

*Operattons’ above)

As dmiscussed under “Currency” i “Risks and
uncertainties” below, the group 15 inherenily exposed to a
currency risk in relation to the sterling US dollar exchange
raie and does not normally hedge against that nsk. The
strengthening of sterling against the US dollar that
occurred over 2006 thus had a negative effect on the
group and resulted in the exchange loss charged {o
admiistrative costs




Interest payable in 2006 (before deduction of the interest
component added to biological asseis) amounted to
£330 millon aganst £172 midlion n 2005 The
increased charge principally reflected higher levels of
group indebtedness during 2006 as compared with the
previous year resulting from the 1ssues of debt securilies
made by the group dunng 2006 as detaled under
“Capital structure” below Interest cover for 2006
(measured as the ratio of earnings before interest, tax,
depreciation and amortisation, and biwological gan to
inferest payable} was 2 3 against 4 3 for 2006

The group contnues to have substantial tax losses
carried forward mainly due to capital and other
expenditure being allowed for tax purposes in advance of
being expensed for reporting purposes Accordingly, the
2006 provision for current tax amounted only to
£119000 (against £79,000 for 2005) Provision for
deferred tax on tming differences and on the biological
gan accounted for the balance of the 2006 tax charge
(as also n 2005)

At the after tax level, profil for the year at £745 million
was 18 per cent ahead of the £6 30 millien achieved in
2005 but the percentage increase in profit attributable to
ordinary shareholders was materally higher at 37 per
cent This was the consequence of a reduction n profit
atinbutable to rminoriy interests following the company's
acquisttion of the former 12 3 per cent minonty interest in
the company's subsidiary, Makassar Investments Linited
(“Makassar”)

The group's target long term average annual return on
adjusted equity 1s 20 per cent. The return achieved for
2006 was 25 per cent against 28 per cent for 2005

Dwvidends

The fixed semi-annual dwidends on the 9 per cent
cumulatwe preference shares that fell due on 30 June
and 31 December 2006 were duly paid Absent an
unforeseen maternial adverse change n the group's

circumstances, the directors intend that all future semi-
annual dvidends on the preference shares should be paid
as they fall due

An interm dwidend in lieu of final of 1p per ordinary share
in respect of 2008 was declared by the directors on 20
December 2006 and paid on 9 February 2007 This was
the first ordinary dividend paid by the group since early
2000 and reflected the drrectors’ confidence that the
group's improving financial situation and prospects could
support the resumption of ordinary dvidends The group
continues to face continuing demands for cash 1o finance
its substantial extension planting programme but the
direclors recognise that it 1s important for many
shareholders that they recewve sustainable dividends from
their shareholdings

Capital structure

The group 1s financed by a combination of debt and equity
{which under IFRS includes minonty interests and the
company's preference capital} Total equity less minority
interests at 31 December 2006 amounted to £5353
millen as compared with £3763 milion at 31 December
2005 Minorty interests amounted at those dates to,
respectively, £0 31 mitlion and £6 51 million

In the first quarter of 2006, the longslanding dispute
between the group and Mr M E Zukerman and his
assccialed interests (the ‘the MEZ group™ was finaliy
resolved with the payment by the group to the MEZ group
of $6,000,000 in cash, 1n settlement of various claims by
the MEZ group, and the acquisition by the company, for a
consideration of $19,000,000, of the minonty interest in
Makassar formerly owned by the MEZ group This
consideration was satisfied by the 1ssue by the company
{0 the MEZ group of $18,000,000 norminal of 75 per
cent dollar notes 2012714 (*dollar notes™

Between February and May 2006, the company 1ssued a

total of 4,200,000 new ordwnary shares and 3,000,000
new preference shares for cash, to raise some
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£13,400,000, net of expenses Of these monies,
$6,000,000 was apphed in refinancing the $6,000,000
payment to the MEZ group and $5700,000 in funding
hquidation distributions to third party shareholders in the
company's subsidiary, Makassar Participation plc, which
was then wound up

Proposals agreed in Aprl 20086 with the holders of the
company's then outstanding 1,548,807 warrants resulted
in the subsequent exercise by or on behalf of warrant
holders of all such warrants, with a consequent cash
inflow to the company of some £876,000 A further net
cash inflow of $5,400,000 was recewed by the company
during July and August 2006 from the completion of the
dollar note offering programme, with the 1ssue of a further
$6,000,000 nominal of dollar notes increasing the
nominal amount of dollar notes in issue to the full
$30,000,000 onginally authorised

In December 20086, £15,000,000 of a proposed total
issue of £22,000,000 nominal of 95 per cent
guaranteed sterling notes 2015/17 (“stering notes")
were 1ssued for cash at a subscription price of 98 33 per
cent of par by REA Finance BV (“REA Finance”), a wholly
owned subsidiary of the company formed for the
purposes of this issue

The combined effect of the foregoing transactions was to
elmimnate all group minonty interests, other than inferests
representing local investor participations in Indonesia,
and to provide the group with substanhal longer term debi
financing  As a resul, group indebtedness at 31
December 2006 amounted to £49 83 milhion, made up of
US dollar denominated bank loans of £2079 miliion,
sterling notes of £1398 miflion, dollar notes of £1495
milhon and obhgations under finance leases of £017
milhon  Against this indebtedness, at 31 December 2006
the group held cash and cash equivalents of £1901
mithon

The early months of 2007 have seen further significant
changes in the group's indebtedness In January 2007,
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REA Finance issued a further £7,000,000 nominal of
sterling notes at 996574 per cent of par, to increase the
nominal amount of stering notes in 1ssue to the full
£22,000,000 proposed Subsequenlly, the group was
successful In arranging a nine year sterling US dollar debi
swap to convert the sterling proceeds of the sterling note
1ssue to US dollars, while hedging the currency risk of the
continuing sterlng hability represented by the notes
Following that debt swap, $1225 milion of bank loans
was prepaid Normal repayments of bank indebtedness
in 2007 to-date have amounted 1o a further $5 25 millon,
As a result of the foregoing, group indebtedness,
excluding obligations under finance leases, now
comprises £22 millon nominal of stering notes, $30
million of dollar notes and $21 25 million of US dollar
denominated bank loans drawn under a loan faciity n
Indonesia provided by a consortum of three banks

The sterling notes are secured principally on unsecured
loans made by REA Finance fo REA Kaltm, are
guaranteed by the company and are repayable by three
equal annual instalments commencing 31 December
2015 The dollar notes are unsecured obligations of the
company and are repayable by three equal annual
instalments commencing 31 December 2012  The
Indonesian consortium loan facillies are secured on the
assets of REA Kaltm and are guaranteed by the
company The outstanding balance of $2125 million
currently drawn under the Indonesian consortium loan
faciities 15 repayable as follows 2007 - $4 00 million,
2008 - $6 75 million and 2009 - $1050 milkon

Group cash flow

Group cash inflows and outflows are analysed in the
consoldated cash flow statement. The year again saw an
mncrease in cash and cash equivalents which rose from
£501 milkon to £1901 million

Net cash flow from operating acltvities for 2006
amounted to £4 26 million aganst £797 millon for 2005
The reduction reflected an almost unchanged operating




cash fiow before movements in worlung capiial {£742
million against £738 million), but absorption of £1 55
millon of cash in working caprtal against a release of
£1 66 million 1n 2005 The movements 1n working capital
arose principally from an accrual at 31 December 2005
for the settlement of the former htigation with the MEZ
group causing a significant increase in payables at that
date with the subsequent payment of the amount accrued
producing a corresponding reduclion in payables at 31
December 2006

Investing activities for 2006 mvolved a net outflow of
£1796 milllon which was more than offset by the net
mflow from financing activities of £28 41 million Almost
the whole of the net outflow from investing activities
comprised expenditures on the group's continuing
development programme of £1810 milion (up from
892 millon »n 2005) The net inflow from financing
activities was the composite of net proceeds from share
issues of £1443 millon and from new borrowings
{pnncipally represented by dollar and sterling notes) of
£2038 milion, repaymenis of indebtedness of £234
million and cash outflows of £3 08 milion In connection
with the winding up of Makassar Participation ple (as
referred to under *Caprtal structure” above) and of £097
millien in respect of preference dwidends

Liquidity and financing adequacy

As noted under “Group cash flows" above, the group held
cash and cash equivalents at 31 December 2006 of
£1901 milion, equivalent at an exchange rate of £1 =
$196 (the closing rate for 2006} to $3726 millon In
2007 to-date, the group has received net proceeds of
£682 million (equivalent at the same exchange rale to
$1337 million) from the 1ssue of a further £7,000,000
norminal of sterling notes and has made debt repayments
totaling $1750 million  Opening cash and cash
equivalents adjusted for these subsequent transactions
therefore amounted to $33 13 million

In addition, the group currently has an undrawn working
capital ne of $3 5 million, subject to annual renewal, and
an undrawn balance of $4 million under the indonesian
consortium loan facihties avalable for drawing until 7
September 2009 and, to the extent drawn, repayable in
2010

On the basis of present CPO prices, the directors expect
that operating cash flows for the remander of 2007,
together with the group’s existing cash resources, will
exceed the amount required {o fund both the planned
development programme for the year and near term debt
repayments However, looking beyond 2007 and allowing
for the fact that CPC prnices may not be sustaned at
present levels, the group s hkely to require a modest
amount of further funding 1If, as the directors hope will be
the case, extension planting 1s continued at a high levet
[t was announced on 1 May 2007 that the company had
arranged conditronally to place 1,500,000 new ordmary
shares at 450p per share and that the net proceeds of
this placing would be applied towards meeting the
probable requirement

The group's financing 1s materially dependent upon the
contracts governing the Indonesian consortium loan
facthbies and the stering and dollar notes There are no
restnctions under those contracts, or otherwise, on the
use of group cash resources or existing borrowings and
facilihes that the directors would expect matenally to
impact the planned development of the group Under the
terms of the Indonesian consortium loan faciliies, REA
Kaltim 1s restnicted to an extent in the payment of interest
on borrowings from, and on the payment of dividends 1o,
other group companies but the directors do not believe
that the applicable covenants will affect the ability of the
company to meet its cash obligations

The group's oll palms fruit continuously throughout the

year and there 1s therefore no matenal seasonality to the
group's funding requirements
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Financing pohcies

The direciors believe that, in order to maximise returns to
holders of the company's ordinary shares, i 1s essential
that a proportion of the group’s funding needs are met
with prior charge capital  Although the company's
preference capital 15 expensive to service, in that the
preference shares entitle the holders of those shares to a
cumulative annual dividend at the rate of 9 per cent of the
nominal value of the shares {being £1 per share), ihe
directors consider that the preference capital 1s a valuable
component of the group's prior charge capital in that it
provides relatively low nsk permanent capital They also
believe that the company can now comfortably support
preference capital at the level at which the issued
preference capital currently stands and that it may be
approprate to increase that preference capital in line with
growth in the group's equity base

As respects borrowings, the directors believe that the
group's nterests are best served if the group's
borrowings are structured to fit the matunty profile of the
assets that the borrowings are financing  Recognising
that oit palm plantings take nearly four years from nursery
planting to maturiy and then a further period of three to
four years to full yield, the directors therefore seek to
structure the group's borrowmgs so that shorter term
bank debt 15 used only {o finance working capidal
requirements, while debt funding for the group's
development programme 15 sourced from issues of
medium term listed debt securities and borrowings from
development institutions

Considerable progress in realising this policy objective
has been made with the recent issues of sterling and
dollar noies The directors hope to make further progress
by reconstituting the Indonesian consortium loan facilities
as more flexible standby faciittes, used primarily for
funding working cap#al requirements, and are currently in
discussions with the group’s Indonesian bankers to this
end
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Whilst the directors believe that it 1s important that the
group retamns flexibility as to the percentage of the
group's overall funding that 1s represented by net debt, as
a general indication, they belreve that, at the present
stage of the group’s development, net debt should not
exceed 100 per cent of total equity Net debt
represented 574 per cent of total equity al 31 December
2006 against a target of 60 per cent and a level of 46 4
per cent at 31 December 2005 The target for 31
December 2007 1s 60 per cent

Other treasury policies

The sterling notes and the doliar notes carry interest at
fixed rates of, respectively, 95 and 75 per cent per
annum Interest going forward 1s payable on drawings
under the Indonesian consorttum loan faciiles at a
floating rate equal to 3 per cent per annum over
Singapore Inter Bank Offered Rate As a policy, the group
dees not hedge its exposure to floating rates but, where
possible, borrows at fixed rates A one per cent increase
in the floating rate of interest payable on the drawings
under the Indonesian consortium loan facilites at 31
December 2006 would result in an annual cost to the
group of approximately £210,000

The group regards the US dollar as the functional
currency of most of s operations and seeks to ensure
that, as respects that proportion of its investment in the
operations that 1s met by borrowings, it has no currency
exposure agamnst the US dollar
borrowings are incurred in a currency other than the US

Accordingly, where

dollar, the group endeavours to cover the resultant
currency exposure by way of a debt swap or other
appropriate currency hedge The group does not cover
the currency exposure in respect of the component of the
investment in its operations that s financed with sterling
denominated equity The group's policy 1s to mantan
hmited balances in sterling sufficient to meet its projected
sterhing expenditure for a period of between six and
twelve months, and a balance in Indonesian rupiahs
sufficient for its immediate Indonesian rupiah




requirements but, otherwise, to keep all cash balances in
US dollars

Risks and uncertamnties
Country exposure

All of the group’s operations are located in Indonesia and
the group 15 therefore significantly dependent on political
and economic conditions in Indonesia.

As noted under “The Indonesian context” in *Operations”
above, In 2006 Indonesia remaned stable and the
Indonestan economy contmued to grow  Moreover, it
should be noted that, although the political and economic
problems of Indonesia in the years iImmediately following
1997 had a major impact on the group's operations in
terms of ther access to funding, such problems had
almost no effect on the day to day conduct of the
operations

Whilst freedom to operate i a secure environment s
cnlical to the group and the existence of secunty nsks
should never be underestimated, the group has always
endeavoured to mrtigate those risks and has never, since
the inception of the East Kalmantan operations, been
adversely atfected by secunty problems

Although there can never be certainty as to such matters,
under current political conditions, the directors have no
reason to beleve that any government authonty would
revoke the registered land titles granted to the group or
otherwise seek 1o restrict the group’s freedom to manage
its operations

Agnculural factors

Although the group's operations are located in an area of
high rainfall with sunhight hours and soil conditions well
suiied to the cultivation of oil palm, weather and growing
conditions vary from year to year and setbacks are
possible As in any agnculiural operation, there are also

nsks that crops may be affected by pests and diseases
Agncultural best practice can fo some extent mitigate
these nisks but they cannot be entirely elminated
Unusually high levels of rainfall can disrupt estate
operations Unusually fow levels of rainfall that lead to a
water avalability below the minmum required for the
normal development of the ol palm may lead fo a
reduction in subsequent crop levels Such reduction is
lkely to be broadly proportional to the size of the
cumutative water deficit

Over a long penod, crop levels should be reasonably
predictable but there can be matenal vanations from the
norm 0 individual years

Produce prices

The profitability and cash flow of the group depend both
upon world prices of CPO and CPKO and upon the
group's ability to sell is produce at price levels
comparable with such werld prices

CPQ and CPKO are pnmary commoditres and as such
are affected by levels of world economic actwty This
may lead to signtficant price swings although, as noted
under ‘Revenues and markets” in “Operations” above, the
directors believe that such swings should be moderated
by the fact that the annual oillseed crops account for the
major proportion of world vegetable oil production and
producers of such crops can reduce or increase therr
production wiihin a relatively short time frame

The Indonesian authorities have in the past (for short
periods and In times of very high CPO prices) imposed
either restnctions on the export of CPO or significant
duties on export sales of such ol Such measures are
damaging not only to large plantation groups but alsc to
the arge number of smallholder farmers growing oil palm
in Indonesia The directors hope that the importance of
CPO to Indonesia's US dollar earning exports and to the
welfare of smallholder farmers will discourage a repetition
of such restriclions and imposts  Currently, there are no

27




ReVIGW Of the gI’OUp continued

restrichions on the export of CPO and duty on export
sales 1s levied at a rate of $735 per tonne

Expansion

The group 1s planning significant extension planting of ol
palm The directars expect that land allocations obtained
by the group will become available for planting ahead of
the land becoming needed for the planned development
pregramme and that such development programme can
be funded from avalable group cash resources and
future  operational cash flows, appropnately
supplemented with further debt and equiy capial
Should, however, land or cash avalatility fall short of
expectations and the group be unable to secure
alternative land or funding, the planned extension pfanting
programme, upon which the group's continued growth is
critically dependent, may have io be curtalled

If the planned extension planting programme did have to
be curtalled, the directors consider that it 1s ikely that, for
the period of such curtailment, the accounting regime to
which the company i1s subject, requinng an annual
revaluation of biclogical assets at fair value, would result
in lower gains or greater losses on biological assets being
reflected in the group's reported income than would
otherwise be the case Whilst this would not affect the
group's underlying cash flow, it could adversely affect
market perceptions as to the value of the company's
secunties

Currency

CPO 1s essenbally a US dollar based commodity
Accordingly, the group's revenues and the underlying
value of the group's olf palm operations are effectively US
dollar denominated Moreover all of the group's
borrowings other than the sterlng notes, and a
substantial component of the group's costs (including
fertliser and machinery inputs), are also US dollar
denominated or tinked and the group has entered into a
sterling US dollar debt swap in respect of the sterling
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proceeds from the 1ssue of the sterling notes  The group
therefore faces two principal currency risks First, those
components of group costs that arnse in Indonesian
rupiah and sterng can, if such currencies strengthen
against the US dollar, negatively impact margins in US
dollar terms  Secondly, the sterling translated amounts of
the group's results and net financial position may be
adversely affected by sterling strengthening against the
US doliar The directors consider that these risks are
inherent in the group's business and capital structure and,
accordingly, other than as respects long term borrowings
such as those represented by the sterling notes, the
group does not normally hedge agamst such risks

Environmental practices

The group's East Kalimantan operations are based on
land areas that have been previously logged and zoned by
the Indonesian authornties as appropriate for agricufural
development on the basis that, regrettable as it may be
from an environmental viewpoint, the logging has been so
extensive thal prmary forest 1s unable to regenerale
Such land areas fall within a region that elsewhere
includes substantial areas of unspoilt primary rain forest
inhabited by diverse flora and fauna. As such, the group,
in common with other ol palm growers in Kakmantan,
must expect scrutiny from conservation groups and could
suffer adverse consequences If iis environmental policies
were {o be singled out for criticism by such groups

