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R.E.A. Holdings plc (“REA") is a UK company of which
the shares are admitted to the Official List and to
trading on the main market of the London Stock
Exchange.

The REA group is principally engaged in the cultivation
of oil palms in the province of East Kalimantan in
Indonesia and in the production of crude palm oil and
crude palm kernel oil.




Overview

Key statistics

2013 2012
Results ($'000)
Revenue 110,547 124,600
Earnings betare interest, tax,
depreciation, amortisalion
and biologrcal gain 30,269 38083
Profit before tax 25216 30558
Profit for the year 12,672 17,703
Profit atinbutable to
ordinary shareholders 5457 11342
Cash generated by operations 18,358 55110
Returns per ordinary share
Earnings (US cents) 158 339
Dwidend (pence) 725 70
Allocated area (hectares)
Mature oil palm 27,102 26,688
Immature ol palm 6,960 4818
34,062 31507
Titled balance 36,522 38,077
70584 70584
Allocations 30,043 31,601
Total 100,627 102185
Production {tonnes)
Group FFB 578,785 597,722
Third party FFB 99,348 64014
Total 678,133 661,736
CPO 147,649 151518
CPKO 11,393 11,549
Total 159,042 163,065
CPO extraction rate 21 8% 229%
Yields (tonnes per mature hectare)
FFB 21 4 224
CPO 47 52
CPKO 10 10
Total 57 62
Average exchange rates
Indonesian rupiah to US dollar 10,494 9,392
US dollar to pound sterhng 157 159

Currency

Reference to “dollars” and “$” are te the lawful currency of the

United States of America
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Overview

Highlights

Financial

= Profit before tax of $252 million (2012 $306 million),
with a recovery In the second half to $27 8 million,
following the toss of $2 6 million sustained in the first half

= Second half results benefiting from higher CPQ and
CPKO prices and a devaluing Indonesian rupiah against
the dollar

»  Proposed final dvidend of 3%p per ordinary share (2012
3%2p) making total dvidends of 7Yap per ordinary share
(2012 7p), plus caprialisation ssue equivalent to shightly
over Bp per ordinary share (2012 6p)

»  New investment of $33 5 milion (2012 $72 6 million)

16 mithan ordmnary shares 1ssued by way of a placing to
raise $105 million net of expenses, $9 7 mdl:on of dollar
notes 2012/14 purchased for cancellation

New term loans signed in Novermnber 2013 and April
2014 with, respectively, PT Bank DBS Iadonesia and PT
Bank UOB Indonesia to provide local finance equivalent to
$90 million for the continuing development of operatrons

*  Growing throughput from smaltholders augmenting the
revenue stream

Agricultural operations

Crop of fresh fruit bunches of 578,785 tonnes (2012
587,722 tonnes)

+  Afurther 2,555 hectares of ol palms planted during the
year and iand bank extended by purchase of an additional
1,964 hectare land allocation

= Implementing agreement signed in respect of the agreed
swap of fand currently heid by PT Sasana Yudha Bhakt
(but the subject of overlapping coal nghts} far land held by
PT Praesetia Utama (‘PU™)

* Implementation of a range of operating efficiencies on the
estates and in the processing mills starting to have a
discernible impact on unit production costs

= Installation of three additional one megawait bicgas
generators in preparation for supplying biogas generated
electricity to the Indonesian state electricity company for
sale to focal villages

02

Stone quarry and coal operaticns

= Frogress towards quarrying the stone concession to
produce stone for group infrastructure and for sale to
third parties

= Cooperation arrangements in place for mining the group's
coal concessions by third parties

Sustainability

= Allocations of land areas for smallholders gaining
momentum with associated smallholdings totalling some
8,600 hectares by December 2013 and further
significant expansion expected during 2014 and 2015

= Sales of International Sustainability and Carban
Certification (ISCC") certified CPQ more than doubled to
82,700 tonnes (2012 34,013 tonnes) In 2013

= Publication of first sustainabiity report and carbon
footpnnt analysis

Prospects

= Much improved relations with local communities should
permit full restoration of previous operating standards and
IMProving crops

*  Development started on PT Putra Bongan Jaya, it 1s
hoped to extend planting on PT Cipta Davia Mandin and
to start development on PU during 2014

REA Holdings plc Annual Report and Actounts 2013
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Overview

Chairman’s statement

This year's annual report reftects a number of UK legistative
and regulatory changes Of these, the most matenal are the
replacement of the former Review of the group with a new
Strategic report and a much enlarged Directors’ remuneration
report, Since the Review of the group was first iIntroduced
some years ago, the company has sought to comply with best
practice for operational and financial reviews as onginally
recommended by the Accounting Standards Board This best
practice appears to be the basis for the new rules for the
contents of strategic reports Accordingly, the new Strategic
report does not differ markedly from past Rewiews of the
group However, the company has taken the occasion of
these legislative and regulatory changes to review the
presentation of its annual report and has made a number of
modfications both to style and content Some content has
been reordered and greater use has been made of tables and
llusirations

As part of these changes, it has been decided to discontinue
ihe previous practice of using the Chairman's statement to
provide an executive summary of the more detailed
information provided elsewhere in the annual report Instead,
a new Highlights section has been included at the frent of the
report and henceforth the Chairman's statement will be much
shorter and will concentrate on only a few key tems

Profit before tax in 2013 amounted to $25 2 million (2012
$306 millon) This reflected the combination of a loss of

$2 6 millhien in the first half of 2013 and a recovery in the
second half to $27 8 million, reflecting the increased crop
harvested in the second half, higher prices for crude palm ol
(“CPO") and crude paim kernel ol and a benefit from foreign
exchange gans resulting from the matenal devaluation of the
Indonesian rupiah against the dollar that occurred duning
2013

Although the results for 2013 as a whole were disappointing,
the directors do not believe that they are symptomatic of any
underlying decline in the profit potential of the group, a view
that 1s supported by the performance in the second half of the
year Accordingly, the directors consider it appropriate to
recommend a modest increase in the final dvidend in respect
of 2013 to 3%p per ordinary share, 10 give a total dwvidend for
the year of 7'%p per ordinary share (2012 7p), with ordinary
shareholders agam recewing a capitahsation issue of
preference shares {made in October 2013) equivalent fo
shghtly n excess of Bp per ordinary share

Underlying the group results were the crop of fresh fruit
bunches (*FFB") ot 578,785 tonnes (2012 597,722 tonnes)
and an exirachion rate for CPO of 21 8 per cent (2012 229
per cent} These figures reflected the impact of the previously
reported disruptions caused by disputes with local
communities during 2012 and the early months of 2013
which caused delays to harvesting and loss of crop with a
knock-on effect on ol extraction rates and oil quality

The results, of course, also reilected a lower level of CPO
prices during 2013 On a CIF Rotterdam basis, these
averaged $856 per fonne as compared with the average for
2012 of $998

A detailed statement of the group’s planted o1l palm hectarage
as at 31 December 2013 1s set out under *Land areas” n
“Agnculiural operations® sechion of the Strategic report below
This now excludes areas under development, but not yet
planted out, which were included in previous summanes of
planted hectarage but have increasingly been found to cause
confusion The statement also excludes areas of PT Sasana
Yudha Bhakti that are the subject of a swap agreement for
shares in PT Praeseha Uiama (*PU") (and thus indirectly for
over 9,000 hectares of titled land owned by PU) The
aggregate area planted during 2013 amounted to 2,555
hectares Development was initiated during the year on the
land areas held by PT Putra Bongan Jaya with a view to
achieving significant planting on these areas n 2014 s
also hoped during 2014 to extend the plantings on PT Cipta
Davia Mandin and to establish a first planting on PU

The group i1s pushing ahead with the allocation of land for
smallholder cooperatives and aims to increase materially the
planted smallholder cooperative areas duning 2014 and 2015
This, and measures put in place to iImprove haison with local
communities, are no doubt assisting in maintaining the much
impraved relations with the local communities that the group s
now enjoying

Progress 1s also being made with a number of ancillary
projects the sale of electricity generated by the group’s
methane capture plants to the Indonesian state electricity
company, the opening of a quarry on the group’s stone
concession with a view to producing stone for the group’s
agncultural operations and for sale to third parties, and the
cooperation arrangements for the mining of the group's ¢oal
concessions by third parties  Revenue from at least some of
these initratives should be receved in 2014 with increasing
revenues in future years

Following changes te the composition of the board made at
the end of 2012, the new directors have rapidly famillansed
themselves with the bustness of the group and the challenges
that it faces A recent evaluation by the board of its own
performance concluded that the board worked well as now
constituted

The company regrets to report the death dunng 2013 of
Charles Letts, one of the directors who retired at the end of
2012 Mr Letts had been associated with the company and
predecessor companies for some forty years and had been a
stalwart supporter of the group His wise adwice and
readiness to stand by the group in difficult imes, as well as
good, will be much missed
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Although the position on the group’s esiates has now been
stable for a year, work continues in catching up the backlog of
maintenance thai built up on the estates dunng the period of
the disruptions and n restoring operating standards to the
high levels to which the group aspires  The results of these
eiforts should be seen in improving crops and extraction rates
in the coming months The FFB crop for the three months to
31 March 2014 was 150,635 tonnes (2013 137,573)

Improving operating results, coupled with new revenues from
ancillary projects, should enable the group to move forward
with iis plans to st PT REA Kaltim Plantations on the
fndonesia Stoeck Exchange and to continue the growth of the
agncultural operahoZo the planned level of at least 60,000

hectares i

RICHARD M ROBINOW
Charman
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Strategic report

Introduction and strategic environment

Introduct:on

This strateqic report has been prepared to provide holders of the
company's shares with information that complements the
accompanying financial statements  Such information 1s
intended 10 help shareholders in understanding the group's
business and sirategic objectves and thereby assist them in
assessing how the directors have performed their duty of
promoting the success of the company

This report should not be rehied upon by any persons other
than shareholders or for any purposes other than those stated
The report contains forward-looking statements, which have
been included by the directors In good faith based on the
information available to them up to the time of their approval
of this report. Such statements should be treated with caution
given the uncertainties inherent in any prognosis regarding the
future and the economic and business nsks to which the
group's operations are exposed

In prepaning this report, the directors have complied with
section 414C of the Companies Act 2008 The repori has
been prepared for the group as a whole and therefore gves
emphasts to those matiers that are significant to the company
and its subsidiaries when taken together

The repori i1s dwided into the following sections

- Introduction and strategic environment
. Agricultural operations

. Stone and coal operations

- Sustainability

. Finance

. Risks and uncertainties

The balance of this first section discusses the group's
business model and resources, its objectives and strategy for
achieving these, the market context in which the group
operates and the quantitative indicators that the directors
consider relevant to assessment of the group’s performance
The sections on agricultural and stone and ceal operations
review the current status of and trends within the group’s
activities and the group's plans for their further development
“Sustainability” deals with environmental and social 1ssues
facing the group while “Finance” provides explanations
regarding amounts disclosed in the financial statements, the
group's financial resources and its ability to fund its declared
strategies “Risks and uncertainhes® itemises those nisks and
uncertamties currently faced by the group that the directors
consider to be matenal
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Business model and resources

The group 1s principally engaged in the cultvation of oil palms
in the province of East Kalimantan in Indonesia and i the
production of crude palm ail ("CPO") and crude palm kernel oIl
(“*CPKO" The group also holds nights in respect of a stone
deposit and three coal mining concessions, all of which are
located in East Kahmantan Detailed descriptions of the
group’s oll palm actvities and its stone and ccal operations are
provided under “Agricultural operations” and “Stone and coal
operations” below

The group and predecessor businesses have been involved for
over one hundred years in the operation of agncultural estates
growing a variety of crops in developing countries in South
East Asia and elsewhere Today, the group sees itself as
marrying develeped world capital and indenesian opportunity
by offering investors in, and lenders to, the company the
transparency of a company hsted on a stock exchange of
international standing and then using capital raised by the
company (or with the company's support} to develop natural
resource based operations in Indonesia from which the group
believes that it can achieve good returns

The group's inhentance from its past and its track record
represent significant intangible resources because they
underpin the group’s credibiity This assists matenally in
sourcing capital, in negotiating with the Indonesian authonties
in refation to project development and in recruiting
management of a hugh calibre  Other resources important to
the group are its established base of cperations, an
expenenced management team famihar with Indenesian
regulatory processes and social customs, a trained workforce
and the group’s land and concession rights

Ohjectives and general strategy

The group's objectives are both to provide attractive overall
returns to investors in the shares and other secunties of the
company from the operation and expansion of the group's
existing businesses and to foster economic progress in the
localities of the group's actvities, white maintaimng high
standards of sustainability Achievement of these objectives 1s
dependent upon, among other things, the group's ablity o
generate the operating profits that are needed to finance such
achievement

CPO and CPKO are primary commodities and, as such, must
be sold at prices that are determined by world supply and
demand Such prices fluctuate in ways that are difficult to
predict and that the group cannot control The group's
operational strategy 15 therefore to concentrate on minimising
unit preduction costs, without compromising on qualty or its
objectives as respects susiainable practices, with the
expectation that, as a lower cost producer of pnmary
commodities, the group has greater resilience to any downturn
in price than competifor producers

RE A Holdings ple Annual Report and Accounts 2013




In the agricultural operations, the group adopts a two pronged
approach in seeking productton cost efficiencies First, the
group ams to capriahse on its avaltable resources by
developing its land bank as rapidly as logsstical, financial and
regulatory constraints permit with a view to utilising the
group's existing agricultural management capacity to manage
a larger business  Secondly, the group stnves to manage its
established agricultural operations as productively as possible

The stone and coal mining interests represent recent group
dwersifications  The directors believe that quarrying of the
stone interest will complement the agnicultural operations and
can be developed io provide a useful additional revenue
source for the group The directors therefore intend that, as
the stone quarrying operations develop, the group will treat
those operations similarly to the agricultural operations and
seek production cost efficiencies by increasing volumes and
focusing on producivity Following a decis:on in 2012 to hrut
further capital committed to the coal mining interests, the
group's strategy for those interests 1s to maximise recovery of
capitat already committed without further expansion in coal
mining

As a financial strategy, the group aims to enhance returns to
equity investors in the company by procunng that a prudent
propertion of the group’s funding requirements i1s met with
prior ranking capital in the form of fixed return permanent
preferred capital and debt with a matunty profile appropnate to
the group’s projected future cash flows

The group recognises that its agnicultural operations, of which
the total assets at 31 December 2013 represented some 87
per cent of the group's total assets and which, 1n 2013,
contributed all of the group’s profits, he within a single lacality
and rely on a single crop  This permits sigmificant economies
of scale but brings with it some nisks Whilst further
dwerstfication would afford the group some offset against
these nsks, the directors believe that, for the foreseeable
future, the interests of the group and its shareholders will be
best served by growing the existing operations They
therefore have no glans for further diversification

Future direction

Early in 2012, the directors concluded that, given the
significant enlargement of the group's operations over the
past decade, the continuing growth of the Indonesian
economy and the progressive matunng of South East Asian
capital markets, there would be signihicant advantages to the
company and (ts shareholders in increasing local Indonesian
participation n the ownership of the group’s agricultural
operations  Accordingly, during 2013, alt of the company's
Indonesian plantation subsidiaries were restructured so as to
amalgamate them inte a single sub-group headed by the
company’s principal operating subsidiary, PT REA Kaltim
Plantations (“REA Kaltim™) with the aim that there will be In
due course be a public offering of a minanty sharehelding in
REA Kaltim combined with a hsting of REA Kaltim’s shares on
the Indonesia Stock Exchange in Jakarta

The directors believe that enhancing the local profile of the
group and faciitating local Indonesian investment in the
group’s pfantation operations 1s ikely to become an
increasingly important factor in relation to land matters
affecting the group A histing of REA Kaltim in Indonesia can
be expected to encourage coverage of the group by South
East Asian investment analysts and, as a locally hsted
company, REA Kaltim should be treated as a local rather than
foreign company for many Indenesian regulatory purposes

Changes announced by the Indonesian Ministry of Agneulture
tn November 2013, regarding the regulations governing the
foreign ownership of Indonesian plantation businesses, and
specifically the introduction of a 100,000 hectare limit on
licensed development of oil palms for entities that are not
under majornty local ownership, will not impact the group in the
foreseeable fuiure as + has significant headroom for
development within the new Iimit Nevertheless, the directors
continue to believe that it 1s desirable to expand local
ownership aver the long term

As discussed under “Community relations” in *Sustainability”
below, difficutties duning 2012 and the early months of 2013
with certain local communities negatively :mpacted the group's
operations and results for 2013 Accordingly (and as
previously announced), the directors have concluded that the
proposed listing of REA Kaltim in Indonesia should be
deferred unill sufiicient time has elapsed for the REA Kaltim
sub-group to have reported figures that reflect normal
cropping levels s therefore not now expected that a listing
of REA Kaltim will take place before 2015

RE A Holdings plc Annual Report and Aceounts 2013
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Strategic report

Introduction and strategic environment

continued

The vegetable o1l market context

According to O World, worldwide consumption of the 17
major vegetable and zmimal oils and fals increased by 375 per
cent to 187 7 milkon tonnes in the year to 30 September
2013 The increased consumption was reftected in increased
world production duning the same period of 187 4 million
tonnes with CPO accounting for 559 million tonnes of this
(28 2 per cent of the total)

Vegetable and animal ails and fats have conventionally been
used principally for the production of cooking oill, margarine
and soap Consumption of these basic commodities
correlates with population growth and, in less developed areas,
with per capita incomes and thus econamic growth Demand
Is theretfore driven by the increasing world population and
economic growth in the key markets of China and India.
Vegetable and arimal oils and fats can also be used to provide
bio-fuels and, in particular, bio-diesel According to O World,
tie-fuel preduction accounts for some 13 per cent of all
vegetable and ammal o1l and fat produced

The principal competitors of CPO are the oils from the annual
ollseed crops, the most significant of which are soybean,
ollseed rape and sunflower Because these oilseeds are sown
annually, their production can be rapidly adjusted to meet
prevaihng economic circumstances with high vegetable oil
prices encouraging increased planting and low prices
producing a cenverse effect  Accordingly, in the absence of
special factors, pncing within the vegetable ol and fat complex
can be expected to oscillate about a mean at which adequate
returns are obtained from growing the annual cilseed crops

Since the ol yield per hectare from oil palms (at between four
and seven tonnes) 1s much greater than that of the principal
annual olseeds (less than one tonne), CPO can be produced
mere economically than the principal competitor oils and this
provides CPO with a natural competitive advantage within the
vegetable ol and ammal fat complex Within vegetable ol
markets, CPO should also continue to benefit from health
concerns in relation to trans-fatty acids  Such acids are
formed when vegetable oils are artficially hardened by partial
hydrogenation Foly-unsaturated alls, such as soybean ol
rape oll and sunflower oll, require partial hydrogenation before
they can be used for shortening or other solid fat applications
but CPO does not

In recent years, bio-fuel has become an important factor in the
vegetable ol and animal fat markets, not so much because of
the oails and fats that it currently consumes, although this is not
insignificant, but because the size of the energy market means
that bio-fuel can provide a ready outlet for large volumes of
oils and fa{s over a short penod when surpluses in supply
depress prices to levels at which bio-fuel can be produced at a
cost that 1s competitive with prevailing petroleum ol prices
There 15 a growing body of evidence that, in recent years,
vegetable oil and petroleum ofl pnces have moved in tandem
and that petroleumn oil prices create a floor for vegetable and
animal ol and fat prices at the level at which such ails and fats
can be converted to bio-fuel at an overall cost (net of any
available subsidies) that 1s competitive with the prevailing price
of petroleum ol

The directors believe that demand for, supply of and
consequent pricing of, vegetable and animal olls and fats will
ultmately be driven by fundamental market facters However,
they also recognise that normal market mecharnisms can be
affected by government intervention It has long been the
case that some areas (such as the EU) have provided
subsidies to encourage the growing of cilseeds and that such
subsidies have distorted the natural economics of producing
allseed crops  More recently there have been actions by
governments attempting to reduce dependence on fassil fuels
These have included steps to enforce mandatory blending of
bio-fuel as a fixed minimum percentage of ail fuels and
subsidies to support the cultivation of crops capable of being
used to produce bio-fuel Concerns as to the side effects of
such actions in reducing food avallabiity and in encouraging
deforestation may hmit further measures to encourage the
production of bio-fuel but the directors consider it likely that
measures already in place will remain in force for some time to
come

A graph of CIF Rotterdam spot CPQ prices for the last ten
years, as derived from prices published by Oil Werld, 1s shown
on the adjacent page The monthly average price over the ten
years has moved between a high of $1,292 per tonne and a
low of $402 per tonne The monthly average price over the
ten years as a whole has been $764 per tonne

1 0 RE.A Holdings plc Annua! Report and Accounts 2013
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After opening 2013 at $810 per tonne, CIF Rotterdam, CRQ
prices were relatively steady for most of 2013, trading in a
range of between $800 and $3900 per tonne CIF Rotterdam
and fimshing the year on a firm note, reflecting reduced stocks
In Malaysia and Indonesia. The average price for the year as a
whole was $856 as compared with the average for 2012 of
$998 Adfter some initizl price weakness, CPO prices
appreciated duning late February and early March 2014 to just
under $1,000 per tonne but have since fallen back to a
current level of $915 per tonne Bullish factors are the
increased government mandated bio-diesel components of
transport fuel in Indonesia, Malaysia and Argentina and some
indications of an El Nino weather phenomenon  Offsetting
these are expectations of very large 2014 soykean crops

For most of 2013, CPKO prices were much in line with those
of CPO but the impact of a cyclone on the coconut growing
areas of the Phidippines in November 2013 caused prices for
coconut ol and CPKO (which 1s similar in composition to
coconut o} to rise As a result, the CPKO price now stands at
a premium of over $300 per fonne to the CPO pnce

RE.A Holdings plc Annual Report and Accounts 2013

| aoos | 2000 | oomv [ o0n2 2013

The Indonesian context

Domestic consumption accounts for approximately two-thirds
of gross domestic product in Indonesia, a nation of close to
250 millien pecple ranking fourth in population terms behind
Chma, India and the US  Indonesian gross domestic product
grew 5 8 per cent in 2013 against a target of 63 per cent
This was lower than the 6 2 per cent growth of 2012 and
below 60 per cent for the first time since 2010 The
telecommunications sector posted the highest growth, at
109 per ceni, and the mining and excavation sector the
lowest, at 13 per cent. The World Bank Quarterly Report sees
the overall slower rate of growth in gross domestic product
continuing n 2014 The poverty rate increased from 11 4 per
centto 118 percentin 2013

Faced with international uncertainties and the prospective
reduction in quantitatve easing in the US, the indonesian
rupiah deprec:ated against the dollar during 2013 from

Rp 9670 =$1to Rp 12,189 = $1 accomparied by upward
pressure on rupizh interest rates  Coupled with higher fuel
prces due to reduchions th government subsidies, this caused
an increase in the year on year inflation rate to 8 4 per cent.
The government will be under pressure to reduce fuel
subsidies still further going forward

11

MINIDAD

n
=
o
-]
D
L3
3]
P
L]
k-1
a
a

BOUBUIINGL)

SWIBWSIELS PDUBY CnouDy

SjuBLIBIeys |eiouzuy Auedwio))

WOV 10 300N



U
Strategic report

Introduction and strategic environment

conimnued

Gubernatonal elections were held in 2013 In East
Kalimantan, as widely predicted, Awang Faroek was re-
elected as Governar The East Kahmantan directed increase
in the mimimum wage for 2014 has been set at 11 per cent,
comparing favourably with the pre-election increase of 43 per
cent seen in 2013

National elections are taking place in 2014 Parhamentary
elections have just been held and these will be followed by
two rounds for the presidential election in June and
September Joko Widodo (*Jokow"), the Mayor of Jakarta,
has declared his candidacy, supporied by ex-President
Megawat Sukarnoputn, and 1s reported to be commanding
considerable support. Joko represents a younger, post-
Suharto generation, and I1s perceived as lkely to provide a
different style of leadership from that of past Presidents and
expected of the other 2014 Presidential candidates, who are
seen as more traditional and more likely to maintain the status
quo Local (Kabupaten) elections will take place in 2015

Indonesian output of CPQ fell by some 16 per cent io 26
million tonnes in 2013 Output 15 expected to recover in 2014
with recent figures estimating growth in the first quarter of
2014 of 110 per ceni. Despite this, CPQ exports are likely to
remain static in 2014 as domestic consumphion 1s boosted by
increased demand for biofuel As much as 34 million tonnes
of CPO 1s expected to be used annually for locally consumed
biodiesel following the increase in the government stipulated
diesel content of transport fuel from 7 5 per cent to 100 per
cent announced in September 2013 In addition, from
January 2014, power plants will be obliged to use a blend of
fuel in which CPO represents at least 20 per cent.

Evaluation of performance

in seeking o meet its expanston, efficiency and sustamability
objectives, the group sets operabing standards and targets for
most aspects of its activities and regularly monitors
performance against those standards and targets For many
aspects of the group’s actvities, there 1s no single standard or
target that, in 1solation from other standards and targets, can
be taken as providing an accurate continuing indicator of
progress In these cases, a collection of measures has to be
evaluated and a qualtative conclusion reached

The directors do, however, rely on regular reporting of ceriamn
key performance indicators that are comparable from one year
to the next, in addition to monitoring the key componenis of
the group's profit and loss account and balance sheet These
are summarnsed in the table below

Quantifications of the indicators for 2013 with, where
avallable, comparative figures for 2012 are provided in the
succeeding sections of this Strategic report, with each
category of indicators being covered in the corresponding
section of the report.
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Performance indicator

Measurement

Purpose

Agricultural operations

New extension area planted

The area in hectares of new land
planted out dunng the apphcabte
perod

To measure performance aganst the
group's expansion objective

Crop of fresh fruit bunches

The weight in tonnes of FFB delivered

To measure field efiiciency and assess

(*FFB") harvested to ol mills from the group's estates ihe extent to which the group 1s
during the applicable pertod achieving its objective of maximising
output from its operations
CPO extraction The percentage by weight of CPO To measure mill efficiency and assess

rate achieved

extracted from FFB processed

the extent 1o which the group s
achieving 1ts objective of maximising
output from i§s operations

Palm kernel extraction
rate achieved

The percentage by weight of palm
kernels extracted from FFB processed

To measure mill efficiency and assess
the extent o which the group 15
achieving ts objective of maximising
output from its operations

CPKO extraction
rate achieved

The percentage by weight of CPKO
extracted from palm kernels crushed

To measure mill efficiency and assess
the extent to which the group is
achieving 1is objeciive of maximising
output from its operations

Stone and coal operalions

Stone or coal produced

The weight in tonnes of stone or coal
extracted from each applicable
concession during the applicable penod

To measure production efficiency and
assess the extent to which the group 1s
achieving iis objective of maximising
output from its operations

‘Sustainability

Work refated fatalities

Number of work related fatalities during
the applicable period

To measure the efficacy of the group's
health and safety pohcies

Smallholder percentage

The area of asscciated smallhclder
plantings expressed as a percentage of
the planted area of the group's estates

To measure the performance against the
group's smallholder expansion objective

Greenhouse gas emissions
per tonne of CPO and
per planted hectare

Greenhouse gas emisstons measured in
fonnes of CO, equivalent dwvided,
respectively, by the weight of CPO
extracted from FFB processed and the
number of group planted hectares
supplying the group mills

To measure the intensity of the group's
greenhouse gas emissions

'Finance

Return on adjusted equity

Profit before tax for the period less
amounts attrbuiable to preferred capital
expressed as a percentage of average
totat equity (less preferred capital) for
the period

To measure the group's financial
performance

Net debt to total eciunty

Borrowings and other indebtedness
{other than intra group indebledness)
less cash and cash equivalents
expressed as a percentage of total equity

To assess the nisks of the group's capital
structure
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Strategic report

Agricultural operations

Structure

All of the group’s agncultural operations are located in East
Kalmantan and have been established pursuant to an
understanding dating from 1951 whereby the East
Kalimantan authorities undertook to support the group In
acquinng, for its own account and in cooperation with local
interests, substantial areas of land in East Kalumantan for
plartting with ol palms

The oldest planted areas, which represent the core of the
group's agnculiural operations, are owned through REA Kaltim
in which a group company holds a 100 per cent economic
interest With the REA Kaltim land areas approaching full
utilisation, over the four year period from 2005 to 2008 the
company established or acquired several additional Indenestan
subsidiaries, each potentially bringing with it a substantial
allocation of land in the wicinity of the REA Kaltim estates

Following a group restructuning referred to under “Future
direction” In “Introduction and strategic enwronment® above,
each of these five subsidiaries 1s currently owned as to 95 per
cent by REA Kaltim and 5 per cent by Indonesian local
investors A further subsidiary PT Persada Bangun Jaya
acquired in 2012 and with addrtional land allocations will, upon
completion of necessary legal formalities, be owned as to at
least 95 per cent by the group and as 1o the balance by a local
investor A diagram showing the structure of the REA Kaltim
sub-group 1s set out below

REA Kaltm sub-group

Land areas

The operations of REA Kattim are located some 140
kilometres north west of Samannda, the capital of East
Kalmantan, and lie either side of the Belayan niver, a tnbutary
of the Mahakam, one of the major niver systems of South East
Asia The KKS and SYB 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 Kutai Kartanegara
district of East Kalimantan The PBJ area sits some 70
kilometres to the south of the REA Kaltim areas in the West
Kutal district of East Kalimantan while the COM and KMS
areas are located in close proximity of each other in the East
Kuta district of East Kalimantan less than 30 kilometres to
the east of the REA Kaltim areas There are three strips of
land pertaining to PBJ2, two of these lie adjacent to the land
areas held by REA Kaltrm and KKS, while the third borders the
PBJ land area

At present, the REA Kaltm, SYB, KKS, CDM and KMS areas
are most readily accessed by river but a road bridge over the
Mahakam at Kota Bangun, completed in 2005, may eventually
be linked up to provide road access A recently constructed
bridge across the Senyiur River inks REA Kaltim and the KMS
and COM areas The PBJ area 1s easily accessible by road

Although the 1891 understanding established a basis for the
pravision of land for development by, or in cooperation with,
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 titling and permit process Thts
process begins with the grant of an allocation of Indonesian
state land by the indonesian local authonty responsible for
administering the land area to which the allocation relates {an
“1zin lokas”) Allocations are normally vahd for penods of
between one and three years but may be extended if steps
have been taken to obtain full titles

PT. REA Kaltim

Plantations

REA Kaltim

PT. Cipta Davi

PT. Kartanegara
Mandiri Kumala Sakti

PT. Persada
Bangun faya
PBJZ

PT. Kutai Mitra
Sejahtera
COM KKS KMS PBJ

PT. Putra
Bongan laya

PT. Sasana

Yudha Bhakti
SYB
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After a and allocation has been obtained (either by direct
grant {rom the applicable local authonty or by acquisition from
the ong:nal recipient of the allocaticn or a previous assignee),
the progression o full title involves environmental and other
assessments to delineale those areas within the allocation
that are suitable for development, setttement of compensation
claims from local communities and other necessary legal
procedures that vary from case to case The titling process is
then completed by a cadastral survey (dunng which boundary
markers are inserted) and the issue of a formal registered land
title certificate (an “hak guna usaha” or “HGU") Once full title
has been obtained, central government and local authernity
permits are required for the development of fully titled and
These permits are often 1ssued In stages

Dunng 201 3, the overall area of the group’s fully titled
agricultural land remained at 70,584 hectares In add:tion, at
3t December 2013, the group held land allocations subject to
completion of tithng totalling 30,043 hectares This figure
reflected the renewal by COM of an allocation of 6,280
hectares out of a total of 6,741 hectares in respect of which a
previous allocation had lapsed and the acquisition by KMS of
an allocation of 1,964 hectares

Certain of the land areas held by SYB overlap with mineral
nghts held by an Indonesian third party company, PT Ade
Putra Tanrajeng (*APT") Pursuant to a land swap agreement
reached in 2011 between SYB and APT, it was agreed that
SYB would swap 3,657 hectares of fully titled land and 2,212
hectares of untitled land allocations (both being areas the
subject of the overlapping rights), in exchange for the transfer
to SYB of ownership of PT Praesetia Utama (“PU"), an
associate of APT, and thus, indirectly, for the fully tiled land
areas of 9,097 hectares held by PU The PU {and 1s located
on the southern side of the Belayan River opposite the SYB
northern areas that are to be retained and 15 inked by a
government road to the southern REA Kaltim areas

Under an implementing agreement reached early in 2014, 1t
has now been agreed that the SYB land swap agreement will
be implemented i phases whereby blocks of PU land will be
progressively developed with oil palm for SYB while APT 15
progressively permitted to commence coal mining activities on
blocks of land held by SYB Once a critical mass of oil palm
has been established on PU, the onginal land swap agreement
will be completed This arrangement 1s designed to atlow
confirmation of the continuing vahdity of the land titles held by
PU ahead of full completion of the agreement.

The breakdown of the land areas held by the group as they
currently are and as they are expected to be following
completion of the SYB land swap agreement 15 set out
below

Pre Post
swap swap
Group land Hectares Hectares
Fully titled land

CDM 9,784 9,784
KMS 7,321 7,321
PBJ 11,602 11602
PU - 9,097
REA Kaltim 30,106 30,108
SYB 11,771 8217
70,584 76,127

Land subject to completion of tithng
CDM 6,280 6,280
KKS 12,050 12,050
KMS 1,964 1,964
PBJ2 7,537 7.537
SYB 2212 -
30,043 27,831

The KKS allocation I1s conditional not only upon satisfacticn of
the normal tithng requirements but also upon completion of a
necessary rezoning of the area concerned A substantial
proportion of the 7,537 hectare PBJ2 land allocation will be
transferred to smallholder cooperatives

Tithing of the not yet fully titled land allocations may be
expected to result in full biles being granted to only part of the
allocated areas as land the subject of conflicting claims or
deemed unsuitable for ol palm cultivation may be excluded
Moreover, not all of the areas in respect of which full HGU
titles are 1ssued can be planted with ol palms  Some fully
titled land may be unsurtable for planting, a proportion will be
set aside for conservation and a further proportion will be
required for roads, buildings and other infrastructural facilities
The directors believe that between 50,000 and 55,000
hectares of the 76,127 hectares of fully titled land expected
to be held following completion of the SYB land swap
agreement will ulttmately be plantable with oil palms The
remaning land allocations may in due course provide a further
10,000 plantable hectares

In addition to actively pursuing the tithing of its untitled land
allocahions, the group conttnues to look at acquining further
areas suitable for planting with oIl palms within the general
vicinity of its existing land allocations

RE.A Holdings plc Arnual Regort and Accounts 2013
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Strategic report

Agricultural operations
continued

With land prices nsing and increasing interest in plantation
development, land 1s much less available than was the case in
1891 when the group was first established in East
Kalimantan Moreover, the Indonesian government 1s now
applying a *use it or lose it" policy to land  Pursuant to this
policy, land allocations and titles may be rescinded if the land
concerned I1s not utilised within a reasonable period for the
purposes for which it was allocated The group must therefore
be careful in expanding its land bank to ensure that it can
demonstrate clear plans for the development of all of s
undeveloped land holdings in addition to monttoring its
compliance with the new regulations in respect of the mit on
foreign ownership of plantation land as referred to under
“Future direction” in “Introduction and strategic environment”
ahove

Land development

Areas planted as at 31 December 2013 amounted in total to
34,062 hectares Of this total, mature plantings compnsed
27,102 hectares having a2 weighted average age of 11 years
A further 1,405 hectares planted m 2010 was scheduled to
come to matunty at the start of 2013

The breakdown by planting year of the total of 34,062 planted
hectares (which excludes planted areas to be relinquished by
SYB upon completion of the SYB land swap agreement
described under “Land areas” above) 15 shown below

Planted areas Heclares
Mature areas
1964 416
1995 1,956
1996 2,272
1997 2479
1988 4,829
1999 351
2000 874
2004 3,190
2005 2279
2006 3,362
2007 34556
2008 891
2009 648
27,102
Immature areas
2010 1,405
2011 1,073
2012 1,927
2013 2,555
34,062

Planted areas that complsted a planned planting programme for a particular year but
were planted in the early manths of the succeeding year have been allocated to the
planting year for which they were planned
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Planting out of the onginal area of KMS was substantially
completed during 2013 takung the planted area of KMS at
year end to some 4,500 hectares The additional land
allocation of 1,964 hectares acquired by KMS durng 2013
(as referred to under *Land areas” above) will permit further
extension of the KMS plantings but the group will be required
to transier at least 800 hectares of the overall KMS plantings
to village cooperatives

Against the background of the 1ssues expenenced with
villages surrounding the REA Kakltim and SYB areas during
2012 and the early months of 2013 (as discussed under
“Community relations” in *Sustainatilty” below), it was decided
not to commence development of new areas held by PBJ and
CDM until the group had ensured that, to the maximum extent
reasonably practicable, compensation due to affected villagers
had been setiled and registered with the appropnate
Indonesian authorties Good progress with this was made in
the second half of 2013 and the group was able to Initiate
development of PBJ in the final months of the year with the
establishment of a nursery and a start to iand cleanng on a
first portion of the plantable area of PBJ (estmated to be
around 8,000 hectares} Development will continue during
2014 Planting of further land areas at CDM should also '
progress dunng the year and 1t is hoped to start development
of an imtiat area at PU

Alihough costs are nsing, at current cost levels and CPO
prices, extension planting in areas adjacent to the existing
developed areas shll offers the prospect of good returns
Accordingly, it remains the policy of the directors that, subject
to financial and logistical constraints, the group should
continue its expansion and should aim over tme {o plant with
ol palms all suitable undeveloped land available to the group
(other than areas set aside by the group for conservation)
Such expanston will, however, involve a series of discrete
annual decisions as to the area to be planted in each
forthcoming year and the rate of planting may be accelerated
or scaled back n the ight of prevailing circumstances
Moreover, the group’s capacity for extension devetopment 1s
likely to remain dependent upon the rate at which the group
can make additional land areas available for planting

As detailded under "Smallholders™ in “Sustamnabity” below,
expansion of smallholder cooperatives 1s gaiming momentumn
and further significant smallholder areas should be developed
during 2014 and 2105
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Processing and transport facilibies

The group currently operates three ol mills in which the FFB
crops harvested from the mature o palm areas are processed
nto CPO and palm kernels  The oldest mill dates from 1998
and the second mill from 2006 Following a recent major
overhaul of the first mill and expansion of the second mifl,
each ol mill now has effective processing capacity of 80
tonnes per hour The newest mill, operating since 2012, has a
current capacity of 40 tonnes per hour Together, the three
mills should mean that the group has, for the iImmediate future,
sufficient processing capacity to handle all crop from its own
estates and from the growing number of matunng smatlholder
plantings in the vicmity  The newest mill has been designed to
permit the installation of a second processing line which would
double the mil’s capacity to 80 tonnes per hour and thereby
provide the ability to cope with further precessing demands

Once the recent plantings at KMS and the planned plantings
at CDM reach a certain tevel of matunty, a further ol mill 1s
likely to be needed to process the additional FFB production
from these new areas The PB.J areas are too far away from
the group's other planted areas for PBJ fruit to be processed
in any of the group’s three existing mills or prospective fourth
mift |t s planned that early fruit from PBJ will be seld to
neighbouring mills (of which there are several) but, as FFB
production from PBJ grows, 1t 1s expected that PBJ will need
its own ol mill The directors do not currently foresee erther of
the two further ol mills that may eventually be needed being
required before 2018

Two of the group’s ol mills incorporate, within the overall
facilities, palm kernet crushing plants in which palm kernels
are further processed to extract the CPKQO that the palm
kernels contain The processing of kernels into CPKO avoids
the matenal logistical difficulties and cost associated with the
transport and sale of kernels Each kernel crushing plant has
a final design capacity of 150 tonnes of kernels per day which
15 sufficient to process kernel output from the group's three ol
mills Total installed capacity 15 presently 250 tonnes per day

The group maintains a fleet of barges for transport of CPO
and CPKO The fleet 1s used in conjunction with tank sterage
adjacent to the ol mills and a transhipment terminal owned by
the group downstream of the port of Samarinda The fleet
now comprises one barge of 4,000 tennes, which the group
time charters, and a number of smaller barges, ranging
between 750 and 2,000 tonnes, which are owned or leased
by the group The smaller barges can be used for transporting
CPO and CPKO from the upriver operations fo points
downstream for transfer erther to the transhipment terminal
for subsequent collection by buyers or directly to buyers' own
vessels The 4,000 tonne barge 15 equipped for sea voyages
and can be used to make delivenes to customers in other
parts of Indonesia and overseas On occasions, the group also
time charters barges for additionat shpments and to provide
temporary storage if required
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The directors believe that flexbility of delivery options 15
helpful to the group In its efforts to optimise the net prces,
FOB port of Samarinda, that it is able io reakse 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 [n previous years, a
large proportion of the group's CPQ production was sold for
delivery to ports in East Malaysia but, as the local market for
CPO production has become more dynamig, the majenty of
CPO sales are now made for local delivery to Indonesian
refinenes that can be easily accessed from the group's estates
and to which the voyage time 15 1n most cases shorter than to
East Malaysia These refinenas comprise a refinery operated
Jjointly by two majar international od traders in Balikpapan,
another two refineries in South Kalimantan and a fourth in
Sulawesi

Dunng periods of lower rainfall (which normally accur for short
perods during the dner months of May to August of each
year), niver levels on the upper part of the Belayan become
volatile and CPO and CPKO at times have to be iransferred by
road or small barge from the mills to a point some 70
kilometres downstream where year round loading of barges of
up to 2,000 tonres is possible The group owns a riverside
site in this downstream location and has recently developed its
own permanent loading facilities on the site These new
facilities will in future be used in substitution for the nearby
makeshift temparary loading facilities on which the group has
hitherto rehed  To provide further resilience, the group intends
to establish an alternative downstream loading point so that,
as volumes increase, the group can continue to evacuate all
palm product cutput promptly during drer penods

The current river route downstream from the mature estates
foltows the Belayan River to Kota Bangun {where the Belayan
Joins the Mahakam Rver), and then the Mahakam through
Tenggarong, the capital of the Kuta) Kartanegara regency,
Samarnnda, the East Kalmantan provincial capital, and
ulimately through the Mahakam’s mouth into the Makassar
Strats The alternative route for evacuating CPO and CPKO,
which will also be used for the newer estates in KMS and
CDM, will be via the Senyiur River which joins the Mahakam
between Kota Bangun and Tenggarong
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Strategrc report
Agricultural operations

continued

Crops and extraction rates

The following table shows the FFB crops, the CPO, palm
kernel and CPKO production, resuliant extraction rates and
annual rainfall for 2013, together with comparative figures for
2012

FFB crops (tonnes) 2013 2012
Group 578,785 547722
External purchases 99,348 64014
Totat 678,133 661,736
Production (fonnes)

CPO 147,649 151518
Palm kernels 30,741 30,734
CPKO 11,393 11,548
Extraction rates (percentage)

CPO 218 229
Palm kernels 45 47
CPKO 368 3717
Rainfall (mm)

Average across the estates 3,385 3241

As previously reported, crops during the early months of 2013
were adversely affected by the village 1ssues referred to under
*Community relations” in *Sustainabilty” below These caused
delays to harvesting and loss of crop  Regular harvesting
operations were resumed in mid-April but it took time to
reduce the harvesting intervals to normal levels As a result,
the delays in harvesting had a knock-on effect on oll
extraction rates and ol quahty In addition, during the pernod of
the village 1ssues, the group's ability to undertake normal
mamtenance of estate roads and dranage was restncted and
this had some negative effect on crops in the second half of
2013 It s also thought that chmatic and other external
factors may have caused some reduction in available crop
durning 2013 as there have been industry wide reports of
shortfalls on crop expectations for the year

Further increases n throughput of third party FFB from
smallholders 1n the vicinity of the group’s estates are
continuing to augment what had already become a valuable
additional revenue stream However, the extraction rates
achievable fram third party FFB must be expected to be lower
than those from the group's own FFB preduction and this will
have been a coninbutary factor to the lower extraction rates
achieved in 2012 and 2013

The FF8 crop to the end of March 2014 amounted to
150,635 tonnes, against 137,573 tonnes for the same penod
m 2013 With the much improved relations with the local
communities, the backlog in maintenance 1s being steadily
reduced and previous operat:onal standards should be fully
recovered

18

Revenues

In 2013, substantially all of group CPO was sold in the local
Indonesian markst (2012 85 per cent sold locally and 35 per
cent exported) The discontinuance of export sales reflected
the improving demand from easily accessible local refiners
and the defivery efficiencies achievable from selling to this
customer base (as discussed under “Processing and
transport” above) For simiar reasons, all 2013 CPKO sales
were made in the local market (2012 69 per cent sold locally
and 31 per cent exported) Revenues continued to benefit
from premia achievable on sales of ISSC certfied CPQ and of
Greenpalm certificates in respect of RSPO certifieg CPO and
CPKO as further detailed under “Sustamnability and
certification” In “Sustainability” below

CPO and CPKO sales 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 current
need o develop its own terms of dealng with customers

Indonesia conlinues to iImpose a shding scale of duty on
exports of CPO  The progressive nature of the duty means
that the Indonesian state takes an increasingly large part of
the benefit of prices above $780 per tonne CIF Rotterdam
Althocugh local sales do not attract expart duty, arbitrage
between the local and international markets ensures that the
price differential between the markets 1s normally an almost
exact reflection of the additienal imposts incurred on exports

As a general rule, all CPO and CPKO produced by the group 1s
sold on the basis of prices prevailing immedately ahead of
delivery but, on occasions when market conditions appear
favourable, the group may make forward sales at fixed prices
The fact that export duty 1s levied on prices prevailing at date
of delivery, not on prices realised, does act as a disincentive to
making forward fixed price sales since a nse in CPO prices
prior to defivery of such sales will mean that the group will not
only forego the benefit of a higher pnice but may also pay
expert fax on, and at a rate calculated by reference to, a higher
price than it has obtained When making forward fixed price
sales, the group would not normally commit a volume
equwvalent to more than 60 per cent of its projected CPQ or
CPKQ production for a forthcoming perod of twelve months
No deliveries were made against ferward fixed price sales of
CPO or CPKO during 2013 and the group currently has ro
sales outstanding on this basis

The average prices per tonne realised by the group in respect
of 2013 sales of CPO and CPKO, adjusted to FOB,
Samarinda, and net of export duty were, respectively, $648
(2012 $800) and $765 (2012 $862)
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Operating efficiency

The group's revenue costs principally comprnise direct costs of
harvesting, processing and despatch, direct costs of upkeep of
mature areas, estate and central overheads in Indonesia, the
overheads of ihe UK head office, and financing costs The
group’s strategy, in seeking to mimimise unit costs of
production, 1s to maximise yields per hectare, to seek
efficiencies in overall costs and to spread central overheads
over as large a cultivated hectarage as possible

The level of rainfall in the areas of the agncultural operations
provides the group with some natyral advantage in relation to
crop yields The group endeavours to capitalise on this
advantage by constantly strving to achieve economic
efficiencies and best agricultural practice In particular, carefut
attention 1s given to ensuring that new ail palm areas are
planted with high qualty seed {rom praven seed gardens and
that all ol palm areas receiwve the upkeep and fertiliser that
they need

Methane from the group’s two methane capture plants
(descnbed under "Carbon efficiency” in “Sustamability” below),
which were commissioned in 2012, currently dnves four
generators (each of one megawatt capacity) generaiing power
for the group's own use These generators continued, during
2013, 1o make a substantial impact on the group's
consumption of diesel ol for power generation with materal
consequential savings in energy costs  In addition, the group
realised some $470,000 dunng 2013 from the sale {at a price
agreed at the outset of the methane plant project) of 37,000
carbon crediis accrued since commissioning the methane
capture plants

Following an agreement reached with the Indonesian state
elactricity company (*PLN"), duning 2013 the group obtained
licences to generate and sell electncity and installed an
additional three megawatts of generating capacity The
additronal generating capacity 15 to be dedicated to PLN and
PLN will use 1t fo supply power to the willages surrounding the
group's estates by way of a local gnd to be constructed by
PLN Payment for the power so utiised will be made by PLN
at a fixed rate determined by Indonesian state requlations
equating to about $1 millien per megawatt year PLN will alse
consider Iinking the national grid to the new local gnd and
may, in that event, be able to increase its power capacity
requirement to six megawatts It had been hoped that the
reticulation needed to connect the group's generating stations
to the adjacent villages that PLN intends to supply would have
been installed dunng 2013 but budgetary constraints caused
PLN to re-tender for the reticulation works This re-tendening
process is now complete and work on the first phase of the
reticutation 1s due to start before long
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Current methane production is rmore than double that needed
to drive the insialled generators (including the three
generaiors to be dedicated to PLN) Moreover, methane
production could be further increased by erecting a third
methane capture plant in the group's most recently
constructed mill Accordingly, the group continues to seek
opportunities for cost reduction from the use of surplus
methane In particular, the group retains under review the
possibilty of using methane as an alternative fuel source for
vehicles and other diesel or petrol powered equipment.

