O

LD3 09/06/2008
COMPANIES HOUSE

MONDAY

R.E.A. HOLDINGS PLC - ANNUAL REPORT
2007




Secretary and registered office
RE.A. Services Limited

First Floor

32-36 Great Portland Street
London W1W 8QX

Website
wwwrea.couk

Registered number
00671099 (England and Wales)




Contents

Officers and professional advisers

Maps showing allocated areas

Summary of results

Key statistics

Chairman’s statement

-~ O s W N

Review of the group

13

Directors

39

Directors’ report

40

46

Corporate governance

Directors' remuneration report

51

Directors’ responsibilities

55

Auditors’ report (group)

Consolidated income statement

56
58

Consolidated balance sheet

59

Consolidated statement of recognised income and expense

Reconcihation of movements in equity

60
60

Consolidated cash flow statement

61

62

Accounting policies (group)

Notes to the consolidated financial statements

68

Auditors' report (company)

89

Company balance sheet

91

Movement in total shareholders' funds

92

Statement of total recogrised gains and losses

Accounting policies (company)

92

93

Notes to the company financial statements

94

Notice of annual general meeting

Form of proxy

100
103




Officers and professional advisers

Directors

R M Robinow

J C Qakley

J M Green-Armytage
J R M Keatley
DHRKillick

LEC Letts

CLLm

Secretary and registered office
REA. Services Limited

First Floor

32-36 Great Portland Street
London W1W 80X

Ftnancial advisers
Deloitte & Touche LLP
Athene Place

66 Shoe Lane
London EC4A 3BQ

Stockbrokers

Mirabaud Securnities Limited
21 St James's Square
London SW1Y 4JP

Solicitors

Ashurst LLP
Broadwalk House
5 Appold Street
London EC2A 2HA

Auditors

Deloitte & Touche LLP
Hill House

1 Little New Street
London EC4A 3TR

Registrars and transfer office
Capita Registrars

Northern House

Woodsome Park

Fenay Bridge

Huddersfield

West Yorkshire HD8 0GA







Maps showing allocated areas

Map removed at request of Companies House




Summary of results

for the year ended 31 December 2007

2007 2006  Change

$000 $'000 %
Revenue 57600 33,095 + 74
Earnings before interest, tax, depreciation, amortisation and biological gain® 43,346 13,733 + 215
Profit before tax 47010 19,762 + 137
Profit after tax 31997 13,864 + 130
Profit attnbutable to ordinary shareholders 29,453 11,546 + 155
* see nole 5 to consobdated financial statements
Earnings per ordinary share {diluted) in US cents 896 378 + 137
Closing exchange rates 2007 2006 2005 2004 2003
Indonesian rupiah to US dollar 9,419 9,020 9,830 9,200 8,465
US dollar to pound sterling 199 196 172 192 179







Key statistics

for the year ended 31 December 2007

2007 2006 2005 2004 2003

Allocated area - Hectares
Mature oil palm 13,080 13,080 13,085 13,142 13,234
Immature oll palm {developed in prior years) 11814 5,250 3,000 - -
Immature ol palm {developed n current year) 1514 6564 2,250 3,000 -
Under preparation for ol palm development 11,500 6,500 6,000 4,500 3,000
37908 31,394 24,335 20,642 16,234
Reserve area °® 84,018 34,022 41,801 24793 28,094
Total 121,926 65,416 66,136 45,435 44,328

*includes 5,000 hectares outstanding from 2007 planting program.
% includes conservation areas, roads and other infrastructure, areas avalable for planting and areas under negotiation

Production - Tonnes

Qil palm fresh fruit bunch crep 3093217 334,076 313,365 293,883 292713
Crude palm od 93,229 77597 73,262 71,473 55,426
Paim kernel 15,660 12,698 12,647 12,169 9,189
Total palm products 108,889 90,295 85,909 83642 64615
Oil extraction rate 23 7% 232% 234% 24 3% 24 9%
Kernel extraction rate 40% 38% 40% 41% 419%

Yields - Tonnes per mature hectare

Fresh frut bunches 296 265 238 204 168
Crude palm ol 71 59 56 54 42
Palm kernel 192 10 10 09 o7
Total palm products 83 69 €66 63 49







Crude palm ot monthly average price

Graph removed at request of Companies House

Share performance graph

Graph removed at request of Companies House
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Chairman’s statement

Presentatron of annual report

Following a trend set by several other European
plantation companies, the group has decided to adopt the
US dollar as its presentational currency The directors
believe that presentation of the group's results in US
dollars will reduce distortions caused by exchange
movements and thereby make 1t easier for shareholders
to follow the evolution of the group’s financial affars

Accordingly, while the group continues to report In
accordance with Internaticnal Financial Reporting
Standards, the accompanying consohdated financial
statements for the year ended 31 December 2007 are
presented in US dollars and the comparative figures,
which were onginally presented in sterling, have been
restated in US dollars The company continues to
prepare its indwidual financial statements in sterling in
accordance with UK Generally Accepted Accounting
Practce and, as was the case in the annual report for
2006, those statements are presented separately from
the consolidated financial statements

Results

Profit before tax for 2007, as shown in the accompanying
consolidated income statement, amounted to $470
million representing a 137 per cent increase over the
profit before tax of the preceding year (as restated in US
doliars) of $198 millon  The increase reflected a
combination of increased production and better selling
prices, more than offsetting cost increases resulting from
inflationary pressures in Indonesia.

The net gain from changes in the fair value of biological
assets at $80 miflion was much n fine with the gain
reported in 2006 of $8 7 million  in both years, the gains
principally reflected projected increases in future
production ansing from the continuing extension planting

programme and the increasing matunity of existing
planted areas

At the after tax level, profit for the year at $32 C million
was 130 per cent ahead of the $13 9 million achieved in
2006 while profit attnbutable te ordinary shareholders
was 165 per cent ahead of the preceding year Fully
diluted earnings per share amounted to US 896 cents
(2006 - US 378 cents)

Accounhing reference date

The company’s current accounting reference date 1s 31
December This 1s not 1deal in terms of mnternal staff
avallabihty for the preparation of year end reporis
Moreover, the end of the calendar year 1s a popular
reporting date and the group finds itself competing with
other groups (many of them much larger than the group)
to obtain from its auditors allocations of audit staff for the
time needed to audt the financial statements of the
company and its subsidianes

The directors are therefore contemplating a change i the
company's accounting reference date to 28 February
Such a change would require the consent of the holders
of the 95 per cent guaranteed sterling notes 2015/17
{(*sterhng notes") issued by REA Finance BV {'REA
Finance®), a wholly owned subsidiary of the company If
the directors decide to proceed with the change and the
necessary noteholder consent can be obtained duning the
course of 2008, the current reporting period of the
company would be extended to 28 February 2009

Operations

The crop out-turn for 2007 amounted to 393,217 tonnes
of oil palm fresh frut bunches (“FFB), 3 5 per cent ahead
of the budgeted crop of 380,000 tonnes and an increase
of 177 per cent on the FFB crop for 2006 of 334,076




Chairman’s statement connues

tonnes Clhmatic conditions dunng 2007 were
satisfactory with good ranfall of 4,413 mm (2006 -
2,967 mm} generally well distributed through the year

The crude paim ol (“*CPQ") and palm kernel extracton
rates for 2007 were, respectively, 23 7 per cent and 40
per cent as compared with the rates of 232 per cent and
38 per cent achieved in 2006 4 O per cent remains the
group's target rate for kernel extrachon but recent
adjustments to kernel processing machinery in the
group's newer oil mill may permit upward revision of this
target rate in future years

The palm kernel crushing plant incorporated in the newer
ol mill was brought into full scale production at the start
of 2007 and now processes all kernel output from both
of the group's ol mills The plant 1s economic to run
because 1t operates on power generated from the
combustion of waste products from the CPO and palm
kernel extrachion processes and such power is surplus to
the power requirement for those processes Morecover, by
further processing kernels and extracting the crude palm
kernel ol ("CPKO") that they contam, the plant relieves
the group of the matenal logistical difficulhes and cost
associated with the transport and sale of kernels The
CPKO extraction rate for 2007 was 41 4 per cent

LLand allocations and develepment

Efforts to ensure the availability to the group of fand for
expansion during 2007 and the early months of 2008
have resulted in the group acquinng two further
Indonesian companies, PT Cipta Davia Mandin (*CDM")
and PT Kutai Miira Sejahtera (*KMS") and conditionally
agreeing to acquire (subject to confirmation of necessary
land development permits) a third Indonesian company,
PT Puira Bongan Jaya (*PBJ) Each of these three
Indonesian companies 15, or will be, owned as to 95 per
cent by group companies and 5 per cent by East
Kalimantan investors Following these transactions and

assuming completion of the condihonal acquisiion of
PBJ, the group will hold tand allocations totalling shghtly
in excess of 120,000 hectares but the vanous allocations
are at different stages of btling and a large proportion of
the land allocated 1s not yet avalable to the group for
development

The extent of the new development achieved by the
group in 2007 was a significant disappointment with an
increase dunng the year of only some 1,500 hectares in
the total area planted or in course of development. This
increase fell very matenally short of the target of 6,500
hectares set at the beginning of the year In setting that
target, the directors did recognise that its achievement
would depend upon the tiling of land allocations held by
the group proceeding as planned so that land would
become available for development in time, and to an
extent sufficient, to meet the requirements of the
development programme Tithng problems in relation to
unbitled land allocations held meant that this did not
happen and the shortfall was the result.

Locking to 2008 and beyond, the directors continue to
regard the availabilty of 1and for development as the key
constraint on expansion The senous and unexpected
delays suffered n 2007 have made it clear that any
predictions as to land avalabihity may prove inaccurate
Nevertheless, the directors do believe that sigrificant
areas within the 37,000 hectares of land allecations held
by CDM and KMS will be available for development by
the group dunng 2008 and that a further area held by
PBJ will also become available dunng the year This will
permit the group to split 1ts development programme
between three separate areas and, if setbacks occur in
one area, hopefully to compensate for these by
accelerating development in the cther areas Although
the delays expernienced in 2007 have continued into the
eary months of 2008, the recent acquisitons of COM
and KMS should permit large scale development to be
resumed upon completion of land compensation
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settlements with local villages These are currently under
negotiation

Subject to the caveats just mentioned, the targeted
development programme for 2008 and 2009 will be
6,500 hectares per annum and, in addition, the group will
aim to catch up the uncompleted batance of the 2007
programme of some 5,000 hectares Whilst development
of new areas requires a one year lead time 1in which to
procure seed and to develop seedlings for planting out,
the group's nursenes are already well stocked and the
avarlabiity of planting matenal should be more than
sufficient to meet the targeted programme  If achreved,
this programme would result by the end of 2009 in a total
area under oll palm or In course of development of shghtly
under 45,000 hectares

Finance

2007 saw further consohdation of the group's financial
posthion  In January 2007, the balance of £7000,000
nominal of the proposed total 1ssue of £22,000,000
nominal of stering notes was issued for cash at a
subscnption price of 996574 per cent of par by REA
Finance This was followed in Apnl and September 2007
by issues of, respectively, 1,500,000 new ordinary shares
and 1,064,581 new preference shares for cash to raise
some £76 million, net of expenses A further 1,085,795
new preference shares were 1ssued in October 2007 by
way of capifalisation of share premium account pursuant
to the capitalisation 1ssue to ordinary sharehclders
referred to under "Dividends” below

The combined effect of the foregoing transactions was to
increase the group's hquidity and to reduce iis
dependence on short term bank borrowings As a result,
group indebtedness at 31 December 2007 amounted to
$86 2 milhon, made up of US dollar denominated bank
indebtedness under an Indonesian consortum loan
faciity of $164 million, £22 milion nominal of sterhng

notes (carrying value $407 miilion), $30 million nominal
of 75 per cent dollar notes 2012/14 (*dollar notes”)
{carrying value $294 milion) and other short term
ndebtedness (including finance leases) of $07 million
Against this indebtedness, at 31 December 2007 the
group held cash and cash equivalents of $34 2 milhon

The group has entered into a long term sterling US dollar
debt swap to hedge against US dollars the sterling liability
for principal and interest payable in respect of the entire
issue of the sterling notes (but, in the case of interest,
only as respects mnterest payments falling due up to and
including 31 December 2015)

On the basis of present CPO prices, the directors expect
that operating cash flows for the remainder of 2008,
together with the group's existing cash resources, will be
sufficient to fund both the planned development
pragramme for the year and near term debt repayments
Looking beyond 2008 and allowing for the fact that CPO
prices may not be sustained at present levels, the group
is ikely to require some further funding i, as the directors
hope will be the case, high levels of extension planting
are achieved The dwectors intend to meet this further
funding requirement with addiional borrowings which
they will seek to raise from development and other banks
and, if market conditons permit, from further 1ssues of
hsted debt secunties  The directors are confident that
the group's equity base 1s now sufficient comfortably to
support the additional debt envisaged

Dmwdends

The fixed semi-annual dvidends on the § per cent
cumulative preference shares that fell due on 30 June
and 31 December 2007 were duly pad  Dwdends
totaling 2p per ordinary share have been paid in respect
of 2007 (2006 - 1p per ordinary share) These
compnsed a first intenm dvidend of 1p per ordinary share
pad on 5 October 2007 and a second interim dividend in
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heu of final of 1p per ordinary share paid on 25 January
2008 in addition, the company made a capitalisation
issue to ordinary shareholders of 1,085795 new
preference shares on the basis of one new preference
share for every 30 ordinary shares held on 1 October
2007

The group’s plans for continued extension planting of ol
palms will require substantal investment by the group and
the need to fund this nvestment will inevitably constrain
the rate at which the directors feel that they can prudently
declare, or recommend the payment of, future ordinary
dmdends The directors do appreciate that many
shareholders invest not only for capital growth but also
for income and that the payment of dwidends is
important.  With the prospect of increasing crops for
several years to come, the directors beheve that,
notwithstanding the constraints of the development
programme, the group should be able to support
progressive increases In ordinary dwdends from the
modest levels established in respect of 2006 and 2007
but they believe that the rate of progressien should be
steady rather than dramatic. The directors intend that any
new level of ardinary dvidend set in respect of any given
year should be sustainable in subsequent years

If the group’s results would appear to justfy some
additional return to ordinary shareholders beyond the
level of ordinary dmidends that the directors beheve that
the company can prudently afford having regard to the
need to conserve cash resources, the dwectors may
consider a further capitalisation 1ssue to ordinary
shareholders of new preference shares

Staff

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

In seeking to meet the challenges brought by the group’s
continuing growth, the drectors have seen as ther
highest priority the consohdation of the human resource
component of the group’s Indonesian operations To this
end, steps have been taken to provide greater structure
to the management of the operations by adding senior
staff (both by internal promotion and external
recruitment) and by enhancing training programmes The
group has also sought to entrench its local capacities by
building on existing relationships with local stakeholders,
by procunng minonty local investors in its operations and
by appointing persons of standing as local adwisers to,
and drrectors of, Indonesian group companies  Whilst
this process 1s not yet complete, the directors believe that
the measures already taken have significantly improved
the resilience of existing management and the availability
to the group of local independent non-execubive advice
Mareover, the group now has an expanding cadre of
younger staff who, suitably nurtured, should in the future
be capable cf running the Indonesian operations

The directors have also started to address the question of
how best to develop the structure of the group for the
future The present structure, in which the group 15
headed by a UK listed company, has served the group
well 1n recent years in permitting the group to raise the
capital that it has needed but integral to this structure 15
a requirement to mantan a London base That
represents a significant overhead  If, as the directors
hope will be the case, the group can in future rely, to a
greater extent than hitherto, on internally generated
equity, and if the markets for listed securties In
Indonesian and other Asian financial markets continue to
mature, 1t might be that a reconstitution of the group as
an entrely Asian based entty would better serve
investors in the group than continuation of the present
group structure Having considered the matter, the
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directors have concluded that they should defer any far
reaching decisions on group structure until t becomes
clearer whether the group's aspirations on further
expansion can be converled to realihes

The directors have previously stated, and it remains the
case, that they do not regard diversification as a strategic
imperative and that a decision to diversify would be taken
only if the prospective returns from capital invested 1n
diversification are comparable with those achievable from
investment of equivalent capital in continued expansion of
the ol palm operations in the existing operaticnal areas
In recent months, the directors have been tentatwely
considering the possibility of a modest dwersification into
coal mining It 1s well established that East Kalimantan
has vast coal deposits, many of which comprise coal of a
high quality Certain of the local investors in Indonesian
subsidianes of the company have interests i, or access
to, coal concessions and have suggested that the group
might join them in exploibng such concessiens The
directors have concluded that this suggestion should be
explored although there 1s no current certainty that the
apparent opportunity offered can provide an economically
viable project or that, if it does, the group would decide to
take on such a project.

As they have previously indicated, the directors do not
agree with the view of some institutional investors that
long service autormnatcally negates the independence of a
non-executive director and that therefore the present
constitution of various board committees should be
considered non-comphant with the principles of the
Combined Code on Corporate Governance However, the
directors do accept that 1t rs important to retain
shareholder confidence in the board and, in particular, in
the audit committee’s contnbution to the integnty of the
audit pracess With the progress that has been made in
developing resilence in the group's management in
Indonesia, the directors have concluded that appeinting

one further non-executive director would not now pose a
matenal distraction from the continuing efforts to address
other important sirategic issues

Accordingly, the directors have iwted the nomination
committee to make recommendations for appointment of
an additional non-executive director with the expectation
that such director would have a relevant financial
background The directors hope that an appointment can
be completed within a few months  This will facilitate
further revisions to the composition of board committees
with a view to putting beyond question the compliance of
such committees with the principles of the Combined
Code

In the wew of the directors, the business environment in
Indonesia 15 fraught with nsks and it 1s essential to the
management of that nsk to bwld and mamtan
relationships based on mutual understanding The
directors will expect any new director to support this view

Prospects

The FFB crop for 2008 has been budgeted at 421,000
tonnes with the expected increase over 2007 reflecting a
budgetary assumption of average ranfall (both as to
quantum and distnbution) and increased cropping from
the 3,150 hectares of ol palms classified as mature from
the start of 2008 Crops to end March 2008 were 9,000
tonnes above budget but, as the monthly phasing of each
year's crop vares from year to year, this should not be
taken as indicating a likehhood that the FFB crop for
2008 as a whole will be above budget.

During 2007, the CPO pnce, spot CIF Rotterdam, rose
progressively from an opening level of some $600 per
tonne to a closing fevel of $950 per tonne  Further
strong price nses were recorded gotng into 2008 and
CPO has, dunng 2008, traded at levels in excess of
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Chai rman'S Statement continued

$1,300 per tonne although recent weeks have seen
pnces fall back from the highest levels Reports suggest
that the peak prices of vegetable oils were accompanied
by heavy speculative buying as well as increased
commercial actvily and that the recent fall from peak
levels reflects closing of speculative positions Certainly,
demand for all vegetable oils appears to remain strong at
a time when stocks are at histoncally very low levels and
competition for hectarage from corn and grain crops 1s
Imiting the abiity of the annual ollseeds to increase
production and reduce the demand pressure on world
vegetable oll stocks

The directors retan their previously expressed view that
the prices of all commodities are inherently cyclical and
that 1t would be foolish to assume that the present huigh
price levels for CPO will continue indefinitely  Ulhimately,
they believe that high prices for vegetable ails will flead to
greater production not only of CPO but also of other
competing crops and that that, in turn, will result in lower
prices However, they acknowledge that the increasing
interest in bio-fuels represents a new factor in vegetable
With the continuing growth in world
poputation, economic growth in China, India and other
parts of the developing worid and the prospect of
dechning avalability of fossi! fuels (upon which it must be

ol markets

remembered that intensive farming methods are crihically
dependent), it may be that the average level of vegetable
ol pnces over future price cycles will be higher than in the
past.

During the six months to June 2008, the group wll
deliver 12,000 tonnes of CPO under forward sale
contracts at the equivalent of a CIF Rotterdam pnce of
$620 per tonne Thereafter the group has forward sales
in respect of 2,000 tonnes per month for the six month
penod to December 2008 and the twelve month penod to
December 2009 at prices equivalent to CIF Rotterdam
prices of respectively $870 and $860 per tonne

12

Inflationary pressures in Indonesia continue to have an
adverse effect on the group’s cost base and this i1s being
exacerbated by the need to provide loyalty ncentves to
the group's employees in the face of competition for
expernenced estate managers and workers from other
plantation groups and new entrants to the Indonesian
plantation industry Against this, the group now has a
substanbal pipeline of recently developed areas and can
look forward to several years of increasing crops These
should serve to moderate any contraction of margins that
the group might otherwise suffer Moreover, successful
implementation of the planned extension planting
programme should add matenally to the group’s longer
term revenue generating capacity The directors
therefore remamn opttmistic about the group’s future i
CPO prices continue at or near current levels, the
immediate outlook speaks for itself

wesamomrommow [ 4L

Chairman
24 Apnl 2008




Review of the group

Introduction

The directors present to shareholders of REA. Holdings
pic the review of the group set out below This review has
been prepared solely to provide 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 hkehhood of the group realising
those objectives This review should not be relied upon
by any other party or for any other purpose

This review contamns forward-looking statements which
have been included by the directors in good farth based
on the information available to them up to the time of ther
approval of this review Such statements should be
treated with caubon due to the uncertaintes, including
both economic and business nsks, inherent n any
prognosis regarding the future

In prepanng this review, the directors have sought to
follow best practice as recommended by the reporting
statement on operating and financial rewiews published
by the Accounting Standards Board but this review has
not been checked for comphance with that reporting
statement by the company’s auditers and may not comply
with it in all respects The directors have relied manly on
qualitative rather than quantitatve assessments in
relaton to environmental and social matiers In the
context of the current scale of the group’s operations, the
directors consider quahtative assessment an appropriate
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
sigmificant to the company and its subsidianies when
taken together The review i1s dwvided into five sections
overview, operations, sustamability, finances, and nsks
and uncertainties

Overview
Nature of business and resources

The group 15 engaged in the cultivation of oll palms in the
province of East Kalimantan in Indonesia and in the
production of crude palm ol ("CPQ" and by-products
A detaled
descrnption of the group's actvibes 1s provded under
*Operabons” below

from frut harvested from s ol palms

The group and predecessor businesses have been
involved for over one hundred years in the operation of
agncultural estates growing a vanety of crops In
developing countries in South East Asia and elsewhere
The group today sees itself as marrying developed world
capital and indonesian opportunity by offenng investors in
and lenders to the company the transparency of a UK
hsted company and then using capital raised through the
company to develop sigmficant agncultural operations in
Indonesia. In this endeavour, the group’s inherntance from
its past represents a significant intangible resource in
that ¢ underpins the group's credibility This assists
matenally in sourcing capital, in negotiatng with the
Indonesian authonties in relation to project expansion and
in recruiting management of a hugh calibre

Other resources that are important to the group are its
developed base of operatons, bringing with it an
estabhshed management team and traned workforce,
and the group’s potential land bank.

Objectives

The group's cbjective i1s to prowide attractive overall
returns to investors in the shares and other securities of
the company from the operation and expansion of the
group's existing business, while honouring the group's
social obligation to facilitate economic progress in the
locality of the group's actmities and to develop the group's

13
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operations in a responsible and sustainable manner such
that these will enhance the local environment
Reahsation of this objective 15 dependent upon the
group's ability to generate the increasing operating profits
that will be needed to finance such reahsation

Since CPO 1s a pnimary commodity, its price 1s determined
by world supply and demand The CPQO prnice 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 to
increase crops and to minimise unit production costs with
the expectation that the lower cost producer of CPQ 15
better placed to weather any downturn in pnce To this
end, the group has adopted a two pronged approach

First, the group ams to capitalise on its principal
resources by developing the group’s land bank as rapidly
as logistical and finaneial constraints permit with a view to
utiising the group's exishng management capacity to
manage a larger business Secondly, the group stnves to
manage its estabhished operations as productively as
possible  Ancillary to the first component of this
approach, the group seeks to add to its land bank when
crcumstances permit.

As an addibonal financial objective, the group ams to
enhance returns to equity tnvestors in the company by
procunng that a prudent proportion of the group’s funding
requirements is met with pnior charge capital in the form
of fixed return preferred capital and debt.

Diversification

The group recognises that it 15 dependent upen
operations in a single locality preducing a single product.
This permits significant economies of scale but brings
with it nsks The directors have in the past considered,
and continue to look at possibiliies for, diversification into
another crop or area of actwity that complements, and
can be developed within reasonable proximity of, the

14

existing ol palm operations The directors have
previously stated, and it remains the case, that they do not
regard such dwversification as a strategic imperative and
that a deciston to dwersify would be taken only if the
prospective returns from capital invested in dversification
were to be comparable with those achievable from
nvestment of equivalent capital in continued expansion of
the oll palm operations in the existing operational areas

One possible area of diversification that the directors
have been tentatively considenng in recent months 1s that
of coal mining It 1s well established that East Kalimantan
has vast coal deposits, many of which compnise coal of a
high quality Certain of the local investors in Indonesian
subsidianes of the company have interests in, or access
1o, coal concessions and have suggested that the group
might join them in explorting such concessions The
directors have concluded that this suggestion should be
explored although there 1s no current certainty that the
apparent opportunity offered can provide an economically
viable project or that, i it does, the group would decide to
take on such a project.