The group is committed 1o sustainable ol palm
development and takes great care to follow best practice
on environmenial 1ssues  An environrmental master plan
was constructed at the start of the project using
independent environmental experts Progress agamnst
this plan has been carefully monitored and the plan has
been updaled to reflect modern practice and to take
account of changes in circumstance In updating the
plan, the ecological value of the conservation programme
followed to date was confirmed by the wndependent
experts involved




Local relations

The operations of the group could be senously disrupted
if there were to be a matenal breakdown in relations
between the group and the host poputation in its area of
operations in East Kalimantan

Whilst the group does have employees in Indonesia from
outside East Kalimantan, care has always been taken {o
give priornty to applicatons for employment from
members of the local populaton  Moreover, local
contractors used by the group provide employment
opportunities for residents of surrounding wvillages and
such residents also act as suppliers to the group and its
employees The directors believe that, as a resuli, the
group's operations have been a source of increased
prosperity o the surrounding villages and that the group
has reasonable relations with those villages The group
has made good progress in recent years in assishing the
surrounding villages in estabhshing therr own
smallholdings of ol palm and it 15 hoped that this,
together with other initiatives to encourage local farmers
in the production of foodstuffs, will assist in developing
the group's relationships with the local population

The group's operations are established in a relatively
remote and sparsely populated area The operational
areas were acquired with the knowledge and support of
the local authorties and development has been kept
wholly within the areas to which full registered tile has
been obtained  These areas are compnsed of
government owned land which was for the most part
unoccupied prier to the group's arrval However, some
small areas of land were previcusly used by iocal vilagers
for the cultivation of crops and, accordingly, when taking
over such areas, the group pays compensahion to the
affected parties  The negotialion of compensation
payments can involve a considerable number of local
individuals with diffenng views which in the past has
caused, and 15 likely to continue pericdically to cause,
delays to the extension planting programme  The group
has to-date been successful in managing such periodic

delays so that they have not, in overall terms, matenally
disrupted the group's extension planting programme
Nevertheless, there 15 a continuing nsk that such delays
could do so and the drectors are aware of other
plantation groups operating in Indones:a who have been
forced to postpone planting programmes as a result of
dfficutties in setthng compensation payments

Other relationships

The group is matenally dependent upon its employees
and endeavours to manage this dependence as detalled
under “Employees” in “Operations” above

Relationships with the group's local co-investors in SYB
and KKS are also important to the group The group
endeavours to maintam cordial relations with the persons
concerned by seeking thew support for decisions
affecting their interests and responding constructively to
any concerns that they may have

By order of the board %}V“_
fn'n.E.A. SERVICES LIM

Secretary
2 May 2007
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Directors

Richard Robinow
Chairman (61)

Was appointed a director in 1978 and has been charrman
since 1984 After early investiment banking experence,
has been involved for over 25 years in the plantation
industry Non-executive but actively involved for the major
part of his working time In the management of the group
Chairman of MP Evans Group plc and a director of Sipef
NV

John Oakley
Managing director (58)

Was appointed a director in 1985 after early expenence
in nvestment banking and general management
Appointed managing director in January 2002

John Green-Armytage
Independent non-executive director (61)

Was a non-executive director from 1984 to 1994
Rejoined ihe board in a non-executive capacity in 1997
Chairman of AMEC PLC and a drector of JZEquity
Partners Plc and a number of other companies

John Keatley
Senior independent non-executive director (73)

Was a non-executwe director from 1975 to 1983 (and
chairman from 1978 to 1983) Rejoined the board In a
nen-executive capacity in 1885 and 1s now chairman of
the audit, remuneration and nomination commitiees
After a background in the fertliser industry 15 now
Chairman of NPK Holdings Limited
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David Killick
Independent non-executive director (69)

Was appointed a director on 21 September 2006 After
qualifying as a barnster, he worked for over 28 years for
the Commonwealth Development Corporation, serving as
a member of its management board from 1980 to 1994
Thereafter, he has held a number of directorships He 15
currently a director of Siberia Investment Management
Company Limited and Reallyenghsh com Limited and a
member of the council of management of Slough Council
for Voluntary Service

Charles Letts
Independent non-executive director (88)

Was appointed a director in 1989  After serving in the
Britrsh Armed Forces in World War Il and thereafter in the
British Foreign Office, was a main board director of
Jardine Matheson & Co Limited for 15 years and then
set up his own business Therealfter, for over 40 years,
has held directorships and adwisory posts in companes
covering a wide range of actwities in various countries,
with particular emphasis on the plantation industry,
Present directorships include The China Club Limited and
China Investment Fund

Chan Lok Lim
Independent non-executive director (65)

Was appointed a director in August 2002 Has been
involved for over 30 years in companies n South Easi
Asia engaged in power generation and distnbution, water
and waste treatment, industnal and agro-industinal
engineering {including palm ol mill design and
construchion) and in the plantation industry Present
directorships include Pan Abrasives (Private) Limted,
Singapore, and ITE Electnic Company Ltd, a public hsted
company in Singapore




Directors’ report

The directors present their annual report on the affarrs of
the group, together with the financial statements and
auditors’ reports, for the year ended 31 December 2006

Principal actmties and business review

The pnncipal activity of the group 1s the cultivatron of
ol palms in the province of East Kalimantan A review of
the activiies and planned future development of the
group together with the principat nsks and uncertainties
facing the group 1s provided in the accompanying “Review
of the group” section of this annual report Information as
to group policy and objectives regarding the use of
financial instruments 1s also provided in that review and
the nsk exposures ansing from such use are covered In
the notes to the consolidated financial statements

The group does not undertake significant research and
development activities

The disclosures relating to the use of financial
instruments by the group, including commentary on
exposures to price nsk, credit nsk, liquidity nsk and cash
flow nsk, are included in note 18 to the consolidated
financial statements

Details of significant events since 31 December 2008
are contained 1n note 38 to the consolidated financial
statements

Results and dividends

The results are presented in the consolidated mncome
statement and notes thereto

The fixed annual dvidends on the 9 per cent cumulative
preference shares that fell due on 30 June and 31
December 2006 were duly pad  An intenm dmdend in
heu of final in respect of 2006 of 1p per share was pad
on the ordinary shares on 9 February 2007

Charitable and political donations

Dunng the year the group made no charitable or poltical
donations (2005 - £5,000 chartable donation, no
political donations)

Directors

The directors are listed on page 30 Al the directors
served throughout the year with the exception of Mr
David Kilick who was appointed a direcior on 21
September 2006 Messrs Keatley, Letts, Killick, Robinow
and Green-Armytage retire at the forthcoming annual
general meeting and, being eligible, offer themselves for
re-election, such retirements being, as respects Messrs
Keatley, Letls and Killick, in compliance with the
provisions of the company's articles of association
praviding for rotation of directors or {in the case of Mr
Killick) re-election of a director appointed dunng the year,
and, as respects Messrs Green-Armytage, Keatley, Letts
and Robinow, in compliance with the prowisions of the
Combined Code on Corporate Governance requiring the
annual re-elechion of non-executive directors who have
served as such for more than nine years

The directors believe that, in the present circumstances of
the company, conhnuity and familanty with the 1ssues
immedately facing the company are important and that
the variety of backgrounds and skills possessed by the
longer serving non-executive directors usefully
complement those of the other directors, provide
perspecive and facilitate balanced and effective decision
making The directors therefore favour (each affected
director abstaining from such conclusion as it applies to
himself) the re-election of all of the non-executve
drrectors offering themselves for re-election The semor
independent non-executve director and the chairman
have confirmed as regards, respectively, the chairman and
the other non-executive directors offerting themselves for
re-election that, following formal performance
evaluations, each such ndwidual's performance
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continues to be effective and to demonsirate
commitment to the role assumed, including commitment
of time for board and committee meetings and, where
applicable, other assigned duties

Directors' interests

The interests of directors, together with those of
members of ther immediate familes, at 31 December
2006 and 1 January 2006 in the 9 per cent cumulative
preference shares of £1 each, the ordinary shares of 25p
each and the 7b per cent US dollar notes 2012/14 of the
company, all of which were beneficial interests, were as
follows

Preference Ordinary US dollar
shares shares notes
31 December 2006
R M Robinow 73,329 105000  $250000
J M Green-Armytage 2,896 80,704 -
JR M Keatley 2007 680,878  $126703
DHRKillick - 21,000 -
LEC Letts 4,304 108,008 $26718
CLUum - - -
J C Oakley 453 1,804 $1,630
1 January 2006
R M Robinow 113329 - -
J M Green-Armytage 2,896 55,861 -
J R M Keatley 2,007 648,456  $126703
DHRKilliek - 21,000 -
LE C Letts 4,304 102,865 $26,718
CLLm - - -
J C Oakley 453 63,623 $1,630

* Al date of appointment being 21 September 2006

At 1 January 2006, Mr Robinow and Mr Green-Armytage,
together with members of therr respective families, were
interested i, respectively, 116,800 and 21,000 of the
former warrants of the company Details of an option held
by Mr Oakley to subscribe for ordinary shares of 25p
each of the company are provided n the *Directors’
remuneration report’ section of this annual report
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No director or member of a director's immediate family
had, at 31 December 2008, an interest in the 95 cent
guaranteed sterling notes 2015717 1ssued in December
2006 by the company's wholly owned subsidiary
company, REA Finance BV

There have been no changes in the interests of the
directors detalled above between 31 December 2006
and the date of this report

Supplier payment policy

It 15 the company’s policy to establish appropriate
payment terms and conditions for dealings with suppliers
and to comply with such lerms and condibons The
holding company itself does not have trade creditors

Substantial shareholders

As at the date of this report, the company has been
notified, in accordance with applicable legislation, of ihe
following Interests n the ordinary share capital of the
company

Number %
Emba Ho!dings Limited 9925000 319
Alcatel Bell Pensioenfonds VZW 4,007,049 129

Prudential plc and certain subsidianes 3,764,870 121
In addition, the company has been notified that the above
interest of Prudential plc and certain subsidiaries includes
3,349,632 (108 per cent) in which M&G Investment
Funds 3 1s also interested

Emba Heldings Limited 15 controlled by Mr R M Robinow
together with members of his family By deeds dated 24
November 1998 and 10 Apnl 2001, Emba Holdings
Limited has agreed that it will not undertake actwities in
conflict with those of the group and that it will deal with
the group only on a basis that 1s appropriate between a




hsied company and its subsidiaries and a significant
sharehalder

Treasury shares
No shares of the company are at present held in treasury
Power to I1ssue share capital

At the annual general meeting held on 8 June 20086,
shareholders authorised the board under the provisions
of section 80 of the Companies Act 1985 to allot
relevant securties within specified imits Replacements
of the applicable authonties are being sought at the
forthcoming annual general meeting when the existing
authorities will expire  The replacement authonties will
provide for the allotment of (1) ordinary share capital up to
an aggregate nominal amount of £2481536
(comprising 9,926,144 ordinary shares} equating to the
unissued ordinary share capital at the date of this report
and (i) preference share capital up to an aggregate
nominal amount of £3,050,376 {compnsing 3,050,376 9
per cent cumulative preference shares) representing the
unissued preference share capial at the date of this
report

The new ordinary shares and new preference shares the
subject of the new authonties will represent, tespectively,
319 per cent and 26 6 per cent of the ordinary shares
and preference shares in 1ssue at the date of this repori.
The new authonties will lapse on the date of the annual
general meeding to be held in 2008, which will be no later
than 15 months from the passing of the resolutions
granting the authorties The directors have no present
intention of exercising these authonties

A fresh authonty i1s also being sought under the
provisions of section 95 of the Companies Act 1985 to
enable the board to make a rnights 1ssue or open offer of
ordinary shares to existing ordinary shareholders without

being obliged to comply with certain techmcal
requrements of the Companies Act 1985, which create
preblems with regard to fractrons and overseas
shareholders In addition, the authonty will give the board
power to make 1ssues of ordinary shares for cash other
than by way of nghts or open offer up to a maximum
nominal amount of £388,423 representing 5 per cent of
the ordinary share capial n 1ssue at the date of this
report The section 95 authenty will terminate on the date
of the annual general meeting to be held in 2008, which
will be no later than 15 months from the passing of the
resolution granting this authoniy

Audrtors

Each director of the company at the date of approval of
this report has confirmed that, so far as he 15 aware, there
15 no relevant audit information of which the company’s
auditors are unaware, and that he has taken all the steps
that he cught to have taken as a director n order to make
himself aware of any relevant audit information and to
establish that the company's auditors are aware of that
information

Deloitte & Touche LLP have expressed therr willingness
to continue in office as audiors and a resolution to re-
appont them and to autharise the direciors to fix therr
remuneration will be prapased at the forthcaming annual
general meeling

By order of the board M/L;L.);h
SERVICES LIMITED

Secretary
2 May 2007
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Corporate governance

General

The company 1s committed to high standards of corporate
governance and seeks to apply, in a manner proportionate
to its size, the principles laid down in the Combined Code
on Corporate Governance (July 2003 issue) (“the Code”™)
applcable under the Listing Rules of the Financial
Services Authority Save as respects the composition of
the audit and remuneration committees and the
requirements regarding nsurance against the legal action
agamnst the drectors, as delaled below and in the
“Directors' remuneration report” section of this annual
report, the company was, throughout the year ended 31
December 2006, in compliance with the provisions set
out 1in section 1 of the Code

Board of directors

The board currently compnises one executive director and
six non-executive directors detalls of whom are set out in
the “Directors™ section of the annual report The board
believes that the vanety of backgrounds and skills
provided by its members provides perspechve and
facilitales balanced and effectve decision making The
roles of charman and managing direclor are separate

All of the non-executive directors, with the exception of
the chairman, are considered by the board to have been
independent throughout the year The chairman and three
of the independent directors have served on the board for
more than mine years but, in the present circumstances of
the company, the board considers that continuity and
famianty with the i1ssues immediately facing the
company are mmportant and that the varnely of
background and skills possessed by the longer serving
non-executive directors usefully complement those of the
other directors Following the appointment of Mr DH R
Kilick as a director of the company during 2006, the
board does now have two independent non-executive
directors who have served as such for less than nine
years The drrectors recognise that, as the company
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continues to develop, further refreshment of the board
may become appropnate No independent non-execulive
director 1s financially or otherwise matenally dependent
upon the company and the board is therefore satished
that the independence of the long serving independent
non-executive directors 15 not affected by therr length of
service

The board 1s responsible for the proper management of
the company Full quarterly reporls are issued to all
directors within six weeks of the end of each quarter for
their review and comment These are augmented by
annual budgets and positional papers on matters of a
non-routine nature The board has a schedule of matters
that are reserved for decision by # Such matters include
strategy, matenal investments and financing decisions
and the appointment and removal of executive directors
and the company secretary In additon, the board 15
responsible for ensuring that resources are adequate to
meet the company's objectives and for reviewing
performance, financial contrels and nisk

Under the company’s articles of association, one third of
the directors other than the executive director retire by
rotation each year and may submit themselves for re-
election This has the effect that each non-executive
director 1s subject to re-election at least once every three
years In addition, in order to comply with the Code, non-
executive directors who have served on the board for
more than nine years submit themselves for re-election
every year and the executive director submits himself for

re-election every three years

The company did nol during 2006 comply with a
provision of the Code requinng that the company arrange
appropriate insurance aganst legal achon against iis
drectors  As noted in the slatement on corporate
governance in the 2005 annual report, the company
ceased to carry such insurance at the end of 2004
because actual and threatened itigation by Mr M E
Zukerman and his assocrates {the *MEZ group”) meant




that the company was unable o renew such insurance on
that date on reasonable commercial terms and without
acceptance of exclusions to the cover that would have
rendered it of hitle value to the directors Following
settlement of the htigation with the MEZ group i early
2006, and the subseguent settlement of clams for
drrectors’ lihigaton costs with the company's former
insurance carner, the company has been successful in
arranging new Insurance against legal action aganst its
directors on terms that the directors consider appropriate
This new surance became effective with effect from 1
January 2007 and the company therefore agan became
complhant with the apphcable provision of the Code with
effect from that date

Board committees

The board has apponted audit, nomination and
remuneration committees to undertake certain of the
board’s functions Such committees have wntlen terms of
reference which are available for inspection on the
company's website at “wwwreacouk" Information
concerning the remuneration of direclors 15 provided 1n
the “Directors’ remuneration report” section of this annual
report together with details of the basis upon which such
remuneration is determined

Performance evaluation

A format evaluation of the performance of the board, the
committees and wdividual directors was undertaken n
2006 and again recently in 2007 Balance of powers,
contribution to strategy monitoring and accountability to
stakeholders were reviewed by the board as a whole and
the performance of the chairman was appraised by
independent non-executwe directors led by the senior
independent director

Professional development
In view of the specialised nature of the group’s operations

and the relevant experience of the directors it 1s not
considered necessary for formal training to be provided to

the existing directors Directors are kept advised of legal
and regulatory requirements affecting the company and
are able to seek the advice of the company secretary and,
individually or collectively, may take independent
professional advice at the expense of the company if
necessary

Board proceedings

At least two full board meetings are held each year In
2006 there were three such meetings, one of which was
held in Singapore to assist the two independent non-
executive directors who are based there Other board
meetings are held as necessary to consider corporate
and operational matters with all directors consulted in
advance regarding materal matiers to be discussed
Minutes of board meetings are circulated to ali directors
The executive director, unless travelling, 1s normally
present at formal board meetings but telephone
discussions take place between the chaman and the
other non-execulive directors Commitiee meetings are
held as and when required

The attendance of indwvidual directors at the scheduled
and other board meetngs held dunng 2006 were as
follows

Full  Other

meeting meeting

R MRobinow 3 31
JC Oakley 3 29
JM Green-Armytage 3 2
JRMKeatley 3 5
LECLetts 2 2
CLLim 1 -
DHR Killick® t -

* from dale of appointment on 21 September 2006

In addion, during 2006, there were two meetings of the
audit committee atiended by all committee members and
one meetng of the remuneration committee and one
meeting of the nomination commuttee in each case
atlended by John Keatley and Richard Robinow
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Nomination committee

The nomination committee compnses Mr J R M Keatley
(chairman), Mr L E C Letts and Mr R M Robinow it i1s
responsible for recommending appointments to the
board Recommendations from the committee are
submitted for full approval by the board One meeting
was held in 2006 to make recommendations on the
appointment of an additional non-executive director It
was considered that, given the specialised nature of the
group's operations, 1t was desirable to appomnt a person
with a good knowledge of the plantatton business who
could be considered to be independent Such a person
had been identified and it was not considered appropriate
to appoint consultants or fo advertise the position with
regard to the appointment of Mr DHR Killick

Audit committee

The audt commitee compnses Mr J R M Kealley
(chairman), Mr L E C Letts and Mr R M Robinow  Whulst
Mr R M Robinow 15 not an independent non-executive
director, the board considers that his relevant financral
expenence makes it essential that he be a member of the
committee, and thal the presence of two independent
non-executive directors 1s sufficient to ensure the
committee’s independence

The audit committee 1s responsible for

+ monitoring the integnty of the financial statements
and the significant reporiing 1ssues and judgements
that they contain,

*  reviewing the effectiveness of the internal control
functions,

* making recommendations to the board in relation to
the appointment, reappointment and removal of the
external auditors, therr remuneration and terms of
engagement, and

» reviewing and monitonng the independence of the
external auditors and the effectiveness of the audit
process
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The audi committee also monitors the fees pad to the
auditors in respect of non-audit work As a matter of
policy, the only non-audit work that the auditors routinely
undertake 1s reporting in connection with documents
1ssued by the company In 2006, the company appointed
the corporate finance division of the auditors to act on its
behalf in respect of certan corporate transactions The
audit committee considers that it 1s cost effective to use
the auditors for such work and that the nature and scope
of, and remuneration payable n respect of, the
engagements that result 1s such that the independence
and objectvity of the audiors 1s not impaired

The members of the audit committee discharge thew
responsibilites by informal discussions between
themselves and with the external auditors and
management, by consideration of reports by management
and the external audilors and by holding at least one
formal meeting each year

Relations with shareholders

The “Charrman’s statement’ and “Review of the group”
sechons of the annual report, when read in conjunction
with the financial statements, directors’ report and
drrectors' remuneration report, are designed to present a
balanced and understandable assessment of the group’s
position and prospects The respective responsibiities of
the directors and auditors in connection with the financial
statements are detailed in the “Directors' responsibilities”
sechion of this annual report.