Other cost saving inibiatives that have been implemented by
the group n recent years include measures to reduce the use
of pesticides, part:al substitution of inorganic fertiliser with
natural fertdiser, increased mechanical handling of FFB
collechon and transport, and the estabishment of an "in
house’ road maintenance capability Development of the
stone quarry concession, described under “Stone and coal
operations” below, should permit further economies in respect
of bullding and maintenance of the group's infrastructure
Introduction duning 2013 of a three shift warking pattern in
the mills should reduce overtime costs

During 2013, the East Kalimantan provincial authonties
directed that mnimum wage levels be increased by some

49 per cent. A reasonable proportion of the group’s
employees are pad at a level above the mimimum wage but
the need to maintain differentials makes it inevitable that any
Increase in mimmum wage levels will result in a significant
increase In the group's employment costs In 2013, these
represented about one third of the cost of sales attributable to
the group’s agnicultural operations  Fortunately, for 2013, the
impact of increased wages was moderated in dollar terms by
the depreciation in the Indonesian rupiah against the dollar
that occurred over the year However, going forward, it must
be expected that wage costs will nse, albeit that the local
government directed percentage increases in mimimum wage
for 2014 were much below those of 2013 Accordingly, the
group will continue to seek labour efficiencies wherever
possible

Methane capture plant
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Stone and coal operations

Concessions

The group holds rights in respect of a stone deposit and three
coal mining concessions, all of which are located in East
Kalimantan in Indonesia The ceal mining concessions
compnse a high calerdic value depesit near Kota Bangun and
the lower grade, and broadly adjacent, Liburdinding and Muser
concessians In the southern part of East Kalimantan

Structure

Stone quarrying 1s classiied as a mining actvity for Indonesian
licensing purposes and s subject to the same regulatory
regime as coal minng Initial mnvestigation of the group's stone
concession was therefore managed in conjunction with the
group’s coal interests However, it has become clear that the
logistics of operating the quarry (which is focated in close
proximity to the SYB estates) can be sensibly coordinated with
the logistics of the agricultural operations and that the
agnicuitural eperations wall be an important customer of the
stone concession  Accordingly, it was agreed dunng 2013 to
reorganise ownership of the concesston so as to bring 1t under
the direct controf of REA Kaliim subject to regulatory consent
and satisfaction of other conditions However, the transfer
was not complete at the year end and interests in stone were
not consolidated

The group’s coal interests are co-ordinated through an
Indonesian subsidary company, PT KCC Resources Indonesia,
which 15 95 per cent owned by the company's UK subsidiary
company, KCC Resources Limited, and five per cent owned by
local partners  The mining concessiens (or nghts thereto) are
held by Indonesian concessien holding companies, which are
currently wholly owned by the group's local partners but with
the group having the nght, subject to satisfaction of certain
conditions, to acquire 95 per cent of each of the concession
holding companies at the local partners’ original cost. In the
meanwhile, the concession holding companies are financed by
loan funding from the group on terms such that no dvidends
or other distributions or payments may be paid or made by the
concession holding companies to the local partners without
the prior agreement of the group

Operating activities

Followng feasibility studies, the group 1s currently at an
advanced stage in finalising the permiis that it will require to
commence quarrying at the stone concession and to estabhsh
a simple stone crushing operation at the quarry ste Once the
necessary permiis are in place, the existing access road to the
concession will be upgraded to support the heavy duty trucks
that will be used to transfer crushed stone from the
concession site to a stockpile on the REA Kaltim estates from
which onward delweries will be made to the agricultural
operations and third party buyers Stone quarrying can then
start The agricultural operations can utilise significant
quantities of crushed stone for their bullding and infrastructure
construction programmes and indications are encouraging
that there will also be good third party demand for crushed
stone for road building and use as a concrete aggregate
Accordingly, the group 1s confident of the economic viability of
developing the stone concession

Followtng a decision by the directors in 2012, further capital
commitments to the coal operations are being hmited and the
group Is concentrating on maximising returns from the
concesstons in which the group had already invested
Towards the end of 2013, project agreements were signed
with two separate third parties relating to the development and
operation of the Kota Bangun and Liburdinding concessions
The counterparty in respect of the Liburdinding concesston
subsequently withdrew (due to the ill health of the principal
shareholder) but has since been replaced with another third
party The arrangements agreed will provide an income
stream to the group calculated by reference to coal prices
prevailing from ttme to time {subject to an agreed floor) and
will minimise further coal related costs to the group The
group expects to recover at least the carrying value of the
concessions concermed with some upside tn the event that
coal prices nse
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Sustainability

Sustainability and cerhification

The group strives to follow international and industry
standards of best practice i every aspect of its business
Operating i a socially and environmentally responsible
manner 1s integral to realising this goal

In 2013, the group published its first sustainability report
This related to the calendar year 2012 and was produced in
accordance with the requirements of the Global Reporting
Initiative (“GRI"} The report outlines the measures being
taken to manage the aspects of sustainability that are
considered to be of greatest relevance fo the group's business
and of most interest 10 1ts stakeholders It also includes a
number of key performance indicators which provide a
baseline against which the group’s economic, environmental
and social perfermance can be monitored  This reportis
avallable for download at the company's website

www rea co uk

Comphance with international and national sustainability
standards provides the foundation for environmentally and
socially responsible CPO and CPKO production, as well as
independent third party venfication that best practices are
being smplemented The group’s progress and targets for
achieving certification of compliance with the international and
national standards to which it has committed {or its vanous
operations are detailed in the sustainability report

The first sustanability standard with which the REA Kaltim
operations and SYB's southern estate were certified te be in
compliance was |SO14001 This 1s a genenc¢ standard
developed by the International Standards Organisation (1507}
which is designed to assist organisations in any sector to
establish an effective system to manage the emvronmental
impact of their aperations

Since 2007, the group has been a member of the Roundtable
on Sustainable Palm Oil (“RSPO™), a mult-stakehalder
organisation, which aims to promote the production and use of
sustainable CPO and CPKO RSPO cerbfication 1s granted
once a palm oll mill and its plantation supply base have been
deemed by an independent auditor {o be in compliance with
the RSPO standards The group 1s committed to obtaining
RSPQO certification for all of its mills, as well as the group
estates and associated smallholders that supply them Dunng
2013, the group retained sts previous RSPO certification for
the two REA Kaltim mills, all of the REA Kattim estates and
SYB's southern estate, as well as some of the associated
smallholders RSPO certification for the newer third mill, and
its supply base, 1s planned for 2015

An assessment of RSPO member CPO producers conducted
and published by the Worldwide Fund for Nature (“WWF™)
awarded a score of six out of seven in 2013 for the group’s
commitments and progress towards achieving RSPO
cerbification The group 1s an active member of RSPO and
represents Indonesian ol palm growers in both the
Biodwversity & High Conservation Value Working Group and,
since February 2014, 1n the Greenhouse Gas Emissions
Reduction Working Group The group considers that in
meeting the requirements for RSPO certrfication, it addresses
the human nghts issues relevant to its business

Since abtaining International Sustainability and Carbon
Certification (*ISCC”)} for the REA Kaltim mills and estates in
2012, the group 1s able to sell the CPO produced from these
operations for the production of biodiesel meeting the
requirements of the European Union Renewable Energy
Directive (*EU RED™) Most requirements of the ISCC
standard are broadly similar to those of the RSPO but one key
difference 1s that, to obtam ISCC certification, it must be
shown that the net greenhouse gas emissions asscciated with
the producton and use as a biofuel of the CPQ, the subject of
the certification application, wil be at ieast 35 per cent lower
than if the equivalent amount of energy was generated by
burning fossil fuels

In 2013, 97 per cent of the CPO and 71 2 per cent of the
CPKO produced by the group was RSPO certified  Of the
total CPO produced by the group, 62 8 per cent was certified
to be produced in accordance with both the 1SCC and RSPO
standard The group elected to self the majonity of this latter
portion of its CPO as ISCC certified thereby excluding it from
the volume available to sell as RSPO certtfied CPO CPKO 15
not used to preduce biofuel so 15 not subject to certrfication by
the ISCC  Of the ISCC certified CPO produced, 82,700 metnc
tonnes were sold in 2013, with the remainder carrnied forward
for sale n 2014 in accordance with the requirements of the
ISCC's mass balance system

Pending the identification of a buyer for RSPQ certified CPO
and CPKO through the mass balance system, the group used
the RSPO book and claim system to sell “Greenpalm
certificates” for the RSPO certfied CPO and CPKO produced
in 2013 This system enables end users of palm products to
support RSPO certified preducers by purchasing Greenpalm
certrficates, even If they do not physically purchase ol from
these producers One Greenpalm certificate 1s equivalent to
one tonne of RSPO certified CPO or CPKO respectively In
2013, the group sold 17,500 CPO Greenpalm certificates and
8,000 CPKO Greenpalm cerbificates
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Sustainability

continued

In 2010, the Indonesian government introduced the
indenesian Sustainable Palm Ol (1SPQ”) scheme making it a
mandatory requirement for all oil palm growers operating in
Indonesia to be audited by an independent third party to
assess their compliance with this standard by the end of
2014 The standard mcludes legal, economic, environmental
and social requirements, which are largely based on exisiing
national regulations The group has inshiated the process of
being assessed against the 15PQ standard and expects {o
undertake the final audit during the second half of 2014

The group remains commitied to establishing environmental
and soctal sitandards in its stone quarry and coal mining
activities that are consistent with the standards applied in the
group's agrcuttural operations

Employees

At the end of 2013, the group’s workforce numbered over
8,000

Following the reorganisation of the human resources
depariment in 2011 and the subsequent appointment of new
local management, the group 15 continuing to develop a more
consistent and formal approach to the management of human
resources The group has established a comprehensive
employee database, incorporating, in addition to personal data
and salanies, information on the aflocatron of beneiits and
faciities, such as housing, training and development,
productivity, performance and absenteeism A dedicated
manager Is now responsible for human resource matters
within each subsidiary company helping to enhance
operational practices and to improve produciwvity There are
formal processes for recrutment, particularly for key
manageral positions Exit interviews are conducted with
departing staff to ensure that management can address any
significant 1ssues

Attracting and retaining skilled, motivated and loyal employees
15 key to maintaining high standards as the group expands To
this end, the group endeavours to provide competitive salary
packages, opportunities for career development and a decent
standard of lving on the estates for employees and their
familes This 1s particularly important given the remote
location of the group's estates in 2013, a review of salary
structures was conducted to ensure consistency against
industry benchmarks throughout the group hwerarchy Phasing
in of a performance management system linked to key
performance mndicators and a competitive remuneration
structure continued dunng 2013 and the system should be
applicable to all staff levels by the end of 2014
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There are a number of strategies in place to nurture talent
within the workiorce Participation in annual in-house training
programmes, external tratning courses and conferences 1s
orgamised around the results of systematic training needs
assessments of permanent staff A wide vanety of topics 1s
covered including work ethics and company values, health and
safety, sustanabilty and communication skills Dunng 2013,
weekly Enghish language lessons were introduced for all
managers and, starting in 2014, financial traming1s to be
provided for all noen-financial managers

Existing non-staft employees who demonstrate management
potential, as well as graduates from Indonesian universthies,
are selected each year to participate in the group's long
established cadet programme, which s run from the group’s
central training school This programme consists of twelve
months of theoretical and practical in-house traiming coverng
all aspects of plantation management During 2013, 32
participants from the 2012 intake were appointed as
assistants in the group's agricultural estates, mills and
administration departments Of these, 19 were existing group
employees and 13 were graduates from Indonesian
universities Wherever possible, the group fills available staff
positions through internal promotion

The group 15 one of the longest established ol paim growers
in Kalmantan and 1s forfunate to retain a significant number of
long-serving employees Appreciation of employee loyalty 1s
expressed at the annual celebration of REA Kaltim's birthday
by presenting awards to all employees who have worked for
the group for 10 years By 2013, over 950 employees had
passed this milestone

REA Kaitim 18t ‘b_irthd_ay ceiebratioJ\
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Creating a good standard of living and a strong sense of
community on the plantations, which are more remote than
those of many of the group’s competiiors, 15 cntical to
maintaining a stable workforce Permanent employees, other
than those living locally, are provided with housing for
themselves and therr families Houses are supphed with
potable water and electncrty and there 1s also access o
amenities such as chnics, churches and mosques provided by
the group An employee survey was conducted in 2013 to
obiain feedback on sahisfaction with the current faciliies and
to identify areas where improvements would be most valued
Based on this feedback, the group will look at opportunities to
enhance certain facilities within the housing complexes, such
as the provision of a local shop and sports’ court, as well as
making general improvements to housing as partof a
continuing programme

A trust funded by the group operates a network of schools
across the group’s estates for over 2,000 children During
2013, the group Introduced secondary education using
existing classrooms within the estate primary schools as a first
step towards upgrading the facilities provided for its
employees and their families The group also provides support
to state secondary schools serving the children of the group’s
employees In 2013, 156 pupils from the group’s primary
schools sat examinations for entry to state secondary schools
and a 100 per cent pass rate was achieved (2012 158 pupils
and 100 per cent) In 2014, a scholarship scheme will be
introduced to fund selected children of employees and local
community members to attend agncultural university

To maximise the economic benefit that local communities
derive from the group's operations, priority 1s given to surtable
candidates from nearby villages when recruiting people for
new operations and exisling vacancies In 2013, over 1,400
of the group's employees, accounting for 16 per cent of the
workforce, came from the local communities

Management beleves that diversity in the workforce fosters
productivity and promotes a policy for the creation of equal
opportunities In 2013, 40 ethnicities and five religions were
represented in the group’s workforce The group encourages
the establishment of forums in which employees and therr
representatives can have free and open dialogue with
management. One example 1s the gender committee, which
has been established to ensure that gender policy 1s properly
implemented

The gender mix across the group’s operations 15 set out
below

2013 2012

Number of  Numberof Number of Number of
male staff female staffi  male staff female staff

Directors 5 1 8 -
Management 51 14 47 1
Rest of workforce 6,130 2,833 5,503 1,907
Total 6,186 2,848 5558 1918

Although the number of female employees 1s growing, the
group recognises that it has yet to maximise the potential of
the existing female population on the group’s estates To
address this, in 2013 the group introduced a training
programme targeted at women who are hving on the estates
but not currently in employment so as to enable women to be
secrurted for roles that have tradtionally been performed by
men but could be filled equally well by women As a result of
this inthiative, three women have been recruited as drivers and
etght women have joined the FFB grading team

Health and safety

Providing employees with safe working conditions 1s of critical
importance to ihe group The group has, as targets, zero
fatalities and a continuous reduction in lost time accident
rates Regular safety briefings and training conducted by the
n-house safety team are designed to embed safe working
practices within the culture of the organisation This 1s
reinforced by a formal procedure for hazard identification, nsk
assessment and risk control, which 1s conducted on a regular
basis for all working environments  There 1s a safety
committee compnsing both management and employees
within each operating umit which meets every two months
Senior management 15 uliimately accountable to the group
managing director for all health and safety matters and
appropniate action 1s taken to remedy any deficiencies
dentified

The directors deeply regret that there was one fatahty within
its workforce in 2013 This was the resuft of an incident
whereby an employee fell from a truck whilst travelling back
from a weekend church gathenng and drowned in a fast
flowing river that had been swollen by heavy rains The group
takes any loss ot life extremely seriously and, whatever the
cireumstances, conducts a detalled investigation into the
causal factors to identify preventative measures for the future
Following two fatalities during 2011, an independent review of
the group’s existing occupational health and safety (*OHS")
management system was commssioned This has identifred
several areas where improvements are needed io align
ewsting procedures with international standards of best
practice These improvements will be guided by the
requirements of the internationally recognised OHSAS 18001
standard It 1s the intention that REA Kaltim will achieve
OHSAS 18001 certification by the end of 2015
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Sustainability

continued

The majonty of accidents that occurred within the group’s
operations i 2013 were injunies from palm ot thorns, falling
objects and cuts Whilst the lost ime accident rate and
seventy rate are important indicators of the effectiveness of
the group's OHS management system, the group ts aware that
ihis data 1s currently not entirely reliable, due to certain
inconsistencies in the recording of accidents hetween the
group’s estate chiwcs  The group 1s 1n the process of working
to standardise its procedures for monitoring accidents
throughout its operations in an effort to improve the reliability
of these important perfermance indicators

The group operates a network of 16 chnics across its estates,
which are manned by paramedics The group also employs
two resident doctors, midwives and, since 2013, a dentist In
serous cases, the group arranges for employees to be
evacuated by land or arr to a larger hospital in Samarninda or
Jakarta where It has established relationships  The clinics
ireat patients from the focal villages as well as the group's
employees and thesr families  Duning 2013, 462 members of
the local community were treated at the group's clinics

Preventative measures are in ptace {o reduce incidences of
disease on the group's estates including providing employees
with immunisations against tuberculosis, polo, diphthena,
tetanus and hepatitis B, as well as fogging mosquitoes n an
effort to reduce the risk of contracting dengue fever and
malana.

Management

Mark Parry, the group's regional director based in Indonesia
and Singapore, has overall Iocal responsibility for the
Indonesian operations  Mr Parry i1s the president director and,
since the end of 2013, has also assumed the position of chuef
operating officer of REA Kaltm

In additron to Mr Parry, REA Kaltim has four executive
directors, of whom two are British expatriates and two are
Indonesian naticnals Cf the four, one 1s female and three are
male The REA Kakim directors have overall local
responsibility for the group's affairs and indwidually are
primarily responsible for, respectively, mature estate
operations, commerctal administration (mc!udlng legal aftarrs,
sales and marketing), corporate affairs (including government
and vitlage relations, human resources, security, safety and
conservaiion), and financial reporting

As a foreign vestor in Indonesia, the group 15 conscious that
it 15 1n essence a guest in Indonesia and an understanding of
local customs and sensttivities (s important. The group’s abibty
to rely on semor Indonesian staff to handle its local interface 15
therefore a sigmificant asset vpon which the group continues
to buld This asset 1s augmented by the local support and
advice that the group obtains from local advisers and from the
local non-controlling investors 1n, and local non-executive
directors of, the company's Indonesian subsichanes

24

The dwectors believe that basing senior management in the
same time zone as the group’s operations facilitates
management oversight and improves its effectiveness They
intend that, over time, overall executive responsibility for the
management of the group will progressively be transterred
from the UK to Indonesia and Singapore

Community relations

The group has always seen the maintenance of harmonious
relations with, and the encouragement of development within,
the local communities In its areas of operation as an essentsal
component of its agriculttural business All new plantation
development by the group invalves payment of compensation
to affected local villages as well as consultation to identify
overlapping land use nghts and ensure that these are
transferred to the group in a way that meets legal
requirements and international standards of best praciice, as
embodied in the requirements of, among others, RSPO
Thereafter the group provides assistance with community
development projects and supports the lecal communittes in
estabhshing smallholder plantings of ol palms As noted
under “Employees” above, a significant number of the group's
employees come from the local communities and there 1s
regular interaction at a sccial level between the group's staff
and employees and members of the local communities

inewitably in the penod of over twenty years since the group's
East Kalimantan operations were first established, there have
been occasicnal disagreements between the group and the
local communities but, prior to 2012, such disagreements had
always been minor, rapidly resolved and without significant
impact on the group Dunng 2012 and the early part of 2013,
however, the group faced a senes of disputes with local
villagers that were more serious than those previously
expenenced Villagers took actron to enforce therr position by
stopping harvesting access to certain areas of the group's
eslates and blockading group ol mills to prevent processing
of FFB

Village dissatisfaction with the group covered a number of
issues and different villages had different clams However, a
common theme was a demand that the group procure the land
necessary to estabhsh additional cooperative smallholder oil
paim plantings for each village

Although the group was adwised that it was under no legal
obligation to do this for the affected villages, 1t recognised
(and indeed had done so prior to the commencement of the
village disruption) that 1t would be expedient to meet the
villagers’ cooperative smaliholder expectations However,
identification and acqusition of suitable land for cooperative
development took time and the resultant delay certainly
exacerbated the village problems experienced by the group
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Completion of the acquisition of PBJ2 in 2012 provided the
group with the land that it needed 1o satisfy the villager
cooperative demands and, with this in hand, the group was
able n early 2013 to reach settlement agreements in respect
of most material 1ssues with all of the larger villages that had
land nghts historically overlapping REA Kaltim and SYB land
Other outstanding disputes were progressively setlled duning
2013 Agreements concluded with villages are generally
being adhered to, notwithstanding some isolated mmor
disruptions by individual villagers  All three mills had returned
to normal operations by the second half of 2013

The cost of procunng addiional cooperative oil palm
developments will, in due course, provide a return to the group
from further increases in group revenues from processing
cooperative FFB Moreover, the sirenger relationships forged
with the East Kalimantan authonties who provided the group
with excellent support during the penoed of the disruptions
together with the better mutual understanding achieved
between the group and its local communities should be
beneficial to the group going forward

It 1s clear that the group and the villages around its estates are
interdependent The group requires the acceptance of ris
operations by the villages while the villages are reliant upon
the group as an employer, as a market for services and
produce, and as a purchaser of smallholder grown FFB
Villages will also derive significant benefit from the group’s
actwittes once the agreement reached in 2013 to supply
power to the state electricity company (“PLN"), as described
under "Agricultural operations” above, has been implemented
as this will provide the villages with access to electricity
generated by the group’s methane capture plants

Agatnst the hackground of the 1ssues just described, the
group reviewed the organisational structure and
responsibilities of the departments dealing with the local
communities and increased the allocation of resources to this
area of the group's business This has included the recent
appointment of a new head of village affairs, to be based on
the plantations, with responsibality for coordinating the daily
activities of these departments and ensunng their close
interaction with the local communities

Organisational structure of the group’s intedace with local communities
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Community development

Community development assistance provided by the group
comprises infrastructural and other general assistance to the
local communities The goal of the community development
programme 1s to provide lasting benefits to as many as
possible of the indwviduals within the communities that are
commercially involved with, or could be impacted by, the
group’s operations

Infrastructural assistance includes the provision of access to
electric power, assistance with repairs of village roads and
bridges, schools and community bulldings and the provision of
water for dailly domestic use  Other forms of general
assistance include the provision of technical training and
micro-finance for small scale businesses, supporting
traditional and religious community celebrations and regular
fogging for mosquitoes in areas of the surrounding
communities to reduce the incidence of vector borne diseases
in those communities

Smallholder schemes

The avatabiity of the group's oIl mills to process FFB
harvested from plantings in the vicinity of the group’s estates
provides an opportunity for the local commumities to further
their economic progress by developing smaltholdings of ol
palms in areas surrounding the group's estates The group
estabhshed its first smallholder scheme in 2000 and
continues to support and invest in the development of
smallholder plantings

Prior to 2009, the group's smallholder support was provided to
indwviduals pursuant to a scheme known as “Program
Pemberdayaan Masyarakyat Desa" or “PPMD” Under this
scheme, indmvidual smallholders cultivate oil palm on their own
plots of, typically, two hectares The group provides technical
advice and supples the smallholders with seedhings, fertilisers
and herbicides on deferred terms on the basis that when a
smallholder's oil palm plantings reach maturity, all FFB
produced 1s be scld to the group for processing and the group
recovers, on an agreed hasis, from the amounts payable for
the FFB, the deferred amounts owed to the group

Some 1,561 hectares of smallholder plantings have been
established following the FPMD model In addition, further
ndependent smallholder plantings have expanded rapidly to
some 3,000 hectares and are supplying FFB ta the group’s
mills These independent smallholder plantings are gradually
being adopted into the PPMD cooperatwes, so that the group
effectively assumes responsibility for the areas concerned and
works to ensure good agnculiural practices with the provision
of suitable traming and support. These plantings include 725
hectares of smallholder plantings onginally developed under a
government scheme with which the group’s involvement has
been previously reported

While continuing to suppor established smallholdings
developed under the PPMD scheme, since 2008 the group’s
efforts to procure further smallholder development have been
concentrated on encouraging the formation of local village
cooperatives to develop ol palm on larger areas pursuant to
what are known as “plasma schemes” Under the plasma
scheme model, the land areas for development are provided
by or allocated to village cooperatives but the development 15
managed by the group for a fee, with the advantage that
development and production standards similar to those of the
group can be esiablished in the plasma aseas The costs of
development are borne by the cooperatives but with funding
from external sources, supplemented, { necessary, by the
group and provided on terms that FFB produced by the
cooperatives will be sold to the group and that the group will
ensure that, out of the proceeds of such sale, the cooperatives
meet therr debt service obligations in respect of the external
funding

Following the agreements reached in 2013 in relation to
plasma land schemes {as discussed under “Community
refations” above), the plasma scheme areas planted at

31 December 2013 amounted to some 3,900 hectares With
the 1,861 hectares and 3,000 hectares of, respectively, PPMD
and adopted PPMD plantings, this means that ihe aggregate
area of smallholder plantings linked to the group at

31 December 2013 amounted to 8,461 hectares,
representing 25 per cent of the group's own estate plantings
at the same date The group's aim is that the smaltholder
percentage (associated smallholder plantings as a percentage
of own estate plantings) should be not less than 20 per cent
{20 per cent being the minmum percentage of associated
smallholder ptanting stipulated by Indonesian regutations for
new plantation development) With the further allocations ¢f
land that have now been substantially made, the group
expects plasma areas to increase to some 6,000 hectares by
the end of 2015

It was onginally planned that cooperative members would form
the core labour force for the plasma scheme developments
but, with urban migration reducing village numbers, the
cooperative members available to work on the plasma
schemes have proved insufficient to prowide more than a
minor proportion of the workforce needed to maintain and
harvest the scheme plantings The balance of the required
workforce 1s therefore being supplied by the group from iis
own labour force  Whilst the group levies an appropriate
charge for this service, it means that the group must size its
labour force at a level sufficient io operate not only its own
estates but also the plasma schemes The group will be
expanding the estate worker housing and facilities to
accommodate the additional permanent workers that are
required
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Financing for the group supported plasma schemes mitiated
{o-date has been agreed with a local development bank in the
form of fifteen year loans secured on the land and assets of
the schemes and guaranteed by the group These faciities
are designed to finance most of the inihial development costs
of the schemes but will be supplemented to the extent
necessary by funds advanced by the group There are three
facilites in place for the current schemes

Whilst the group views 1ts support for smallholder ol palm
plantings in the local communities adjacent to s operations
as part of its social responsibility 1o those communities, the
expansion of smallholder plantings in the vicinity of the group's
mills will be mutually beneficial fo the communities and the
group The communities benefit from the significant economic
development generated as a result of the smallholder
plantings while the group benehts from the additienal
throughput n its ol mills that will result from the processing of
FFB from the planbings The value of FFB purchased from
communities in the viciity amounted to $10 3 million in 2013
(2012 $7 2 milhon)

REA Kon work programmes

Objective

Conservation

REA 1s conscious that culivating oif palm i a region that is
rich in biodversity can have significant negative environmantal
impacts unless precautions are taken Conversely, if ol palm
concessions are planned, developed and managed with due
care they can provide a stable entity far, and contribute much
needed resources towards, the conservation of biodversity
and ecosystem functions within adjacent areas In an effort to
avoid or mitigate negative environmental impacts, each
expansion of planted areas underiaken by the group 1s
planned en the basis of Environmental Impact Assessments
{(*EtA") and High Conservation Value (*HCV") assessments
conducted by both external experts and the group's
conservation department {known as “REA Kon™) The results
of these assessments have been used io designate a network
of conservation reserves throughout the group's concessions
which, as at 31 December 2013, totalled some 20,000
hectares

Established on 1 Januvary 2008, the REA Kon team compnses
both experienced conservationists and individuals from the
local villages who have a good knowledge of the biclogical
and cultural diversity of the region REA Kon's aim 1s to
conserve and enhance the natural biodiversity and ecosystem
functions of the landscape within which the group operates

Its activities are divided into three programmes of work as
summansed in the table below

Activities

Biodiversity programme

To inform the management actions necessary tc maintain and
enhance the natural biodiversity of the landscape by compiting
comprehensive species Inventornes and implementing
long-term species monitoring programmes

- Continuous surveys of mammals, buds, reptles and
amphibians
. Facilitating scientific research by scientists and students

‘Community programme

To engage with the communities [iving in and around the
group's oil palm concesstons to reduce the negative
enwronmental impacts of their activittes and promote
sustainable use of natural resources

. Producing and distributing a senes of educational
leaflets about varnous 1ssues, for example hunting and
endangered species

. Running conservation education camps for children from
both the plantation and local village schools

Plantation programme

To monitor and reduce the environmental impact of the
plantation operations and the people living 1n and around it in
order to mamtain the integnty of the conservation reserves
and the quality of the environment

Monitoring the water quality of nvers

. Surveying the conservation areas for signs of
encroachment by pecple or invasive species
Managing a nursery of native frurt trees for ennching
the conservation areas and estate villages

RE.A Holdings plc Annual Report and Accounts 2013

27

MDA

4
5
-
&
£,
@
b1
a
a3

QSUBUJO}\OE}

sawaes [esusuy dneig

suawales |eouedy Auedwos

NEFY 40 BN




Strategic report
Sustainability

continued

The experiise of the REA Kon team 1s augmented and shared
through collaborations with both mternational and national
scientific institutions and non-governmental organisations
(*NGOs") In June 2013, a scientist from the Indonesian
Institute of Sciences ("LIPI") visited one of the group's newer
developments to conduct a baseline survey of amphibians and
reptiles (hetpetofauna) In addition to recording five species
that had not previously been detected within the group's
concessions, this collaboration also provided the REA Kon
ieam with valuable training 1n herpetofauna survey techniques
and species identification  The REA Kon team was also
fortunate to recewe six days of traiming i insect taxonomy and
survey methodologies from three scientists from the Natural
History Museum of London, who visited three of the group’s
concessions during November 2013 In an effort to maximise
the benefit of this traiming, representatives from the group’s
research audit team and a student and member of staff from
Mulawarman University in Samarinda were also invited to
participate

REA Kon continues to provide small grants and field
assistance to enable undergraduate students from local
urniversities to conduct final year research projects within the
group’s conservation reserves (n an effort te encourage a new
generation of scienhists to study the relationship between oil
palm and biodversity In 2013, twe undergraduate students
from a University in Jakarta (Universitas Nasional or “UNAS”)
conducted research projects on orang-utans and birds in one
of the group’s new development areas as part of this
programme

e ko PR S
- .Marbled cat, - "y
T T -

- ~ -

Biodiversity surveys of the group’s conservation reserves
conducted by both REA Kon and external experts have to date
revealed the presence of a total of 509 species, including 80
that are hsted on the International Union for the Conservation
of Nature's ("IUCN") Red List of Threatened Specres within
the categories of ‘“Near Threatened”, “Vulnerable’,
*Endangered” and “Critically Endangered” This includes 16
species (three mammals, seven birds, three reptiles and two
amphublans) that were recorded far the first time within the
group's concessions n 2013  Of particular note 1s the
Marbled cat (Pardofelis marmorata) which 1s listed as
"Vulnerable™ on the IUCN Red List and was recorded during
camera trap surveys in SYB's Satra estate and KM3

In 2013, the presence of crang-utans was recorded within the
conservation reserves of REA Kaltim, SYB and KMS as a
result of camera trap surveys, direct sightings and nest
surveys In an effort to monitor better the size of the orang-
utan population within the REA Kaltim conservation reserves,
two permanent transects were established along which REA
Kon now conducts orang-utan nest surveys each month The
sighting of an adult female orang-utan with her young, a
camera trap photo of a baby sun bear (Iisted as *Vulnerable”
on the IUCN Red List) and the sighting of a juvenile false
gharial (Iisted as *Endangered” on the IUCN Red List) and
Siamese crocodile (listed as *Cntically Endangered” on the
[UCN Red List) in the Senywr river are encouraging signs of
the ability of the group’s conservation reserves to support
healthy populations of these rare, threatened and endangered
species
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REA Kon's objective 15 to ensure that the species identified
within the group's concessions are able to inhabii this
landscape In the long term Maintaining the quality of the
habitat and reducing threats such as over-hunting and
pollution are crucial «f this 1s to be achieved The water quality
of rivers that flow through the conservation reserves, as well
as other key environmental parameters that indicate the health
of these habitats, are monitored on a monthly basis The
boundanes of the conservation areas are also monitored on a
regular basis to check that they are clearly marked and to
provide an early warning system for encreachment into the
conservation areas by invasive species such as the ground
cover crop Macuna bracteata or by human activities

Preventing local communities from logging and cleanng
porticns of the conservation reserves for culbivation 1s a
consiant challenge and REA Kon 1s aware of locations where
encroachment has occurred It 1s recognised that a concerted
effort 1s now neeced to map accurately these areas and
develop a programme of work to restore this habitat where
feasible An underlying driver of encroachment 1s the
perception of many loca! people that land that has not been
cultivated with oil palm 1s not being 'used’ by the group and 1s
therefore avarlable for exploitatron  REA Kon continues to
work on changing this perception by endeavoring to educate
and raise the awareness of local communities and ts own
employees about the value of maintaining natural habitat
within the landscape

REA Kon invites children from both the estate and other local
schools ta participate in weekend long conservation education
camps, which aim to educate and enthuse the participants
about the iImportance of protecting the conservation reserves
and the species that inhabit them A new mitiative for 2013
was the inclusion of a course on conservation in the extra-
curricular "Boy Scout” programme at two of the group's
scheols It 1s also crucial that the group's employees are
aware of the value of the conservaiion reserves and this topic
15 Included in the syllabus for the group's cadet traiming
programme

In 2009, REA estabhished Yayasan Ulin (*YU"), a charitable
foundation now registered 1n both the UK and Indenesia,
which aims to contribute to the conservation of hatutats in
East Kakmanian that are of importance for biodiversity but are
currently unprotected The majonty of YU's activities io date
have focused on the Mesangat wetlands in Kutar Timur
disinct, East Kalimantan This valuahle wetland ecosystem,
which 1s known to support a number of Cnitically Endangered
and Endangered spectes, overlaps with and extends into the
landscape surrounding the CDM concession

Responsible agricultural practices

The group operates a zero burming policy In relation to land
development and, in dry periods, mantains active fire patrols in
an effort to imit the rnsks of accidental fires

Ensuring that the group's operations do not poliute the local
watercourses s a high priorty Failure to do so would reduce
the quahity of the river water on which the group depends to
process the ol palm fruit in the mill and for domestic
consumphion, damage a sensitive ecosystem and create
conflict with local communities, the majonty of whom are niver
dwelling The greatest nsk of pollution s from palm ol mill
effluent (“POME") and leachates from fertilisers Untreated
POME has a high Biological Oxygen Demand (“BOD"), which
means it can kill the natural flora and fauna of aquatic
ecosystems by starving them of oxygen The group does not
discharge any POME into rivers

Since 2010, a portion of the fresh POME has been combined
with empty fruit bunches from the o palm mills and
composted The process takes several weeks and involves
reqularly mixing and macerating the waste products to
encourage biodegradation The resultant compost has a
valuable nutnent content

The remainder of the group's POME 1s ether digested in a
series of open anaerobic ponds or in the methane capture
facihties Treating the POME in this way reduces the BOD,
thus imiting the negative environmental impact this waste
would have if it were to enter a natural watercourse by way of
leaching or a spillage  Once treated, the POME 1s either mixed
with the fresh POME used for composting or pumped to flat
beds located between rows of ol patm, where it acts as an
organic fertiliser The BOD of the treated POME 15 tested on
a monthly basis to ensure that it 1s below the legal kmit for
land application in Indonesia.
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Strategic report
Sustainability

continued

Terracing in steep areas and maintenance of buffer zones of
natural vegetation atong watercourses are designed te
preserve moisture, and prevent run-off and leachates from
organic and inorganic fertiisers from entering rvers In 2014,
the group intends to trial the use of Vetiver grass
(Chrysopogon zizanioides), which is used in many parts of the
world to stabiise soil, reduce run-off and clean polluted water
This grass will be planted along the boundanes between the
conservation reserves and the oil palm areas, in steep areas
and afong the banks of the POME ponds as a further
safeguard against soll erosion and water polluhion

Barriers and ditches have been builf around the perimeter of
the composting sites and the open ponds to prevent run off
duning heavy rainfall from reaching the rivers

Levels of fertiiser application are hased on the results of
analyses of the nutnent content of ail palm frond samgles
The group aims to keep inputs of inorganic fertilsers to a
minimum as this helps to reduce costs and minimise the nsk
of water pollution by way of run-off or leaching Macuna
bracteata, a cover crop which fixes nitrogen in the soil, 1s
ptanted extensvely throughout the group’s plantations in an
effort to prevent soil erosion, im:t the spread of noxious
weeds and minimise inputs of inarganic nitregen fertthser
Use of inorganic fertiliser 1s further reduced by the
composting programme  The area in respect of which
compost was substituted for inorganic fertiliser across the
group’s operations in 2013 amounted to 11,082 hectares
{2012 8,654 hectares}

The group has a long established system of Integrated Pest
Management (tPM"), which 1s designed to optim:se natural
pest control and imit the need to use chemical pesticides
tPM measures include planting vareties of flowering plants
which are known to support the natural predators of the key
ol palm pests, such as bagworm and caterpillars Where
chemical pest control 1s necessary, the group takes
precautions to minimise the risks to humans and the
emvironment  From June 2013, the group ceased to use the
herbicide Paraquat in any of its operations  Whilst the group’s
expenence suggests that, with the proper precautions,
Paraquat can be used safely, it i1s recognised that stakehalders
are increasingly concerned about the potential for improper
handling of this herbicide to endanger the health of workers
Mindful of this, the group has replaced Paraguat with a
glufosinate ammonium based aliernative which 1s less
hazardous

Carbon efficiency

Qver the last three years, the group has made sigrificant
advances wn 1is ability to monitor and reduce the intensity of its
greenhouse gas (“GHG") emissions and was one of the first
palm oll preducers to publish a detailled and scientifically
ngorous carbon footprint report. The full report, available on
the group's website (www rea co uk), contains calculations of
GHG emissions mn lonnes of carbon dioxide equivalent for
each of the three years 2011 to 2013 with a detailed
explanation of the methodology used to estimate the group’s
GHG emissions Repeating the cafculations on an annual
basis will allow progress in reducing the group’s GHG
emissions to be monitored The calculations and explanatory
details are summansed under "Greenhouse gas emissions”
the Directors’ repert below

Land use change, which remains the largest source of GHG
emissions from the group, increased between 2011 and 2013
hecause additional iImmature areas reached maturity and
started to supply FFB to one of the mills included withun the
scope of the group’s carbon footprint However, significant
reductions in methane emissions from POME (the second
largest source of the group's GHG emissions) were achieved
in 2013 through the operation of the methane capture
faciities commissioned dunng 2012

Each methane capture facility 1s adjacent to an existing ol mill
and 13 based around a lagoon sealed by a cover fabncated
from high density polyethylene sheeting After inthial cooling,
POME passes to the lagoon, which 1s equipped with a liquid
agitation sysiem designed to accelerate the anaerobic
digestion of the effiuent The methane released dunng the
digestion process 1s captured under the lagoon cover, passed
through a biological scrubber and erther used to fuel bicgas
powered generators or flared off if surplus to requirements
Bath methane capture facilities have qualified as United
Nations Framework on Climate Change (UNFCCC) small
scale Clean Development Mecharism (COM) projects

Methane 1s a potent greenhouse gas and the effect of the
methane capture facilities was that between 2011 and 2013,
GHG emissions assoctated with the anaerobic digestion of
POME decreased by over 80,000 tonnes of carbon dioxide
equwalent, despite the fact that the GHG emissions
associated with the treatment of POME in ¢pen ponds at the
group's newest all mill, which does not yet have a methane
capture facility, were included in the scope of the carbon
footpnint for the first time 1n 2013
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Not enly do the methane capture facilities reduce GHG
emissions of methane but, by converting captured methane

to electrncity, they also reduce the use of diesel powered
elecincity generators, thus further reducing GHG emissions
However, total GHG emissions associated with the use of fuel
for electricity generators increased between 2011 and 2013
due to the inclusron of the group’s newest oll mill in SYB
within the boundary of the carbon footprint calculation for the
tirst tme 1In 2013 This mull and certain operational and
damestic buildings in SYB continue to use diesel powered
generators to meet therr electneity demands as they are not
yet connecied to the iternal gnd that supplies renewable
electricity from the methane capture facilities to the group’s
operations It 13 intended that the connection to the internal
gnd will be made in 2014 and this should improve the position
regarding carbon dioxide ermssions from electricity generators
going forward

Sources of GHG emissions and sequestration
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In 2013, the two methane capture facilities produced nearly
156 mitlion kilowatt hours of green electnaity (2012 86
million) This 15 equivalent to the average annual electneity
consumption of over 3,600 households in the UK Moreover,
the full potential of the methane capture facilities to provide
clean energy to the group’s operations and the surrounding
communities has yet to be realised It 15 hoped that the
collaboration with the Indonesian national elecincity company
descrnbed under "Operational efficiency™ in *Agriculturat
operations” above will provide fecal communities in the vicinity
of the group's operations with access to electncity generated
by the facilities

Photosynthests

N

j

A

.

o

Tt%‘*
N
:
A g
oy
flﬁ
L4

k!