Future direction and succession

Recent years have seen a significant transformation in
the group An external indication of this 1s that at 31
December 2000 the ordinary share capital of the
company was capitalised at £4 6 million and that, by 31
December 2007, this figure had grown to £178 1 mifion
In part, this change reflects an increase in the number of
ordinary shares that the company has in 1ssue and the
fortutous benefit to the group of the nse in the world
market price of CPO that occurred over the penod
Nevertheless, there has also been a major expansion in
the scale of the group's operations and, because of the
capital constrants to which the group was formerly
subject (exacerbated by the htigation that dogged the
group from late 2001 unt! early 2006 when the liigation
was settled}, much of the expansion occurred in the latter
part of the 2001 to 2007 peniod when 1t became possible
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{o fund it The transformation of the group has therefore
been extremely rapid

Whilst the directors have been pleased with the group's
progress, they have also been concerned to meet the
challenges that have accompanied it. These include the
challenges of augmenting management capacity to
handfe the requirements of the expanding operations, of
providing management succession and of structuring the
group for the future in a way that will best facilitate
continued expanston

All of the aperations of the group are based in Indonesia
and the directors have seen consolidation of the human
resource component of the Indonesian operations as the
highest prionty To this end, steps have been faken to
pronide greater structure to the management of the
operations by adding senior staff {both by mnternal
promotion and external recruitment) and by enhancing
training programmes The group has also scught fo
entrench 1ts local capacihes by bulding on exsting
relationships with local stakeholders, by procuring
minonty local investors in its operations and by appointing
persons of standing as local advisers to, and directors of,
Indonesian group companies  Whilst the process 1s not
yet complete, the directors believe that the measures
already taken have significantly improved the resilience of
existing management and the avalability to the group of
local independent non-executive advice  Moreover, the
group now has an expanding cadre of younger staff who,
suitably nurtured, should in the future be capable of
running the Indonesian operations

More difficult 1s the questien of how best to develep the
structure of the group for the future As noted above, the
group sees itself as marrying developed world capital and
Indonesian opportunity and central to this self perception
has always been the existence of the company as a UK
listed company providing a condut for capital This has
served the group well in recent years in permitiing the
group to raise the capital that t has needed However,

integral to the present structure is the requirement to
mamntain a London base and that base represents a
significant overhead I, as the directors hope will be the
case, the group can in future rely, to a greater extent than
hitherto, on internally generated equity, and if the markets
for hsted securihes in Indonesian and other Asian
financial markets continue to mature, 1t might be that a
reconshtution of the group as an entrely Asian based
enhty would better serve mvestors in the group than
continuation of the present group structure

As explaned under *Operations® below, the group has
made sigmificant progress in recent months in adding to
its land bank and the dwrectors hope that thus will permut
further rapid growth In the group's planted area. The
directors have concluded that they should defer any far
reaching decisions on group structure until it becomes
clear whether this hope can be converted into a reality In
the meanwhile, they intend simply to mamntain the status
quo of the group’'s Londen base Both the managing
director and the chairman have indicated that they would
wish to remain in ther present roles for several more
years and the directors therefore feel that the 1ssue of
London succession can be deferred untl it becomes
clearer whether this is needed

Evaluation of performance

In seeking to meet its expansion and efficiency
objectives, the group sets operating standards and
targets for most aspects of its actvities and regularly
monitors performance agannst those standards and
targets In many aspects of the group's activities, there 1s
no single standard or target that, In 1solation from other
standards and targets, can be taken as prowding an
accurate continuing ndicator of progress  Rather a
collecton of measures have to be evaluated and a
quabtative conclusion reached

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

*  the new extension planting area developed, this 1s
measured as the area in heclares of land cleared and
planted out or cleared and prepared for planting out
during the apphcable penod,

« the crop of fresh frut bunches ("FFB") harvested,
this 15 measured as the weight in tonnes of FFB
delivered to the group's oil mills duning the applicable
penod, and

« the CPO extracton rate achieved, this 1s measured
as the percentage by weight of CPO extracted from
the FFB crop of the applicable penod

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

Quantifications of the above three indicators for 2007
and comparable quantficatons 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 2008 Qualitative comment on
the group's social objectives 1s also provided under
*Employment and sccial obligations® in “Operations”
below and under “Sustamability” below

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

+  return on adjusted equity, this 1s measured as profit
before tax for the period less amounts attnbutable to
preferred capital expressed as a percentage of
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average total equity (less preferred capital} for the
penod, 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
periedic 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 penod of seven years

Percentages for the above two indicators for 2007 and
comparable figures for 2006 (derved from figures
extracted from the audited consoldated financial
statements of the company) are provided under “Group
results® and “Financing policies” in *Finances” below,
together with target percentages

Operations
Group structure

All of the group's operations are located in East
Kahmantan and have been established pursuant to an
understanding dating from 1991 whereby the East
Kalimantan authonties undertook to support the group in
acquiring, for its own account and in co-operation with
local interests, substantial areas of land in East
Kalmantan for planting with oll palms  The oldest planted
areas, which represent the core of the group's operations,
are owned through PT REA Kaltm Plantatons (*REA
Kaltim™) in which a group company holds a 100 per cent
economic Iinterest.  With the REA Kalim land areas
approaching full utilisation, in 2005 and 2006 two new
companies, PT Sasana Yudha Bhakt (*SYB"} and PT
Kartanegara Kumala Sakt ("KKS), were established with
the object of secunng additional tand on which to
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continue the development programme with, in each case,
95 per cent ownership by the group and S per cent by
East Kalimantan investors

Further efforts to ensure the avalability of land for
expansion duning 2007 and the early months of 2008
have resulted in the group acquinng two further
tndonesian companies, PT Cipta Davia Mandin (*CDM")
and PT Kutar Mitra Sejahtera (*KMS") and conditionally
agreeing te acquire {subject to confirmation of necessary
land development permits) a third Indonesian company,
PT Putra Bongan Jaya ("PBJ") Each of these three
further Indonesian companies 1s, or will be, owned as to
95 per cent by group companies and 5 per cent by East
Kalimantan investors

Land areas

Although the 1991 understanding established a basis for
the prowision of land for development by or in cooperation
wrth the group, all applications to develop previously
undeveloped land areas have to be agreed by the
Indonesian Ministry of Forestry and to go through a bting
process This process leads eventually to the 1ssue of a
registered land title certificate (an hak guna usaha or hgu
certificate) but only after insertion of boundary markers,
as part of a cadastral survey, and completion of other
required legal procedures  In the group’s expenence, the
process, which was never straightforward, has become
more complicated in recent years This has followed the
devolution of significant authonty in relabon to land
matters from the Indonesian central government to
Indonesian provincial and district authonties which has
resulted in an increase in the number of official bodies
involved tn the tithng process

Following the recent acquisitions of COM and KMS and
assuming complebon of the condiional acquisiion of
PBJ, the group will hold land allocations totalling shghtly
in excess of 120,000 hectares but the various allocations

are at different stages of tithng and a large proportion of
the land allocated 1s not yet available to the group for
development.

To-date, full hgu land title cerbficates have been 1ssued in
respect of the entre 30,106 hectares allocated to REA
Kaltim and 5,110 hectares of the land areas allocated to
SYB The balance of the land allocated to SYB amounts
to some 10,000 hectares and it had been expected by
the directors that this land would be released to the group
under three separate titles dunng 2007 After a major
effort, the group was successful, in the closing months of
2007, in cbtaining the key land development permut in
respect of the expected first #itle area of 5,000 hectares
Under normal circumstances, 1ssue of full hgu title to the
area n queshon could have been expected to follow
automatically after issue of this key permit. Unfortunately,
in this instance, a setback occurred with the discovery by
the group that an allocaton over the same area had
recently been issued for mineral exploration Issue of the
full hgu will therefore be further delayed pending
resoclution of the resuitant confiict of land clams

The position in respect of the land area of some 20,000
hectares allocated to KKS 1s also unsatsfactory with the
completion of the tithing process continuing to await the
issue of a decree by the Indonesian Ministry of Forestry
that will allow implementation of a new provincial
development plan that has been drawn up and approved
by the provincial government of East Kalmantan Issue of
this decree, which 15 being negotiated between the
Ministry of Forestry and the provincial government of East
Kalimantan, has been reported to be imminent for some
time but remams pending

Whilst the directors remain hopeful that the outstanding
problems affecting the completion of tithing of the untitled
SYB area and the KKS area will ulhmately be resolved,
the timing of such resolution 1s uncertain and significant
further delay now appears possible With no further land
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avallable for iImmediate development within REA Kaltim,
SYB or KKS, the directors decided dunng 2007 that the
group should take urgent steps to acquire additional land
areas in respect of which land development permits had
already been 1ssued The result has been the acquisihons
of COM, KMS and PBJ referred to above, bnnging with
them land allocations of, respectively, 20,000 hectares,
17000 hectares and 20,000 hectares with development
permits covering significant land areas within these
allocations (subject as respects PBJ to satisfaction of the
conditions for acquisition of that company)

The core operations of REA Kaltim are located some 140
kilometres north west of Samannda, the capital of East
Kahmantan, and he either side of the Belayan rver, a
tnbutary of the Mahakam, one of the major nver systems
of South East Asia. The SYB and KKS areas are
contiguous with the REA Kaltim areas so that the three
areas together form a single site  All of these areas fall
within the Kutas Kartanegara district of East Kalimantan
The prospective PBJ area hes some 70 kilometres to the
south of the REA Kaltim areas in the West Kuta) distnct
of East Kalimantan while the CDM and KMS areas are
located in close proximity of each other in the East Kutal
district of East Kalimantan less than 30 kilometres to the
north west of the REA Kaltim areas

At present, access to the REA Kaltim, SYB, KKS, CDM
and KMS areas can be obtained only by river and by ar
but the completion n 2005 of a road bndge over the
Mahakam should eventually permit road access as well
The PBJ area 15 already accessible by road The CDM
and KMS areas can be accessed from the REA Kalhm
area by way of abandoned logging roads

The group continues to look for further areas suitable for
planting with ol palms within the general vicinity of its
existing land allecations  The directors are optimistic that
it will be possible to augment further the group's fand
bank although it 15 clear that interest in al palm
development 1n East Kalimantan has increased and that
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competition for land suitable for development 1s
intensifying

Land development

Areas planted and in course of development as at 31
December 2007 amounted in total to 26,408 hectares
Of this total, mature plantings compnsed 13,080
hectares, all of which lie within the REA Kaltim areas and
derve from plantings mitiated between 1994 and 1997

Following the economic and subsequent political
destabtlisation of Indonesia that occurred dunng 1997
and early 1998, and the negative effect of that
destabilisation on the general avalability of finance for
development, REA Kaltim suspended all new
development and, from then onwards for several years,
concentrated its avalable resources on carrying to
maturty the areas that had prewicusly been planted or
prepared for planting Extension planting was resumed in
2004 and the 3,165 hectares planted in that year
reached matunty at the start of 2008

The extent of the new development achieved in 2007
was a significant disappointment with an increase dunng
the year of only some 1,500 hectares n the total area
planted or in course of development This increase fell
very matenally short of the target of 6,500 hectares set
at the beginning of the year In setting that target, the
directors did recogrise that its achievement would
depend upon the titling of land allocations held by the
group proceeding as planned so that land would become
avalable for development in tme, and to an exient
sufficient, to meet the requirements of the development
programme Unfortunately, the tithng problems in refation
to the untitled land allocation held by SYB and KKS, as
referred to under “Land areas” above, meant that this did
not happen The shortfall was the result.

Looking to 2008 and beyond, the directors continue to
regard the availabiity of land for development as needed
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as the key constrant on expansion The serous and
unexpected delays suffered in 2007 have made it clear
that any predictions as to land avalabiity may prove
inaccurate Nevertheless, the directors do believe that
significant areas within the 37000 hectares of land
allocations held by CDM and KMS will be avalable for
development by the group durnng 2008 and that a further
area held by PBJ will also become available during the
year This will permit the group to spht its development
programme between three separate areas and, if
setbacks occur in one area, hopefully to compensate for
these by accelerating development in the other areas
Although the delays expenenced in 2007 have continued
into 2008, the recent acquisitions of CDM and KMS
should permit large scale development to be resumed
upon completion of land compensation settlements with
local willages These are currently under negotiation

Subject to the caveats just mentioned, the targeted
development programme for 2008 and 2009 will be
6,500 hectares per annum and w addibon the group will
am to catch up the uncompleted balance of the 2007
programme of some 5,000 hectares Whilst development
of new areas requires a one year lead time in which to
procure seed and to develop seedlings for planting out,
the group's nurseres are already well stocked and the
avallability of planting matenal should be mare than
sufficient to meet the targeted programme K achieved,
this programme would result by the end of 2009 1n a totat
area under oil palm or in course of development of slightly
under 45,000 hectares

inflaton in Indonesia 1s impacting development costs but
extension planting tn areas adjacent to the exisbing
developed areas stll offers the prospect of attractive
returns  Accordingly, it 1s the directors’ intention that,
beyond 2009, the group should continue its expansion
and should seek to plant with ol palms all suitable
undeveloped land avaitable to the group (other than areas
set aside by the group for conservation) as rapidly as
financial and logistical constraints permit.  Such

expansion will, however, involve a senes 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 hght of prevailing
crcumstances

Processing

The group now operates two ol mills in which the FFB
crops harvested from the mature ol palm areas are
processed into CPO and palm kernels The first mill
began operating in 1998 with an inhal capacity of 30
tonnes of FFB per hour This has since been expanded
i a present capacity of 80 tennes per hour The second
mill was brought into praduction in 2006 with an initial
capacity of 40 tonnes per hour It 1s planned to expand
this to 60 tonnes per hour during 2008 and further fo 80
tonnes per hour in 2009 The addional capacity
provided by such expansion should be sufficient to
process the expected increases in FFB crops pending
constructon of the group’s third ol mill which s
programmed to commence in 2010

The group's second oIl mill incorperates, within the overall
facility, a palm kernel crushing plant in which palm kernels
can be further processed to extract the crude palm kernel
oll (*CPKQ") that the palm kernels contain The kernel
crushing plant was brought into full scale produchon at
the start of 2007 and now processes all kernel output
from both of the group's ol mills  The kernel crushing
plant 1s economic to run because it operates on power
generated by the second ol mill from the combushon of
waste products from the CPO and palm kernel extraction
processes and such power 1s surplus to the power
requirement for those processes Moreover, processing
kernels into CPKO avoids the matenal logistical
difficulties and cost associated with the transport and
sale of kernels

The group operates its own fleet of barges for transport
of CPO and CPKO The flget 1s used in conjunction with
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tank storage adjacent to the ol mills and a transhipment
terminal owned by the group downstream of the port of
Samannda  The fleet compnses one barge of 3,000
tonnes, which the group time charters, and a number of
smaller barges, each of 1,500 tonnes or less, which are
owned by the group The smaller barges are used for
transporting palm products from the upriver operations to
the transhipment terminal for collection from that terminal
by buyers The 3,000 tonne barge can be used for sea
voyages to Malaysia and within Indonesia. This permits
the group to delwver CPO and CPKO to customers'
nominated destinations in Malaysia and Indonesia.  The
dwectors believe that flexibilty of delwery options 1s
helpful to the group in its efforts to ophmise the net
prices, FOB port of Samarinda, that it 1s able to realise for
its produce Moreover the group's ability itself to deliver
CPO and CPKO allows the group to make sales without
the collection delays sometimes expenenced with FOB
buyers

A tnal made in 2005 established that it 1s both feasible
and economic fo use the barge fleet to transfer CPO from
the Samannda transhipment terminal to shups anchored
offshore outside the port of Samarmda. This provides
access to vessels of much greater tonnage than the
vessels that can be loaded within the port of Samannda
(which are effectively mited to 6,000 tonnes) and
permits the group to ship palm products to Europe when
differentals between European and South East Asian
prices for CPO and CPKO make it worthwhile to do so
(although this has not been the case in the recent past)

Dunng penods of lower rainfall {which normally occur for
short periods during the drier months of May to August of
each year), river levels on the upper part of the Belayan
become volatile and palm product outputs at times have
to be transferred by road from the mills to a point some
70 kilometres downstream where year round loading of
barges of up to 2,000 tonnes 1s possible To reduce the
extra cost that this involves, in 2003 the group acquired a
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downstream rwverside site on which to establish a
permanent loading point for use during dry periods The
necessary loading facilites will be developed following
completion of a government road that will provide access
to the site  Recent progress on the government road has
been slow

Crops and extraction rates

FFB crops for the years from 2003 to 2007 are shown in
the *Key statistics™ section of this annual report. The crop
out-turn for 2007 amounted to 393217 tonnes, 35 per
cent ahead of the budgeted crop of 380,000 tonnes and
an increase of 177 per cent on the FFB crop for 2006 of
334,076 tonnes Climatic condibons during 2007 were
satisfactory with good ranfall of 4,413 mm (2006 -
2,967 mm) generally well distnbuted through the year

There 1s a considerable volume of data available on the
FFB yields that are achieved from modern hybnd material
planted on estates with soil and cimatic conditions similar
to those prevaling on the group's estates Yields per
hectare cimb rapidly during the fist four years of
produchon to a peak level that on average 1s around 24
tonnes per hectare Production then remains at or close
to this peak level for ten years or more, declining
gradually over the last six to eight years of the ol palm's
25 year economic ife The group has achieved yields in
excess of 30 tonnes per hectare from fully mature
plantings mdicating that, in years when cropping 15 not
matenally affected by abnormal weather conditions, an
average peak yeld across all plantings will matenally
exceed 24 tonnes per hectare

The FFB crop for 2008 has been budgeted at 421,000
tonnes with the expected increase over 2007 reflecting a
budgetary assumption of average ranfall (both as to
quantum and distnbution) and increased cropping from
the 3,150 hectares of ol palms classified as mature from
the start of 2008 Crops to end March 2008 were 9,000
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tonnes above budget but, as the monthly phasing of each
year's crop varies from year to year, this should not be
taken as indicating a lkelihood that the FFB crop for
2008 as a whole will be above budget.

The CPO extraction rate for 2007 was 237 per cent as
compared with the rate achieved in 2006 of 232 per
cent. The group has set a target CPO extraction rate of
24 per cent {which, f achieved, should be regarded as
very satisfactory against industry norms)

The palm kernel extraction rate for 2007 (being
measured as the percentage by weight of palm kernels
extracted from the FFB crop for the year) was 40 per
cent, sightly above the rate of 38 per cent achieved in
2006 and in line with the target palm kernel extraction
rate of 40 per cent set by the group Recent machinery
adjustments to improve the kernel extraction rate in the
newer ol mill may permit upward rewvision of the target
rate of 4 per cent in future years

The CPKO extraction rate for 2007 (being measured as
the percentage by weight of CPKO extracted from the
palm kernels processed by the palm kernel crushing plant
during the year) was 41 4 per cent,

Revenues and markets

Around 85 per cent by weight of il palm product output
is represented by CPO and the balance by palm kernels
Accordingly, the group's revenues are crtically dependent
on CPO prices

The outlook for CPO pnices must be considered against
the background of consumption of vegetable and animal
According to Cil World, worldwide
consumption of vegetable and ammal ols and fats

olls and fats

increased by 49 per cent to 1532 million tonnes in the
year to 30 September 2007 The annual increase of 70
million tonnes that this represented 1s in hine with the

average annual growth in consumption of some 70
milhion tonnes in the preceding three year period Major
uses of vegetable and animal oils and fats have
conventionally been for the production of cooking o,
marganne and soap Consumption of these basic
commodities correlates with population growth and, n
less developed areas, with per capita incomes and thus
economic growth  An addtional use for vegetable o,
which 1s currently assuming an increasing importance in
worldwide demand, 15 bio-fuels In particular, bio-diesel
demand has accounted for the significantly higher year
on year increase In consumption of vegetable oils that
has been seen in each of the last three years

According to Ol World, CPO production in the year to 30
September 2007 totalled 373 million
representing some 245 per cent of the total world
production of the 17 major vegetable and animal oils and
fats for the same penod of 152 1 million tonnes The
principal competitors of CPO are the oils from the annual
ollseed crops, the most significant of which are soybean,
ollseed rape and sunflower
production from those three oilseed crops can be rapidly
adjusted In response to market surpluses or shortfalls
within the vegetable oils and fats complex The directors
believe that levels of annual oilseed production will
ultimately be driven by fundamental market factors with
the result that imbalances will be corrected within a
relatively short time frame

tonnes,

As annual crops, the

1t 1s however possible that normal market mechanmisms
may be affected by government intervention It has long
been the case that some areas (such as the EUJ) have
provided subsidies fo encourage the growing of oilseeds
and that such subsidies have distorted the natural
economics of producing ollseed crops More recently
there has been action by governments to reduce
dependence on fossil fuels This has included steps to
enforce mandatory blending of bio-fue! as a fixed
minimum percentage of all fuels and subsidies to support
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the cultvation of crops capable of being used to produce
Such action has increased returns for farmers
from growing crops such as corn and has meant that land,
which under other circumstances could, agamnst the
background of the present levels of vegetable ail prices,
have been expected to have been converted to growing
annual allseed crops has been used for other purposes

bio-fuel

A graph of CIF Rotterdam spot CPO pnces for the last
ten years, as derved from prices published by Cil World,
15 shown n the “Key statistics™ section of this annual
report. The monthly average price over the ten years has
moved between a high of $952 per tonne and a low of
$234 per tonne The monthly average price over the ten
years as a whole has been $469 per tonne

Durning 2007, the CPO pncee, spot CIF Rotterdam, rose
progressively from an opening level of some $600 per
tonne to a closing level of $350 per tonne, resulbng in an
average price for the year of $780 per tonne, some 63
per cent more than the 2006 average Further strong
price nses were recorded going inte 2008 and CPO has,
during 2008, traded at levels in excess of $1,300 per
tonne although recent weeks have seen pnces fall back
from the highest levels Reports suggest that the peak
pnces of vegetable olls were accompanied by heavy
speculative buying as well as increased commercial
actvity and that the recent fall from peak levels reflects
closing of speculative positions  Certainly, demand for all
vegetable olls appears to remain strong at a ttme when
stocks are at histoncally very low levels and competition
for hectarage from corn and gran crops 1s limiting the
ability of the annual oilseeds to increase production and
reduce the demand pressure on world vegetable ol
stocks

Matenal losses of rape seed crop resulting from
extremely cold weather in China have recently added to
the pressures on world vegetable ol supples The
influence of external market factors in the form of US
dollar weakness, uncertainties in the world credit and
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equity markets and the record price levels of petroleum
oll have alse sigrificantly increased investment interest in
all commodities and in soft commodities in particular

Whilst expectations of bio-fuel demand and cencerns
over availability have probably been the dominant factors
in the recent increase In vegetable oil prices, the CPO
market continues to beneft from health concerns in
relation to trans-fatty acids Such acids are formed when
vegetable oils are artificially hardened by hydrogenation
Poly-unsaturated os, such as scybean oil, rape oil and
sunflower oll, require hydrogenation before they can be
used for shortering or other solid fat applcations but
CPO does not

The directors retain their previously expressed view that
the prices of all commodities are inherently cychical and
that it would be foolish to assume that the present high
price levels for CPO will continue indefinitely  Ultmately,
they believe that tugh pnices for vegetable oils will lead to
greater production not only of CPQO but also of other
competing crops and that that, in turn, will result in lower
pnces However, they acknowledge that the increasing
interest in bio-fuels represents a new factor in vegetable
oll markets With the contnuing growth 1in world
population, economic growth in China, India and other
parts of the developing world and the prospect of
declining avallability of fossil fuels {upon which it must be
remembered that intensive farming methods are entically
dependent), it may be that the average level of vegetable
oll prices over future price cycles will be higher than in the
past.

The average US dollar FOB price per tonne realsed by
the group in respect of 2007 sales of CPQ was
approximately 66 per cent higher than that of 2006 In
2007, approxtmately 51 per cent of the group's CPO
produciton was sold in the local Indonesian market and
the balance of 49 per cent was exported FGB prices
realised for CPO in the local market dunng 2007 were for
the most part marginally higher than those available in the
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export market but, as sales volumes conbnue to increase,
the group wishes to ensure that it can access the larger
CPO markets avalable internationally when necessary
Export sales in 2007 continued to be concentrated within
the South East Asian region

Sales are resincted to a small number of local and
regional buyers and are made on contract terms that are
comprehensive and standard for each of the markets into
which the group sells The group therefore has no need
to develop its own policies for product quality, customer
service or customer relations

As a general rule, all CPO produced by the group 1s sold
for immediate delivery but on occasions, when market
conditions appear favourable, the group makes forward
sales When making such sales, the group would not
normally commuit a volume equivalent to more than 60 per
cent of its projected CPO production for a ferthcoming
period of twelve months

During 2007, the group deiivered 12,000 tonnes of CPO
under forward sale contracts at the equivalent of a CIF
Rotterdam price of $620 per tonne Otherwise, sales
were made on a spot basis  The 2007 forward sale
contracts are continuing inte 2008 at the rate of 2,000
tonnes per month until June (at the same equivalent price
of $620 per tonne) Thereafter the group has forward
sales in respect of 2,000 tonnes per month for the six
month penod to December 2008 and the twelve month
period to December 2009 at prices equivalent to CIF
Rotterdam prices of respectively $870 and $860 per
tonne

Export duty 1s now payable on exports of CPGQ from
indonesia on a percentage basis nsing from nil per cent
on sales at prices of up to the equivalent of $550 per
tonne, CIF Rotterdam, to 25 per cent on sales at prices
above the equivalent, on that basis, of $1,300 per tonne

With the kernel crushing plant in full operation, sales of
palm kemels ceased in eardy 2007 Sales of CPKO were
made entirely in the local Indonesian market and
achieved an average premium of some $115 per tonne
over the FOB price per tonne for CPC

Cost base

The group's revenue costs principally compnise  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 extent with
crops harvested and the area under cultivation, the crop
related component of costs is not a high proportion of the
total Therefore, for any given total area under cultivation,
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
proportionate increase i fixed costs as a result of the
planned extension planting programme Increases in
local costs are resulting in some inflakon in costs in US
dollar terms because the higher Indonesian rupiah costs
that such increases are causing are not being
compensated by a commensurate depreciahon in the
value of the Indonesian rupiah against the US dollar

Particular factors affecting current Indonesian operating
costs are substantial increases in the cost of all fertiisers,
tugher diesel oil pnices reflecting the removal of state
diesel ol subsidies in 2005 and subsequent increases in
international petroleum ol pnces and wage inflabon
Operating efficiencies achievable from the growing
production volumes, coupled with the better absorption of
overheads that expansion of planted areas permits,
provide some scope for mitigating the resultant impact on
margins
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Employees

With the expansion of the group's operations, the group
15 steadily increasing its workforce At the end of 2007,
the workforce numbered some 6,000 That 1s sufficient
for the current level of operational activity but further
recrutment will be required as the extension planting
prcgramme progresses Almost all members of the
workforce and ther dependants are housed n group
housing 1n a network of villages across the group estates

The group places considerable emphasis on welfare and
remuneration structures and ams to promote a
productive and stable workforce  All wvillages are
equipped with potable water and electncity and provided
with a range of amenity buldings including mosques,
churches, shops, schools and creches The group
provides financial assistance to local state schools and
operates its own health service with medical faciliies in
each village and a central hosptal Active support for
measures to control endemic diseases such as malana
has resulted in a reduckion in the incdence of such
diseases n recent years

The group has health and safety policies that are clearly
communicated to all employees and are managed
through regular meetings on each operating unit
attended by management and employee representatives
The minutes from all such meetings are reviewed by
senor management. The group promotes a policy for the
creation of equal and ethnically diverse employment
opporturuties and encourages the establishment of
forums in which employees or their representatives can
have free and open dialogue with the group’s
management.

Training 1s an important focus for the group n its efforts
to establish best practice in all aspects of the group's
actmties Regular training programmes are run as part of
the human resource development function Parbicular
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emphasis s placed on health and safety and
sustainability

The group's extension planting programme brings with it
the need continuously to enlarge the operational
management team and a recrutment programme for
graduates with agncullural qualifications 15 conducted
each year These graduates jon the cadet training
programme Those successfully completing this twelve
month programme, which provides a grounding in all
aspects of ol palm estate management, are offered
posithions as assistant managers The recruwtment
programme for cadets 1s sized each year to reflect the
future management needs of the extension planting
prograrmme and to allow for staff turnover

Courses constructed and operated out of the group's
own training school are targeted pnmariy at lower and
middle management levels The group recognises the
importance of developing management sills at all levels
and the scope of the group’s ongoing traiming programme
includes the external provision of management
development courses for the group's senior Indonesian
management.

A recent surge of interest in the development of new ol
palm plantings in Indonesia generally, and in East
Kabmantan in particular, by other plantation groups and
new entrants to the plantabon industry 1s puthiing
significant pressure on the industry's limited pool of
competent estate management and expenenced workers
The group 15 taking steps to protect its investment in
people and skills by gwing added focus to the provision of
remuneration incentives designed to discourage its
employees from switching to other employers  Such
steps will newitably result in further upward pressure on
future operating costs
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The Indonesian context

Dunng 2007, the Indonesian domestic economy
continued to expand at a moderate rate and the
Indonesian government currently projects economic
growth in 2008 at above 6 per cent. The rate of inflation
has been increasing in recent months, driven by prce
increases in staple foods, with year on year rates currently
running at in excess of 8 per cent. The political situation
remains stable but the continuing upward pressure on
food prices 1s a concern Food shortages would certainly
have the potential to cause social unrest.