The company is committed to maintaining a dralogue with
all of its shareholders and 1t endeavours, through is
annual report, interm report and such other circular
letters {o shareholders as circumstances may require, to
provide balanced information on the operational actmties
and financial affairs of the group In addition, within the
limits imposed by considerations of conhdenhahty, the
company has regular meelings and other contact with its
institutronal and other major shareholders mn order to
understand ther ssues and concerns The views of
shareholders are communicated to the board as a whole




to ensure that the board develops a balanced
understanding ot the concerns of major shareholders

All shareholders are welcome to attend the company's
annual and other general meetings and to put questions
to the board Because two non-executive directors are
based in Singapore and the nature of the group's
busness requires that the charman and managing
director travel frequently to Indonesia, it 1s often difficult
for all directors to attend the annual general meeting but
those drrectors present at the meeting are available to
talk on an informal basis to shareholders afier the
meeting has been concluded All proxy votes are counted
and full detaills of all proxies lodged for each resolution
are reported to the meeting Al least twenty working
days' notice of the annual general meeting 1s given io
shareholders

The company maintains a corporate websiie at
“www rea.couk® This provides information regarding the
campany, Including pictures of the vanous aspects of the
group's operations, and provides a faclity for
downloading recent press releases tssued by the
company and other relevant documentation concerning
the company and its 1ssued secunties

Internal control

The board has overall responsibiity for the group's
system of nternal control and for reviewing s
effectveness The board has estabhshed a continuous
process for identfying, evaluating and managing the
significant nsks that the group faces The board regularly
reviews the established process which was in place prior
to the start of 2006, has remained in place up to the date
of approval of this report and 1s 1in accordance with the
revised guidance on internal contrel published 1n October
2005 The system of internal control 15 designed to
manage rather than eliminate nsk Such a system can
provide only reasonable and nol absolute assurance
against matenal misstatement or loss

The board regularly reviews the effectiveness of the
group's system of internal control The board’s monitoring
covers all controls, including financial, cperational and
complance controls and nsk management [t 1s based
principally on rewiewing reports from management and,
on the basis of those reports, considenng whether
significant risks are identtfied, evaluated, managed and
controlled and whether any significant weaknesses are
promptly remedied or indicate a need for more extensive
monitering

The board performed a specific review of the system of
internal control on 15 September 2006 (ncluding the
group's Internal audit arrangements) and reconfirmed the
conclusions of the review for the purposes of this annual
report The review, as reconfirmed, considered all aspects
of internal control ansing during the penod covered by the
report Duning the course of the review, the board did not
identfy or become aware of any failings or weaknesses
in internal control which 1t has determined to be
significant  Therefore a confirmation In respect of

necessary actions has not been considered necessary
Internal audit and reporting

The group's Indonesian operations have an internal audit
function which was restored to full strength during 2006
{having previously been temporarly reduced by the
departure of a semior member of the internal audit staff)
The function reports regularly and summanes of s
reports are 1ssued to the board and the audit committee
In the opinion of the board, there 15 no need for an
internal audit function outside of Indonesia due to the
imited nature of the external operations

The group has an established system of management
hierarchy which 1s designed to delegate the day io day
responsibiity for specific departmenta! functions within
each working location, including financial, operational and
compliance controls and risk management policies, to a
number of semor managers, reporting through the local
senior executive to the managing director
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Local management reports to the board on a regufar
basis by way of the cwculation of progress reports,
management reports and management accounis Local
management 1s required to seek authonty from the board
in respect of any transaction outside the normal course of
trading which 1s above an approved Imit and in respect of
any matter that is likely to have a matenal impact on the
operations that the transaction concerns At least two
supervisory wvisits each year are undertaken to the
overseas operations by the executive director and other
drectors make penodic wisits to those operations
Reports of such visits are circulated to the board and
reviewed by the full board at the regular board meetings

Going concern basis

After making enquines, the directors have formed a
Judgement, at the time of approving the financial
statements, that there 1s a reasonable expectation that
the group has adequate resources to continue In
operational existence for the foreseeable future For this
reason the directors continue to adopt the going concern
basis in prepanng the financial statements
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Introduction

This report has been prepared in accordance with
Schedule 7A to the Companias Act 1985 (the *Act”) The
report also meets the relevant requirements of the Listing
Rules of the Financtal Services Authority and describes
how the board has applied the principles relating to
directors' remuneration set out in Schedule B to the
Combined Code on Corporate Governance (July 2003
issue) (the “Code”) As required by the Act, a resolution to
approve the report will be proposed at the annual general
meeing at which the financial statements will be
approved

The Act requires the audrtors to report to the company's
members on certain parts of the directors’ remuneration
report and to state whether in their opinion those parts of
the report have been properly prepared in accordance
with the Act The report has therefore been dvided into
separate sections for audited and unaudited information

Unaudited information
The remuneration commitiee

Throughout the year ended 31 December 2006 the
remuneration commitiee compnsed Mr J R M Keatley
(charman), Mr L E C Letts and Mr R M Robinow This did
not comply fully with a provision of the Code requinng
that all members of the committee be independent non-
execubive directors Mr Keatley and Mr Letis are
independent non-executive directors but Mr Robinow, by
virtuve of his involvement 1n the day-to-day management
of the group and his position as charrman, may not be
regarded as independent. In view of the significant
interest held by Mr Robinow and his family in the ordinary
shares of the company, the directors consider that the
remuneration commitiee operates effectvely as currently
constituted Any matter concerning Mr Robinow 1s
discussed without Mr Robinow being present.

The membership of the remuneration committee was the
same in 2005 when the directors’ remuneration for 2006
was considered as it has been in the year ended 31
December 2006

Remuneration policy

In framing rts policy on performance retated remuneration
the commitiee follows the previsions of schedute B to the
Code The committee sets the remuneration and benefits
of each executive director of the company In so dong, it
considers the achievement of each indwidual in attaining
the objectives set for that individual and draws on data of
the remuneration of others performing similar functions in
stmilarly sized orgamsations, but does not use
independent consultants

The key objective of the current remuneration policy
{which applies for 2007 and subsequent years) s to
attract, motivate, retain and farly reward execulive
drreclors of a high callbre, while ensunng that the
remuneration of each individual execulive director s
consistent with the best interests of the company and its
shareholders

The commiitee considers all proposals for executive
directors 1o hold outside directorships Such directorships
are normally permitted only if considered to be of value to
the group and on terms that any remuneration payable
will be accounted for to the group

Basis of remuneration

The basic remuneration of all executive directors
comprises a basic pensionable salary and cerfamn
benefits-in-kind, principally a company car fn addition
executive directors may be paid non-pensionable
performance related bonuses These are awarded
annually in arrears on a discretionary basis taking into
account the performance of the group during the relevant
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year and the contribution to that performance that each
director 1s assessed by the commiitee as having made
Bonuses do not normally exceed 50 per cent of salary
and are pad in cash There i1s no separate pension
scheme for executve direclors and the only current
executive director 15 a member of the REA Pension
Scheme

Service contracts

The compariy’s current policy on service contracts 1s that
contracts should have a notice pericd of not more than
one year and a maximum termination payment not
exceeding one year's salary No director has a service
contract that 15 not fully compliant with this policy

The group entered inte a service contract with Mr J C
Oakley on 16 December 1988 initially for a period of two
years and thereafter determinable by ether party by
giving notice to the other parly of not less than six
months At 31 December 2006 the unexpred term
remained as six months There are no provisions for
compensation for early termination save that Mr Oakley
would be entitled to a payment in lieu of notice 1If due
notice had not been given

MNon-executive directors

The remuneration of non-executive direclors s
determined by the board within the limits set by the
articles of association, no director taking part in the
determination of his own remuneration The level of
remuneration 15 determined having regard to that paid by
comparable organisations

Performance graph
A performance graph 1s shown in the "Key statistics’

section of this report This compares the performance of
the company's ordinary shares {measured by total
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shareholder return) with that of the FTSE all share index
for the period from January 2002 to December 2006
This index has been selected as there 15 no index
available that 1s specific to the activities of the company

Audited information
Directors’ remuneration

The table below shows details of the remuneration of
indwvidual directors holding office dunng the year ended
31 December 2006 (with comparative totals for 2005)

Salary 2006 2005
and fees Other* Total Total

£'000 £'000 £'000 £000

R M Robinow 3 13 16 12
J C Oakley 191 a3 274 266
J4 M Green-Armytage - - - -
J R M Keatley 13 - 13 13
L HRKillick ** 6 - 6 -
LEC Letts 3 - 3 3
CLLm - - - -

216 96 312 294

compnses benefits and, in the case of Mr Oakley, a bonus of £60,000
appointed 21 September 2006

Mr Robinow, Mr Green-Armytage, Mr Letts and Mr Lim
were Interested in service arrangements with three
companies whereby aggregate amounts were payable for
2006 of £258,000 (2005 £246,000) n respect of Mr
Robinow, £13,000 (2005 £13,000) in respect of Mr
Green-Armytage, £13,000 {2005 £13,000) in respect of
Mr Letts and £13,000 (2005 £13,000) in respect of Mr
Lim

Director's penston entitlement - Mr } C Qakley

Mr Oakley (who was aged 58 at 31 December 2006) 15
an ordinary member of the REA Pension Scheme which
1s a defined benefit scheme of which details are shown in
note 34 to the consolidated financial statements




Penstonable earmings are calculated on basic salary only
Detalls of the accrued pension are set out below

1
Accrued annual pension at beginning of year 70,267
Increase in accrued annual pension dunng year 5,427
Accrued annual pension at end of year 75,684
Pension transfer value at beginning of year 1,176 926
Centrbutions made by the director 9,400
increase in penswon ransfer value dunng year” 111,29
Pension transfer value at end of year 1,297617

net of director's contributions

The increase dunng the year in excess of inflatien in
accrued annual pension was £2,898 and in pension
transfer value was £68922

Share options - Mr } C Oakley

Pursuant to an option agreement of 22 May 2002, Mr
Oakley was granted an option to subscrnbe new ordinary
shares of 25p each at a price of 45p per share payable
in cash There were no performance conditions attached
to the grant of this option as the directors did not
cansider, in the particular circumstances in which the
option was granted, that i would be appropnate to
Impose any conditrons and the option was based on the
full market value of the ordinary shares at the date of the
grant. The number of shares in respect of the option and
the option subscription price have since been amended to
take account of share issues since the option was
granted No further options have been granted since
2002 The ophion expires on 21 May 2012

Detalls of the number of ordinary shares the subject of
the option are as follows

Beginning of year 1,003,824
Amendment for open offer in Apnl 2006 9,289
Exercised on 22 June 2006 {185,000)
End of year 828,113

The exercise pnice at 1 January 2006 was 44 8289p but
was amended for the open offer n Apnl 2006 to
44 4175p The option remains exercisable in respect of
828,113 ordinary shares at that price from 31 December
2006 The market price on 22 June 2006 was 285p and
the gain on exercise in respect of 185000 ordinary
shares on that date was £445,078

The market price of the ordinary shares at 31 December
2006 was 433 5p, and the range during the year was
26257p to 436p

Approved by the board on 2 May 2007
RICHARD M ROBINOW

Chairman Z /{‘/ /
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Directors’ responsibilities

The directors are responstble for prepanng the Annual
Report, Directors’ Remuneration Report and the financial
statements in accordance with applcable law and
regulations

Company law requires the directors 1o prepare financial
statements for each financial year The directors are
required to prepare financial statemenis for the group n
accordance with International Financial Reporting
Standards (*IFRS"), the Comparies Act 1985 and Article

4 of European Commission Regulation 1606/2002

International Accounting Standard 1 requires that IFRS
financial statements present fairly for each financial year
the company's financial position, financial performance
and cash flows This requires the faithful representation
of the effects of fransactions, other events and conditions
in accordance with the definthons and recognition critena
for assets, habilities, income and expenses set out in the
International Accounting Standards Board's “Framework
for the preparation and presentation of financial
statements” In virtually all cirrcumstances, a far
presentation will be achieved by complance with all

apphcable IFRS However, directors are also required to

» properly select and apply suitable accounting
policies,

» present information, including accounting policies, in
a manner that provides relevant, reliable, comparable
and understandable information, and

*  provide additional disclosures when compliance with
the specific requirements in IFRSs are insufficient to
enable users to understand the impact of particular
transactions, other events and conditions on the
entty's financtal posttion and financtal performance

The directors have elected to prepare the parent
company financial statements 1n accordance with United
Kingdom Generally Accepted Accounting Practice
(including United Kingdom Accounting Standards and
applicable law) The parent company financial statements
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are required by law to give a true and fair view of the state
of affars of the company In preparing these financial
statements, the directors are required to

* select suitable accounting polictes and then apply
them consistently,

*  make judgments and estimates that are reasonable
and prudent,

+ stale whether apphcable UK Accounting Standards
have been followed, subject to any matenal
depariures disclosed and explamned in the financial
statements, and

* prepare the financial staiements on the going
concern basis unless it 1s inappropriate to presume
that the company will continue 1n business

The directors are responsible for keeping proper
accounting records that disclose with reasonable
accuracy at any tme the financial position of the
company and enable them to ensure that the pareni
company financial statements comply with the
Companies Act 1985 They are also responsible for
safeguarding the assets of the company and hence for
taking reasonable steps for the prevention and detection
of fraud and other irregularties

The directors are responsible for the mamntenance and
integrty of the corporate and financial information
incfluded on the company's website Legislation n the
United Kingdom goverming the preparation and
dissemination of financial statemenis may differ from
legislation in other jurisdictions




Auditors’ report (group)

Independent auditors’ report to the members of
RE A Holdings plc

We have audited the group financial statements of REA.
Holdings plc for the year ended 31 December 2006
which comprnse the consolidated income statement, the
consolidated balance sheet, the consolidated statement
of recogrised income and expense, the reconcihation of
movements 1n equily, the consolidated cash flow
statement, the accounting policies and the related notes
1 to 38 These group financial statements have been
prepared under the accounting policies set out therein
We have also audited the information in the directors'
remuneration report that 1s described as having been
audited

We have reported separately on the parent company
financial statements of REA Holdings plc for the year
ended 31 December 2006

This report 1s made solely to the company’s members, as
a body, in accordance with section 235 of the Companies
Act 1985 Qur audit work has been undertaken so that
we might state to the company’s members those matters
we are required to state to them in an auditors’ report and
for no other purpose To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone
other than the company and the company's members as
a body, for our audit work, for this report, or for the
opinons we have formed

Respective responsibilities of directors and auditors

The directors' responsibibties for prepanng the Annual
Report, the directors’ remuneration report and the group
financtal statements in accordance with applicable law and
international Financial Reporting Standards (IFRS) as
adopted by the European Union are sei out in the
statement of directors’ responsibilities

Our responsibility 1s to audit the group financial statements
in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK
and Ireland)

We report to you our opinion as to whether the group
financial stalements give a true and far view, whether the
group financial statements have been properly prepared in
accordance with the Companies Act 1985 and Article 4 of
the 1AS Regulation and whether the part of the directors’
remuneration repori described as having been audited has
been properly prepared in accordance with the Companies
Act 1985 We also report to you whether in our opimion the
information given in the directors' report 15 consistent with
the group financial statements The information given 1n
the directors’ report includes that specific information
presented in the review of the group that is cross referred
from the Principai activities and busmess review section of
the directors’ report

In addition we report to you if, In our opinion, we have not
receved all the information and explanations we require for
our audit, or if information specified by law regarding
director's remuneration and other transactions 15 not
disclosed

We review whether the Corporate Governance Statement
reflects the company's comphance with the nine provisions
of the 2003 Combined Code specified for our review by
the Listing Rules of the Financial Services Authonty, and
we report if it does not. We are not required to consider
whether the board's statements on internal control cover all
nsks and controls, or form an opinton on the effectveness
of the group's corporate governance procedures or its risk
and control procedures

We read the other information contamed n the annual
report and consider whether it s consistenl with the
audited group financial statements The other information
compnses only the directors' report, the charman's
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Auditors’ report (group) o

staternent, the unaudited part of the directors'
remuneration reporl, the rewiew of the group and the
corporate governance statement We consider the
implications for our report if we become aware of any
apparent misstatements or matenal inconsistencies with
ihe group financial statements  Our responsibiliies do not
extend 1o any further information outside the annual report