Transport

Processing

RE.A Holdings plc Annual Report and Accounts 2013 3 1

MOIAIDAD

W
&
o
]
o

o,
3]
-
[+

h-]
2
3

asu BUJBAOS

sjuowalels el dnoigy

spuBWoLes [BloueLy Auedwo?)

Woy jo amoN




=
Strategic report

Finance

Accounhting policies

The group has, for several years, reported in accordance with
International Financial Reporting Standards (*IFRS) and
presented its financial statements in dollars 1t continues to do
so However, the company has hitherto prepared its individual
financial statements in sterkng and in accordance with UK
Generally Accepted Accounting Practice (‘UK GAAP™)
Following recent announcements about expected changes to
UK GAAF, the company has concluded that it would be
sensible to produce its accounts under IFRSand to align its
presentational currency and basis of accounting with those of
the group Accordingly, the company's individual financial
statements for 2013 are presented in dollars and have been
prepared in accordance with IFRS  Comparative figures for
2012 have been restated onto a consistent basis and a
reconciliation between the restated figures and those
previously published 1s provided in note (xix) to the company
financial statements

For the group, the IFRS accounting policy relating to biological
assets (compnsing od palm plantings and nursenes) s of
particutar importance  Such assets are not depreciated but
are instead restated at fair value at each reporting date and
the movement on valuation over the reporting pertod, after
adjustment for additions and disposals, 1s faken to income
Deferred tax is provided or credited as appropriate in respect
of each such movement

As in previous years, the fair value of the biclogical assets at
31 December 2013 has been denved by the directors on a
discounted cash flow basis by reference to the FFB projected
to be harvested from the group’s oil palms over the full
remaining productive lives of the palms and an estimaied
profit margin per tonne of FFB so harvested Such estimated
unit margin I1s based on an average of historic FFB profit
margins for the 20 years to 2013 buffered to restrict the
imphed annual movement in such estimated unit margin to 5
per cent and to prevent any change in estimated unut margin
that runs contrary to the trend in current margins  For this
purpose, the histone profit margin for each applicable year has
been denved either irom the budgeted unit cost of FFB
production and the actual histonc average of CPO prices
(FOB Port of Samannda and net of export duties) for such
year or, for earlier years for which such detalled information 1s
not available, an appropriate estimate of the historic profit
margin for the year

The drscount rates used for the purposes of the biological
asset revaluation at 31 December 2013 were 15 per cent for
ihe estates owned by the company’s two principal subsidianes,
REA Kaltim and SYB, and 18 per cent for all other group
companies {2012 15 per cent for REA Kathm and SYB and
18 per cent for all other group companies)

32

The directors recognise that the IFRS accounting policy in
refation to biological assets may have thecretical merits in
charging each year to income a proper measure of capital
consumed but it has always been a concern to the directors
that no estimate of fair value can ever be completely accurate
and that, in the case of the group's biological assets, small
differences in valuation assumptions can have a quite
disproportionate effect on the biological gains or losses
reflected in profits  The directors therefore welcome
proposals by the International Accounting Standards Board to
amend IAS 41 (the standard that imposes the current policy
on hiclogical assets) in a way that would, for plantation
companies, permit reversion substantially to the accounting
policies that were applied to biological assets pror to the
introduction of IAS 41 whereby such assets were accounted
for as properiy, plant and equipment  This would mean that, in
the group income statement, the annual movement on the far
value of biological assets would be replaced by an annual
depreciation charge

The brological assets in the group balance sheet ai 31
December 2013 amounted to $288 millon An increase or
reduction of $5 per tonne in the estimated profit margin used
for the purpose of the valuation {namely $58 0 per tonne of
FFB) would increase or reduce the valuation by agproximately
$26 5 million

Group results
Revenue, operating profit and profit before tax reported by the

group for 2013, with comparative figures for 2012, were as
follows

2013 2012

$'m Fm

Revenue 1105 1246
Operating profit 281 378
Frofit before tax 252 3086

The results reflect the impact of the village disruptions of
2012 and early 2013 discussed under “Community relations”
in “Sustainabiity” above These caused a loss before tax for
the first half of 2013 of $26 million Good progress was
made in restonng production, and therefore, profitability, to
more acceptable levels duning the second half of 2013 This,
coupled with firmer CPO and CPKO prices wn the closing
months of 2013 and the foreign exchange gains referred to
below, produced a turnaround of over $27 million n profit
before tax in the second half resulting in the $25 2 million
profit before tax reported for the full year
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Whilst the willage disruptions were the most significant factor
in the reduced profits reported for 2013, the resulis were, of
course, also affected by the lower CPO prices prevaiing
during the year As noted under "The vegetable ol market
context” in “Introducton and strategic environment” above,
these averaged $856 per tonne, CIF Rotterdam, over 2013
against just under $398 per tonne in 2012 The consequent
lower average selling prices realised for the group's
production were the principal reason for the fall in revenue
from $124 6 millon 1n 2012 {0 $1105 million in 2013
although the cessation of coal sales, which accounted for $2 5
millien of revenue in 2012, was a minor contributory factor

Cost of sales at $699 milion related entirely {o the
agncultural operations and compares with $59 5 milion in
2012 (afer excluding from the 2012 total cost of sales of
$65 6 million, the $4 1 million attnbutable to the coal
operations) The increase reflected a higher levet of
purchases of third party FFB and a substantial increase in
labour costs duning 2013 (following a provincial government
mandated increase of 49 per cent in the East Kalimantan
mirimum wage), with the latter offset to an extent by the fall in
the value of the Indonesian rupiah against the dollar that
occurred during 2013

Further development of the group's plantations resulted in a
net gain from changes in the fair value of biological assets of
$7 1 milion (2012 $6 O million} while the gain ansing from
changes in the fair value of agncultural produce inventory

($0 5 million against a loss of $5 7 million in 2012) reflected a
closing ventory not markedly different from the opening,
valued at shghtly hugher unit prices

Admirustrative expenses for 2013 amounted to $189 million
Although this figure was almost the same as that reported for
2012, within the total there were a number of matenal
movements These included higher costs due to the
expanded area under cuttivation {resulting 1n an increased
amount alfocated as an addition to biological assets), inflation
in Indonesian personnel costs for the same reasons as those
described above In relation to cost of sales, costs related to
the runming down of the discontinued coal operations,
additional staffing costs in the UK (but with commensurate
savings In Indonesia) and one off costs associated with the
establishment of REA Kaltim as the holding company for all of
the group's agniculiural operations

Betore deduction of the finance cost component added to
biological assets and assets under construction, finance costs
tor 2013 amounted to $7 2 milllon (2012 $125 million) The
2013 costs benefited from credits of $6 3 millon of exchange
gains in respect of Indonesian rupiah denominated loan
balances following the already mentioned fall in the
Indonestan rupiah against the dollar during 2013 as well as
$1 9 milhon of gains on denvative financial instruments
hedging sterling habihties against the dollar net of losses on
the hedged liabilities Interest cover for 2013 (measured as
the ratio of earnings before interest, tax, depreciation and
amortisation, biological gain) was 34 (2012 31)
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Tax charged against profit for 2013 amounted to $12 5 million
(against $129 million 1n 2012) This represented a group tax
rate of 497 per cent {2012 421 percent}) Asin 2012, the
relatively high rate reflected Indonesian withholding tax
ncurred on intra-group dividends between the Indonesian
subsidiaries and the UK parent group and the group’s decision
not to take credit for deferred tax on losses of the coal
operations {(bemng losses that could not be offset against the
profits of the agricultural operations} In addition, in 2013,
prior year adjustments {in part relating io changes in tax rates)
resulted in an overall charge of $2 3 milion

At the after tax level, profit fell to $127 milhon (2012 $17 7
milkon) while profit attnbutable to ordinary shareholders was
$5 5 milhon against $11 3 millon  Earnings per share
amounted to US15 8 cents (2012 US33 0 cents)

A further impact irom the fall in the Indonesian rupiah against
the dollar during 2013 15 reflected n a deferred tax charge of
$153 milien in the conschdated statement of comprehensive
income This charge arises from the reduction on conversion
1o dollars of the Indenesian rupiah tax wntten down values of
Indonestan non-current assets thereby increasing the
unrealised taxable gain reflected in the dollar carrnying values
of those assets and thus the prospective hability to future tax
The consolidated statement of comprehensive income also
includes a charge of $12 3 million for exchange differences
on translation of foreign operations  This relates principally to
movements in the dollar values of Indonesian rupiah and
stering denominated non-monetary assets

The group's target long term average annual return on
adjusted equity is 20 per cent The return achieved for 2013
was 7 per cent (2012 11 per cent)

Appeals by both REA Kathm and the Indonesian tax
authorities remain pending with the Indonesian Supreme
Court in respect of decisions by the Indonesian Tax Court in
2012 on disputed elements of a 2006 Indonesian assessment
of tax payable by REA Kaltm REA Kaltim's appeal against an
Indonesian assessment of tax on its 2008 profits also
continues The 2008 assessment seeks to deny tax rehef
claimed in respect of mark to market losses on cross currency
interest rate swaps entered into by REA Kaltim to hedge,
against dollars, the group’s sterhing hability in respect of part of
the group’s outstanding & 5 per cent sterling notes 2015/17
Hearing of the appeal against the 2008 assessment was
completed in October 2012

The 2006 and 2008 disputed tax assessments were both
pad In full ahead of the appeals The group has provided In
full against those components of the 2006 assessment as
respects which REA Kaltim 1s appealing findings agamnst it by
the Tax Court and in full against the 2008 assessment No
credit has been taken for interest due REA Kaltim on tax
repayments already receved in relation to the 2006
assessment as such interest will only become payable after
receipt by REA Kaltim of final judgement irom the Supreme
Court confirming the repayments concerned
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Strategic report

Finance
continued

Dividends

The fixed semr-annual dividends on the S per cent cumulative
preference shares that fell due on 30 June and 31 December
2013 were duly paid An intenm dwidend in respect of 2013
of 3%p per ordinary share was paid in January 2014 and the
directors recommend the payment of a final dvidend in
respect of 2013 of 3%p per ordinary share to be paid on 26
July 2014 to ordinary shareholders on the register of
members on 4 July 2014 The total dvidend payable per
ordinary share duning 2014 in respect of 2013 will thus
amount to 7'4p This compares with the total paid during
2013 i respect of 2012 of 7p In addition, the company
made a capitahsation issue of 2,105,116 new preference
shares to ordinary shareholders on 25 October 2013 on the
basis of 3 new preference shares for every 50 ordinary shares
held (2012 2,004,872 new preference shares on the basis of
3 new preference shares for every 50 ordinary shares held)

The development of the group's agncultural operations
continues to require major capital expendriure and the need to
fund this expenditure constrains the rates at which the
directors feel that they can prudently declare, or recommend
the payment of, ordinary dwvidends They beheve that
capitahsation 1ssues of new preference shares to ordinary
shareholders provide a useful mechanism {or augmenting
returns o ordinary shareholders when demands on cash
resources imit the scope for payment of cash dvidends The
directors will consider a further such 1ssue during 2014 if they
feel that this 1s merited

Looking forward, if, as 1s planned, REA Kaltim becomes listed
on the Indonesia Stock Exchange, it 1s expected that the
future planned expansion of the agricultural operations will
permit REA Kaltim ta distribute each year around one third of
its after tax profits The directors then intend that the
company should adopt a policy of disinbuting to its ordinary
and preference sharehelders a large proportion of its share of
the REA Kaltim dividends

Capntal structure

The group 1s financed by a combinatton of debt and
shareholder funds Total shareholder funds tess non-
controlling interests at 31 December 2013 amounted to
$297 4 millkon as compared with $313 0 million at

31 December 2012 Non-controlling interests at

31 December 2013 amounted to $20 million {2012 $20
million)

In May 2013, 1,670,724 new ordinary shares were 1ssued for
cash at a pnee of 425p per share by way of a placing to raise
£6 & milhon net of expenses This 1ssue was followed in
October 2013 by the 1ssue of a further 2,105,116 new
preference shares by way of capitalisation of share premum
account pursuant to the capiialisation issue to ordinary
shareholders referred to under *Cividends” above

Also i May 2013, the company obtained shareholder
authonty to buy back hmited numbers of ordinary shares into
treasury with the intention that, once a holding of a reasonable
size has been accumulated, the holding be placed with one or
more investors To date 25,000 ordinary shares have been
acguired pursuant to the buy back authonty These are
currently held in treasury

tn November 2013, the company purchased for immediate
cancellation $8,678,175 nominal of 7 5 per cent dollar notes
2012714, of which $3,175 nominal were held by a substdiary
campany

Following these transactions, group indebtedness and related
engagements at 31 December 2013 amounted to $1589
million against which the group held cash and cash
equivalents of $34 5 million  The composition of the resultant
net indebtedness of $164 4 milion was as follows

$'m
7 5 per cent dollar notes 2012/14
(*2014 dollar notes™ {($6 3 mill:on nominal) 60
7 5 per cent dollar notes 2017
(*2017 dollar notes™ ($34 0 milhon nominal) 334
G 5 per cent guaranteed sterling notes 2015/17
(*sterling notes") (€34 5 million nominal) 857
Hedge of the principal amount of £29 million
nominal of the sterling notes 65
indonesian term bank loans 663
Drawings under working capital ines 310
1988
Cash and cash equivalents (345)
Net indebtedness 1644

The group has no maienal contingent indebtedness save that,
in connection with the development of oil palm plantings
owned by village cooperatives and managed by the group, the
group has, as noted under “Smallholder schemes® in
“Sustamatility” above, guaranteed the bank borrowings of the
cooperatives concerned The outstanding balance of these at
31 Becember 2013 was equwvalent to $8 1 million

The 2014 and 2017 dollar notes are unsecured obligations of
the company The 2014 dollar notes are repayable on

31t December 2014 and the 2017 dollar notes on 30 June
2017 The sterling notes are 1ssued by REA Finance BV, a
wholly owned subsidiary of the company, are guaranteed by
the company and another wholly owned subsidiary of the
company, REA Services Limited (*REAS"), are secured
principally on unsecured loans made by REAS fo Indonesian
plantation operating subsidianes of the company and, save to
the extent previously redeemed or cancelled, are repayable by
three equal annual instalments commencing 31 December
2015
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During 2007 and 2008, the group entered into three
long-term sterling dollar debt swaps to hedge against dollars
the sterling habdity for pnncipal and interest payable in respect
of the entwe onginal iIssue of the sterling notes (but, in the
case of interest, only as respects interest payments falling due
up to 31 December 2015) All three swap agreements
contamed provisions for early termination (at the option of
ether party to each swap) Exercise of such provisions by
mutual agreement in respect of one of the swaps resutted In
the closing out of the hedge of £8 milion nominal of sterling
notes in September 2013 The remaining two swaps continue
to hedge £29 million nominal of sterling notes  As the
remarning life of the sterling notes 1s now much less than
when the swaps were oniginally contracted, the group has no
plans to replace the terminated swap but will simply run the
resultant sterling dollar exchange rate expasure

Indonesian term bank loans comprise facilities provided by an
Indonesian bank, PT Bank DBS Indonesia ('DBS™), to REA
Kaltim and SYB under which drawings at 3t December 2013
amounted to the eguivalent of, respectively, $37 5 milion and
$287 million The REA Kaltim facility 1s an indonesian rupiah
denominated amortising term loan of up to Rp 700 billion
($57 4 million), secured on certain assets of REA Kaltim and
guaranteed by the company The SYB facility 1s an Indonesian
ruptah denominated amortising term loan of Rp 350 billion
{$28 7 million} (fully drawn) secured on the assets of SYB and
guaranieed by the company and REA Kalbm The aggregate
outstanding balance of the REA Kaltim loan at 31 December
2013 1s repayable as follows 2014 $19 millon, 2015 $38
mithon, and 2016 and thereafter $31 9 millon The
aggregate outstanding balance of the SYB loan at 31
December 2013 1s repayable as follows 2014 $50 milkon,
2015 3215 milon, and 2016 and thereafter $287 millon

Group cash flow

Group cash inflows and outflows are analysed in the
consolidated cash flow statement Cash and cash equivalents
increased over 2013 from $26 4 mitiion to $34 5 million The
increase of $9 million (excluding the negative impact of $08
milhon from the effect of exchange rate movements)
principally represented the combination of a net inflow from
financing actwities and a net outflow on investing activities

As noted under *Group results™ above, operating profit for
2013 amounted te $28 1 milhon as compared with $37 8
milhon 0 the preceding year However, adjustments for the
non-cash components of operating profit and for movements
in working capital meanti that cash generated by operations for
2013 amounted to $19 4 million against the $55 1 million
reported for 2012 The reduction principally reflected the
lower operating cash flows consequent upon the reduced
results and a substantral reduction in payables following
settiement of momes due at the end of 2012n respect of the
construction of the group's third ot milt A reduction In taxes
pad from $16 2 million in 2012 to §7 1 millien was partially
offset by an increase in interest charges following the
additional borrowing taken on during 2013 As a result, cash
from operating activities for 201 3 amounted to $0 8 mitlion
aganst $32 5 million for 2012

investing activities for 2013 involved a net outflow of $335
milion (2012 $726 million} Thts represented new
investment totaling $34 0 million (2012 $73 0 mithon), offset
by inflows from interest and munor items of $0 8 milion (2012
$04 milion) The new investment comprised expenditure of
$288 milion {2012 $68 3 milhon) on further development ot
the group's agricultural operations, $4 3 milhon (2012 $20
milion} on land rights and tthing, and $0 9 million (2012 $38
milkon) on the stone and coal operations (concentrated on the
development of the stone concession}

The net cash inflow on financing actvities of $41 8 milhon
{2012 $362 million) was made up of net inflows of $105
million from 1$sue of new ordinary shares (2012 $6 5 million
from the 1ssue of new preference shares), $12 mithon from
the sale and repurchase of dollar notes (2012 $33 4 mdlion
from the 1ssue of new dollar notes and sale and repurchase of
dollar notes) and net additions to bank debt of $52 6 million
(2012 $254 milion) with outflows of $11 0 mdlion of
dividend payments (2012 $10 1 mullion), $8 7 mullion in
respect of US dollar note redemptions (2012 $190 million)
and $1 9 million in respect of the closing out of a derivative
financeal instrument (2012 $nil}

Liguidity and financing adequacy

As noted above, at 31 December 2013, the group held cash
and cash equivalents of $34 5 milhon  Although the village
disruptions of 2012 and early 2013 had a negative impact on
the group’s agricultural operations, relations with willages are
now much improved and the group can expect cash flows
from the agricultural operations to return to more normal
levels At 31 December 2013, the group had undrawn the
equivalent of $18 8 million under the DBS amortising term
loan faciity During 2014, the group has arranged a further
term loan with PT Bank UOB Indonesia (*UOB") for an amount
equivalent to $32 8 million
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Strategic report

Finance
continued

Current crop projections suggest thai, apari from expanding
the capacity of the group's newest oif mill from 40 to 80
tonnes of FFB per hour, no further expenditure on milling
capacity wilt be required until work commences on the
construction of a fourth mill now projected to be brought into
production in 2018

As a result, group capital expenditure can, for the Immediate
future, be cencentrated on extension planting and on the
provision of the additional estate bulldings and general plant
and equipment that become needed following any expansion
of the group's planted hectarage This will involve the group in
contmuing caprtal expenditure for several years to come but
the directors will set the extension planting programme at a
level that they reasonably expect that the cash resources
available to the group can support This should ensure that
cash avaitability remains adequate to meet the group's
commiments

Some further capital expenditure will be required n 2014 1n
setting up quarrying operations on the group's stone
concession but the directors expect that this will be Imited
and that the quarry will rapidly become cash generatve Once
mining operations on the group’s coal concession are fully
resumed, the directors also expect that those concessions will
start returning cash to the group

The group's financing 1s matenally dependent upon the
contracts governing its indebtedness Under the terms of
those contracts, there are no restrictions on the use of group
cash resources or existing borrowings and facilities that the
directors would expect matenally to impact the planned
development of the group Under the terms of the DBS
working capital ine and amorlising loan facilties, REA Kaltim
and SYB are restricted io an extent in the payment of interest
on borrowings from, and on the payment of dvidends to, other
group companies PBdJ s subject o similar restrictions under
the recently arranged UOB loan facility The directors do not
believe that the applicable covenants will affect the ability of
the company to meet its cash obhgations

The group's ol palms frust continuousily throughout the year
and there 1s therefore no material seasonality in the funding
requirements of the agncultural operations in their ordinary
course of business It 1s not expected that development of the
stone and coal operations will cause any material swings in
the group’s utiisation of cash for the funding of its routine
activities

36

Financing policies

The directors believe that, in order to maximise returns to
holders of the company's ordinary shares, a proportion of the
group’s funding needs should be met with prior ranking
capital, namely borrowings and preference share capital The
latter has the particular advantage that i represents relatively
low nsk permanent capital and, to the extent that such capital
15 avallable, the diwectors believe that it is to be preferred to
debt

Insofar as the group does have borrowings, the directors
believe that the group’s inlerests are best served if the
borrowings are struciured to fit the matunty profile of the
assets that the borrowings are financing  Since ol palm
plantings take nearly four years from nursery planting to
matunty and then a further perod of three to four years to full
yield, the directors aim to structure borrowings for the group's
agncultural operations so that shorter term bank debt is used
only to finance working capital requirements, while debt
funding for the group's extension planting programme (s
sourced from 1ssues of medium term listed debt secunties and
borrowings from financial institutions

The directors beleve that the group's existing capital structure
15 consistent with these policy objectives but recognise that
the planned further development of the group, and the
inevitable shortening of the matunty profile of the group's
current indebtedness caused by the passage of time, mean
that further action will be required to ensure that the group’s
capital structure continues to meet the objectives  Specifically,
the directors consider that it will be prucdent, when market
conditions permit, to retire existing shorter dated debt and to
replace It with preference share capital or debt of a longer
tenor

Whilst the group's extension planting programme can always
be scaled back, once areas have been planied with ol palms,
some or all of the benefits of the investment made In such
areas will be lost if the areas are not maintained Commodity
markets are inherently volatile and the directors believe that it
15 prudent for the group to have avallable some cash cushion
to ensure that when new areas are planted, those areas can
be brought to matunty even f CPO and CPKO prices fall The
wvillage disruptions of 2012 and early 2013 did mean that
internal cash flows over that period were lower than the
dwectors had onginally expected and, with largely maintained
development expenditure, this did lead to some depletron of
quidity reserves The May 2013 placing of ordinary shares
(referred to under “Capital structure” above) restored the
reserves to a more comfortable level
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Net debt at 31 December 2013 was 55 2 per cent of total
shareholder funds agatnst a level of 43 & per cent at

31 December 2012 The directors intend at least to maintain
the overall amount of the group’s prior ranking capital (other
than short term borrowings under working capital ines) but
would expect that, with growth in the net assets attnbutable to
ordinary shareholders, prior ranking caprtal will, over time, fall
as a percentage of ordinary shareholder funds  If debt
continues over time to be replaced by preference capital, net
debt as a percentage of shareholder funds may be expected
to fall fo an even greater extent Moreover, If, as 1s hoped, the
group proceeds with its planned public offering in Indonesia of
a minorty shareholding in REA Kaltim, the ratios of prior
ranking capital to ordinary shareholder funds and of net debt
to equity will be further reduced

The sterling notes and the two seres of dollar notes carry
interest at fixed rates of, respectwely, 95 and 7 5 per cent per
annum Interest is payable by REA Kaltm and SYB under the
DBS amortising term loans and the working capdal ine and by
FPBJ under the new UGB term loan at floating rates equal to
Jakarta Inter Bank Ofiered Rate plus a margin  As a policy,
the group does not hedge its exposure to floating rates but,
insofar as 1s commercially sensible, borrows at fixed rates A
one per cent increase in the floating rates of interest payable
on the group's floating rate borrowings at 31 December 2013
would have resulted in an annual cost to the group of
approximately $873,000 (2012 $522,000)

The group regards the dollar as the functional currency of
most of its operations and formerly sought to ensure that, as
respects that proportion of its investment in the group's
cperations that was met by borrowings, it had no matenal
currency exposure aganst the dollar  Accerdingly, where
borrowings were incurred in a currency other than the dollar,
the group endeavoured to cover the resultant currency
exposure by way of a debt swap or other appropnate currency
hedge The recespt by REA Kaltm during 2011 of an
Indonesian tax assessment on its 2008 profits seeking to
disallow, for tax purposes, losses on currency hedges (as
referred to in “Group results” above) called into question this
pohey and the group has since decided (at least unti such
time as the disputed tax 1ssue 13 clanfied) not to take out any
further hedges aganst dollars of non-dollar borrowings  The
group has never covered, and does not (ntend in future to
cover, the currency exposure m respect of the component of
the investment n 1ts operations that 1s financed with sterling
denominated shareholder capital

The group’s policy is to maintam a cash balance n sterling
sufficient to meet its projected sterling expenditure for a
period of between six and twelve months and a Imited cash
balance in Indonesian rup:ahs
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37

MO IMOAO

n
z
o
-
=
3
o
L]
o
=)
=
©
E)

BOUBLITACL)

SjUdWae)s [EnueLy dnoig

sjuawe|es jeoueu Avedwan

WOV j0 2010y




]
Strategic report

Risks and uncertainties

The group's business involves nsks and unceriainties
Identrfication, assessment, management and mifigation of the
nsks associated with environmental, social and governance
matters forms part of the group's system of internal contral for
which the board of the company has ultimate responsibility
The board discharges ihat responsibility as described in
Corporate governance below

Those nsks and uncertainties that the directors currently
consider to be matenal are descnbed below There are or may
be other nisks and uncertainties faced by the group that the
directors currently deem immaterial, or of which they are
unaware, that may have a material adverse impact on the group

Matenal nsks, related policies and the group’s successes and
failures with respect to environmental, social and governance
matters and the measures taken in response to any fallures
are descnbed in more detal under "Sustainabibity” above

Risk Potential impact

Where risks are reasonably capable of mitigation, the group
seeks {o mitigate them Beyond that, the directors endeavour
to manage the group's finances on a basts that leaves the
group with some capacity to withstand adverse impacts from
identified areas of risk but such management cannot provide
insurance against every possibie eventuality

Risks cf possibly special significance are the nsks detailed
below under “Commumity relations” and “Regulatory
exposures” with the former nsk thought to be reducing as
detalled under “Community relations” in “Sustainability” above
but the tatter nsk continuing with particular reference to the
Indonesian government's recently introduced “use it or lose it”
policy in respect of registered titles to undeveloped land

This pohcy could result in registered hitles to the group's
undeveloped land areas being revoked although the diectors
do not believe that this will happen i development of such
areas proceeds as planned

Mitigating or other
relevant considerations

Agricultural operations

Climatic factors

Matenial vanations from the norm in
climatic conditions
potential revenue

A loss of crop or reduction in the
quality of harvest resulting in loss of

Over a long perod, crop levels should
be reasonably predictable

Unusually low levels of rainfall that lead to
a water avallability below the minimum
required for the normal development of the
ol palm

the water deficit

A reduction in subsequent crop levels
resulting i loss of potential revenue,
the reduction 1s Tikely to be broadly
proporional to the cumulative sze of

Operations are located In an area of
high rainfall

Overcast condifions

Delayed crop formation resutting in
loss of potential revenue

Normal sunshine hours in the location
of the cperations are well suited fo the
cuftwation of ol palm

Low levels of ranfall disrupting nver
transport or, 1n an extreme situation,
bringing 1t 10 a standstill

Inability to obtain delivery of estate
supplies or to evacuate CPO and CPKO
(posstbly leading o suspension of
harvesting)

The group 1s developing alternatve routes
to and from its estates (ncluding licences
1o access third parly owned roads and
establishment of a permanent downstream
loading facility)

Cultivation risks

Pest and disease damage to ol palms and
growing crops

A loss of crop or reduction in the quality
of harvest resulting in loss of potential
revenue

The group adopts best agncultural practice
to limit pesis and diseases

Other cperational factors

Shortages of necessary inputs to the
operations, such as fuel and fertiliser

Disruption of operaitons or ncreased nput
costs leading to reduced profit margins

The group maintans stocks of necessary
Inputs to provide resilience and 1s investing
to improve its self-reltance in relation to
fuel and fertiliser

A hiatus in collection or processing of
FFB crops

38

FFB crops becoming rotten or over-npe
leading etther to a loss of CPO production
(and hence revenue) or to the production
of CPO that has an above average free
fatty acid content and 1s saleable only at

a discount to normal market prices
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The group endeavours to maintain
resilience i its palm oil mills with each of
the mills operating separately and some
ability within each mll to switch from
steam based to biogas or diesel based
electncity generation




Risk

Potential impact

Mdigating or other
relevant considerations

Other operational factors

Disruptions 1o niver transport between
the main area of operations and the Port
of Samarinda or delays in collectian of
CPO and CPKO from the transhipment
terminal

The requirement for CPO and CPKO
storage exceeding available capacity
and {orcing a temporary cessation in
FFB harvesting or processing with a
resultant loss of crop resulting in a loss
of potential revenue

The group's bulk storage facilies have
substantial capacity and further storage
facilities are afforded by the fleet of barges.
Together, these have hitherto always proved
adequate to meet the group's requirements
for CPO and CPKO storage

Qccurrence of an uninsured or inadequately
insured adverse event, certain nsks (such
as crop loss through fire or other perils), for
which insurance cover 1s erther not available
or 15 considered disproportionately
expensive, are not insured

Matenial loss of potenbial revenues or
clams agamnst the group

The group maintains insurance at levels
that it considers reasonable against those
nsks that can be economicatly nsured and
mibigates uninsured nsks to the extent
reasonably feasible by management
practices

Produce prices

Vaolatility of CPO and CPKO prices which
as pnmary commodities may be affected
by levels of world economic actmty and
factors affecting the world econamy,
including levels of inflation and interest
rates

Reduced revenue from the sale of CPO
and CPKO production and a consequent
reduction in cash flow and profit

Price swings should be moderated by the
fact that the annual oilseed crops account
for the major proportien of world vegetable
ol production and preducers of such crops
can reduce or increase their production
within a relatively short tme frame

Restriction on sale of the group’s CPO and
CPKO at world market prices including
restnctions on Indonesian exports of palm
products and imposition of high export
duties (as has occurred in the past for
short penods)

Reduced revenue from the sale of CFO
and CPKO production and a consequent
reduction in cash flow and profit

Above average CPO and CPKO prices in
recent years did not lead to a rermposttion
of export restrictions  Instead, the
Indonesian government has continued to
allow the free export of CPO and CPKO
but has introduced a sliding scale of duties
on exports which allows producers
economic margins

Distortion of world markets for CPO and
CPKO by the impesition of import controls
or taxes In consuming countnes

Depression of selling prices for CPO and
CPKG if arbitrage between markets for
compeling vegetable oils proves
insutficient to compensate for the market
distortion created

The imposition of controls or taxes on CFPO
or CPKO in one area can be expected to
resukt In greater consumption of alternatve
vegetable oils within that area and the
substitution outside that area of CPO and
CPKO for other vegetable oils

Expanston

Failure to secure in full, or delays in
securing, the land or funding required for
the group’s planned extension planting
programme

Inability to complete, or delays in
completng, the planned extension planting
programme with a consequential reduction
in the group's prospective growth

The group holds substantial fully titled or
allocated land areas suitable for planting

It works continucusly to obtain and
maintain up to daie permits for the
planting of these areas and aims to
manage s finances to ensure, in so far as
practicable, that it will be able to fund the
planned extension planting programme

A shortfall in achieving the group's planned
extension planting programme impacting
negatwely the annual revaluation of the
group's biclogical assets

A reduction in reported profit and a
possible adverse effect on market
perceptions as to the value of the
company's secunties

Movements on the annual revaluation of
ihe group's biological assets do not affect
the grovp's underying cash flow
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Strategic report

Risks and uncertainties

continued

Risk

Potential impact

Mitigating or other
relevant considerations

Environmental, social and governance practices

Failure by the agneultural operations to
meet the standards expected of themas a
large employer of significant economic
importance to local communities

Reputational and financial damage

The group has established standard
practices designed 1o ensure that it meets
its obhgations, monitors performance
against those practices and investigates
thoroughly and takes action to prevent
recurrence In respect of any falures
identified

Criticism of the group's environmental
practices by conservation organisations
scrutinising fand areas that fall within a
region that in places includes substantial
areas of unspollt prmary rain forest
inhabited by diverse flora and fauna

Reputational and financial damage

The group is commutted to sustainable
development of ol palm and has obtaned
RSPO certification for most of its current
operations All group ol palm plantings are
on land areas that have been previously
logged and zoned by the Indonesian
authordies as appropriate for agricultural
development The group maintains
substantial conservation reserves that
safequard landscape level biodiversity

Community relations

A matenal breakdown In relations between
the group and the host poputation in the
area of the agricultural operations

Disruplion of operations, including
blockages restricting access to ol palm
plantings and mulls, resulting in reduced
and poorer quality CPO and CPKC
production

The group seeks to foster mutually
beneficial economic and social interaction
between the local villages and the
agncultural operations In particular, the
group gives prioriy to applications for
employment from members of the local
population, encourages local farmers and
tradesmen 0 act as supphers to the group,
its employees and their dependents and
promates smaliholder development of oil
palm plantings

Disputes over compensation payable for
land areas allocated to the group that were
previcusly used by local communities for
the cultivation of crops or as respects
which local communibies otherwise have
nghts

Disruption of operations, including
blockages restricting access to the area
the subject of the disputed compensation

Negetations successfully concluded in
eary 2013 should have resolved these
material Issues In respect of 1ssues
remaining and new 1ssues subsequently
ansing, the group has established standard
procedures to ensure far and transparent
compensation negotiations and
encourages the local authorities, with
whom the group has developed good
relations and who are therefore generally
suppartve of the group, to assist in
medsating settlements

Indmduals party to a compensaton
agreement subsequently denying or
disputing aspects af the agreement

Disruption of operations, including
blockages restricting access to the areas
the subject of the compensation disputed
by the afiected indmduals
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Where claims from individuals in relation to
compensation agreements are found to
have a valid basis the group seeks {o
agree a new compensation arrangement,
where such ¢laims are found to be falsely
based the group encourages appropriate
action by the focal authorities




Risk

Potential impact

Mitigating or other
relevant considerations

Stone and coal operations

Operational factors

Failure by external contractors to achieve
agreed production volumes

Loss of prospective revenue

The group endeavours to use expenenced
contractors, to supervise them closely and
1o take care to ensure that they have
equipment of capacity appropnate for the
planned production volumes

External factors, in particular weather,
delaying or preventing delivery of extracted
stone and coal

Delays to receipt or loss of revenue

Delwvenies are not normally time critical and
adverse external factors would not
normally have a continuing impact for
more than a imited penod

Geological assessments, which are
extrapolations based on statistical
sampling, proving mmaccurate

Unforeseen extraction complications
causing cost overruns and production
delays

The group seeks to ensure the accuracy
of geclegical assessments by dnlling
ahead of any extraction programme and
taking expert geological advice on driling
results

Prices

Volatility of international coal pnces and
competition reducing stone pnces

Reduced revenue and a consequent
reduction in cash flow and profit

The co-operation arrangements
negohated for the mming of the group's
coal concessions provide a mimimum floor
price for the coal mined In relaton to
stone, there are currently no other stone
quarries in the vicinity of the group’s
concession and the cost of transporting
stone should restnct competition

Imposition of additional royalties or duties
on the exiraction of coal or stone

Reduced revenue and a consequent
reduction in cash flow and profit

The Indonesian government has not to
date imposed measures that would
senously affect the vizbiity of Indonesian
coal mining or stone quarrying operations

Unforeseen vanations in quality of depaosis

Inabilty to supply product withun the
specificabons that are, at any particular
time, in demand with conseguent loss of
revenue

Geuologwcal assessments ahead of
commencement of extraction operations
should have identfied any matenal
vanations in qualty

Environmental, social and governance practices

Failure by the stene and coal
operations to meet the expected
standards

Reputational and financial damage

The areas of the stone and coal
concessions are relatively small and
should not be difficult io supervise The
group 1s commitied to international
standards of best environmental and
soctal practice and, in particular, 1o
proper management of waste water and
reinstatement of quarried and mined
areas on completion of extraction
operations
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Strategic report

Risks and uncertainties

continued
Mitigating or other
Risk Potential mpact relevant considerations
1General
Currency

Strengthenung of sterling or the Indenesian
rupiah against the dollar

Adverse exchange movements on those
components of group costs and funding
that anse in Indonestan rupiah or sterling
and are not hedged against the dollar

As respects costs and sterling
denominated shareholder capital, the
group considers that this risk is inherent in
the group's business and structure and
must simply be accepted As respects
borrowings, where efficient the group
seeks to borrow in dollars but, when
borrowing In another currency, considers it
better to accept the resultant currency risk
than to hedge that nsk with hedging
instruments on which any loss may fall to
be disallowed for Indonesian tax purposes

Counterparty nsk

Default by a supplier, customer or financial
institution

Loss of any prepayment, unpaid sales
proceeds or deposit

The group mamntains sinct controls over ts
financial exposures which include regular
reviews of the creditworthiness of
counterparties and limits on exposures to
counterparties Export sales are made
either against letlers of credit or on the
basis of cash agamnst documents

Regulatory exposure

New, and changes {o, laws and regulations
that affect the group (including, in
particular, laws and regulations relating to
land tenure and mining concessions, work
permits for expatnate staff and taxation})

Restnction on the group's ability to retan
its current structure or to continue
operating as currently

The directors are not aware of any specific
changes that would adversely affect the
group o a materal extent, recent changes
introduced to imit the size of ol palm
growers n Indonesia will not impact the
group for the foreseeable future

Breach of the vanous continuing
conditions attaching to the group's land
and mining concession rights (including
conditions requiring utibsation of the
nghts) or failure to maintain all permits and
licences required for the group's
operations

Cwil sanctions and, in an extreme case,
loss of the affected concession nghts

The group endeavours to ensure that it
complies with the continuing conditions
attaching to its concession nghts and that
its actmities are conducted within the
terms of the heences and permits that it
helds and that icences and permits are
obtaned and renewed as necessary

Failure by the group to meet the standards
expected in relation to bribery and
corruption
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Reputational damage and cnminal
sanctions
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The group has tradttionally had, and
continues to maintain, strong contrels in
this area because Indonesia, where all of
the group's operations are located, has
been classified as refatively high nsk by
the International Transparency Corruption
Perceptions Index




Risk

Potential impact

Mitigating or other
relevant considerahons

Country exposure

Detencraton in the political or economic
situation in Indonesia

Difficutbies in maintaining operational
standards particularly if there was a
consequential detenoration in the secunty
situation

In the recent past, Indonesia has been
stable and the Indonesian economy has
continued to grow but, in the late 1990s
Indonesia experenced severe economic
turbulence and there have been
subsequent occasional instances of cvil
unrest, often attnbuted to ethnic tensions,
in certain pasts of Indonesia. The group
has never, since the inception of its East
Kalimantan operations in 1989, been
adversely affected by reqional security
problems

Introduction of exchange controls or other
restrictions on foreign owned operations i
Indonesia

Restriction on the transfer of profits from
Indonesia to the UK with potental
consequeniial negative implications for the
servicing of UK obhgations and payment
of dvidends, loss of effective management
control

The directors are not aware of any
crrcumstances that would lead them to
betieve that, under curent political
conditions, any Indonesian government
authority would impose exchange controls
or otherwise seek to restnct the group's
freedom to manage its operations

Miscellaneous relationships

Disputes with staff and employees

Disruption of operations and consequent
loss of revenues

The group appreciates its matenal
dependence upon iis staff and employees
and endeavours to manage this
dependence in accordance with
internaticnal employment standards as
detailed under “Employees™ in
“Sustainability” above

Breakdown m relationships with the local
shareholders in the company’s Indonesian
subsidiaries

Reliance on the Indonesian courts for
enforcement of the agreements governing
its arrangements with local partners with
the uncertainties that any jundical process
involves and with any fallure of
enforcement likely to have 2 matenal
negative Impact on the value of the stone
and coal operatons because the
concessions are at the moment legally
owned by the group’s local partners

The group endeavours to mantain cordial
relations with 1its local mvestors by seeking
their support for decisions affecting their
interests and responding constructively to
any concerns that they may have

Appraved by the board on 28 Apal 2014 and signed on behalf of the board by

RICHARD M ROBINOW
Chairman

LA~
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(Governance

Board of directors

Richard Robinow
Chairman (68)

Mr Robinow was appointed a director in 1978 and has been
chairman since 1984 After early investment banking
experience, he has been involved for some 40 years in the
plantation industry He 1s non-executive but devotes a
significant proportion of his working time to the affarrs of the
group He s a non-executive director of M P Evans Group
plc, a2 UK plantation company of which the shares are
admitted to trading on the Alternative Investment Market of
the London Stock Exchange, and of two overseas listed
plantabons companies Sipef NV, Belgium, and REA Vipingo
Plantations Limited, Kenya

John Qakley
Managing director (65)

After early expenience in investment banking and general
management, Mr Oakley joined the group in 1983 as
divsional managing director of the group's then horticultural
operaticns He was appointed to the man beard in 1985 and
subsequently oversaw group businesses invelved in tea,
bananas, pineapples and merchanting He transferred in the
early 1990s to take charge of the day to day management of
the group’s then embryonic East Kalimantan agncultural
operations He was appointed managing director in January
2002 and, until the appointment of a regional executive
director in 2013, was the sole executive director of the group
Mr Oakley, who 1s based in London, has overall respensibility
for the operations of the group

Mark Parry
Executive director (53)

Mr Parry was appointed an execulive director in January
2013 Mr Parry joined the group in 2011 as the group's
reglonal director and was appointed president director of REA
Kaltim in July 2012 He worked for 10 years as a surveyor
and engineer in the mining, ol and gas indusines Following
completion of an MBA at the London Business School, he
spent 15 years with an international bank, ulimately as
managing director, project finance He subsequently
established and ran a prvate consultancy business for two
years prior to joining the group Based in Indonesia and
Singapere, Mr Parry 1s also chief operating officer of REA
Kaltim wath local responsibilty for all of the group's operations

Dawvid Blackett
Senior iIndependent non-executive director (63)

Committees audit {chairman), nomination, remuneration
(chairman)

Mr Blackelt was appointed a non-executive director in July
2008 After qualifying as a chartered accountant in Scotland,
he worked for over 25 years in South East Asia, where he
concluded his career as charman of AT&T Capital Inc. Prior
to joining that company, he was a director of an international
investment bank with respensibility for the bank’s South Easl
Asian operations He I1s a non-executive director of South
China Holdings Limited, a company listed on the Hong Kong
Stock Exchange

Irene Chia
Independent non-executive director (73)

Ms Chia was appointed a non-executive director in January
2013 Ms Chea has extensive corporate, investment and
entrepreneunial expenience in Asia, the USA and the UK A
graduate in economuics and formerly a director of one of the
Jardine Matheson Group companies, Ms Chia now lives in
Singapore and 1s currently self-employed with Far Eastern
interests in consulting, property and financial investment as
well as in the chantable sector

Dawid Killick, FCIS
Independent non-executive director (76}
Committees audit, normuination {chairman), remungration

Mr Kilick was appointed a non-executive director in 2006
After qualifying as a barrister, 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
drrectorships He 1s currently a director of Reallyenglish com
Limited
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Governance
Directors’ report

The directors present their annual report on the atfars of the
group, together with the financial statements and auditor's
report, for the year ended 31 December 2013 The Corporate
governance report below forms part of this report.