Having strengthened against the US dollar duning 20085,
the Indonesian rupiah to US dollar exchange rate has
since remamed within a narrow range  This, together with
a higher domestic cost base and an increasing inflabion
rate, continues to have a negatve impact on foreign
direct investment which remamns at low levels On the
other hand, Indonesia’s economic and politcal situation
appears to be viewed more positively and the country's
abilty to access international debt markets has improved
significantly in recent years

Rationally Indonesia's economic policies should include
the encouragement of those US dollar earning export
industries that have natural competitive advantage in the
mnternational markets in which they operate The country
has enormous reserves of natural resources in the form
of oll, natural gas and other minerals and, with a plentiful
supply of land and labour, agnculture can be a major
foreign currency earner In particular, the Indonesian cil
palm industry continues to have sigrificant competitve
advantage over its Malaysian counterpart and over
producers of those vegetable oils denved from the annual
ollseed crops This appears to be recognised by the
current Indonesian government and it must be hoped that
it will maintain an economi¢ environment in which the oil
palm industry can continue to thrive The directors are

encouraged by the government's indicated commitment
to further expansion of the Indonesian all palm industry

The province of East Kahmantan remamned stable and
prosperous throughout 2007 The province benefits from
a large natural resource base, low pepulabion and near full
employment.
continues to develop rapidly within East Kalimantan
Although, as noted under "Area of operatrons” abave, the
devolution of authonty from central government to
provincial governments that has resulted from the
Indenesian regional autonomy legislation of recent years
has brought with it increased bureaucracy in some areas
(in parhcular land tithng), it has also brought benefits to
outlying provinces such as East Kalimantan in prowiding
increased resources for provincial development

In particular, the coal mining industry

Sustainability
Smaltholder programmes

The group I1s active 1n assisting local villages to establish
thewr own smaltholdings of ol palm on a co-operative
basis At 31 December 2007, some 1,200 hectares of
smallholder plantings adjacent to the group’s operations
had been established across nine local villages Interest
from the local village communities 1n the cultvation of oil
palm as a secure long term livelthood continues to
increase and the group remans fully committed to a
matenal expansion of the o palm areas cultwated by the
local vilage communities Progress 1s however being
slowed by the difficultes expenenced by willage co-
operatives tn identifying, and secuning suitable hiles over,
prospective land areas for smalholder developments
Discussions have recently taken place with the provincial
government in the hope that this problem can be resolved
and that matenal areas of land adjacent to the group's
estates can be earmarked by the government for the
development of smallholder plantings
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Review of the group contnue

Under the current smallholder model, each farmer
cultivates ol palm on his own two hectare plot with the
group providing techrucal advice through a management
team dedicated to the smallholder development
programme Fertiisers 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 processmg and the group will, on an agreed
basis, recover from the sale proceeds the deferred
amounts owed by the farmer to the group

The ethnic background of the communities Iving in the
vicinity of the group's operations vanies matenally from
village to wvillage, and this and other factors result in
varying levels of interest in smallholder farming The
group has developed an alternative structure to the
conventonal smallholder co-operative model with a view
to providing a mechanism that will enable those willage
communtties whose Iifestyle and culture are not
conducive to involvement in smallholder co-operatives to
benefit from the economic opportunities afforded by oil
palm development Implementation of this alternative
structure has however been held up by the difficulties,
referred to immediately above, in securing the land areas
on which to operate the new scheme

Community development

The group beheves that successfully involving itself in
community development will be key to the future growth
and success of its plantation operations  For many years,
the group has provided statf and equipment on an ad hoc
basis to give support to the local community but, during
2006, 1t was decided that a more formal and planned
approach was reguired As a result, the group 1s
establishing small spectalist management teams, resident
on each site upon which 1t operates, that will formulate
and manage the group’s community development
iniatives A team of external consultants 1s used to
produce an imtial community needs assessment for each
of the group's new development areas
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Community development programmes currently take two
forms First, each community development team 1s
required to engage with government at local and central
level in order to identfy and develop areas where the
communities local to the group’s estates can obtain
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, each community development team 1s required
to have a day to day presence on the ground, visiting local
communites and developing small scale self-help
prejects with indvidual groups of villagers The group has
allocated a specific budget to assist in financing these
self-help programmes, which to date have included
chicken reanng, fish farming and fruit and vegetable
cultvation  The proximity of the sizeable workforce
resident on the group's estates prowvides a readily
accessible local market for the produce ansing from such
schemes Some 20 projects are currently operating with
a further 12 in the pipeline for 2008 Each wvllage
adjacent to the group’s established operations has at
least one active project The estabhshment of a credit
unien scheme to assist in the provision of finance for
community projects 1s currently under review

Consarvation

The group continues to develop its conservation
programmes based on the enwironmental impact
assessment made in 1895 by independent experts and
since perodically updated to reflect the further external
expert advice sought by the group  Designated
conservation reserves, amed at conserving or enhancing
landscape level bio-dversity, continue to be established
within the group’s operational areas and, with the
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exception of one area that was destroyed by a fire dunng
the 1997/98 El Nino drought, these reserves continue to
be managed actvely and mamntaned The total area of
the group’s conservation reserves at the end of 2007
amounted to some 6,700 hectares

The group manages conservaton issues through a
dedicated on site management team led by an
internationally recognised conservation expert. This team
1s responsible for progressive implementation of the
group's conservation policy, which 1s

= to compile a detaled record of the physical attnbutes
of the landscape, its bio-diversity rescurces and the
status and value of each to both internatonal and
local communities,

* to mimmise or elminate adverse impacts from the
group’s plantations upon soil, water and biological
communities,

*+ to achieve bio-diversity conservation through
protection and sustainable use, and

+ to seek conservation outcomes that accrue long term
benefit to local communities

The group recogrises its social obhgations in relation to
pollubon and energy efficiency The group operates a
zero burning policy in relation to land develcpment and, in
dry penods, maintans active fire patrols in an effort to
hmit the risks of accidental fires Corndors are used to
separate all planbngs from water courses and the latter
are regularly monitored to ensure that they are not
contaminated by leaching of fertlisers and pesticides
The group achively promotes integrated pest
management throughout its operations  Wherever
possible, natural predators are preferred to pestrcides for
pest control  Selective vaneties of flowening plants have
been planted throughout the group’s estates to promote
the population of wasps, the natural predators of
bagworm and caterpillars

All processing waste 1s recycled O mill effluent 1s
treated in effluent ponds and after treatment 15
distnbuted within the ol palm areas as a substitute for
morganic fertiser Empty frut bunches are similarly
distnbuted Fibre extracted dunng the milling of oil palm
fruit 15 used to fuel ol mill bailers from which steam 1s
generated This steam 15 then used to dnive steam
turbines and te reduce dependence on fossil fuels for
power The group i1s developing a programme for the
centralisation of electricity generaton and the
establishment of an electrncal distnbution network as an
alternatve to using diesel generators in each estate
village for the provision of electrical power An evaluation
of the potential for reducing carbon emissions from the
CPQ produchion process was started duning 2007 and 15
ongoing This work 15 focused on the recovery of
methane from the mill effluent ponds It 1s hoped that the
group may be able to obtan carbon credits under the
Clean Development Mechanism to mmprove the
economics of investing in such recovery

General

The directors believe that recent cnbicism of the oil palm
industry as the alleged principal driver of rain forest
destruction in South East Asia 1s musplaced Very large
areas of rain forest in East Kalimantan were cut down
duning the second half of the twenteth century when little
or no ol palm was planted in the province and existing ol
palm developments in East Kalmantan are concentrated
in areas that have been deforested by logging companies
entirely unconnected with the ol palm companies
conducting the developments Nevertheless,
sustainability 1s obviously an area of major importance for
the ol palm industry as a whole

Since 2005, the group has employed an international firm
of consultants to perform an annual management
performance review covenng production and
environmental practices and social sustainabibity
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ReVieW Of the group continued

Conclusions and recommendations are carefully reviewed
by semor operating management and the group's
managing director and appropnate responsive action i1s
taken

Dunng the year, the group became a member of the
Roundtable on Sustainable Palm Ol (*RSPO"  The
RSPO has produced a set of principles and entena for the
sustamnable production of CPQO  National interpretations
of these principles and cntena are currently being
developed in each of the major producer countries so as
to be made consistent with that country's legal system
Upcn completion of this work, 1t i1s anticipated that
procedures wil be put in place by which indwidual
companies can obtain RSPO accreditation

The group recognises the importance of developing the
competences needed to meet the many demands that
sustainability requirements place on responsible ail palm
producers As part of its commitment to achieving best
practice and in the absence for the tme being of an
agreed RSPO accreditation process for Indonesian
plantations, the group intends durnng 2008 to seek 1SO
14001 certification for its mill and estate operations

Finances
Accounting policies

Following a trend set by several other European
plantation companies, the group has decided to adopt the
US dollar as its presentational currency The US dollar
has long been treated as the functional currency of the
group's all palm operations, CPO 15 essentally a US dollar
based commeodity, many of the group’s costs are incurred
in, or arise in respect of tems that are priced by reference
to, US dollars and all of the group's borrowings are in US
dollars or are hedged against the US dollar The directors
believe that presentation of the group's results in US
dollars will reduce distortions caused by exchange

28

movements and thereby make it easier for shareholders
to follow the evolution of the group's financial affarrs

Accordingly, while the group continues to report n
accordance with International Financial Reporting
Standards (“IFRS"), the accompanying consohdated
financial statements for the year ended 31 December
2007 are presented in US dollars and the comparative
figures, which were onginally presented in sterling, have
been restated in US dollars

The accounting policies applied under IFRS are set out in
the *Accounting policies {group)" section of this annual
report. The accounting policy relating to biological assets
(compnsing ol palm plantings and nurseries) 1s of
parbicular importance  Such assets are not depreciated
but are instead restated at far value at each reporting
date and the movement on valuation over the reporting
penod, after adjustment for additions and disposals, 1s
taken to iIncome Deferred tax s provided or credited as
appropnate in respect of each such movement

As in previous years, the fair value of the biological assets
at 31 December 2007 has been derived by the directors
on a discounted cash flow basis by reference to the FFB
expected to be harvested from the group's ol palms over
the full remaining productive life of the palms and to an
eshmated profit margin based on current costs and an
eshmated produce value for transfer to mill dernved from
a twenty year average of histonc CPO prices Key
assumphions made in the denvation of fair value as at 31
December 2007 are an average CPO pnce, FOB port of
Samarinda and net of Indonesian export duty, of $414 per
tonne and discount rates of 175 per cent in the case of
REA Kaltim and 19 per cent in the case of all other group
companies These compare with the assumphions of the
preceding year of an average CPO price per tonne, FOB
port of Samarinda and net of Indonesian export duty of
$397 (equivalent to $402 per tonne before export duty)
and a discount rate in all cases of 175 per cent.
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The decision to apply different discount rates to the
valuation of different components of the group's
biological assets at 31 December 2007 reflects the
directors’ view that, with the estates owned by REA
Kaltim now approaching full matunty and with the still
wnmature areas owned by other group companies
expanding, it 15 no longer appropnate to value all of the
biclogical assets on a single discount rate Instead they
believe that it 1s appropnate to reflect, in the discount rate
apphed in valuing the more immature areas, the greater
nsks inherent in successfully harvesting the FFB crops
projected to be produced from those areas than n
harvesting the projected FFB crops from estabhished
areas The valuation of the biological assets at 31
December 2007 also reflects one other refinement of
valuation methedology Hawving reviewed the inihal costs
of ol palm extension development, the directors have
concluded that, with increasing levels of infrastructurat
establishment, the costs of infrastructural development
should no longer be treated as an mnput to the creation of
biclogical assets Instead, with effect from the beginning
of 2007, such costs are being capitalised and depreciated
as permanent infrastructure

The directors recognise that the IFRS accounting policy
in relation to biological assets does have theorehcal
ments in each year charging to income a proper measure
of capital consumed (so that, for example, a far
distinction 1s drawn each year between the cost of the
shortening lfe expectancy of younger plantings still
capable of many years of cropping and that of older
plantings nearing the end of ther productve lves) It
does, however, concern the directors that no estimate of
farr value can ever be completely accurate (particularly in
a business in which selling pnces and margins are subject
to very matenal fluctuahons) Moreover, in the case of the
group’s biological assets, small differences in valuation
assumptions can have a quite disproportionate effect on
results  The biological assets are recorded 1n the group
balance sheet at 31 December 2007 at $166 milion An

increase or reduction of $5 per tonne in the unit profit
margin per tonne of FFB used for the purpose of the
valuation would increase or reduce the valuation by
approximately $20 million

The company continues to prepare its indivtdual financial
statements In sterlng and n accordance with UK
Generally Accepted Accounting Practice, accordingly the
company’s indmidual financial statements are presented
separately from the consolidated financial statements

Accounting reference date

The company's current accounting reference date 15 31
December This is not ideal in terms of internal staff
avalablity for the preparation of year end reports
Moreover, the end of the calendar year 1s a popular
reporting date and the group finds tself competing with
other groups (many of them much larger than the group)
to obtain from its auditors allocations of audit staff for the
tme needed to audit the financial statements of the
company and its subsidiaries

The directors are therefore contemplating a change in the
company's accounting reference date to 28 February
Such a change would require the consent of the holders
of the 95 per cent guaranteed sterling notes 2015/17
issued by REA Finance BY If the directors decide to
proceed with the change and the necessary noteholder
consent 1s obtaned during the course of 2008, the
current reporting pertod of the company would be
extended to 28 February 2009

Group resulis
Group operating profit for 2007 amounted to $494
miflion and profit before tax to $470 milion aganst the

comparable figures of the preceding year (as restated in
US dollars) of $208 milion and $198 million
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Review of the group o

The principal movements in the compenents of operating
profit reported in 2007 were an increase In revenue of
$24 5 million ($576 million against $33 1 millien), and a
positive movement of $56 million in the amount ansing
from changes in the far value of agnicuftural produce
inventory The net gain from changes in the farr value of
biological assets at $8 0 million was much in line with the
biological gain in 20086 of $87 milkon

The higher revenue reported reflected a combmation of
increased production, better seling prices and additional
revenues from seling CPKO rather than unprocessed
palm kernels The gain from changes in the far value of
agncultural produce inventory arose from increases over
2007 both n the volume of agncultural produce held as
inventory and in the farr value attnbuted to each tonne of
inventory so held (tself the result of the increase in the
pnces of CPO and CPKO over the year)

Interest payable in 2007 (before deduction of the interest
component added to biological assets) amounted to $92
milion against $65 millon n 2006 The Increased
charge principally reflected the higher average level of
group indebtedness duning 2007 as compared with the
previous year This resulted from the issues of debt
securities made by the group at the end of 2006 and in
early 2007 Interest cover for 2007 (measured as the
ratio of earmings before interest, tax, depreciation and
amortisation, and biological gain to interest payable) was
51 agamst 2 3 for 2006

Although the group continues to have substantal tax
losses carned forward these losses are manly in the UK
members of the group and are not avallable for offset
aganst the profits of REA Kaltm  That company
exhausted its remaining tax losses dunng 2007 and, as a
result, 2007 saw a sharp increase in the current tax
provision which amounted to $53 milion {against
$222,000 n 2006) Provision for deferred tax on timing
differences and on the biological gan accounted for the
balance of the 2007 tax charge (as also in 2006)
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At the after tax level, profit for the year at $320 millon
was 130 per cent ahead of the $139 million achieved in
2006 while profit atinbutable to ordinary shareholders
was 155 per cent ahead of the preceding year Fully
diluted earnings per share amounted to US 896 cents
(2006 - US 378 cents)

The group's target long term average annual return on
adjusted equity 1s 20 per cent. The return achieved for
2007 was 425 per cent against 25 per cent for 2006

Dividends

The fixed semr-annual dvidends on the 9 per cent
cumulative preference shares that fell due on 30 June
and 31 December 2007 were duly paid

Dmdends totalting 2p per ordinary share have been paid
in respect of 2007 (2006 — 1p per ordinary share)
These compnsed a first intenm dwidend of 1p per
ordinary share paid on B October 2007 and a second
intenm dividend in lieu of final of 1p per ordinary share
pad on 25 January 2008  In addition, the company
made a capitalisation 1ssue to ordinary shareholders of
1,085,795 new preference shares on the basis of one
new preference share for every 30 ordinary shares held
on 1 October 2007

As noted under ‘Land development” in "Operations”
above, the group has ambitous plans for continued
extension planting of ol palms These will require
substantial investment by the group and the need to fund
this investment will inevitably constrain the rate at which
the directors feel that they can prudently declare, or
recommend the payment of, future ordimary dwidends
The directors do appreciate that many shareholders
invest not only for capital growth but also for income and
that the payment of dividends i1s important. With the
prospect of increasing crops for several years to come,
the directors believe that, notwithstanding the constraints
of the development programme, the group should be able




to support progressive increases n ordinary dividends
from the modest levels established in respect of 2006
and 2007, but they believe that the rate of progression
should be steady rather than dramatic. The drrectors
ntend that any new level of ordinary dividend set in
respect of any gwen year should be sustanable in
subsequent years

If the group's results would appear to justfy some
additional return to ordinary shareholders beyond the
level of ordinary dwvidends that the directors believe that
the company can prudently afford having regard to the
need to conserve cash resources, the directors may
consider a further capitalisation 1ssue to ordinary
shareholders of new preference shares

Caputal structure

The group 1s financed by a combination of debt and equity
{which under IFRS includes minonty interests and the
company's preference share capital) Total equity less
minority interests at 31 December 2007 amounted to
$1478 milion as compared with $1049 milion at 31
December 2006 Minonty interests amounted at those
dates to, respectively, $877,000 and $600,000

2007 saw further consolidation of the group’s financial
posihon In January 2007, the balance of £7000,000
nominal of the proposed total issue of £22,000,000
nominal of 95 per cent guaranteed stering notes
2015/17 ("sterhng notes”) was issued for cash at a
subscnption price of 996574 per cent of par by REA
Finance BV (“REA Finance”), a wholly owned subsidiary
of the company This was followed in Apnl and
September 2007 by issues of, respectively, 1,500,000
new ordinary shares and 1,064,581 new preference
shares for cash, to raise some £76 millon, net of
expenses A further 1,085,795 new preference shares
were 1ssued in October 2007 by way of capitalisation of
share premium account pursuant fo the capitalisation

issue to ordinary shareholders referred to under
“Dividends™ above

The combined effect of the foregoing transactions was to
increase the group's hquidity, as discussed under
"Liquidity and financing adequacy” and to reduce its
dependence on short term bank borrowings  As a result,
group indebtedness at 31 December 2007 amounted to
$862 million, made up of US dollar denominated bark
indebtedness under an Indonesian consortum loan
facility of $154 million, £22 million nominal of sterling
notes (carrying value $407 milhon), $30 milion nominal
of 75 per cent dollar notes 2012/14 (*dollar notes"®)
(carrying value $294 milion) and other short term
indebtedness (including obligations under finance leases)
of 307 milhon  Against this indebtedness, at 31
December 2007 the group held cash and cash
equrvalents of $34 2 million

The stering notes are secured principally on unsecured
loans made by REA Finance to REA Kalhm, 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

Borrowings under the Indonesian consortium loan facility
are secured on the assets of REA Kaltm and are
guaranteed by the company The outstanding balance of
$154 mihon at 31 December 2007 15 repayable as
follows 2008 - $25 muilion, 2009 - $107 milhon and
2010 - $22 millon

The group has entered into a long term sterling US dollar
debt swap to hedge against US dollars the sterling liability
for principal and interest payable in respect of the entire
issue of the sterting notes (but, in the case of interest,
only as respects interest payments falling due up to and
including 31 December 2015)
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ReVIGW Of the group continued

Group cash flow

Group cash inflows and outflows are analysed in the
consoldated cash flow statement Cash and cash
equvalents reduced shghtly over 2007 from $3727
million to $34 22 million

Net cash flow from operating actvites amounted to
$28 18 milion aganst $711 millon for 2006, an
ncrease of $2107 millon Key components of this
increase were a sharply higher operating profit ($4939
million against $20 77 million), absarption of $8 76 milion
of cash in working capital (2006 - $370 million) and
higher tax payments ($3 16 million against $0 22 mulion)
The movement in working capital included an $813
million increase in inventories which reflected an
unusually high level of CPQ stocks at 31 December 2007
as a result of some collectons scheduled for the
Christmas period being delayed untl January 2008

Investing actmities for 2007 involved a net outflow of
$31 78 milion (2006 - $3340 milkon) This reflected
expenditure on the group's continuing development
programme totaling $3362 milion (2006 - $3367
million), offset by inflows from interest and other items of
$1 84 milhon (2006 - $027 million) The net outflow in
respect of investing activiies was financed by a
combination of net cash fiow from operating activities and
opening cash and cash equwalents

Cash inflows and outflows frem financing activities were
broadly i balance with new debt and equiy captal
providing $2964 million, bank debt and finance lease
repayments amounting to $26 10 million and dmvdend
payments of $3 55 million

Delays to the planned deveiopment programmes dunng
2007 meant that the level of development expenditure
was lower than would have been the case had the
programmes proceeded as planned This 1s reflected in
the closing level of cash and cash equivalents
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Liquidity and financing adequacy

As noted under "Group cash flows" above, the group held
cash and cash equivalents at 31 December 2007 of
$34 2 million In addition, the group had at that date a
working capital ine of $35 miflion, subject to annual
renewal, under which $0 5 million had been drawn and an
undrawn balance of $4 milion under the Indonesian
consorhum loan facility 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 remainder of 2008,
together with the group's existing cash resources, will be
sufficient to fund both the planned development
programme for the year and near term debt repayments
However, looking beyond 2008 and allowing for the fact
that CPO pnces may not be sustained at present levels,
the group 1s likely to require some further funding if, as
the directors hope will be the case, high levels of
extension planting are achieved The directors intend to
meet this further funding requirement with additional
borrowings which they will seek to raise from
development and other banks and, if market conditions
permit, from further issues of listed debt secunties The
directors are confident that the group's equity base 1s
now sufficient comfortably to sustain the addional debt
envisaged

The group's financing 15 matenally dependent upon the
contracts governing the sterling and dollar notes There
are no restrctions under those contracts, or otherwise, on
the use of group cash resources or existing borrowings
and faciliies that the directors would expect matenally to
impact the planned development of the group Under the
terms of the Indonesian consorium loan facility, REA
Kaltim 15 restricted to an extent in the payment of interest
on borrowings from, and on the payment of dvidends to,
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 all palms fruit continuously throughout the
year and there 1s therefore no matenal seasonality to the
group's funding requirement.

Financing policies

The directors believe that, in order to maximise returns to
holders af the company's ordinary shares, it 1s essental
that a proportion of the group's funding needs are met
with prior charge caprital  Although the company's
preference share capital 1s expensive to service, in that
the preference shares entitle the holders of those shares
to a cumulative annual dvidend at the rate of S per cent
of the nominal value of the shares (being £1 per share),
the drrectors consider that the preference capital 1s a
valuable component of the group’s prior charge capital in
that it provides leverage for the ordinary shares but
represents 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, f crcumstances permit, the
company should increase that preference capital in hine
with growth in the group's equity base

As respects borrowings, the directors believe that the
group's interests are best served if the group’s
borrowings are structured to fit the matunity profile of the
assets that the borrowings are financing Since o1l 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 am to structure the group's
borrowings so that shorter term bank debt is used only to
finance working capital requirements, while debt funding
for the group's development programme 15 sourced from
issues of medium term hsted debt secunties and
borrowings from development institutions

The drectors beleve that the group's existing capdal
structure 1s consistent with this policy objective but
recognise that planned further investment in extension
planting and the inewitable shortening of the maturity
profile of the group's current indebtedness that will result
from the passage of time will mean that future action will
be required to ensure that the group’s capital structure
continues to meet the objective

Whilst the directors believe that it 1s important that the
group retains flexibiity as to the percentage of the
group's overall funding that is represented by net debt, as
a general indication they believe that, at the present stage
of the group's development, net debt should not exceed
100 per cent of total equdy Net debt represented 350
per cent of total equity at 31 December 2007 against a
target of 60 per cent and a level of 574 per cent at 31
December 2006 The target for 31 December 2008
based on budget projections for 2008 1s 60 per cent

Other treasury policies

The sterling notes and the dollar notes carry interest at
fixed rates of, respectively, 95 and 75 per cent per
annum [nterest going forward 1s payable on drawings
under the Indonesian consortum loan facility at a floating
rate equal to 275 per cent per annum over Singapore
Inter Bank Offered Rate As a policy, the group does 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 Indonestan consortium loan facility at 31 December
2007 would result in an annual cost to the group of
approximately $154,000 before taxation

The group regards the US dollar as the functional
currency of most of its operations and seeks o ensure
that, as respects that proporbon of its investment in the
operations that 1s met by borrowings, 1t has no matenal
currency exposure against the US dollar  Accordingly,
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where borrowings are incurred in a currency other than
the US dollar, the group endeavours to cover the resultant
currency exposure by way of a debt swap or other
appropnate currency hedge The group does not cover
the currency exposure in respect of the component of the
mvestment in 1ts operations that 15 financed with sterling
denominated equity The group's pelicy 1s to maintain a
balance in sterling sufficient to meet its projected sterling
expenditure for a penod 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 uncertainties
Agnicultural factors

Although the group's operations are located in an area of
high rainfall with sunhght hours and soil conditions well
suited to the cultivation of oil palm, weather and growing
conditions vary from year to year and setbacks are
possible As in any agrcultural operation, there are also
risks that crops may be affected by pests and diseases
Agncultural best practice can to some extent mihgate
these nsks but they cannot be entirely eliminated

Unusually high levels of ranfall can disrupt estate
operations Unusually low levels of rainfall that lead to a
water avallability below the minimum required for the
normal development of the ol palm may lead to a
reduction in subsequent crop levels Such reduction I1s
hkely to be broadly proportional to the size of the
cumulative water deficit

Over a long period, crop levels should be reascnably

predictable but there can be matenal vanations from the
norm in indwvidual years
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Operational factors

The group's productivity 15 dependent upon necessary
inputs, mcluding, in particular, fertiser and fuel  Whilst
the directors have no reason to anticipate shortages in
the avalabiity of such inputs, should such shortages
occur over any extended penod the group’s operattons
could be materially disrupted Equally, increases in input
costs would be likely to reduce profit margins

After harvesting, FFB crops become rotten f not
processed within a short penod  Any hiatus in FFB
collection or processing may therefore lead to a loss of
crop The group endeavours to mamtain resilience in its
processing faciities with two factones operating
separately and some ability within each factory to switch
from steam based to diesel based electricity generation
but such resihence would be inadequate to compensate
for any matenal loss of processing capactty for anything
other than a short time period

The group has bulk storage facilities within s main area
of operatons and at its transhipment terminal
downstream of the port of Samannda. Such facilities and
the further storage facilihies afforded by the group's fleet
of barges have hitherto always proved adequate to meet
the group's requirements for CPO and CPKO storage
Nevertheless, disruptions to river transport between the
main areas of operations and the port of Samannda, or
delays n collection of CPO and CPKO frem the
transhipment terminal, could result in a group requirement
for CPO and CPKO storage exceeding the avalable
capacity This would be likely to force a temporary
cessation in FFB processing with a resultant loss of crop

Many of the group's cperational and financial controls are
dependent, in part, on the group's management systems
These include computensed systems  Any damage or
falure of such computernsed systems could have a
deleterious effect on the group
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The group maintains insurance to cover those risks
against which the directors consider that it 1s economic to
insure Certain nsks (including the nsk of fire in planted
areas), for which insurance cover is either not available or
would, n the opinion of the drectors, be
disproportionately expensive, are not insured
Occurrence of an adverse umnsured event could result in
the group sustaimng matenal losses

Produce pnces

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

CPC and CPKO are primary commodities and as such
are affected by levels of world economic actmity and
factors affecting the world economy, including levels of
inflation and interest rates  This may lead to significant
price swings although, as noted under *Revenues and
markets” in “Operations” above, the directors beheve that
such swings should be moderated by the fact that the
annual ollseed crops account for the major proportion of
world vegetable ol production and producers of such
crops can reduce or increase ther production within a
relatively short tme frame

The Indonesian authorities have n the past (for short
penods and in times of very ligh CPO pnces) imposed
either restrictions on the export of CPO and CPKO or
pumtive duties on export sales of such of  Such
measures are damaging not only to large plantaton
groups but also to the large number of smallholder
farmers growing oil palm in Indonesia. Moreover, CPO 15
an important component of Indonesia's US dollar earming
exports The directors have been encouraged that the
significant rise n CPO and CPKO prices duning 2007 and
the early months of 2008 has not seen a reimposttion of
such restnctions or imposts  Instead, the Indonesian

government has continued to allow the free export of
CPO and CPKO but has introduced a sliding scale of
duties on CPO and CPKO exports Pursuant to this scale,
the percentage rate of duty levied on the Indonesian
gazetted pnce of CPO (being broadly the prevaiing FOB
market prnice of CPO) currently nses from nil on pnces up
to the equivalent of $550 per tonne CIF Rotterdam to 25
per cent on prices equivalent to $1,300 per tonne CIF
Rotterdam or above

World markets for CPO and CPKO may be distorted by
the imposition of import controls or taxes in consuming
countnies  The directors beheve that the imposition of
such controls or taxes on CPO or CPKO will normally
result in greater consumpthon of alternative vegetable oils
within the area in which the controls or taxes have been
impesed and the substitution outside that area of CPO
and CPKO for other vegetable ols  Should such
arbitrage fail to occur or prove insufficient to compensate
for the market distortion created by the applicable import
controls or taxes, selling pnces for the group’s CPO and
CPKO could be depressed

Expansion

The group Is planning sigrificant extension planting of oil
palm The directors hope that land allocabions obtained
by the group will become available for planting ahead of
the land becoming needed for the planned development
programme and that such development programme can
be funded from avalable group cash resources and
future operational cash flows, appropnately
supplemented with further externally raised capital
Should, however, land or cash avalability fali short of
expectations and the group be unable to secure
alternative land or funding (as was the case in 2007 as
respects land), the planned extension planting
programme, upon which the group's continued growth 15
cnitically dependent, may be delayed and could have to be
curtalled
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If the planned extension planting programme had to be
curtailed, the directors consider that it 1s hkely that, for the
penod of such curtailment, the accounting regime to
which the company 15 subject, requinng an annual
revaluation of biological assets at farr value, would result
n lower gains or greater losses on brological assets being
reflected n 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 s essentially a US dollar based commodity
Accordingly, the group’s revenues and the underlying
value of the group's oll palm operations are effectively US
dollar denominated All of the group's borrowings other
than the sterling notes are also US dollar denominated
and the group has entered into a sterling US dollar debt
swap to hedge the sterling notes A substantal
component of the group's costs (including fertiliser and
machinery inputs) are US dollar denominated or hnked
Accordingly, the pnincipal currency nisk faced by the group
15 that those components of group costs that anse in
Indonesian rupiah and sterling may, if such currencies
strengthen against the US dollar, negatively impact
margins in US dollar terms  The direclors consider that
this nsk s inherent in the group's business and capital
structure and the group does not therefore normally
hedge agamnst such nsk.