Basis of audit opinion

We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination,
on a test basis, of evidence relevant to the amounts and
disclosures in the group financial siatements and the parl
of the directors' remuneration report to be audited It also
includes an assessment of the significant estimates and
judgments made by the directors in the preparation of the
group financial statements, and of whether the
accounting policies are approprate to the group's
cicumstances, consistently applled and adequately
disclosed

We planned and performed our audit so as to cbtan all
the information and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance that the group fmancial
staternents and the part of the directors’ remuneration
report to be audited are free from material misstatement,
whether caused by fraud or other wregulanty or error In
forming our opimion we also evaluated the overall
adequacy of the presentation of information in the group
financial statements and the part of the directors’
remuneration report to be audited
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Opinion

In our opinion

= the group financial statements give a true and far
view, In accordance with IFRSs as adopted by the
European Unien, of the state of the group's affarrs as
at 31 December 2006 and of its profit for the year
then ended,

+ the group financial statements have been properly
prepared In accordance with the Companies Act
1985 and Article 4 of the IAS Regulatton,

+ the part of the directors’ remuneration report
described as having been audited has been properly
prepared 1n accordance with the Companies Act
1985, and

* the information gwven in the diwectors' report 15
consistent with the group financial statements

DELOITTE & TOUCHELLP
Chartered Accountants and Registered Auditors

London, England
2 May 2007




Consolidated income statement

for the year ended 31 December 2006

2006 2005
Note £'000 £'000
Revenue 1 17,833 14,944
Cost of sales (8,060} (6,641)
Gross profit 98,773 8,303
Net gain ansing from changes in fair value of biclogical assets " 4677 4,133
Other operating income 5 6
Distnbution costs (283) (190)
Administrative expenses (3,004) {(1,.572)
Operating profit 11,168 10,680
Investment revenues 5 344 98
Finance costs 6 (887) (1,168)
Profit before tax 3 10,625 9,622
Tax 7 3.171) (3.323)
Profit for the year 7,454 6,299
Attnbutable to
Ordinary shareholders 6,208 4,520
Preference shareholders 8 965 765
Minority interests 281 1,014
7,454 6,299
Earnings per 25p ordinary share 9
Basic 21 bp 20 0p
Diluted 20 3p 16 7p

All operahiens in both years are continuing
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Consolidated balance sheet

as at 31 December 2006

2006 2005
Note &'000 £000
Non-current assets
Goodwill 10 6,417 -
Biological assets 1 73,212 68,192
Property, plant and equipment 12 14,615 10,565
Prepad operating lease rentals 13 2,643 661
Deferred tax assets 22 5,445 5,619
Non-current recevables 1,141 1,193
Total non-current assets 103,473 86,230
Current assets
Inventones 15 2,600 2017
Trade and other recevables 16 2,029 2,854
Cash and cash equivalents 17 19,014 5,007
Total current assets 23,636 9,878
Total assets 127,109 96,108
Current labilites
Trade and other payables 25 (4,305) (7.122)
Current tax liabilities (112} (141)
Obligations under finance leases 23 (154} (354)
Bank loans 19 (10,969) (2,180)
Other loans and payables 24 (202) (149)
Total current liabilities {15,742) (9,946)
Non-current habihties
Bank loans 19 (9,821) (19913)
Stering notes 20 (13,984) -
US dallar notes 21 (14,953) (2,852)
Deferred tax habilities 20 {16,961} (17,372)
Obligations under finance leases 23 (7 (190)
Other loans and payables 24 (1,793} {1,702)
Total non-current labiliies (57,529} (42,029)
Total habiihes (73,271} (51,975)
Net assets 53,838 44,133
Equnty
Share capital 26 19,218 14,788
Share premium account 27 10,985 2,627
Capital redemption reserve 27 - 3,240
Warrants 28 - 1,162
Translation reserve 29 {11,523} {5,858)
Special reserve (non-distnbutable) 27 1,892 -
Retained eamings 30 32,950 21,668
53,532 37,627
Minonty interests 31 306 6,506
Total equity 53,838 44,133

Approved by the board on 2 May 2007 and signed an behalf of the board
RICHARD M ROBINOW

Charman / / S
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Consolidated statement of
recognised income and expense

for the year ended 31 December 2006

2006 2005

£'000 £'000
Exchange translation differences (6,166) 3,622
Tax on rtemns taken directly to equity 224 3562
Net (loss) / gain recognised directly in equity {5,842) 3,874
Profit for the year 7,454 6,299
Share based payment - deferred tax credit 967 -
Total recognised income and expense for the year 2,479 10,173
Attnbutable to
Ordinary shareholders 1,508 7,791
Preference shareholders 965 765
Minenty interests 6 1,617

2,479 10,173
for the year ended 31 December 2006

2006 2005

£'000 £'000
Total recogrised income and expense for the year 2,479 10,173
Issue of new ordinary shares by way of placings and open offer {net of costs) 10,367 -
Issue of new preference shares by way of placings (net of costs) 3,071 -
Issue of new ordinary shares on exercise of share options 82 -
Issue of new ordinary shares on exercise of warrants 876 2
Issue of new ordinary shares ansing on conversion of convertible loan stock - 7
issue of new ordinary shares ansing on restructunng of balance of
convertible loan stock and wnte off of debt and equity 1ssuance costs - (384)
Subscriphion of new shares by minonty interest in subsidianes 110 -
Dwidends to minonty shareholders of a subsidiary {236)
Didends to preference shareholders (965) (765)
Liquidation distnbution to preference shareholders in a subsidiary (2,304} -
Acquisition of minonty interest in a subsidiary (4,011} -

9,705 8,797
Equity at beginning of year 44,133 35,336
Equity at end of year 53,838 44,133
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Consolidated cash flow statement

for the year ended 31 December 2006

2006 2005

£'000 £'000
Net cash from operating activities (note 32) 4,265 7,974
Investing activities
Interest receved 344 98
Proceeds on disposal of property, plant and equipment - 15
Purchases of property, plant and equipment (6.471) (2,931)
Expenditure on biclogical assets (10,094) (5,660)
Expenditure on prepad operating lease rentals (1,539) (332)
Costs incurred in acquisiton of minonty interest in subsidiary (199) -
Disposal of investments - 1,068
Net cash used in mvesting actvities (17,959) (7,752)
Financing activities
Preference dividends paid {965) (769)
Repayment of borrowings (2,018 (17,463)
Repayment of obligations under finance leases (329) (158)
Proceeds of 1ssue of new share capital in subsidianes to minonty shareholders 110 -
Proceeds of 1ssue of preference share capital less expenses 3,071 -
Proceeds of 1ssue of ordinary share capital less expenses 10,376 (138)
Proceeds of 1ssue of new ordinary shares on exercise of warrants 876 -
Liquidation distnbution to preference sharehclders in a subsichary (3,094) -
Issue of US dollar notes, net of expenses 2,901 {49)
Issue of sterling notes, net of expenses 13,981 -
New bank borrowings drawn 3,494 22,093
Net cash from financing actvities 28,406 3520
Cash and cash equivalents
Net increase in cash and cash equivalents 14,712 3,742
Cash and cash equivalents at beginning of year 5,007 1,061
Effect of exchange rate changes (705) 204
Cash and cash equivalents at end of year 19,014 5,007
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Accounting policies (group)

Basis of accounting

The consolidated financial statements are prepared in
accordance with International Financial Reporting
Standards (‘IFRS") as endorsed for use by the European
Union as at the date of completon of the financial
statements  The statements are prepared under the
histoncal cost convention as modified by the revaluation of
biological assets

Basis of consohdation

The consolidated financial statements consolidate those of
the company and its subsidiary companies made up to 31
December of each year

Unless otherwise stated, the acquisiion method of
accounting 15 adopted with assets and liabilibies valued at
far values at the date of acquistion The interest of minonty
shareholders Is stated at the minonty's proportion of the fair
values of the assets and labilties recognised  Any
subsequent losses aftnbutable to the minonty shareholders
in excess of the minonty interest are allocated against the
nterest of the parent Results of subsidianes acquired or
disposed of are ncluded in the consolidated income
statement from the effectve date of acquisition to the
effective date of disposal, as approprnate Where
necessary, adjustmenis are made to the financial
statements of subsidianes to bning the accounting policies
into ine with those used by the group

On acquisihion, any excess of the far value of the
consideraton given over the fair value of Wdentifiable net
assets acquired 1s recognised as goodwill Any deficiency in
consideratton given against the far value of the identfiable
net assets acquired 1s credited to profit or loss n the
consolidated income statement in the penod of acquisition

All intra-group transactions, balances, income and
expenses are elimmated on consolidation

Non-current assets held for sale

Non-current assets classified as held for sale are measured
at the lower of carrying amount and fair value less costs to
sell

Goodwill

Goodwill 1s recognised as an asset on the basis descnbed
in the above policy ‘Basis of consoldaton® and once
recognised 1s tested for impairment at least annually Any
mparrment 15 debited immediately as a loss in the
consoldated income statement and 1s not subsequently
reversed On disposal of a subsdiary the attnbutable
amount of any goodwill is Included 1n the determinatien of
the profit or loss on disposal

Goodwill ansing between 1 January 1998 and the date of
transition to IFRS 15 retained at the previous UK Generally
Accepted Accounting Prachce amount subject to testing for
imparment at that date Goodwill wntten off to reserves
pror to 1 January 1998, in accordance with the accounting
standards then in force, has not been reinstated and 1s not
included n determining any subsequent profit or loss on
disposal

Revenue recogrition

Revenue I1s measured at the farr value of the consideration
receved or recevable in respect of goods and serices
provided in the normal course of business net of VAT and
other sales related taxes Sales of goods are recognised
when the significant nsks and rewards of ownership of the
goods are transferred to the buyer and include contracted
sales in respect of which the contracted goods are avarlable
for collection by the buyer in the accounting penod  Income
from services Is accrued on a time basis by reference to the
rate of fee agreed with the buyer

Interest income 1s accrued on a time basts by reference to
the pnncipal outstanding and at the effective interest rate
applicable (which is the rate that exactly discounts
estimated future cash receipts, through the expected life of
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ACCOUﬂting pOIICieS (group) continued

the financial asset, to that asset's net camying amount)
Dwdend income s recognised when the shareholders’
nghis to receve payment have been established

Leasing

Assets held under finance leases and other similar
contracts are recognised as assets of the group at their far
values or, if lower, at the present values of minmum lease
payments and are deprecrated over the shorter of the lease
terms and their useful lives The corresponding liabilities are
inciuded n the bafance sheet as finance lease obligations
Lease payments are apportioned between finance charges
and a reduction in the lease obligation to produce a
constant rate of interest on the balance of the capital
repayments outstanding Hire purchase transactions are
dealt with similarly, except that assets are depreciated over
therr useful lives Finance and hire purchase charges are
charged directly against income

Rental payments under operating leases are charged to
income on a straight-ine basis over the term of the relevant
lease

Forergn currencies

Transactions in foreign currencies are recorded at the rates
of exchange ruling at the dates of the transactions At each
balance sheet date monetary assets and habilihes
denominated in foreign currencies are retranslated at the
rates of exchange prevaling at that date Non-monetary
assets and labilibes carmed at far values that are
denominated in foreign currencies are translated at the
rales prevaling at the dates when the farr values were
determined Gans or losses ansing on retranslation are
included in the net profit or oss for the penod, except for
exchange differences ansing on non-monetary assets and
labities, including foreign currency loans, which, to the
extent that they relate to investrnent in overseas operabons
or hedge the group's investment tn such operations, are
recognised directly in equity

For consolidation purposes, the asseis and habilties of any
graup enfity with a funchanal currency other than sterding
are translated at the exchange rate at the balance sheet
date Income and expenses are translated at the average
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rate for the penod unless exchange rates fluctuate
significantly Exchange differences ansing are classified as
equity and transferred to the group's franslation reserve
Such exchange differences are recognised as income or
expenses In the penod in which the entity 1s sold

Goodwill and farr value adjustments ansing on the
acquisition of an entity with a functional currency other than
sterling are treated as assets and habiities of that entity and
are translated at the closing rate of exchange

Borrewing costs

Borrowming costs incurred in financing construction or
installation of qualifying property, plant or equipment are
added to the cost of the qualifying asset, until such time as
the construction or installation 1s substantally complete and
the asset 1s ready for s intended use Borrowing costs
incurred in financing the planting of extensions to the
developed agncultural area are treated as expenditure
relating to biological assets untl such extensions reach
matunty All other borrowing costs are recogmsed in the
consolidated income statement of the pernod in which they
are incurred

QOperating profit

Operating profit 1s stated after any gan or loss ansing from
changes in the far value of biological assets (net of
expenditure relating to those assets up to the point of
matunty) but before investment income and finance costs

Retirement benefit costs

For defined benefit retirement schemes, the estmated
regular cost of provding for the benefits accruing adjusted
to reflect vanations from that cost 1s charged as an expense
as It 1s incurred The regular cost 1s calcutated so that it
represents a substantially level percentage of current and
future pensionable payroll Varations from regular cost
reflect actuanal losses or gans and are payable over a
recovery penod agreed with the scheme trustees

Provision 1s made for the present value of future amounts
payable to cover the group share of actuanal losses The
prowision Is reassessed at each accounting date, with the




difference on reassessment being charged or credited to
the consolidaied income statement In addition o the
adjusted regular cost for the penod

Taxation

The tax expense represents the sum of tax currently
payable and deferred tax Tax currently payable represents
amounts expected to be pad (or recovered) based on the
taxable profit for the penod using the tax rates and laws that
have been enacted or substantially enacted at the balance
sheet date Deferred tax 1s prowided on the balance sheet
labiity method on a non-discounted basis on differences
between the carmying amounts of assets and labiities in the
financial statements and the corresponding fiscal balances
used in the computation of taxable profits (temporary
differences) Deferred tax habihbes are generally
recogrnised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it 1s
probable that taxable profits will be available against which
deductble temporary differences can be utlised Such
assets and habiites are not recogmsed if the temporary
difference anses from goodwill or from the imitial recognition
of other assets or habibties in a transaction which affects
netther the profit for tax purposes nor the accounting
profits

The carrying amount of deferred tax assels 1s reviewed at
each balance sheet date and reduced to the extent that it
is no longer probable that sufficient taxable profits will be
avallable to allow all or part of the assets to be recovered

Deferred tax 1s calculated at the tax rates that are expected
to apply in the penods when deferred tax habilities are
settled or deferred tax assets are realised Deterred tax 1s
charged or credited in the consolidated income statement,
except when it relates to tems charged or credited directly
to equity, in which case the deferred tax s also dealt with in

equily
Brological assets

Biological assets compnse oil palm trees and nursenes, in
the former case from inttiad preparation of fand and planting
of seedlings through to matunty and the entire productive
Iife of the trees and in the latter case from planting of seed

through to field transplanting of seediings Biological assets
do not include the 1and upon which the trees and nursenes
are planted, or the buldings, equipment and other facilities
used In the upkeep of the planted areas and harvesting of
crops

The biological process commences with the ntial
preparation of land and planting of seedlings and ceases
with the delvery of crop in the form of fresh frut bunches
(‘FFB*") to the manufactunng process in which crude palm
ol and palm kernel are extracted from the FFB

Biological assets are revalued at each accounting date on a
discounted cash flow basis by reference to the FFB
expected to be harvested over the full remaining productive
Iife of the trees, applying an estimated produce value for
transfer to the manufactunng process and allowing for
upkeep, harvesting costs and an appropnate allocation of
overheads The estimated produce value 1s denved from a
long term average of hustonc crude palm ol prices buffered
so that the imphed movement in umit profit margin i any
year does not exceed 5 per cent, and further, so as to
restrict any impled change in unit profit margin n
confradiction of the trend in current margins  Assets which
are not yet mature at the accounting date, and hence are
not producing FFB, are valued on a similar basis but with
the estmated cost to complete planting and maintain the
assets to matunty being deducted from the discounted FFB
value

All expendiure on the bidlogical assets up to matunty,
including interest, 1s treated as an addition to the biological
assets Expenditure to matunty includes an allocabion of
overheads to the point that trees are brought into
productive cropping Such overheads include the cost of
the Indonesian head office, the cost of providing agncultural
buldings, equipment and vehicles, personnel costs, local
fees and general expenses

The vanation in the value of the biological assets in each
accounting period, after allowing for addibons to the
biological assets In the penod, 15 charged or credited to
profit or loss as appropnate, with no depreciation being
provided on such assets
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Accounting policies (group) o

Property, plant and equipment

All properly, plant and equipment s camed at ongtnal cost
less any accumulated depreciabon and any accumulated
imparrment losses Depreciation s computed using the
straxght ine method so as to wnte off the cost of assets,
ather than property and plant under construction, over the
estimated useful Ives of the assets as follows buldings -
20 years, plant and machinery - 5 to 16 years

Assets held under finance leases are depreciated over therr
expected useful lives on the same basis as owned assets
or, where shorter, over the terms of the relevant leases
The gain or loss on the disposal or retirement of an asset 1s
determined as the difference between the sales proceeds
and the carrying amount of the asset and is recogrused in
the consolidated income statement

Prepaid operating lease rentals

Payments to acquire leasehold interests i land are treated
as prepad operating lease rentals and amorhised over the
periods of the leases

Impairment of tangible and intangible assets excluding
goodwill

At each balance sheet date, the group reviews the camrying
amounts of its tangible and intangible assets to determine
whether there 1s any indication that any asset has sufiered
an imparrment loss If any such indication exists, the
recoverable amount of the asset is estmated in order to
determine the extent of the impaiment loss (if any} Where
the asset does not generate cash flows that are
independent from other assets, the group estmates the
recoverable amount of the cash-generating umit to which
the asset belongs An intangible asset with an indefinite
useful ife 1s tested for imparment annually and whenever
there 1s an indication that the asset may be impaired

The recoverable amount of an asset {or cash-generating
urit) s the higher of farr value less costs to sell and value
in use In assessing value In use, estimated future cash
flows are discounted to therr present value using a pre-tax
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discount rate that reflects current market assessments of
the tme value of money and those nsks speciiic to the
asset (or cash-generating unit) for which the estmates of
future cash flows have not been adjusted If the recoverable
amount of an asset (or cash-generating unit) I1s estimated
fo be less than its carmying amount, the carrying amount of
the asset (or cash-generating unit) 15 reduced to is
recoverable amount An imparment loss s recognised as
an expense immediately, unless the relevant asset 1s carned
at a revalued amount, in which case the imparrment loss 1s
treated as a revaluation decrease