Details of significant events since 31 December 2013 are
contained in note 41 to the consolidated financial statements
An indication of likely future developments in the business of
the company and details of research and development
activities are included in the Strategic report.

Information about the use of financial Instruments by the
company and its subsidianes 1s given in note 22 to the
consolidated financial statements

Results and dividends

The results are presented in the consolidated income
statement and notes therelo

The fixed annual dwvidends on the 9 per cent cumulative
preference shares that fell due on 30 June and 31 December
2013 were duly pad A first interim dividend «n respect of
2013 of 3¥2p per share was paid on the ordinary shares on
24 January 2014 and the board recommends that a final
dividend in respect of the year of 3%4p per share be paid on
25 July 2014 to ordinary shareholders on the register of
members on 4 July 2014 Resolution 4 in the company's
notice of the 2014 annual general meeting {the *2014
Notice") set out at the end of this annual report, which will be
proposed as an ordinary resolution, deals with the payment of
this dividend

Going concern basis

The group's business activities, together with the factors hkely
to affect its future development, performance and position are
described in the Strategic report above which alse provides
(under the heading “Finance") a descrniption of the group's
cash flow, lquidity and financing adequacy, and treasury
poticies In particular, the review highlights the risks
associafed with the local operating environment. In addition,
note 22 to the consolidated financial statements includes
information as o the group's policy, objectives and processes
for managing capital, its financial nsk management objectives,
details of financial instruments and hedging actwities and
exposures to credit and hquidity nisks

Although the group has indebtedness, the vast majonity of that
indebtedness 1s medium term and the group 1s reliant on
short-term borrowing facilities to only a mrted extent The
directors fully expect such short term facilities to be renewed

Moreover, with relations with the group's local communities
much improved, the group’s operations can be expected to
generate significant positive cash flows and, whilsi it 1s
planned to utilise those cash flows to fund capital expenditure,
a large proportion of such capital expenditure 1s discretionary
and could be cancelled should the need arnse Asa
consequence, the directors believe that the group 1s well
placed to manage its business nsks successfully

After making enquiries, the directors have a reasonable
expectation that the company and the group have adequate
resources to continue in operational existence for the
foreseeable future Accordingly, they continue to adopt the
going concern basis in preparing the financial statements

Greenhouse gas emissions {("GHG")

GHG emissions data for the penod 1 January 2011 to
31 December 2013 is as shown below

Tonnes of COqe 2013 2012 2011

Gross emissions associated
with oll palm operations
in Indonesia?

Net emissions associated
with oll palm operations

583,410 660634 661,767

in Indonesia 284,520 387883 362,686
Net emissions per tonne

of CPO produced 157 230 251
Net emissions per

planted hectare 919 1302 1338

Electricity, heat, steam
and cooling purchased
for own use 118

No data  iNo data

I The hgures for the groups 2011 carbon fostpnnt differ here from those
published in the original carbon footprint report {dated February 2013}, due to
an error in the oniginal calculation of the GHG emissions from land use change
gcﬂéﬂfctlon was published i the group’s 2012 Sustainability Report in mid-

01

2 In addition to all matenal Scope | emissions, some Scape 3 emissions have alse
been included in this category Examples include GHG emissions associated
with the manufacture and transport of the inorganic fertihsers used by and an
eshimate of the GHG emissions assoctated with, the cultivation of fresh fruit
bunches purchased by the group’s mills from third parties

3 The Greenhouse Gas Protocol defines dvect GHG emissions as emissions from
sources that are owned or controlled by the reparting entity These are
categonsed as Scope 1 emissions. The Protocol defines indwect GHG emissions
as emissions that are a consequence of the actvites of the reporting entity, but
occur at sources owned or controlled by another entity  Indirect GHG emissions
are urther categonsed into Scope 2 (indirect GHG emissions from the
consumpthion of purchased electricity, heat and steam) and Scope 3 emissions
(all other indirect GHG emissions, such as the eatraction and praductien of
purchased matenals and fual and transport in vehicles not owned or controlled
by the reporiing entity) PalmGHG takes into account ail Scope 2 emissions and
some Scope 3 GHG emissions
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(Governance

Directors’ report
continued

The group has used the PalmGHG tool provided by the Round
Table on Sustainable Palm Of (‘RSPQO") 1o calculate the
carbon footprnint of its ol palm operations in Indonesta
between 2011 and 2013 This methodology was chosen
because it is talored to the palm oil industry It was developed
by a multi-stakeholder group which included leading scientists
in the field of GHG accounting for oil palm From

31 December 2016, all RSPO member palm oif producers will
be required to publish therr GHG emissions using the
PalmGHG tool, so it 1s expected that this methodology will
become industry best practice

The PalmGHG tool uses a kfecycle assessment approach,
whereby all of the major sources of GHG emissions (carbon
dioxide {CC.}, methane (CH.) and mitrous oxide (N.O)) linked
to the cultivation, processing and transport of ol palm
producis are quantified and balanced against the carbon
sequestration and GHG emissions' avoidance as a result of
those processes All direct and the majonty of the indirect
emussions? associated with the group's ol palm operations in
Indonesia are reflected Aspects of the operations that are not
included are the preduction of ail palm seedlings, the
application of pesticides, fuel used for land clearing, emissions
associated with infrastructure and machinery and the
sequestration of carbon in oil palm products and by-products
The GHG emissions linked to these processes are not
considered to be matenal

The unit of calculation for the PalmGHG tool 1s the palm ol
mill and 1ts supply base Therefore, the boundary of the
group's 2013 carbon footprint caleulation was the operations
which supply the group’s three palm ol mills, including from
2013 the newest ol mill The boundary for the GHG
emissions' reporting thus differs from that used for financial
reporting, as the emissions linked to ol palm estates which do
nct yet supply fresh fruit bunches to one of the group's mills
are not directly included instead, emissions associated with
the land use change component of new ol palm developments
{which represent the majority of emissions from new
developments) are accumulated over the immatunty peniod of
each development and then amortised over the 25 year ol
palm lifecycle

The group has reported both the gross and net GHG
emissions associated with its ol palm operations in Indenesia.
The net GHG emussions were calculated by deducting from
the gross GHG emissions the CO, that is estimated to have
been fixed (sequestered) by the ol palms through the process
of photosynthesis A further deduction was made to account
for the GHG ermissions that have been avoided as a result of
the export of renewable electncity from the group's methane
capture faciliies to domestic buildings that were previously
supplied with electnaity by diesel powered generators

The group’s net GHG emissions have been expressed per
tonne of crude patm ol produced and per planted hectare
{(immature and mature} because these provide measures of
intensity that should be comparable between ol palm
operations of differing sizes
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The group's Scope 2 emissions are kmited to the electricity
purchased by the group's offices in London, Jakarta and
Samannda These GHG emissions are not accounted for in
the PalmGHG methodology These emissions were therefore
estimated separately by multiplying the amount of electnaity
consumed in kitowatt hours by the electncity emission
coefficients for the UK and Indonesia respectively Since
these emissions are immaterial by comparnson with the GHG
emissions assoctated with the group's ol palm operations they
have not been included in the net GHG ermissions in an effort
to ensure that the methodology used to calculate the intensity
of the group's GHG emissions 1s consistent with what is hkely
to become the standard ol palm industry methodology for
reporting GHG emission intensity

Control and structure of capital

Details of the company's share capital and changes in share
capital dunng 2013 are set out in note (x} to the company's
financial statements At 31 December 2013, the preference
share capital and the ordinary share capital represented,
respectively, 85 6 and 14 4 per cent of the total 1ssued
nominal value of share captal

The nghts and obhgations attaching to the ordinary and
preference shares are governed by the company’s articles of
association and prevailing legislation A copy of the articles of
association s avalable on the company's website at

www rea.couk Rights to income and capital are summansed
in note (x} to the company's 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 entitled to vote on the
resolubion before the meeting, shall have one vote On a pol|,
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 Holders of preference
shares are not entitled to vote on a resolution proposed at a
general meeting unless, at the date of notice of the meeting,
the dwidend on the preference shares i1s more than six months
in arrears or the resolution is for the winding up of the
company or 1s a resclution dwectly and adversely affecting any
of the nghts and privileges attaching to the preference shares
Deadlines for the exercise of voting nights and for the
appointment of a proxy or proxies to vote in relation to any
resolution to be proposed at a general meeting are governed
by the company's articles of association and prevailing
legislation and will normally be as detailed m the notes
accompanying the notice of the meeting at which the
resolution is to be proposed




There are no restrictions 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 n the
Uncenttficated Secunties Regulations 2001 of which
CRESTCo Limited s the operator) where held in uncertificated
form or by instrument of transfer m any usual or common form
duly executed and stamped, subject to prowisions of the
cornpany’s articles of association empowening the directors to
refuse to register any transfer of shares where the shares are
not fully paid, the shares are fo be transferred into a jont
holding of more than four persons, the transfer is not
appropnately supported by ewidence of the nght of the
transferor to make ihe transfer or the transferor 1s in default in
comphance with a nobice served pursuant to section 793 of
the Companies Act 2006 The directors are not aware of any
agreemenis between shareholders that may result in
restrictions on the transfer of secunties or on voting nghts

No person helds secunities carrying special nghts with regard
ta control of the company and there are no arrangements in
which the company co-operates by which finanoal rights
carried by shares are held by a person other than the holder of
the shares

The articles of association prowide that the business of the
company 15 to be managed by the directors and empower the
directors to exercise all powers of the company, subject to the
provisiens of such articles (which include a provision
specifically imiting the borrowing powers of the group} and
prevailling legislation and subject to such directions as may be
gven by the company in general meeting by special resolution
The articles of association may be amended only 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
prevailing legislation

The 7 5 per cent dollar notes 2012/14 (the “2012/14 dollar
notes” and the 7 & per cent dollar notes 2017 (the “2017
dollar notes™) of the company (together, the “dollar notes”) and
the 9 5 per cent guaranteed sterling notes 2015717 of REA
Finance BV (the “sterling notes”) (which are guaranteed by
the company) are transferable either through the CREST
system where held in uncertificated form or by instrument of
transfer in any usual or common form duly executed in
amounts and multiples, in the case of the dollar notes, of $1
and, in the case of the sterling notes, of £1,000 There s no
maximum hmit on the size of any holding in erther case
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Substanhbal holders

Q?
[1°]
3
On 31 December 2013, the company had receved =
notifications in accordance with chapter 5 of the Disclosure
Rules and Transparency Rules of the Financral Conduct
Authonty of the following voting rights as shareholders of
the campany
Number Percentage
of of
ordinary voting
Substantral holders of ordnary shares shares nghts
Emba Holdings Limited 8.957,600 284 P
Prudential plc and certan subsidianes” 6,043,129 172 g
Alcatel Belt Penswentonds VZW 4,167,049 19 =
Artemis UK Smaller Companies 3,563,620 102 g
K
The company has been nobihied that the interest of Prudental ple group of .
companies includes 6 021,116 ordinary shares (17 16 per cent) in which
M&G Investment Funds 3 is also interesied
The shares held by Emba Holdings Limited (*Emba”) are
included as part of the interest of Mr Robinow shown under
*Statement of directors’ shareholdings” in the Directors’
remuneration report. By deeds dated 24 November 1998 and
10 Apnl 2001, Emba has agreed that it will not undertake
actwiies in conflict with those of the group and that it will deal
with the group only on a basis that i1s appropriate between a
hsted company and its subsidianes, on the one hand, and a
significant shareholder in a listed company, on the other hand
During the period from 31 December 2013 to the date of this
report, the company did not recewe any further notifications
under chapter 5 of the Disclosure Rules and Transparency poy
Rules g
=
H
Significant holdings of preference shares, dollar notes and 3
o
sterling notes shown by the respective registers of members o
and noteholders at 31 December 2013 were as follows g
@
Dollar  Dallar @
Preference  notes  notes Sterbing
shares 2014 2017 notes
Substantial holders of securites ‘00C  $°000 $000 £'000
The Bank of New York g
(Nominees) Limited - - - 4300 §
The Bank of New York (Nominees) 2
Limited UKREITS account - - - 5540 EY
Euroclear Nominees Limited 3
£0C01 account - - 3489 - by
HSBC Global Custody Nominee gy
{UK) Limited 942436 account - 1944 - - 2
HSBC Global Custody Neminee &
{UK) Lirited 641898 account - - - 4667
KBC Securities NV Client account - 92522 11,185 -
Rulegale Nominees Limited >
JAMSCLT account 6,661 - - - =1
Secunities Services Nominees §
Limited 2300001 account - - - 3495 >
State Street Nominees Limited 2
OMO4 account - - - 5500

A change of control of the company weould entitle holders of
the sterling notes and one holder of $25,000 nominal of the
dollar notes to require repayment of the notes held by them as
detaled in notes 24 and 25 to the conseoldated financial
statements
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Directors’ report

continued

Awards under the company’s long term incentive plans wall
vest and may be encashed within one month of a change of
contrel as detalled under “Long term incentive plans”in the
Directors’ remuneration report below 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 prowides for compensation for loss of office or
employment that occurs because of a takeover tid

Directors

The directors, all of whom served throughout 2013, are listed
under Board of directors above which 1s incorporated by
reference in this Directors’ report. Mr Robinow retires at the
forthcoming annual general meeting and, being ehgible, offers
himself for re-election, such retirement being in comphance
with the provisions of the UK Corporate Governance Code
requiring the annual re-election of non-executive directors
who have served as such for more than nine years Resclution
5, which1s set out in the 2014 Notice and will be proposed as
an ordinary resolution, deals with the re-election of Mr
Robinow

The senior Independent non-executive director confirms that,
following a formal performance evaluation, Mr Robinow's
performance continues to be effective and to demonstrate his
cammitment to the role  Mr Robinow, chairman, devotes a
significant proporticn of his warking time to the affairs of the
group and accordingly 1s recommended for re-election by the
board of directors

Directors’ indemnities

Qualfying third party mdemnity prowisions (as defined in
section 234 of the Companies Act 2006} were in force for the
benefit of directors of the company and of other members of
the group throughout 2013 and remain in force at the date of
this report

Political donations
No political donations were made duning the year
Acquisition of the company’s own shares

The company's articles of associatton permit the purchase by
the company of its own shares subject to prevailing legislation
which requires that any such purchase, if a market purchase,
has been previously authonsed by the company i general
meeting and, if not, 1s made pursuant to a contract of which
the terms have been authonised by a special resolution of the
company In general meeting

Pursuant to the buy-back authonty granted at an extraordinary
general meeting of shareholders on 11 June 2013, the
company has purchased 25,000 of its ordinary shares of 25p
each, representing 0 07 per cent of the called up ordinary
share capital, for a total consideration of £110,000 The
purchased shares are currently held as treasury shares with
the intentton that, once a holding of reasonable size has been
accumulated, such holding be placed with one or more
substantiat investors on a basis that, to the extent reasonably
possible, broadens the spread of substantial sharehclders in
the company Save to the extent of this intentron, no
agreement, arrangement or understanding exisis whereby any
ordinary shares acquired pursuant to the share buy-back
authonty will be transferred to any person

The directors are seeking renewal at the forthcomtng annual
general meeting (resolution 8 set out in the 2014 Notice) of
the buy-back authority to purchase up to 5,000,000 crdinary
shares, on terms that the maximum number of ordinary shares
that may be bought back and held in treasury at any one time
1s imited to 400,000 ordinary shares The directors may, if it
remains appropriate, seek further annual renewals of this
authanty at subsequent annual general meetings The
authonsation being sought will continue to be utlised only for
the imited purpese of buying back ordinary shares into
treasury with the expectation that the shares bought back will
be re-sold within a Imited period The new authonty, if
provided, will expire on the date of the annual general meeting
to be held in 2015 or on 30 June 2015 (whichever 1s the
earlier}

This authonty 1s sought on the basis that the price {exclusve
of expenses, if any) that may be paid by the company for each
ordinary share purchased by it will be not less than £1 00 and
not greater than an amount equal to the hugher of (1) 105 per
cent of the average of the middle market quotations for the
ordinary shares n the capital of the company as denved from
the Daily Official Lust of the Londen Stock Exchange for the
five business days immediately preceding the day on which
such share 1s contracted to be purchased and (i) that
stipulated by article 5(1) of the EU Buyback and Stabilisation
Regulation 2003 (namely the higher of the price of the last
independent trade and the current highest mndependent bid
on the London Stock Exchange)

Any ordinary shares held in treasury by the company wili
remain listed and form part of the company's 1ssued ordinary
share capital However, the company will not be entitled to
attend meetings of the members of the company, exercise any
voting nghts attached to such ordinary shares or recewve any
dividend or other distnbution (save for any 1ssue of bonus
shares). Sales of shares held in treasury will be made from
time to time as investors are found, following which the new
legal owners of the ordinary shares will be entitied to exercise
the usual nghts from time to time attaching to such shares
and to receve dividends and other distnbutrons 1n respect of
ihe ordinary shares
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The consideration payable by the company for any ordinary
shares purchased by 1t will come from the distnbutable
reserves of the company The proceeds of sale of any
ordinary shares purchased by the company would be credited
to distributable reserves up to the amount of the purchase
price pad by the company for the shares, with any excess over
such pnce being credited to the share premium account of the
company Thus, as regards 1ts impact on both cash resources
and disinbutable reserves, it 1s intended that exercise of the
share buy-back authonity will be broadly neutral

The company will continue to comply with its obligations under
the Listing Rules of the Financial Conduct Authonity in relation
to the tming of any share buy-backs and re-sales of ordinary
shares from treasury

Authorities to allot share capital

At the annual general meeting held on 11 June 2013,
shareholders authonsed the directors under the provisions

of section 6551 of the Companues Act 2006 to allot ordinary
shares or 9 per cent cumulative preference shares within
specified imits Replacement authonties are being sought at
the forthcoming annual general meeting (resolutions 9 and 10
set out in the 2014 Notice) to authonise the directors (a) to
allot and to grani nghts to subscribe for, or o convert any
secunty into, shares in the capital of the company {other than
9 per cent cumulative preference shares) up to an aggregate
nominal amount of £1,478,682 75 (being all of the unissued
ordinary share capital of the company and representing 169
per cent of the 1ssued ordinary share capital at the date of this
report), and (b) to allot and to grant nghts to subscribe for, or
to convert any secunty into, 9 per cent cumulative preference
shares in the capital of the company up to an aggregate
naminal amount of £12,894,884 (being all of the unissued
preference share capital of the company and representing

24 8 per cent of the 1ssued preference share capital of the
company at the date of this report)

The new authonties, if prowided, will expire on the date of the
annual general meeting to be held in 2015 or on 30 June
2015 {whichever 1s the earlier} Save in relation to the
preference shares as indicated below, the directors have no
present intenbion of exercising these authonbies

It has been the policy of the directors for some years to
propose capitalisation 1ssues of new preference shares as a
method of augmenting returns to ordinary shareholders in
penods in which profits are achieved by the group but, in the
opinion of the directors, demands on cash resources for, In
particutar, expansion hrmit the scope for payment of dvidends
in respect of the ordinary shares The direclors also beheve
that, when circumstances permit, it 1s sensible to replace
group debt funding with preference capita! The proposed
authority for the allotment of urussued preference share
capital 1s designed to permit the directors to 1ssue preference
shares for these purposes without further approval
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If the intended listing of PT REA Kaltim Plantations on the
Indonesia Stock Exchange (as referred to in the Strategic
report above) proceeds and 11 is decided that the listing should
be accompanied by a scnp 1ssue of preference shares, the
directors would expect to seek specific shareholder
authorisation for that 1ssue

Autharity to disapply pre-emption rights

Fresh powers are also being sought at the forthcoming annual
general meeting under the prowisions of sections 571 and
573 of the Companies Act 2006 to enable the board to make
a nghts 1ssue or open offer of ordinary shares to existing
ordinary shareholders without being obhged to comply with
certain technical requirements of the Companies Act 2006
which can create problems with regard to fractions and
overseas shareholders

In addition, the resolution to prowide these powers (resolution
11 set out in the 2014 Notice) will, if passed, empower the
directors to make 1ssues of ordinary shares for cash other
than by way of a nghts i1ssue or open offer up to a maximum
noeminal amount of £438,565 (representing 5 per cent of the
1ssued ordinary share capital of the company at the date of
this report) On 10 May 2013, the company issued 1,670,724
ordinary shares for cash by way of a placing but the company
has not otherwise within the three years preceding the date of
this report issued any ordinary shares for cash in reliance on
the annual general disapplicatron of statutory pre-emption
nights pursuant to section 571 of the Companies Act 2006

The foregoing powers (if granted) will expire on the date of
the annual general meeting to be held n 2015 or on 30 June
2015 (whichever 1s the earlier)

Increase of directors’ fees

At the forthcorming annual general meeting, a resolution
(resolution 12 set out in the 2014 Notice) will be proposed to
authorise the directors to increase the fees for services of
each director from £25,000 per annum as currenily provided
in the company's arlicles of association up to an amount not
exceeding £30,000 per annum, such fees being exclusive of
any amounts payable under other provisions of the articles
Subject to the passing of resolution 12, the directors intend
that the current level of directors' fees, which were increased
from £20,000 to £22,000 per annum in 2011, be increased
to £27,000 per annum with effect from 1 January 2014
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Directors’ report
continued

General meeting notice peried

At the forthcoming annual general meeting, a resolution
(resolution 13 set out in the 2014 Notice) will be proposed to
authorise the directors to convene a general meeting (other
than an annual general meeting) on 14 clear days' notice
(subject to due comphance with requirements for electronic
voting) The authonty will be effective until the date of the
annual general meeting to be held in 2015 or on 30 June
2015 (whichever 1s the earlier) This resolution is proposed
following legislation which, notwithstanding the provisions of
the company's articles of association and in the absence of
specific shareholder approval of shorter notice, has increased
the required notice period for general meetings of the
company to 21 clear days While the directors beliave that it 1s
sensible to have the flexibilty that the proposed resolubion will
offer, to enahle general meetings to be convened on shorter
notice than 21 days, this flexibility will not be used as a matter
of routine for such meetings, but only where use of the
flexibility 1s merited by the business of the meeting and is
thought to be io the advantage of shareholders as a whole

Recommendation

The board considers that granting the directors the authorties
and powers as detailed under “Acquisition of the company's
own shares”, “Authorities 1o allot share capital” and “Authonty
to disapply pre-emption rights”, the proposal to increase the
maximum fee payable to each director and the proposal to
permit general meetings (other than annual general meetings)
to be held on just 14 clear days' notice as detaled under
*General meeting notice period” above are allin the best
interesis of the company and shareholders as a whole and
accordingly the board recommends that shareholders vote in
favour of the resolutions 8 to 13 as set out in the 2014

Notice

Directors’ remuneration report

Resolution 3 as set out in the 2014 Notice provides for
approval of the company's policy regarding the remuneration
of directors as detalled in the Directors' remuneration report
below [f approved, the policy will take effect from 1 January
2015

Auditor

Each director of the company at the date of approval of this
report has confirmed that, so far as such director 1s aware,
there 1s no relevant audit Informatton of which the company's
audifor 1s unaware, and that such director has taken all the
steps that ought to be taken as a director in order to make
himself or herself aware of any relevant audit information and
to establish that the company's auditor 15 aware of that
information

5 0 RE.A Holdings plc Annual Report and Accounts 2013

This confirmation 1s given and should be interpreted in
accordance with the provisions of section 418 of the
Companies Act 2006

Deloitte LLP have expressed ther willingness to continue in
office as auditor and Reselution 8 set out in the 2014 Notice
proposes their re-appontment

By order of the board

R.E.A. SERVICES LIMITED
Secretary

28 Apri! 2014
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Corporate governance report

Throughout the year ended 31 December 2013, the company
was In complrance with the provisions set out in the 2012 UK
Corporate Governance Code 1ssued by the Financial
Reporting Council {the “Code”) The Code i1s available from
the Financral Reporting Council's website at “www frc org uk”

Charrman’s statement on corporate governance

The directors appreciate the importance of ensunng that the
group's affairs are managed effectively and with integrity and
acknowledge that the principles lad down in the Code provide
a widely endorsed mode! for achieving this  The directors
seek to apply the Code principles in a manner proportionate to
the group's size but, as the Code permits, reserving the nght,
when it 1s appropriate to the individual circumstances of the
company, not to comply with certain Code principles and to
explain why

At the performance evaluation conducted in 2013, the beard
concluded that, following the retirement at the end of 2012 of
four non-executive directors and the concurrent appoiniment
of trene Chia and Mark Parry as, respectively, a non-executive
director and an executive director, the board 1s performing
effectively as constituted and that the complementary skills of
individual board members are appropnate for the size and
strategic direction of the group and for the challenges that it
faces It was acknowledged that the recently appomted
directors brought valuable additional insights into the
plantation sndustry, business in Indonesia and the group's own
affarrs

The directors are conscious that the group relies not only on
its shareholders but also on the holders of its debt securities
for the provision of the capital that the group utiises The
comments below regarding haison with shareholders apply
equally to liaison with holders of debt securities

Role and responsibilittes of the board

The board 1s responsible for the proper management of the
company The board has a schedule of matters reserved for
its decision which ts kept under review Such matters include
strategy, matenal investments and financing decrsions and the
appointment or removal of executve directors and the
company secretary |n addition, the board 1s responsible for
ensunng that resources are adequate to meet the group's
objechives and for reviewing performance, financial controls,
risk and compliance with the group's policy and procedures
with respect to sustainability and bribery

The chairman and managing director {being the chief
executive) have defined separate responsibihties under the
overall direction of the board The chairman has responsibility
for leadership and management of the board in discharging its
duties, the managing director has responsibility for the
executive management of the group overall Neither has
unfettered powers of decision

All of the non-executive directors, with the exception of the
chairman, are considered by the board to be independent
directors The ethos of discussions and involvement by the
non-executive directors 1s consistent with that of the company
There 15 a regular dialogue, both formal and informal, between
all directors and senior management and communtcation is
open and constructive  Non-executive directors are able to
express their views or to raise any 1ssues or concerns, while
executive management 1s responsive to feedback from non-
executives directors and fo requests for clarfication and
amphfication

The company carries appropnate insurance agamnst legat
action against its directors  The current policy was in place
threughout 2013 In comphance with the Cede requirement to
carry such insurance

Board of directors

The beard currently compnses two executive directors and
four non-executive directors (including the chairman) The
two executive directors are John Gakley and Mark Farry Mr
Oakley 1s the group’s managing director and s based in
London Mr Parry 1s the group's regional director and 1s based
in Indonesia and Singapore with overali local responsibility for
the Indonesian operations Mr Parry is also the president
director and, since January 2014, the chief operating officer
of the company’s principal operating subsidiary in Indonesia,
PT REA Kaltim Plantations Biographical information
concerning each of the directors 1s set out under Board of
directors above

The vaniety of backgrounds brought to the board by its
members provides perspective and facilitates balanced and
effective strategic planning and decision making for the long-
term success of the company in the context of the company's
obligations and responsibilities both as the owner of a
business in Indonesia and as a UK listed entity In particular,
the board believes that the respective skills and expenence of
its members complement each other and that their knowledge
and commitment 1s of specific relevance to the nature and
geographical location of the group’s operations

It remains the intention that, over iime, overall executive
respensibihity for the management of the group will
progressively be transferred from the UK to Indonesia and
Singapore and that, following the eventual retirement of the
current managing director and chairman, the group’s London
office will be reduced to a secretariat managing the company’s
London hsting and haising with its European shareholders In
the intenm, the current managing director and chairman will
remamn UK based and have indicated their willingness to
remain in office for a penod sufficient to ensure continuity
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Corporate governance report
continuad

Under the company’s articles of association, any director who
has not been appointed or re-appointed at each of the
preceding two annual general meetings shall retire by rotation
and may submit himself for re-election This has the effect
that each director 1s subject to re-election at least once every
three years In addition, n comphance with the Cede, non-
execulive directors who have served on the board for more
than mne years submit themselves for re-election every year
Further, any director appointed during the year holds office
unti the next annual general meeting and may then submit
himself for re-election

it 15 the policy of the company that the board should be
refreshed on the basis that length of service by independent
non-executive directors 1s imited to nine years

Directors’ conflicts of interest

In connection with the statutory duty to avoid any situation
which conflicts or may conflict with the interests of the
company, the board has approved the continuance of potential
confhets notified by Mr Robinow, who absented himself from
the discussion in this respect  Such notifications relate to

Mr Robinow's interests as a sharehalder in or a director of
companies the interests of which might conflict with those of
the group but are not at present considered to conflict. No
other conflicts or potential conflicts have been notified by
directors

Professional development and advice

In view of their previous relevant expenence and, in some
cases, length of service on the board, all directors are familiar
with the financial and operational characteristics of the
group’s activities Directors are required to ensure that they
martain that famibanity and keep themselves fully cogmsant
of the affairs of the group and matters affecting its operations,
finances and obligations (Including environmental, secial and
governance responsibilities) Whilst there are no formal
training programmes, the board regularly reviews its own
competences, receves penodic briefings on legal, regulatory,
operational and poiitical developments affecting the group and
may arrange training on spectfic matters where it 1s thought to
be required Directors are able to seek the advice of the
company secretary and, indwidually or collectively, may take
tndependent professional advice at the expense of the
company If necessary

Newly appointed directors receve induction on joining the

board and steps are taken to ensure that they become fully
informed as to the group’s activihes

52

information and support

Quarterly operational and financial reports are 1ssued to all
directors following the end of each quarter for their review and
comment. These reports are augmented by monthly
management reports, annual budgets and positional papers on
matters of a non routine nature and by prompt provision of
such other information as the board penodically decides that it
should have to facihtate the discharge of its responsibilities

Board evaluation

A formal internal evaluation of the performance of the board,
the committees and individual directors 1s undertaken annually
Balance of powers, contribution to strategy, efficacy and
accountabibity to stakeholders are reviewed by the board as a
whole and the performance of the chairman 1s appraised by
the independent non-executive directors led by the senior
independent director The appraisal process includes
assessments agamst a detailed set of critena covering a
variety of matters from the commitment and contribution of
the board in developing strategy and enforcing disciphned nsk
management, pursuing areas of concern, if any, and setting
appropnriate commercial and social responsibility objectives 1o
the adequacy and timeliness of information made avallable to
the board

At the performance evaluation conducted in 2013, the board
concluded that it performs effectively as now conshituted

Beard commitiees

The board has appointed audit, nomination and remuneration
committees to undertake certain of the board’s functions, with
written terms of reference which are avallable for inspection
on the company's website and are updated as necessary

An executive committee of the board compnsing Mr Robiow
and Mr Oakley has been appointed to deal with various
matters of a routine or executory nature

Audit committee

The audit committee reports on its composition and activities
in the “Audit committee report” section of this annual reporti.
This also provides infermation concerning the comnutiee's
relationship with the external auditor

Nomination committee

The nomination committee compnses Mr D Killick {(chairman)
and Mr Blackett The committee i1s responsible for submitting
recommendations for the appoiniment of directors for
approval by the full beard In making such recommendations,
the committee pays due regard to the group's open policy with
respect to dwersty, including gender

RE A Holdirgs plc Annual Report and Accounts 2013




Remuneration committee

The remuneration comrmittee reports on 1is composition and
activiies in the *Directors’ remuneration report” below This
also provides information concerning the remuneration of the
directors and includes details of the basis upon which such
remuneration is determined

Board proceedings

Four meetings of the board are scheduled each year Other
board meetings are held as required to consider corporate and
operational matters with alt directors consulted in advance
regarding signsficant matters for consideration Minutes of
board meetings are circulated o all directors  The executive
directors, unless travelling, are normally present at full board
meetings Where approprate, telephone discussions take
place between the charrman and the other non-executve
directors outside the formal meetings Committee meetings
are held as and when required All proceedings of commuittee
meetings are reported to the full board

The attendance of indwidual directors, who served during
2013, at the regular and “ad hoc” board meetings held in
2013 was as follows

Regular  Ad hoc

meeting  meeting
R M Robinow 4 1
J C Oakley 4 1
D J Blackett 4 1
tChia 4 1
D H R Killick 4 1
M A Parry 4 1

In addition, during 2013, there were three meetings of the
audit committee and two meetings of the remuneration
committee  The nomination committee did net meet duning
2013 All committee meetings were attended by all of the
committee members appointed at the time of each meeting

Whilst all formal decisions are taken at board meetings, the
directors have frequent informal discussions between
themselves and with management and most decisions at
board meetings reflect a consensus that has been reached
ahead of the meetings Some directors reside permanently, or
for part of each year, in the Asta Pacific region and most of
the UK based directors travel extensively Since the regular
board meetings are fixed to fit in with the company's
budgeting and reporting cycle and ad hoc meetings normally
have to be held at short notice to discuss specific matters, it 1s
impractical to fix meeting dates to ensure that all drectors are
able to attend each meeting Instead, when a director 1s
unable to be at a meeting, the company ensures that he 1s
fully bnefed so that he can make his views known to other
directors ahead of time and his views are reported to, and
taken into account, at the meeting
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Risk management and internal control

The board Is responsible for the group's system of internat
control and for reviewing its effectiveness The system is
designed to manage, rather than eliminate, the nsk of falure to
achieve business objectives and can only provide reasonable
and not abselute assurance against material misstatement or
loss

The board has established a continuous process for
identifying, evaluating and managing any significant nsks
which the group faces (ncluding nisks arising from
environmental, socal and governance matters) The board
regularly reviews the process, which was in place throughout
2013 and up to the date of approval of this report and which
15 1n accordance with the current guidance on internal control
{the Turnbull Guidance} and 1s mindful of the proposed update
to such guidance

The board attaches importance not only to the process
established for controlling nsks but also to promoting an
internal culture i which all group staff are conscious of the
nsks anising in therr particular areas of actiwity, are open with
each other in their disclosure of such nsks and combine
together in seeking to mihigate nsk. In parhicular, the board
has always emphasised the importance of integnty and ethical
dealing and continues to do so

Polictes and procedures in respect of bribery are in place for
all of the group's operations in Indonesia as well as in the UK
These include detailed guidelines and reporting requirements,
the development of a comprehensive continuous traiming
programme for all management and employees and a process
for on-going monttoring and review The group also seeks to
ensure that its partners abide by its ethical principles

The board, assisted by the audit committee and the internal
audit process, regularly reviews the effectiveness of the
group's system of internal control The board’s monitoring
covers all controls, including financial, operational and
compliance controls and nsk management. 1t is based
princtpally on reviewing reports from management (providing
such information as the board reguires) and considenng
whether significant nsks are identified, evaluated, managed
and controlled and whether any significant weaknesses are
promptly remedied or indicate a need for more extensive
morutoring Details of the internal audit funchon are provided
under “Internal audit” in the Audit committee report below
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Corporate governance report
continued

The board reviewed the systems of internal control and nisk
management in November 2013 (including the group's
internal audit arrangements) and April 2014 and concluded
that these remain effective and sufficient for their purpose
Following their review, the board did not identify, nor was it
advised of, any specific failings or weaknesses which 1t
determined te be significant. Achion was taken and standard
procedures were reconfirmed early in 2013 to prevent further
incidences of unauthonised commitments made to villages
which had been identified dunng 2012 All such
commitments are subject to specific authonty of the group's
regional director and payments are recorded in writing,
ewidenced by photographs and made in the presence of a
representative from internal audit

Internal audit and reporting

The group's internal audit arrangements are descnbed in the
Audit committee report below

The group has established a management hierarchy which is
designed to delegate the day to day responsibihty for specihic
departmental functions within each working location, including
financial, operabional and comphance controls and nsk
management, fo a number of senior managers who repert to
the regional directer and the managing director

Management reports to the audit committee and the board on
a regular basis by way of the circulation of progress reports,
management reports, budgets and management accounts
Management i1s required to seek authonty from the board n
respect of any transaction ouiside the normal course of
trading which 1s above an approved hmit and in respect of any
matter that 15 likely fo have a matenal tmpact on the
operations that the transaction concerns  Monthly meetings
are held between management in London and Indonesia by
way of conference call, of which minutes are taken and
circulated, to consider operational matters At least four
supervisofy visits are made each year to the overseas
operations by the managing director and other directors also
make periodic visits to these operations Such visits are
reported on and reviewed by the non-execubive directors at
the regular board meetings The president director and chief
operating officer of the principal operating subsidiary in
Indonesta, who 1s based in Indonesia and Singapore, has a
continuing dialogue with the managing director and with other
members of the board

Relations with shareholders

The Chairman’s statement and Strategic report above, when
read in conjunction with the financial statements, the
Directors' report above and the Audit commuittee report and
Directors' remuneration report below are designed to present
a comprehensive and understandable assessment of the
group's position and prospects The respective respansibilities
of the directors and auditor in connection with the financial
statements are detalled in “Cirectors’ responsibilities” below
and in the auditor's report

The directors endeavour to ensure that there 1s satisfactory
dialogue, based on mutual understanding, between the
company and s shareholder body The annual report, intenm
communications, penodic press releases and such circular
letiers to shareholders as circumstances may require are
intended to keep shareholders informed as to progress in the
operational activities and financial affairs of the group In
addrtion, within the limits imposed by consideratrons of
confidentiality, the company engages with institutional and
other major shareholders through regular meetings and other
contact in order to understand their concerns The views of
shareholders are communicated to the board as a whole to
ensure that the board maintains a balanced understanding of
shareholder opinions and 1ssues ansing

All ordinary shareholders may attend the company’s annual
and other general meetings and put questions to the board
Some directors reside permanently, or for part of each year, in
the Asia Pacific region and the nature of the group’s business
requires that the chairman and managing director trave!
frequently to Indonesia It 1s therefore not always feasible for
all directors to attend general meetings, but those directors
who are present are avaifable to tali on an informal basis to
shareholders after the meeting's conclusion At least twenty
working days’ notice 1s given of the annual general meeting
and related papers are made avallable to shareholders at least
twenty working days ahead of the meeting

All proxy votes are counted and full detads of all proxies
lodged for each resolution are reported to the meeting and
made available on the company's website as soon as
practicable after the meeting

The company maintains a corporate website at

“‘www reacouk” This website has detaled information on, and
phetographs illustrating various aspects of, the group’s
actwities, including its commitment to sustainability,
conservation work and managing its carbon footprint The
website 15 updated regularly and includes information on the
company’s share prices and the price of crude palm all The
company's results and other news releases issued via the
London Stock Exchange's Regulatory News Service are
published on the “Investors” section of the website and,
together with other relevant documentation concerning the
company, are avallable for downloading

Appraoved by the board on 28 Apnl 2014 and signed on behalf
of the board by
RICHARD M ROBINOW

Chairman Z [LQ
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Audit committee report

Summary of the role of the audit committee

The terms of reference of the audit committee are available
for download from the company's website rea co uk

The audit committee ts responsible for

. monitoring the integnty of the financial statements and
reviewing formal announcements of financial
performance and the stgnificant reporting 1ssues and
Judgements that such statements and announcements
contamn,

. reviewing the effectiveness of the internal control
functions (including the internal financial controls, the
internal audit function and arrangements whereby
internally 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
auditor, remuneration and terms of engagement, and

. reviewing and momtoring the independence of the
external auditor and the effectiveness of the audit
process

The audit committee also monitors the engagement of the
external auditor to perform non-audit work Dunng 2013, the
only non-audit work undertaken by the auditor was, as in the
previous year, routine comphance reporting in connection with
covenant obligattons apphicable to certain group loans (as
respects which the governing instruments require that such
compliance reporting 1s carned out by the auditor) The audit
committee considered that the nature and scope of, and
remuneration payable in respect of, these engagements were
such that the independence and objectivity of the auditor was
not impaired Fees payable are detaled in note 5 to the
consolidated financial statements

The members of the audit committee discharge therr
responsibiliies by informal discussions between themselves,
meetings with the external auditor, with the internal auditor in
Indonesia and with management in Indonesia and London and
by consideration of reports from managemenl, the Indonesian
internal audit function and the external auditor

Significant accounting and judgement 1ssues
Issues

The committee prowides advice and recormmendations to the
board with respect to the financal statements o ensure that
these offer fair, balanced and comprehensive information for
the purpose of inferming and protecting the interesis of the
company's shareholders

Composition of the audit committee

The audit committee comprises Mr Blackett (chairman) and
Mr Killick both of whom are considered by the directors to
have relevant financial and professional experience in order to
be able to fulfii their spearfic duties with respect to the audit
committee

Meetings

Three audit meetings are fixed to match the company's
budgeting and reporting cycle There are additional ad hoc
meetings held to discuss specific matters when required