Environmental practices

The group's East Kalimantan operations are based on
land areas that have been previously logged and zoned by
the Indonesian authontes as appropriate for agncultural
development on the basis that, regrettable as it may be
from an environmental wewpoint, the logging has been so
extensive that pnmary forest 15 unbkely to regenerate
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Such land areas fall within a regon that elsewhere
includes substantial areas of unspoitt primary rain forest
inhatuted by diverse flora and fauna. As such, the group,
in common with other ol palm growers in Kalimantan,
must expect scrutiny from conservation groups and could
suffer adverse consequences if its environmental policies
were to be singled out for enticism by such groups

The group 15 committed to sustainable ol palm
development and takes great care to follow best practice
on environmental 1ssues  An environmental master plan
was constructed at the start of the project using
independent environmental experis Progress against
this plan has been carefully monitored and the plan has
been updated 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 independent
experts involved

Regulatory exposure

Changes in existing, and adoption of new, laws and
regulations affecting the group (including, in partcular,
laws and regulations relating to land tenure, work permits
for expatriate staff and taxation) could have a negative
impact on the group's actviies Many of the licences,
permits and approvals held by the group are subject to
periodic renewal Renewals are often subject to delays
and there 15 always a nsk that a renewal may be refused
or made subject to new conditions

Land in East Kalimantan held by the group 1s held subject
to the satisfaction by the group of varnous continuing
conditions, including condibons requinng the group to
promote smallholder developments of oll palm on areas
ultmately equivalent to not less than 20 per cent of the
group's titled areas
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Couniry exposure

All of the group's operahons are located in indonesia and
the group 1s therefore significantly dependent on
econormic and polihcal conditions in Indonesia. In the late
1880's, In common with other parts of South East Asia,
Indonesia experienced severe economic turbulence In
recent years, there have been occasional instances of
el unrest, often atinbuted to ethnic tensions, n certan
parts of Indonesiaz. As noted under "The Indonesian
context® in *Operations™ above, during 2007 Indonesia
remained stable and the Indonesian economy continued
to grow Recent upward pressure on food prices s,
however, a concern and food shortages could cause
social unrest.

Whilst freedom to operate in a stable and secure
environment 1s critical to the group and the existence of
security nisks should never be underestmated, the group
has always sought to miigate those nsks and has never,
since the incephon of the East Kalmantan operations,
been adversely affected by secunty problems

Although there can be no certainty as to such matters,
under current poliical conditions, the directors have no
reason to believe that any government authenty would
revoke the regestered land titles granted to the group,
impose exchange controls or otherwise seek to restnct
the group's freedom to manage its operations

Local relations

The operations of the group could be sencusly disrupted
if there were to be a matenal breakdown in relations
between the group and the host population 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 to
gwve prionty to applications for employment from

members of the local population  Moreover, local
contractors used by the group provide empleyment
opportunities for residents of surrounding wvillages and
such residents also act as suppliers to the group and s
employees The drrectors believe that, as a result, the
group's operations have been a source of increased
prospenty to the surrounding villages and that the group
has reascnable relations with those wvillages The group
has made progress in recent years mn assisting the
surrounding wvilages in  establishing therr own
smallholdings of ol palm and it 1s hoped that this,
together with other Inhiatives to encourage local farmers
in the production of foodstuffs, will assist in developing
the group's relatonships 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 tocal authoribes and development has been arranged
wholly within the areas in respect of which the group has
obtained the required development permits  These areas
are compnsed of government owned land which was for
the most part unoccupied pnor to the group's arrival
However, some small areas of land were previously used
by local villagers for the cultivation of crops and,
accordingly, when taking over such areas, the group
negotiates with, and pays compensation to, the affected
parties

The negotiation of compensation payments can involve a
considerable number of local indmiduals with differing
views and this can cause difficulties in reaching
agreement with all affected parhes There 1s also a nsk
that, after an agreement has been completed, a party to
the agreement may become disaffected with the terms
agreed and may seek to repudiate the agreement. Such
difficulbes and nsk have in the past caused, and are ikely
to continue penodically to cause, delays to the extension
planting programme and other disruption  The group has
to-date been successful in managing such periodic
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delays and disruption so that they have not, in overall
terms, matenally disrupted the group's extension planting
programme or operations generally but there s a
continuing nsk that they could do so

Other relationships

The group 1s matenally dependent upon its staff and
employees and endeavours to manage this dependence
as detailed under “Employees” 1n “Operations® above

Relationships with minonty shareholders in Indonesian
group companies are also important to the group The
group endeavours to maintain cordial relations with the
persons concerned by seeking therr suppori for decisions
affecting their interests and responding constructively to
any concerns that they may have

By order of the board ﬂdﬂjyvh;w
SERVICES LIMITED

Secretary

24 Apnl 2008
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Directors

Richard Robinow
Chairman (62)

Was appointed a director in 1878 and has been chairman
since 1984 After early investment banking experience,
has been involved for over 25 years in the plantation
industry  Non-executive but devotes a significant
proportion of hus working time to the affarrs of the group
Chairman of M P Evans Group plc and a director of Sipef
NV

John Oakley
Managing director (59)

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

John Green-Armytage
Independent non-executive director {(62)

Was a non-executive director from 1984 to 1994
Rejoined the board in a non-executive capacity in 1597
and 1s charman of the audit and remuneration
committees Chairman of AMEC PLC and a director of
JZ Equity Partners Plc and a number of other companies

John Keatley
Servor independent non-executive director (74)

Was a non-executive director from 1975 to 1983 (and
chairman from 1978 to 1983) Rejoined the board in a
non-executive capacity in 1985 and ts charman of the
nomination committee  After a background in the
fertiser industry 15 now Charman of NPK Holdings
Limited

David Killick, FCIS
Independent non-executive director (70)

Was appointed a director on 21 September 2008 After
qualfying as a bamster, he became a Fellow of the
Institute of Chartered Secretanes and Administrators 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 drectorships He s currently a
director of Siberia Investment Management Company
Limited and Reallyenglishcom Limited and a member of
the council of management of Slough Council for
Voluntary Service

Charles Letts
tndependent non-executive director (89)

Was appointed a director m 1989 After serving 1n the
Bnitish Armed Farces in World War Il and thereafter in the
Brtish Foreign Office, was a mamn board director of
Jardine Matheson & Co Limited for 15 years and then
set up his own business Thereafter, for over 40 years,
has held drrectorships and advisory posts in companies
covering a wide range of actvittes in vanous countnes,
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 {66)

Was appointed a director in August 2002 Has been
involved for over 30 years in companies in South East
Asia engaged in power generation and distribution, water
and waste treatment, industnal and agro-industnal
engineering (ncluding palm ol mill design and
construction) and in the plantation industry Charman of
SPC Power Corporation listed on the Philippines Stock
Exchange, chairman and president of Agusan Flantahions
Inc, Philippines and a director of Pan Abraswes (Prvate)
Limited, Singapore
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Directors’ report

The directors present their annual report on the affairs of
the group, together with the financial statements and
auditors' reports, for the year ended 31 December 2007

Principal activities and business review

The principal activity of the group 15 the cultivation of
ol palms in the Indenesian province of East Kalimantan
A review of the actmties and planned future development
of the group together with the pnncipal nsks and
uncertainhes facing the group 1s provided in the
accompanying ‘Review of the group” section of this
annual report which 1s incorporated by reference in this
Directors’ report.  In particular, that review includes
information as to group policy and objectves regarding
the use of financial instruments Information as to such
policy and objectives and the nsk exposures ansing 1s
also included in note 20 to the consolidated financial
statements

The group does not undertake significant research and
development activities

Details of significant events since 31 December 2007
are contained 1n note 38 to the consolidated financial
statements

Results and dvidends

The results are presented in the consohidated income
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 2007 were duly paid A first intenm dividend
in respect of 2007 of 1p per share was pad on the
ordinary shares on 5 October 2007 and a second intenm
dmdend in heu of final of a further 1p per share was paid
on those shares on 25 January 2008 The directors do
not recommend the payment of any further ordinary
dmdends in respect of 2007
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Charitable and political donations

Duning the year the group made no chantable or political
donations

Supplier payment policy

It 1s the company's policy to establish appropnate
payment terms and conditions for dealings with suppliers
and to comply with such terms and condtions The
holding company itself does not have trade creditors

Directors

The directors are listed on page 39 All the drectors
served throughout 2007 Messrs Robmnow, Green-
Armytage, Keatley and Letts retre at the forthcoming
annual general meeting and, being eligible, offer
themselves for re-election, such retirements beng, as
respects Messrs Robinow and Green-Armytage, n
compliance with the provisions of the company's articles
of association providing for rotation of directors and, as
respects ali such retinng directors, in compliance with the
provisions of the Combined Code on Corporate
Governance requinng the annual re-election 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, continuity and familanty with the issues
immediately facing the company are important and that
the vanety of backgrounds and skills possessed by the
longer serving non-executive directors  usefully
complement those of the other directors, provide
perspective and facilitate balanced and effective decision
making The board therefore recommends (each affected
director abstaining from such conclusion as it apples to
himself) the re-election of afl of the non-executive
directors offering themselves for re-election The semor
independent non-executive director and the chairman
have confirmed as regards, respectively, the charman and




the other non-executive directors offering themselves for
re-election that, following formal performance
evaluations, each such indvidual's performance
continues to be effective and to demonstrate
commitment to the role assumed, including commitment
of time for board and committee meetings and, where
applicable, other assigned duties

Directors’ interests

At 31 December 2007, the interests of directors
(ncluding interests of connected persons as defined In
section 96B(2) of the Financial Services and Markets Act
2000 of which the company 1s, or ought upon reasonable
enquiry to become, aware) in the 9 per cent cumulatve
preference shares of £1 each and the ordinary shares of
25p each of the company were as follows

Preference Ordinary

shares shares
R M Robinow 25248 0981667
J M Green-Armytage 5219 B0O704
J R M Keatley 24,435 680878
DHRKilick - 16,000
L E C Letts 7904 108,008
cLLum - -
J C Oakley 513 1,804

Details of an option held by Mr Cakley to subscrbe for
ordinary shares of 25p each of the company are provided
in the “Directors’ remuneration report” section of this
annual report. There have been no changes in the
interests of the directors detaled above between 31
December 2007 and the date of this report.

Directors' indemnities

Qualfying third party indemnity prowvisions (as defined in
sechon 309B of the Companies Act 1985) were i force
for the benefit of directors of the company and of other
members of the group throughout 2007 and reman n
force at the date of this report.

Substantal shareholders

As at the date of this report, the company has recewed
notithications required by The Disclosure Rules and
Transparency Rules of the Financial Services Authonty
from the following persens of voting nghts held by them
as shareholders through the holdings of ordinary shares

indicated

Number %
Emba Holdings Limited 9925000 3047
Alcate] Bell Pensioenfonds VZW 4007049 1230
Prudential ple and certain subsidianes 3904870 1199

Artemis UK Smaller Companies 1919400 589
In addition, the company has been nobfied that the above
interest of Prudental plc and certain subsidiaries includes
3,447,792 ordinary shares (1058 per cent) in which M&G
Investment Funds 3 1s also interested

The shares held by Emba Holdings Limited are included
as part of the interest of Mr R M Robinow shown under
*Directors’ interests™ above By deeds dated 24
November 1998 and 10 Apnl 2001, Emba Holdings
Limited has agreed that it will not undertake actvities in
conflict with those of the group and that it will deal with
the group only on a basis that s appropnate between a
hsted company and its subsihanes and a significant
shareholder

Control and structure of share capital

The authonsed share capital of the company at 31
December 2007 amounted to £24,750,000 comprising
14,500,000 9 per cent cumulative preference shares of
%1 each and 41,000,000 ordinary shares of 25p each of
which, respectively, 13,600,000 preference shares and
32,573,856 ordinary shares had been rssued and were
fully paid up  Accordingly, at that date, the issued
preference share capital and the 1ssued ordinary share
capital represented, respectively, 625 and 375 per cent
of the total 1ssued share capital Changes in share capital
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dunng 2007 are summansed in note 28 to the
consolidated financial statements

The nghts and obhgations attaching to the ordinary and
preference shares are governed by the company’s articles
of association and prevailing legislaton  Rights to income
and capital are summarised in note 28 to the
consolidated financial statements

On a show of hands at a general meeting of the company,
every holder of shares and every duly appointed proxy of
a holder of shares, in each case being a holder entitled to
vote on the resclution before the meeting, shall have one
vote On a poll, every holder of shares present in persen
or by proxy and entitled to vote on the resolution the
subject of the poll shall have one vote for each share held
Hoiders of preference shares are not entitied to vote on
a resolution proposed at a general meeting unless, at the
date of notce of the meetng, the dmdend on the
preference shares 1s more than six months in arrears or
the resolution 1s for the winding up of the company or s
a resolution directly and adversely affecting any of the
nghts and prvileges attaching to the preference shares
Deadhnes for the exercise of voting nghts and for the
appointment of a proxy or proxies to vote in relation to any
resolubon to be proposed at a general meeting are
governed by the company’s articles of association and
prevaling tegislation and will normally be as detaled n
the notes accompanying the nohce of the meeting at
which the resolution 1s to be proposed

There are no restrichons on the size of any holding of
shares in the company Shares may be transferred either
through the CREST system (being the relevant system as
defined m the Uncertficated Secunties Regulations
2001 of which CRESTCo Limited 1s the operator) where
held in uncertificated form or by instrument of transfer in
any usual or common form duly executed and stamped,
subject to prowisions of the company's articles of
association empowering the directors under certan
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ciwcumstances to refuse to register any transfer of shares
where the shares are not fuliy paid, the shares are to be
transferred into a joint holding of more than four persons,
the transfer is not appropnately supported by evidence of
the nght of the transferor to make the transfer or the
transferor 1s in default in compliance with a notice served
pursuant to section 793 of the Companies Act 2006
The drrectors are not aware of any agreements between
shareholders that may result in restrnichons on the transfer
of secunties or on voting nghts

No person holds securihes carrying speaial nghis with
regard to control of the company and there are no
arrangements in which the company co-operates by
which financial nghts carned by shares are held by a
person other than the holder of the shares

The appontment and replacement of directors 1s
governed by the company's articles of association and
prevaling legislation, augmented by the pnnciples laid
down in the Combined Code on Corporate Governance
which the company seeks to apply n a manner
proportonate to its size as further detaled in the
“Corporate governance report” secton of this annual
report.

The articles of association prowide that the business of
the company is to be managed by the drectors and
empower the dwectors to exercise all powers of the
company, subject to the provisions of such articles (which
include a prowision specifically hmiting the borrowing
powers of the group) and prevaling legislaton and to
such directions as may be gwen by the company n
general meeting by special resolutton The articles of
association may only be amended by a special resolution
of the company in general meeting and, where such
amendment would modify, abrogate or vary the class
nghts of any class of shares, with the consent of that
class given in accordance with the company's articles of
association and prevaiing legislation




The 75 per cent dollar notes 2012/14 of the company
("dollar notes”) and the 95 per cent guaranteed sterling
notes 2015/17 of REA Finance BV (*sterling notes”)
(which are guaranteed by the company) are transferable
either through the CREST system where held in
uncerbificated form or by instrument of transfer in any
usual or common form duly executed in amounts and
multiples, in the former case, of $1 and, in the latter case,
of £1,000 There 1s no maxmum kmit on the size of any
helding in etther case

Significant holdings of preference shares, dollar notes
and sterling notes shown by the register of members and
registers of dollar and sterhng noteholders at 31
December 2007 were as follows

Preference  Dollar  Sterling

shares  notes notes
$000 £'000

Mellon Nominees (UK) Limited
BSDTABN Account - - 3,448
Rulegale Nominees Limited
JAMSCLT Account 2,344,198 - -
Vidacos Nominees Limited - - 9,750
Vidacos Nominees Limited
CLRLUX Account - 3315 -
Moms Edward Zukerman - 9500 -
Morms Edward Zukerman
ZFT Account - 9500 -

A change of cantrol of the company would entitle holders
of the stering notes and certain holders of the dollar
notes to require repayment of the notes held by them as
detalled in notes 22 and 23 to the consolidated financial
statements

The opton held by Mr J C Oakley to subscrbe for
ordinary shares of 25p each of the company as referred
to under "Directors’ interests” above may be exercised
within six months of a change of contral Awards to
senior group executives under the company's long term
incentive plan will vest and may be encashed within one
month of a change of control as detaled under “Long
term ncentive plan” in the “Directors’ remuneration

report” section of this annual report. The directors are not
aware of any agreements between the company and s
directors or between any member of the group and a
group employee that provides for compensation for loss
of office or employment that occurs because of a
takeover bid

Treasury shares and power to repurchase shares
No shares of the company are at present held in treasury

The company’s articles of association permit the
purchase by the company of its own shares subject to
prevailing legislabon which requires that any such
purchase, if a market purchase, has been previously
authonsed by the company in general meeting and, if not,
1s made pursuant to a contract of which the terms have
been authonsed by a special resolution of the company in
general meeting There 15 no authonty extant for the
purchase by the company of its own shares

Increase in share capital

At the forthcoming annual general meeting, a resolution
will be proposed to increase the authonsed share caprtal
of the company from £24,7560,000 to £27,750,000 by the
creation of 3,000,000 addibional @ per cent cumulative
preference shares of £1 each ranking pan pass in all
respects with the existing preference shares and
representing 207 per cent of the existing authonsed
preference share capital

As indicated in the *Review of the group” section of this
annual report, the directors believe that, if circumstances
permit, the company should increase ws 1ssued
preference share capital in ine with growth in the group's
equity base In particular, if the group's results would
appear to justfy some addrional return to ordinary
shareholders beyond the level of ordinary dwidends that
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the directors believe that the company can prudently
afford having regard to the need to conserve cash
resources, the directors may consider a further
capitahsation 1ssue to ordinary sharehclders of new
preference shares such as was made during 2007 The
proposed creation of addtional preference shares s
designed to give the company sufficient authonsed
preference share capital to permit the directors without
further approval to 1ssue new preference shares for these
purposes within the specified imit of the authority to allot
new preference shares to be sought at the annual
general meeting

Power to i1ssue share capital

At the annual general meeting held on 5 June 2007,
shareholders authonsed the board under the prewisions
of section 80 of the Companies Act 1985 to aliot
relevant securites within specified lmits  Replacements
of the apphcable authonties are being sought at the
forthcoming annual general meeting when the exishng
authorbes will expire  The replacement authonties will
provide for the allotment of (1) ordinary share capital up to
an aggregate nominal amount of £2,106,536,
{compnsing 8,424,144 ordinary shares) equating to the
unissued ordinary share capital at the date of this report
and (u) preference share capital up to an aggregate
nominal amount of £3,900,000 (compnsing 3,800,000
preference shares) representing the unissued preference
share capital at the date of this report and the additional
preference share capital proposed to be created at the
forthcoming annual general meeting

The new ordinary shares and new preference shares the
subject of the new authorities will represent, respectively,
259 per cent and 287 per cent of the ordinary shares
and preference shares in 1ssue at the date of this report.
The new authorities will lapse on the date of the annual
general meeting to be held in 2009, which will be no later
than 15 months from the passing of the resolutions
granting the authonties Save as indicated in relation to
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preference shares under ‘Increase n share capital®
above, the directors have no present intention of
exercising these authorities

A fresh authonty 1s also being sought under the
provisions of section 85 of the Companies Act 1985 to
enable the board to make a nghts 1ssue or open offer of
ordinary shares to existing ordinary shareholders without
being obliged to comply with certain technical
requirements of the Companes Act 1985, which create
problems with regard to fractons and overseas
shareholders In addition, the authonty will give the board
power to make issues of ordinary shares for cash other
than by way of nghts or open offer up to a maxmum
nominal amount of £407,173 representing 5 per cent of
the ordinary share capital in issue at the date of this
report. The section 95 authority will terminate on the date
of the annual general meeting to be held in 2009, which
will be no later than 15 months from the passing of the
resolution granting this authonty

Recommendation

The board considers that increasing the share capital of
the company and granting the directors authorities and
power as detaled under *increase in share capital® and
*Power to issue share capital® above 1s in the best
interests of the company and shareholders as a whole
and recommend that ordinary shareholders vote in favour
of the resolutions needed to effect the mncrease and
provide the authorittes and power as set out in the notice
of the forthcoming annual general meeting under the
heading *Special business’

Auditors

Each director of the company at the date of approval of
this report has confirmed that, so far as he 1s aware, there
1s no relevant audit information of which the company’s
auditors are unaware, and that he has taken all the steps
that he ought to have taken as a director in order to make
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himself aware of any relevant audit information and to
establish that the company's auditors are aware of that
nformation

This confirmation 15 given and should be interpreted in
accordance with the provisions of section 234ZA of the
Companies Act 1985

Deloitte & Touche LLP have expressed their willingness
to continue in office as auditors and a resoclution to re-
appoint them and to authonse the directors to fix thewr
remuneration will be proposed at the forthcoming annual
general meeting

By order of the board ﬂréf)&u.
)L,«m SERVICES LIMITED

Secretary
24 Apnl 2008
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Corporate governance

General

The directors appreciate the importance of ensuring that
the group’s affars are managed effectively and with
integnty and acknowledge that the pninciples laxd down in
the Combined Code on Corporate Governance that was
1ssued in 2006 by the Financial Reporting Council ("the
Code") pronde a widely endorsed mode! for achieving
this  The directors seek to apply those principles in a
manner proportionate to the group's size but reserving
the nght enshnned in the Code, when 1t 1s approprate to
the indwidual circumstances of the company, not to
comply with certan Code principles and to explain why

Save as respects the composition of the audit and
remuneration committees prior to 3 September 2007 as
detailed below and in the "Directors’ remuneration report®
section of this annual report, the company was,
throughout the year ended 31 December 2007 in
compliance with the provisions set out in section 1 of the
Code In making this statement, the directors have
reflected ther wiew detaled below as to the
independence of long serving non-executive directors

Board of directors

The board currently compnses one executive director and
six non-executive dwrectors (including the charman)
Biographical information concerning each of the directors
1s set out in the "Directors” section of this annual report.
The board believes that the vanety of backgrounds and
skills prowided by its members prowdes perspective and
taciitates balanced and effective decision making The
charman and managing director (as the chief executive 1s
called) have defined separate responsibilties and neither
has unfettered powers of decision  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 directors acknowledge that some nstitutional
investors take the view that non-executive directors who
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have served on the board of the company for more than
mne years can never be regarded as independent non-
executive directors and that on this basis three longer
serving non-executive directors who have so served
should not be treated as independent Although the
Code states that service by a director for more than nine
years 15 to be taken mnto account by the board in
assessing the independence of the director concerned, it
s not, in terms of the Code, determinative of
independence  All three of the long serving non-
executive directors of the company have been re-elected
annually after endorsement of therr independence by
therr co~drectors as required by the Code and none of
these directors s financially or otherwise matenally
dependent upon the company The board 1s satisfied that
the independence of the long serving independent non-
executive directors 1s not affected by ther length of
service

Two non-execuhive directors, who are independent, have
served on the board for less than nine years and the
company would therefore comply with the Code
requirement that at least two members of the board be
independent non-executive directors even if all longer
serving non-executive drrectors were treated as not
independent. However, the Code also requires that some
or all members of the audit, remuneration and nomination
committees, and the person appointed as semor
independent non-executive director, be independent non-
executive directors The board's view as to the
independence of long serving non-executive directors 1s
relevant to the company’s compliance with these aspects
of the Code

Whilst, as already noted, the directors do not agree with
the view that long service automatically negates the
independence of a non-executive director, they do accept
that it 15 important to retain shareholder confidence in the
board and, in particular, in the audit committee’s
contribution to the integnty of the audit process
Following the rapid growth in the group’s operations in
recent years, the directors have seen as therr highest




prority the development of resiience in the group's
management in Indonesia. With the recent progress that
has been made in this area, the directors have concluded
that appointing one further non-executive director would
not now pose a matenal distraction from the continuing
efforts to address other strategic 1ssues

Accordingly, the directors have invited the nomination
committee to make recommendations for appointment of
an addhonal non-executive director with the expectation
that such drrector would have a relevant financial
background The directors hope that an appointment can
be completed within a few months This will further
refresh the board and will facilitate further revisions to the
composition of board committees with a view to putting
beyond question their comphance with Cede
requirements

Under the company's articles of association, one third of
the directors other than the executive director rebre by
rotaton each year and may submit themselves for re-
electon 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 beard for
more than nine years submit themselves for re-election
every year

Board responsibilities

The board 1s responsible for the proper management of
the company Full quarterly reports are 1ssued to all
directors following the end of each quarter for ther
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 it Such matters include strategy,
matenal investments and financing decisions and the
appointment and removal of executive directors and the
company secretary In addition, the board 1s responsible
for ensuring that resources are adequate to meet
objectives and for reviewing performance, financial
controls and nsk.

As noted in the statement on corporate governance in the
2006 annual report, the company ceased to carry
appropniate insurance against legal action agamnst its
directors at the end of 2004 due to actual and threatened
htigation  Following settlement of this Iihgation, the
company was again able to arrange such insurance which
became effective from 1 January 2007 The company
was therefore compliant with the Cede requirement to
carry such insurance for the whole of 2007

Board committees

The board has appointed audit, nominaton and
remuneration committees to undertake certan of the
board's functions Such committees have written terms of
reference which are avallable for inspecton on the
company's website Information concerning the
remuneration of directors 1s prowided n the *Directors’
remuneration report” section of this annual report
together with detals of the basis upon which such
remuneration 1s determined

Performance evaluation

A formal evaluation of the performance of the board, the
committees and indmdual directors was undertaken in
2007 and again recently in 2008 Balance of powers,
contnbution to strategy, monitoring and accountability to
stakeholders were reviewed by the board as a whole and
the performance of the charman was appraised by
independent non-executive directors led by the semor
independent director

Professional development

In view of their previcus relevant expernence and, in most
cases, length of service on the board, ali directors are
familiar with the financial and operational charactenstics
of activities of the type conducted by the group They are
required to ensure that they mantain that famianty and
keep themselves fully cognisant of the affars of the
group and matters affecting its operations and finances
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Whilst there are no formal training programmes, the board
regularly reviews its own competences and may arrange
tranng on specific matters where 1t 1s thought to be
required  Drrectors 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

With effect from September 2007, at least four full board
meetings are to be held each year Pror to that the
minimum was two full meetings in each year although in
2007 there were, in fact, five such meetings Other board
meetings are held as necessary to consider corporate
and operational matters with all directors consulted in
advance regarding significant matters to be discussed
Minutes of board meetings are circulated to all directors
The executive director, unless travelling, 1s normally
present at full board meetings but, where appropriate,
telephone discussions take place between the chairman
and the other non-executive directors outside the formal
meetings Committee meetings are held as and when
such are required

The attendance of ndwvidual directors at the full and “ad
hoc” board meetings held during 2007 were as follows

Full Ad hoc

meeting meeting

R M Robinow 5 15
JC Oakley 5 17
J M Green-Armytage 4 -
JRMKeatley 5 3
LECLetis 4 1
CLLm 3 -
D HRKillick 5 i

In addition, durning 2007, there were three meetings of the
audit committee, the first was held prior to the change in
the composition of the commitiee and the other two
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meetings were held after the change All meetings were
attended by all committee members There were no
meetings of the remuneration committee during 2007 as
the meeting that would normally have been held in
December 2007 was delayed to January 2008 (when it
was attended by Mr J M Green-Armytage, Mr D H R
Kilick and Mr R M Robinow) There were no meetings of
the nomination committee during 2007

Nominaton committee

The nomunation committee comprises Mr J R M Keatley
(charman), Mr L E C Letts and Mr R M Robinow It 1s
responsible for recommending appontments to the
board Recommendations from the committee are
submitted for full approval by the board No new board
appointments were considered in 2007

Audit committee

The audit committee currently comprises Mr J M Green-
Armytage (charrman)} and Mr D H R Killick both of whom
were appointed on 3 September 2007 and both of whom
are considered by the dwectors to have the relevant
financial expenience Pnior to that the committee
comprised Mr J R M Keatley (charman), Mr L E C Lets
and Mr R M Robinow

The audit committee 1s responsible for

+ monitornng the ntegnty of the financial statements
and the significant reporting 1ssues and judgements
that they contain,

+« reviewing the eflectiveness of the internal control
functions (including the internal audit function and
arrangements whereby nternally raised staff
concerns as to financial reporting and other relevant
matters are considered),

+ making recommendations to the board in relation to
the appointment, reappointment and removal of the
external audiors, ther remuneration and terms of
engagement, and




= reviewing and monitoning the independence of the
external auddors and the effectiveness of the audit
process

The audit committee also monitors the engagement of
the auditors to perform non-audit work During 2007, the
only non-audit work undertaken by the auditors was
routine complance reporting 1 connection wath
documents issued by the company and covenant
obligations apphcable to certain group loans The audit
committee considered that the nature and scope of, and
remuneration payable in respect of, these engagements
was such that the independence and objectwity of the
audrtors was not imparred

The members of the audit committee discharge therr
responsibilites by informal discussions between
themselves and with the external auditors and
management, by consideration of reports by
management, the Indonesian nternal audit function and
the external auditors and by holding at least three formal
meetings in each year

Relations with shareholders

The “Chairman's statement” and *Review of the group®
sections of the annual report, when read in conjunction
with the financial statements, directors’ report and
directors’ remuneration report, are designed to present a
comprehensive and understandable assessment of the
group's position and prospects  The respective
responsibibties of the directors and auditors in connechion
with the financial statements are detaled in the
*Directors’ responstbilihes® section of this report.