Where an impairment loss subsequently reverses, the
camying amount of the asset (or cash-generating umt) 1s
increased to the revised estimate of its recoverable amount,
but s¢ that the increased carrying amount does not exceed
the carrying amount that would have been determined had
no imparment loss been recogmsed for the asset (or cash-
generating unit) in prior years A reversal of an imparment
loss 15 recognised as income immediately, unless the
relevant asset 1s carned at a revalued amount, In which
case the reversal of the imparment loss 1s treated as a
revaluation increase

Inventones

Inventories of agricultural produce harvested from the
biclogical assets are stated at the far value, less estimated
sale costs at the pont of harvest, of the FFB from which
the produce denves plus costs incurred in the processing of
such FFB (including direct labour costs and overheads that
have been incumed i bringing such inventones to therr
present location and condition) or at net realisable value if
lower Inventones of engineenng and other items are valued
at the lower of cost, on the weighted average methed, or
net realisable value For these purposes, net reahsable
value represents the estimated seling pnce less all
estmated costs of processing and costs incurred In
marketing, seling and distnbution

Financral instruments

Financial assets and labilities are recogrused in the group's
balance sheet when the group becomes a party to the




contractual provisions of the relative consttuent
instruments

Trade recevabiles

Trade receivables do not camry any interest and are stated
at nominal value as reduced by approprate allowances for
irrecoverable amounts

Note issues and bank borrowings

Mote issues and bank borrowings and overdrafts are
classified in accordance with the substance of the relative
contractual arrangements Finance costs are charged to
income on an accruals basis, using the effective interest
method, and comnpnse, with respect to notes, the coupon
payable together with the amortisation of note issuance
costs {which include any premiums payable on setlement
or redemption) and, with respect to bank borrowings and
overdrafts, the contractual rate ot interest together with the
amorhisabon of costs associated with the negotation of,
and compliance with, the contractual terms and conditions
Note 1ssues are recorded in the accounts at ther
redemption value, less the unamortised balance of Issuance
costs Bank borrowings and overdrafts are recorded as the
proceeds receved, the unamortised balance of costs 1s
included 1n non-current recewables

Trade payables

Trade payables are not interest bearing and are stated at
therr nominal value

Equity instruments

Equty instruments are classified accordng to the
substance of the relatve contractual arrangements An
equity instrurment 15 any contract that ewdences a residual
interest in the assets of the group after deductng all of is
habiites Equity instruments i1ssued by the company are
recorded at the proceeds receved, net of direct 1ssue
costs The preference shares of the campany are regarded
as equity instruments

Warrants

Warrants are stated at the amount of net proceeds after
deduction of issue costs Upon exercise, the carrying
amount 1s reclassified as part of the net 1ssue proceeds of
the ordinary shares ansing from such exercise and no gam
or loss I1s recognised

Policy evolution

The consohdated financial statements do not reflect the

following standards and interpretations which were in issue

at the date of approval of the statements but were not yet

effective

« 1AS1  ‘“Presentation of
paragraphs 124A-124C",

« IFRS7

+ |IFRS8 ‘*Operating segmenis”,

Financtal Statements,

“Financial instruments disclosure”,

= IFRIC7 *Applying the restatement approach under
IAS 29 ‘Financial reporting n hypennflahonary
economies’™,

- IFRIC 8 “Scope of IFRS 2",
« [FRIC 9 ‘Reassessment of embedded dernvatives”,
+ |FRIC 10 *Intenm financial reporting and imparment®;

~  IFRIC 11 MFRS2
transactions®,

group and treasury share

IFRIC 12 “Service concession arrangements”,

The directors anticipate that when the relevant standards
and Interpretations come into effect for periods
commencing on or after 1 January 2007 their adoption will
have no matenal mpact on the consoldated financial
statements save that additional disclosures may be required
in relation to capital and financial instruments
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Notes to the consolidated financial

statements

1 Revenue 2006 2005
£'000 £'000

Sales of goods \7,724 14,770
Revenue from services 109 174
17,833 14,944

Other cperating iIncome 5 6
Investment income 344 98
Total revenue 18,182 15,048

2 Segment information

In the table below, the group’s sales are analysed by gecgraphical ongin and the camying amount of segment net assets and additions fo
property, plant and equipment by geographical area of location No analyses are provided by business segment as the group has only one

business segment

2006 2005
£'m &'m
Sales by geographical market
United Kingdom 01 02
Europe - 06
Indonesia 136 88
Rest of Asia 41 53
178 149
Carrying amount of segment net assets by geographical area of asset location
United Kingdem and Europe 135 09
Indonesia 403 43 2
538 44 1
Additions to property, plant and equipment by geographical area of asset location
United Kingdom - 01
Indonesia 65 28
65 29
3 Profit before tax 2006 2005
£'000 £'000
Profit before tax has been armved at afier charging / (crediting)
Net foreign exchange losses / (gains) 503 (505)
Depreciation of property, plant and equipment 843 806
Amartisation of prepaid operating lease rentals 50 19
Auditors' remuneration for audit services 91 78

Amounts payable {o Deloitte & Touche LLP for the audit of accounts of associates of the company pursuant to legistation were £4,000

(2005 £41,000)

Amocunts payable to Deloitte & Touche LLP for other senvices pursuant te legislation were £351,000 (2005 £18,000) These have been

added to the capialised costs of the relevant transactions and relate wholly to carporate finance work
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3 Profit before tax - continued 2008 2005
£'000 £'000
Earnings before inlerest, 1ax, depreciabon and amorhsation and net miological gan
Operating profit 11,168 10,680
Depreciation and amortisation 893 825
Net biological gain {4.677) (4,133)
7,384 7.372
4 Staff costs, including directers 2006 2005
Number Number
Average number of employees (including executve directors)
Agncultural - permanent 2,849 2,383
Agricultural - temporary 1,042 632
Head office 6 6
3,897 3,021
2006 2005
£'000 £'000
Their aggregate remuneration compnsed
Wages and salanes 4,035 3,357
Social secunty costs 649 113
Pension costs 205 197
4,889 3,667
5 Investment revenues 2006 2005
£'000 £'000
Interest on bank deposits 344 98
344 98
6 Finance cosis 2006 2005
2'000 £'000
Interest on bank loans and overdrafts 2,043 1,302
Interest on convertible loan stock - 95
Interest on US dollar notes 1,081 Q4
Interest on steriing notes 105 -
Interest on other loans 33 168
Interest on obligations under finance leases 34 64
3,296 1,723
Amount included as additions to biological assets {1,960) (967)
Amount caplalised on acquisition (57 -
1,279 756
Cther finance charges 203 277
Exchange loss on repayment of long term intra-group foreign currency loans - 123
Exchange gain on repayment of preference shares held by minonty interests in a subsidiary (595) -
887 1,156
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Notes to the consolidated financial
Statements continued

6 Finance costs - continued

Amount included as additions to biclogical assets arose on the general pool of borrowings apphicable to the Indonesian operatons and
reflected a camtalisation rate of 44 7 per cent (2005 - 40 6 per cenf)

7 Tax 2006 2005
£'000 £'000

Current fax

UK corporation tax - -

Foreign tax 118 79

Total current tax 118 79

Deferred tax

Current year 3,062 3,244
Altnbutable 1o an increase in the rate of tax - -
Total deferred tax 3,052 3,244
Total tax 3 3,323

Taxahon 1s provided at the rates prevailing for the relevani junsdsction, which for the Umited Kingdom and Indenesia s 30 per cent The
charge for the year can be reconciled to the profit per the income statement as follows

2006 2005 2006 2005
% % £'000 £'000
Profit before tax 10,625 9,622
Tax at the standard rate 30 30 3,188 2,886
Tax effect of the following items

Expenses not deduclible in determiming taxable profit 1 2 145 177
Deferred tax asset not recognised - 1 {47) 80
Utihsation of tax losses not previously recogmsed - €)] - (65)
Non taxable ncome 3 m (370) (34)
Overseas withholding taxes 2 4 255 269
Tax expense at effective tax rate for the year 30 35 3,17 3,323
8 Dwidends 2006 2005
£'000 £000

Amounts recogrused as distnbutions fo equity holders
Preference dwidends of 9p per share 965 765
Ordinary dwdends - -
965 765

An intenm dmidend of 1p per ordinary share in lleu of final in respect of the year ended 31 December 2006 was paid on 8 February 2007
in accordance with 1AS10 “Events after the bakance sheet date” this dmdend has not been included in these financial staterments
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9 Earnings per share 2006 2005
£'000 £'000
Earmings for the purpose of basic eamings per share” 6,208 4,520
Interest on convertible loan stock (net of tax) - 66
Earnings for the purpose of diluted eam:ngs per share 6,208 4,686
* beng net profit atinbutable to ardinary shareholders
‘000 ‘000
Weighted average number of ordinary shares for the purpose of basic eamings per share 28,857 22,631
Effect of dilutve potenbal crdinary shares 1,666 4,784
Weighted average number of ordinary shares for the purpose of diuled eamings per share 30,523 27,415
10 Goodwll on acquisition of minonty nterest in subsidiary
£'000
Consideration
US dcllar notes 1ssued 10,728
Costs of acquisition 189
Total costs of acquisiton 10,927
Net book value of shares formerly held by minonties (4,011) i
Goodwill recognised on acquisition 6916 !
Goodwill on previous acquisitions not separately dentfied 192 '
Exchange differences (691}
Goodwill at end of penod 6,417

On 23 January 2006 RE A Hoaldings plc acquired a 12 3 per cent minonty interest in the 1ssued ordnary share capial of Makassar
Invesiments Limited, the parent company of REA Kaltm, for a consideration compnsing the issue of $19 million (£10 7 million) of 7 5 per
cent doflar notes 2012/14  The goodwill of £6 4 millon at the end of the penod 15 considered by the directors to be fully supported by their
view of the long-temm prospects for REA Kaltim

11 Biological assets 2006 2005

£'000 £'000
Beginning of year 68,192 51,765
Reclassification of expenditure in pnor years between land, plantations and other non-current assets (758) -
Additions to planted area and costs to matunty 10,113 5,860
Net biological gain 4,677 4,133
Exchange differences (9,012) 6,592
Transfers - 42
End of year 73,212 68,192

Net biological gain compnses

Gain ansing from movement in fair value atinbulable to physical changes 3,828 4,308

Gain/(loss) ansing from mavement in fair value attnbutable to pnee changes 252 (176)

Gain in relfation to pnor year reclassification 597 - |
4,677 4,133 |
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Notes to the consolidated financial
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11 Buwological assets - contnued

The nature of the group's bwlegical assets and the basis of determination of therr far value s explaned under *Biological assets” in
*Accounting policies {group)” The key assumptions used in the valuation are a discount rate of 17 5% (2005 19%) and a twenty year
average CPO pnce of $402 per tonne , FOB Samannda (2005 - ten year average of $413 per tonne)}

At the balance sheet date, biological assets of £65,706,000 (2005 - £65,230,000) had been charged as secunty for bank loans (see note
19) but there were otherwise no restnctions on titles to the biological assets (2005 ~ nane)  Outstanding commitments for the development
of mmature areas amounted to £9,467,000 (2005 - £8,570,000)

The crop of oll palm fresh frut bunches for 2006 amounted to 334,076 fonnes (2005 - 313,355 tonnes)  As a general rule, all palm
products produced by the group are sold for immediate delivery but on accasions, when market condilions appear favourable, the group
makes forward sales When making such sales, the group would not nomally commit more than 60 per cent of its projected preduction for
a forthcoming pernod of twelve months

12 Property, plant and equipment Buildings Plant, Construction Total
and structures equipmeni N progress
and vehicles
£000 £'000 £'000 £'000

Cost

Beginning of year 2,186 9,354 2,434 13,974

Reclassifications 25 4 (32) (3)
Addiions 53 464 5,954 6,471

Exchange differences (323) (1.147) (542} {2,012)
Disposals - (16) - (16)
Transfers 971 129 (1,100) -
End of year 2,912 8,788 6,714 18,414

Accumulated depreciation

Beginning of year 398 3,01 - 3,409
Charge for year 102 741 - 843
Exchange differences (54) (384) - (438)
Eliminated on disposals - (15) - (15)
End of year 446 3,363 - 3,799

Carrying amount
End of year 2,466 5,435 5,714 14,615

Beginning of year 1,788 6,343 2,434 10,565

At the balance sheet date, the boak value of finance leases, included in property, plant and equipment was £571,000 (2005 - £1,028,000)

At the balance sheet date, the group had entered fo confractual commutments for the acquisiion of property, plant and equipment
amounting to £118,000 (2005 - £3,700,000)
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18 Prepad operating lease rentals 2006 2005

£'000 £'000
Cost
Beginming of year 726 335
Reclassification of expendiure mn prior years between land, plantatons and other non-current assets 750 ~
Additions 1,539 332
Exchange differences (259) 59
End of year 2,756 726
Accumulated depreciation
Beginning of year 65 41
Relating te the reclassification of expenditure in pnar years 10 -
Charge for year 50 19
Exchange differences (12) 5
End of year 113 65
Carrying amount
End of year 2,643 661
Beginning of year 661 294

Land titie cerificates have been obtained in respect of areas covenng 35,216 hectares The land registry survey of a further area of 10,200
hectares has been completed and a land dile certificate for this area 15 awaited

14 Subsidanes

A st of the pnncipal subsidianes, including the name, country of incorporation and proportion of ownership 15 given in note (i) to the
company's indwidual financial statements

Borrowangs tncurmed by PT REA Kaltm Plantations (*REA Kaltim”) restnct the payment of interest on loans by group companies to REA
Kaltim to 2 75 per cent over Singapore Inter Bank Offered Rate and imit the payment of dvidends to a proportion of REA Kalbm's annual
profit after tax

15 Inventones 2006 2005
£'000 £'000
Agncuttural products 477 807
Engineenng and other operating inventory 2,123 1,210
2,600 2,017
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16 Trade and other recervables 2006 2005
£'000 £'000
Due from sale of goods 1,040 1,889
Prepayments and advance payments 243 474
Deposils and other receivables 739 481
2,022 2,854

Sales of goods are normally made on a cash against documents basis with an average credit penod of 25 days (2005 - 24 days) The
directors consider that the carrying amount of trade and other recevables approximates their fair value
17 Cash and cash equwvalents

Cash and cash equivalents compnse cash held by the group and short-term bank deposits with a matunty of one month or less

18 Fnancial instruments and nsk management

Financal insturments

The group's financial iInstruments compnse preference shares, borrowings, cash and liquid resources, and in addition, certain debtors and
crediiors which anse from its operations The main purpose of these financial nstruments 15 to raise finance for, and facilitate the conduct
and expansion of, the group's agncultural operations The table below provides an analysis of the book values and far values of financial
assets and habilities, excluding debtors and credifors, as at the balance sheet date

2006 2006 2005 2005

Book value Farr value  Book value Farr value

£'000 £'000 £000 £'000

Cash and deposits 19014 19,014 5007 5,007
Debt - within one year (10,969) (10969) (2,180) (2,180)
Debt - after more than one year (9.821) (9,821) (19,913) (19913)
Finance leases a7y (71) (544) (544)
US dollar notes {14,953) (13776} (2,852) {(2,891)
Sterling notes {13,984) (15,000) - -
Net debt — book value/far value (30,884) (30,723) (20,482) (20,521}
Preference shares (11,450 (12,824) (8,503) (8.503)

(42,334) (43547) (28,985) (29,024)

The farr values of the US dollar notes, sterling notes and the preference shares reflect the last prices at which transactions in ihose
instruments were effected pnor to the year end

The main nsks ansing from the group's financial Instruments are credit nsk, hquidity nsk, interest rate nsk and forergn currency nsk The
board reviews and agrees policies for managing each of these nsks These policies have remained unchanged since the beginning of the
year

Credit nsk

The directors consider that the group 1s not exposed to any major concentrations of credit nsk Deposits are made by the group only with

banks with high credit ratings  Sales of goods are made against documents The maximum credit nsk exposure of the group's financial assets
at 31 December 2006 1s represented by the amounts reporied under the coresponding balance sheet heading
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18 Ftnancial instruments and risk management - continued
Liquidity nisk

The matuniy analysis for each calegory of financial lability 15 disclosed n its refated note The company’s preference shares are not
redeemable

The directars’ policy in regard to the capital structure of the group 1s to maximise returns to holders of the company's ordinary shares by
meeting a proportion of the group's funding needs with pnor charge capital and borrowings, either from banks or the public debt market,
having a matunty profile which 1s suited 1o the assets that such capital 1s financing In this context, they consider that the preference share
capital, whilst expensive 1o service, s a valuable component of the group's prior charge capital in that it provides relatively low nsk permanent
capital

Recognising thal oil palm plantings take nearly four years from nursery planting to matunty and then a further period of three to four years
to full yield, the directors therefore seek to structure the group's barrowings so that shorter term bank debt 1s used only o finance working
capital requirements while debi funding for the group's development programme 1s sourced from 1ssues of medium term listed debt securthes
and borrowings from development mshtutions

Considerable pregress in realising this policy objective has been made with 1ssues in 2006 of stering and US dollar notes, and the later issue
of sterling notes in January 2007 referred 1o n note 38

Market nisk — interest rates and foreign currency

The directors’ policy as regards interest rates 1s to borrow whenever possible at fixed interest rates, but where borrowings are raised at
floating rates the direciers would not normally seek to hedge such exposure The sterling notes and the US dollar notes carry interest at fixed
rates of, respectwvely, 9 5 and 7 5 per cent per annum  fn addition, the company's preference shares are entifled 1o a fixed annual dividend
of @ pence per share

Interest going forward 1s payable on drawings under the Indonesian consortium loan facilities at a floating rate equal to 3 per cent per annum
over Singapore inter Bank Offered Rate A one per cent increase in the floating rate of inlerest payable on these drawings as at 31
December 2006 would result n an annual cost to the group of approximately £210,000