Significant 1ssues related to the financial statements

The commitiee reviewed the half year financial statements to
30 June 2013 (on which the auditor did not report) and the
fulk year consolidated financial statements for 2013 (the
*2013 financial statements”) contaned in this annual report
The external audit report on the latter was considered
together with a paper to the committee by the auditor
reporting on the principal audit findings The audit partner of
Deloitte LLP responsible for the audit of the group attended
the audtt planning meeting prior to the year end as well as the
meeting of the commuttee at which the full year audited
consoldated financial statements were considered and
approved Senior members of staff of Deloitte LLP who were
involved 1n the audit also attended the meetings

In relation to the group's audited 2013 financial statements,

the committee considered the significant accounting and
Judgement issues set out below

Assessment

Fair valuation of biological assets the valualion 1s based on a
discounted cash flow model which contains some significant
management assumplions in regard to certain inputs

Each year the group considers the vanous inputs for the
valuation model and adjusts these as necessary to reflect the
current status of the group's plantations, crop yields, the
margins achieved from sale of product and general financial
condiions  These are also compared as appropnate with
inputs for such valuations disclosed by other ol palm
plantatron companies
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Audit committee report
continued

Issues Assessment

Indonesian tax balances Indonesian legislation as o the tax Each year the group prepares an evaluation of items that may
treatment of transactions 1s sometimes unclear and can result  be disputed and adjusts tax balances as required The

n disputes between the group and the Indonesian tax outcome af the two tax cases, which have been subject to

authorties Certain disputed tems are currently the subject of  judicial process for a number of years, remains uncertain,

cases in appeal courts however, the group has made full provision against the
possible non-recovery of the balances relating to these two
cases

Village disruptions  during 2012 and early 2013, disputes All materal disputes were resolved in the early months of

wath certain villages in areas surrounding the group's 2013, relations between the group and the villages concerned

agricultural operations resulted in action variously to prevent are now much improved and production has recovered, new
harvesting some oil palm areas and to stop the milling of frut bank lines have been arranged to ensure the adequacy of the
harvested, this resulted in lost production and poor quahty group's cash reserves

produciion and a shortfalt in anticipated cash generation

Valuation of Indonesian stone and coal interests the value of  The group has made recent progress with third parties in

these interests Is based on their expected future generation of relation to the coal concessions and has also receved the

revenue following a review in 2012, an impairmend charge of  reports of experts on the charactenstics of the group's

$3 million was booked in the 2012 consolidated financial signuficant stone deposit A further review periormed by the

statements group supports the conclusion that no further mpairment
charge i1s required at this time

Fair valuabion of cross currency swaps  lhe valuation 1s The group has assumed discount rates based on published
denved as the difference between the net present values of rates for the periods and currencies involved and has adjusted
the bought and sold positions converted to US dollars with these for credit nsk, the relatively short remaiming duration of
assumptions as io appropnate discount rates the swaps means that the scope for error in the valuation

method is mited

Revenue recognition compliance with the “bilt and hold” sale  There are long-standing operating procedures for the storage

revenue recognition requirements of IAS18 “Revenue of product where the buyer has requested a delivery delay, and

Recogruibion” and those relating to forward sales as such complies with [FRS  |n addition the shuft of delivery
method cver recent years from FOB Samarninda to CIF has
reduced the matenalty of this 1ssue The group has no
forward sales at fixed prices

In its review of the annual report and the consolidated The audit committee has recommended to the board that it
financial statements, the committee has considered should seek the approval of the company's shareholders for
management’s submissions on the matters above, together the reappointment of the company's current auditor That
with the conclusions reached by the auditor, in order to ensure  recommendation reflects an assessment of the qualifications,
that the annual report and the consclidated financial experhise, resources and independence of the audiior based
statements are fair, balanced and understandable and pronde  upon reports preduced by the auditor, the committee’s own
sufficient informatton to enable shareholders o make an dealings with the auditor and feedback from management
assessment of the group's performance, business model and  The committee took into account the hikelihood of withdrawal
strategy of the auditor from the market and noted that there were no
contractual obligations to restrict the chaice of external
External Audit auditor However, given the current level of audt fees, the

hmited chotce of audit firms with sufficient international
The external auditor was appointed as the company's external  coverage and expenence and the costs that a change would
auditor n 2002 There has been no tender for audit services  be hikely to entail, the commitiee did not recommend that the
since that time Mark Mcllquham has been the company's company's audit be put ouf to tender
audit engagement partner since November 2010 and 1s due
to step down next year under the standard rotation process
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In 1ts assessment of the external auditor, the audit committee
considered the following cniena

. dehvery of a thorough and efficient audit of the group in
accordance with agreed plans and timescales

. provision of accurate, relevant and robust advice on key
accounting and audit judgments, techmical 1ssues and
best practice

. the degree of professionalism and expertise
demonsirated by the audit staff

. sufficient continurty within the core audit team

. adherence to independence policies and other
regulatory requirements

Risk Management and Interna! Control

The board of the company has primary responsibility for the
group’s risk management and internal control systems The
audit committee supervises the internal audit function, which
forms an important component of the control systems, and
keeps the conirol systems generally under review Any
deficiencies identified are drawn to the attention of the board

{nternal audit

The group's indenesian operations have a fully staffed in-
house internal audit function supplemented where necessary
by the use of external consultants The function 1ssues a full
report on each internal audit toptc and a summary of the
report 1s 1ssued to the audit committee In addition, follow-up
audits are undertaken to ensure that the necessary remedial
action has been taken In the opinion of the audit committee
and the board, there 1s no need for an internal audit function
outside Indonesia due to the imited nature of the non-
indonesian operations

Approved by the audit committee on 28 April 2014 and
signed on behalf of the commttee by
DAYID J BLACKETT

Chdirman M
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Governance

Directors’ remuneration report

This report has been prepared in accordance with Schedule 8 of The Large and Medium-sized Companies and Groups (Accounts
and Reports) Regulations 2008 (the ‘Regulations™} as amended in August 2013 This is the first ime that the company has
prepared the report in accordance with the amended Regulations The report 1s split into three marn sections the statement by
the chairman of the remuneration committee, the annual report on remuneration and the policy report  The policy report will be
subject to a binding shareholder vote at the 2014 Annual General Meeting ("AGM”) and 1t 1s intended that the policy set out in the
policy report should take effect for the financial year beginning on 1 January 2015 The annual report on remuneration provides
detalls on remuneration during 2013 and certain other information required by the Regulations The directors' remuneration
report excluding the policy report will be subject to an advisory shareholder vote at the 2014 AGM

The Companies Act 2006 requires the auditor o report to the sharehelders on certain parts of the annual report on
remuneration component of the directors’ remuneration report and to state whether, in therr opinion, those parts of the report
have been properly prepared in accordance with the Regulations The parts of the annual report on remuneration that are
subject to audit are indicated in that report  The statement by the chairman of the remuneration committee and the policy
report are not subject to audit

Statement by Mr D Blackett, the chairman of the remuneration commiitee

The succeeding sections of this directors’ remuneration report cover the activities of the remuneration committee dunng 2013
and prowde information regarding the remuneration of executive and non-executive directors and the future policy on directors’
remuneration  In particular, the report 15 designed to compare the remuneration of directors with the performance of the
company

Whilst the format of the remuneration report 1s new, the policy and pninciples apphed by the remuneration committee in fixing
the remuneration of directors have not changed and continue to take account of, in particular for executive directors, the
company’s sustamahility objectives as well as its commercial achievements

A key challenge for the committee n considering executive remuneration for 2014 and bonuses in respect of 2013 has been
the recent difficulf period faced by the group arising from 1ssues with villagers and the impact of these 1ssues on the operations
and results in 2013 Considerable progress has been made in addressing the recent difficulhes and the committee has
reflected this in 2013 bonuses and the remuneration awarded for 2014 Although the degree and pace of recovery in 2014
remains to be seen, the commitiee belreves that remuneration should motivate and reward individual performance in a way that
1s consistent with the best long term interests of the company and its shareholders In approving the remuneration package for
2014, the committee considers that it struck an appropriate balance The remuneration awarded for 2014 1s not subject to the
policy on future remuneration to be approved at the 2014 AGM as set out below but 1s consistent with that policy

Annual report on remuneration

The nformation provided below under "Single total figure of remuneration for each director”, “Pension entitlements”, “Scheme
interests awarded dunng the financial year, "Directors’ shareholdings™ and *Scheme interests” has been audited

Single total figure of remuneration for each director

The remuneration of the executive and non-executive directors for 2012 and 2013 was as follows

Payment
Salary All faxable Annual Longterm  inleu of
and fees benefits bonus  Incentive pension Total
2013 £'000 2000 £'000 £'000 £'000 £000
Chairman and executive directors
R M Robinow 1975 b9 - - - 2034
J C Oakley 3245 163 1050 - 430 4888
M A Parry (apponted 1 January 2013) 2765 _ 288 _ 1163 - - 4196
Non-executive directors
D J Blackett 245 - - - - 245
| Chia (appainted 1 January 2013) 220 - - - - 220
D H R Killick 245 - - - - 245
Total 8685 610 2203 - 430 1,1828
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Payment

Salary Ali taxable Annual Longterm inheu of

and fees  benefis* bonus ncentve  pension Total
2012 £000 £'000 £000 £000 £000 £000
Chairman and executive director
R M Robinow 1975 49 - - - 2024
J C Oakley 3150 130 1125 - 590 48995
Mon-executive directors
D J Blackett 245 - - - - 245
J G Green-Armytage (retired 31 December 2012) 220 - - - - 220
J R M Keatley {retred 31 December 2012) 290 - - - - 220
D H R Kilkck 245 - - - - 245
L E C Letts {retired 31 December 2012) 220 - - - - 220
C L Lim (retired 31 December 2012) 220 - - - - 220
Total 6495 179 1125 - 590 8389

Types of benefit company car, medicat nsurance, overseas rental accommedation

Fees paid to Mr Blackett and Mr Killick in respect of 2012 and 2013 included, in each case, additional remuneration of £2,500
in respect of thewr membership of the audit committee

Fees payable in respect of Mr Green-Armytage, Mr Letts and Mr Lim in 2012 were paid to companies in which such directors
were interested

Pension entitlements

In the past, executive directors were ehgible to join the REA Pension Scheme, a defined benefit scheme of which details are
gven in note 38 to the consolidated financial statements That scheme 1s now closed to new members and it 1s no longer the
policy of the company to offer pensionable remuneration to directors, except to the extent as may be or may become required
under local legislation

Mr Oakley {who was aged 65 at 31 December 2013) was until 31 July 2009 an ordinary member of the REA Pension
Scheme Mr Oakley elected to become a pensioner member of the scheme on 31 July 2009 In recognition of Mr Oakley's
withdrawal from ordinary membership of the scheme ahead of attaining the age of 65, the company paid to Mr Oakley amounts
in lieu of the pension contrihutions equivalent to the amounts that the company would otherwise have paid to the pension
scheme during the period from 1 August 2009 untl! the date on which Mr Oakley attained the age of 65 The amount i lieu
payable in 2013 was £43,000 (2012 £59,000} There will be no further payments in lieu of pension contributions payable in
2014 and thereafter

Details of Mr Qakley's annual pension entitlement are set out below

£
In paymeni at beginning of year 70503
Increase during the year 1,586
In payment at end of year 72,089
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Governance
Directors’ remuneration report
continued

Scheme interests awarded dunng the financial year

The table below sets out scheme interesis awarded during the year to a director

Percentage
of award
vesting for
Type of scheme Face value* minimum Length of vesting  Summary of performance
Drrector interest Basis of award £000  periormance * period  measures and targets
M A Parry Long term Right to acquire 413,687 3333 1 January 2013to Up to 50 per cent of the maximum

incentive plan 103,035 ordinary
shares at 401 Bp
per share exercisable
subject to certain
performance conditions

31 December 2016

aggregate amount will be payable
dependent on the annual total
shareholder return (TSR) per
ordinary share, up to 25 per cent
dependent upon the percentage
amount by which the inflation
adjusted cost per tonne of crude
palm oif and equivalents produced
by the group has reduced (RCPT),
and up to 25 per cent dependent
upon the average annual
extension planting rate achieved
by the group (AEPR) For each
performance measure, the
thresholds for one third, two thirds
or full vesting, are, respectively

as follows TSR - 10, 15 and

20 per cent, RCPT - 5,10 and

15 per cent, and AEPR - 2,500,
3,000 and 3,500 hectares

2013) being the pnee at which the award i1s exercisable
* Assuming mirerum performance against all performance conditions

Drrectors’ shareholdings

There 15 no requirement for directors to hold shares in the company

The face value compnses the number of shares awarded multiphed by the closing share price {401 5p) on the day immediately preceding the date of grant {11 June

At 31 December 2013, the interests of directors (including interests of connected persons as defined in sechion 968 (2) of the
Financial Services and Markets Act 2000 of which the company 1s, or ought upen reasonable enquiry to have been, aware) in
the 9 per cent cumulative preference shares of £1 each and the ordinary shares of 25p each of the company were as set out

in the table below

Preference Ordinary
Directors shares shares
R M Robinow - 10,005833
D J Blackett 250,000 -
| Chia - -
D H R Kilhck - 30,000
J C Oakley - 442493
M A Parry 41,851 5,088

There have been no changes in the interests of the directors between 31 December 2013 and the date of this report, save that
the total number of ordinary shares held by Mr Robinow no longers includes 24,166 ordinary shares that were previously held m
trust on behalf of a person connected with Mr Robinow, such person having reached ihe age of majonty in February 2014
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Scheme interests

The following table shows the total number of scheme interests, being entilements to notional shares with and without
performance conditions held by Mr Parry  No director, other than Mr Parry, currently holds any interests in shares other than
those disclosed in the table above and no director holds any share options

With Without
performance performance
Scheme interests in ordinary shares conditions  conditions

M A Farry 105,579 Nil

A new long term incentive (the “third plan”) was approved by shareholders and put in place for Mr Parry in June 2013
Prewiously, long term incentive schemes were put in place for certain key senior executives in Indonesia (the *first plan™ and
the “second plan”) The schemes are linked to the market price performance of ordinary shares in the company, designed with
a view to executive participation over the long term in value created for the group The performance penod for the first ptan
commenced on 1 January 2007 and ended on 31 December 2010, for the second plan, commenced on 1 January 2009 and
ended on 31 December 2012, and for the third plan, commenced on 1 January 2013 and will end on 31 December 2016
{the “performance penods”) No director was eligible to participate under either the first or second plan

Under the plans, participants were awarded potental enbitiements over notional ordinary shares of the company These
potential entitfemnents then vested or vest to an extent that was or 1s dependent upon the achieverment of cerian targets

Vested entitlements are exercisable in whole or part at any time within the six years following the date upon which they vested
On exercising a vested entitiement, a participant receives a cash amount for each ordinary share over which the entitlement 1s
exerased, equal to the excess (If any) of the market price of an ordinary share on the date of exercise over 414 69p in the case
of the fust plan, 224 82p in case of the second plan and 395 14p In the case of the third plan, being the market prices of an
ordinary share on the dates with effect from which the plans were agreed after adjustment for subsequent vanations in the
share capital of the company in accordance with the rules of the plans

Each pfan provided or pravides that the vesting of a participant’s patential entitlements to notional ordinary shares be
determined by key performance targets with each performance target measured on a cumulative basis over a designated
performance peried For both the first and second plans, the designated performance periads have now ended Under each
plan there were or are threshold, target and maximum levels of performance determining the extent of vesting in relation to
each performance target The three key performance targets and the respective thresholds for determining the extent of
vesting under the third plan are set out In the above table showing the scheme interests awarded during the year Targets are
subject to adjustment at the discretion of the remuneration committee where, in the committee's opinion, warranted by actual
performance

In the event of a change in contro! of the company as a result of a takeover offer or similar corporate event, vested entitiements
will be exercisable for a peniod of one month following the date of the change of control or other relevant event (as deiermined
by the remuneration committee)

The exercise of vested entitlements depends upon continued employment with the group  If a participant with a vested
entittement leaves, the participant may exercrse a vested entitlement within six months of fleaving

At 1 January 2013, vested entitlements to a total of 36,002 and 15,107 notional ordinary shares were held by two participants
under, respectively, the first and second plans One such participant retired from the group with effect from 30 Apnl 2013 and
thereupon exercised his entire entitlements under the first and second plans The payments to the participant concerned
amounted te £6,927 and £13,663 respectively The second parlicipant exercised his entitlement under the second plan on

18 July 2013 and receved payment of £17,013, following which the second plan terminated

On the basis of the market price of the ordinary shares at 31 December 2013 of 447 50p, the total gain 1n respect of the

remaining vested entitlement to 22,863 notional ordinary shares outstanding under the furst plan would have been £7,501 and
the total gain under the third plan, assuming that the awarded entitlements eventually vest in full, would have been £55,380
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Directors’ remuneration report
continued

Performance graph and managing director remuneration table

The following graph shows the company’s performance, measured by total shareholder return, compared with the performance
of the FTSE All Share Index also measured by total shareholder return The FTSE All Share index has been selecied for this
comparison as there 1s no index available that 1s specific to the actvities of the company

Record of remuneration of the managing director

The table below sets out the details in respect of the managing director

Long term

Incentive

Annual bonus vesting rates

Single figure of pay-out aganst

total against maximum

remuneration maximum  oppariunity

Managing director's remuneration £'000 % %
2013 4888 65 N/A
2012 4995 71 N/A
201 4287 47 N/A
2010 4194 46 N/A
2009 3586 40 N/A

The single figure of total remuneration and the bonus calculations in 2009 and 2011 above have been adjusted to reflect
refunds of a benefit in kind  As previously reported, the total remuneration paid to Mr Oakley in respect of 2008, 2009 and
2011 was, respectively, £92,5600, £70,820 and £15,050 less than the amount to which he would narmally have been entitled
in each year, reflecing an agreement that a benefit in kind receved in 2006 {relating to a tax habilty ansing on a gan on
exercise of share optians) should be refunded by commensurate reductions in subsequent remuneration Taken together, the
reductions in 2008, 2009 and 2011 fully offset the applicable benefit i kind
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Percentage change in remuneration of the managing director

The table below shows the percentage changes in the remuneration of the managing director and in the average remuneration of
certan senior management and executives In Indonesia and Singapore between 2012 and 2013 The selected comparator
employee group 1s considered to be the most relevant taking into consideration the nature and location of the group's operations
Using the entire employee group would involve companison with a workforce in Indonesta, whose terms and conditions are
substantially different from those pertaining to employees elsewhere and of which the changes from year to year reflect local
employment conditions

2013 2012

Percentage change in managing director's remuneration £'000 £'000 change
Salary 3675 3740 -2%
Benefits 163 130 25%
Annual bonus 1050 11256 -7%
Total 488 8 4995 -2%

2013 2012

Percentage change in selected employee group remuneration £'m £'m change
Salary 1322 1265 4%
Benefits 110 105 5%
Annual bonus 1012 764 33%
Total 244 4 2134 15%

Relative importance of spend on pay
The graph below shows the movements between 2012 and 2013 in total employee remuneration, cost of goods sold, and

ordinary and preference dvidends Cost of goods sold has been selected as an appropriate comparaior as it provides a
reasonable measure of the growth in the group’s activities
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Directors’ remuneration report
continued

Functions of the remuneration committee

The remuneration committee currently compnises two independent non-executive directors, Mr D J Blackett (charrman) and
Mr D HR Kilkck The committee sets the remuneration and benefits of the charrman and the executive directors The
committee is also responsible for long term incentive arrangements, if any, for key senior executives in Indonesia.

The committee does not use iIndependent consultants but takes into consideratton external guidance, including the annual
publicaiion by Deloitte LLP regarding directors’ remuneration in smaller companies The commitiee also takes account of the
views of the charman of the company The chairman plays no part in the discussion of his own remuneration

Service contract of director standing for re-election

Mr Robinow, who 1s proposed for re-election at the forthcoming general meeting, has a contract for services to the company
which 15 termunable at will by either party Mr Robtnow's appointment 1s subject to annual review and the continuation of his
appointment depends upon satisfactory performance and re-election at annual general meetings

Statement of voting at general meeating

At the AGM held on 11 June 2013, votes lodged by proxy in respect of the directors’ remuneration were as follows

Number of Percentage of

Voting on remuneration report votes votes cast
For 23,331,750 9975
Against 57,898 025
Total {for and against) 23,389,648 10000
Votes withheld - —
Total votes cast (including withheld votes) 23,389,648 10000

The company pays due attention to voting outcomes Where there are substantal votes against resolutions in relation to
directors’ remuneration, the reasons for any such vote will be sought, and any actions in response will be defaled in the next
directors’ remuneration report

Policy Report

The information provided in this part of the directors’ remuneration repert 1s not subject to audst

Commencement and transition

The remuneration policy detailed below will take effect from the financial year beginning on 1 January 2015, subject to
approval at the company’s forthcoming AGM on 12 June 2014 The proposed policy will not change the policy adopted

in setting the current remuneration of the directors although that policy has not been subject to approval pursuant to the
Regulattions
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Future policy tables

The table below provides a summary of the key components that it wili in future be the policy of the company to prowde in
the remuneration package of each executive director It is not the policy of the company to provide for possible recovery
after payment of any element of directors' remuneration

Purpose

Operation

Opportunity

Applicable performance
measures

Executive directors

Salary and
fees

To provide a competitive
level of fixed remuneration
ahgned to market practice
for comparable

Reviewed annually with
annual Increases effective
from 1 January by
reference to the rate of

organisations, reflecting the inflation, specific

demands, serwonty and
location of the positien and
the expected contribution
to achievement of the
company's strategic
objectives

responsibiibhes and
location of the executive,
current market rates for
comparable organisations,
rates for senior employees
and staff across the
operations, and allowing
for differences in
remuneration applicable to
different geographical
locations

Within the second or
third quartile for similar
sized companies

Neone

Taxable
benefits

To attract, motivate, retain

Company car, and, whers

and fairly reward individuals  relevant, other benefits

of suitable calbre

customarily provided to
senior management in
ther country of residence

The cost of providing the
appropniate benefits,
subject to regular review
to ensure that such costs
are competitive

None

Annual
bonus

To incentvise performance
aver a 12 month period,
based on achievements
Iinked to the company's
strateqic objectives

Annual review of
performance measured
against prior year progress
in corporate development,
both commercial and
financial, and including
objectives relating to
sustainabibity and
governance

Up to a maximum of 50
per cent of annual base
salary

A range of objectives for the
respective director, reflecting
spectfic goals for the
relevant year, with weighiing
assessed annually on a
discretionary basis
depending upon the
dorminant influences during
the year to which a bonus
relates

Long term
ncentive
plans

To provtde incentives, inked Vesting by reference to the

to the market price
performance of ordinary
shares, with a view to
particpalion by the director
over the long term in the
value that a director helps
to create for the group

achievement over a
defined period of certain
key performance targets

Cumulative awards,
measured at face value
on dates of grant, imited
to 150 per cent of
prevaling annual base
salary

Total shareholder return,
cost per tonne of crude
palm oil produced, and the
annual extension planting
rate achieved in
proportions considered at
the remuneration
committee's discretion
appropnate to the
company's objectives at the
time of making any award

Pensions

Compliance with prevailing
legislation

Compliance with prevailing
teguslation

Compliance with
prevailing legislation

None
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Directors’ remuneration report
continued

The table below pravides a summary of each of the compenents that it will in future be the policy of the company to prowide
in the remuneration package of each non-executive director

Purpose Operation
Non-executive directors
Fees To attract and retan Determined by the board
individuals with suitable within the limits set by the

knowledge and experence  articles of association and
to serve as directors of a by reference to

listed UK company comparable organisations
engaged In the plantation  and to the time
business in Indonesia commitment expected,

reviewed annually

Fees for An additional flat fee in Determined by the board
additional each year in respect of having regard to the tme
duties membership of certain commitment expected and

commuittees and additonal  with no director taking part

fees in respect of particular in the determination of

services performed such additional
remuneration in respect of
himself, reviewed annually

Taxable Continuance of previcusly  The provision of private

benefits agreed arrangements medical insurance, subject
to regular review to ensure
that the cost 1s competitive

The polictes on remuneration set out above in respect of executive directors will be applied generally to the semor management
and executives of the group but adjusted appropnately to reflect the position, role and location of an indvidual Remuneration
of other employees, almost all of whom are based in Indonesia, will be based on local and industry benchmarks for basic
salaries and benefits, subject as a minimum to an annual inflationary adjustment, and with additional performance incentives as
and where this 1s approprate to the nature of the role

Approach to recruitment remuneration

In setting the remunerabtion package for a newly appainted executive director, the committee will apply the policy as set out
above Base salary and bonuses, if any, will be set at levels appropnate to the role and the experience of the director being
appointed and, together with any benefits to be included in the remuneration package, will also take account of the
geographical location 1n which the executive 1s to be based The maximum vanable incentive which may be awarded by way
of annual bonus will be 50 per cent of the annual base salary and by way of long term incentive will be 150 per cent of annual
base salary

In instances where a new executive is to be domiciled outside the United Kingdom, the company may provide certain relocation

benefits to be determined as appropriate on a case by case basis taking account of the specific circumstances and costs
associated with such relocation
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Directors’ service agreements and letters of appointment

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

Mr Oakley has two service agreements whereby his working time and remuneration are shared between two employing
companies to reflect the division of his responsibilibes between different parts of the group Each contract may be terminated
by either party by gving notice to the other party of not less than six months At 31 December 2013, the unexpired term under
each contract remained as six months

Mr Parry's service contract may be terminated by either party by giving notice to the other party of not less than three months
At 31 December 2013, the unexpired term under Mr Parry's contract was three months

Contracts for the services of non-execubive directors may be terminated at the will of either party, with fees payable only to the
extent accrued to the date of termination  Continuzation of the appointment of each non-executive director depends upon
satisfactory performance and re-election at annual general meetings in accordance with the ariicles of association of the
company

lllustration of apphication of remuneration policy

The charts below provide estimates of the potential remuneration receivable pursuant to the proposed remuneration policy by
each executive director, and the potental sphit of such remuneration between its different components (being the fixed
component, the annual varable component and the long term vanable component) under three different performance
scenanos minimum, in line with expectations and maximum  The long {erm vanable component in respect of 2014 will be nil

J C Oakley managing director M A Parry regional cireclor

B Foed pay B Annual bonus

The figures reflected in the chart above have been calculated as if the policies set out in the future policy table above were
apphcable throughout 2014 and on the basis of remuneration agreed for 2013

Payment for loss of office

It 1s not company policy to include provisions in directors' service contracts for compensation for early termination beyond
providing for an entitlement to a payment in lieu of notice if due notice 1s not given

The company may cover the reasonable cost of repatnation of any expatniate executive director and the director's spouse in the

event of terminatron of appointment, other than for reasons of misconduct, and provided that the move back 1o the director's
home country takes place within a reasonable period of such termination
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Governance

Directors’ remuneration report
continued

Consideration of employment conditions elsewhere in the company

in setiing the remuneration of executive directors, regard will be had to the levels of remuneration of expatriate employees
overseas and to the increments granted to employees operating in the same location as the relevant director  Employee views
are not specifically sought in determining this policy Employee salanes will normally be subject to the same inflationary
adjustment as the salaries of executive directors in their respective locations

Shareholder views
Sharehalders are not specifically consulted on the remuneration policy of the company Shareholders who have expressed

views on remuneration have supported the company's policies and the application of those policies o date Were a significant
shareholder to express a parlicular concern regarding any aspect of the policy, their views would be carefully weighed

Approved by the board of directors on 28 April 2014
RICHARD M ROBINOW

Chamman L /( A
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Governance
Directors’ responsibilities

The directors are responsible for prepanng the annual report

Responsibility statement

and the financial statements in accordance with applicable law

and regulations

UK company law requires the directors to prepare financial
statements for each financial year The directors are required
to prepare the group financial statements in accordance with
international Financial Reporting Standards (“IFRS") as
adopted by the European Union {the “EU" and Article 4 of the
IAS Regulation and have also elected from 2013 to prepare
the parent company financial statements tn accordance with
IFRSs as adopted by the EU  Under company law, the
directors must not approve the accounts unless they are
satisfied that they give a true and fair view of the state of
affairs of the company and of the profit or loss of the company
as at the end of and for the period covered by the financial
statements

In preparing these financial statements, the directors are
required to

. properly select and apply accounting policies,

. present information, including accounting policies, In a
manner that provides relevant, reliable, comparable and
understandable information,

. provide additional disclosure when comphance with the
specific requirements in IFRS are insutficient to enable
users to understand the impact of particular
transactions, other evenis and condittons on the enhity's
financial position and financial performance, and

. make an assessment of the company's ability to
centinue as a going concern

The directors are responsible for keeping adequate
accounting recerds that are sufficient to show and explain the
company's transaciions and disclose with reasonable accuracy
at any time the financial position of the company and enable
them to ensure that the financial statements comply with the
Compantes Act 2006 They are also responsible for
safeguarding the assets of the company and hence for taking
reasonable steps {or the prevention and detection of fraud and
other irregulariies

The directors are responsible for the maintenance and
integrity of the corporate and financial information included on
the company's website Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may differ from legislation in other junsdictions

To the best of the knowledge of each of the directars

. the financial statements, prepared in accordance with
the International Financial Reporting Standards, give
a true and farr view of the assets, habilibies, financial
position and profit or loss of the company and the
undertakings included in the consolidation taken as
a whole,

. the “Strategic report” section of this annual report
Includes a farr review of the development and
performance of the business and the posihion of
the company and the undertakings included in the
consolidation taken as a whole, together with a
description of the principal nsks and uncertainties that
they face, and

. the annual report and financial statements, taken as a
whole, are fair, balanced and understandable and provide
the information necessary for shareholders to assess the
campany's performance, business model and strategy

By order of the board
R.E.A. SERVICES LIMITED b
28 Aprl 2014
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Governance
Independent auditor’s report to

the members of R.E.A. Holdings plc

Opinion on financial statements of R E A Holdings plc
(the "Company" and together with its subsidiaries the
“Group™)

In our opiron

. tnhe financial statements give a true and fair view of the
state of the Group's and of the Company's affais as at
31 Becember 2013 and of the Group’s profit for the
year then ended,

. the Group financial statements have been properly
prepared in accordance with Internationzl Financial
Reporting Standards (IFRSs) as adopted by the
European Union,

- the Company financial statements have been properly
prepared in accordance with IFRSs as adopied by the
European Urion and as apphed in accordance with the
provisions of the Companes Act 2006, and

- the financial statements have been prepared in
accordance with the requirements of the Companies
Act 2006 and, as regards the group financial
statements, Article 4 of the |AS Regulation

The financial statements comprise the Consolidated Income
Statement, the Cansolidated and Company Balance Sheets,
the Consolidated Statement of Comprehensive Income, the
Consolidated and Company Cash Flow Statements, the
Consolidated and Company Statements of Changes in Equity
and the related notes 1 to 44 to the Group financial
statements and notes (1} to (x1x) to the Company financial
statements The finanaial reporting framework that has been
applied in their preparation 1s applicable law and IFRSs as
adopted by the European Union and, as regards the parent
company financial statements, as applied in accordance with
the prowisions of the Comparues Act 2006

Risk

Going concern

As required by the Listing Rules we have reviewed the
directors' stalement on page 69 that the Group s a going
concern We confirm that

- we have concluded that the directors’ use of the going
concern basis of accounting m the preparation of the
financral statements I1s appropriate, and

- we have not identified any matenial uncertainiies that
may cast significant doubt on the Group's abihty to
continue as a going concern

However, because not all future events or conditions can be
predicted, this statement 1s not a guarantee as to the group’s
ability to continue as a gaing concern

Our assessment of nsks of matenal misstatement
The assessed risks of matenial misstatement described below
are those that had the greatest effect on our audsit strategy,

the allocaticn of resources i the audit and directing the
efforts of the engagement team

How the scope of our audit responded to the risk

‘Valuation of biological assets

Under IFRS, biological assets are required to be fair valued in
accordance with 1AS 41 at each financial reporting date This
valuation 1s performed using a discounted cash flow model
which mvolves a number of significant assumptions with
changes in fair value being recorded in the income statement.

We assessed the assumptions used in the discounted cash
flow model which derives the valuation of biologicat assets
This mcluded evaluabing the sensitivity of the assumptions,
checking on a sample basis the anthmetical accuracy of the
discounted cash flow model and assessing the accuracy
(using the benefit of hindsight) of previous assumphions used
We also benchmarked the assumphons against other
plantatton companies
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Risk

How the scope of our audit responded to the risk

Taxation matters arising in Indonesia

Tax legistation in Indonesia can be complex and 1ssues can
take a significant number of years to resolve  Furthermore,
significant deferred tax balances anse in the consolidated
financial statements as a number of tems are carried at fair
value, which may result in a different valuation to that used for
tax purposes

We utilised tax experts in the UK and Indonesia in order {o
understand the potential iImpacts of Indenesian tax regulations
on the group’s operations This included rewiewing the status
of open queries with the Indonesian tax authorities and tax
advice obtained by the Group in Indonesta We also
challanged management's assumptions in determining
deferred tax balances by independently re-computing
temporary differences on those assets and habiliies which
were expected to give nise to significant deferred tax

Impact of villager disputes in Indonesia and impact on going concern

During 2012 and the first half of 2013, the plantation
operations were subject to disruptve action by some of the
villagers from the nearby local communities At times this led
to the suspension of harvesting and miliing, 1n turn causing
inventory spollage and production of CPO of a lower quality
Most of these disputes related to the alfocation of land to
smallholders

We visited the plantation operations in East Kalimantan and
the admimistrative office in Samarnnda and reviewed the status
of outstanding claims and whether a provision was reguired
under IAS 37 We held discussions with management to
understand the nature of these disputes, why they had arisen,
actions taken by management to address them and
safeguards introduced to attempt to prevent them re-
occurnng  We also checked the minutes of management
meetings and held discussions with local management to
verify that the 1ssues had been remediated in the first half of
2013 and venfy whether any significant 1ssues had ansen in
the second half of 2013 0or 2014

The assessment of the carrying value of Indonesian stone and coal investments

The carrying value of these investments relies on certain
assumptions and estmates in relaton 1o the Ikelibood of
generating surtable future profits to support the carrying value
of the investment held by the Group

We assessed the assumptions and estimates used to
generate discounted cash flow models which support the
carrying value of the mvestments This included agreeing the
volume of deposits and expected extraction rates to surveyors’
reports, reviewing forecast prices and contracts and evaluating
the sensitvity of the assumptions

Accounting for cross currency swaps

The accounting used to hedge foreign currency exposures
ansing on the principal and interest elements of loans used
to finance plantation operations in Indonesia 1s complex

We considered the approprateness of accounting treatment
adopted by management in ine with accounting standards,
including the valuation of the swaps, particularly in the contexi
of adjustments for credit nsk which we compared with our
independent calculations based on observable market data
We also considered the appropnateness of management's
adoption of newly 1ssued standards in the current year, such
as IFRS 13 In addition, we have independently revalued a
sample of swaps

Revenue recognition

Revenue recogmtion 1s impacted by the entering into bill and
hold sales, while recognition of contractual agreements for
sales of crude palm oil at a future date and a fixed price would
give rise to a dernvative at year end

Focused tests of revenue transactions around year-end were
performed in order to assess whether the revenue recognition
policies adopted comply with IFRS and that revenue was
recognised in the correct penod We also reviewed contracts
in place at the year end to determine whether contractual
agreements that would give nise to denvatives were in
existence at year end

RE A Holdings pic Annual Report and Accounts 2013 7 1
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Governance
Independent auditor’s report to

the members of R.E.A. Holdings plc continued

The Audit Committee's consideration of these risks is set out
on pages 55 to 57

Our audit procedures relating to these matters were designed
in the context of our audit of the financial statements as a
whole, and not to express an opinion on indvidual accounts
or disclosures Cur opinion on the financial statements 1s not
moedified with respect o any of the nsks descrnibed above, and
we do not express an opinion on these individual matters

Our apphcation of materiality

We define matenality as the magnitude of misstatement in
the financial statements that makes it probable that the
economic decisions of a reasonably knowledgeable person
would be changed or influenced We use matenality both in
planring the scope of our audit work and in evaluating the
results of our work

In determmning matenality, we have had regard to a range of
financial metrics that we consider to be relevant. We
concluded that, using an average of the last five years’ profit
before tax to be most relevant, as this takes into account the
variabibty of results due to tems such as adverse weather
conditions and villager disputes in Indonesia.

We determined mateniahty for the Group to be $3million,
which 1s 7% of the average of the last five years’ profit before
tax, and 1% of equity as at the balance sheet date

We agreed with the Audit Committee that we would report to
the Committee all audit differences in excess of $60,000, as
well as difierences below 1hat threshold that, in our view,
warranted reporting on qualitative grounds We also report to
the Audit Committee on disclosure matters that we identified
when assessing the overall presentation of the financial
statements

An overview of the scope of our audit

Our Group audit was scoped by obtaining an understanding
of the Group and its environment, including group-wide
controls, and assessing the nisks of material misstatement at
the group level Based on that assessment, we focused our
group audit scope pnmarily on the audit work at 13 active
legal enhties, 12 of these were subject to a full audit, whilst
the remaining one was subject to speaified audi procedures
where the extent of our testing was based on our assessment
of the nisks of matenal misstatement and of the matenality of
the Group’s operations at this active legal entity These 13
active legal entities represent the principal business activibies
and account for 97% of the Group's net assets,100% of the
Group’s revenue and 98% of the Group’s profit before tax
They were also selected to prowde an appropnate basis for
undertaking audit work to address the nsks of matenal
misstatement identifted above Our audit work at the 13
active legal entities was executed at levels of matenalty
applicable to each individual entity which were Jower than
group materialiy

72

RE A Holdings plc Annual Report and Accounts 2013

At the parent entity level we also tested the conscolidation
process and carned out analytical procedures to confirm our
conclusion that there were no significant nsks of matenal
misstatement of the aggregated financial information of the
remaining components not subject to audit or audit of
specified account bafances

The group audit team continued to follow a programme of
planned wisits that has been designed so that the Senior
Statutory Auditor and a sentor member of the group audit
team visit the Group's operations and component auditers in
Indonesia annually and wisit the plantation estates at least
once every three years

Opinion on cther matters prescribed by the Compamnies
Act 2006

In cur optnion

. the part of the Directors’ Remuneration Report to be
audited has been properly prepared in accordance with
the Companies Act 2008, and

. the information given in the Strategic Report and the
Directors' Report for the financial year {or which the
financial statements are prepared 1s consistent with the
financial statements

Matters on which we are required to report by exception
Adequacy of explanations received and accounting records

Under the Compantes Act 2006 we are required to report to
you if, In our opinion

. we have not received all the information and
explanations we require for our audit, or
. adequate accounting records have not been kept, or

returns adequate for our audit have not been recewved
from branches not wsited by us, or

v the financial statements are not In agreement with the
accounting records and returns

We have nothing to report in respect of these matters
Cirectors' remuneration

Under the Companies Act 2006 we are also required to
report if in our opinion certatn disclosures of direciors’
remuneration have not been made or the part of the
Cirectors’ Remuneration Report to be audited 1s not in
agreement with the accounting records and returns We have
nothing to report ansing from these matters




Corporale Governance Statement

Under the Listing Rules we are also required to review the
part of the Corporate Governance Statement relating to the
company's compliance with nine provisions of the UK
Corporate Governance Code We have nothing to report
ansing from our review

Our duty to read other information in the Annual Report

Under International Standards on Auditing (UK and Ireland),
we are required 1o report to you if, in our opinion, iInformation
in the annual report 1s

. matenially inconsistent with the information in the
audited financial statements, or

. apparently matenally incorrect based on, or matenaliy
inconsistent with, our knowledge of the group acquired
in the course of perferming our audt, or

. otherwise misleading

in particular, we are required to consider whether we have
identified any Inconsistencies between our knowledge
acquired during the audit and the directors’ staterment that
they consider the Annual Report 1s fair, balanced and
understandable and whether the annual report appropnately
discloses those matters that we communicated to the Audit
Committee which we consider should have been disclosed
We confirm that we have not identified any such
inconsistencies or misleading statements

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities
Statement, the directors are responsible for the preparation of
the financial statements and for being satishied that they give
2 true and far iew Our responsibility 15 to audit and express
an opinion ¢n the fimancial statements in accordance with
apphicable faw and International Standards on Auditing (UK
and Ireland) Those standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors We
also comply with International Standard on Quality Control 1
(UK and Ireland) Our audit methodology and fools am to
ensure that our quality control procedures are effective,
understood and apphed Qur quality controls and systems
include our dedicated professional standards review feam
and independent partner reviews

This report 1s made solely {0 the Company’'s members, as a
body, in accordance with Chapter 3 of Part 15 of the
Companies Act 2006 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 auditor’s report
and for no other purpose To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone
other than the company and the Company's members as a
body, for our audit work, for this report, or for the opinions we
have formed

Scope of the audit of the financial statements

<O
2
An audit Involves oblaining evidence about the amounts and 3
disclosures in the financial statements sufficient to give
reasonable assurance that the financtal statements are free
from matenal misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting
policies are appropriate to the Group's and the Company's
circumstances and have been consistently apphed and
adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall 2
presentation of the financial statements In addition, we read é‘
all the financial and non-financial information in the annual 2
report to identify matenal inconsistencies with the audited EL

financial statements and to identify any information that 1s
apparently matenally incorrect based on, or matenally
inconsistent with, the knowledge acquired by us 1n the course
of performing the audit, If we become aware of any apparent
materal rmisstatements ar inconsistencies we consider the

MARK McILQUHAM ACA (Senior statutory auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditar

London, United Kingdom

28 Aprl 2014
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L
Group financial statements

Consolidated income statement
for the year ended 31 December 2013

2013 2012
Note $'000 $'000

Revenue 2 110,547 124600

Net gain / (loss} arising from changes n farr value of agricultural produce inventory 4 548 (5677
Cost of sales (69,901) (B63,666)
Gross profit 41,194 55,357

Net gain ansing from changes in fair value of biological assets 13 7,133 5979

Other operating iIncome 2 - 12

Distribution costs (1,290) (1,601)
Administrative expenses 5 (18,959) (18899
Impairment loss 16 - {3,000)
Operating profit 28,078 37848

Investment revenues 2.7 467 411

Finance costs 8 (3,329) (7.701)
Profit before tax 5 25,216 30,558

Tax 9  (12,544) (12855
Profit for the year 12,672 17,703

Attnbutable to

Ordinary shareholders 5,457 11,342

Preference shareholders 10 7,291 6713

Non-controlling interests 35 (78) (352

12,672 17,703

Earnings per 25p ordinary share

11 158 cents 339 cents

Ali operations for both years are continuing
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Group financial statements

Consolidated balance sheet
as at 31 December 2013

2013 2012

Note $'000 $'000
Non-current assets
Goodwill 12 12,578 12,578
Biological assets 13 288180 265663
Property, plant and equipment 14 146,998 145610
Prepaid operating lease rentals 15 30,454 26,630
Indonesian stone and coal interests 16 30,427 20,480
Investments 19 - -
Deferred tax assets 28 9515 6,063
Non-current recewables 2,250 2,470
Total non-current assets 520,402 488,494
Current assets
Inventories 18 17,345 20,712
[nvestments 19 - 1,256
Trade and other recevables 20 28 625 32,155
Cash and cash equivalents 21 34,574 26,393
Total current assets 80,544 80516
Total assets 600,946 569,010
Current habthities
Trade and other payabies 30 (16,908) (30051)
Current tax liabilities (2,934)  (4,348)
Bank loans 23  (35,033) (1,000)
USdollar notes 25 (5,0964) (691)
Other loans and payables 29 (s40)  (1,105)
Total current habilities (61,779) (37,1956)
Non-current habilities
Bank loans 23 (82,281} (51,194)
Sterling notes 24 (55,708) (54°279)
US dollar notes 26 (33.468) (48,007)
Preference shares issued by a subsidiary 26 (38) (54)
Derivative financial instruments 27 (7.892) (11622
Deferred tax labiities 28 (73,404) (44372)
Other loans and payables 29 {6,935) (7,257}
Total non-current habilities (239,726) (216,785)
Total habilities (301,505) (253980}
Net assets 299,441 315,030
Equity
Share capital 31 101,574 97 565
Share premium account 32 25161 18,680
Translation reserve 33 (32549) {4,854)
Retaned earnings 34 203225 2018630

297411 313,021

Non-controlling interests 35 2,030 2,009
Total equity 299441 315030

Approved by the board on 28 April 2014 and signed on behalf of the board
RICHARD M ROBINOW

Charman [ Z AA
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Group financial statements

Consolidated statement of comprehensive income
for the year ended 31 December 2013

2013 2012
Note $'000 $000
Profit for the year 12,672 17,703
Other comprehensive iIncome
[terns that may be reclassified to profit or loss
Actuanal losses 38 {(123) -
[tems that will not be reclassified to profit and loss
Exchange differences on translation of foreign operations (12,341} (2,133)
Deferred tax movement charge to equity 28 (15,257) 69
(27,721) (2.064)
Total comprehensive income for the year (15,049} 15639
Attrbutable to
Ordinary shareholders (22,416) 9,151
Preference shareholders 7,291 6713
Non-controlling interests 76 {225)
{15,049) 15639
Consolidated statement of changes in equity
for the year ended 31 December 2013
Non-
Share Share Translaton Retaned controlling Total
capttal  premium reserve  earnings  Subtotal interests equity
{note 31) (note 32) (note 33) (note 34) (note 35)
$000 $000 $'000 $'000 $000 $000 $'000
At 1 January 2012 87,939 21,771 (11,762) 202,763 300,711 2234 302945
Correction of previous
accounting error (note 33) - - 9,099 (9,099) - - -
Total comprehensive income - - (2,191) 18,0558 15,864 (225) 15639
Issue of new preference shares (cash) 6,389 146 - - 6535 - 6,535
[ssue of new preference shares (scrip) 3,237 (3,237) - - - - -
Dividends to preference shareholders - ~ - (6,713) (6,713) - 6,713}
Dividends to erdinary shareholders - - - (3,376) (3,376) - (3,376)
At 31 December 2012 97565 18,680 (4854) 201630 313021 2008 315030
Total comprehensive income - - (27695 12625 (15070) 21 (15049
Correction to share premium - 7 - - 7 - 7
Issue of new ordinary shares (cash) 641 9878 - - 10519 - 10,519
Issue of new preference shares (scrip) 3404 (3,404} - - - - -
Purchase of treasury shares (36} - - - (36) - (36)
Dwidends to preference shareholders - - - (7.281) (7.201) - (7291
Dvidends to ordinary shareholders - - - (3,739) (3,739) - (3,739)
At 31 December 2013 101,574 25,161 (32549) 20322% 297411 2030 299441
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Group financial statements

Consolidated cash flow statement
for the year ended 31 December 2013

2013 2012

Note $'000 $'000
Net cash from operating activibes 38 764 32,470
Investing activities
Interest recewed 467 411
Proceeds from disposal of property, plant and equipment 79 4
Purchases of property, plant and equipment {12,026} (50.264)
Expenditure on biological assets * (16,794) (15,033)
Expenditure on prepaid operating lease rentals (4,281) (2,241)
Acquesition of subsidiary company - (1.616)
Investment in Indonesian stone and coal nterests (947) (3.800)
Net cash used in investing activities (33,502) (72,639)
Financing activities
Preference dwidends paid (7,291) (6,713)
Ordinary dividends paid (3.739) (3.376)
Repayment of borrowings (5,000 (10603)
Proceeds of issue of ordinary shares 10,519 -
Purchase of treasury shares (36} -
Proceeds of 1ssue of preference shares - 6,535
Issue of US dollar notes, net of expenses - 33,683
Redemption of US dollar notes (9,678) (19,000
Payment to close out hedging contract (1,862) -
Net sale and repurchase of US dollar notes 1,238 (269)
New bank borrowings drawn 57,600 36,027
Net cash from financing activities 41,751 36,204
Cash and cash equivalents
Net increase / {decrease) in cash and cash equivalents 37 8,013 (3,965}
Cash and cash equivalents at beginning of year 26,393 30,601
Effect of exchange rate changes (832) (243)
Cash and cash equivalents at end of year 21 34,574 26,393

* Net of capitalised depreciation and amortisation (see notes 14 and 15)

RE A Heldings plk: Annual Report and Accounts 2013
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Group financial statements
Accounting policies (group)

General information

REA Holdings ple1s a company incorporated in the United
Kingdom under the Companies Act 2006 with registratron
number 00671089 The company's registered office 1s at
First Floor, 32-36 Great Portland Street, London W1X 80X
Details of the group's principal activiies are provided in the
Strategic report.