The directors endeavour to ensure that there s
satisfactory dialogue, based on mutual understanding,
between the company and s shareholder body The
annual report, interm communications, penodic press
releases and such circular letters to shareholders as
carcumstances may require are intended to keep
shareholders fully informed as to progress in the

operational actvities and financial affarrs of the group In
addiion, within the hmits imposed by considerations of
confidentality, the company has regular meetings and
other contact with insttutional and other major
sharehalders n order to understand therr concerns The
views of shareholders are communicated to the board as
a whole to ensure that the board mantains a balanced
understanding of shareholder opinions and 1ssues arising

All ordinary shareholders may attend the company's
annual and other general meetings and put questions to
the board Because two non-executive directors are
based in Singapore and the nature of the group's
business requires that the chawrman and managing
director travel frequently to Indonesia, it 1s often difftcult
for all directors to attend the annual general meeting but
those directors present at the meeting are available to
talk on an informal basis to shareholders after the
meeting has been concluded All proxy votes are counted
and full details of all proxies lodged for each resolution
are reported to the meeting and made available on the
company's wehsite At least twenty working days’ notice
of the annual general meeting and related papers are
sent to shareholders

The company maintains a corporate website at
“wwwreacouk! This provides information regarding the
company, including photographs illustrating vanous
aspects of the group's operations, and provides a faciity
for downloading recent press releases 1ssued by the
company and other relevant documentation concerning
the company

Internal control

The board has overall responsibilily for the group's
system of internal control and reviewing its effectiveness
The board has established a continuous process for
wdentifying, evaluating and managing the significant nsks
the group faces The board regularly reviews the process,
which was i place since throughout 2007 and has
remamed in place up to the date of approval of this report
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and which 1s in accordance with the rewised guidance on
internal control published in October 2005 Such a
system 1s designed to manage rather than eliminate the
nsk of failure to achieve business objectives, and can only
provide reasonable and not absolute assurance against
matenal misstatement or loss

The board regularly reviews the effectveness of the
group’s system of internal control The board's monitoring
covers all contrcls, including financial, operational and
compliance controls and nsk management. It 15 based
principally on reviewing reports from management to
consider whether significant rnisks are identified,
evaluated, managed and controlled and whether any
significant weaknesses are promptly remedied or indicate
a need for more extensive monitoring

The board performed a specific review of the system of
internal control on 3 September 2007 (including the
group's internal audit arrangements) and reconfirmed the
review for the purposes of this annual report. The review,
as reconfirmed, considered all aspects on internal control
ansing durning the perod covered by the report. Dunng
the course of the review, the board did not identify or
become aware of any falings or weaknesses in internal
contral which 1t determined to be significant. Therefore a
confirmation in respect of necessary actions has not been
considered necessary

Internal audit and reporting

The group's Indcnesian operations have an internal audrt
function supplemented where necessary by the use of
external consultants The function reports regularly and
summanes of the reports are 1ssued to the audit
committee In the cpinion of the board, there 1s no need
for an internal audit function outside Indonesia due to the
limited nature of the non-Indonesian operations

The group has an established a system of management
hierarchy which 1s designed to delegate the day to day
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responsibility for specific departmental funchons within
each working locatton, including financial, operational and
compliance controls and nsk management, to a number
of semor managers, reporting through the local semor
execuhve to the managing director

Management reports to the board on a regular basis by
way of the circulation of progress reports, management
reports and management accounts Management s
required to seek authonty from the board in respect of
any transaction outside the normal course of trading
which 1s above an approved limit and in respect of any
matter that is hkely to have a matenal impact on the
cperations that the transaction concerns At least two
supervisory wvisits each year are undertaken to the
overseas operabions by the executve director and other
drectors make periodic wvisits to those operations
Reports of such wisits are circulated to the board and
reviewed by the board at the regular board meetings

Going concern basis

After making enquines, the drectors have formed a
judgement, at the tme of approwing the financial
statements, that they have a reasonable expectation that
the group has adequate resources to continue n
operational existence for the foreseeable future For this
reason the directors continue to adopt the going concern
basis in preparing the financial statements,




Directors’ remuneration report

Introduction

This report has been prepared in accordance with
Schedule 7A to the Companies Act 1985 (the "Act”) The
report also meets the relevant requirements of the Listing
Rules of the Financial Services Authonty and describes
how the board has applied the principles refating to
directors’ remuneration set out in the Combined Code on
Corporate Governance (the “Code”) As required by the
Act, a resolution to approve the report will be proposed at
the annua! general meeting at which financial statements
will be approved

The Act requires the auditors to report to the company's
members on certain parts of the directors’ remuneration
report and to state whether in thewr opinion those parts of
the report have been properly prepared in accordance
with the Companies Act 1985 The report has therefore
been dvided into separate sections for audited and
unaudrted informahion

Unaudited information
The remuneration committes

The company has established a remuneration committee
From the beginning of the year to 3 September 2007 the
committee comprised Mr J R M Keatley (chairman), Mr L
E C Letts and Mr R M Robinow From 3 September 2007
the committee compnsed Mr J M Green-Armytage
{chairman}, Mr D H R Kilick and Mr R M Robinow  Any
matter concerning Mr Robinow s discussed without Mr
Robinow being present.

The membership of the remuneration committee in 2006,
when the directors’ remuneration for 2007 was
considered, was the same as in the period to 3
September 2007

Remuneration policy

The committee sets the remuneration and benefits of the
charman and the managming director The latter s
currently the only executive director but the committee
would set the remuneration and benefits of any other
executive directors who might in future be appointed In
setting remuneration and benefits, it considers the
achievement of each indwidual 1n attaining the objectives
set for that indwidual (including objectives relating to
corporate performance on environmental and social
matters and corporate governance), and the
responsibilites assumed by the individual and, where the
role 1s part time, the time commitment nvolved It draws
on data of the remuneration of others performing simitar
functions in similarly sized organisations, but does not use
independent consultants

The key objective of the remuneration policy (which
apphes for 2008 and subsequent years) 1s to attract,
motivate, retain and fairly reward executive directors of a
high calibre, while ensuning that the remuneration of each
individual executive director 1s consistent with the best
interests of the company and its shareholders In framing
its policy on performance related remuneration (which 1s
payable only to executive directors} the committee
follows the prowisions of schedule A to the Code

The committee considers all proposals for executwe
directors to 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 policy on remuneration of executive directors 1s that
basic remuneration of each executive director should

comprnise an annual salary, part of which 1s pensionable,
and certain benefits-in-kand, pnincipally a cormpany car In
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addition an executive director should be pad non-
pensicnable performance related bonuses These are to
be awarded annually in arrears on a discretionary basis
taking into account the performance of the group dunng
the relevant year and the contribubon to that performance
that each director is assessed by the committee as having
made Bonuses should not normally exceed 50 per cent
of salary and are pad in cash There 15 no separate
pension scheme for executve directors and the only
current executive director (the managing director) 1s a
member of the RE.A. Pension Scheme

Service contracis

The company's current policy on service contracts is that
contracts should have a notice period of not more than
one year and a maumum termination payment not
exceeding one year's salary No director has a service
contract that 15 not fully comphant with this poficy

The group entered into a service contract with Mr J C
QOakley on 16 December 1988 inrtially for a penod of two
years thereafter determinable by either party by giving
notice to the other party of not less than six months At
31 December 2007 the unexpired term remained as six
months There are no prowisions for compensation for
early termmation save that Mr Oakley would be entitled to
a payment in lieu of notice If due notice had not been
given

Non-executive directors

The remuneration of non-executive directors other than
the chairman is 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
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Performance graph

A performance graph s shown m the *Key statistics”
section of this annual report This compares the
performance of the company's ordinary shares (measured
by totat shareholder return) with that of the FTSE all
share index for the perod from Janvary 2003 to
December 2007 This index has been selected as there s
no index availlable that 1s specific to the actvities of the
company

Long term incentive plan

A long term incentive plan (the "plan”) was introduced in
2007 s designed to provide an incentive, linked to the
increase n value of ordinary shares in the company, to a
small number of key senior executives in Indonesia with a
view to their parttcipating over the iong term in value
created for the group No director may participate The
plan penod commenced on 1 January 2007 and ends on
31 December 2010 (the "performance pernod") Awards
made under the plan will become exercisable depending
on the extent to which targets are achieved over the
performance period An award may be exercised in whole
or part at any tme from 1 January 2011 unhl 31
December 2016

Awards are made over a notional number of ordinary
shares of the company At the end of the perfermance
penod, the number of notional ordinary shares over which
an award may be exercised will be calculaied On
exercising an award, the participant will recerve a cash
amount for each ordinary share over which the award is
exercised, equal to the excess (if any) of the market price
of an ordinary share on the date of exercise over 433 bp,
being the market pnce of an ordinary share on 1 January
2007 The number of ordinary shares over which an
award may be exercised depends on three key
performance targets and on continued employment.




The three performance targets relate to total shareholder
return, cost per tonne of crude palm oil produced and
annual planting rate achieved, in each case measured on
a cumulative basis over the performance period Each
performance target governs the vesting of one third of
each award and for each performance target there are
threshold, target and maximum levels of performance
The number of nohonal ordinary shares over which
awards may be exercised following the end of the
performance period will depend on the level of
performance achieved The remuneration committee has
discretion to adjust targets f it considers that actual
performance warrants this

The exercise of an award s dependent on continued
employment with the group If a participant ceases
employment with the group before the end of the
performance penod, bis award will lapse unless he leaves
by reason of death, mjury, disability, redundancy or
retrement or the remuneration commitiee exercises a
discretion to decide that his award should not lapse
Where the award does not lapse, it will become
exercisable, and remain exercisable for a penod of twelve
menths, from the date that the affected participant
ceases employment with the group (the “cessation date”),
on a bhasis that reflects achievement of performance
targets up to the end of the financial year last ended
before the cessation date (as determined by the
remuneration committee) and tme apportioned for the
elapsed portion of the performance penod up to the
cessation date expressed as a frachon of the full
performance pernod |f a participant leaves after the end
of the performance period, the parhcipant may exercise
an award within six months of leaving

Awards will also be exercisable for a period of one month
following a change in control of the company as a result
of a takeover offer or similar corporate event In that
case, the numbers of ordinary shares over which awards
may be exercised will be on a basis that reflects
achievement of performance targets up to the date of

change of control or other relevant event (as determined
by the remuneration committee) and tme apportioned for
the elapsed portion of the performance penod up to that
date expressed as a fracton of the full performance
pernod

At 31 December 2007, the total number of notional
ordinary shares over which awards had been made
amounted to 195000 On the basis of the market price
of the ordinary shares on 31 December 2007 of 544p
per share, the total value to participants of the awards
made would, if such awards had vested in full, have
amounted at that date to £215,475

Audited information
Directors’ remuneration

The following table shows details of the remuneration of
indivtdual directors holding office dunng the year ended
31 December 2007 (with comparative totals for 2006)

Salary 2007 2006
and fees Other” Total Total

£000 £000 £000 E£000

R M Robinow (chairman) 104 10 114 16
J € Oakley 237 63 300 274
J M Green-Armytage - - - -
J R M Keatley 13 - 13 13
D HR Killick 13 - 13 6
LEC Letts - - - 3
CLLm - - - -

367 73 440 312
* compnses benefits and, in the case of Mr Oakley, a bonus of £40,000

Mr Robinow, Mr Green-Armytage, Mr Letts and Mr Lim
were Interested in service arrangements with four
companies whereby aggregate amounts were payable to
those companies for 2007 of £60,000 (2006 £258,000)
in respect of Mr Robinow, £13,000 (2006 £13,000} in
respect of Mr Green-Armytage, £13,000 (2006
£13,000) i respect of Mr Letts and £13,000 (2006
£13,000) in respect of Mr Lam
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In addition to the benefits and bonus shown under “Other”
above, Mr Oakley received a benefit in kind relating to the
tax hability ansing on a gain on exercise of share options
in 2006 estimated at £163,000 It has been agreed with
Mr Qakley that he will effectively refund this amount by
commensurate reduction in future nen pensionable
remuneration fo which he would otherwise become
entitled

Director's pension entitiement - Mr J C Oakley

Mr Oakley (who was aged 59 at 31 December 2007) 1s
an ordinary member of the RE.A. Pension Scheme which
is a defined benefit scheme of which details are shown in
note 35 to the consolidated financial statements
Pensionable earnings are calculated on part of the annual
salary only Detals of the accrued pension are set cut
below

g
Accrued annual pension at beginning of year 75,694
Increase tn accrued annual pension during year 6062
Accrued annual pension at end of year B1,756
Pension transfer value at beginning of year 1,297617
Contnbutions made by the director 9,800
Increase tn pension transfer value during year” 399,328
Pension transfer value at end of year 1,706,745

“net of director's contributions

The increase dunng the year in excess of inflabon In
accrued annual pension was £3,001 and in pension
transfer value was £356,634

Share options - Mr J C Qakley

Pursuant to an ophon agreement of 22 May 2002, Mr
Oakley was granted an option to subscnbe 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
consider, in the parhcular circumstances in which the
option was granted, that it would be appropnate to
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impose any conditions and the option was based on the
full market value of the ordinary shares at the date of the
grant The grant of the ophon to Mr Oakley en this basis
was approved by special resolution of the company pnor
to execution of the option agreement.

The number of shares the subject of the option and the
option subscnption price have been amended from tme
to tme to take account of share 1ssues since the option
was granted As aresult, at the beginning and end of the
year the number of ordinary shares the subject of the
option was 828,113 and the exercise price was
44 8289p per share and, at the date of this report, the
number of ordinary shares so subject was 833,634 and
the exercise pnce was 44 1286p per share The option
expires on 21 May 2012

The market pnce of the ordinary shares at 31 December
2007 was 544p and the range during the year was 375p
to 610p

No other options have been granted by the company

Approved by the board on 24 Apnl 2008
RICHARD M ROBINOW

Chairman ,[ [ £ TN




Directors’ responsibilities

The directors are responsible for prepanng the annual
report including the directors' report, the directors'
remuneration report and the financial statements n
accordance with applicable law and regulations

Company law requires the directors to prepare financial
statements for each financial year The directors are
required to prepare financial statements for the group in
accordance with International Financial Reporting
Standards {"lFRS") as adopted by the European Union,
the Companies Act 1985 and Article 4 of European
Commussion 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 farthful representation
of the effects of transactions, other events and conditions
in accordance with the definrtions and recogmtion critera
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 wirtvally all circumstances, a far
presentation will be achieved by comphance with all
apphcable IFRS However, directors are also required to

= properly select and apply suitable accounting
policies,

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

»  provide additional disclosures when compliance with
the specfic requirements in IFRS are insufficient to
enable users to understand the impact of particular
transactions, other events and conditions on the
entity's financial posthon and financial performance

The directors have elected to prepare the parent
company financial statements in accordance with United
Kingdom Generally Accepted Accounting Prachice
{mcluding United Kingdom Accounting Standards and

apphcable law) The parent company financial statements
are required by law to give a true and fair view of the state
of affars of the company In prepanng these financial
statements, the directors are required to

+ select suitable accounting pohcies and then apply
them consistently,

»  make judgments and estmates that are reasonable
and prudent,

»  state whether applcable UK Accounting Standards
have been followed, subject to any matenal
departures disclosed and explained in the financial
statements, and

+ prepare the financial statements on the going
concern basis unless it 1s inappropriate to presume
that the company will contnue in business

The directors are responsible for keeping proper
accounting records that disclose with reasonable
accuracy at any time the financral position of the
company and enable them to ensure that the parent
company financial statements comply with the
Comparies 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 rregularties

The directors are responsible for the mantenance and
integnty of the corporate and financial information
ncluded on the company's website Legisiation in the
United Kingdom governing the preparation and
disserination of financial statements may differ from
legisiation in other junsdictions
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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 2007
which comprnise the consolidated income statement, the
consohdated balance sheet, the consolidated staterment
of recognised income and expense, the reconciiation of
movements in equty, the consolidated cash flow
statement, the accounting polictes and the related notes
1 to 38 These group financial statements have been
prepared under the accounting policies set out theremn
We have also audied the nformation in the directors'
remuneration report that i1s described as having been
audited

We have reported separately on the parent company
financial statements of REA Holdings ple for the year
ended 31 December 2007

This repart 1s made solely to the company's members, as
a body, in accordance with section 235 of the Companies
Act 1985 Our 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
opimons we have formed

Respective responsibilities of directors and auditors

The drrectors' responsibiibes for prepanng the annual
report, the directors' remuneration report and the group
financial statements in accordance with applicable law and
International Financial Reporting Standards (IFRSs) as
adopted by the European Umon are set out in the
staternent of directors' responsibilities
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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 statements give a true and fair view, whether the
group financial statements have been properly prepared in
accordance with the Companies Act 1985 and Article 4 of
the IAS Regulabon and whether the part of the directors’
remuneration report desenbed as having been audited has
been properly prepared in accordance with the Companies
Act 1985 We also report to you whether in our opinion the
information given in the Directors’ Report 1s consistent with
the group financial statements The information given in the
directors’ report ncludes that specific information
presented in the review of the group that 1s cross referred
from the prncipal actwies and bustness review section of
the directors' report.

In addition we report to you if, in our opimion, we have not
received all the information and explanations we require for
our audit, or f information specfied by law regarding
drrector'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 2006 Combined Code specified for our review by
the Listing Rules of the Financial Services Authonty, and
we report 1f 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 opinion on the effectveness
of the group's corporate governance procedures or its nsk
and contro! procedures

We read the other information contaned in the annual
report and consider whether it 1s consistent with the
audrted group financial statements. The ather information
compnses only the drectors’ report, the chairman's




statement, the wunaudited part of the directors’
remuneration report, the review of the group and the
corporate governance statement. We consider the
implications for our report if we become aware of any
apparent misstaterments or matenal inconsistencies with
the group financial statements Qur responsibiities do not
extend to 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) i1ssued 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 statements and the part
of the directors’ remuneration report to be audted [t 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 appropnate to the group's
crcumstances, consistently appled and adequately
disclosed

We planned and perfermed our audit so as to obtan all
the information and explanations which we considered
necessary in order {o provide us with sufficient endence
to gwe reasonable assurance that the group financial
statements and the part of the diwrecters’ remuneration
report to be audited are free from matenal nusstatement,
whether caused by fraud or other irregulanty or error In
forming our opinion 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

Opinion

In our opinion

the group financial statements give a true and far
view, In accordance with IFRSs as adopted by the
European Union, of the state of the group's affarrs as
at 31 December 2007 and of its profit for the year
then ended,

the group financial statements have been properly
prepared in accordance with the Compames Act
1985 and Article 4 of the |IAS Regulation,

the part of the directors' remuneration report
descrbed as having been audited has been properly
prepared in accordance with the Companies Act
1985, and

the information given In the directors' report 1s
consistent with the group financial statements

P Y-5 S T

DELOITTE & TOUCHE LLP

Chartered Accountants and Registered Auditors
London, England

24 Aprl 2008
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Consolidated income statement

for the year ended 31 December 2007

2007 2006
Note $000 $'000
Revenue 2 57,600 33,095
Net gain / (loss) ansing from changes i farr value of agncuitural produce inventory 4 5,578 (54)
Cost of sales {14,875) (14,938)
Gross profit 48,303 18,103
Net gain ansing from changes in farr value of biclogical assets 13 8,030 8,700
Other operating income 6 9
Chstnbution costs (1,028) (450)
Adrministrative expenses (5,925) (5,590)
Operating profit 49,386 20,772
Investment revenues 7 1,641 640
Finance costs 8 4,017 (1,650)
Profit before tax 5 47,010 19,762
Tax 9 (15,013) (5,898)
Profit for the year 31,997 13,864
Attnbutable to

Ordinary shareholders 29,453 11,546
Preference shareholders 10 2,266 1,795
Minonty interests 278 523
31,997 13,864

Earmings per 25p ordinary share "
Basic 91 9 cents 40 0 cents
Diluted 89 6 cents 37 8 cents

All operations i both years are conbnuing
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Consolidated balance sheet

as at 31 December 2007

2007 2006
Note $'000 $'000
Non-current assets
Goodwill 12 12,6578 12,678
Biological assets 13 166,347 143,496
Property, plant and equipment 14 41,772 28,645
Prepad operating lease rentals 15 8823 5,180
Deferred tax assets 24 5817 10,672
Non-current recewvables 1,376 2,236
Total non-current assets 236,713 202,807
Current assets
Inventones 17 13,040 5,006
Trade and other recewvables i8 3,301 3,963
Cash and cash equwvalents 19 34,216 37,266
Total current assets 50,657 46,325
Total asseats 287,270 249,132
Current habilties
Trade and other payables 7 (7,070) (8,438)
Current tax habilthes (2,935) (220)
Obligations under finance leases 25 (i1) (301)
Bank loans 1 (3,000) {21,500)
Other loans and payables 26 (414) (396)
Total current labities {13,530) (30,855)
Nen-current liabilihes
Bank loans 21 (12,917 {19,250)
Stering notes 22 (40,713) (27,409)
S dollar notes 23 (29,389) {29,307)
Deferred tax habilthes 24 (37,166) (33,244)
Obligattons under finance leases 25 (127 (32)
Other loans and payables 26 (4,795) (3.514)
Total non-current liabdites (125,107) (112,756)
Total liabilities (138,637 (143,611)
Net assets 148,633 105,521
Equity
Share capital 28 38,209 33,372
Share premium account 29 29,787 19,606
Translaton reserve 30 {9,822) (8,890)
Special reserve (non-distnbutable) 29 - 3,254
Retained eamings 3 89,492 b7.679
147,756 104,921
Minonty interests 32 877 600
Total equrty 148,633 105,621

Approved by the board on 24 Apnl 2008 and signed on behalf of the board
RICHARD M ROBINOW

Chairman / /( l—__’)
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Consolidated statement of

recognised income and expense

for the year ended 31 December 2007

2007 2006

$'000 $'000
Exchange translation differences (1,460) 769
Tax on tems taken directly to equity 528 417
Net {loss) / gain recognised directly in equity (932 1,186
Profit for the year 31,897 13,864
Share based payment - deferred tax credt 385 1,798
Total recognised income and expense for the year 31,450 16,848
Attnbutable to
Ordinary shareholders 28,907 14,528
Preference shareholders 2,266 1,795
Minonty interests 277 525

31,450 16,848

for the year ended 31 December 2007

2007 2006

$'000 $000
Total recogrused incorme and expense for the year 31,450 16,848
Issue of new ordinary shares by way of placings and open offer (net of costs) 13,027 18,391
Issue of new preference shares by way of placings {net of costs) 2,180 5,493
Issue of new ordinary shares on exercise of share options - 150
Issue of new ordinary shares on exercise of warrants - 1,639
Subscnption of new shares by minonty interest in subsidiares - 215
Dmdends to preference shareholders (2,266) (1,795)
Dvidends to ordinary shareholders (1.279) -
Liquidation distnbution to preference shareholders in a subsidiary - (4,239)
Acquisihion of minonty interest in a subsidiary - (7,090}

43,112 20612

Equity at beginming of year 105,521 75,908
Equity at end of year 148,633 105,521
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Consolidated cash flow statement

for the year ended 31 December 2007

2007 2006
Note $'000 $'000
Net cash from operating actvities 33 28,176 7,108
Investing actmihies
Interest receved 1,641 640
Proceeds on disposal of property, plant and equipment 200 -
Purchases of property, plant and equipment (15,010 (12,036}
Expenditure on biological assets (14,820) (18,775)
Expenditure on prepad operating lease rentals (3.787) (2,862)
Costs incurred in acquisiton of minorty interest in subsidiary - (370)
Net cash used in mvesting actvibes (31,776) (33,403)
Financing activihes
Preference dmdends pad (2,266) (1,795)
Ordinary dvidends paid (1,279 -
Repayment of borrowings (25,833) (3,750)
Repayment of obligations under finance leases (258) (680)
Proceeds of issue of new share capital in subsidianes to minonty shareholders - 215
Proceeds of 1ssue of preference share capital less expenses 2,180 5,493
Proceeds of 1ssue of ordinary share capital less expenses 13,027 18,406
Proceeds of 1ssue of ordinary share capital on exercise of warrants - 1,639
Liquidation distnbution to preference shareholders in a subsidiary - (5,692
Issue of US dollar notes, net of expenses - 5,394
Issue of stering notes, net of expenses 13,438 27,804
New bank borrowings drawn 1,000 6,500
Net cash from financing actvibes (1) 53,634
Cash and cash equvalents
Net (decrease) / increase in cash and cash equivalents 34 (3.601) 27,239
Cash and cash equivalents at beginning of year 37,266 8,612
Effect of exchange rate changes 551 1,415
Cash and cash equivalents at end of year 34,216 37,266
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Accounting policies (group)

General information

RE A Holdings plc 15 a company tncorporated in the Urnited
Kingdom under the Comparies Act 1985

Basis of accounting

The consoldated financial statements are prepared in
accordance with Interational Financial Reporting Standards
(IFRS") as endorsed for use by the European Union as at
the date of authonsaton of the financial statements and
therefore comply with Article 4 of the EU IAS Regulation
The statements are prepared under the histoncal cost
convention except where otherwise stated in the accounting
policies

Functional and presentation currency

The directors have decided to change the curmency in which
the consolidated financial statements of the group are
presented from the pound sterling to the US dollar, which is
considered to be the cumrency of the pnmary economic
emvironment 1n which the group operates References to '$"
or “dollar” in these financial statements are to the lawful
currency of the United States of Amenca

The 2006 comparatve figures have been restated The
consolidated net assets for 2006 have been translated at
rates of exchange ruling at 31 December 2006 The total
consolidated equity of the group as at 1 January 2006 has
been translated at rates of exchange niling on 31 December
2005 Transactons in 2006 in foreign currency have been
tecorded in compliance with the pohcy detaled in *Foreign
currencies” below

Adoption of new and revised standards

In the current year the group has adopted IFRS 7 *Financial
instruments  disclosures” and the related amendments to
IAS 1 ‘Presentaton of financial statements™ which are
effectve for reporting penods beginrming on or after 1
January 2007 Adoption of these has resulted in expansion
of the disclosures regarding the group’s financial instruments
and management of capital in note 20 Interpretations issued
by the Intematonal Financial Reporting Interpretations
Committee (IFRIC) and brought into effect for the latest
reporting penod have not led to any changes in the group's
accounting policies
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At the date of authonsation of the consolidated financial
statements, the following standards and interpretations
which have not been applied in these financial statements
were n issue but not yet effectve

*  IAS 23 (Rewised) “Borrowing costs”
* IFRIC 13 *Customer loyalty programmes”
* IFRS 8 'Cperating segments’

+ |FRIC 11
transachons”

*IFRS 2-group and ftreasury share

* IFRIC 12 *"Servce concession arangements®

« IFRIC 14 “IAS 19 - the imit on a defined benefit asset,
rminimum funding requirements and ther interaction®

The drectors anticipate that when the relevant standards
and interpretations come into effect for penods commencing
on or after 1 January 2008 ther adopbon will have no
matenal mpact on the consoldated financial statements,
save for addtional disclosures which may be required

Basis of consolidation

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

Unless otherwise stated, the acquisition method of
accounting s adopted with assets and habilites valued at farr
values at the date of acqusiton The interest of minonty
shareholders 1s stated at the minonty's proportion of the fair
values of the assets and lhabiites recognised  Any
subsequent losses attnbutable to the minonty shareholders
in excess of the minonty interest are aliocated aganst the
interest of the parent Results of subsidianes acquired or
disposed of are included n the consolidated income
statement from the effectve date of acquisihon to the
effectve date of disposal, as appropnate Where necessary,
adjustments are made to the financial statements of
subsidianes to bang the accountng policies into kne with
those used by the group