The group regards the US dollar as the functional currency of mast of its operations and seeks to ensure that, as respects that proportion
of its nvestment n these operations that 1s met by borrowings, it has no currency exposure against the US dollar  Accordingly, where
borrowings are incurred 1n a currency other than the US dollar, the group endeavours to cover the resultant currency exposure by way of a
debt swap or other appropriate currency hedge The group does not cover the currency exposure in respect of the component of the
investment that i1s financed with steding denominated equity  The group's policy 15 to maintain imited balances in sterling sufficient to meet
its projected sterling expendiiure for a penod of between six and twelve months and a balance in Indones:an rupiahs sufficient for its
immediate Indonesian rupiah requirements but, otherwise, to keep all cash balances in US dollars

At 31 December 2006 there were no contracts outstanding for the forward purchase and sale of foreign currencies Subsequent to the year
end, the group has eniered into a cross currency interest rate swap as detalled in note 38
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19 Bank loans 2006 2005
£°000 £'000
Bank loans 20,790 22,093

The borrowings are repayable as follows

On demand or wathin one year 10,969 2,180
In the second year 2,934 3,343
In the third to fifth years inclusive 6,887 16,670
After five years - -

20,790 22,093
Amount due for settlement within 12 months (shown under current habnities) 10,969 2,180
Amount due for settlement after 12 months 9,821 19,013

20,790 22,093

All bank loans are denominated in US dollars and are at floaling rates, thus exposing the group to interest rate nsk The weighted average
interest rate in 2006 was 9 O per cent (2005 - 4 7 per cenf) The bank loans are secured on substantially the whole of the assets and
undertaking of PT REA Kaltim Plantations and are the subject of an unsecured guarantee by the company

20 Stering notes

Sterling loan notes compnse £15 millon nominal of 9 § per cent guaranteed sterling notes 1ssued for cash by the company’s subsidiary, REA
Finance BV, on 4 December 2006 at a price of 98 33 per cenl of par Unless previously redeemed or purchased and cancelled by the
1ssuer, the notes are repayable in three equal instaiments commencing on 31 December 2015

If a person or group of persons acting in concert obtains the nght to exercise more than 50 per cent of the voles that may generally be cast
at a general meeting of the company, each holder of stering notes has the nght 1o require that the stering notes held by such holder be
repaid at 101 per cent of par, plus any interest accrued thereon up to the date of completion of the repayment

21 US dollar notes

The US dollar notes compnse US$30 million nominal of 7 & per cent dollar notes 2012/14 of the company Unless previcusly redeemed

or purchased and cancelled by the company, the notes are redeemable in three equal annual instalments commencing on 31 December
2012

The movement dunng the year was

Uss

At beginning of year 4,972,281
Issued on acquisihan of 4,244 shares in Makassar Investments Limited 19,000,000
Issued for cash 6,027,718
30,000,000

The company’s US doltar notes are designated as a hedge of the translaton exposure In respect of an equwvalent amount of net assets of
subsidianes whose functional currency 1s the US dollar
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21 US dollar notes - continued

Pursuant to a supplemental nghts agreement dated 23 January 2006, the holders of $18 millon neminal of dollar notes i1ssued as
consideration for the acquisition of a minonty shareholding in Makassar tnvestments Limited have the nght, exeraisable under certain Imited
circumstances, to require the company to purchase those dollar notes at a pnce equal to the aggregate of the nominal amount of the notes

being purchased and any interest accrued thereon up to the date of completion of the purchase  Such crcumstances include a matenal
disposal of assets by the group or a person or group of persons acting in concert obtaining the nght to exercise more than 50 per cent of

the votes that may generally be cast at a general meeting of the company

22 Deferred tax 2006 2005
£'000 £'000
Analysis for financial reperting purposes
Deferred tax labilities 16,961 17,372
Deferred tax assets 5,445 5,619
Net position 11,516 11,763
Movement in the net deferred tax position dunng the year £'000
Beginning of year 11,7563
Charge to income for the year 3,051
Charge to equity for the year (1,040}
Exchange differences (2,248)
Effect of change in tax rate -
End of year 11,516

The following are the major deferred tax labilties and assets recognised by the group and the movements therecn durng the year and

preceding year

Deferred tax habilities Accelerated  Convertible Income”  Exchange® Total
tax depreciation  loan stock

£'000 £'000 £'000 £'000 £'000
At 1 January 2005 13,347 160 1,021 443 14,971
Charge to scome for the year 1,483 (10) 107 (225) 1,365
Charge to equity for the year - (150} - (218) (368)
Exchange differences 1,400 - 14 - 1,414
At 31 December 2005 16230 - 1,142 - 17,372
Charge to income for the year 1,625 - 269 - 1,794
Charge to equily for the year - - - - -
Exchange differences {2,068) - (137 - {2,205)
Al 31 December 2006 15,687 - 1,274 - 16,961

* mcluded as incame or recognised gains for reporting purposes but not yet charged $o tax
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22 Deferred tax - continued

Deferred tax assets Lower tax Expenses” Tax Exchange" Total
depreciation losses

£'000 £'000 £°000 £'000 £'000
At 1 January 2005 9 1,300 5,946 387 7,642
Charge to income for the year 8) 159 (2,040) - (1,889)
Charge to equity for the year - - - (387) (387)
Exchange differences - 102 151 - 253
Al 31 December 2005 1 1,561 4,057 - 5619
Charge to income for the year 13 485 (1,755) - (1,257)
Charge to equity for the year - - 1,040 - 1,040
Exchange differences - (13) 56 - 43
At 31 December 2006 14 2,033 3,398 - 5,445

“ included as costs or recognised losses for reporting purposes but not yet allowed for tax

Al the balance sheet date, the group had unused tax losses of £11 3 million {2005 - £13 & million) avadlable to be applied agamst future
profils A deferred tax asset has been recognised in respect of £3,398,000 (2005 - £4,057,000) of these losses

At the balance sheet date, the aggregate amount of temporary differences associated with undistnbuted earnings of subsidianes for which
deferred tax labikties have not been recognised was £1,300,000 (2005 - £870,000) No habdity has been recogrised in respect of these
differences because the group 15 In a pasition to control the reversal of the femporary differences and 1t 1s probable that such differences wil
not significantly reverse in the foreseeable future

The deferred tax asset in respect of tax losses assumes that losses for tax purposes incurred by PT REA Kaltim Plantations i Indonesia may
be carned forward for eight years

The proposed reduction in UK corporation tax from 30% to 28% (for 2008/2008) 15 not estmated to have a matenal effect on the UK
component of deferred tax batances

23 Obligations under finance leases 2006 2005

Minimum lease payments
Amounts payable under finance leases

Withint one year 176 389

In the second to fifth years inclusive 18 199
194 588

Less Future finance charges 23 44

Present value of lease obligations 171 544

Representing

Amounts payable under finance leases

Wiihin one year 154 354

In the second to fifth years inclusive 17 180

Present value of lease obhgations 171 544
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23 Obligations under finance leases - continued 2006 2005

£'000 £'000

Amount due for setilement within 12 months (shown under current liabilities) 154 354
Amount due for setllement after 12 months 17 190
171 544

The group leases certain items of plant and equipment under finance leases The average lease term is 1 Yo 2 years (2005 - 3 to 4 years)
Interest rates are fixed at the contract rate The average borrowing rate for the year was 10 O per cent (2005 - 10 5 per cenf) All leases
are on a fixed repayment basis and no arrangements have been entered into for contingent rental payments Most lease obligations are
denominated in Indenesian rupiahs Obligations under finance leases are secured by the lessor's charge over the leased assets

24 Qther loans and payables 2006 2005
£'000 £'000
Retirernent benefit abligatians 1,995 1,851
1,695 1,851

The amounts are repayable as follows

On demand or within one year 202 149
In the second year 198 328
In the third to fifth years inclusve 570 455
After five years 1,025 918

1,995 1,851
Amount due for settlement within 12 months (shown under current habilities) 202 149
Amounts due for settlement after 12 months 1,793 1,702

1,995 1,851

Amounts of habiities by currency

Sterling 1,675 1,669
US dollars - -
Indonesian rupiah 320 182

1,995 1,851

The drectors esbmate that the farr value of the other loans and payables approximates theur carrying value

25 Trade and other payables 2006 2005

£'000 £'000
Trade purchases and ongoing costs 2,639 1,735
Other tax and social secunty 203 273
Accryals 1,178 551
Other payables 285 4,563

4,305 7,122

The average credi penod 1aken on trade payables 1s 59 days (2005 - 108 days)

The directors estimate that the fair value of {rade payables approximates their carrying value
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26 Share capital 2006 2005
£'000 £°000
Authonsed
14,500,000 - 9 per cent cumulative preference shares of £1 each (2005 - 11,500,000) 14,500 11,500
41,000,000 - ordinary shares of 26p each (2005 - 38,000,000) 10,250 9,500
24,750 21,000
Issued and fully pad
11,448,624 - 9 per cent cumulative preference shares of £1 each (2005 - 8,502,631} 11,450 8,503
31,073,856 - ordinary shares of 25p each (2005 - 25,140,0485) 7.768 6,285
19,218 14,788

The preference shares entifle the holders thereof 1o payment, out of the profits of the company available for distnbution and resolved to be
distnbuted, of a fixed cumulatve preferential dwidend of @ per cent per annum on the nominal value of the shares and to repayment, on a
winding up of the company, of the amount paid up on the preference shares and any arrears of the fixed dwdend in pronty to any distnbution
on the ordinary shares Subject to the nghts of the holders of preference shares, holders of ordinary shares are entitled to share equally with
each other in any dwvdend pad on the ordinary share capilal and, on a winding up of the company, 1n any surplus assets available for
distnbution among the members

Changes in share capiial

on 22 February 2006, 1,372,000 ordinary shares were 1ssued, fully paid, by way of a placing at 260p per share to Mirabaud Pererre
Nominees Limited,

on 18 Apnl 2006, the authonsed share capital was increased from £21,000,000 to £24,750,000 by the creation of 3,000,000 new
ordinary shares of 25p each and 3,000,000 new 9 per cent cumulative preference shares of £1 each,

on 19 Apnl 2006, 2,828,000 ordinary shares were 1ssued, fully pad, by way of a placing and open offer at 280p per share and
3,000,000 9 per cent preference shares were 1ssued, fully pad, by way of placing at £1 05 per share,

on 22 June 2006, 185,000 ordinary shares were issued, fully paid, on exercise by a directar's share aption at 44 4175 per share,
on 7 August 2006, 153,400 ordwmary shares were issued, fully paid, in satsfaction of the exercise of warant nghts of which 132,400
were 1ssued against subscnptions in cash at 60p per ordinary share and 21,000 against surrender of 12,600 preference shares,

on 11 September 2006, 757,458 ordinary shares were issued, fully paid, in satisfachon of the exercise of warrant nghts of which
740,210 were 1ssued aganst subscnptions in cash at 60p per ordinary share and 17,248 against surrender of 10,349 preference
shares,

on 9 October 2006, 371,918 ordinary shares were issued, fully pad, in satisfaction of the exercise of warrant nghts of which 321,822
were 1ssued aganst subscnphions in cash at 60p per ordinary share and 50,096 against surrender of 30,058 preference shares, and

on 20 Qclober 2006, 266,031 ordinary shares were issued, fully pad, in satsfaction of the exercise of warrant nghts against
subscnptions in cash at 60p per ordinary share

Further detals of the director's share ophions are disclosed in the unaudited part of the directors’ remuneration report, as required by
IFRS 2 *Share-based payment"
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27 Capital reserves Share Warrant Capital Speciat

premium reserve’  redemphion reserve
account reserve
£'000 £000 £'000 £'000
Beginning of year 2,627 1,162 3,240 -
Issue of new ordinary shares 9,870 - - -
Issue of new preference shares 150 - - -
Expenses of 1ssue (634) - - -
Exercise of warrants 1,705 (1,162) - -
Exercise of share options 37 - - -
Reduction of capitat (2,.760) - (3,240) 6,000
Transfers - - - (4,108)
End of year 10,995 - - 1.892

* See note 28

Pursuant to a reduction of capital confirmed by the High Court and effective on 17 May 2006, the company’s capital redemption reseve
was cancelled and the amount standing to the credit of the company's share premium account was reduced by £2,760,334, as a resulf the
sum of £6,000,000 was credited to a special reserve Since that date, the company has issued fresh capital of £4,108,450 and, as
permitted under the terms of the undertaking given to the High Court, has transferred an equwalent sum from special reserve to the
company’s profit and loss account

28 Warrants 2006 2005
MNumber in 1ssue - 1,548,807
Premium - £1,162,000

At 31 December 2005, there were 1548807 warrants outstanding, having an i1ssue premium of £1,162000 Each warrant formerdy
entitled the holder on 31 July in each year untl 2013 to acquire one new ordinary share of 26p at a pnce of 73 Bp, by subscnption of that
amount i cash or by surender of 0 735 9 per cent cumulatve preference shares of £1 each  Pursuant to a resclution of warrant holders
passed on 18 Apnl 2006, the terms of the warrants were amended by reducing the warrant exercise pnee from 73 Bp to 80p (so that each
warrant entitled the holder to subscabe one ordinary share at a pnce of 60p either by payment of 60p in cash or by surrender of O 60
preference shares), adding two further warrant exercise dates (namely 31 August 2006 and 29 September 2006) and shortening the penod
dunng which each warrant holder could exercise his warrant nghts, to the extent that a holder of warrants did not exercise his warrant nghts
on or before 29 September 2006, his warrants would be exercised on his behalf in October 20086, the resultant ord:nary shares sold and
the net proceeds of sale, after deduction of the cost of subscnbing such ordinary shares, distnbuted to him New ordinary shares 1ssued
during 2006 pursuant to the exercise of warrant nghts are detaled in note 26

Cerlain related parties were interested in the amendment of the terms of the warrants by virtue of their holdings of warrants  Those partes,

the nature of their relationships with the company, therr holdings of warrants at 18 Apnl 2006 and the benefits accruing to them on the basis
of the reduction in exercise pnce were as follows
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28 Warrants - conbnued

Holding Benefit
£'000
Emba Holdings Limited (substantial shareholder} 41,420 6
J M Green-Armytage (director) 21,000 3
R M Robinow (director} 18,500 2
Mrs P E Robinow (wafe of director} 18,000 2
V S Robinow 1986 Settlement (director’s family setflement) 80,500 11
179,420 24
29 Translation reserve
€000
Beginning of year (5,858)
Exchange difference ansing on franslation of overseas operations dunng the year (5,665}
End of year (11,523)
30 Retaned eamings
£'000
Beginning of year 21,668
Profit for the year 6,208
Transfer from special reserve 4,108
Share based payment - deferred tax credit taken directly o equity 966
End of year 32,950
31 Minonty interest
£'000
The pnncipal components of the reduction m minonly interests consist of
Share of 2006 profit after taxation 281
Proceeds of issue of new share capital in subsidianes to minenty shareholders 110
Liguidation distribution to preference shareholders in a subsidiary (2.304)
Exchange translation differences (276)
Acguisibion of 12 3 per cent of share capital of Makassar Investments Limited (4,011}
Reduction (6,200)
Beginring of year 6,506
End of year 306
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32 Reconcihation of operating profit to operating cash flows 2006 2005
£'000 £'000
QOperating profit 11,168 10,680
Depreciation of property, plant and equipment 843 806
Amortisatbion of prepaid operating lease rentals 50 19
Amortisation of sterling and US dollar note 1ssue expenses 3 -
Biological gan (4677) (4133)
Gain on disposal of property, plant and equipment - 6}
Loss on disposal of investment - 9
Operating cash flows before movements in working capital 7415 7376
Increase i inventones (762) (116)
Decrease / (increase)} in recewvables 542 (647)
(Decrease) / increase in payables (1,454) 2933
Exchange transtation differences 125 (505)
Cash generated by operations 5866 9,041
Taxes paid {(119) (59)
Interest paid (1.482) (1.008)
Net cash from operating actvities 4,265 7.974

Additons to property, plant and equipment dunng the year amounting to £mil (2005 - £184,000) were financed by new finance leases

Cash generated by operations m 20086 of £5,866,000 has been reduced by the payment of US$6,000,000 (£3,225,000) made in February
2006 as a part of a setflement with Mr M E Zukerman and his associated interests of clasms for additional nterest on former loans, and for
fees for past services and financial support, to REA Kaltim, a member of the group The settlement liability was accrued as at 31 December

2005

33 Movement in net borrowings 2006 2005
£'000 £'000

Change n net borrowings resulting from cash flows
Increase in cash and cash equmvalents 14,712 3,742
Increase n borrowings (1,478) (4,423)
13,234 (681)
Issue of US dollar notes less expenses (2,927) (2,745)
Issue of US dollar notes for the acquisition of minonty wterest in a subsidiary {10,729) -
Issue of sterling notes less expenses (13,984) -
Lease repayments 329 -
Interest charged less paid on convertible loan stock and US dollar notes - (35)
Conversion of convertible loan stock - 2,367
New leases - (10
{14,077) {1,104}
Currency translation differences 3,675 {1,967)
Net borrowings at beginning of year (20,482) (17,411}
Net borrowings at end of year {30,884) (20,482
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Notes to the consolidated financial
StatementS continued

34 Pensions

The company 1s the pancipal employer of the R E A Pension Scheme (the “Scheme”) and a subsidiary company 1s a participating employer
The Scheme i1s a multi-employer cantnbutory defined benefit scheme with assets held in a trustee-administered fund, which has participating
employers cutside the group The Scheme 1s closed to new members

As the Scheme 1s a mulli-employer scheme, in which the employer 1s unable to identify its share of the underying assets and liabihlies
{because there 1s no segregation of the assets) and does not prepare valuations on an IAS 19 basis, the group accounts for the Scheme as
if 1t were a defined contnbution scheme

A non-IAS 19 valuation of the Scheme was last prepared, using the attained age method, as at 31 December 2005 This method was
adopted n the previous valuation, as at 1 January 2003, as this was considered the appropnate method of calculating future service benefits
as the Scheme 1s closed to new members At 31 December 2005 the Scheme showed an overall shortfall in assets (deficit), when measured
against the Scheme's technical provisions, of £3,579,000 The technical prowsions were calculated using assumptions of an annual
wnvesiment relum of 6 1 per cent pre-retrement and 4 7 per cent past-retrement, an annual increase in pensicnable salanes of 3 75 per
cent and an annual increase in present and future pensions of 2 75 per cent In respect of accruals to 31 December 2005 and 2 5 per cent
thereafter The rate of increase in the retail pnce index was assumed to be 2 75 per cent It was further assumed that both non-retired and
retired members’ mortality would reflect PAS2 tables with short cohort improvements and that members would take the maximum cash sums
permitted on retirement from Apnl 2006 Had the scheme been valued at 31 December 2005 using the projected unit method and the same
assumptions, the overall deficit would have been similar The next actuanal valuation i1s due at 31 December 2008