Basis of accounting

The consolidated financial statements set out on pages 74
to 109 are prepared in accordance with International
Financial Reporting Standards ("IFRS”) as adopted by the
EU as at the date of approval of the financial statements
and therefore comply with Article 4 of the EU [AS
Regulation The statements are prepared under the
historical cost convention except where otherwise stated
in the accounting polcies

For the reasons given under “Going concern basis” in the
Directors’ report, the financial statements have been
prepared on the going concern basis

Presentational currency

The consolidated financial statements of the group are
presented in US dollars, which i1s also considered to be the
currency of the primary economic environment in which the
group operates References to *$" or “dollar” in these
financial statements are to the lawful currency of the United
States of Amenca.

Adoption of new and revised standards

With effect from 1 January 2013 the group adopted [AS19
“Employee benefits” {revised) The revised standard has not
changed the values of retirement benefit obligations, and
the requirement io account for actuaral gains and losses
through the statement of comprehensive income has had an
immaterial impact on the financial statements In addition,
with effect from 1 January 2013, the group has adopted a
number of minor changes to IFRS including the amendment
to IAS 1 “Presentation of financial statements™ which
changes the presentation of certain items within other
comprehensive ncome grouping them into items which will
recycle to profit and loss and items which will not, and IFRS
13 “Farr value measurement” which provides a single source
of farr value measurement and disclosure requirements for
use throughout IFRS Implementation of IFRS 13 does not
require a restatement of histoncal transactions Otherwise
new standards and interpretations issued and brought into
effect for the latest reporting period have not led to any
changes in the group’s accounting policies
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At the date of authonsation of these financal statements,
the following standards and interpretations which have not
been applied in these financial statements were in 1ssue but
not yet effective (and in one case had not yet been adopted
by the EU)

. IFRS 9 “Financral instruments classification and
measurement”

. IFRS 10 “Consolidated financial statements”

. IFRS 12 *Disclosure on interests in other entiies”

. IAS 27 (amendments) “Investment entities”

. [AS 32 {amendments} “Offsetting Financial Assets
and Financial Liabihties”

. IAS 36 (amendments) ‘Recoverable amount
disclosure for non-financial assets”
. IAS 39 (amendments) “Novation of dernvatives and

continuation of hedge accounting”
. IFRIC Interpretation 21 “Levies”

The effective date of IFRS 9 was deferred by the
International Accounting Standards Board (IASB) and it now
has mandatory application for accounting penods beginning
on or after 1 January 2015 This standard represented the
first phase of the IASB's preject to replace IAS 39 Finanaal
instruments recognibion and measurement 1t sets out the
classification and measurement criteria for financial assets
and financial labilities 1t 1s not considered that the effect of
applying the standard in its current form would have a
material impact on the group’s reported profit or equity The
impact on the group of further changes to IFRS @ and the
impact of the second and third phases of the IASB's project,
covering )/mpairment and hedge accounting respectively, will
be assessed when the |ASB has fimalised the proposed
requirements IFRS 9 has not been endorsed by the EU and
will only become applicable once that endorsement has
occurred

The adoption of IFRS 10 Consolidated financral staternents
may alter the composition of those subsidiary comparies
which are included In the consolidated financial statements
of the company

The directers do not expect that the adoption of the other
standards listed above will have a matenal impact on the
financial statements of the group in future periods

Basis of consolidation

The consclidated financial statements consolidate the
financial statements of the company and its subsidiary
companies (as histed m note (iv) to the company's Indvidual
financral statements) made up to 31 December of each year




The acqusition method of accounting 1s adopted with
assets and habilities valued at fair values ai the date of
acquisthion The interest of non-controling shareholders is
stated at the non-controlling shareholders’ proportion of the
fair values of the assets and lrabilties recognised The share
of total comprehensive iIncome 15 atinbuted to the owners of
the parent and to non-controlling interests even if this
resulis in the non-controlhing interests having a defiait
balance Results of subsidiaries acquired or disposed of are
included in the consolidated income statement from the
effective date of acquisition or to the effective date of
disposal Where necessary, adjustments are made to the
financial statements of subsidiaries to bring the accounting
pohcies into ine with those used by the group

On acquisition, any excess of the fair value of the
consideration given over the fair value of identifiable net
assets acquired i1s recognised as goodwill Any deficiency in
consideration given against the fair value of the identifiable
net assets acquired 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 eliminated on consolidation

Goodwill

Goadwill 1s recognised as an asset on the basis described
under “Basis of consolidation” above and once recognised 1s
tested for impairment at least annually Any impairment 1s
debited immediately as a loss in the conselidated income
statement and 15 not subsequently reversed On disposal of
a subsidiary, the attributable amount of any geodwill 1s
included in the determination of the profit or loss on
disposal

For the purpose of impairment testing, goodwill 1s allocated
to each of the group's cash generaling units expected to
benefit from the synergies of the combinabion Cash
generating units to which goodwill has been allocated are
tested for impairment annually, or more frequently when
there 1s an indication that the unit may be impaired

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

Revenue recognition

Revenue 1s measured at the farr value of the consideration
received or recewvable 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 sigmificant nisks and rewards of ownership of the
goods are transferred to the buyer and include contracted
sales in respect of which the contracted goods are available
for collection by the buyer in the accounting penod Income
from services 1s accrued on a time basis by reference to the
rate of fee agreed for the provision of services

Interest ncome 1s accrued on a time basis by reference to
the prinaipal outstanding and at the effective interest rate
apphicable (which 1s the rate that exactly discounts
estimated future cash receipts, through the expected life of
the financiat asset, to that asset's net carrying amount)
Dividend income 1s recognised when the shareholders’
nghts to receive payment have been established

Leasing

Assets held under finance leases and other similar contracts
are recogrised as assets of the group at therr far values or,
if lower, at the present values of mimimum lease paymenis
{for each asset, determined at the inception of the lease)
and are depreciated over the shorter of the lease terms and
their useful lives The corresponding liabihities 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 with
similarly, except that assets are depreciated over their useful
Iives Finance and hire purchase charges are charged
directly against income

Renial payments under operating leases are charged to
income on a straight-line hasis over the term of the relevant
lease

Foreign currencies

Transactions in foreign currencies are recorded at the rates
of exchange ruling at the dates of the fransactions Ateach
halance sheet date, assets and Liabilities denominated in
foreign currencies are retranslated at the rates of exchange
prevaling at that date except that non-monetary items that
are measured in terms of histoncal cost in a forexgn
currency are not retranslated Exchange differences arising
on the settlement of monetary items, and on the
retranslation of other stems that are subject to retranslation,
are mncluded in the net profit or foss for the perod, except
for exchange differences ansing on non-monetary assets
and lhabilities, including foreign currency loans, which, to the
extent that such loans relate to invesiment in overseas
operations or hedge the group's ivestment in such
operations, are recognised directly in equity
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Group financial statements

Accounting policies (group)
continued

For consohdation purposes, the assets and habilities 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
significantly Exchange differences ansing are classified as
equity and transferred to the group's iranslation reserve
Such exchange differences are recogrised as income or
expenses in the penod In which the entity is sold

Goodwill and fair value adjustments arising on the
acquisition of an entity with a functional currency other than
the US dollar are treated as assets and liahilities of that
entity and are translated at the closing rate of exchange

Borrowing costs

Borrowing costs incurred in financing construction or
installation of qualifying property, plant ar equipment are
added to the cost of the qualifying asset, until such time as
the construction or instaltation 1s substantially complete and
the asset 1s ready for its ntended use Borrowing costs
incurred in financing the planting of extensions to the
developed agricubtural area are treated as expenditure
relating 1o biological assets until such extensions reach
maturity Alt other borrowing costs are recognised in the
consolidated income statement of the penod in which they
are Incurred

Operating profit

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

Pensions and other post-employment benefits
United Kingdom

Certain existing and former UK employees of the group are
members of a defined benefit scheme The estimated
regular cost of providing for benefits under this scheme 1s
calculated so that it represents a substantially leve!
percentage of current and future pensionable payroll and

1s charged as an expense as it 1s incurred

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

In accordance with local labour law, the group’s employees
in Indonesia are entitled to lump sum payments on
retirement, These obligations are unfunded and provision s
made annually on the basis of a penodic assessment by
independent actuarnes Actuanal gains and losses are
recogmsed in the statement of comprehensive income, any
other increase or decrease in the provision is recognised in
the consolidated statement of income, net of amounts
added to biclogical assets

Taxation

The tax expense represents the sum of tax currently
payable and deferred tax Tax currently payable represents
amounts expected to be paid {or recovered) based on the
taxable profit for the period 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
liabilty methed en a non-discounted basis on differences
between the carrying amounts of assets and habdities in the
financial statements and the corresponding fiscal balances
used in the computation of taxable profits (temperary
differences) Deferred tax habibties are generally recognised
for all taxable temporary differences and deferred tax assets
are recognised to the extent that it 1s probable that taxable
profits will be available against which deductible temporary
differences can be uthised A deferred tax asset or liability 15
not recognised in respect of a temporary difference that
anses from goodwill or from the mitial recogmition of other
assets or labilities in a transaction which affects neither the
profit for tax purposes nor the accounting profit

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

equity
Biological assets
All biological assets are bearer biological assets as

recognised by IAS 41, and are distinguished from
consumable biological assets by wirtue of being harvestable




Biological assets compnse oil palm trees and nurseries, in
the former case from inihal preparation of fand and planting
of seedlings through to the end of the productive Iife of the
trees and in the latter case from planting of seed through to
tield fransplanting of seedlings Biological assets do not
include the land upon which the irees and nurseres are
planted, or the bulldings, equipment, infrastructure and other
facilities used in the upkeep of the planted areas and
harvesting of crops Up to 31 December 2006 biolegical
assets included plantation infrastructure, which includes
such assets as roads, bndges and culverts With effect from
1 January 2007 new expenditure on such assets is included
in property, plant and equipment

The biological process commences with the initial
preparation of land and planting of seedlings and ceases
with the delivery of crop in the form of fresh fruit bunches
(“FFB") to the manufactuning process in which crude palm
ol and palm kerne! are extracted {rom the FFB

Biological assets are revalued at each accounting date on a
discounted cash flow basis by reference to the FFB
expected to be harvesied over the full remaining productive
Iife of the trees, applying a standard pre-tax profit margin
and then denving the present value of the resultant profit
strearn  For this purpose, the standard pre-tax proht margin
15 taken to be the average of the hustoric pre-tax profit
margins for the 20 years ending with the year of the
valuation subject to buffering of year to year changes, such
that the change in the standard pre-tax margin does not
exceed b per cent and any change in the standard pre tax
margin that runs contrary to the trend in current margins 1s
ignored The historic pre-tax profit margin for each year
represents the transfer value of FFB less standard
production costs (including an allowance for overheads and
a recovery charge in respect of infrastructure, bulldings and
plant and machinery) FFB transfer value i1s denved from
the average price of crude palm aif FOB Samarnnda {iiself
based on the CIF Rotterdam price less transport costs and
export duty) over the relevant year, less processing costs
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
camplete ptanting and to maintaun the assets to maturity
betng deducted from the discounted FFB value

All expenditure on the biological assets up to matunty,
including interest, 1s treated as an addition to the biological
assets Expenditure to maturity includes an allocabion of
overheads to the point that trees are brought into productive
cropping Such overheads include general charges and the
costs of the Indonesian head office (including i both cases
personnel costs and local fees) fogether with costs
{including depreciation) arising from the use of agneultural
buldings, plantation infrasiructure and vehicles
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The vanation in the value of the biological assets in each
accounting penod, after allowing for additions to the
biologicat assets in the penod, 1s charged or credited to
profit er loss as appropriate, with no depreciation being
provided on such assets

Property, plant and equipment

All property, plant and equipment (including, with effect from
1 Januvary 2007, additions to plantation infrastructure) is
carned at oniginal 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 lives of the assets as
follows buifdings - 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
gain or loss on the disposal or retirement of an assetts
determined as the difference between the sales proceeds,
less costs of disposal, and the carrying amount of the asset
and 1s recognised in the consolidated income statement.

Prepaid operating lease rentals

Payments 1o acquire leasehold interests in land are treated
as prepard operating lease rentals and amortised over the
periods of the leases

Impairment of tangible and intangible assets excluding
goodwill

At each balance sheet date, the group reviews the carrying
amounts of its tangible and intangible assets to determine
whether there 1s any indication that any asset has suffered
an impawrment foss If any such indication exsts, the
recoverable amount of the asset 1s eshmated in order to
determine the extent of the impairment loss (if any) Where
the asset does not generate cash flows that are
independent from other assets, the group estimates the
recoverable amount of the cash-generating unit to which
the asset belongs An intangible asset with an indefinite
useful Iife 1s tested for impairment annually and whenever
there s an indication that the asset may be impaved
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Group financial statements

Accounting policies (group)
continued

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, estimated future cash flows
are discounted to their present value using a pre-fax
discount rate that reflects current market assessments of
the ime value of money and those nisks speciic to the
asset {or cash-generating unit) for which the estimates 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 carrying amount, the carrying amount of the
asset {or cash-generating unit) is reduced to its recoverable
amount. An impasrment loss 1s recognised as an expense
immediately, unless the relevant asset 1s carned at a
revalued amount, in which case the impairment loss 1s
treated as a revaluation decrease

Where, with respect to assets other than goodwill, an
imparrment loss subsequently reverses, the carrying amount
of the asset (or cash-generating unit) 15 increased to the
revised estimate of 1ts recoverable amount, but so that the
increased carrying amount does not exceed the carrying
amount that would have been determined had no
impairment loss been recognised for the asset (or cash-
generating urut) In pror years A reversal of an imparment
loss 15 recognised as income immediately, unless the
relevant asset 1s carned at a revalued amount, in which case
the reversal of the impairment loss 1s treated as a
revaluation increase

Inventones

Inventories of agricultural produce harvested from the
brological assets are stated at fair value at the point of
harvest of the FFB from which the produce derves plus
costs incurred in the processing of such FFB (including
direct labour costs and overheads that have been incurred in
bringing such inventories to their present location and
condttion) or at net reaksable vafue If lower Inventories of
engineering and other items are valued at the lower of cost,
on the weighted average method, or net realisable value
For these purposes, net realsable vatue represents the
estimated selling price (having regard to any outstanding
contracts for forward sales of produce} less all estmated
costs of processing and costs incurred in marketing, selling
and distribution

Recognition and de-recognition of financial instruments

Financial assets and habillities are recognised m the group’s
financial statements when the group becomes a parly to the
contractual provisions of the relative constriuant
instruments Financial assets are derecognised only when
the contractual nghts to the cash flows from the assets
expire or If the group transfers substantrally all the nsks and
rewards of ownership to another party Financial abiities
are derecogrused when the group's obhigations are
discharged, cancelled or have expired
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Non-derivative financial assets

The group’s non-derivative financial assets comprise loans
and recewables (including Indonesian ¢oal interests), and
cash and cash equivalents The group does not hold any
financial assels designated as held at “fair value through
profit and foss” (“FVTPL") or “available-for-sale” financial
assets

Loans and recewables

Trade receivables, loans and other recevables in respect of
which payments are fixed or determinable and which are not
quoted In an active market are classified as loans and
recevables Indonesian coal interests are also classified as
loans and receivables Indonesian coal interests are
measured at amortised cost. All other loans and recevables
held by the group are non-interest beanng and are slated at
their nominal amount

Allloans and recewables are reduced by appropriate
allowances for potentially irrecoverable amounts

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, demand
deposits and other short-term highly iquid investments that
have a maturity of not more than three months from the
date of acquisition and are readily convertible to a known
amount of cash and, being subject to an insignificant nsk of
changes in value, are stated at their norminal amounts

Held-to-maturity investments

Debentures and shares with fixed and determinable
payments and fixed matunty dates that are intended to

be held to matunty are classified as held-to-matunty
investments, and are measured at amorhised cost using the
effective interest method, less any impairment, with revenue
recognised on an effective yield basis

Non-derivative financial habilities
The group's non-derivative financial habilties compnse

redeemable nstruments, bank borrowings, finance leases
and trade payables, which are held at amortised cost




Note 1ssues, bank borrowings and finance leases

Redeemable instruments (comprising note 1ssues and
redeemable preference shares of a subsidiary of the
company), bank borrowings and finance leases are
classified in accordance with the substance of the relative
contractual arrangements Finance costs are charged to
ncome on an accruals basts, using the effective interest
method, and compnise, with respect to redeemable
instruments, the coupon payable together with the
amortisation of 1ssuance costs (which include any premiums
payable or expected by the directors to be 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 associated
with the negotiation of, and compliance with, the contractual
terms and conditions Redeemable instruments are
recorded in the accounts at their expected redemplion value
net of the relatwe unamortised balances of 1ssuance costs
Bank borrowings and finance leases are recorded at the
amounts of the proceeds receved less subsequent
repayments with the relative unamortised balance of costs
treated as non-current recevables

Trade payables

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

Financial habilities at FVTPL

A financial hability may be designated as at FVTPL upon
initial recognition if such designation eliminates or
significantly reduces a measurement or recognition
inconsistency that would otherwise anise, or if 1t forms part
of a contract containing one or more embedded denvatives,
and IAS 39 Finanoial Instruments Recognitron and
Measurement permits the entire combined contract (asset
or liability) to be designated as at FVTPL. The group
designates its derivative financial instruments as descnbed
below as held at FVTPL

Derivative financial instruments

The group enters into denvative financial instruments to
manage its exposure to interest rate and foreign exchange
rate nsk, further details are disclosed in note 22 Dernwvatives
are inthally recognised at fair value at the date of the
contract and remeasured to thewr farr value at the balance
sheel date The resulling gan or loss 1s recogrused
immediately in profit or loss, through finance costs (note 8),
unless the derwvative 1s designated and qualifies as a
hedging mstrument (either as a cash flow hedge or a far
value hedge), in which case the timing of the recognition In
profit or loss depends on the nature of the hedge
relalionshup

R E A Holdings plc Annual Report and Accounts 2013

A derivative Is presented as a non-current asset or non-
current liability if the remaining matunty of the instrument 1s
mare than 12 months and the dervative 1s not expected to
be realised or settled within 12 months Other derwvatives
are presented as current assets or liabilities

Cash flow and farr value hedges

The group does not hold any derivatives designated and
qualifying as cash flow or far value hedges

Equity instruments

Instruments are classified as equity mstruments if the
substance of the relative contractual arrangements
evidences a residual interest in the assets of the group after
deducting all of its habilities Equity instruments i1ssued by
the company are recorded at the proceeds receved, net of
direct 1ssue costs not charged to income The preference
shares of the company are regarded as equity instruments
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Group financial statements

Notes to the consolidated financial statements

1 Cntical accounting jJudgements 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, estimates and assumptions Such judgements,
estimates and assumptions are based on historical
experience and other factors that are considered to be
relevant. Actual values of assets and amounts of habilities
may differ from estimates The judgements, estimates and
assumptions are reviewed on a regular basis Revisions to
estimates are recognised in the period in which the
estmates are revised

Cntical judgements in applying the group’s accounting
policies

The following are critical judgements not being judgements
involing estimations (which are dealt with below) that the
directors have made 1n the process of applying the group’s
accounting policies

Biological assets

[AS 41 “Agriculture” requires the determination of the farr
value of biological assets In the absence of an active
market for such assets, similar in condition and location to
those owned by the group, management must select an
appropnate methodology to be used, together with suitable
metrics, for determining fair value The directors have
applied a discounted cash flow method and have selected a
discount rate that, in their opinvian, reflects an approprate
rate of return on investment taking into account the cycheity
of commodity markets (see note 13)

Capitahsahon of interest and other costs

As descnbed under “Biological assets” in “Accounting
pohcies (group)”, all expenditure on biological assets up to
matunity, including interest, 1s treated as an addition to such
assets The directors have determined that normally such
capitalisation will cease at the end of the third financial year
following the year in which land clearng commenced At
this point, plantings should produce a commercial harvest
and accordingly be lreated as hawng been broughl into use
for the purposes of IAS16 “Property plant and equipment”
and of IAS 23 “Borrowing costs” However, crop yields at
this point may vary depending on the time of year that land
cleanng commenced and on chmatic condiions thereafter
In specific cases, the directors may elect to extend the
period of capitaisation by a further year
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Denvatives

As descnbed in note 22, the directors use ther judgement
in selecting appropriate valuation techniques for financial
instruments not quoted in an active market. For derivative
financial instruments, assumptions are made based on
quoted market rates adjusted for the specific features of
the instruments

Key sources of eshmation uncertainty

The key sources of eshmation uncertainty at the balance
sheet date, which have a significant risk of causing a
matenal adjustment to the carrying amounts of assets and
liabilities within the next financial year, are descnbed below

Biological assets

Because of the inherent uncertainty associated with the
valuation methodology used in determining the fair value of
the group's biological assets, and in particular the volatihty
of pnices for the group's agncultural produce and the
ahsence of a hquid market for Indonesian ol palm
plantations, the carrying value of the hiological assets may
differ from their reahsable value (see note 13)

Taxes

The group 1s subject to taxes in vanous junsdictions
Significant judgement 1s required in estimating the group’s
tax habilties (ncluding hatubties to deferred tax) having
regard to the uncertainties relating to certain Indenesian
legislative prowisions, the avalabilify of tax losses, the future
periods in which tming differences are hkely to reverse and
the final determination of labilities in respect of disputed
tax items in Indanesia

Prowvisions

Provisions have been made in past years and adjusted in
the year under review against balances relating to the
group's Interests in stone and coal Whilst the directors
have obtained geological advice in relation to reserves, the
inherent uncertainty of any assessment of future returns
from mining and recoverabiity of trading balances has
requred the exercise of jJudgement in determining the
approprateness of current carrying values




2 Revenue

2013 2012

$'000 $000

Sales of goods 108,350 122621
Revenue from services 2,197 1879
110,847 124,600

Other operating income - 12
Investment revenue 4867 411
Total revenue 111,014 125023

In 2013, three customers accounted for respectively 59 per cent, 11 per cent and 8 per cent of the group's sales of agneultural
goods {2012 three customers, 42 per cent, 21 per cent and 12 per cent) As stated in note 22 “Credit nsk”, substantially all
sales of goods are made on the basis of cash against documents or letiers of credit and accordingly the directors do not

consider that these sales result in a concentration of credrt nsk to the group

The crop of ol palm fresh fruit bunches for 2013 amounted to 578,785 tonnes (2012 597,722 tonnes} The fair value of the
crop of fresh fruit bunches was $66,798,000 (2012 $78,468,000), based on the price formulae determined by the indonesian

government for purchases of fresh frut bunches from smallholders (see note 13)

3 Segment information

In the table below, the group's sales of goods are analysed by geographical destination and the carrying amount of net assets 1s

analysed by geographical area of asset location

2013 2012
$wm $|m
Sales by geographical destination
Indonesia 11085 734
Rest of Asia - 512
1105 12486
Carrying amount of net assets by geographical area of asset location
UK, Continental Europe and Singapore 505 515
Indonesia 2489 2635
2994 3150

In the year ended 31 December 2012, the group disclosed segment iInformation for three reportable segments in accordance

with IFRS 8 "Operating Segments”, two operating segments, being the cultivation of oil palms and the stone and ccal
operations, and a head office segment made up of the activities of the UK, European and Singaporean subsidianes

In the year ended 31 December 2013, the relevant measures for the stone and coal operations fell below the quantitative
thresholds set out In IFRS 8 Reflecting the directars’ decision to discontinue the third party coal trading and to concentrate on

developing the stone concesston as part of the group's agricultural activities, 1t 1s considered that the remaining coal

concessions are no longer of continuing sigaificance to the group for segment reporting purpases Accoerdingly, no segment

information 1s included in these financial statements
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Group financial statements

Notes to the consolidated financial statements

continued

4 Agncultural produce inventory movement

The net gain / (loss) anising from changes in fair value of agncultural produce inventory represents the movement in the farr
value of that nventory less the amount of the movement in such inventory at hustoric cost (which s included in cost of sales)

5 Profit before tax

2013 2012
$'000 $'000
Salient items charged/(credited) n arriving at profit before tax
Adminisirative expenses (see below) 18,959 18,899
Movement in inventories (at histonic cost) (593) 290
Operating lease rentals 623 456
Depreciation of property, plant and equipment 9,751 5812
Amortisation of prepaid operating lease rentals 189 223
Administrative expenses
Net foreign exchange losses / (gains) 56 (845)
Net charge for additional pension contributions (see note 38) 272 1,439
Loss on disposal of fixed assets (20) 39
Net loss on financial habihties at FYTPL - 190
Indonesian operations 16,5675 15574
Head office 5522 4,395
22,405 20,792
Amount included as additions to biological assets (3,4486) (1,893)
18,959 18,899

Amounts payable to the company’s auditor

The amount payable to Deloitte LLP for the audit of the company's financial statements was $157,000 (2012 $135000)
Amounts payable to Deloitte LLP for the audit of accounts of subsidianes of the company pursuant to legislation were $15,000

(2012 $18,000)

Amounts payable to Deloitte LLP for other services were $12,000 (2012 $10,000) for the prowision of certificates of group
compliance with covenants under certain debt instruments (being certificates that those instruments require to be provided by

the company’s auditor) and for group tax admimstrative services

Amounts payable to affilates of Deloitte LLP for the audit of subsidianes' financial statements were $30,000 (2012 $26,000}

2013 2012
$'000 $'000

Earmings before interest, tax, depreciation and amortisation and net biological gain
Operating profit 28,078 37848
Depreciation and amortisation 9,324 6214
Net biological gain (7.133) (5879
30,269 38,083
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6 Staff costs, including directors

2013 2012 g
Number  Number 2
Average number of employees (including executive directors)
Agricultural — permanent 5,333 4720
Agricultural - temporary 2,99 2524
Head office 9 9
8,333 7,253
$000 $'000
Therr aggregate remuneration compnsed g‘_(','
Wages and salanes 35849 23869 &
Social security costs 1,048 692 2
Pension costs 550 1,604 2
37.448 26,165
7 Investment revenues
2013 2012
$o00 $000 o
Interest on bank deposits 251 164 §
Other interest Income 218 247 2
467 411
8 Finance costs
2013 2012
$000 000
Interest on bank loans and overdrafts 5,497 4,145 o
Interest on US dollar notes 4,008 3433 3
Interest on sterhing notes 5,599 5598 ‘-5’-
Change in value of sterling notes ansing from exchange fluctuations 1,064 1,029 ¥
Change in value of dervative financial instruments (2,974) (2,108) s
Change in value of loans ansing from exchange fluctuations (6,298) - e
Other finance charges 293 372 3
1]
7,189 12,469 2
Amount inctuded as addihons to biological assets and construction in progress (3,860} {4,768)
3,329 7701
g
3
Amounts included as additions to biological assets and construction in progress arose on borrowings applicable to the 3
Indonesian operations and reflected a capitalisation rate of 55 1 per cent (2012 34 9 per cent), there 1s no directly related tax E)
relief §_,
3
[c]
3
g
g
2,
3
4
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Group financial statements

Notes to the consolidated financial statements
continued

9 Tax
2013 2012
$'000 $'000

Current tax

UK corporation tax 399 534
Foreign tax 1,773 9,638
Prior year - 557
Total current tax 2,172 10,729

Deferred tax

Current year 8,040 2,068
Change in UK tax rate 211 -
Prior year 2,121 58
Total deferred tax 10,372 2,126
Total tax 12,544 1285656

Taxation 15 provided at the rates prevaiing for the relevant junisdiction For Indonesia, the current and deferred taxation provision
1s based on a tax rate of 25 per cent (2012 25 per cent) and for the United Kingdom, the taxation provision reflects a
corporation {ax rate of 2325 per cent (2012 24 5 per cent) and a deferred tax rate of 20 per cent (2012 23 per cent)

The tax charge for the year can be reconciled to the profit per the consolidated income statement as follows

2013 2012
$'000 $'000
Profit before tax 25,216 30,658
Notional tax at the UK standard rate of 2325 per cent (2012 245 per cent) 5863 7,487
Tax effect of the following items
Expenses not deductible 962 796
Non taxable ncome (37 (85)
Overseas tax rates above UK standard rate 586 267
UK deferred tax lower than standard rate 78 -
Overseas withholding taxes, net of relef 1,580 1.890
Tax credit on loss in overseas subsidiary not recognised 880 1,739
Tax losses in overseas subsidiaries time expired 317 58
Reduction in recoverable amounts relating to disputed Indonesian tax assessments - 567
Prior year adjustments (including change in rate of tax) 2,332 160
Additional tax provistions 3 (14)
Tax expense at effective tax rate for the year 12,544 12,855
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10 Dvidends

2013 2012
$'000 $000

Amounts recognised as distributions to equity holders
Preference dividends of Op per share 7,291 6,713
Ordinary dwvidends of 7p per share (2012 6 bp per share) 3,739 3,376
11,030 10,089

Annterim dividend of 3 5p per ordinary share in respect of the year ended 31 December 2013 was paid on 24 January 2014
In accordance with 1AS10 “Events after the reporting peniod”, this didend, amounting in aggregate to $2,036,000, has not

been included in the 2013 financial statements

11 Earmings per share

2013 2012
$'000 $'000
Earnings for the purpose of earnings per share * 5,457 11,342
* being net profit attributable to ordinary shareholders
000 '000
Weighted average number of ordinary shares for the purpose of eamings per share 34,494 33415
12 Goodwil!
2013 2012
$'000 $'000
Beginning of year 12,578 12678
End of year 12,578 12578

The goodwill of $12,578,000 arose from the acquisition by the company in 2006 of a non-controlling interest in the 1ssued
ordinary share capital of Makassar Investments Limited, the parent company of PT REA Kaltim Plantations, for a consideration
of $18 million The goodwill 1s reviewed for impairment as explained under “Goodwili” in *Accounting policies {group)* The
recoverable amount of the goodwill 1s based upon value in use of the ail palm business in Indonesia, which 15 regarded as the
cash generating unit to which the goodwill relates Value in use 1s assessed by revaluing the biological assets of the ol palm
business on the basts of the principles applied in determining therr far value as detalled in note 13 but utilising a standard unit

profit margin calculated by reference to a five year average of historic profit margins rather than the longer term average

assumed in determining fair value The directors consider this fo be an appropnate method for determiming vatue in use as it
otherwise maintains consistency of methodology between estimations of value in use and the IAS 41 valuation Based upon the

recent review, the directors have concluded that no impairment of goodwill 1s required
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Group financtal statements

Notes to the consolidated financial statements
continued

13 Biological assets

2013 2012

$'000 $'000
Beginning of year 26856683 944,433
Additions to planted area and costs to matunty including finance costs {(see note 8) 17,330 15,369
Transfers from prepaid operating lease rentals (see note 15) - 45
Transfers to non-current receivables {1,942) (79)
Transfers o current receivables (4) B84)
Nei biological gain 7,133 5979
End of year 288,180 265,663
Net biological gain compnses
Far value of crops harvested duning the year (see note 2) (66,796) (78,468)
Gain ansing from movement in fair value attributable to other physical changes 60,646 72226
Gain ansing from movement in farr value attributable to price changes 13,283 12,221

7,133 5,878

The nature of the group’s biological assets and the basis of determination of their fair value 1s explaned under “Biological
assets” in “Accounting policies (group)” Critical judgements i relation to these matters are detaled in note 1 The farr value
determination assumed a discount rate of 15 per cent in the case of PT REA Kaltim Piantations (*REA Kaltim™ and PT Sasana
Yudha Bhakti (*SYB") and 18 per cent in the case of all other group companies (2012 15 per cent in the case of REA Kaltim
and SYB and 18 per cent in the case of all other group companies) and a standard unit margin of $58 0 per tonne of oif paim
fresh fruit bunches ('FFB") (2012 standard unit margin of $55 2 per tenne of FFB)

The valuation of the group's biological assets would have been reduced by $15,370,000 (2012 $14,250,000) if the crops
projected for the purposes of the valuation had been reduced by 5 per cent, by $14,370,000 (2012 $13,570,000) 1 the
discount rates assumed had been increased by 1 per cent and by $26,630,000 (2012 $25,810,000) if the assumed urut profit
margin per tonne of ol palm FFB had been reduced by $5

As a general rule, all palm products produced by the group are sold at pnces prevalling immediately prior to delivery but on
occasions the group makes forward sales at fixed prices When making such sales, the group would not normally commit more
than 60 per cent of its projected production for a forthcoming period of twelve months At 31 December 2013, the group had
no outstanding forward sale contracts at fixed prices (2012 none)

At the balance sheet date, biological assets of $162 milion {2012 $68 million) had been charged as security for bank loans

(see note 23) but there were otherwise no restrictions on titles to the biological assets (2012 rone) Expenditure approved by
the directors for the development of immature areas in 2014 amounts to $15 million (2012 $20 million)
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14 Property, ptant and equipment

Plant,
Buildngs  equipment Construchion
and structures and vehicles n progress Total
$'000 $'000 $000  $000

Cost
At 1 January 2012 59,106 48,153 19,374 126,633
Addrtions 16,533 18,847 14,638 50018
Exchange differences - 31 - 31
Disposals - (462) - (462)
At 31 December 2012 75,639 66,569 34,012 176,220
Opening balance adjustment - (39) (237) (076)
Additions 2,421 1,830 7776 12027
Exchange differences - 5 - 5
Disposals - (515) - (518)
Transfers to / (from) construction in progress 4,194 29,494 (33,688) -
Transfers to non-current receivables (286) - - (286)
At 31 December 2013 81,968 97.344 7863 187,175
Accumulated depreciation
At 1 January 2012 6,409 18,039 - 24448
Charge for year 2573 3.594 - 6,567
Exchange differences - 17 - 17
Eliminated on disposals - (429) - (429)
At 31 December 2012 8982 21,628 - 308610
Opening balance adjustment - 3) - (3
Charge for year 3271 6,747 - 10018
Exchange differences - 8 - 8
Eliminated on disposals - (456) - (456)
At 31 December 2013 12,0953 27.924 - 40,177
Carrying amount
End of year £€9,715 69,420 7.863 1469398
Begmning of year 66,657 44941 34,012 145610

The depreciation charge for the year includes $267,000 (2012 $171,000) which has been capitalised as part of the additions

to biological assets

At the balance sheet date, the book value of finance leases included in property, plant and equipment was $nil (2012 $mil)

At the balance sheet date, the group had eniered into contractual commitments for the acquisition of property, plant and

equipment amounting to $6,469,000 (2012 $5212,000)
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Group financial statements

Notes to the consolidated financial statements
continued

15 Prepaid operating lease rentals

2013 2012

$'000 $000
Cost
Beginning of year 28 782 25,261
Additions 4,281 3857
Transfers to biological assets {note 13) - (45)
Transfers to non-current assets - (291)
End of year ) 33,063 28,782

Accurnulated amortisation

Beginning of year 2,152 1,764
Charge for year 457 388
End of year 2,609 2,152

Carrying amount
End of year 30,454 26,630

Beginning of year 26,630 23,497

Additrons in the year include $nil (2012 $1,641,000) in respect of a subsidiary acquired during the year

The amortisation charge for the year includes $268,000 (2012 $164,000) which has been capitalised as part of the additions
to biological assets

Balances classified as prepaid operating lease rentals represent amounts invested in land utihsed for the purpose of the
plantation operations in Indonesia. At 31 December 2013, certificates of hak guna usaha had been obtained in respect of
areas covering 70,684 hectares (2012 70,584 hectares) An hak guna usaha (hterally a *nght of agncultural use®) 1s effectively
a government lease enbitling the lessee to utiise the land leased for agncultural and related purposes Retention of an hak
guna usaha is subject to payment of annual land taxes in accerdance with prevaling tax regulations Hak guna usaha are
granted for an initial term of 30 years and are renewable on expiry of such term

16 Indonesian stone and coal interests

2013 2012
$'000 $'00C
Investment in stone company 14,100 13,042
Investment in coal companies 19,327 19,438
Impairment provision agamst coal companies (3,000)  (3,000)
End of year 30,427 29,480

The investments compnse interest bearing 1oans made to twe Indonesian companies that, directly and through a further
Indonesian company, own nights m respect of certain stone and coal concessions in East Kalimantan Indonesia, together with
related balances, such loans are repayable not later than 2020 Pursuant to the arrangements between the group and its local
partners, KCC Resources Limited ("KCC") has the nght, subject to satisfaction of local regulatory requirements, to acquire the
three concession halding companies at onginal cost on a basis that will give the group (through KCC) 95 per cent ownership
with the balance of five per cent rematning owned by the local partners In the meantime, the concession holding companies
are bemg financed by loan funding from the group and no dvidends or other distributions or payments may be paid or made by
the concession holding companies to the local partners without the prior agreement of KCC

The directors have carred out an imparrment review of the loans by which the group 1s funding the concession holding
companies Each concession holding company has been treated as a cash-generating urit and its recoverable amount has
been estimated on the basis of value in use, applytng a discount rate of 10 per cent. No further impairment charge has been
considered necessary in the 2013 consolidated income statement (2012 $3 0 million)
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17. Subsidiaries

A list of the pnincipal subsidianies, ineluding the name, country of incorporation and proportion of ownership 1s given in note (iv)

to the company's indmdual financial statements

18 Inventories

2013 2012
$'000 $'000
Agnicultural produce 6,189 11,220
Engineering and other operating mventory 11,158 9452
17,345 20712

19 Investments
2013 2012
$'000 $'000
US dollar notes {(current assets) - 1,256

The invesiments are categonsed as held-to-matunty and are carned at amortised cost The US dollar notes which comprised
$1,256.000 nominal of the 7 5 per cent dollar notes 2017 1ssued by the company were sold at par plus interest to the date of

sale n January 2013

20. Trade and other receivables

2013 2012

$000 $'000

Due from sale of goods 2438 3,545
Prepayments and advance payments 5,613 10627
Advance payment of taxation 14,817 14,022
Deposits and other recewvables 5,767 4,061
28,625 32,1656

Sales of goods are normally made on a cash against documents basis with an average credit period (which takes account of
customer deposits as disclosed in note 30} of 3 days (2012 4 days) The directors consider that the carrying amount of trade

and other recewvables approximates thesr fair value

21 Cash and cash equivalents

Cash and cash equivalents compnise cash held by the group and short-term bank deposits Cash balances amounting to $nil
(2012 $555,000) are subject to a charge Iin favour of the trustee for the 95 per cent guaranteed sterling notes 2015/17
issued by a subsidiary (see note 24} The Moody's pnme rating of short-term bank deposits ameunting to $34 5 million 1s set

out in note 22 under the heading “Credit nsk”
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Group financial statements