On acquisthion, any excess of the far value of the
considerabon gven over the far value of dentfiable net
assets acquired 15 recogrised as goodwill Any deficiency n




conswderation gven agamnst the far value of the dentfiable
net assets acqured 1s credited to profit or loss in the
consolidated income statement in the penod of acquisition
All intra-group transactions, balances, income and expenses
are elminated on conschdaton

GQoodwill

Goodwilt 1s recognised as an asset on the basis described in
the above policy "Basis of consolidation” and once
recogmsed 15 tested for impaiment at least annually Any
impairment 15 debited immediately as a loss in the
consolidated income statement and 1s not subsequently
reversed On dispesal of a subsidiary, the attnbutable
amount of any goodwill 1s included in the determination of
the profit or loss on disposal

Goodwill ansing between 1 January 1998 and the date of
transtion to IFRS 1s retained at the prewious UK Generally
Accepted Accounting Practice amount subject to testing for
mpairment at that date Goodwill written oft to reserves pnor
to 1 January 1898, in accordance with the accounting
standards then in force, has not been reinstated and 1s not
included in determining any subsequent proft or loss on
disposal

Revenue recognition

Revenue is measured at the farr value of the consideration
received or recevable in respect of goods and services
provided in the normal course of business, net of VAT and
other sales related taxes Sales of goods are recognised
when the signficant nsks and rewards of ownership of the
goods are transterred to the buyer and include contracted
sales n respect of which the contracted goods are available
for collection by the buyer n the accounting penod  Income
from semices 1s accrued on a tme basis by reference to the
rate of fee agreed with the buyer

Interest income 1s accrued on a tme basis by reference to
the pnncipal outstanding and at the effective interest rate
applicable (which is the rate that exactly discounts estimated
future cash recepts, through the expected Iife of the
financial asset, to that asset’s net camying amount) Dmdend
income 15 recoguised when the shareholders’ nghts 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 miumum lease payments
(for each asset, determined at the inception of the lease) and
are depreciated over the shorter of the lease terms and therr
useful lives The corresponding habilities are included in the
balance 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 wath similarly, except that
assets are depreciated over their 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

Foreign currencies

Transactons n 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
tems that are measured in terms of histoncal cost n a
foreign currency are not retranslated Exchange differences
ansing on the setflement of monetary items, and on the
retranslation of other tems that are subject to retranslation,
are included in the net profit or loss for the penod, except for
exchange differences ansing on non-monetary assets and
habities, including foreign cumency loans, which, to the
extent that they relate to investment in overseas operations
or hedge the group’s investment in such operatons, are

recognised directly in equity

For conschidation purposes, the assets and liabilihes of any
group entity with a functional currency other than the US
dollar are translated at the exchange rate at the balance
sheet date Income and expenses are translated at the
average rate for the penod unless exchange rates fluctuate
significantty Exchange differences ansing are classified as
equity and transferred to the group’s translation reserve
Such exchange differences are recognised as income or
expenses in the penod in which the entity 1s sold
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Accounting policies (group) e

Goodwill and farr value adjustments ansing on the acquisiion
of an entity with a functional currency other than the US
dollar are treated as assets and liabihes of that entity and
are translated at the closing rate of exchange

Borrowing costs

Borrowing costs incurred in financing construction or
installation of gualifying properly, plant or equipment are
added to the cost of the qualifying asset, until such tme as
the construction or installation 1s substantially complete and
the asset 15 ready for s intended use Borrowing costs
incurred in financing the plantng of extensions to the
developed agncultural area are treated as expenditure
relating to biological assets untl such extensions reach
matunty All other borrowang costs are recognised in the
consclidated income statement of the penod i which they
are incurred

Operating profit

Operating profit 1s stated after any gain or loss ansing from
changes n 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 beneft rehrement schemes, the estimated
regular cost of providing for the benefits 1s calculated so that
it represents a substantially level percentage of current and
future pensionable payroll and 1s charged as an expense as
it 15 incurred

Amounts to recover actuanal losses, which are assessed at
each valuation, are payable over a recovery penod agreed
with the scheme trustees Prowision 1s made for the present
value of future amounts payable by the group to cover its
share of such losses The provision 15 reassessed at each
accounting date, with the difference on reassessment being
charged or credited to the consolidated income statement in
addrton 1o the adusted regular cost for the penod

Taxation
The tax expense represents the sum of tax cumrently payable

and deferred tax Tax currently payable represents amounts
expected to be pad (or recovered) based on the taxable
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profit for the penod using the tax rates and laws that have
been enacted or substantially enacted at the balance sheet
date Deferred tax 15 calculated on the balance sheet liability
method on a non-discounted basis on differences between
the carrying amounts of assets and liabiibes in the financial
statements and the comesponding fiscal balances used in
the computation of taxable profits (temporary differences)
Deferred tax hiabilities are generally recognised for all taxable
temporary differences and deferred tax assets are
recogmised to the exent that it 1s probable that taxable
profits will be avalable against which deductble temporary
differences can be utiised A deferred tax asset or hability 1s
not recogmised in respect of a temporary difference that
anses from goodwill or from the inibal recognition of other
assets or habilites in a transacton which affects nerther the
profit for tax purposes nor the accounting profit

Deferred tax is calculated at the tax rates that are expected
to apply in the penods when deferred tax habilties are settled
or deferred tax asseis are realised Deferred tax 1s charged
or credited in the consolidated income statement, except
when it relates to tems charged or credrted directly to equity,
n which case the deferred tax 15 alse dealt with in equily

Biological assets

Biological assets compnse ol palm trees and nursenes, in
the former case from initial preparation of land and planting
of seedlings through to maturty and the entire productve life
of the trees and in the latter case from planting of seed
through to field transplanting of seedings Biological assets
do not include the land upon which the trees and nurseres
are planted, or the builldings, equipment, infrastructure and
other facilities used in the upkeep of the planted areas and
harvesting of crops Up to 31 December 2006 biclogical
assets included plantation infrastructure, which includes
such assets as roads, bndges and culverts  With effect from
1 January 2007 new expendrture on these assets is included
in property, plant and equipment Pror year comparatives
have not been restated in respect of this change as the
effect 1s not considered matenal

The biological process commences with the bl
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 ail
and palm kernel are extracted from the FFB




Biclogical assets are revalued at each accounting date on a
discounted cash flow basis by reference to the FFB
expected {0 be harvested over the full remaning productive
Ife of the trees, apphyng an estmated produce value for
transfer to the manufactunng process and allowing for
upkeep, harvesting costs and an appropnate allocation of
overheads The estmated produce value 15 denved from a
long term average of histone crude palm ol prces buffered
so that the implied movement in unit profit margin in any year
does not exceed 5 per cent, and further, so as to resinct any
impled change in unit profit margin in contradiction 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 discounted value of the
estimated cost to complete planting and mantan the assets
{o matunty being deducted from the discounted FFB value

All expenditure on the biological assets up to matunty,
including interest, 1s treated as an addition to the biglogical
assets Expenditure to matunty includes an allocation 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 buddings,
equipment, plantation infrastructure and vehicles, personnel
costs, local fees and general expenses

The vanabon in the value of the biological assets in each
accounting penod, after allowing for addiions to the
biological assets in the penod, is charged or credited to profit
or loss as appropnate, with no depreciation being prowded
on such assets

Property, plant and equipment

All property, plant and equipment {including, with effect from
1 January 2007, addibions to plantabon infrastructure) 1s
camed at onginal cost less any accumulated depreciation
and any accumulated imparment losses Depreciation 1s
computed using the straight ine method so as to wnte off
the cost of assets, other than property and plant under
construction, over the estimated useful Iives of the assets as
follows buildings - 20 years, plant and machinery - 5 to 16
years

Assets held under finance leases are depreciated over ther
expected useful lives on the same basis as owned assets or,
where shorter, over the terms of the relevant leases The
gan 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 1s recognised in the
consolidated income statement

Prepaid operating lease rentals

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

Impaiment of tangible and intangible assets excluding
goodwill

At each balance sheet date, the group reviews the camying
amounts of its tangible and ntangible assets to determine
whether there 15 any indication that any asset has suffered
an impamment loss I any such indicabon exsts, the
recoverable amount of the asset 15 estmated in order to
determine the extent of the impairment loss (f any) Where
the asset does not generate cash flows that are independent
from other assets, the group estmates the recoverable
amount of the cash-generabng unit to which the asset
belongs An intangble asset with an indefinte usefu! Iife 1s
tested for impatrment annually and whenever there 15 an
indication that the asset may be impared

The recoverable amount of an asset (or cash-generating
unit) 15 the higher of fair value less costs to sell and value in
use In assessing value in use, eshmated future cash flows
are discounted to therr present value using a pre-tax discount
rate that reflects current market assessments of the tme
value of money and those nsks specific 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) 1s estimated to be less
than its camying amount, the cammying amount of the asset
{or cash-generatng unif) s reduced to its recoverable
amount An impament loss 1s recognised as an expense
immediately, unless the relevant asset 1s camed at a revalued
amount, in which case the impament loss is treated as a
revaluation decrease

Where an imparment loss subsequently reverses, the
carrying amount of the asset (or cash-generatng unit) 15
mncreased to the revised estimate of its recoverable amount,
but so that the increased canying amount does not exceed
the camying amount that would have been determined had
no imparment loss been recogrised for the asset (or cash-
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Accounting policies (group) e

generating uni) In pnor years A reversal of an impairment
loss 1s recognised as income immediately, unless the
relevant asset 1s camed at a revalued amount, in which case
the reversal of the impasrment loss 1s treated as a revaluation
Increase

Inventones

Inventones of agncultural produce harvested from the
biological assets are stated at the {far value, less estmated
sale costs, at the point of harvest of the FFB from which the
produce denves plus costs incurred in the processing of such
FFB (ncluding direct labour costs and overheads that have
been incurred n banging such inventones to therr present
locabon and condition) or at net realisable value if lower
Inventones of engineenng and other tems are valued at the
lower of cost, on the weighted average method, or net
realisable value For these purposes, net realisable value
represents the estimated seling pnce (having regard to any
outstanding contracts for forward sales of produce) less all
estmated costs of processing and costs incurred in
marketing, seling and distnbuhon

Recognition and derecognition of financial instruments

Financtal assets and liabiities are recogrised in the group's
financial statements when the group becomes a party to the
contractual provisions of the relatve constituent instruments
Financial assets are derecognised only when the contractual
nghts to the cash flows from the asset expire or if the group
transfers substantally all the nsks and rewards of ownership
to another party Financial labilites are derecogmsed when
the group’s obligations are discharged, cancelled or have
expired

Non-denvative financial assets

The group's non-dervatve financial assets compnse loans
and recewables, and cash and cash equvalents The group
does not hold any financial assets designated as held at ‘far
value through profit and loss’ (“FVTPL"), or as ‘held-to-
matunty’ or ‘avadable-for-sale’ financal assets

Loans and recevables
Trade recevables, loans and other recewvables in respect of

which payments are fixed or determinable and which are not
quoted in an actve market are classified as loans and
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recewvables All loans and recewables held by the group are
non interest beanng and are stated at their nominal amount,
as reduced by appropnate allowances for imecoverable
amounts

Cash and cash equivalents

Cash and cash equwvalents compnse cash on hand and
demand deposits and other short-term highly liquid
investments that are readly convertible to a known amount
of cash and, being subject to an insignificant nsk of changes
in value, are stated at their nominal amounts

Non-denvative financial llabilities

The group's non-denvative financial abiies of the group
compnse note Issues, bank borrewings, finance leases and
trade payables The group does not hold any financial
habilites classified as held for trading or designated as held
at FVTPL

Note i1ssues, bank borrowings and finance leasas

Note issues, bank borrowings and finance leases are
classified in accordance with the substance of the relative
contractual arrangements Finance costs are charged to
income on an accruals basis, using the effectve interest
method, and compnse, with respect to notes, the coupon
payable together with the amortisation of note issuance
costs (which include any premiums payable on settlement or
redemption) and, with respect to bank borrowings and
finance leases, the contractual rate of interest together with
the amortisation of costs assoctated with the negotiation of,
and comphance with, the contractual terms and conditions
Note i1ssues are recorded in the accounts at their redemption
value net of the relatve unamorbsed balances of 1ssuance
costs Bank borrowings and finance leases are recorded at
the amounts of the proceeds recewved with the relatve
unamortised balance of costs treated as non-current
recevables

Trade payables

All trade payables owed by the group are non interest
beanng and are stated at their nominal value




1

Denvative financial instruments

The group enters into denvatve financial instruments to
manage Iis exposure to interest rate and foreign exchange
rate nsk, further details are disclosed in note 20 Denvatives
are inthially recogrused at tar value at the date of the contract
and remeasured o their far value at the balance sheet date
The resuthng gamn or loss 1s recogrised immediately in profit
or loss unless the denvative 1s designated and qualifies as a
hedging mstrument (either as a cash flow hedge or a far
value hedge), in which case the tming of the recogniton in
profit or ioss depends on the nature of the hedge
relationship

A denvative 1s presented as a non-cument asset or non-
cumrent hability if the remaining matunty of the instrument 1s
more than 12 months and the denvative 1s not expected to
be realised or settled within 12 months Other dervatives are
presented as current assets or habilties

Cash flow hedges

Changes in the farr value of denvatives which are designated
and qualfy as cash flow hedges are deferred in equity fo the
extent atinbutable to the components of the denvatives that
are effective hedges Other gains or losses ansing are
recogrised immediately in profit or loss, and are included as
‘other gains and losses’ in the consolidated income
statement Hedge accountng 1s discontinued when the
group revokes the hedging relationship or the hedging
nstrument expires, is sold, terminated, or exeraised, or no
longer qualifies for hedge accounting Any cumulative gain or
loss deferred in equity at discontinuance remains In equity

Fair value hedges

The group does not hold any denvatves designated and
qualifying as far value hedges

Equity instruments

Instruments are classified as equity nstruments o the
substance of the relatve contractual arrangements
evidences a residual interest in the assets of the group after
deducting all of #ts habihes Equity instruments issued by
the company are recorded at the proceeds recewved, net of
direct 1ssue costs The preference shares of the company
are regarded as equity instruments

Share-based payments

The group has applied the requirements of IFRS 2 “Share-
based payment® which contan transibonal provisions which
provide certain exemptions for grants of equity nstruments
pnor to 7 Novernber 2002
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Notes to the consolidated financial
statements

1 Cnheal accounting judgements and key sources of estimation uncertainty

In the application of the group's accounting policies, which are set out in the "Accounting policies (group)” section of this annual report, the
directors are required to make judgements, estmates and assumptions about the camyng amounts of assets and Liabihtres that are not readily
apparent from other sources The estimates and associated assumptions are based on histoncal expenence and other factors that are
considered to be relevant Actual values of assets and amounts of habilites may differ from these estmates The estmates and underlying
assumphions are reviewed on an ongoing basis Rewsions to accounting esbmates are recognised i the penod in which the estmates are
revised

The key sources of estmation uncertanty at the balance sheet date, which have a significant nsk of causing a matenal adjustment to the
carmying amounts of assets and liabilhes within the next financial year, are descnbed below

Biological assets

The methed by which the directors have determined the fair value of the group’s biological assets is described in *Accounting policies (group)”
above Because of the inherent uncertamty associated with such farr valuahon methodology and m particular the volatilty of pnces for the
group's agncultural produce and the absence of a iquid market for oil palm plantations, the carmyng value of the biological assels may differ
from their realisable value (see note 13}

Denwvatves

As descnbed in note 20, the directors use therr judgement in selecting appropnate valuation techniques for financial Instruments not quoted
n an actve market For denvatve financial insfruments, assumptons are made based on quoted markel rates adjusted for the speadfic
features of the mstruments

Income taxes

The group 1s subject to income taxes i vanous junsdichions  Significant judgement 15 required in determining the group's liability to income

tax both cument and deferred having regard to the uncerianties relating to the avaabiity of tax losses and to the future penods in which
timing differences are ikely o reverse

2 Revenue 2007 2006
$'000 $'000

Sales of goods 57,581 32,891
Revenue from senaces 19 204
57,600 33,095

Other operating ncome & g
Investment income 1,641 640
Total revenue 50,247 33,744

The crop of oil palm fresh fruit bunches for 2007 amounted to 393,217 tonnes (2006 - 334,076 tonnes)  The far value of the crop of
fresh fruit bunches was $39,260,000 (2006 $18,916,000), based on the pnce formula determined by the Indonesian government for
purchases of fresh frust bunches from smaltholders
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3 Segment information

In the table befow, the group's sales are analysed by geographical destination and the carrying amount of segment net assets and addihons

to property, plant and equipment by geographical area of location No analyses are provided by business segment as the group has only one

business segment

2007 2006
$'m $m
Sales by geographical destinatien
Umited Kingdom and Continental Europe - 02
Indonesia 281 253
Rest of Asia 265 76
576 331
Canying amount of segment net assets by geographical area of asset location
United Kingdom and Continental Europe 382 265
Indonesia 110 4 790
148 6 1055
Addihions to property, plant and equipment by geographical area of asset location
United Kingdom and Continental Europe 04 -
Indonesia 148 120
152 120

4 Agncultural produce inventory movernent

The net gan / (loss} ansing from changes in far value of agncultural produce nventory represents the movement in the fair value of that

inventory less the amount of the movement in such inventory at histonc cost (which 1s iIncluded in cost of sales)

5 Profit before tax 2007
$'000

Profit before tax has been amved at after charging / (crediting)

Net foreign exchange gains (232)

Mavement in nventones (at histonc cost) (2,161)

Depreciation of property, plant and equipment 1,846

Amortisation of prepaid operating lease rentals 144

2006
$'000

(935)
465
1,569
92

The amount payable to Deloitte & Touche LLP for the audit of the company's financial statements was $137,000 (2006 $169,000)
Amounts payable to Deloitte & Touche LLP for the audit of accounts of associates of the company pursuant to legislation were $10,000

(2006 $7,000)

Amounts payable to Deloitte & Touche LLP for other serices pursuant to legrsiation were $48,000 (2006 $653,000) These have been

added to the capitalised costs of the relevant transachons and relate wholly to corporate finance work
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Notes to the consolidated financial

statements contnued

5 Profit before tax - continued 2007 2006
$'00C $000
Eamings before interest, tax, depreciahon and amortisation and net biclogical gan
Operating profit 49,386 20,772
Depreciation and amortisation 1,980 1,661
Nel biological gan (8.030) (8.700)
43,346 13,733
6 Staff costs, including directors 2007 2006
Number Number
Average number of employees (including executive directors)
Agncultural - permanent 3,059 2,849
Agncultural - temporary 2,488 1,042
Head office 7 6
5,564 3,897
$'000 $'000
Their aggregate remuneration compnsed
Wages and salanes 11,869 7,505
Sooal secunty cosis 598 1,207
Pension costs 707 382
13,174 9,094
7 Investment revenues 2007 2006
$'000 $'000
Interest on bank deposits 1.641 640
1,641 640
8 Finance costs 2007 2006
$'000 $'000
Interest on bank loans and overdrafts 1,816 3,799
Interest on US dollar notes 2,360 2,011
Interest on steding notes 4,443 194
Interest on other loans - 64
Interest on obbgations under finance leases 23 62
8,742 6,130
Amount included as addibons to biological assets (5,164) (3,644)
Amount capitahsed on acquisition - (107)
3,578 2,379
Other finance charges 439 377
Exchange gain on repayment of preference shares held by minonty shareholders in a subsidiary - {1,106)
4,017 1,650
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8 Finance costs - conbnued

Amount included as addibons to biological assets arose on the general pool of botrowings applicable to the Indonesian operations and
reflected a capitalisation rate of 43 7 per cent (2006 - 44 7 per cenl)

9 Tax 2007 2006
$'000 $'000
Current tax
UK corporation tax - -
Foreign tax 5318 222
Total current tax 5,318 222
Deferred tax
Current year 9,456 5676
Aftnbutable to a decrease in the rate of tax 229 -
Total defered tax 9,695 5,676
Total tax 15,013 5,808

Taxahon 15 provided at the rates prevailing for the relevant junsdiction, which for Indonesia 1s 30 per cent (2006 30 per cent) For the
United Kingdom, the taxation prowision reflects the proposed reduction in the corporation tax rate from 30 per cent to 28 per cent for
2008/09, the effect of which 1s also disclosed below and in nole 24  The charge for the year can be reconaled to the profit per the

consolidated income statement as follows

2007 2006
$'000 $'000
Profit before tax 47,010 19,762
Tax at the standard rate 14,103 5,929
Tax effect of the following items
Expenses not deductible in determining taxable profit 181 270
Deferred tax asset not recogrised - 87
Non taxable ncome 10) (688)
Overseas withholding taxes, net of relief 541 474
Tax effect of unrelieved tax losses not recognised for deferred tax 6 -
Tax effect of change in rate on UK net deferred tax asset 229 -
Other an -
Tax expense at effective tax rate for the year 15,013 5,898
10 Dmdends 2007 2006
$'000 $000
Amounts recognised as distnbutions to equity holders
Preference dwdends of Op per share 2,266 1,795
Ordinary dvidends 1,279 —
3,545 1,795
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Notes to the consolidated financial
Statem entS continued

10 Dmdends - continued

An intenm dwdend of 1p per ordinary share in keu of final in respect of the year ended 31 December 2007 was pad on 25 January 2008
In accordance with IAS10 “Events after the balance sheet date” this dadend has not been included in the 2007 financial statements

11 Eamings per share 2007 2006

$'000 $'000

Earmungs for the purpose of basic and diuted eamings per share * 20,453 11,546

* being net profit attnbutable to ordinary shareholders

'000 ‘000

Weighted average number of ordinary shares for the purpose of basic eamings per share 32,044 28,857

Effect of dilutive potential ordinary shares 837 1,666

Weighted average number of ordinary shares for the purpose of difuted eamings per share 32,881 30,623
12 Goodwill on acquishion of minonty tnterest in subsidiary

$'000

Beginning of year 12,678

End of year 12,578

The goodwill arose from the acquisiion by the company on 23 January 2006 of a 12 3 per cent minonty interest in the 1ssued ordinary share
capital of Makassar Investments Limited, the parent company of PT REA Kaltim Plantahons (*REA Kaltim®), for a consideration compnsing
the 1ssue of $19 midlion nominal of 7 5 per cent dollar notes 2012/14  The goodwill of $12 6 million at the end of the year i1s considered by
the directors to be fully supported by the long-term prospects for REA Kaltim

13 Biological assets 2007 2006
$'000 $'000
Beginnuing of year 143,496 117,289
Reclassification of expenditure in pnor years between land, plantations and other non-curent assets - (1,303)
Additions to planted area and costs to matunty 14,821 18,810
Net biological gan 8,030 8,700
End of year 166,347 143,496
Net biological gain compnses
Gamn ansing from movement in far value attnbutable to physical changes 8,030 7120
Gan ansing from movement in far value attnbutable to prce changes - 469
Gain 1n relation to pror year redassification - 1,111
8,030 8,700

The nature of the group’s bidlogical assets and the basis of determination of ther far value 15 explaned under *Biological assets™ in
*Accounting policies {(group)” The valuabon assumed a discount rate of 17 5 per cent In the case of REA Kaltim and 19 per cent in the case
of all other group companes (2006 17 5 per cent for all group companies) and a twenty year average CPO pnce of $414 per tonne, net
of Indonesian export duties, FOB Samannda (2006 - twenty year average of $397 per lonne) The effect of the accounting policy on
biological assets was that there was no change in the unit profit margin assumed
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13 Biological assets - continued

The valuation of the group's biological assets would have been reduced by $10,310,000 (2006 $6,949,000) if the crops projected for the
purposes of the valuation had been reduced by 5 per cent, by $10,915,000 (2006 $9,246,000) if the discount rates assumed had been
increased by 1 per cent and by $20,595,000 (2006 $17,340,000) if the assumed unit profit margin per tonne of ofl palm fresh fruit bunches
had been reduced by $5

As a general rule, all palm products produced by the group are sold for immediate delivery but on occasions, when market conditions appear
tavourable, the group makes forward sales When making such sales, the group would not normally commut more than 60 per cent of s
projected produchon for a forthcoming penod of twelve months At the balance sheet date, the group had outstanding forward sales of crude
palm ail at the rate of 2,000 tonnes per month for the two year penod to 31 December 2009 at pnces equivalent to $620 per tonne, CIF
Rotterdam, for the penod January to June 2008 (inclusive), $870 per tonne for the penod July to December 2008 (inclusive) and $860 per
tonne for the penod January to December 2009 (indlusive) (2006 no forward sales)

At the balance sheet date, biclogical assels of $141,571,000 (2006 - $128,784,000) had been charged as secunty for bank loans (ses
note 21) but there were otherwise no restnctions on tities to the biological assets (2006 — none)  Expenditure approved by the direclars
for the development of immature areas in 2008 amounts to $28,000,000 (prior year - $18,555,000)

14 Property, plant and equipment Buildings Plant, Construction Total
and structures equipment  m progress
and vehicles

$'000 $'000 $'000 $000
Cost
At 1 January 2006 3,759 16,089 4,186 24,034
Reclassifications 43 7 (54) C))
Additions 99 863 11,074 12,036
Exchange differences - 56 - 56
Disposals - (30) - (30)
Transfers 1,806 241 (2,047) -
At 31 December 2006 5,707 17,226 13,159 36,092
Addibons 8,123 1,392 5,665 15,180
Exchange differences - 2 - 2
Disposals (6) (460} - {466)
Transfers 4178 11,430 (15,608) -
Al 31 December 2007 18,002 29,590 3216 50,808

Accumulated depreciation

Al 1 January 2006 684 5,179 - 5,863
Charge for year 190 1,379 - 1,569
Exchange differences - 42 - 42
Ehminated on disposals - (27) ~ (27)
At 31 December 2005 874 6,573 - 7,447
Charge for year 295 1,551 - 1,846
Exchange differences - 3 - 3
Eliminated on disposals @ (258) - (260)
At 31 December 2007 1,167 7,869 - 9,036
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Notes to the consolidated financial
Statements continued

14 Property, plant and equipment - continued Buildings Plant, Construction Total
and structures equpment  m progress
and vehicles
$'000 $'000 $'000 $'000
Carrying amount
End of year 15,835 21,721 3216 41,772
Beginning of year 4,833 10,653 13,168 28,645

At the balance sheet date, the book value of finance leases included in property, plant and equipment was $413,000 (2006 - $1,119,000)

At the balance sheet date, the group had entered into contractual commitments for the acquisihion of property, plant and equipment
amounhing o $4,093,000 (2006 - $231,000)

15 Prepad operabng lease rentals 2007 2006
$'000 $'000

Cost

Beginnung of year 5,401 1,249

Reclassification of expenddure in pnor years between land, plantatons and other non-curent assets - 1,290

Addions 3,787 2,862

End of year 9,188 5,401

Accumulated depreciation

Beginning of year 20 113
Relating to the reclassification of expenditure in pnor years - 16
Charge for year 144 92
End of year 365 221
Carrying amount

End of year 8,823 5,180
Beginning of year 5,180 1,136

Land tile certfficates have been obtained in respect of areas covenng 35,216 hectares

16 Subsidanes

A st of the pnnaipal subsidianes, including the name, country of ncorporation and proportion of ownership 1s given i note (i} to the
company's indmdual financial statements

Certain borrowings incurred by PT REA Katbm Plantations ("REA Kattm™) imit the payment of dmdends by REA Kaltim to a proporbon of
REA Katim's annual profit after tax
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17 Inventones 2007 2006

$'000 $'000
Agncultural produce 8,603 935
Engineenng and other operating inventory 4,437 4,161
13,040 5,006

The farr value of the agncuttural produce as at 31 December 2007 has taken into account certain ouistanding forward sales contracts for
delivery in 2008 at a CIF Rotterdam pnce of $620 per tonne of crude palm ol (2006 no forward sales contracts) as disclosed in note 13

18 Trade and cother recevables 2007 2007

$'000 $'000
Due from sale of goods 444 2,038
Prepayments and advance payments 853 476
Advance payment of taxation 1,149 -
Deposits and other recewvables 855 1,448

3,301 3,963

Sales of goods are nomally made on a cash aganst documents basis with an average credit penod of 6 days (2006 - 25 days) The directors
consider that the camying amount of trade and other recewables approximates therr far value

19 Cash and cash equvalents

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

20 Financial nstruments

Capital nsk management

The group manages as captal its debt, which includes the borrowings disclosed in notes 21 to 23, cash and cash equwalents and equity
attnbutable to shareholders of the parent, compnsing issued ordinary and preference share capital, reserves and retaned eamings as
disclosed 1n notes 28 to 31 The group 15 not subject to extemally mposed caprtal requirements