The Scheme has agreed a statement of funding pnnciples with the pnncipal employer and has also agreed a schedule of contnbutions with
the principal and parbcipating employers covenng normal contributions which are payable at a rate to cover future service benefits under the
Scheme The Scheme has further agreed a recovery plan with the employers which sets out the basis for the recovery of the deficit shown
by the 31 December 2005 valuaton through the payment of quarterly additional contnbutions aver the penod from 1 January 2007 to 31
December 2015, after taking account of the additional contnbutions pard m 2006 under the 1 January 2003 valuation

The normal contnbulion rate payable by the group from 1 January 2007 15 24 9 per cent (2006 and 2005 - 20 9 per cent) of pensionable
salanes The additbonal contnbution apphcable o the group for 2006 was £148,800 (2005 - £141,600) and in 2007 the additional annual
contnbution will nse to £206,000 The total for the penod from 2007 to 2015 15 £2,073,900 A liability of £1,675,000 (2005 - £1,669,000)
for these additional contnbutions adjusted for the tme value for money and an equal expense in profit or loss has been recognised within
retrement benefit obligations (see note 24}

35 Related party transactions

Transactions between the company and its subsidianes, which are related parlies, have been eliminated on consolidation and are not
disclosed In this note Transactions between the company and its subsidianes are dealt with in the company's indvidual financial statements
The remuneration of the directors, who are the key management personnel of the group, 1s set out below in aggregate for each of the
categones specsfied in IAS 24 “Related party disclosures” Further information about the remuneration of, and fees paid in respect of semvices
provided by, individual directors 1s provided in the audited part of the *Directors’ remuneration report”
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35 Related party transactions - continued 2006 2005

£'000 £'000

Short term benefits 605 578
Post employment benefits 39 38
Other long term benefits - -
Termination benefits - -
Share-based payments - -
644 616

The interests of related parties m the amendment to the terms of the company's former warrants 1s set out in note 28

36 Rates of exchange 2006 2006 2005 2005

Closing Average Closing Average
Indonesia rupiah to pound stering 17,679 16,981 16,907 17,756
US dollar to pound sterling 196 186 172 182

37 Settlement of Iitigation

As disclosed in previous financial statements, the company and ceriain of sits direclors and subsidianes were for some years the object of
actual and threatened legal proceedings by interests associated with Mr M E Zukerman (the “MEZ group™)  The proceedings were settled
on 23 January 2006 Pursuant to the litgation settlerent, the group paid US$6 miilien to the MEZ group as additional interest on former
foans to the company's subsidiary, PT REA Kaltim Plantations, and in setttfement of vanious claims by the MEZ group for fees for past
services and financal support, and the company acquired the 12 3 per cent minonty interest in the 1ssued ordinary share capital of the
company’s subsichary, Makassar Investments Limited, then owned by the MEZ group for a consideration compnsing the 1ssue by the
company to the MEZ group of $19 millien nominal of 75 per cent US dollar notes 2012/14  The financial effect of the acquisition of
12 3 per cent of the equity of Makassar Investments Limited i1s descnbed in note 10 A settlement payment of $6 million o the MEZ group
15 referred to in note 32

38 Post balance sheet events

An intenm dvidend of 1p per ordinary share in lieu of final n respect of ihe year ended 31 December 2006 was pad on 9 February 2007
In accordance with IAS10 “Events after the Balance Sheet Date” this dvidend has not been included in these financial statements

On 24 January 2007 the company's subsidiary, REA Finance BV, issued a further £7 million nominal of 9 & per cent guaranteed sterling
notes 2015/17 at a pnce of 99 6574 per cent of par This i1ssue ranks pan passu in all respects with the previous 1ssue of £15 millon nominal
referred to in note 20 The group has also entered mto a cross currency interest rate swap to convert the sterling proceeds of the 1ssue of
£22 milion nominal of the sterling notes into US dollars and to prowde a hedge against the currency nsk of the continuing liability represented
by the stering notes

It was announced on 1 May 2007 that the company had arranged to place 1,500,000 new ordinary shares {“placing shares”) at 450p per
share The placing is conditicnal upon admission of the placing shares to the Official List of the Financial Services Authonty and o trading
on the London Stock Exchange's market for isted securies It 1s expected that admission will become effective and that dealings in the
placing shares will commence on 8 May, 2007 The placing shares will upon 1ssue rank pan passu in all respects with the existing ordinary
shares of REA The proceeds from the placing shares are estimated to amount to £6 5 millon (net of expenses of £250,000}
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Auditors’ report (company)

Independent auditors’ report to the members of
REA. Heldings plc

We have audited the parent company financial
statements of RE.A. Holdings plc for the year ended 31
December 2008 which compnse the balance sheet, the
movement n total shareholders’ funds, the statement of
recognised gains and losses, the accounting policies and
the related notes (1} to {xw) These parent company
financial statements have been prepared under the
accounting policies set out therein

We have reported separately on the group financial
statements of R E.A. Holdings plc for the year ended 31
December 2006 and on the information in the directors’
remuneration report that 1s descnbed as having been
audited

This report 1s made solely to the company's members, as
a body, in accordance with section 235 of the
Companies Act 1985  Our audt work has been
undertaken so that we might state to the company's
members those matters we are required to state to them
in an auditors' report and for no other purpose To the
fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company
and the company's members as a body, for our audit
work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The drrectors' responsibilities for prepanng the Annual
Repor, the directors’ remuneration report and the parent
company financial statemenis n accordance with
applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted
Accounting Practice) are set out in the statement of
directors’ responsibilities
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Our responsibilty s to audi the parent company
financial statements and the part of the directors’
remuneration report to be audited In accordance with
relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland)

We report io you our opinion as to whether the parent
company fimancial statements give a true and far view
and whether the parent company financial statements
have been properly prepared In accordance with the
Companies Act 1985 We also report to you whether in
our apinion the direclors’ report 1s consistent with the
parent company financial statements The information
given in the diectors’ reporl includes that specific
information presented in the review of the group thal 1s
cross referred from the principal activities and business
review section of the directors' report

In addiion we report to you if, in our opimon, the
company has not kept proper accounting records, if we
have not recewved all the information and explanations
we require for our audit, or If Information specified by law
regarding directors' remuneration and other transactions
1s not disclosed

We read the other mformation contained in the annual
report and consider whether 1t 15 consistent with the
audited parent company financial statements The other
information compnses only the directors’ report, the
chairman's statemeni and the review of the group We
consider the wmplications for our report If we become
aware of any apparent misstatements or matenal
inconsistencies with the parent company financial
statements Qur responsibilities do not extend to any
further information outside the annual report.

Basis of audit opinion

We conducted our audit in accordance with International
Siandards on Auditing (UK and Ireland) 1ssued by the




Auditing Practices Board An audit includes examination,
on a test basis, of evidence relevant to the amounts and
disclosures in the parent company financial statements
It also includes an assessmeni of the significant
estimates and judgments made by the directors in the
preparation of the parent company financial statements,
and of whether the accounting policies are appropnate
to the company's circumstances, consistently applied
and adequately disclosed

We planned and performed our audit so as to obtain all
the information and explanattons which we considered
necessary in order to provide us with sufficient evidence
to gwve reasonable assurance that the parent company
financial statements are free from matenal misstatement,
whether caused by fraud or other irregularity or error In
forming our opinion we also evaluated the overall
adequacy of the presentation of information in the parent
company financial statements

Opinion

In gur opinion

+ the parent company financial statements give a true
and farr view, in accordance with United Kingdom
Generally Accepted Accounting Practice, of the
state of the company's affars as at 31 December
2008,

»  the parent company financial statements have been
properly prepared n accordance with the
Companies Act 1985, and

* the information gwven in the directors’ report 1s
consistent with the parent company financial
statements

T De@boe <Dovedernt
DELOITTE & TOUCHE LLP
Chartered Accountants and Registered Auditors
London, England
2 May 2007
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Company balance sheet

as at 31 December 2006

2006 2005

Note £'000 £000
Fixed and non-current assets
Investments () 46,537 12,015
Deterred tax asset {v) 2,728 -

49,265 12,015

Current assets
Debtors (D] 5,130 13,515
Cash 311 1,738
Total current assets 8,241 15,253
Creditors amounts faling due within one year () (935) (787}
Net current assets 7,306 14,466
Total assets less current habihties 56,671 26,481
Creditors amounts falling due after more than one year
US dollar notes ) (14,951) (2,850}
Prowsion for liabilities and charges v) (1,148) (105)
Net assets 40,472 23,526
Capital and reserves
Called up share capttal (v 19,218 14,788
Share premium account (v} 10,928 2,560
Capital redemption reserve (v - 3,240
Special reserve (non-distnbutable) {vn) 1,892 -
Exchange reserve (vn) 536 -
Warrants {vn) - 1,162
Profit and loss account {vn) 7.898 1,776
Total shareholders' funds 40,472 23,526

Approved by the board on 2 May 2007 and signed on behalf of the hoard
RICHARD M ROBINOW

Chairman /Z /[
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Movement in total shareholders’
funds

for the year ended 31 December 2006

2006 2005
£'000 £'000
Recognised gains and losses for the financial year 2,550 177
Issue of new ordinary shares by way of placings and open offer 10,920 -
Issue of new preference shares 3,150 -
Issue of new ordinary shares on exercise of a director's share option 82 -
Issue of new ordinary shares on exercise of warrants 876 2
Issue of new ordinary shares ansing on conversion of convertible loan stock - 7
Issue of new ordinary shares ansing on restructunng of balance of convertible loan stock - 305
Issue costs of US dallar notes, ordinary shares and preference shares {632) (359)
16,946 132
Shareholders' funds at beginning of year 23,526 23,394
Shareholders' funds at end of year 40,472 23,626
Statement of recognised gains and losses
for the year ended 31 December 2006
2006 2005
£'000 £'000
Profit for the year 2,012 842
Dwidends to preference shareholders (965) (765)
Share based payment - deferred tax credit 967 -
Currency translation gain taken direct to reserves 536 -
2,650 177

In 2005, there were no gains or losses other than those recognised in the profit and loss account.
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Accounting policies (company)

Accounting convention

Separate financial statements of R E A Holdings plc (the
‘company”) are required by the Companies Act 2006, as
permited by that act they have been prepared in
accordance with generally accepted accounting practice in
the United Kingdom (*UK GAAP")  The pnncipal
accouniing policies have been applied consistently and are
unchanged from the previous year

The accompanying financial statements have been
prepared under the histoncal cost convention

By wirtue of section 230 of the Companies Act 2005, the
company Is exempted from presenting a profit and loss
account Equally, no cash flow statement has been
prepared, as permitted by FRS 1 (rewsed 1996) “Cash
flow statements®

Investments

The company'’s investments in its subsidianes are stated at
cost less any provision for imparment Imparrment
provisions are charged to the profit and loss account Only
dwvidends receved or recewvable are credited to the
company's profit and loss account

Foreign exchange

Transactions in foreign currencies are recorded at the rates
of exchange at the dates of the transactions Monetary
assets and iiabilities denominated n foreign currencies at
the balance sheet date are reported at the rates of
exchange prevailing at that date Differences ansing on
the translation of foreign cumency borrowings have been
offset against those ansing on an equivalent amount of
investment in the equity of, or loans to, foreign subsidianes
and taken io reserves, net of any related taxation All other
exchange differences are included i the profit and loss
account
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Taxation

Current tax including UK corperation tax and foreign tax 1s
provided at amounts expected o be pad {(or recovered)
using the tax rates and laws that have been enacted or
substantially enacted by the balance sheet date Deferred
tax 15 calculated on the labilly method Deferred tax 1s
provided on a non discounted basis on timing and other
differences which are expected to reverse, at the rate of
tax likely to be in force at the time of reversal Deferred
tax 15 not provided on timing differences which, In the
opimen of the directors, will probably not reverse No
deferred tax has been provided in respect of any fulure
remittance of earnings of overseas subsidianes where no
commitment has been made to remit such eamings

Deferred tax assets are only recognised to the extent that
it 15 regarded as more likely than not that there will be
suitable taxable profits from which the fulure reversal of
timing differences can be deducted

Warrants

Warrants are stated at the amount of net proceeds after
deduction of 1ssue costs Upon exercise, the carrying
amount 1s reclassified as part of the net 1ssue proceeds of
the ordinary shares ansing from such exercise and no gamn
or loss 1s recognised




Notes to the company financial

statements

() Investments 2006 2005
£'000 £'000

Shares in subsidianes 24250 7,252
Loans to subsidianes 022,287 4763
46,537 12,015

£'000

Beginning of year 120156
Additions to shares in and loans to subsidiaries 36,502
Exchange translation difference ansing on foreign currency hedge (1,698)
Liqudation of subsidiary {(282)
End of year 46,537

The principal subsidianes at the year end are listed below Details of dormant subsidiaries are not shown Except where indicated, all

subsidiaries are incorporated in England and Wales

Class of Percentage
Subsidiary Actmty shares owned
Makassar Investments Limited (Jersey) Sub holding company Ordinary 100
PT REA Kaltim Plantations {Indonesia) Plantation agniculture Ordinary 100
PT Sasana Yudha Bhakl {Indonesia} Plantation agneulture Ordinary 95
PT Kartanegara Kumala Sakt (Indonesia) Plantation agnculture Ordinary 95
REA Finance BY (Netherlands) Group finance Ordinary 100
REA Serices Limited Group services Crdinary 100

The entire shareholdings in Makassar Investments Limited, RE.A Services Limited and REA Finance BV are held direct by the company

All other shareholdings are held by subsidianes

{u) Debtors 2006 2005
£000 £'000

Trade debtors - 40
Amount owing by group undertakings 5025 12960
Other debtors 66 482
Prepayments and accrued mncome 39 33
5,130 13515

(u) Creditors amounts falling due within one year 2006 2005
£'000 £'000

Amount owing to group undertakings 233 536
Cther taxation and social secunity 12 141
Other creddors 23 29
Accruals 567 81
935 787
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Notes to the company financial
statements connued

(v) Creditors amounts falling due after more than one year 2006 2005
£000 £'000

US dallar notes - after five years 14,951 2850
14,951 2,850

The US dollar notes comprise US$30 mithon (2005 - US$4,972,281) nominal of 7 5 per cent US dollar notes 2012/14 issued by the
company Unless previously redeemed or purchased and cancelled by the company, the notes are redeemable in three equal annual

instalments commencing on 31 December 2012

As disclosed in note (vir), the company’s US dollar notes are designated as a hedge against the exchange translation exposure in respect of

an equivalent amount of the company's investment in subsidianes whose funclonal currency 1s the US dellar

Pursuant te a supplemental nghts agreement dated 23 January 2006, the holders of $19 million nominal of doltar notes issued as
consideration far the acquisition of a minarity shareholding in Makassar Investments Limited have the nght, exercisable under certain imited
crcumstances, to require the company to purchase those dollar notes at a price equal to the aggregate of the nominal amount of the notes
being purchased and any interest accrued thereon up to the date of completion of the purchase Such circumstances include a matenal
disposal of assels by the group or a persan or group of persons acting in concert obtaming the nght o exercise more than 50 per cent of

the votes that may generally be cast at a general meeting of the company

(v) Provision for liabilities and charges 2006 2005
£'000 £'000
Deferred taxation
Beginning of year 105 50
Net amount {credited) / charged to profit and loss account (327) 55
Net amount credited to equity (1,358) -
End of year (1,580) 105
Disclosed in provisans for habilties and charges 1,148 105
Disclosed in non-current assets (2,728) -
Deferred tax (asset) / hability at end of year (1,580} 105
Deferred taxaton 1s provided as follows
Timing differences 1,148 1,036
Tax losses available (2,728) (931)
Undiscounted provision for deferred taxation (1,580) 105
(vi) Called up share capital 2006 2005
£'000 £'000
Authonsed
14,500,000 - 9 per cent cumulative preference shares of £1 each (2005 - 11,500,000} 14,500 11,500
41,000,000 - ordinary shares of 25p each (2005 - 38,000,000) 10,250 9,500
24,750 21,000
Called-up and fully paid
11,449,624 - 9 per cent cumulative preference shares of £1 each (2005 - 8,502,631) 11,450 8,503
31,073,856 - ordinary shares of 26p each (2005 - 25,1 40,049) 7768 6,285
19218 14788
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(w) Called up share capita! - continued

The preference shares entitle the holders thereof to payment, out of the profits of the company avalable for distnbution and resolved to be
distnbuted, of a fixed cumulatve preferential dvidend of 9 per cent per annum on the nominal value of the shares and fo repayment, on a
winding up of the company, of the amount paid up on the preference shares and any arrears of the fixed dvdend in prionty to any distnbution
on the ordinary shares  Subject to the nghts of the holders of preference shares, holders of ordinary shares are entitled to share equally with
each other in any dividend paid on the ordinary share capital and, on a winding up of the company, in any surplus assets avalable for
distnbution among the members

Changes in share capital

¢ on 22 February 2006, 1,372,000 ordinary shares were 1ssued, fully paid, by way of a placing at 260p per share to Mirabaud Pereire
Nominees Limited,

¢ on 18 Apnl 2006, the authonsed share capital was increased from £21,000,000 to £24,750,000 by the creation of 3,000,000 new
ordinary shares of 25p each and 3,000,000 new 9 per cent cumulative preference shares of £1 each,

* on 19 Apnl 2006, 2,828,000 ordinary shares were issued, fully pad, by way of a placing and open offer at 260p per share and
3,000,000 9 per cent preference shares were 1ssued, fully paid, by way of a placing at £1 05 per share,

* on 22 June 2006, 185,000 crdinary shares were issued, fully paid, on exercise by a drector's share option at 44 4175 per share,

* on 7 August 2008, 153,400 ordinary shares were issued, fully paid, in sabisfaction of the exercise of warrant nghts of which 132,400
were 1ssued aganst subscnphons in cash at 60p per ordinary share and 21,000 against surrender of 12,600 preference shares,