Notes to the consolidated financial statements
continued

22 Financial instruments
Capital nsk management

The group manages as capital its debt, which includes the borrowings and redeemable preference shares of a subsidiary
disclosed in notes 23 to 26, cash and cash equivalents and equity atinbutable to shareholders of the parent, compnising 1ssued
ordinary and preference share capital, reserves and retained earnings as disclosed in notes 31 to 34 The group 1s not subject
to externally imposed capital requirements

The directors' policy in regard to the capital structure of the group 1s to seek to enhance returns to holders of the company's
ordinary shares by meeting a proportion of the group's funding needs with prior ranking caprtal and to constitute that capital as
a mix of preference share capital and borrowings from financial institutions and the public debt market, in proportions which
suit, and as respects borrowings have a matunty profile which suits, the assets that such capital i1s financing In so doing, the
directors regard the company's 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 working capital requirements while debt funding for the
group’s development programme ts sourced from 1ssues of medium termn listed debt secunties and medium term borrowings
trom financial institutions

Net debt to equity ratio

Net debt, equity and the net debt to equnty ratio af the balance sheet date were as follows

2013 2012

$'000 $'000
Debt and related engagements * 198,946 163536
Cash and cash equivalents (34,574) (26,393)
Net debt and related engagements 164 372 137,143
*  being the book value of long and short term borrowangs as detailed in the table below under “Far value of financial instruments®
Equity {including non-controlling interests) 299,441 315030
Net debt to equity ratio 54 9% 435%

Significant accounting policies

Details of the significant accounting policies and methods adopted, iIncluding the cntena for recognition, the basis of
measurement and the basis on which income and expenses are recognised, in respect of each class of finanoial instrument are
disclosed in the “Accounting policies (group)” section of this annual report,

Categones of financial instruments

Non-denvative financial assets as at 31 Decermber 2013 comprsed loans, nvestments and recevables (including Indonesian
stone and coal interests) and cash and cash equivalents amounting to $73,432,000 (2012 $65,557,000)

Non-dervative financral habilibies as at 31 Becember 2013 compnised habilihes at amortised cost amounting to $197,869,000
{2012 $170,850,000)

Denvative financial instruments at 31 December 2013 compnsed instruments not in designated hedge accounting
relationships at fair value representing a hability of $7,892,000 (2012 $11,622,000)

94 RE.A Holdings plc Annual Report and Accounts 2013




P
Group financial statements

Notes to the consolidated financial statements
conbinued

22 Financial instruments - continued

At the balance sheet date, the group had non US dollar monetary tems denominated in pounds sterling and Indonesian
rupiah A b per cent strengthening of the pound sterling against the US dollar would have resulted in a gain dealt with in the
consolidated income statement and equity of $1,455,000 on the net sterling denominated non-denvative monetary items
{excluding the element of the sterling notes that 1s hedged) (2012 gan of $974,000) A 5 per cent strengthening of the
Indonesian rupiah against the US dollar would have resulted in a loss dealt with in the consolidated income statement and
equity of $4,564,000 on the net Indonesian rupiah denominated, non-derwvative monetary items {2012 loss of $1,439,000)

Credit nisk

Credit 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 15 not exposed to any major concentrations of credit sk At 31 December 2013, 86 per
cent of bank deposits were held with barks with a Moody's prime rating of P1, 13 per cent with a bank with a Moody's prime
rating of P3 and the balance with banks with no Moody's pnme rating Substantially alt sales of goods are made on the basis of
cash against documents or letters of credit. At the balance sheet date, no trade recewables were past therr due dates, nor were
any impaired, accordingly no bad debt provisions were required The maximum credit nsk exposures in respect of the group's
financial assets at 31 December 20183 and 31 December 2012 equal the amounts reported under the corresponding balance
sheet headings

Liguidity nsk

Ultimate responsibility for liquidity nsk management rests with the board of directors of the company, which has established an
appropriate framework for the management of the group's short, medium and leng-term funding and hiquidity reguirements
Within this framework, the board continuously menitors forecast and actual cash flows and endeavours te maintain adequate
liquidity in the form of cash reserves and borrowing faciliies while matching the matunty profiles of financial assets and
habiies Undrawn facilities availlable to the group at balance sheet date are disclosed in note 23

The board reviews the cash forecasting models for the operation of the plantations and compares these with the forecast
outflows for debt obligations and projected capital expenditure programmes for the plantations, applying sensitiviies to take
intc account perceved major uncertainbies In thewr review, the directors place the greatest emphasts on the cash flow of the
first two years

Non-denivative financial instruments
The following tables detail the contractual maturity of the group's non-derwative financial labilities The tables have been drawn
up based on the undiscounted amounts of the group's financial liabihties based on the earliest dates on which the group can be

required to discharge those liabilities The table includes liabifites for both principal and imerest

Weighted Under Between Over 2

average 1 year 1and 2 years Total
interest rate ears

2013 % $'000 '000 $'000 $'000
Bank loans 73 40,505 13,617 60,510 114,632
US dollar notes 85 9,335 2,051 37,837 48,723
Stering notes 104 5418 21877 46,446 73,541
KCC preference shares {(see note 26) 39 - - 39
Trade and other payables, and customer deposits 5,376 - - 5376

60,673 37845 144,793 243311
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22 Financial instruments - continued

Weighted Under Between Over 2 Total
average 1 year 1and 2 years
interest rate years
2012 % $'000 $'000 $'000 $'000
Bank loans 90 5703 18,9561 38517 63,171
US dollar notes 85 4,739 188675 40,388 £3.803
Sterling notes 104 5,324 5318 67,045 77,687
KCC preference shares {see note 26) - - 54 54
Trade and other payables, and customer deposits 13,373 - - 13,373

29,139 42945 146004 218088

At 31 December 201 3, the group’s non-dervative financial assets (other than recewables) comprised cash and deposits of
$34,600,000 (2012 $26,400,000} carrying a werghted average interest rate of 17 per cent (2012 1 4 per cent} all having a
maturity of under one year, and Indonesian stone and coal interests of $30,427,000 (2012 $29,480,000) details of which are
given n note 16

Derwative financial nstruments
The following table details the amounts due in respect of the group's denvative financial iInstruments These anse under the

cross currency Interest rate swaps (“CCIRS") described in note 27 The cash flows are seltled gross and, therefore, the table
takes no account of sterhing receipts under the CCIRS

Under Between Over 2 Total
1 year 1and?2 years
ears
$'000 ‘000 $000 $'000
At 31 December 2013 5721 52,857 - 65,578
At 31 December 2012 7,197 7,138 75798 90,133

Fair value of financial instruments

The table below provides an analysis of the beok values and fair values of financial instruments, excluding recevables and trade
payables and Indonesian coal interests, as at the balance sheet date All financial instruments are classified as level 1 1n the fair
value hierarchy prescnibed by IFRS 7 *Financial instruments disclosures” other than the cross currency interest rate swaps and
the preference shares 1ssued by a subsidiary that are classified as levels 2 and 3 respeciively No reclassifications between
levels in the farr value hierarchy were made during 2013 (2012 none)

2013 2013 2012 2012
Boock value Fair value Book value Farr value
$'000 $'000 $'000 $'000

Cash and deposits” 34,574 34,574 26,393 26,393

Bank debt - within one year* {35,033y (35,033) (1,000) (1,000)
Bank debt - after mare than one year* (62,281) (62,281} (51,194) (51,194)
Preference shares issued by a subsidiary (38) - (54) -

US dollar notes** (39.432) (40,274) (48698) (48813)
Sterling notes** (565,708) (B5,285) (54279) (59233)
Cross currency interest rate swaps — hedge against principal habilities (6,454) (B.454) (8311) (8311)
Net debt and related engagements (164,372) (184,753) (137,143) (142,158)
Cross currency interest rate swaps — hedge against inferest labilities (1.438) (1.438) (2416) (2416)
Cross currency interest rate swaps — not designated as hedge - - (894) (894)

(165,810) (166,191) (140,453) (145468)

beanng interast at floating rates
bearing interest at fixed rates
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Group financial statements

Notes to the consolidated financial statements
continued

22 Financial instruments - continued

The fair values of cash and deposits and bank debt approximate their carrying values since these carry interest at current
market rates The farr values of the US dollar notes and sterling notes are based on the latest pnices at which those notes were
traded prior to the balance sheet dates

The book value of the preference shares 1ssued by a subsidiary 1s net of the investment held by the company (see note 26)
The fair value of the preference sharesssued by a subsidiary has been estimated by the directors on the basis of therr
assessment of the probability of the shares becoming redeemable on 31 December 2014 in accordance with therr terms and
of the redemption value then applicable discounted for the penod from the balance sheet date to 31 December 2014

The farr value of the CCIRS has been derived by a discounted cash flow analysis using quoted foreign 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 2013 at far value resulted in a gain of $1,876,000 (2012 loss of $11,622,000) which has been
dealt with through the consolidated income statement.

A B0 basis points mavement in the spread between the assumed yield curves for pounds sterling and the US dollar would
increase or decrease the valuation by approximately $600,000 (2012 $1,192,000)

23 Bank loans

2013 2012
$'000 $'000
Bank foans 97,314 52,194
The bank loans are repayable as follows
On demand or within one year 35,033 1,000
Between one and two years B,785 17,714
After two years 53,496 33,480

97,314 52,194

Amount due for settlement within 12 months {shown under current liabilities) 35,033 1,000
Amount due for settlement after 12 months 62,281 51,194

97,314 52,194

All bank loans are denominated in erither US dollars ($68 6 millon = 2012 $16 O million) or Indonesian rupiahs ($28 7 million =
2012 $362 million) and are at floating rates, thus exposing the group to interest rate nsk The weighted average interest rate
in 2013 was 84 per cent (2012 99 per cent) Bank loans of $67,314,000 (2012 $37,194,000) are secured on the land,
plantations, property, plant and equipment owned by PT REA Kaltim Plantat:ons (*REA Kaltim®) and PT Sasana Yudha Bhakti
(“SYB"), having an aggregate book value of $235 million (2012 $121 millon), and are the subject of an unsecured guarantee
by the company and, in the case of the loan to SYB, REA Kaltim The banks are entitled to have recourse to their secunty on
usual banking terms

At the balance sheet date, the group had undrawn US dollar denominated bank facihties of $6 4 milhon (2012 $90 million)
and undrawn Indonesian rupiah denominated faciities of $12 4 milhion (2012 $nil}
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24 Sterling notes

The sterling notes comprise £34 5 million (2012 £34 5 million) nominal of 95 per cent guaranteed sterling notes 2015/17
issued by the company's subsidiary, REA Finance BV The sterling notes are guaranteed by the company and another wholly
owned subsidiary of the company, REA Services Limited (*REAS"}, and are secured principally on unsecured loans made by
REAS to Indonesian plantation operating subsidiaries of the company Unless previously redeemed or purchased and cancelled
by ihe issuer, the sterling notes are repayable in three equal instalments commencing on 31 December 2015 The nominat
amount of sterling notes purchased and cancelled as at 31 December 2013 amounted to £2 5 mithon

The repayment obligation in respect of the sterling notes of £34 5 million ($56 1 milion} i1s carned in the balance sheet net of
the unamortised balance of the note issuance costs and 1s partly hedged by forward foresgn exchange contracts for the
purchase of £29 million and for the sale of $54 1 millon Further details of these contracts are disclosed on note 27

If a person or group of persons acting in 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 sterling notes has the nght to require that the notes held
by such helder be repaid at 10t per cent of par, plus any interest accrued thereon up to the date of completion of the
repayment

25 US dollar notes

The US dollar notes comprise $6 3 million (2012 $16 million) nominal of 7 5 per cent dollar notes 2012/14 {(*2012/14 dollar
notes"} and $34 0 million (2012 $34 0 milhon) nommal of 7 5 per cent dollar notes 2017 (*2017 dollar notes™) of the company,
and are stated net of the unamortised balance of the note 1ssuance costs

During the year, the company purchased for cancellabion $9 7 milion nominal of the 2012/14 doltar notes at par plus accrued
interest At 31 December 2012, REA Services Limited, a subsidiary of the company, held $1 26 million nominal of the 2017
dollar notes These were sold early in 2013 at ther acquisttion cost {see note 19)

The 2012/14 and 2017 dollar notes are unsecured ebligations of the company The 2012/14 dollar notes are repayable on
31 December 2014 and the 2017 dollar notes are repayable on 30 June 2017

Pursuant to a placing agreement dated 28 January 2010 under which the company placed $15 million nominal of US dollar
notes and the company's subsidiary, KCC Resources Limsted, 1ssued to placees 150,000 redeemable participating preference
shares in the capital of KCC (*KCC preference shares"), the company granted to each placee & non-assignable option,
exercisable on the occurrence of any one of certain events and on a basis relating to the number of KCC preference shares
retained by the placee at the date of such occurrence, to require the company to purchase or procure the purchase of the US
dollar notes acquired by the placee in the placing at a price equal to the aggregate of the nominal value of such notes and any
interest accrued thereon up to the date of completion of the purchase Such events include the dispesal of a significant part of
the group’s coal business 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 A holder of $25,000 nominal of 2012/14
dollar notes was entitled to benefit from this option at 31 December 2013
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Group financial statements

Notes to the consolidated financial statements
continued

26 Preference shares issued by a subsidiary

On 11 February 2010 150,000 redeemable participating preference shares of $10 each were 1ssued by KCC Resources
Limited (*KCC preference shares™, a subsidiary undertaking of the company, fully paid, by way of a placing at par The KCC
preference shares provide a lmited participation in the stone and coal interests of the company such that if those interests
achieve an average annual level of earnings betore interest, tax, depreciation and amoriisation of $8 million over the four and a
half year period from 1 January 2010 to 30 June 2014 (equivalent to $36 mullion for the full period), those persons who
subscribed 7 5 per cent dollar notes 2012714 of the company and KCC preference shares in a2 combined 1ssue of those
securifies pursuant to a placing agreement dated 28 January 2010, and who retain their notes and shares untl redeemed, will
receve an overall compound return of 15 per cent per annum on therr total investment. If the required leve! of earnings 1s not
achieved, then, except in certan imited circumstances (such as dwestment of all or 2 significant part of the stone and coal
interests ar a change in contro! of the company), no dividends or other distributions will be paid or made on the KCC preference
shares and after 31 December 2014 such shares will be converted into valueless defesred shares

At 31 December 2013 the company had acquired 148,550 KCC preference shares (2012 146,060} Following conclusion by
the directors that it 1s unlikely that the required level of earmings will be achieved, the KCC preference shares at 31 December
2012 and 2013 have been carried net of the company's holding

27 Dernvative financial instruments

At 31 December 2012, the greup had outstanding three contracts providing in aggregate for the forward purchase of

£37 million and sale of $68 6 million matuning in 2015 pursuant ta the cross currency interest rate swaps (*CCIRS”) entered
into by the group to hedge the foreign currency exposure of the group arising from the interest and principat repayment
obligations of its 95 per cent guaranteed sterling notes 2015/17 (“stering notes"™)

The terms of the £8 milion CCIRS included an ophion for either party to terminate the contract on 30 September 2013,
pursuant to which the contract was closed out on that date at a cash cost to the group of $1 86 milhon and a charge to profit
and loss in 2013 of $9,000

Either party o the remaiming two CCIRS contracts had or has the option to terminate as to £22 million on 14 February 2012
{not exercised), and as to £7 million on any of 24 October 2013 {not exercised), 2014 and 2015 on the basis that, upon such
termination, the CCIRS will be closed out at prevailing market value calculated by reference to mid market interest and sterling
US dollar exchange rates with no adjustment for specific credit nsk

At 31 December 2013 the remaining two CCIRS contracts provide in the aggregate for the forward purchase of £29 million

and sale of $54 1 million, and are carried in the group balance sheet at therr far value, detalls of which are set out In note 22
under the caphon "Farr value of financial instruments”
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28 Deferred tax

The following are the major deferred tax labilities and assets recognised by the group and the movements thereon during the
year and preceding year

Deferred tax assets/{liabiliies) Property, plant  Biclogical Income/ Agncultural Tax Total
and equipment assets expenses™  produce losses  inventory

$'000 $'000 $'000 $'000 $'000 $'000

At 1 January 2012 (20,427) (19,538) 4,751 {1,886) 1,606  (35594)
(Charge)/credit to income for the year (1,706} (1818) (1,712 1,420 1,371 (2,445)
Charge to equity for the year - - (338) - - (338)
Exchange differences** 83 - 83 - (98) 68
At 31 December 2012 (22,050) (21,356) 2,784 (666) 2879  (38309)
(Charge)/credit to income for the year (2,400} {2361y (11,412) (137 59839 (10,371)
Charge to equity for the year - - 48 - - 48
Exchange differences** (682) (14,574) 1,196 - (1,197)  (15257)
At 31 December 2013 (25132) (38291) (7,384) (703) 7621  (63889)
Deferred tax assets - - 1,894 - 7,621 9515
Deferred tax habilities (95,132) (38291) (9.278) (703) - (73404)
At 31 December 2013 (25,132) (38,291) (7.384) (703 7,621  (63889)
Deferred tax assets 17 - 3,187 - 2,879 6,063
Deferred tax l:abilities (22,067) (21,3566) (383) (566) - (44,372)
At 31 December 2012 (22,060) (21,356) 2,784 (566) 2879  (38,309)

includes income, gains or expenses recogn:sed for reporting purposes, but not yet charged to or allowed for tax
*  included in the consolidated statement of comprehensive income
At the balance sheet date, the group had unused tax losses of $31 5 milhion (2012 $11 8 millon) avallable to be applied
against future profits A deferred tax asset of $7,621,000 (2012 $2,879,000) has been recognised in respect of these losses,
which are expected to used in the future based on the group's projections A tax loss of $3 8 milion incurred by the group's
coal subsidary in 2013 (2012 $5 6 millien) has not been recognised

At the balance sheet date, the aggregate amount of temporary differences associated with undistributed earnings of
subsidianes for which deferred tax liabilities have not been recogmised was $7,651,000 (2012 $11,125000) No liability has
been recognised in respect of these differences because the group 1s in a position to control the reversal of the temporary
differences and it 1s probable that such differences will not significantly reverse in the foreseeable future

The timing driference of $23 1 million in respect of biological assets anises due to the recognition at therr fair value in the group
accounts, compared with thesr histonic base cost in the local accounts of overseas subsidianies These temporary timing
differences would reverse to the extent of any future reduction in therr fair value
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Group financial statements

Notes to the consolidated financial statements
conbinued

29 Other loans and payables
2013 2012
$'000 $'000

Retirement benefit obligations (see note 38)

UK 3123 3429
Indonesia 4,644 46868
Other 108 274

7,875 8362

The amounts are repayable as follows

On demand or within one year (shown under current hiabilites) 940 1,105
In the second year 801 1,473
In the third to fifth years inclusive 2,172 2,509
After five years 3,962 3275
Amount due for settlement after 12 months 6,935 7257

7,875 8362

Amounts of labilities by currency

Sterling 3,165 35623
USdollar 108 180
Indonesian rupiah 4,602 4650

7,875 8362

Further details of the retirement benefit obligations are set out in note 38 The directors estimate that the farr value of
retirement benefit obligations and of other loans and payables approximates their carrying value

30 Trade and other payables

2013 2012

$'000 3'000
Trade purchases and ongaing costs 3,911 11,414
Customer deposits 566 585
Other tax and social securiiy 4817 4,464
Accruals 6,801 12,088
Other payables 723 1,500

16,908 30,051

The average credit penod taken on trade payables 15 26 days (2012 37 days)
The directars estimate that the farr value of trade payables approximates ther carrying value
31 Share capital

2013 2012
£'000 £'000

Authonsed {in pounds sterhng}
65,000,000 - 9 per cent cumulative preference shares of £1 each (2012 50,000,000} 65,000 50,000
41,000,000 - ordinary shares of 25p each (2012 41,000,000} 10,250  -10250

76,250 60,250

1 02 R E.A Holdings ple Annual Repert and Accounts 2013




31 Share capital - continued

2013 2012
Issued and fully pard (tn US dollars) $ 000 $'000
52,105,116 — 9 per cent cumulative preference shares of £1 each (2012 50,000,000} 86,410 83,007
35,085,289 - ordinary shares of 25p each (2012 33,414,545) 15,200 14,558
4,967 - ordinary shares of 25p each held in treasury (2012 nil) (36) -

101,574 97,565

The preference shares entitle the holders thereof to payment, out of the profits of the company available for distribution and
resolved to be distributed, of a fixed cumulative preferential dvidend 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 paid up on the preference shares and any arrears of
the fixed dividend in prionty to any distribution on the ordinary shares Subject to the nghts of the holders of preference shares,
holders of ordinary shares are entitled to share equally with each other In any dwvidend paid on the ordinary share capital and,
on a winding up of the company, in any surplus assets avarlable for distribution among the members

Changes in share caprtal
on 10 May 2013, 1,670,724 ordinary shares were issued, fully paid, by way of a placing at £4 25 per share (nominal
value £4 17,681, total consideration £7,100,000 — $10,903,000) to Mirabaud Pererre Nominees Limited, the middle
market price at close of business on 3 May 2013 (being the date on which the terms of the 1ssue were fixed) was £4 60
on 25 QOctober 2013, 2,105,116 9 per cent cumulative preference shares were 1ssued, credited as fully paid, to ordinary
shareholders by way of capitalisation of share premium account
between 3 and 18 December 2013, 4967 ordinary shares were purchased for treasury at an average price of £4 40 per
share (fotal consideration £22,000 - $36,000)

32 Share premium account

$'000
At 1 January 2012 21,771
Issue of new preference shares (cash and scnp) (3,091}
At 31 December 2012 18,680
Correction to share premium 7
Issue of new ordinary shares (cash) and preference shares (scrip) 6,474
At 31 December 2013 25,161
Costs of $384,000 on the 1ssue of ordinary shares (2012 $ni) were charged to the share premium account
33 Translabon reserve
Hedging Other
reserve reserve Total
$'000 $'000 $'000
At 1 January 2012 (9,099) (2663) (11762}
Correction of previous accounting error 9,099 - 9,099
Exchange differences on translation of foreign operations - (2,064) (2,064)
Attributable to non-controlling Interests - (127) (127)

At 31 December 2012

Exchange differences on translation of foreign operations
Tax relating to companents of other comprehensive income
Attributable to non-controlling interests

At 31 December 2013

(4854)  (4854)
(12,341)  (12,341)
(15257)  (15257)

67 (97)
(32,548)  (32549)

In 2012, the group corrected a previous accounting error transfernng $9,099,000 from hedging reserve againsi retained
earnings
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Group financial statements

Notes to the consolidated financial statements
continued

34 Retained earnings

2013 2012

$'000 $'000
Beginning of year 201,630 202763
Correction of previous accounting error (note 33) - (9,099)
Profit for the year 5,334 11,342
Ordinary dividend paid (3,739) (3376)
End of year 203,225 201,630
35 Non-controlling interests

2013 2012

$'000 $'000
Beginning of year 2,009 2234
Share of result for the year (76) (352)
Exchange translation differences 97 127
End of year 2,030 2,009
36 Reconcihiation of operating profit to operating cash flows

2013 2012

$'000 $'000
QOperating profit 28,078 37,848
Depreciation of property, plant and equipment 9,482 6,162
(Increase)/ decrease in fair value of agnculiural produce inventory (548) 5,678
Amortisation of prepaid operating lease rentals 457 388
Amortisation of sterling and US dollar note 1ssue expenses 778 645
Biological gain (7,133) (5879)
Impairment loss - 3,000
{Profit) / loss on disposal of property, plant and equipment (20) 39
Operating cash flows before movements in working capiial 31,094 47,781
Increase in inventonies (excluding fair value movements) (365) (831}
(Increase) / decrease in recewvables (933) 2,070
(Decrease) / increase in payables (10,162) 6,891
Exchange transfation differences (276) (801}
Cash generated by operations 19,358 55,110
Taxes pad (7,065) (16,200)
Tax refund receved 8 1,261
Inferest pad {11,537) (7.701)
Net cash from operating activities 764 32,470

No additions to properiy, plant and equipment during the year were financed by new finance leases (2012 $nil)
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37 Movement in net borrowings
2013 2012
$'000 $'000

Change tn net borrowings resutting from cash flows

Increase / (decrease) in cash and cash equivalents 9,013 (3.965)
Net increase in borrowings (62,600) (25424)
{43,587) (29,389)
Issue of US dollar notes, net of amortisation of 1ssue expenses - (33593)
Redemption of US dollar notes, net of amortisation of 1ssue expenses 9,344 18,365
Investrments netted off against preference shares liability - {1,430)
Net sale and repurchase of US dollar notes (1,238} 259
(35,481} (45,798)
Currency translation differences (1,788) 2,166
Net borrowings at beginning of year (128,832) (85,190)
Net borrowings at end of year (186,089) (128,832)

38 Retirement benefit obhigations
United Kingdom

The company 1s the principal employer of the RE A Pension Scheme (the “Scheme™) and a subsidiary company 1s a
participating employer The Scheme s a multi-employer contnbutory defined benefit scheme with assets held in a trustee-
administered fund, which has participating employers outside the group The Scheme 1s closed to new members

As the Scheme 1s a multi-employer scheme, In which the employers are unable to identify their respective shares of the
underlying assets and liabilities (because there 1s no segregation of the assets), and does not prepare valuations on an IAS 19
basis, the group accounts for the Scheme as if 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 2011 This
method had been adopted in the previous valuation as at 31 December 2008 and in earler valuations, as it was considered the
appropriate method of calculating future service benefits as the Scheme is closed to new mermbers At 31 December 2011 the
Scheme had an overall shorifall in assets (deficit), when measured against the Scheme's technical prowssions, of £5,197,000
The technical provisions were calculated using assumptions of an investment return of 4 70 per cent pre-retirement and 3 20
per cent post-retirement and annual increases in pensionable salanes of 30 per cent. The basis for the inflationary revaluation
of deferred pensions and increases to pensions In payment was changed from the Retail Prices Index (RPI) to the Consumer
Prices Index (CPI) with effect from 1 January 2011 in ne with the statutory change, except that the change does not apply to
pension accrual from 1 January 2006, where the RPI stil apphes The rates of increase in the RPI and the CP| were assumed
to be 30 per cent and 225 per cent respectively It was further assumed that both non-retired and retired members’ mortality
would reflect S1PXA tables at 85 per cent and that non-retired members would take on retirement the maximum cash sums
permitted from 1 January 2012 Had the Scheme been valued at 31 December 2011 using the projected unit method and the
same assumptions, the overall deficit would have been similar

The Scheme has agreed a statement of funding principles with the principal employer and has also agreed a schedule of
contributions with participating employers covenng normal contributions which are payable at a rate calculated io cover future
service benefits under the Scheme The Scheme has also agreed a recovery plan with participating employers which provides
for recovery of the deficit shown by the 31 December 2011 valuation through the payment of quarterly additional contnbutions
over the penod from 1 January 2013 to 30 September 2018 afler taking account of the additional contnbutions paid in 2012
under the 31 December 2008 valuation
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Group financial statements

Notes to the consolidated financial statements
continued

38 Retirement benefit obligations - continued

The normal contnbutions paid by the group in 2013 were £27,000 - $43,000 (2012 £17,000 - $27,000) and represented 36 4
per cent (2012 23 4 per cent) of pensionable salaries, in addition, a discretionary contrnbution of £78,00C - $1 10,000 was made
n 2013 (2012 £nil - $ail} to fund an inflation adjustment to pensions in payment relating to pre-1997 accrued entitlements
{which would not otherwise have been subject to full indexaton) The addrtional contribution applicable to the group's share of
the recovery plan for 2013 was £396,000 - $624,000 (2012 £231,000 - $367,000) Under the valuation as at 31 December
2011 the normal contributions will increase to the rate of 36 4 per cent of pensionable salanes and the additional contribution will
nse to £407,000 -$674,000 for 2014 and thereafter by 2 75 per cent per annum A provision of £1,885,000 - $3,123,000
(2012 £2,109,000 - $3,429,000) for these additional contnbutions adjusted for the time value of money has been recognised
under retirement benefit obhgations (see note 28) The provision 1s remeasured at each year end to reflect the passage of tme
and the addriional contributions that have been paid by the group The resultant net (credit)/charge to administrative expenses
relating to additional contnbutions to the Scheme pursuant to the recovery plan was as follows

2013 2012
$'000 $000
Release of provision relating to additienal contributions paid i the year (357 (367)
Additional contributions pard In the year 624 367
Addibonal provision ansing from the 2011 actuarial valuation - 1,439
Net charge / {credit) to administrative expenses (note 5) 272 1,439

The contributions by the group to fund the recovery plan represent approximately 45 per cent of the aggregate amounts to be
paid by all participating employers towards such plan There are no agreed allocations of any deficit on etther the wind-up of the
Scheme or on any participant's withdrawal from the Scheme

The sensitmvity of the deficit as at 31 December 2011 ta vanations in certain of the principal assumptions underlying the
actuanal valuation as at that date 1s summansed below

Increase/(decrease)

in deficit

$000

Increase in the post-retirement discount rate of 0 1% (400)
Increase in inflatton and all associated assumptions including salanes of 0 1% 310
Mortality base table 90% instead of 85% (510)
Slower improvement in long term rate of mortahity (1 25% instead of 1 5%) (350)

The next actuarial valuation will be made as at 31 December 2014

The company has a cantingent hability of $3 ¢ million (2012 $3 8 million) for additional contrbutions payable by other (non-
group) employers in the Scheme, such hability will only anse if other {(non-group) employers do not pay thewr contributions
There 15 no expectation of this at the present ime and, therefore, no provision has been made

Indonesia

In accordance with Indonesian labour laws, group employees in Indonesta are entitled to lump sum payments on retirement at
the age of 55 years The group makes a provision for such payments in its financial statements but does not fund these with
any ihird party or set aside assets to meet the enttlements The provision was assessed at each balance sheet date by an
independent actuary using the projected unit method The principal assumptions used were as follows

2013 2012
Discount rate 9 1% 6 3%
Salary increases per annum 6% 6%
Mortality table {(Indonesia) (TM1) 111-2011  11-2009
Retrement age (years) 55 55
Disability rate (9% of the mortality table) 10 10
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38 Retirement benefit obligations - continued

3
The movement in the provision for employee service entiflements was as follows z
2013 2012
$'000 $000
Balance at 1 January 4,659 4,260
Current service cost 838 846
Interest expense 2¢8 327
Actuanal gain recogrised in consolidated income statement - @
Actuanal loss recognised in statement of comprehensive income 123 -
Effect of curtadments - (52) 7
Effect of settlements - (20) E
Exchange (1,039) (285) g
Paid during the year (277) (415) K
Balance at 31 December (see note 29} 4,602 4,659
The amounts recognised in administrative expenses in the consolidated income statement were as follows
2013 2012
$'000 $'000
Current service cost 838 846 o
Interest expense 298 327 z
Actuarial gain - @ g
Effect of curtallments - (62) 5
1,136 1119
Amount included as additions to biologecal assets (74) {100)

1,062 1,019

Unrecognised actuanal losses as at 31 December 2012 amounted to $512,000 and in 2013 form part of the movement in the
statement of comprehensive income

Estimated lump sum payments to Indonesian employees on retirement in 2014 are $103,000 (2013 $885,000}

39 Related party transactions

Transactions between the company and its subsidianes, which are related parties, have been eliminated on consclidation and
are not disclosed in this note Transactions between the company and is subsidianes are dealt with in the company's individual
financial statements The remuneration of the directors, who are the key management personne! of the group, 1s set out below
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in aggregate for each of the categones specified in IAS 24 “Related party disclosures” Further information about the o

remuneration of, and fees paid in respect of services provided by, ndwidual directors 1s provided in the audited part of the é

“Directars’ remuneration report” 2

2

2013 2012 g

$000  $000 2

Short term benefits 2,008 1,484 %

Post employment benefits - - &
Other long term benefits - -
Termination benefits - -

Share based payments - - g

2,008 1484 s

B &

£
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Group financial statements

Notes to the consolidated financial statements
continued

40 Rates of exchange

2013 2013 2012 2012

Closing  Average Closing  Average

Indonesia rupiah to US dollar 12,189 10,494 9,870 9,390
US dollar to pound sterling 1 6563 167 16255 ib9

41 Events after the reporting penod

An interim dividend of 3 Bp per ordinary share in respect of the year ended 31 December 2013 was paid on 24 January 2014
In accordance with IAS 10 “Evenis after the reparting penod” this dividend, amounting in aggregate to $2,036,000, has not
been reflected in these financial statements

On 4 Aprll 2014, a subsidiary entered into a long-term secured credit facility of Indonesian ruprah 400 billion ($32 8 million)
with PT Bank UOB Indonesia Drawings under this facility are expected to take place once certain pre-conditions have been
satisfied

42 Resolution of competing rights over certain plantatton areas

The fully titled land areas held by PT Sasana Yudha Bhakti (“SYB"), a plantation subsidrary of the company, include 3,657
hectares that are the subject of thurd party claims in respect of the nghts to coal underneath such land On 30 December 2011,
SYB entered into a conditional setflement arrangement to resolve such clams Under this agreement, SYB has agreed to swap
the 3,557 hectares the subject of the claims for 9,097 hectares of fully titled land held by another company, PT Prasetra Utama
{*PU", the whole of the tssued share caprtal of which 1s to be transferred to SYB As a term of the settlement, SYB has also
agreed to relinquish the 2,212 heclares i respect of which 1t holds a land allocation still subject to completion of tithng (being
land that 1s also subject to overlapping mineral nghts}

The book value of the assets to be relinquished by SYB amounted as at 31 December 2013 o $87 milon (2012 $88
million), compnsing prepaid operating Jease rentals of $2 7 million (2012 $2 8 million) and biological assets of $6 0 million
(2012 $60 million) The arrangements are conditional, mter alia, upon the consent of the holders of the 85 per cent
guaranteed sterling notes 2015/17 (see note 24) which was obtaned on 14 March 2019

Dunng 2013, further progress was made In regard to satisfying other conditions However, completion had been delayed by a
need to obtain comfort as to the continuing validity of the land htles held by PU

In February 2014 SYB reached an implementing agreement in respect of the agreed swap of land This implementing
agreement provides for a phased arrangement whereby btocks of PU land will be progressively developed with oil palm for SYB
whilst the third party halding ceal mining nights 1s progressively permitted to commence coal mining activities on blocks of land
held by SYB Once a cntical mass of oll palm has been established on PU, the onginal swap agreement will be completed This
arrangement 1s designed to allow confirmation of the continuing validity of the land titles held by PU ahead of full completion of
the swap agreement.
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43 Contingent habihties

In furtherance of Indonesian government policy which requires the owners of o1l palm plantations to develop smaliholder
plantations, duning 2009 and 2010 PT REA Kaltm Plantations (*REA Kaltim™) and PT Sasana Yudha Bhakh (*SYB), both
subsidiaries of the company, entered into agreements with three cooperatives {o develop and manage land owned by the
cooperatives as oil palm plantations To assist with the funding of such development, the cooperalives have concluded vanous
long term loan agreements with Bank Pembangunan Daerah Kalimantan Timur (‘Bank BPD"), a regional development bank,
under which the cooperatives may borrow in aggregate up to Indonesian rupiah 157 billion ($12 9 milhon) with amounts
borrowed repayable over 14 years and secured on the lands under development (‘the bank faciihes”) REA Kaliim has
guaranteed the obhgations of two cooperatives as to payments of principal and interest under the respective bank faciiies and,
in addition, has commutted to lend to the cooperatives any further funds required to complete the agreed development REA
Kaltim 1s entitled to a charge over the developments when the bank faciities have been repaid in full SYB has guaranteed the
obligations of the third cooperative on a simtlar basis

On matunty of the developments, the cooperatives are required to sell all crops from the developments to REA Kaltim and
SYB respectively and to permit repayment of indebtedness to Bank BPD, REA Kaltim and SYB respectively out of the sales
proceeds

As ai 31 December 2013 the aggregate outstanding balances owing by the three cooperatives to Bank BPD amounted to
indonesian rupiah 111 billion (39 1 milhon) (2012 Indonesian rupiah 101 billion - $105 million)

44 Operating lease commitments

The group leases office premises under operating leases in London, Jakarta, Samarinda and Singapore These leases, which
are renewable, run for penods of between 1 month and 50 months, and do not include contingent rentals, or options to
purchase the properties

The future minimum lease payments under operating leases are as follows

2013 2012
$'000 $'000
Within one year 380 356
In the second to fifth year inclusive 656 570
After five years - -

1,036 926
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Company financial statements

Company balance sheet

as at 31 December 2013

31 December 33 December 1 January

2013
Note $'000

2012 2012
$'000 $'000

Non-current assets

Investments {(v) 261,958 9235836 207923

Deferred tax assets ) 979 703 347

Total non-current assets 262,937 9236539 208270

Current assets

Trade and other recevables {(v) 29,903 5,297 9,957

Cash 1,156 4414 9515

Total current assets 31,059 9711 18,772

Total assets 293,696 246250 227,042

Current habilities

Trade and other payables (i) (5986} (12718) (17952)
USdcllar notes (v (5,064) (658) {4,527)
Total current habilities {(11,850) (13374) (22,479)

Non-current habilitres
US dollar notes
Amount owed to group undertaking

(vm) (33,472}
(x) (B2,065)

(48,126) (29617)
(60815) (58,240)

Total non-current habibties (95,537) {109,041) {87.857)
Total habilities (104,487) {122,418) (110,338)
Net assets 186,509 123835 1167086
Equity

Share capital x) 101574 97 565 87,939
Share premium account (x) 25,161 18,687 21,778
Exchange reserve )  (4,300) (4,333) {4,308)
Profit and loss account (x) 64,074 11916 11,297
Total equity 186,608 123835 116706

Approved by the board on 28 April 2014 and signed on behalf of the board

RICHARD M ROBINOW
Chairman
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Company financial statements

Company statement of changes in equity
for the year ended 31 December 2013

Share Share Exchange Profit

2
caprtal  premium reserve  and loss Total 8
Note £'000 £'000 £'000 £'000 £'000 2
At 1 January 2012 under UK GAAP 52,422 11,148 - 8413 71983
$'000 $000 $'000 $'000 $'000
Converted to dollars 87939 01,778 (8274) 11297 112,040
Adjust to underlying dollars (x1x) - - 4,666 - 4,666
At 1 January 2012 under IFRS 87939 21,778 (4,308) 11,287 116,706 —
Total comprehensive income (x) - - - 10,708 10,708 g
Issue of new preference shares (cash) 9] 6,389 146 - - 6,535 2
lssue of new preference shares (scrip) {x1) 3,237 (3,237) - - - 8
Dividends to preference shareholders () - - - (6,713) (6,713) 2
Dwidends to ordinary shareholders () - - - (3376)  (3376)
Exchange adjustment deferred tax (a3 - - (25) - (25)
At 31 December 2012 97,565 18,687 (4,333 11916 123835
Total comprehensive income {x) - - - 63188 63,188
Issue of new ordinary shares (cash) ) 641 93878 - - 10519
Issue of new preference shares (scrip) (x) 3,404 {3,404) - - - o
Purchase of treasury shares {x) (36) - - - (36) §
Dividends to preference shareholders ) - - - {7,291) (7,291) 3
Dwidends to ordinary shareholders D) - - - (3739) (3739 °
Exchange adjustment deferred tax (x) - - 33 - 33
At 31 December 2013 101,574 25,161 {4300) 64074 186509
There are no gains or losses other than those recogrused in the profit and loss account,
5
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Company financial statements

Company cash flow statement
for the year ended 31 December 2013

2013 2012

Note $000 $000
Net cash outflow from operating activities (an}  (23,855) (4,249}
Investing activities
Interest receved 3,248 549
Dwidends and other distnbutions receved from subsidiaries 86,433 12,895
Repayment of loans by subsidiary companies * 33,530 -
New loans made to subsidiary companies (91,871) (17,456)
Shares acquired in subsidiary companies (18) (16)
Further investment 1n Indonesian stone and coal interests {1,615) (7,589)
Net cash used in investing activities 29,709 (11,687}
Financing activities
Preference dividends paid (7,291) (6,713)
Ordinary dwidends paid (3,739} (3,376)
Proceeds of 1ssue of ordinary shares 10,519 -
Proceeds of issue of preference shares - 6535
Purchase of treasury shares (36) -
Issue of USdollar notes, net of expenses - 33593
Redemption of US dollar notes (9,678) (19,000}
Net sale and repurchase of US dollar notes 1,238 (259)
Net cash from financing activities {8,987}y 10,780
Cash and cash equivalents
Net decrease in cash and cash equivalents (3133) (5156)
Cash and cash equivalents at beginning of year 4,415 95156
Effect of exchange rate changes (128) 55
Cash and cash equivalents at end of year (x} 1,156 4414

* Excluding amounts dealt with within “Further investment in Indonesian stone and coal interests”
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Company financtal statements

Accounting policies (company)

The accounting policies of REA Holdings plc (the ‘company”)
are the same as those of the group, save as modified below

Basis of accounting

Separate financial statements of the company are required by
the Companies Act 2008, and, for the first ime, these have
been prepared in accordance with International Financial
Reporting Standards (IFRS) as endorsed for use by the
European Union as at the date of approval of the financial
statements and therefore comply with Article 4 of the EU IAS
Regulation The statements are prepared under the historic
cost convention except where otherwise stated in the
accounting policies

In accordance with IFRS 1 First-ime adoption of International
Financial Reporting Standards a reconcihiation of the
company's equity as at 1 January 2012, the transition date,
and as at 31 December 2012, the end of the latest period for
which the company's financial statements were prepared in
accordance with generatly accepted accounting practice in the
United Kingdom, 1s set out in note (xix} in addition, a cash flow
statement for the company, as required by IFRS, 1s provided,
together with comparatives for 2012

By witue of section 408 of the Companies Act 2008, the
company Is exempted from presenting a profit and loss
account

Presentational currency

The financial statements of the company are presented in
S dollars whichais also considered to be the currency of the
primary economic environment in which the company
operates References to “$" or “dollar” in these financial
statements are to the lawful currency of the United States
of America

Investments

The company's iInvestments in its subsidianes are stated at
cost less any provision for impairment. Impairment provisions
are charged to the profit and loss account Dimdends receved
from subsidiaries are credited to the company's profit and loss
account.