The directors’ policy in regard to the capital structure of the group 15 to seek to enhance retums to holders of the company's ordinary shares
by meeting a proporton of the group's funding needs with pnor charge capital and to consttute that capital as a mix of preference share
capital and borowings from banks and development institutions and from the public debt market, in proportions which suit, and as respects
borrowings having a matunty profile, which suits the assets that such capital 1s financing In so doing, the directors regard preference share
capital as permanent capital and then seek to structure the group's borrowings so that shorter term bank debt 1s used only to finance worlang
capital requirements while debt funding for the group's development programme 15 sourced from issues of medium term listed debt secunties
and borrowngs from development institubions

Net debt to equrty ratio
Whilst the directors beheve that it 1s important that the group retains flexibility as to the percentage of the group's overall funding that s
represented by net debt, as a general indication, they believe that, at the present stage of the group's development, net debt should not

exceed 100 per cent of total equity  The target for 31 December 2008 1s 60 per cent (2007 GO percent) Net debt, equity and the net
debt to equity rabo at the balance sheet date were as follows
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Notes to the consolidated financial
Statements continued

20 Financial instruments - continued

2007 2006

$000 $'000
Debt ° 86,257 97,798
Cash and cash equivalents (34,216) (37.266)
Net debt 52,041 60,632
* being long and short term borrowings as detailed in the table below under "Farr valye of financial instruments”
Equity 148,633 105,521
Net debt to equity ratio 350% 574%

Sgnificant accounting policies

Detals of the sigmificant accounting policies and methods adopted, ncluding the ¢ntena for recognrtion, the basis of measurement and the
basis on which ncome and expenses are recognised, in respect of each class of financial instrument are disclosed in the *Accounting policies
{group)" secton of this annual report

Categones of financial instruments

Non-denvative financial assets as at 31 December 2007 compnsed loans and recevables and cash and cash equwvalents amounting to
$35,953,000 (2006 $40,724,000)

Non-denvatve financial liabirbes as at 31 December 2007 compnsed habiites at amortised cost amounting to $93,032,000 (2006
$106,215,000)

Dervatve financial instruments at 31 December 2007 compnsed instruments in designated hedge accounting relatonships at fair value
amounting to $1,268,000 (2006 nd)

Financial nsk management objectives

The group’s head office provides seraces to the business, co-ordinates access to domestc and intermabonal financial markets and monitors
and manages the financial nsks relating to the operations of the group through intemal reports which permit the degree and magnitude of
such nsks to be assessed These nsks include market nsk, credit nsk and hquidity nsk

The group seeks to reduce nsk by using, where appropnate, denvative financial instruments to hedge nsk exposures The use of denvative
financial nstruments 15 govemed by group policies set by the board of directors of the company The board also sets policies on foreign
exchange nsk, interest rate nsk, credit nsk, the use of non-demvatve financial instruments, and the investment of excess hquidity Compliance
with policies and exposure mits 1s reviewed on a continuous basis The group does not enter nto or trade financial instruments, ncluding
denvatve financial instruments, for speculative purposes

Market nsk

The financial market nsks to which the group 1s pnmanly exposed are those ansing from changes in interest rates and foreign currency
exchange rales
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20 Finanoal nstruments - continued

The group's policy as regards interest rates s to borow whenever possible at fixed interest rates, but where borrowings are raised at floating
rates the directors would not normally seek to hedge such exposure The sterling notes and the US dollar notes carry interest at fixed rates
of, respectvely, © 5 and 7 5 per cent perannum  In addition, the company's preference shares carry an entilement to a fixed annual dvdend
of & pence per share

Interest 15 payable on drawings under the Indonesian consortum loan faciites at a floating rate equal to 2 75 per cent per annum over
Singapore Inter Bank Offered Rate (*SIBOR®) (2006 4 per cent), and on the Indonesian working capdal facility at 3 5 per cent over SIBOR
(2006 35 per cent)

A one per cent increase in interest applied to those financial instruments shown 1n the table below entifled "Fair value of financial instruments®
as held at 31 December 2007 (other than the cross curency interest rate swap) which cary interest at floating rates would have resulted
over a penod of one year In a pre-tax profit (and equity) increase of approxmately $183,000 (2006 pre-tax profit and equity decrease of
$34,000)

The group regards the US dollar as the functional currency of most of its operations and seeks to ensure that, as respects that proportion
of its investment in the operatons that 1s met by borowings, it has no currency exposure aganst the US dollar  Accordingly, where
borrowings are incurred in a currency other than the US dollar, the group endeavours to cover the resuftant currency exposure by way of a
debt swap or other appropnate currency hedge The group does not cover the currency exposure in respect of the component of the
nvestment that is financed with sterling denominated equity  The group's policy 15 to mantan limuted balances in steriing sufficent to meet
its projected stering expenditure for a penod 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  The group does not normally otherwise
hedge its revenues and costs ansing in currencies other than the US dollar

At the balance sheet date, the group had non US dollar monetary items denorminated in pounds stering and Indonesian rupah A S per cent
strengthening of the pound stering aganst the US dollar would have resulted in a gain dealt wath in the consolidated income statement and
equity of $400,000 on the net stering denominated, non-denvative monetary items (excluding the stering notes which are hedged) (2006
loss of $108,000) A 5 per cent strengthening of the Indonesian rupiah aganst the US dollar would have had a negligible effect as respects
the net Indonesian rupah denominated, non-denvatve monetary tems (2006 negligible)

Credit nsk

Credtt nsk refers to the nsk that a counterparty will default on its contractual obligations resulting in financial loss to the group The directors
consider that the group 1s not exposed to any major concentrabions of credit nsk Deposits are made by the group only with banks with ugh
credit ratings  Substantially all sales of goods are made aganst documents At the balance sheet date, no trade recenables were past therr
due dates, nor were any imparred  The maximum credit nsk exposures in respect of the group's financial assets at 31 December 2007 and
2006 equal the amounts reported under the comesponding balance sheet headings

Liquidity nsk

Ultimate responsibility for iquidity nsk management rests with the board of directors of the company, which has established an appropnate
framework for the management of the group's short, medium and long-term funding and kquidity requirements  Within this framework, the
board continuously monitors forecast and actual cash flows and endeavours to mantain adequate liquidity n the form of cash reserves and
borrowing faciliies while matching the maturty profiles of financial assets and labiibes Undrawn facilites available to the group at balance
sheet date are disclosed in note 21
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Notes to the consolidated financial
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20 Finanaial instruments - conbinued

The board reviews the cash forecasting medels for the operations of the plantahons and compares these with the forecast outflows for debt
obligations and projected capital expenditure programmes for the plantations, applying sensitwbes to take into account percewed major
uncertainbies In ther review, the directors place the greatest emphasis on the cash flow of the first two years

The following tables detad the contractual matunty of the group’s non-denvatve financial llabiiries The tables have been drawn up based on
the undiscounted amounts of the group's financial habilites based on the earliest dates on which the group can be required to discharge
those liablites The table includes liabilites for both pnncipal and interest

2007 Weighted Between

average Under 1and 2 Over 2
interest 1 year years years Totals
rate $'000 $'000 $'000 $'000
Bank loans B4% 4,167 11,344 2,181 17,692
US dollar notes 80% 2,250 2,260 39,000 43,500
Sterling notes i04% 4,096 4,034 69,908 78,038
Trade and other payables 3,889 - - 3,989
Obhgations under finance leases 100% 127 143 - 270
14,629 17,771 111,089 143,489

2006 Weighted Between

average Under 1and 2 Over 2
interest 1 year years years Totals
rale $'000 $°000 $'000 $'000
Bank loans 90% 23,526 7,088 14,047 44,661
US dollar notes 80% 2,250 2,250 41,250 45,750
Sterling notes 10 4% 2,864 2,793 50,415 56,072
Trade and other payables 5,732 - - 5,732
Obbgations under finance leases 10 0% 313 33 - 346
34,685 12,164 105,712 152,561

Al 31 December 2007, the group’s non-denvative financial assets {other than recewvables) compnsed cash and deposits of $34,216,000
{2006 $37,266,000) camying a weighted average interest rate of 4 5 per cent (2006 3 8 per cent} all hawng a matunty of under one year

The following table details the contractual matunty of the group's denvatve financiat liabiites These anse under the cross cumency interest
rate swap ("CCIRS") descnbed under *Farr value of financial instruments below® The cash fiows are settled gross and, therefore, the table
takes no account of sterling receipts under the CCIRS

Between
Under 1and 2 Over 2
1 year years years Totals
$000 $'000 $'000 $'000
Amount payable - 2007 4570 4596 70,474 79,640

Amount payable - 2006 - - - -
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20 Financial instruments - continued
Fauir value of financial instruments

The table below provides an analysis of the book values and farr values of financial instruments, excluding recewvables and trade creditors,
as at the balance sheet date

2007 2007 2006 2006

Book value Far value Book value Fair value

$000 $000 $000 $'000

Cash and deposits + 34216 34216 37266 37,266
Debt - within one year * {3.000) (3.000) (21,500) {21,500)
Debt - after more than one year * (12917 (12817) {19,250) (19,250)
Finance leases © (238) (238) (333) (333)
US dollar notes © {29,389) (28,050) (29,307) (27001}
Sterling notes © (40713) (42,248) (27408) {29,400)
Net debt (652,041) (52,237) (60,532) (60,218)

Cross currency interest rate swap © (1,268) (1,268) , - -

(53,309) (63,305) {60,5632) (60,218)

* beanng interest at floating rates
? beanng interest at fixed rates

The fair values of cash and deposits and bank debt approximate therr carrying values since these carry interest at current market rates The
farr value of the US dollar notes 1s based on the latest pnce at which the notes were traded pnor to the balance sheet date The fair value
of the stering notes have been estmated by the directors, based on a yreld compansion with UK government debt issues

At 31 December 2007 the group had outstanding a contract for the forward purchase of £22 million and sale of $42 9 milkon matunng in
2015 (2006 nil) pursuant to the cross currency interest rate swap ("CCIRS") entered info by the group to hedge the foreign currency
exposure of the group ansing from the interest and pnncipal repayment obligations of its 95 per cent guaranteed sterling notes 2016/17
("stering notes™ Dunng the year, the hedge was effective in hedging the related stering interest payment obligations on the sterling notes
up to and including 31 December 2015 and in providing the £22 milion required to meet the prnncipal repayment obligations

The fair value of the CCIRS has been denved by & discounted cash flow analysis using quoted forexgn forward exchange rates and yield
curves denved from quoted interest rates with matunties corresponding to the applicable cash flows The valuation of the CCIRS at 31
December 2007 at fair value resutted in a loss of $1,268,000 A 50 basis ponts movement in the spread between the assumed yreld curves
for pounds sterling and the US dollar would increase or decrease the valuation by approxmately $600,000

21 Bank loans 2007 2006
$'000 $'000

Bank loans 15917 40,750

The bank Icans are repayable as follows

On demand or within one year 3,000 21,500

Belween one and two years 10,750 5,750

Between three and five years 2,167 13,500

After five years - -
15,917 40,750
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21 Bank loans - continued 2007 2006

$'000 $'000
Amount due for settiement within 12 months (shown under current labilihes) 3,000 21,500
Arnount due for settlement after 12 months 12,917 19,250

15917 40,750

All bank loans are denominated in US dollars and are at floating rates, thus exposing the group to interest rate nsk The weighted average
interest rate in 2007 was 8 4 per cent (2006 9 0 per cent) Bank loans of $15,417,000 (2006 $37,250,000) are secured on substantially
the whole of the assets and undertaking of PT REA Kaltm Plantations {amounting to $215 million - 2006 $200 midlion) and are the subject
of an unsecured guarantee by the company The banks are entitled to have recourse to therr secunty on usual banking terms

At the balance sheet date, the group had undrawn bank facilites of $7 O million (2006 $4 O million)

22 Sterling notes

The sterling notes compnse £22 millon nominal of 9 5 per cent guaranteed stering notes 2015/17 1ssued by the company's subsichary,
REA Finance BV Unless previously redeemed or purchased and cancelled by the issuer, the stering notes are repayable in three equal
instalments commenaing on 31 December 2015

The repayment obligation in respect of the sterling notes of £22 million ($43 8 million) 1s hedged by a forward foreign exchange contract for
the purchase of £22 million and for the sale of $42 9 milhon and 1s camed in the balance sheet net of the unamortised balance of the note
1ssuance costs

If a person or group of persans acting m concert obtains the nght to exercise more than 50 per cent of the votes that may generally be cast
at a general meeting of the company, each holder of sterfing notes has the nght to require that the 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

23 US dollar notes

The US doilar notes compnse US$30 milion nominal of 7 5 per cent dollar notes 2012/14 of the company, and are stated net of the
unamortised balance of the nole 1ssuance costs Unless previously redeemed or purchased and cancelled by the company, the US dollar
notes are redeemable in three equal annual instalments commencing on 31 December 2012

Pursuant to a supplemental nghts agreement dated 23 January 20086, between the company and the holders of $19 million nominal of US
dollar notes, the latter have the nght, exercisable under certain hmited crcumstances, to require the company to purchase the US dollar notes
held by them 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 completon of the purchase Such arcumstances nclude a matenial 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

24 Deferred tax 2007 2006

$'000 $'000
Defemed tax babilihes 37,166 33,244
Deferred tax assets 5,817) (10,672)
Net position 31,349 22,572
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24 Deferred tax - continued

2007 2006

$°000 $'000
Movement in the net deferred tax positon dunng the year
Beginning of year 22,672 20,215
Charge to income for the year 9,466 5,674
Charge to equity for the year (649) (1,934)
Exchange differences (476) (1,383)
Effect of change In tax rate - mcome statement 229 -
Effect of change in tax rate - equity 207 -
End of year 31,349 22,572

The following are the major deferred tax liabiities and assets recognised by the group and the movements thereon dunng the year and

preceding year
Deferred tax habiibes Accelerated Income*  Exchange Total
tax depreciation losses *+

$'000 $'000 $°000 $'000
At 1 January 2006 27,916 1,964 - 29,880
Charge to income for the year 2,837 500 - 3,337
Charge to equity for the year - - - -
Exchange differences © 33 - 27
At 31 December 2006 30,747 2,497 - 33,244
Charge to income for the year 4,724 1,758 92 6,574
Charge to equity for the year - - - -
Transferred from assets 12 (2,738) 608 2,118)
Exchange differences (455) - 13 (484)
Effect of change in 1ax rate - income statement - - 60) (50)
Effect of change in tax rate - equity - - - -
Al 31 December 2007 34,988 1517 661 37,166
* included as income or recognised gains for reporting purposes but not yet charged to tax
* allowed for tax but not yet recogrised for reporting purposes
Defered tax assets Lower tax ~ Expenses’ Tax Total

depreciation losses

$'000 $'00C $'000 $'000
At 1 January 2006 2 2,685 6,978 9,665
Charge to income for the year 25 902 (3,264) (2,337)
Charge to equty for the year - - 1,934 1,834
Exchange differences - 308 1,012 1,410
At 31 December 2006 27 3,985 6,660 10,672
Charge to income for the year (41)] {1,158) (1,684) (2,892)
Charge to equity for the year - - 649 649
Transferred aganst habiddes - (1,793) (369) 2,118)
Exchange differences 1 {70) 61 8)
Effect of change in tax rate - ncome statement - (60) 219) (279)
Effect of change in tax rate - equity - - (207) (207)
Al 31 December 2007 18 904 4,895 5,817

* included as costs or recogrised losses for reporting purposes but not yet aliowed for tax
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24 Deferred tax - continued

At the balance sheet date, the group had unused tax losses of $17 4 million (2006 - $22 2 million) avalable to be appled aganst future
profits A deferred tax asset of $4,895,000 (2006 - $6,660,000) has been recognised in respect of these losses

At the balance sheet date, the aggregate amount of temporary differences associated with undistnbuted eamings of subsidianes for which
deferred tax labilties have not been recogrised was $4,750,000 (2006 - $2,548,000) No lability has been recognised in respect of these
differences because the group 15 In a position to controt the reversal of the temporary differences and it 1s probable that such differences will
not significantly reverse in the foreseeable future

The deferred tax asset in respect of tax losses assumes that lesses for tax purpeses incurred by the plantation companies in Indonesia may
be carned forward for five years

The proposed reduction i UK corporation tax from 30% to 28% (for 2008/2008) has reduced the net amount of UK deferred tax assets
by $436,000 (2006 )

256 Obligations under finance leases 2007 2006

Mirimum lease payments
Amounts payable under finance leases

Within one year 127 344
In the second to fifth years melusive 143 34
270 378
Less Future finance charges 32 45
Present value of lease obligations 238 333
Representing
Amounts payable under finance leases
Within one year 11 301
In the second to fiith years inclusie 127 32
Present value of lease obligations 238 333
Amount due for setlement within 12 months (shown under current liabilities) 111 301
Amount due for settiement after 12 months 127 32
238 333

The group leases certain items of plant and equipment under finance leases The average lease term s 1 to 2 years (2006 - 1 to 2 years)
Interest rates are fixed at the contract rate The average bomowing rate for the year was 10 O per cent (2006 - 10 O per cent) 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 Indonesian rupiahs  Obligations under finance leases are secured by the lessor’s charge over the leased assets
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26 Other loans and payables 2007 2006

$'000 $'000
Retirement benefit oblgations 3,800 3,910
Farr value prowision for cross cunrency interest rate swap 1,268 -
Cther loans and payables 141 -
5,209 3,910
The amounts are repayable as follows
On demand or within one year {shown under current habiliies) 414 356
In the second year 406 3s8
In the third to fifth years inclusve 1,306 1,117
After five years 3,083 2,009
Amount due for settlement after 12 months 4,795 3,514
5,209 3,910
Amounts of habilities by curency
Sterling 4,485 3,283
Indonesian rupiahs 724 627
5,209 3,910

The directors estimate that the fair value of retirement benefit obligations and of other loans and payables approximates their carrying value
The method for ascertaining the far value of the cross currency interest rate swap 1s disclosed in note 20

27 Trade and other payables 2007 2006

$'000 $'000
Trade purchases and ongoing costs 3,331 5,173
Other tax and social secunty 230 397
Accruals 2,851 2,309
Other payables 658 559

7,070 B.438

The average credit penod taken on trade payables 15 29 days (2006 - 59 days)

The diectors estimate that the farr value of trade payables approximates their camrying value

98 Share captal 2007 2006
£'000 £'000

Authonsed (in pounds sterling)

14,500,000 - 9 per cent cumulatve preference shares of £1 each (2006 - 14,500,000) 14,6500 14,500

41,000,000 - ordinary shares of 25p each (2006 - 41,000,000) 10,250 10,250

24,750 24,750

B3




Notes to the consolidated financial
statements connued

28 Share caprtal - contnued 2007 2006
$'000 $°000

lssued and fully pawd (in US dollars)

13,500,000 - 9 per cent cumulative preference shares of £1 each (2006 - 11,448,624) 24,069 19,891

32,573,856 - ordinary shares of 25p each (2006 - 31,073,856) 14,230 13,481

38,299 33,372

The preference shares entitle the holders thereof to payment, out of the profits of the company avalable for distnbubion and resolved to be
distnbuted, of a fixed cumulabive preferentral dvdend of 8 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 dmdend in pnonty to any distnbution
on the ordinary shares  Subject to the nghts of the holders of preference shares, halders of ordinary shares are entitied to share equally with
each cther in any dwmdend pad on the ordinary share capital and, on a winding up of the company, in any surplus assets available for
distnbution among the members

Changes in share capital

¢ on 9 May 2007, 1,500,000 ordmary shares were issued, fully pad, by way of a placing at 450p per share to Mirabaud Pererre
Nominees Limited (at close of business on 30 Apnl 2007, the day the terms of the placing were fixed, the middle market share pnice
was 495p},

¢ on 5 September 2007, 1,064,581 9 per cent cumulative preference shares were i1ssued, fully paid, by way of a placing at £1 05 per
share, and

* on 2 October 2007, 1,085,795 9 per cent cumulative preference shares were ssued, credited as fully paid, at par to ordinary
shareholders by way of capitalisation of share premium account

Detalls of a director's share options are disclosed in the audited part of the directors’ remuneration report, as required by FRS 20 *Share

based payments”

29 Capital reserves Share Warrant Capital Special
premium reserve  redemption reserve
account reserve
$000 $000 $'000 $'000
At 1 January 2006 4519 1,998 5,572 -
Issue of new ordinary shares 17498 - - -
Issue of new preference shares 268 - - -
Expenses of issue (1,109) - - -
Exercise of warrants 3012 (1,998) - -
Exercise of share options 66 - - -
Reduction of capital (4,748) - (5,572) 10,320
Transfers - — - (70686)
At 31 December 2006 19,506 - - 3,254
Issue of new ordinary shares 12,731 - - -
Issue of new preference shares 108 - - -
Capitahsation i1ssue of new preference shares 2.016) - - -
Expenses of 1ssue {547 - - -
Release of special reserve - - - (3,254)
At 31 December 2007 20,787 - - -

84




29 Caprtal reserves - contnued

Pursuant to a reduction of capital confirmed by the High Court and effective on 17 May 2006, the company's caprtal redemption reserve
was cancelled and the amount standing to the credrt of the company's share premium account was reduced by £2,760,334 ($4,747,774),
as a result the sum of £5,000,000 ($10,320,000) was credited to a special reserve Since that date, the company has 1ssued fresh capital
of more than £1,891,5650 ($3,264,000) n 2007 and of £4,108,450 ($7,065,000) in 2006 and, as permitted under the terms of the
undertaking given to the High Court, has transferred an equnvalent sum from special reserve to the company’s profit and loss account

30 Translation reserve Hedging Other
reserve reserve Total
$'000 $'000 $'000
At 1 January 2006 - (10.076) {10,078)
Exchange difference ansing on translation of overseas operations dunng the year - 1,186 1,186
At 31 December 2006 - {8,890) (8,890)
Exchange difference ansing on translation of overseas operations dunng the year - (426) (426)
Faur value loss on cash flow hedge (506) - (506)
At 31 December 2007 (506) (9,316} {9,822}
31 Retaned eamings 2007 2006
$'000 $'000
Beginning of year 57,679 37,269
Prafit for the year 20,453 11,546
Ordinary dmdend pad (1,279 -
Transfer from special reserve 3,254 7,066
Share based payment - deferred tax credit {aken directly to equity 385 1,798
End of year 89,492 57,679
32 Minenty interest 2007 2006
$'000 $000
Beginning of year 600 11,190
Share of profil after taxation 278 523
Proceeds of issue of new share capital in subsidianes to mmonty shareholders - A 1s]
bLiqudation distnbution to preference shareholders in a subsidiary - {(4,239)
Exchange translation differences (1) -
Acquisition of 12 3 per cent of 1ssued ordinary share capial of Makassar Investments Limited - (7,089)
End of year B77 600
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33 Reconahation of operating profit to operating cash flows 2007 2006
$000 $'000
Operating profit 49,386 20,772
Depreciation of property, plant and equipment 1,846 1,669
Amortisabon of prepaid operating lease rentals 144 92
Amortisation of sterting and US dollar note 1ssue expenses 242 57
Biological gan (8,030) (8,700)
Loss on disposal of property, plant and equipment 6 -
Operating cash flows before movements in working capital 43,594 13,790
Increase in inventones (8,133 (1,415)
Decrease In recevables 1,283 1,008
Decrease in payables (583) (2,707)
Exchange translahon differences (1,330 (5690)
Cash generated by operations 34,831 10,086
Taxes pad (3,165) (222)
Interest pad (3,490 (2,756)
Net cash from operating actmtes 28,176 7,108

Additions to property, plant and equipment dunng the year amounbng to $171,000 (2006 - $nl) were financed by new finance leases

Cash generated by operations in 2006 of US$10,086,000 is stated after reflecting a payment of US$8,000,000 made in February 2006

as a part of a htigaton setflement which was accrued as at 31 December 2005

34 Movement in net borrowings 2007 2006
$'000 $'000

Change in net borrowings resuling from cash flows
{Decrease) / increase n cash and cash equivalents (3,601) 27,239
Decrease / (ncrease) in borrowings 24,833 (2,750)
21,232 24,489
Issue of US dollar notes less amortised expenses 94) (5,442)
1ssue of US dollar notes for the acquisthon of minonty interest in a subsidiary - (19,000}
Issue of sterling notes less amortised expenses (13,587) (27,813)
Lease repayments 268 680
New leases (a7 -
7.648 {27,086)
Currency translaton differences 843 1,783
Net borowings at beginning of year (60,532) (35,229)
Net borowings al end of year (52,041) (60,532)

35 Pensions

The company Is the pnncipal employer of the R E A Pension Scheme (the *Scheme®) and a subsidiary company 1s a parbcipating employer
The Scheme i1s a multi-employer contnbutory defined benefit scheme with assets held in a trustee-administered fund, which has participating

employers cutside the group The Scheme is closed to new members
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35 Pensions - contnued

As the Scheme 15 a muli-employer scheme, in which the employer 1s unable to identify its share of the undertying assets and labulibes
{because there 15 no segregation of the assets) and does not prepare valuations on an IAS 19 basis, the group accounts for the Scheme as
if it 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 20056 This method was
adopted in the previous valuation, as at 1 January 2003, as this was considered the appropnate method of calculating future serce benefits
as the Scheme Is closed to new members At 31 December 2005 the Scheme showed an overall shortfall in assets (deficrt), when measured
against the Scheme's technical provisions, of £3,549,000 The technical provisions were calculated using assumpheons of an annual
investment return of & 1 per cent pre-retirement and 4 7 per cent post-retrement, an annual increase n pensionable salares 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 retall pnce index was assumed to be 2 75 per cent It was further assumed that both non-retired and
retired members' mortality would reflect PAG2 tables with short cohort improvements and that members would take the maxmum cash sums
permitted on retirement from Apnl 2006 Had the scheme been valued at 31 December 2006 using the projected unit method and the same
assumptions, the overalt deficit would have been similar The next actuanal valuation 1s due at 31 December 2008

The Scheme has agreed a statement of funding pnciples with the pnncipal employer and has also agreed a schedule of contnbutions with
the pnncipal and participating employers coveang normal contnbutions which are payable at a rate te cover future senice 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 valuation through the payment of quarterly addhonal contnbutions over the penod from 1 January 2007 to 31
December 2015, after taking account of the addibonal contnbubons pad in 2006 under the 1 January 2003 valuation

The normal contnbutions paid by the group in 2007 were £63,000 - $128,000 (2006 £51,000 - $95,000) and represented 24 9 per cent
(2006 20 9 per cent) of pensionable salanes From 1 January 2008 the contnbution rate will remain at 24 9 per cent  The additonal
contnbution applicable to the group for 2007 was £206,000 - $414,000 (2006 £148,800 - $277,000) and i 2008 the additional annual
contnbution will nse to £212,000 - $422,000 The total for the penod from 2009 to 2015 15 £1,656,000 - $3,295,000 A Labidity of
£1,546,000 - $3,077,000 (2006 £1,675,000 - $3,282,000) for these additional contnbutions adjusted for the tme value of money and
an equal expense in profit or loss has been recognised within retirement benefit obligabons (see note 26)

The company has a contingent hability for additonal contnbutions payable by other (non-group) employers in the Scheme, such liability will
only anse If ather (non-group) employers do not pay ther contnbutions There 15 no expectation of this at the present tme, and, therefore,
no prowision has been made

36 Related party transachons

Transachons between the company and tts subsidianes, which are related parties, have been eliminated on conschdation and are not
disclosed in this note  Transactions between the company and its subsidiznes are deait with in the company's indwdual financial statements
The remuneration of the directors, who are the key management personnel of the group, is set out below in aggregate for each of the
calegones specified in IAS 24 *Related parly disclosures™ Further information about the remuneration of, and fees paid in respect of senvices
provided by, ndvdual directors is prowded in the audited part of the “Directors’ remuneration report”
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36 Related party transactons - continued 2007 2006
$'000 $'000

Short term benefits 1,083 1,125
Post employment benefits 98 73
Other long term benefits - -
Termination benefits - -
Share-based payments - -
1,181 1,198

37 Rates of exchange 2007 2007 2006 2006
Closing Average Closing Average

Indonesia rupiah to US dollar 9,419 9,166 9141 9,020
US dollar to pound sterling 199 201 196 186

38 Post balance sheet events

An intenm dwvdend of 1p per ordinary share i lieu of final n respect of the year ended 31 December 2007 was pad on 25 January 2008
In accordance with IAS10 *Events after the Balance Sheet Date” this dividend has not been included in these financial statements
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Auditors’ report (company)

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

We have audited the parent company financial
statements of REA. Holdings plc for the year ended 31
December 2007 which comprise the balance sheet, the
movement in total shareholders' funds, the statement of
total recognised gamns and losses, the accounting
policies and the related notes (1) to (xiv}) These parent
company financial statements have been prepared under
the accounting policies set cut therein

We have reported separately on the group financial
statements of RE.A. Holdings plc for the year ended 31
December 2007 and on the information in the directors’
remuneration report that 1s descrnibed as having been
audited

This report 15 made solely to the company’s members, as
a body, in accordance with section 235 of the
Comparies Act 1985 Our 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
waork, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual
report and the parent company financial statements in
accordance with applicable law and United Kingdom
Accounting Standards (United Kingdom Generally
Accepted Accounting Practice) are set out in the
statement of directors’ responsibilites

Our responsibibty 1s to audit the parent company
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 parent
company financial statements give a true and fair 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 opinion the directors’ report 1s consistent with the
parent company financial statements The information
gven in the drrectors’ report includes that specific
information presented in the review of the group that 1s
cross referred from the pnncipal activites and business
review section of the directors’ report.