* on 11 September 2006, 757,458 ordinary shares were 1ssued, fully paid, in satisfactron of the exercise of warrant nghts of which
740,210 were 155ued aganst subscnphons in cash at 60p per ordinary share and 17,248 against surrender of 10,349 preference
shares,

« on 9 October 2006, 371,818 ordinary shares were issued, fully pad, in satisfaction of the exercise of warrant nghts of which 321,822
were 1ssued against subscrnptions in cash at 60p per ordinary share and 50,096 against surrender of 30,058 preference shares, and

* on 20 October 2006, 266,031 ordinary shares were issued, fully pad, in satsfaction of the exercise of warrant nghis aganst
subscrnptions in cash at 60p per ordinary share

Further detalls of the director's share apttons are disclosed in the unaudited part of the directors' remuneration report, as required by FRS20
“Share based payments”

(vi) Movement in reserves Share Capital Warrant Special  Exchange Profit
premwm  redemption reserve reserve reserve and loss
account reserve account

£'000 £'000 £'000 £'000 £'000 £'000

Beginning of year 2560 3,240 1,162 - - 1,776

Issue of new ord:nary shares 9,870 - - - - -

Issue of new preference shares 150 - - - - -

Expenses of 1ssue (634) - - - - -

Exercise of warrants 1,705 - (1,162) - - -

Exercise of share options 37 - - - - -

Reduction of capital (2,760) (3,240) - 6,000 - -

Transter from special reserve - - - (4,108) - 4,108

Recognised gains and losses for the year - - - - 536 2,014

End of year 10,828 - - 1,882 536 7898
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Notes to the company financial
statements contned

(vi) Movement in reserves - continued

At 31 December 2005, there were 1,548,807 warrants outstanding, having an 1ssue premism of £1,1562,000 Each warrant formerly
entitted the holder on 31 July in each year untl 2013 to acquire one new ordinary share of 25p at a pnee of 73 5p, by subscnption of that
amount in cash or by surrender of Q 735 @ per cent cumulative preference shares of £1 each  Pursuant to a resolution of warrant holders
passed on 18 Apni 2006, the terms of the warrants were amended by reducing the warrant exercise pnce from 73 5p to 60p (so that each
warrant entitled the holder to subscnbe one ordinary share at a pnce of 60p either by payment of 60p in cash or by surrender of 0 60
preference shares), adding two further warrant exercise dates (namely 31 August 2006 and 29 September 2006) and shortening the penod
dunng which each warrant holder could exercise his warrant nghts, to the extent that a holder of warrants did not exercise his warrant nghts
on or before 29 September 2006, his warrants would be exercised on his behalf in Oclober 2006, the resullant ordinary shares sold and
the net proceeds of sale, after deduction of the cost of subscnbing such ordinary shares, distnbuted to um New ordinary shares tssued
dunng 2006 pursuant to the exercise of warrant nghts are detailed in note (w)

Certan related parfies were interested in the amendment of the terms of the warrants by vitue of their holdings of warrants  Those parties,
the nature of therr relationships with the company, their haldings of warants al 18 Apnl 2006 and the benefits accruing {o them on the basis
of the reduction in exercise pnce were as follows

Holding Benefit

£'000

Emba Heldings Limited (substantial shareholder) 41,420 6
J M Green-Amytage (director} 21,000 3
R M Robinow {director) 18,500 2
Mrs P E Robinow {(wife of director) 18,000 2
V S Robinow 1986 Settlement {director's family setflement) 80,500 11
179,420 24

As pemitted by section 230 of the Companies Act 1985, a separate profit and loss account dealing with the results of the company has
not been presented The profit before dvdends recognised in the company's profit and loss account 1s £2,012,000 (2005 - profit
£942,000)

Pursuant to a reduction of capital confirmed by the High Court and effectve on 17 May 2006, the company's capital redemption reserve
was cancelled and the amount standing to the credit of the campany's share premum account was reduced by £2,760,334, as a result the
sum of £6,000,000 was credted to a special reserve Since that date, the company has issued fresh capifal of £4,108,450 and, as
permitted under the tems of the underlaking gven to the High Court, has transterred an equrvalent sum from special reserve to the
company's profit and loss account

(vis} Financial nstruments and nsks
Financial mstruments

The company's financial instruments compnse preference shares, borrowings, cash and liquid resources and in addibion certain debtors
and trade crediors that anise from ts operations The main purpose of these financial instruments 1s to raise finance for, and faciltate
the conduct of, the company's operations The table below provides an analysis of the fair values of financial assets and lkabilities
excluding debtors and creditors
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{vin) Financial instruments and nsks - continued

2006 2006 2005 2005

Book value Farr value  Book value Fair value

£000 £'000 £'000 £'000

Cash and deposiis 3111 311 1,738 1,738
Debt - within one year - - - -
Debt - after more than one year (14951) (13776) (2,850) (2,896)
Net debt - book value/far value (11,840) (10,668) (1,112) (1,158)
Preference shares (11,450) (12824) (8,503) (8,503)
(23,200) (23,489) (9,615) (9.661)

The far values of the US dollar notes and the preference shares reflect the last paces at which transactons in those nstruments were
effected pnor to the year end

Risks

The main nsks ansing from the company's financial instruments are hguidity nsk, interest rate nsk and foreign currency nsk The board
reviews and agrees policies for managing each of these nsks These policies have remained unchanged since the beginning of the year
It 1s and was throughout the year, the company's policy that no trading in financial mstruments shall be undertaken On occasions, the
company enters into short term contracts for the sale of crude palm ail on behalf of its subsidiaries

The company finances its operations through a mixture of new 1ssues of equity, retained profits, borrowings in either sterling or US dollars
at fixed rates and credit from suppliers At 31 December 2008, the company had outstanding US$30 miilion of 75 per cent dollar notes
2012/14 In accordance with a decision of the board of the company at the time of 1ssue of the first tranche of these notes, such notes
are treated as a currency hedge against the company's long term loans {o subsidianes which are denominated in US dollars and the
additional invesiment in Makassar Investments Limited which was acquired dunng 2006 for a consideration of US$19 millon The
company's policy towards currency risk 15 not to cover the long-term exposure in respect of its investments, whose operations are mainty
conducted in USdollars, to the extent that this exposure relates to the component of investment which 1s financed with sterling
denominated equity

A limited degree of interest rate nsk 1s accepted Nearly all of the company’s financial instruments at 31 December 2006 camed interest
at fixed rates and on the basis of the company's analysis, It 15 estimated that a nse of one percentage point in all interest rates would
have 2 neglgible effect on the company's profit and loss account

(ix) Pensions

The company is the pnncipal employer of the R E A Pension Scheme (the *Scheme”) and a subsidiary company is a participating employer
The company has no active members of the Scheme, which 1s a multi-employer contnbutory defined benefit scheme with assets held n a
trustee-administered fund and has participating employers outside the group  The Scheme 1s closed to new members

As the Scheme 15 a mulh-employer scheme, in which the participating employer s unable to identify s share of the undertying assets and
habiibies (because there 1s no segregaton of the assels), pension costs are being accounied as if the Scheme were a defined contnbubon
scheme The subsidiary company that 1s a parlicipatng employer and other participating employers in the Scheme have entered into an
agreemeni with the Scheme to make special contnbutions to the Scheme to cover any deficit  The company has made no payments io the
Scheme in 2006 (2005 nil) The company has a contingent liabilty for special contnbutions payable by other participating employers in the
Scheme, such hability will only anse if such other pariicipating employers do not pay their contnbutions There 1s no indication of this at the
present time, and, therefore, no provision has been made
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(x) Pensions - continued

A non-FRS 17 valuation of the scheme was last prepared, using the attained age method, as at 31 December 2005 This is considered o
be the most appropnate method of calculating contnbutions 1o cover future service benefits at 31 December 2005 Had the scheme been
valued at 31 December 2005 using the projected unit method and the same other assumptions, the overall deficit would have been similar
The prncipal actuanal assumptions adopted In this valuation were annual pre-retirement and post-retirement returns of respectwely 6 1 per
cent and 4 7 per cent, an annual increase in pensionable salanes of 3 75 per cent and an annual increase n present and future pensions
and in the retall pnce index of 2 75 per cent The overall valuaticn deficit applicable 1o all participants was £3,549,000 which 1s being funded
by special contnbutions by paricipating employers over the penod to 31 December 2015 The next actuanal valuation is due at 31 December
2008

(x) Related party transactions

Dunng 2006 and 2005, there were service amangemenis with companies connected with certain directors as detaled under *Directors’
remuneration” tn the “Directors’ remuneration repor”

The inferest of certain related parties to the amendment during 2006 of the terms relating to the company’s former warrants is descnbed in
note (vi)

{x1) Rates of exchange

See note 36 to the consolidated financial statements

(xn) Settlement of itigation

As disclosed in prewvious financial statements, the company and certain of its directors and subsidianes were for some years the object of
actual and threatened legal proceedings by nterests associated with Mr M E Zukerman (the “MEZ group”) The proceedings were seltled on
23 January 2006 Pursuant to the litigation seftlement, the group paid US$6 million to the MEZ group as additional interest on former
loans to the company's subsidiary, PT REA Kalbm Plantations, and in settlement of vanous clams by the MEZ group for fees for past
services and financial support, and the company acquired the 123 per cent minonty interest in the 1ssued ordinary share capital of the
company's subsidiary, Makassar Invesiments Limited, then owned by the MEZ group for a consideration compnsing the 1ssue by the
company o the MEZ group of $19 million nominal of 75 per cent US dollar notes 2012/14

(xm) Commutments

The company has guaranteed an obligation of £20,790,000 (2005 - £22,093,000) in respect of bank loans to PT REA Kaltim Plantations
and the obligatron of £15 million (2005 - £ni) relating to the outstanding 9 5 per cent guaranteed sterling notes 2015/17 issued by REA
Finance B V
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(xw) Post balance sheet events

An intenm dmidend of 1p per ordinary share in lieu of final i respect of the year ended 31 December 2006 was pad on & February 2007
In accordance with FRS21 *Events after the balance sheet date” this dwdend has not been included in these financial statements

it was announced on 1 May 2007 that the company had arranged to place 1,500,000 new ordinary shares {*placing shares®) at 450p per
share The placing 1s conditional upon admission of the placing shares to the Official List of the Financial Services Authonty and to trading
on the London Stock Exchange's market for isted secunbes It 1s expected that admission will become effective and that dealings in the
placing shares will commence on 8 May, 2007 The placing shares will upon 1ssue rank pan passu in all respects with the existing ordinary
shares of REA The proceeds from the placing shares are estmated to amount to £6 & millen {net of expenses of £250,000)
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Notice of annual general meeting

Notice 15 hereby gwen that the forty seventh annual general
meeting of the company will be held at the London office of
Ashurst at Broadgate West, 9 Appold Street, London EC2A 2HA
on & June 2007 at 1000 am for the following purposes

As ordinary business

1 To recewe the company's annual report for the year ended
31 December 2006

2 To approve the directors' remuneration report for the year
ended 31 December 2006

3 Tore-elect as a director Mr R M Robinow, who, having been
a non-executive director for more than nine years, retires as
required by the Combined Code

4 To re-elect as a director MrJMGreen-Armytage, who,
having been a non-executive director for more than nine
years, retires as required by the Combined Code

5 To re-elect as a director MrJRMKeatley, who, n
accordance with the articles of association and having been
a non-executive director for more than nine years, retires by
rotation and as required by the Combined Code

6 Tore-elect as a director Mr D H R Killick, who was appointed
since the last annual general meeting and who retires in
accordance with the articles of association

7 Tore-elect as a director Mr LE C Letts, who, in accordance
with the articles of association and having been a non-
executive director for more than nine years, retres by
rotation and as required by the Combined Code

8 To re-appoint Deloitte & Touche LLP, chartered accountants,
as auditors of the company to hold office until the
conclusion of the next general meeting at which accounts
are laid before the company and to authonse the directors
to fix the remuneration of the auditors

As special business

To consider and if thought fit {o pass the following resolutions of
which resolutions 9 and 10 will be proposed as ordinary
resolutions and resolution 11 will be proposed as a special
resolution

8 That

() the directors of the company be and are hereby
generally and uncenditionally authonised 1n accordance
with section 80 of the Companies Act 1985 to exercise
all the powers of the company to allot relevant secunties
(as defined in sub-section (2) of section 80 of the
Companies Act 1985) other than 9 per cent cumulative
preference shares up to an aggregate nominal amount
of £2,481,536 such authonty to expire at the conclusion
of the annual general meeting to be held in 2008, and

() the authonty conferred on the directors pursuant to
paragraph (1) above includes the power to make an offer
or agreement which would or might require relevant
secunties 1o be allotted after the authonty has expred

10 That

() the directors of the company be and are hereby further
generally and uncenditienally authonsed in accordance
with section 80 of the Companies Act 1985 to exercise
all the powers of the company to allot 9 per cent
cumultative preference shares up o an aggregate
nominal amount of £3,050,376 such authonty to expire
at the conclusion of the annual general meeting to be
held in 2008, and

(W the authonty conferred on the directors pursuant to
paragraph (1) above includes the power to make an offer
or agreement which would or might require 9 per cent
cumulatve preference shares to be allotted afler the
authority has exprred

11 That

() the diectors of the company be and are hereby
empowered in accoerdance with section 85 of the
Companies Act 1985 to allot equity secuntes (as
detined in sub-section (2) of section 94 of the
Companies Act 1985) pursuant to the authonty
conferred on them by resolution 9 set out in the notice
of the annual general meeting of the company to be
held in 2007, as f sub-section (1) of section 88 of the
Companies Act 1985 did not apply to the allotment,
such power to expire at the conclusion of the annual
general meeting of the company to be held i 2008,
provided that this power 15 imited to
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Notice of annual general meeting contnued

(a) the allotment of equity secunties in connection with
a nghts 1ssue or open offer in favour of the holders
of ordinary shares in the caprtal of the company
(*ordinary shares”), where the equity securities are
proportionate (as nearly as practicable) to the
respective numbers of ordinary shares held by such
holders, subject only to such exclusions or other
arrangements as the directors consider necessary
or expedient to deal with fracticnal entitlements or
legal or prachrcal problems artsing in, or pursuant to,
the laws of any terntory or the requirements of any
regulatory body or stock exchange in any terntory,
and

(b

—

the allotment {otherwise than pursuant to (a} above)
of equity secunities up to an aggregate nominal
value of £388,423, and

() the power conferred on the directors by paragraph ()
above Includes the power to make an offer or
agreement which would or might require equity
secuntes to be allotted afier the power has expired

By arder of the board

R.E.A. SERVICES LIMITED
Secretary

2 May 2007
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Notes

A membes of the company entilled to attend and vote at the
meeting may appoint one or mare proxies to attend and on a poll
vote instead of hum or her A proxy need not be a member The
instrument appointing a proxy must be deposited at the registered
office of the company not less than forty-eight hours before the
time appointed for holding the meeting The appontment of a proxy
will not prevent a member from attending and voting at the meeting
should he or she wish to do so

The company, pursuant to Regulation 41(1) of the Uncertificated
Securties Regulations 2001, specifies that in refation to secunties
held in dematenialised form only those holders of shares registered
n the register of members of the company at 600pm on 1 June
2007 shall be entitled to attend and vote at the meeting in respect
of the number of shares registered i thewr name at that tme
Changes to entres specified after 6 00pm on 1 June 2007 shall
be disregarded tn determining the nghts of any person to attend
and vote at the meeting

The register of directors' interests in the share capital and
debentures of the company and copies of lefters setting out the
terms and conditions of appointment of non-executive directors
are avallable for inspection at the company's registered office
dunng normal business hours from the date of this notice until the
date of the annual general meeting and will be avalable for
inspection at the place of the annual general meeting for at least
15 minutes prior to and dunng the meeting

Only holders of ordinary shares are entitled to attend and vole at
the annual general meeting

Any addressee of this notice who has sold or transferred
all of the shares of the company held by him should pass
the annual report of which this notice forms part
(including the form of proxy contained therein) to the
person through whom the sale was effected for
transmission to the transteree or purchaser




Form of proxy

R.E.A. Holdings plc

Annual general meeting convened for 5 June 2007

I/We the undersigned, being {a) member(s) of the above-named company, hereby appont the chawrman of the
meeting (see notes)
as my/our proxy to vote and act for me/us and on my/our behalf at the annual general meeting of the company referred to
above and at any adjournment thereof

Vote
For Agamnst withheld

Ordinary resolutions

O~ 0O W N =

w

To receive the annual report for the year ended 31 December 2006

To approve the directors’ remuneration report for the year ended 31 December 2006
To re-elect Mr RM Robinow as a director

To re-elect Mr JM Green-Armytage as a direclor

To re-elect Mr JR M Keatley as a director

To re-elect Mr DHRKilick as a director

To re-elect Mr LE C Letts as a director

To re-appoint Deloitte & Touche LLP as auditors of the company and

to authonse the directors to fix their remuneration

To grant authority in accordance with sectton 80 of the Companies Act 1985

To grant further authordy in accordance with section 80 of the Companies Act 1985

O 00O OoO0ooonod
0O 00O goooooo
O OO Dooocoon

in respect of preference shares of the company

Special resolution

11

O
O
O

To grant authority in accordance with section 95 of the Companies Act 1985

Signature Date
Initizls and surname
Address Please
use
block
capitals
Notes

f 1t 15 deswed to appownt any other person (who need not be a member of the company) to act as proxy, insert the name on this form
and sirke out the words "the charman of the meeting®

Please indicate with a tick in the appropriate box how or whether you wish your proxy to vote If the form 1s returned without any indication as to how
of whether the proxy should vote, the proxy will vote or abstain as he or she thinks fit

Any alterations made in this form of proxy should be initialled

If the appointer 15 a corporation, this form of proxy must be executed under 1ts common seal or under the hand of an officer
or attorney duly authorised Aklernatively, a company to which secton 36A of the Compames Act 1985 apples may execute this
form of proxy by a director and the secretary of the company or by two directors signing the form on behalf of the company
(n which case the name of the company should be clearly stated)

In the case of joint holders, the signature of any one holder will suffice

This form {and the power of attorney or other authonty if amy under which it 1s signed, or a notanally certfied copy of such power
or authonty) must reach the registered office of the company at the address gwen overleaf not less than 48 hours before the
time appownted for holding the mesting

Completion and return of a form of proxy will not prevent shareholders from attending the meebing and voting in person if
they so wish
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