RE A Holdings plc Annual Report and Accounts 2013

Foreign exchange

At the date of transition to IFRS, all balances of assets and
habilies denominated in currencies other than dollars have
been translated into dollars at the rate of exchange on the date
of transition excepl shares in subsidianes and the components
of equiy which have been translated at historic exchange rates
with the exception of retained earmings which have been
translated at the average rates relating to the year in which
they were retained All subsequent transactions in foreign
currencies are recorded at the rates of exchange at the dates
of the transactions Monetary assets and labifities
denominated in foreign currencies at the balance sheet date
are reported at the rates of exchange prevailing at that daie

All exchange differences are included in the profit and loss
account

Financial risk

The company's financial nsk is managed as part of the group's
strategy and policies as discussed in note 22 {o the
consolidated financial statements

Taxation

Current tax including UK corporation tax and foreign tax s
provided at amourts expected to be paid {or recovered) using
the tax rates and laws that have been enacted or substantially
enacted by the balance sheet date Deferred tax is calculated
on the hability method Deferred tax s provided on a non
discounted basis en timing and other differences which are
expected to reverse, at the rate of tax likely to be in force at
the time of reversal Deferred tax s not prowided on timing
differences which, in the opinion of the directors, will probably
not reverse Deferred tax assets are only recogrised to the
extent that 1t 1s regarded as more likely than not that there will
be suitable taxable profits from which the future reversal of
tiring differences can be deducted

Cash and cash equivalents

Cash and cash equivalents comprnse cash in hand and
demand deposits

Leases
No assets are held under finance [eases Rentals under

operating leases are charged to profit and loss account on
a straight-line basis over the lease term
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Company financial statements

Notes to the company financial statements

() Transiion to [FRS

The company I1s required to determine its accounting policies under international Financial Reporting Standards (IFRS) and

apply them retrospectively to establish its opening balance sheet under IFRS The date of transition for the company 1s

1 January 2012, as required by IFRS

(1) Auditor's remuneration

The remuneration of the company's auditor is disclosed in note 5 to the company's consolidated financial statements as
required by section 494(4)(a) of the Comparues Act 2006

(n) Dmvidends
2013 2012
$'000 $'000
Amounis recognised as distributions to equity holders
Preference dividends of 9p per share 7,291 6713
Ordinary dwidends of 7p per share (2012 6 Bp per share) 3,739 3378
11,030 10,089

An intenm dividend of 3 &p per ordinary share in respect of the year ended 31 December 2013 was paid on 24 January 2014
In accordance with IAS10 “Events after the reporting period”, this dividend, amounting in aggregate to $2,036,000, has not

been included in the 2013 financial statements

(v} Investments

31 December 31 December 1 January
2013 2012 2012
$'000 $'000 $'000
Shares in subsidianes 93,237 93221 93,205
Loans 168,721 142615 114718
261,958 235836 207923

The movements were as follows
Shares Loans
$'000 $000
At 1 January 2012 93,205 114718
Additions to shares in subsidiaries and loans i6 27,897
At 31 December 2012 93221 142615
Additions to shares in subsidianes and loans 16 26,106
At 31 December 2013 93,237 168,721

Shares in subsidianies include an investment in KCC Resources Limited's redeemable participating preference shares of $10
each 3,500 of these shares were purchased from the onginal placees in January 2013 at a cost of $16,000 representing a
price of $4 59 per share (2012 3,000 of these shares were purchased at a cost of $5 20 per share)
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The principal subsidianes at the year end, together with their countries of incorporation, are hsted below Details of UK dormant

subsidiaries are not shown

Subsidiary

Actiity

Class of
shares

Percentage
owned

Makassar Investments Limited (Jersey)
PT Cipta Davia Mandin (indonesia)

PT Kartanegara Kumala Sakti {Indonesia)
PT KCC Resources Indonesia {Indonesia)
PT Kutal Mitra Sejahtera (Indonesia)

PT Persada Bangun Jaya (Indonesia)

FT Putra Bongan Jaya {Indonesia)

PT REA Kathm Plantations (Indonesia)
PT Sasana Yudha Bhakt (Indonesia)
KCC Resources Limited

KCC Resources Limited

REA Finance BV {Netherlands)

REA Services Limited (England and Wales)
REA Services Private Limited (Singapore)

Sub holding company
Plantation agniculture
Plantation agnculture
Coal operations
Plantation agnculture
Plantation agnculture
Plantation agnculture
Plantation agniculture
Plantation agnculture
Group finance

Group finance

Group finance

Group finance and services

Group services

Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Ordinary
Crdinary
Ordinary
Ordsnary
Ordinary

Preference

Ordinary
Ordinary
Ordinary

100
95
95
85
95
g5
95

100
ab

100

997

100

100

100

The entire shareholdings in Makassar Investments Limited, RE A Services Limited, REA Finance BV and REA Services Private

Limited are hetd directly by the company All other sharehcldings are held by subsidianes

Covenants contained in credit agreements between certain of the company’s plantation subs:diaries and banks restrict the
amount of dividend that may be paid to the UK withaut the consent of the banks to certain proportions of the relevant
subsidianes' pre-tax profits The directors do not consider that such restrictions will have any significant impact on the iquidity

nsk of the company

A dormant UK subsidiary, Jentan Plantations Limited, company registration number 6662767, has taken advantage of the

exemption pursuant to Companies Act 2006 s394A from preparing indmdual accounts

(v) Deferred tax asset

$'000
At 1 January 2012 347
Credit to income for the year 373
Effect of change in tax rate (42)
Effect of exchange 25
At 31 December 2012 703
Credit to income for the year 342
Efiect of change In tax rate (93)
Effect of exchange 27
At 31 December 2013 979
Deferred tax assets 979
Deferred tax labilities -
At 31 December 2013 979
Deferred tax assets 703
Deierred tax llabilities -
At 31 December 2012 703
Deferred tax assets ; 347
Deferred tax habilities -
At 1 January 2012 347

RE A Holdings plc Annual Report and Accounts 2013
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Company financial statements

Notes to the company financial statements (continued)

(v) Deferred tax asset {continued)

At the balance sheet date, the company had unused tax losses of $2 9 milion (2012 $1 9 mihon} avallable to be applied
against future profits A deferred tax asset of $979,000 (2012 $703,000) has been recognised in respect of these losses as
the company considers, based on financial projections, that these losses will be utlhised

The aggregate amount of temporary differences associated with undistributed earnings of subsidianes for which tax labiliies
have not been recognised are disclosed in note 28 to the consolidated financial statementis

{vi) Trade and other receivables
31 December 31 December 1 January
2013 2012 2012
$'000 $'000 $000

Trade debtors 37 754 -
Amount owing by group undertakings 29,319 3,065 9.201
Other debtors 542 548 6
Prepayments and accrued income 5 - 50

29,903 5,297 9,257

The directors consider that the carrying amount of trade and other recevables approximates therr fair value

(v} Trade and other payables
31 Decemmber 31 December 1 January
2013 2012 2012
$'000 $000 $'000

Arnount owing to group undertakings 5,616 12,407 17,765
Other creditors 125 32 33
Accruals 245 o7 154

5,986 12,716 17,662

The directors consider that the carrying amount of trade and other payables approximates their farr value
{vin} US dollar notes

The US dollar notes comprise $6 3 million {2012 $16 million} nominal of 7 5 per cent dollar notes 2012/14 (*2012/14 dollar
notes™ and $34 0 million {2012 $34 0 million) nominal of 7 5 per cent dollar notes 2017 {(*2017 dollar notes”) of the company,
and are stated net of the unamerbised balance of the note 1ssuance costs

During the year, the company purchased for cancellation $97 million nominal of the 2012/14 dollar notes at par plus accrued
interest. At 31 December 2012, REA Services Limited, a subsidiary of the company, held $1 26 milion nominal of the 2017
dellar notes These were sold early in 2013 at their acquisition cost {see note 19)

The 2012/14 and 2017 dollar notes are unsecured obligations of the company The 2012714 dallar notes are repayable on
31 December 2014 and the 2017 dollar notes are repayable on 30 June 2017

Pursuant to a placing agreement dated 28 January 2010 under which the company placed $15 million nominal of US dollar
notes and the company’s subsidiary, KCC Resources Limited, 1ssued to placees 150,000 redeemable participating preference
shares in the capital of KCC (*KCC preference shares™, the company granted to each placee a non-assignable option,
exercisable on the occurrence of any one of certain events and on a basis relating to the number of KCC preference shares
retained by the placee at the date of such occurrence, to require the company to purchase or procure the purchase of the LS
dollar notes acquired by the placee in the placing at a price equal o the aggregate of the nominal value of such notes and any
interest accrued thereon up to the date of completion of the purchase Such events include the disposal of a significant part of
the group's coal business 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 A holder of $25,000 norminal of 2012/14
dollar notes was entitled to benefit from this option at 31 December 2013
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{1x) Amount owed to group undertaking

Amount owed to group undertaking compnses an unsecured interest-bearing loan from REA Finance BV, repayable in equal
annual instalments commencing 31 December 2015

(x) Share capital
31 December 31 December 1 January

2013 2012 2012
£000 £'000 £000

Authorised (in pounds sterling)
65,000,000 — 9 per cent cumulatwe preference shares of £1 each

(31 December 2012 50,000,000, 1 January 2012 44,068,553) 65,000 50,000 44,0869
41,000,000 - crdinary shares of 25p each
(31 December 2012 41,000,000, 1 January 2012 33,414,545) 10,250 10,250 8354

75,250 60,250 52,429

$'000 $'000 $'000

Issued and fully paid (in US dollars)
52,105,116 = G per cent cumulative preference shares of £1 each

(31 December 2012 50,000,000, 1 January 2012 44,058,553 ) BG 410 83,007 73,382
35,085,269 - ordinary shares of 25p each

(31 December 2012 33,414,545, 1 January 2012 33,414,545) 15 200 14,558 14,557
4,967 - ordinary shares of 25p each held in treasury

(31 December 2012 none, 1 January 2012 none) (36) - -

101574 97,665 87,839

The preference shares entitle the holders thereof 1o payment, out of the profits of the company avallable for distnbution and
resolved to be distnbuted, of a fixed cumulative preferential dvidend of @ per cent per annum on the nominal value of the
shares and to repayment, on a winding up of the company, of the amount paid up on the preference shares and any arrears of
the fixed dmidend in prionty to any distnbution on the ordinary shares Subject to the nghts of the holders of preference shares,
holders of ordinary shares are entitled to share equally with each cther in any dividend paid on the ordinary share capital and,
on a winding up of the company, in any surplus assets available for distribution among the members

A% an extraordinary general meeting of the company held on 11 June 2013 shareholders approved resclutions for the company
to make purchases of its own shares up to a maximum of 5 milhon ordinary shares of 25 pence each, to be held in treasury, and
to resell such shares for cash, provided that the maximum number of ordinary shares that may be held in treasury at any one
hime 1s 400,000 The resolutions remain vahd until the concluston of the annual general meeting to be held in 2014, or, if
earlier, 30 November 2014 As at 31 December 2013 the company held in treasury 4,967 (31 December 2012 nil, at 1
January 2012 nil) ordinary shares at a cost of $36,000 (31 December 2012 $nil, 1 January 2012 $nil)

Changes n share capital
on 10 May 2013, 1,670,724 ordinary shares were 1ssued, fully paid, by way of a placing at £4 25 per share {nominal
value £417,681, total consideration £7,100,000 — $10,903,000) to Mirabaud Pereire Nominees Limited, the middle
market price at close of business on 3 May 2013 (being the date an which the terms of the 1ssue were fixed) was £4 60

. on 25 October 2013, 2,105,116 9 per cent cumulative preference shares were 1ssued, credited as fully paid, to ordinary
shareholders by way of capitalisation of share prermmum account

. between 3 and 18 December 2013, 4,967 ordinary shares were purchased for treasury at an average pnce of £4 40 per
share {iotal consideration £22,000 - $36,000)

RE A Holdings plc Annual Repert and Accounts 2013 1 1 7
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Company financial statements

Notes to the company financial statements (continued)

(x1) Movement n reserves

Share Exchange Profit

premium reserve  and loss

account account

$'000 $'000 $'000

At 1 January 2012 21,778 (4308) 11297
Total comprehensive iIncome - - 10,708
Dividends to preference shareholders - - 6713)
Dwidends to ordinary shareholders - - {3376)
Issue of preference shares (scnp) (3237) - -
Issue of preference shares (cash) 319 - -
Costs of 1ssues (173) - -
Exchange adjustment deferred tax - {25) -
At 31 December 2012 18,687 (4333) 11916
At 1 January 2013 18,687 {43330 11916
Tolal comprehensive income - - 63,188
Dwidends to preference shareholders - - (7,291)
Dwvidends to ordinary shareholders - - (3,739)
Issue of ordinary shares (cash) 10,262 - -
Issue of preference shares (scnp) (3.404) - _
Costs of issues (384) - -
Exchange adjustment deferred tax - 33 -
At 31 December 2013 25,161 (4300) 64074

As permitted by section 408 of the Companies Act 2006, a separate profit and loss account dealing with the results of the
company has not been presented The profit before dividends recognised in the company's profit and loss account for the year
15 $632 million (2012 profit $107 million)

(xu) Financial instruments and risks
Financial instruments

The company's financial instruments comprise borrowings, cash and iquid resources and in addition certaun debtors and trade
creditors that anse from its operations The main purpose of these financial instruments 15 te raise finance for, and facilitate the
conduct of, the company's operations The hierarchy for determining and disclosing the fair value of financial instruments is set
out in note 22 to the consolidated financial statements The table below provides an analysis of the book and fair values of
financial instruments excluding debtors and creditors at balance sheet date

31 December 31 December 31 December 31 December 1 January 1 Janvary
2013 2013 2012 2012 2012 2012
Book value Fair value Book value Farr value Book value Farr value
$'000 $'000 $'000 $'000 $'000 $'000

Cash and cash equivalents 1,156 1,156 4415 4415 9515 9515
US dollar notes (39,436) (40,274) (48,783) (48813) (34,144) (35000)
Net debt (38,280) (39,118) (44,368) {(44,398) (24629) (25485)

The fair value of the US dollar notes reflects the last price at which transactions in those notes were effected pnor to the
balance sheet dates

Risks
The main nisks ansing from the company's financial instruments are hquidity risk, interest rate nisk, credit risk and foreign
currency sk The board reviews and agrees policies for managing each of these nsks These policies have remamed

unchanged since the beginming of the year It 1s, and was throughout the year, the company's policy that no trading i financial
instruments be undertaken
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The company finances its operations through a mixture of share capital, retained profits, borrowings in US dollars at fixed rates

o
and credit from supphers At 31 December 2013, the company had outstanding US$6 3 million nominal (2012 $16 million) of 2
7 5 per cent dollar notes 2012/ 14 and US$34 million nominal (2012 $34 million) of 7 5 per cent dollar notes 2017 2
The polcy for hquidity nsk management 1s disclosed in note 22 to the consolidated financial statements together with the
contractual matunty of the company’s dollar notes
Credit nsk refers to the nsk that a counterparty will default on its contractual obligations resulting in financial loss to the
company The directors consider that the company is not exposed to any major concentrations of credit risk At 31 December
2013, all bank deposits were held with banks with a Moody's prime rating of P1 At the balance sheet date, no trade
recevables were past their due dates, nor were any impaired, accordingly no bad debt provisions were required The maximum g
credit nsk exposures in respect of the company's financial assets at 31 December 2013 and 31 December 2012 equal the a8
amounts reported under the corresponding balance sheet headings 3
o
<
2
A limited degree of interest rate nsk 1s accepted A substantial proportion of the company's financial instruments at
31 December 2013 carned interest at fixed rates rather than floating rates On the basis of the company's analysis, it 1s
estimated that a nse of one percentage point in interest rates applied to those financial instruments which carry interest at
floating rates would have resulted in an increase of $nil (2012 $nil) in the company's interest revenues In tts profit and loss
account
Non-derivative financial instruments g
The following table details the contractual matunty of the group's non-denvative financial hahilittes The table has been drawn 2
up based on the undiscounted amounts of the group's finanoial habihties based on the earliest dates on which the group can be
required to discharge those liabiliies The table includes liabihtres for both principal and interest
Weighted Under Between Over 2 Total
average 1 year 1and 2 years
interest rate ears
2013 % $'000 ‘000 $000 $000
US dollar notes 85 9,335 2551 37837 49723 g
2012 g
US dollar notes 850 4,739 18,676 40,388 63,803 B
o
]
{xmm) Reconciliation of operating profit to operating cash flows ®
2013 2012
$'000 $'000
Operating loss (414} {708) p
Amortisation of US dollar note 1ssue expenses 331 473 g
Operating cash outflows before movements in working capital (83} (232) E’
{Increase) / decrease in receivables {13,800) 3978 =
Increase in payables 69 478 z
Exchange translation differences (57} 277 g.
Cash (outilow) / inflow from operations {13,871} 4,501 g
Taxes paid (481) (192 g
interest paid (9,503)  (8,558) 7
Net cash outflow from operating actvities (23,855}  {4,249)
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Company financial statements

Notes to the company financial statements (continued)

(xtv) Pensions

The company 1s the principal employer of the RE.A Pension Scheme (the *Scheme”) and a subsidiary company is a
participating employer The Scheme 1s a multi-employer contnbutory defined benefit scheme with assets held in a frustee-
administered fund, which has participating employers outside the group The Scheme is closed to new members

As the Scheme 1s a mutti-employer scheme, in which the employers are unable to identify their respective shares of the
underlying assets and liabilities {(because there 1s no segregation of the assets), and does not prepare valuations on an IAS 19
basis, the company accounts for the Scheme as if it were a defined contnbution scheme

A non-IAS 19 valuahon of the Scheme was last prepared, using the attained age method, as at 31 December 2011 This
method was considered the approprate method of calculating future service benefits as the Scheme is closed to new
members At 31 December 2011 the Scheme had an overall shortfall in assets (defict}, when measured aganst the Scheme's
technical prowisions, of £5,197,000 The technical provisions were calculated using assumptions of an investment return of

4 70 per cent pre-retrement and 3 20 per cent post-retirement and annual increases in pensionable salaries of 30 per cent.
The basis for the inflationary revaluation of deferred pensions and increases to pensions in payment was changed from the
Retall Prices Index (RP) to the Consumer Prices Index (CPI} with effect from 1 January 2011 in ine with the statutory change,
except that the change does not apply to pension accrual from 1 January 2008, where the RP! still apphies The rates of
tincrease In the RPI and the CPl were assumed to be 3 0 per cent and 2 25 per cent respectively It was further assumed that
both non-retired and retired members' mortality would reflect S1PXA tables at 85 per cent and that non-retired members would
take on retirement the maximum cash sums permitted from 1 January 2012 Had the Scheme been valued at 31 December
2011 using the projected unit method and the same assumptions, the overall deficit would have been similar

The Scheme has agreed a statement of funding principles with the principal employer and has also agreed a schedule of
contributions with participating employers covenng normal contnbutions which are payable at a rate calculated to cover future
service henefits under the Scheme The Scheme has also agreed a recovery plan with participating employers which provides
for recovery of the deficit shown by the 31 December 2011 valuation through the payment of quarterly additional contributions
over the peried from 1 January 2013 to 30 September 2018 after taking account of the additional contributions paid in 2012
under the 31 December 2008 valuation

There are no agreed allocations of any deficit on erther the wind-up of the Scheme or on any participant's withdrawal from the
Scheme

The next actuanal valuation will be made as at 31 December 2014

The subsidiary company that 1s a pariicipating employer and other participating employers in the scheme have entered into an
agreement with the Scheme to make special contributions to the Scheme to cover the deficit shown by the 31 December 2011
valuation The company made no payments to the Scheme in 2013 (2012 $nil) The company has a contingent hiability for
special contnibutions payable by other participating employers in the Scheme, such hability will only anse if such other
participating employers do not pay their contributions There 1s no expectation of this at the present time and, therefore, no
provision has been made by the company
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{xv} Related party transactions

31 December 33 December 1 January

2013 2012 2012

Loans to subsidianes $'000 $'000 $000
Adara Agriculture Limited - 2,051 1,954
PT Cipta Davia Mandin 14,820 - -
Cairnhill Investments Limited - 11,380 11,380
PTKCC Resources Limited 12,935 41,280 33,661
Kutal Plantations Lirited - 1,987 1,887
Makassar Investments Limited 495 495 495
REAFinance BV 4,074 3999 3,823
PT REA Kaltim Plantations 79,388 - -
RE A Services Limiied 25,631 73815 58,240
Rengat Investments Limited - 4,358 -
Sandan Investments Limited - 3218 3218
137,273 142613 114718

2013 2012

Dvidends received from subsidianes $'000 $'000
Carrnhill Investments Limited 7,548 -
Kutal Plantations Limited 34,677 -
Makassar Investments Limifed 8,080 12,825
REA Finance BV 247 -
RE A Services Limited 6,346 7221
Rengat Investments Limsted 8,375 -
Sandan Investments Limied 6,621 -
71,894 20,046

2013 2012

Interest receved from subsidianes $'000 $'000
BT Cipta Davia Mandin 18 -
REA Finance BV 332 331
PT REA Kaltm Plantations 2,637 -
2,087 331

Remuneration of key management personnel

The remuneration of the directors, who are the key management personnel of the group, 1s set out below in aggregate for each
of the categones specified in IAS 24 *Related parly disclosures™ Further informaticn about the remuneration of, and fees paid
in respect of services provided by, indvidual directors 1s provided in the audited part of the *Directors’ remuneration report”

2013 2012
$'000 $'000
Short term benefits 2,008 1,484
Post employment benefits - -
Other long term benefits - -
Termination benefits - -
Share hased payments - -
2,008 1,484

R.E A Holdings plc Annual Report end Accounts 2013
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Company financial statements

Notes to the company financial statements (contnued)

(xw1) Rates of exchange

See note 40 to the consoldaied financial statements

(xvi) Contingent hatnlities and commitments

Sterling notes

The company has guaranteed the obligations for both principal and interest relating to the outstanding £34 54 million nominal
(2012 £3454 mullion) 9 5 per cent guaranteed sterhng notes 2015717 1ssued by REA Finance BV The directors consider
the risk of loss to the company from this guarantee te be remote

Bank borrowings

The company has given, in the ordinary course of business, guarantees in support of the subsidiary company borrowings from,
and other contracts with, banks (including cross currency interest rate swaps) amounting in aggregate to $97 million (2012
$52 million) The directors consider the nsk of loss to the company from these guaraniees to be remote

Penston lability

The company's contingent hability for pension contributions 1s disclosed in note (xiv) above

Operating leases

The company has an annual commitment under an operating lease of $184,000 (2012 $180,000) The commitment expires
after two years The lease does not contain any contingent rentals or an option to purchase the property

(xvin} Post balance sheet event
An intenm dmdend of 3 5p per ordinary share in respect of the year ended 31 December 2013 was pad on 24 January 2014

In accordance with IAS 10 “Events after the reporting pericd” this dwtdend, amounting in aggregate to $2,036,000, has not
been reflected in these financial statements

1 2 2 R E A Holdings plc Annual Report and Accounts 2013




(xix) Reconcihiations between UK GAAP and IFRS

The following tables provide reconcihations of the IFRS balance sheets as at 1 January 2012 and 31 December 2012 against
the former UK GAAP balance sheets as at those dates Reasons for the adjustments reflected in the reconciliations are

provided in “Notes to the reconcihations below”

(a) &) )
Converted
Reverse to dollars  Adjust to
hedge at transition underlying
UK GAAR accounting  Adjusted rate dollars IFRS
Reconciliation of equity as at 1 January 2012 €000 £'000 £000 $'000 $000 $'000
Non-current assets
Invesiments 130,678 (16585) 128,083 200,778 7145 207923
Deferred tax assets 293 - 203 347 347
Total non-current assets 130,901 (1,685) 129,306 201,125 7,145 208270
Current assets
Trade and other recewvables 5,957 - 5,957 9,257 - 9257
Cash 6,122 - 6,122 9515 - 9515
Total current assets 12,079 - 12,079 18,772 - 18772
Total assets 142,980 (1595) 141385 218897 7145 227042
Current habilittes
Trade and other payables {11,552) - (116562) (17952) - (17952)
U3 dollar notes {2,913) 21 {2.822) {4,49%) (32) {4527y
Total current habilibies {14,465) 21 (14,444 (22,447) 32y (22479
Non-current habilihies
US dollar notes (19,087) 1574  (17,483) (27,170) (2,447  (298617)
Amount owing to group undertaking {37.475) ~  (37.475) (58,240) - (BB240)
Total nen-current labilities (56,532) 1,574 (54,958} (85410 (2,447) (87857
Total habihties (70,997) 1,595  (69,402) (107,.857) (2,479} (110,336)
Net assets 71,983 - 71,883 112,040 4666 116706
Equity
Share capital 52,4929 - 52,422 87,939 - 87939
Share premium account 11,148 - 11,148 21,778 - 21,778
Exchange reserve - - - {8,974) 4,666 (4,308)
Profit and loss account 8413 - 8413 11,297 - 11297
Total equity 71,983 - 71983 112,040 4666 116706
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C____________________________________
Company financial statements

Notes to the company financial statements (continued)

() (e) 4]
Reverse Adjust to
hedge Converted underlying

UK GAAP accounting  Adjusted 1o dollars dollars IFRS
Reconciliation of equity as at 31 December 2012 £'000 £000 £000 $000 $'000 $000
Non-current assets
Investments 145,166 (408) 144758 233,214 2622 235,836
Deferred tax assets 432 - 432 703 - 703
Total non-current assets 145,598 (408) 145190 233917 2622 236539
Current assets
Debtors 3,258 - 3,258 5,297 - 5,297
Cash 2716 - 2716 4,414 - 4414
Total current assets 5974 - ho74 9,711 - 9,711
Total assets 151,672 {408) 151,164 243,628 2622 2469250
Current liabilities
Trade and other payables (7,823) - (7823 (12,716) - (12718)
US dollar notes (425) - (425} (658) - (658)
Total current habilities (8,248) - (8248) (13,374) - (13,374)
Non-current hahilities
US dollar notes (29,569) 408 (29,161) (47,462) (664) (48,128)
Borrowings (37,475) - (37475} (60915} - (60215
Total non-current habilities (67.044) 408 (66,636} (108.377) (664) (i08,041)
Total habilities (75,292) 408 (74.884) (121.751) (664) (122,415)
Net assets 76,280 - 76280 121877 1958 123,835
Equity
Share capital 58,353 - 58,353 97,565 - 97,565
Share premium account 9,233 - 9,233 18,687 - 18,687
Exchange reserve - - - (6281) 1,958 (4,333}
Profit and loss account 8,694 - 8694 11816 - 11,818
Total equity 76,280 - 76,280 121877 1958 123,835

Notes to the reconcihations

The directors have deiermined that the functional currency of the company i1s the US dollar and any translabion from currencies
other than the dollar 1s made in accordance with the accounting policy on foreign exchange In addition, any change in
accounting policy necessitated by the change to IFRS has been reflected in the reconciliations

Balance sheet as at 1 January 2012

a

C

The application of the previous UK GAAP accounting policy whereby differences ansing on the translation of foreign
currency borrowings were offset against those ansing on an equivalent amount of investment in the equity of, or loans to,
foreign subsidianes and taken to reserves, Is reversed

The adjusted sterling balance sheet of the company has been translated at the date of transition to dollars at the rate of
£1=%15541 (the transition rate of exchange) with the exception of non-monetary assets and the components of equity
which are translated as set out in the accounting palicy on fereign exchange

All assets and liabihties denominated in dollars are then adjusted to reflect the underlying currency balances

Balance sheet as at 31 December 2012

d
e

As {a) above

The adjusted sterling balance sheet of the company has been translated at 31 December 2012 to dollars at the rate of
£1=%$186255 with the exception of non-monetary assets and the components of equity which are translated as set out in
the accounting policy on foreign exchange

As (c) above

1 24 RE A Holdings plc Annual Report and Accounts 2013




Overview

Strategic report

Qovernance

Group financial statements

Company financial statements

Notice of AGM

125

R.E A Holdings plc Annual Report and Accounts 2013




Notice of annual general meeting

This notice 1s 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 1f you are restdent
in the United Kingdom or, if you are not so resident, another
appropnately authornsed independent adviser If you have sold or
otherwise transferred &ll your ordinary shares in RE A Holdings
plc, please forward this document and the accompanying form of
proxy to the person through whom the sale or transfer was
effected, for transmission to the purchaser or transferee

MNotice 1s hereby given that the fifty-fourth annual general meeting of
REA Holdings plc will be held at the London office of Ashurst LLP at
Broadwalk House, § Appold Street, Londan EC2A 2HA on 12 June
2014 at 1000 am to consider and, If thought fit, to pass the following
resolutions Resolufions 11 and 13 will be proposed as special
resolutions, all other resolutions will be proposed as ordinary
resolutions

1 To recewve the company's annual accounts for the financial year
ended 31 December 2013, together with the accompanying
statements and reports including the auditor's report

2 To approve the directors remuneration report for the financial
year ended 31 December 2013 (other than directors'
remuneration policy component of the report which is to be dealt
with by resolution 3 set out in the notice of the 2014 annual
general meeting

3 To approve the directors’ remuneration policy to take effect from
1 January 2015

4 To declare a final dvidend in respect ot the year ended
31 December 2013 of 334p per ordinary share to be paid on
25 Juty 201 4 to ordinary shareholders on the register of
members at the close of business on 4 July 2014

5 To re-elect as a director Mr R M Robinow, who, having been a
non-executive director for more than nine years, retires as
required by the UK Corparate Governance Code and submits
himself for re-election

5] To re-appoint Deloitte ELP, chartered accountants, as audiior of
the company to hold oifice until the conclusion of the next
annual general meeting of the company at which accounts are
laid before the meeting

7 To authonse the directors to fix the remuneration of the auditor

8 That, conditional upan the passtng of resolution 11 set outin the
notice of the 2014 annual general meeting , the company 1s
generally and uncondiionally authonsed for the purposes of
section 701 of the Companies Act 2006 to make market
purchases {within the meaning of section 693(4) of the
Companies Act 2006) of any of its ordinary shares on such
terms and in such manner as the directors may from time to time
determine provided that
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(a)  the maximum number of ordinary shares which may be
purchased 1s 5,000,000 ordinary shares,

(b) the mimmum price {exclusive of expenses, if any) that
may be paid for each ordinary share s £1 00,

(¢}  the maximum price {excluswe of expenses, if any) that
may be paid for each ordinary share 1s an amount equal to
the tugher of () 105 per cent of the average of the
middle market quotations for the ordinary shares in the
capial of the company as derved from the Daly Otficeal
List of the London Stock Exchange for the five business
days immediately preceding the day on which such share
1s coniracied to be purchased and {n) that stpulated by
article 5(1) of the EU Buyback and Stabilisation
Regulation 2003 (No 2273/2003), and

(d)  unless previously renewed, revaked or varied, this
authority shall exprre at the conclusion of the annual
general meeting of the company to be held in 2015 {or, if
earlier, an 30 June 2015)

provided further that

{}  notwithstanding the provisions of paragraph {(a) above,
the maximum number of ordinary shares that may be
bought back and held in ireasury at any one time 1s
400,000 ordinary shares, and

{n)  notwithstanding the provistons of paragraph {(d) above,
the company may, before this authorty expires, make a
contract to purchase ordinary shares that would or might
be executed wholly or partly after the expiry of this
authonty, and may make purchases of ordinary shares
pursuant to 1t as 1f this authonity had not expired

That the directors be and are hereby generally and
unconditionally authonsed for the purposes of section 551 of
the Companies Act 2006 {the "Act”) to exercise all the powers
of the company to allot, and to grant nghts to subscnbe for or to
convert any secunty It, shares in the capital of the company
{other than 9 per cent cumulative preference shares) up to an
aggregate nominal amount {within the meaning of sub-sections
(3) and (6) of section 551 of the Act) of £1,478,682 75, such
authonsation to expire at the conclusion of the next annual
general meeting of the company {or, if earlier, on 30 June
2018), save that the company may before such expiry make any
offer or agreement which would or might require shares to be
allotted, or nghts to be granted, after such expiry and the
directors may allot shares, or grant nghts to subscribe for or to
convert any secunty into shares, 1n pursuance of any such oifer
or agreement as f the authorisations conferred hereby had not
expired -




That the directors be and are hereby generally and
unconditionally authonsed for the purposes of seciion 551 of
the Companies Act 2006 (the “Act”) to exercise all the powers of
the company to allot, and to grant nghts to subscnbe for or to
convert any securily into, 8 per cent cumulative preference
shares in the capital of the company ("preference shares”) up to
an aggregate nominal amount {(within the meaning of sub-
sections (3} and (6) of section 551 of the Act) of £12,894 884,
such authonsation to expire at the conclusion of the next annual
general meeting of the company {er, if carlier, on 30 June
2015}, save that the company may before such expiry make any
offer or agreement which woulg or might require preference
shares to be allotted or nghts to be granted, after such expury
and the directors may allot preference shares, or grant nghts to
subscnbe for or to convert any secunty into preference shares, in
pursuance of any such offer ar agreement as if the
authonsations conferred hereby had not expired

That the directors be and are hereby given power

(a) for the purposes of section 570 of the Companies Act
2006 (the *Act) and subject to the passing of resolution
§ set out In the notice of the 2014 arnuat general
meeting, to allot equity secunties (as defined in sub-
section (1) of section 580 of the Act) of the company for
cash pursuand to the authonsatien conferred by the said
resolution 10, and

(b for the purpases of section 573 of the Act, to sell ordinary
shares {as defined in sub-section (1} of section 560 of
the Act) in the capial of the company held by the
compary as treasury shares for cash

as if section 561 of the Act did not apply to the allotment or sale,
provided that such powers shall be mited

() to the allotment of equily secunties for cash in connection
with a nghts 1ssue or open offer in favour of holders of
ordinary shares and to the sale of treasury shares by way
of an invitation made by way of nghts to holders of
ordinary shares, in each case in proportion {as nearly as
practicable) to the respective numbers of ardinary shares
held by them on the record date for participation in the
nghts 18sue, open offer or mvitation {and holders of any
aother class of equity secunties entitted to participate
therein or, if the directors consider it necessary, as
permitted by the nights of those securities) but subject in
each case to such exclusions or other arangements as
the drectors may cons:der necessary or appropnate to
deal with fractional entitlements, treasury shares (other
than treasury shares being sold), record dates or legal,
regulatory or practical difficulties which may anse under
the laws of any terntory or the reguirements of any
regulatory body or stock exchange in any terrory
whatsoever, and

(1)  otherwise than as specified at paragraph {)) of this
resalution, to the allotment of equity secunties and the
sale of treasury shares up to an aggregate nominal
amount (calculated, n the case of the grant of nghts to
subscribe for, or convert any secunty inte, shares in the
capital of the company, 1 accordance with sub-section
(6) of section 551 of the Act) of £438,565

and shall expire at the conclusien of the next annual general
meeting of the company (o7, if earlier, on 30 June 2015), save
that the company may before such expiry make any offer or
agreement which would or might require equity securities to be
allotted, or treasury shares to be sold, after such expiry and the
directors may allot equity secunities or sell treasury shares, in
pursuance of any such offer or agreement as if the power
conferred hereby had not expired

12  To authorise the directors to increase the fees for services of
each director from £25,000 per annurn as currently provided in
the company’s articles of assocration up to an amount not
exceeding £30,000 per annum, such fees being exclusive of any
amounts payable under other provisions of the articles

13 That a general meeting of the company other than an annual
general meeting may be called on not less than 14 clear days’
notice

By order of the board
R.E.A. SERVICES LIMITED

Secretary
28 Apnl 2014

Registered office

First Floor

32 - 36 Great Portland Street
London W1W 80X

Registered in England and Wales no 00671099
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Notice of annual general meeting

continued

Notes

The sections of the accompanying Dtrectors’ report entitled
“Resuits and dividends”, *Directors”, “Acquisition of company’s
own shares”, “Increase in share capital”, “Authornities to allot
share capital”, “Authonty to disapply pre-emption nghts”,
“General meeting notice penod” and “Recommendation” contain
information regarding, and recommendations by the board of the
company as to voting on, resolutions 5 and 8 to 13 set out above
in this notice of the 2014 annual general meeting of the company
{the “2014 Notice")

The company spectfies that in order to have the nght to attend and vote
at the annual general meeting (and also for the purpose of determining
how many votes a person entitled to attend and vote may cast), a
person must be entered on the register of members of the company at
600 pm on 10 June 2014 or, in the event of any adjournment, at

500 pm on the date which 1s two days before the day of the adjourned
meeting Changes to entnes on the register of members after this tme
shall be disregarded in determining the nghts of any person to attend or
vote at the meeting

Only holders of ordinary shares are entilled to atlend and vote at the
annual general meeting A holder of ordinary shares may appoint
anather person as that halder's proxy to exercise all or any of the
holder's nghts 16 attend, speak and vote at the annual general meeting
A holder of ordinary shares may appoint more than one proxy in relation
to the meeting prowided that each proxy 1s appointed to exercise the
nghts attached to {a) different share(s) held by the holder A proxy need
not be a member of the company A form of proxy for the meeting 1s
enclosed To be valid, forms of proxy and other wntten instruments
appointing a proxy must be receved by post or by hand (during narmal
business hours only) by the company's registrars, Capita Asset
Services, PXS, 34 Beckenham Road, Beckenham BR3 4TU by no later
than 1000 am on 10 June 2014

Alternatively, appointment of a proxy may be submitted electronically by
using either Capita’s shase portal at www capitashareportal com (and so
that the appointment is received by the service by no later than 1000
am on 10 June 2014) or the CREST electronic proxy appointment
service as described below Shareholders who have not already
registered for Capnta's share porial may do so by registening as a new
user at www capitashareportal com and gving the invester code shown
on the enclosed proxy form {as also shown on therr share ceriificate)
Completion of a form of proxy, or other written instrumeni appointing a
proxy, or any appoiniment of a proxy submitted electroncally, will not
preclude a holder of ordinary shares from attending and voting in
person at the annual general meeting If such holder wishes to do so
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CREST members may register the appoiniment of a proxy or proxies for
the annual general meeting and any adjournment(s) thereof through
the CREST electronic proxy appoiniment service by using the
procedures descnbed in the CREST Manual (available via

www euroclear corn/CREST) subject to the company's articles of
association CREST personal members or other CREST sponsored
members, and thase CREST members who have appointed (a) voling
service provider(s), should refer to therr CREST sponsor or voting
service provider(s), who will be able to take the apprepriate action on
their behalf

In order for a proxy appointment or instruction regarding a proxy
apponiment made or given using the CREST service to be valid, the
appropriate CREST message (a *CREST proxy instruction”) must be
properly authenticated in accordance with the specifications of
Euroclear UK and Irefand Limited {*"Euroclear™ and must contain the
required information as described in the CREST Manual (avalable via
www euroclear com/CREST) The CREST proxy instruction, regardless
of whether it constitutes a proxy appeintment or an instruction to
amend a previous proxy appointment, must, in order to be valid be
transmitted so as to be receved by the company's registrars 1D RA10)
by 1000 am on 10 June 2014 For thrs purpose, the time of receipt wil
be taken to be the tme (as determined by the time stamp appled to the
message by the CREST applications hast) from which the company's
registrars are able o retneve the message by enquiry to CREST in the
manner prescribed by CREST The company may treat as invahid a
CREST praxy instruction in the circumstances set out In Regulation
35(5) (a} of the Uncertificated Secunties Regulations 2001

CREST members and, where applicable, therr CREST sponsors or
voting service provider(s) should note that Euroclear does not make
available special procedures in CREST for particular messages Normal
systen himings and imitations will therefore apply in relatien to the
input of CREST proxy instructions It s the responsibility of the CREST
member concerned lo take {or, if the CREST member 15 a CREST
personal member or sponsored member or has appointed (a) voling
service provider(s), to procure thal such member's CREST sponsor or
voting service prowider(s) take(s)) such action as shall be necessary to
ensure that a message 1s transmitted by means of the CREST system
by any particular trne In this connection, CREST members and, where
apphicable, their CREST sponsors or voting service provider{(s) are
referred, in particular, to those sections of the CREST Manual
cancerrung practical hnutations of the CREST system and timings

The nghts of members in relation to the appontment of proxies
described abave do not apply {0 persons nominated under section 146
of the Companies Act 2008 to enjoy information nghts ("nominated
persons”) but a nominated person may have a nght, under an
agreement with the member by whom such person was nominated, to
be appointed {or to have someone else appointed) as a proxy for the
annual general meeting If a nonunated person has no such nght or
does not wish to exercise it, such person may have a nght, under such
an agreement, to give instructions to the member as to the exercise of
voting nghts




Any corporation which 15 a member can appoint one or more corporate
representatives who may exercise on its behalf all of its powers as a
member provided that they do not do so i relatien to the same shares

Any member attending the annual general meeting has the nght to ask
questions The company must cause to he answered any such question
relating to the business being dealt with at the meeting but no such
answer need be gven ff (a) to do so would interfere unduly with the
preparation for the meeting or mvolve the disclosure of confidential
information (b} the answer has already been gwven on a website in the
form of an answer to a question, or {c} 15 undesirable in the interests
of the company or the good order of the meeting that the question be
answered

Copies of the executive directors’ service agreements and letters
setting out the terms and conditions of appoaintment of non-executive
directors are avaiable for nspection at the company's registered office
dunng normal business hours from the date of this 2014 Notce until
the close of the annual general meeting (Saturdays, Sundays and public
holidays excepted) and will be avarable for inspection al the place of
the annual general meeting for at least 15 minutes pner to and durning
the meeting

A copy of this 2014 Notice, and other information required by section
311A of the Companies Act 2006, may be found on the company's
website www rea.co uk,

Under section 527 of the Companies Act 2006, members meeting the
threshold requirements set out in that section have the nght to require
the company to publish on a website (in accordance with secton 528
of the Companies Act 2006) a statement setting aut any matter that
the members propose to raise at the relevant annual general meeting
relating to (1) the audit of the company's annual accounts thal are to be
laid before the annual general meeting (including the auditor's report
and the conducl of the audit), or () any crcumsilance connected with
an auditar of the company having ceased o hold office since the last
annual general meeting of the company The company may not require
the members requesting any such website pubhcation to pay s
expenses in complying with section 527 or section 528 of the
Companies Act 2006 Where the company 1s required to place a
statement on a website under section 527 of the Companies Act 2006,
it must forward the statement to the company's auditor by not later than
the ime when it makes the statement avalable on the website The
business which may be dealt with at the annual general meeting
includes any statement that the company has been required under
section 527 of the Companies Act 20056 ta publish on a website

As at the date of this 2014 Notice, the 1ssuad share capital of the
company compnses 35,085,269 ordinary shares, of which 6,950 are
held as treasury shares, and 52,105,116 9 per cent cumulative
preference shares Only holders of ordinary shares {(and their proxies)
are entitled 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 35,085,269 as at the date of this 2014
Noftrce

RE A Holdings plc Annual Report and Accounts 2013

Shareholders may not use any electronic address {(within the meaning
of sub-section 4 of section 333 of the Companies Act 2006) provided
in this 201 4 Notice (or any other related document including the form
of proxy) to communicate with the company for any purpeses other
than those expressly stated

Under section 338 and section 338A of the Compamies Act 2006,
members meeting the threshold requirements in those sections have
the nght to require the company (i} to give, to members of the company
entitled to receve notice of the annual general meeting, notice of a
resolution which may properly be moved and 1s intended to be moved at
the meeting and/or {1) to include in the business to be dealt with at the
meeting any matter {other than a propesed resolution) which may be
properly included in the business A resolution may properly be moved
or a matter may properly be included in the business unless (a} (in the
case of a resolution only) it would, if passed, be ineffective {(whether by
reason of inconsistency with any enactment or the company's
constitution or otherwise), (b} it 1s defamatory of any person, or {c) it s
frivolous or vexaticus Such a request may be in hard copy form or
electronic form, myst identify the resolution of which notice 1s to be
given or the matter to be included in the business, must be authorised
by the person or persons making it, must be receved by the company
not later than the date 6 clear weeks before the meeting, and {in the
case of a matter to be included in the business anly} must be
accompanied by a statement setting aut the grounds for the request
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Officers and Advisers

Directors

R M Robinow
J C Oakley
M A Parry

D J Blackett
{Chia

D H R Killick

Secretary and reqistered office

REA Services Limited

First Floor

32-36 Great Portland Street
London W1W 80X

Stockbrokers

Mirabaud Securities LLP
33 Grosvenor Place
London SW1X 7HY

Soliciters

Ashurst LLP
Broadwalk House
5 Appald Street
London EC2A 2HA

Auditor

Deloitte LLP
2 New Street Square
London EC4A 3BZ

Registrars and transfer office

Capita Registrars
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34 Beckenham Road
Beckenham
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