In addition we report to you if, in our opimon, the
company has not kept proper accountng records, if we
have not recewed all the information and explanations
we require for our audst, or if mformation specified by law
regarding directors' remuneration and other transactions
18 not disclosed

We read the other information contained in the annual
report and consider whether it 15 consistent with the
audited parent company financial statements The other
information compnses only the diectors' report, the
charman's statement and the review of the group We
consider the implications for our report if we become
aware of any apparent misstatements or matenal
inconsistencies with the parent company financial
statements Our responsibiliies do not extend to any
further information outside the annual report

Basis of audit opinion

We conducted our audit in accordance with International
Standards on Auditing (UK and lrefand) 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
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Auditors’ report (company) comnues

It also includes an assessment of the significant
estmates and judgments made by the directors in the
preparation of the parent company financial statements,
and of whether the accounting policies are appropnate
fo the company's crrcumstances, consistently apphed
and adequately disclosed

We planned and performed ocur audd so as to obiamn all
the information and explanations which we considered
necessary n order to provide us with sufficient evidence
to give reasonable assurance that the parent company
financial statements are free from matenal misstatement,
whether caused by fraud or other wregulanty or error In
forming our opinion we also evaluated the overall
adequacy of the presentation of informatton in the parent
company financial statements

Opinion

In our opimon

+  the parent company financial statements give a true
and fair view, in accordance with Urited Kingdom
Generally Accepted Accounting Practice, of the
state of the company's affairs as at 31 December
2007,

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

» the information gwen in the directors' report 1s
consistent with the parent company financial
statements

I dedouTianse Lis’

DELOITTE & TOUCHE LLP

Chartered Accountants and Registered Auditors
London, England

24 Apnl 2008
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Company balance sheet

as at 31 December 2007

2007 2006
Note £'000 £'000
Fixed and non-current assets
Investments {) 47 596 46,637
Tangble fixed assets (0] 112 -
Deferred tax asset (vi) 2,390 2,728
50,068 48,265
Current assets
Debtors (in) 842 5,130
Cash 11,419 3,111
Total current assets 12,261 8,241
Credtors amounts falling due within one year (v} (1,084) (935)
Net current assets 11,177 7,306
Total agsets less current liabilities 61,275 58 571
Creditors: amounts falling due after more than one year
US dollar notes ()] (14,767) (14,951)
Prowvision for liabies and charges ()] (670) (1,148)
Net assets 45,838 40,472
Capital and reserves
Called up share capital () 21,743 19,218
Share premium account (v} 16,005 10,928
Special reserve (non-distnbutable) {vi) - 1,892
Exchange reserve {vini) 213 536
Profit and loss account (vui) 7,877 7,898
Tota! shareholders' funds 45,838 40,472

Approved by the board on 24 Apnl 2008 and signed on behalf of the board
RICHARD M ROBINOW

Chasrman [ / AN
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Movement in total shareholders’

funds

for the year ended 31 December 2007

2007 2006

£'000 £'000
Total recognised {losses} / gains for the year (472) 3,615
Dwmadends to preference shareholders (.127 (965)
Dwadends to ordinary shareholders (837) -
Issue of new ordinary shares by way of placings and open offer 6,750 10,920
Issue of new preference shares by way of placings 1,118 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
Issue costs of ordinary shares, preference shares and debt secunbes (266) 632)

5,366 16,946
Shareholders' funds at beginning of year 40,472 23,526
Shareholders’ funds at end of year 45,838 40,472

Statement of total recognised gains and losses

for the year ended 31 December 2007

2007 2006

£'000 £'000

{Loss) / profit for the year (340) 2,012
Share based payment - deferred tax credit 191 967
Currency translation (loss) / gain taken direct to reserves {323) 638
{472) 3515
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Accounting policies (company)

Accounting convention

Separate financial staterments of RE A Holdings plc (the
*company”) are required by the Companies Act 1985, as
permitted by that act they have been prepared in
accordance with generally accepted accounting practice in
the United Kingdom (“UK GAAP")  The pnncipal
accounting policies have been applied consistentty 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 1985, the
company 15 exempted from presenting a profit and loss
account Equally, no cash flow statement has been
prepared, as permitted by FRS 1 (revised 1996) *Cash
flow statements®

Investments

The company's investments in its subsidianes are stated at
cost less any prowvision for imparment Impairment
provisions are charged to the profit and loss account Only
dwidends declared by subsidianes 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 transactons  Monetary
assets and liabihes denominated n foregn currencies at
the balance sheet date are reported at the rates of
exchange prevalng at that date Differences ansing on
the translation of foreign currency berrowings have been
offset aganst those ansing on an equialent amount of
investment in the equity of, or loans to, foreign subsidianes
and taken to reserves, net of any related taxaton All other
exchange differences are included in the profit and loss
account

Taxation

Current tax including UK corporation tax and foreign tax is
provided at amounts expected to 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 habiity method Defemed tax 1s
provided on a non discounted basis on tmuing and other
differences which are expected to reverse, at the rate of
tax ikely to be in force at the tme of reversal Deferred
tax 15 not pronded on tming differences which, in the
opimon of the directors, will probably not reverse  No
deferred tax has been provided n respect of any future
remittance of eamings of overseas subsidianes where no
commitment has been made to remit such earmings

Deferred tax assets are only recogrised to the extent that
it 1s regarded as more likely than not that there will be
suitable taxable profits from which the future reversal of
timing differences can be deducted

Tangible fixed assets

Tangible fixed assets are stated at cost, net of depreciation
and provision for mpairment Depreciation 1s provided on
all tangible fixed assets at rates calculated to wnte off the
cost, less estmated residual value, of each asset on a
straight ne basis over its expected useful ife as follows
land and buldngs (short leasehold) - 10 years, and
fixtures and fittngs - 5 years
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Notes to the company financial
statements

() Investments 2007 2006
£'000 £'000

Shares in subsidianies 24,139 24,250
Loans to subsidiaries 23,457 20,287
47596 46,537

£'000

Beginning of year 46,537
Additions to shares in and loans to subsidianes 1289
Exchange translation difference ansing on foreign currency hedge (230)
End of year 47596

The principal subsidianies at the year end, together with their countries of incorporation, are hsted below Details of dormant subsidianes

and UK subsidiary sub-holding companies are not shown

Class of Percentage
Subsidiary Actrty shares owned
Makassar Investments Limited {Jersey) Sub holding company Ordinary 100
PT REA Kaltim Plantations (Indonesia) Ptantation agnculture Ordinary 100
PT Sasana Yudha Bhakt (Indonesia} Plantation agnculture Ordinary 95
PT Kartanegara Kumafa Sakh (Indonesia) Plantation agnculture Ordinary a5
PT Cipta Davia Mandin (Indonesia) Plantation agriculture Ordinary 95
REA Finance BV (Netherlands) Group finance Crdinary 100
REA. Services Limited (England and Wales) Group senvices Ordinary 100

The entire shareholdings in Makassar Investments Limited, REA. Services Limited and REA Finance B.V are held direct by the company

All other sharehcldings are held by subsicianes

(1) Tangible fixed assets Land and buldings  Fixtures and Total
(short leasehold) fithngs

£'000 £:000 £'000
Cost
Beginning of year - - -
Addibons 85 45 130
End of year 85 45 130
Accurnulated depreciation
Beginning of year - - -
Charge for year 9 9 18
End of year 9 9 18
Camyng amount
End of year 76 36 112
Beginning of year - - -
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{m) Debtors 2007 2006

£000 £'000
Trade debtors 5 -
Amount owing by group undertakings 761 5025
Qther debtors 22 66
Prepayments and accrued income 54 39
842 5130
(v} Creditors amounts falling due within ane year 2007 2006
£'000 £000
Trade creditors 22 -
Amount owing to group undertakings 285 233
Other taxation and social secunty - 12
Other creditors 12 23
Accruals 765 567
1,084 935
() Creditors amounts falling due after more than one year 2007 2006
£000 £'000

US dollar notes
Amounts due between two and five years 4917 -
Amounts due after five years 9,850 14,951
14767 14951

The US dollar notes compnse US$30 milhon (2006 - US$30 milhon) nonminal of 7 5 per cent dollar notes 2012/14 issued by the company
{*US doltar notes™) and are stated net of the unamortised balance of the issuance costs  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 (ix), the company's US dollar notes are designated as a hedge against the exchange translation exposure in respect of
an equwvalent amount of the company's investment in subsidianes whose functional currency 1s the US dollar

Pursuant to a supplemental nghts agreement dated 23 January 2006 between the company and holders of $19 millon nominal of US dollar
notes, those holders have the nght, exercisable under certain imited circumstances, to require the company {o purchase the US dollar notes
held by them 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 circumstances include a matenal disposal of assets by the group or a person or group of
persons acting in concert obtaining the nght to exercrse more than 50 per cent of the votes that may generally be cast at a general meeting
of the company

(v} Deferred tax asset and provision for habilities and charges 2007 2006
£000 £'000

Deferred tax

Beginning of year (1,580) 105

Net amount credited to profit and loss account (350) 327

Net amount debited / (credited) to reserves 210 (1,358}

End of year (1,720) (1,580}
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Notes to the company financial

St ate m e ntS continued

(v) Deferred tax asset and provision for liabilties and charges - continued 2007 2006
£'000 £'000
Disclosed in provisions for habihties and charges 670 1,148
Disclosed in non-cuirent assets {2,390) (2,728)
Net deferred tax asset at end of year (1,720) (1,580)
The provision for deferred tax 1s made up as follows
Timing differences 670 1,148
Tax losses avalable (2,390) (2,728)
Undiscounted defemmed tax (1,720) (1,580)
{wi) Called up share capital 2007 2006
£'000 £'000
Authonsed
14,500,000 - 9 per cent cumulative preference shares of £1 each (2006 - 14,500,000) 14,500 14,500
41,000,000 - ordinary shares of 25p each (2006 - 41,000,000) 10,250 10,250
24,750 24,750
Called-up and fully pad
13,600,000 - 9 per cent cumulatve preference shares of £1 each (2006 - 11,449,624) 13,600 11,450
32,573,856 - ordinary shares of 26p each (2006 - 31,073,856) 8,143 7,768
21,743 19,218

The preference shares entile the holders thereof to payment, out of the profits of the company avalable for distnbution and resolved to be
distnbuted, of a fixed cumulative preferential dvdend of 9 per cent per annum on the nominal value of the shares and to repayment, on a
winding up of the company, of the amount pad up on the preference shares and any arrears of the fixed dmdend in pnonty to any distnbution
on the ordinary shares  Subject to the nghts of the holders of preference shares, holders of ordinary shares are entitfed to share equally with
each other in any dmdend pad on the ordinary share capital and, on a winding up of the company, in any surplus assets avalable for

distnbution ameong the members

Changes in share capital

* on 9 May 2007, 1,500,000 ordinary shares were issued, fully pad, by way of a placng at 450p per share to Mirabaud Pereire
Nommnees Limited (at close of business on 30 Apni 2007, the day that the terms of the placing were fixed, the middle market share

pnce was 495p),

s on 5 September 2007, 1,064,581 9 per cent preference shares were ssued, fully paid, by way of a placng at £1 05 per share, and
*  on 2 October 2007, 1,085,795 9 per cent preference shares were 1ssued, credded as fully paid, at par to ordinary shareholders by way

of capitalisation of share premum account

Details of a director’s share options are disclosed in the audited part of the directors’ remuneration report, as required by FRS 20 *Share

based payments®
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(wn) Movement In reserves Share Special  Exchange Profit

premium reserve reserve and loss
account account
£000 £'000 £000 £'000

Beginning of year 10,928 1,892 536 7898
Dmdends to preference shareholders - - - 127
Dmdends to ordinary shareholders - - - (637)
Issue of new ordinary shares for cash 6,375 - - -
Issue of new preference shares for cash 53 - - -
Capitalisation issue of new preference shares {1,085) - - -
Expenses of 1ssue (266) - - -
Release of speoial reserve - {1,892) - 1,892
Recogrused losses for the year - - (323) (149)
End of year 16,005 - 213 7877

As permitted by section 230 of the Comparies Act 1985, a separate profit and loss account dealng with the results of the company has
nol been presented The loss before dmdends recogmsed in the company's profit and loss account s £340,000 (2006 profit £2,012,000)

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 company's share premium account was reduced by £2,760,334, as a result the
sum of £6,000,000 was credited to a special reserve Since that date, the company has 1ssued fresh capital of more than £1,891,550 in
2007 and of £4,108,450 in 2006 and, as permitted under the terms of the undertaking gven to the High Court, has correspondingly
released the special reserve to the company's profit and loss account

(x) Financial instruments and nsks
Financial instruments

The company's financial Instruments comprise borrowings, cash and hquid resources and in addibon certain debtors and trade creditors
that anse from s operations. The main purpose of these financial instruments 15 to raise finance for, and facilitate the conduct of, the
company's operations. The table below prowides an analysis of the book and fair values of financial instruments excluding debtors and
creditors at balance sheet date

2007 2007 2006 2006

Book value Far value  Book value Fair value

£000 £000 £000 £'000

Cash and deposits 11,419 11,418 3111 3111
US dollar notes (14,767} (14,095) (14951) (13,776)
Net debt (3,348) (2,676) (11,840) (10,665)

The farr value of the US dallar notes reflects the last pnce at which transactions in those notes were effected pnor to the year end
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Notes to the company financial
St atem entS continued

Risks

The main nsks ansing from the company’s financial instruments are iquidity 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 beginring of the year
It 1s and was throughoul the year, the company’s policy that no trading in financial instruments be undertaken On occasions, the
company enters into short term contracts for the sale of crude palm ol on behalf of its subsidianes

The company finances its operations through a mixture of share capital, retained profits, borrowings in US doflars at fixed rates and credit
from supplers At 31 December 2007, the company had outstanding US$30 milion of 75 per cent dollar notes 2012/14 In
accordance with a decision of the board of the company at the tme of issue of the frst tranche of these noles, such notes are treated
as a currency hedge aganst the company's long term loans to subsidianies (which are denominated in US dollars) and the addibonal
nvestment in Makassar Investments Limited that was acquired dunng 2006 for a consideration of US$19 million The company's policy
towards currency nsk 1s not to cover the long-term exposure in respect of its investment in subsicharies (whose operations are mainly
conducted 1in USdollars) to the extent thal this exposure relates to the component of investment that 15 financed with sterling
denominated equity

A imited degree of interest rate nsk 1s accepted A substantal proportion of the company’s financial instruments at 31 December 2007
carned interest at fixed rales and on the basis of the company’s analysis, it 1s estimated that a rise of one percentage point in all interest
rates would give rise to an increase of approxmately £115,000 (2006 £31,000) in the company’s inferest revenues in s profit and
loss account.

(x} Pensions

The company 15 the pnncipal employer of the RE 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 mult-employer contnbutory defined benefit scheme wath assets held in a
trustee-administered fund and has participating employers outside the group  The Scheme 15 dosed to new members

As the Scheme 15 a mulli-employer scheme, in which the participating empiloyer 1s unable to identify its share of the underlying assets and
habilites (because there 15 no segregation of the assets), pension costs are being accounted as if the Scheme were a defined contnbution
scheme The subsidiary company that 1s a participating employer and other parbcipating employers in the Scheme have entered into an
agreement with the Scheme to make special contnbubions to the Scheme to cover any defiat  The company made no payments to the
Scheme 1n 2007 (2006 ni) The company has a contingent habiity for special contnbutions payable by ather pariaipating employers in the
Scheme, such liabilty will only anse if such other parbepating employers do not pay their contnbutions There s no expectation of this at the
present btme, and, therefore, no prowsion has been made

A non-FRS 17 valuaton of the scheme was last prepared, using the attained age method, as at 31 December 2005 This 1s considered to
be the most appropnate methed of calculating contnbutions to cover future serice 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 defiat would have been similar
The pnnapal actuanal assumphons adopted in this valuation were annua) pre-retirement and post-retirement returns of respectively 6 1 per
cent and 4 7 per cent, an annual increase In pensionable salanes of 3 75 per cent and an annual increase in present and future pensions
and in the retall pnce index of 2 75 per cent The overall valuation deficit applicable 1o alt participants was £3,549,000 which 1s being funded
by special contnbuhons by participating employers over the penod to 31 December 2015 The next actuanal valuahon is due at 31 December
2008
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(x1) Related party transactions 2007 2006

£'000 £000

Aggregate directors’ remuneration
Salanes and fees 465 513
Benefits 33 36
Annual bonus 40 60
Gains on exercise of share oplions - 163
539 772

Dunng 2007 and 2006, there were semvice arrangements with companies connected with certain directors as detalled under *Directors’
remuneration” in the “Directors’ remuneration report”

(xn) Rates of exchange

See note 37 to the consobdated financial statements

Gay Commitments

The company has guaranteed a pnnoipal obligation of £7,747,000 (2006 £20,790,000) i respect of bank loans to PT REA Kaltm
Plantabons, a pnnoipal obhigation of £251,000 (2006 nil) in respect of bank loans to PT Sasana Yudha Bhakh and a pnncipal obligatien of
£22 million (2006 £15 million) relating to the oulstanding 9 5 per cent quaranteed stering notes 2015/17 1ssued by REA Finance BV In
each case, the company has alse guaranteed all nterest payments ansing The company’s contingent liability for pension contnbutions 1s
disclosed in note (x) above

(xiv} Post balance sheet events

An intenm dmdend of 1p per ordinary share in keu of final in respect of the year ended 31 December 2007 was pad on 25 January 2008
In accordance with FRS 21 *Events after the balance sheet date® this dmdend has not been reflected in the financial statements
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Notice of annual general meeting

This notice is important and requires your immediate
attention If you are in any doubt as to what action to take,
you should consult your stockbroker, solicitor, accountant
or other appropriate independent professional adviser
authorised under the Financial Services and Markets Act
2000 I you have sold or otherwise transferred all your
shares in R.E.A. Holdings plc, please forward this
document (including the form of proxy contained hesein}
to the person through whom the sale or transfer was
effected, for transmission to the purchaser or transferee.

Notice 1s hereby given that the forty eighth annual general
meeting of the company will be held at the Londen office of
Ashurst LLP at Broadwalk House, 5 Appold Street, London
EC2A 2HA on € June 2008 at 1000 am for the following

purposes
As ordinary business

1 To recewe the company's annual report for the year ended
31 December 2007

2 To approve the directors’ remuneration report for the year
ended 31 December 2007

3 To reelect as a director Mr R M Robinow, who, i
accordance with the articles of association and having been
a non-executive director for more than nine years, retires by
rotaton and as required by the Combined Code on
Corporate Governance

4 To re-elect as a dwrector MrJM Green-Armytage, who, n
accordance with the articles of assoctation and having been
a non-executive director for more than nine years, retires by
rotaion and as requred by the Combined Code on
Corporate Governance

5 To re-elect as a director MrJ R M Keatley, who, having been
a non-executive director for more than nine years, retires as
required by the Combined Code on Corporate Governance.

6 To re-elect as a director Mr L EC Letts, who, having been a
non-executive director for more than mine years, retires as

required by the Combined Code on Corporate Governance.

7 Tore-appoint Deloitte & Touche LLF, chastered accountants,
as audiors of the company to hold office until the

100

conclusion of the next general meeting at which accounts
are |aid before the company and to authonse the directors
fo fix the remuneration of the auditors

As special business

To consider and f thought fit to pass the following resolutions of
which resolutions 8 to 10 will be proposed as ordinary
resolutions and resolution 11 will be proposed as a spectal
resolution

8 That the authonsed share capital of the company be and 1s
hereby increased from £24,750,000 to £27750,000 by the
creation of 3,000,000 9 per cent cumulative preference
shares of £1 each ranking pan passu with the existing 9 per
cent cumulatve shares of £1 each

9 That

(i} the directors of the company be and are hereby
generally and unconditionally authonsed in accordance
with section 80 of the Comparies 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 cumulatve
preference shares up to an aggregate nominal amount
of £2,106,536, such authonty to expire at the
conclusion of the annual general meeting to be held in
2009, and

(1) 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 to be allotted after the authonty has expired

10 That

(1) the directors of the company be and are hereby further
generally and unconditionally authonsed in accordance
with section 80 of the Companies Act 1985 to exercise
all the powers of the company to allot 9 per cent
cumulatve preference shares up to an aggregate
nominal amount of £3,900,000, such authonty to expire
at the conclusion of the annual general meeting to be
held in 2009, and

(n) 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
cumulative preference shares o be allotted after the
authonty has exprred

11 That

() the directors of the company be and are hereby
empowered n accordance with section 95 of the
Companies Act 1985 to allot equity secuntes {as
defined i sub-secton (2) of section 94 of the
Companies Act 1985) pursuant to the authonty
conferred on them by resolutton 9 set out in the notice
of the annual general meeting of the company to be
held in 2008, as  sub-section (1) of sechon B9 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 in 2009,
provided that this power 1s imited to

(a) the allotment of equity secunties in connecticn with
a nghts issue or open offer in favour of the holders
of ordinary shares in the capital of the company
(*ordinary shares”), where the equity secuntes are
proportionate {as nearly as practicable) fo the
respective numbers of ordinary shares held by such
helders, subject only to such exclusions or other
arrangements as the directors consider necessary
or expedent to deal with fractional entitlements or
legal or practical problems ansing tn, or pursuant to,
the laws of any territory or the requirements of any
regutatory body or stock exchange n any terntory,
and

() the allotment (otherwise than pursuant to (a) above)
of equity secunties up to an aggregate nominal
value of £407,173, and

(v} the power conferred on the directors by paragraph ()
above includes the power to make an offer or
agreement which would or might requre equity
securtties to be allotted after the power has expired

By order of the board ﬂ-/)/grn-.

RE.A. SERVICES LIMITED
Secretary
24 Apnl 2008

Notes

The sections of the accompanying “Directors’ report”
entitled “Increase in share capital”, “Power to issue share
capital” and “Recommendation” contain Information
regarding, and recommendations by the board of the
company as to voting on, the resolutions to be considered
as special business.

A member of the company entitled to attend and vole at the
meeting may appoint one of more proxies to exercise all or any of
his or her nghts to attend, speak and vote at the meeting provided
that each proxy 1s appointed to exercise the nghts attaching to (a)
different share(s) held by the member A proxy need not be a
member To appoint more than one proxy please photocopy the
proxy form provided The instrument appointing a proxy must be
deposited at the registered office of the company not less than
forty-eight hours before the tme appointed for holding the
meetng The appointment of a proxy will not prevent a member
from attending and voting at the meeting should he or she wish to
do so

The nght to appoint a proxy does not apply to persons whose
shares are held on therr behalf by ancther person and who have
been nominated to receve commumications from the company n
accordance with section 146 of the Companes Act 2006
(*nominated persons”) Nominated persons may have a nght under
an agreement with the registered shareholder who hoids the
shares on therr behalf to be appointed (or to have someone else
appointed) as a proxy Alternatively, if nominated persons do not
have such a nght, or do not wish to exercise if, they may have the
nght under such an agreement to give instructions to the person
holding the shares as to the exercise of voting nghts.

In order to faciitate voting by corperate representatives at the
meeting, arrangements will be put in place at the meeting so that
() vf a corporate shareholder has appointed the chairman of the
meeting as its corporate representative with instructions to vote on
a poll m accordance with the directions of all of the other corporate
representatives for that shareholder at the meeting, then on a poll
those corporate representatives will gve voting directions to the
charman and the charman will vote {or withhold a vole) as
corporate representative in accordance with those directions, and
{1} of more than one corporate representatve for the same
corporate shareholder attends the meeting but the corporate
shareholder has not appointed the chairman of the meeting as its
corporate representative, a designated corporate representatve
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Notice of annual general meeting continued

will be nominated, from those corporate representatives who
attend, who will vote on a poll and the other corporate
representatives will give voting drections to that designated
corporate representative

The company, pursuant to Regulatien 41(1) of the Uncertificated
Secunties Regulations 2001, speaifies that in relation to secunties
held in dematenahsed form only those holders of shares registered
in the register of members of the company at 500 pm on 4 June
2008 shall be entitled to attend and vote at the meeting in respect
of the number of shares registered in therr name at that time.
Changes to entries specified after 630 pm on 4 June 2008 shall
be disregarded in determining the nghts of any person to attend
and vote at the meeting

Copies of letters settng out the terms and conditions of
appointment of non-execubive directors are avallable for mspection
at the company's registered office duning normal business hours
and will be available for inspection at the place of the annual
general meeting for at least 16 minutes prior to and dunng the
meeting

As al the date of this notice, the issued share capital of the
company compnses 32,573,856 ordinary shares and 13,600,000
9 per cent cumulative preference shares. Only holders of ordinary
shares (and their proxies) are enitled to attend and vote at the
annual general meeting  Accordingly, the voting nghts attaching to
shares of the company exercisable in respect of each of the
resolutions to be proposed at the annual general meeting total
32,573,856 as at the date of this notice
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Form of proxy

R.E.A. HOIdIngS plC Annual general meeting convened for 6 June 2008

[/We the undersigned, being (a) member(s) of the above-named company, hereby appoint the charman 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

If this proxy form 1s one of multiple appointments being made, please state in the
adjacent box the number of shares in respect of which the proxy 1s appointed

Vote
Ordinary resolutions For Against withheld
To recewve the annual report for the year ended 31 December 2007
To approve the directors' remuneration report for the year ended 31 December 2007
To re-elect Mr RM Robinow as a director
To re-elect Mr JM Green-Armytage as a director
To re-etect Mr JR M Keatley 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 therr remuneration
To increase the authorised share capital of the company
To grant authonty in accordance with section BO of the Companies Act 1985
10 To grant further authonty in accordance with section 80 of the Companies Act 1985
in respect of preference shares of the company

0
U

~N O3 AW -

w

0 oo oofbooo

O 000 oboo
0 OO0 goOoodd

Special resolution
11 To grant power n accordance with section 85 of the Companies Act 1985 O M [

I/We would like my/our proxy to vote on the resolutions proposed at the meeting as indicated on this form  Where no
indication 1s given, the proxy may vote or abstain as he or she sees fit in relation to any business of the meeting

Signature Date
imihals and surname Please
Address use
block
capitals
Notes

*  You may appoint one or more proxies of your own choice, if you are unabla to attend the meeting but would like to vote If it 1s desired to appoint any
other person (who need not be a member of the company) to act as proxy, insert the name on this form and strike out the words “the charman of the
meetmng” If no name 15 entered, the retum of this form duly signed will authonse the chairman of the meeting to act as your proxy.

. The *vote withheld" optian I1s provided to enable you to abstain on any particular resolution A vote withheld 15 not a vote 1n law and will not be counted
as a vote for or against a resolution.

*  Any alteratons made in this form of proxy should be inmiballed

* If the appointer 1s a corporation, this form of proxy must be executed under its common seal or under the hand of an officer
or attorney duly authonsed  Afternatively, a company to which section 44 of the Companies Act 2006 apples may execute this
form of proxy by two authonsed signatones or by a dwector of the company in the presence of a winess who attests the signature
(in which case the name of the company should be clearly stated)

* I the case of jont holders of a share, any one holder may sign this tarm of proxy, but the vote of the semor who votes whether in person or by proxy,
shall be accepted to the exclusion of the votes of the ather jomnt holders, and for this purpose semonty shall be determined by the order in which the
names stand in the Register of Members in respect of the share, In any event, the names of all joint halders should be stated on the proxy form

* T form (and the power of attomey or other authonty i any under which i 1s signed, or a notanally cerbfied copy of such power
or authonty) must reach the registered office of the company st the address gwen overleaf not less than 48 hours before the
time appanted for holding the meeting

*  Completion and return of a form of proxy will not prevent a member entitied {o attend and vote at the meeting from attending and voting 1 person it
he or she so wishes.

103




"




THIRD FOLD AND TUCK IN

R.E.A. Services Limited
First Floor

32-36 Great Portland Street
London

W1W 8QX

SECOND FOLD

Q104 1Suld



