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Highlights of the year

ACQUISITIONS AND GROWTH

® September 2006

Norec acquired and integrated 1nto Hargreaves
Industrial Services

Hargreaves Raw Matenals Services GmbH formed
n Germany to meet growing European market

® February 2007

Maltby Colliery acqutred together with
substantial, long term contracts

Remaining 50% share of
Hargreaves Bulk Liquid Transport acquired
and Gilbraith Tankers integrated into the Group

® Apnl 2007
Simon Bulk Warehousing and Distribution

acquired together with substantial contract wrth
ConocoPhillips
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FINANCIAL HIGHLIGHTS

2007

£m

® Turnover 265 3
® Operating profit 10 4
® Post tax profit 57
® Earnings per share 23 1p

* Due to flotation rn November 2005

2006

£m

1550

72

36

n/a

[ncrease

%

71 2%

44 4%

58 3%

Highhghts of the year
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Chairman’s
statement

I am delighted to report an excellent
result for the year ended 31 May
2007, driven by strong organic
growth and successful acquisitions

Group turnover (including share of
joint ventures} of £265 3m (2006
£155 O0m} and operating profit of
£10 4m (2006 £7 2m) illustrate the
considerable progress that has been
achieved

Highlights of the year were the acquisition
of Norec Limited, in September 2006,
for a gross purchase consideration
(including expenses) of £7 4m and the
acquisition of the Maltby Colliery, n
February 2007, for a consideration
(including pension deficit and expenses)
of £31 Om Finally, the acquisition of the
business and assets of Simon Bulk
Warehousing and Distribution was made
i April 2007 at a cost of £4 2m (includ-
ing expenses)

As the result of these and other smaller
acquisitions we welcomed more than
1,000 new employees to the Group
All these acquisitions have been duly
integrated and have performed n
accordance with expectations We look
forward to a full year's contribution
from each in 2007/2008

During the year we established a new
presence in Dusseldorf and commenced
trachng operations in coal, coke and
other minerals, to customers In
Germany and other European markets

The newly-acquired Maltby Collery s
the leading UK supplier of low-sulphur
coal, with Monckton Coke Works, the
only independent UK coke producer,
one of its principal outlets Each oper-
ates as a Dmwision wn itls own nght and,
combined with the various operations n
our established Menerals, Transport and
Industrial Services Divisions, together
make up an unnvalled supply chain in the
provision of carbon-based and related
minerals

The Group remans strongly focused on
serviees to the energy sector and now
comprises the largest independent
supplier of solid fuels to the generators,
whilst additionally enjoytng very strong
market positions n supplies to the
foundry, cement and chemical industries

The Group's excellent port facilities at
Immingham and Newport enable
extremely efficient distetbution  of
imported products by road, rail and
water as well as the export of specialist
products, notably to Scandanavia

! continue to be greatly impressed by
the work ethic, motivation and loyalty
of our employees at all levels | would
Iike to thank each and every one of
them, whose skills and efforts are at
the heart of the Group's success

In the light of the Group's continuing
success, the Board has recommended
a final dividend of 6p per share
payable 1mmediately after the Annual
General Meeting on 3 October 2007,
in addition to the interim dividend of
3p per share paid earlier in the year

We continue to enjoy good visibility
of earmings, with order books at
record levels and with additional long
term contracts already secured with
major blue chip compames We
remain firmly committed to expanston
and anticipate further significant
progress, both by organtc growth and
selective acquisition, 1n the vyear
ahead

Tim Ross
Chatrrman
3 September 2007
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Group Chief Executive’s statement

It gives me pleasure (o announce
that the Group turnover (including
share of joint ventures) for the year
ended 31 May 2007 was a record al
£265 3m (2006 £155 0m), an
increase of 71 2%

Total operating profit was £10 4m
(2006 £7 2m) an increase of 44 4%
which met Directors’ expectations

The Board have recommended the
payment of a final dividend of 6p
per share in addition to the interim
dividend already paid of 3p per
share

[
Review of operations

During the year the Group grew
significantly both organically and
by acquisition

In September 2006, Norec Limited, a
successful industnal services provider
employing 1n excess of 500 people,
was purchased In February 2007 the
Group acquired the assets of Maltby
Colliery from UK Coal In Apnil 2607
the Group acquired the business and
assets of Simon Bulk Warehousing
and Distribution Thes company has a
long term contract with
ConocoPhillips for the transport and
storage of petroteum coke This actv-
ity s being integrated into the
Industrial Division

The Croup now operates n five
reporting divisions thus giving a clear
focussed management structure with
defined lines of reporting The
Group has successfully integrated the
new acquisitions which are con-
tributing to profits

The Group also achieved expansion in
the vyear within ts pre-exisung
Divistons, making excellent progress
in market share and profitabihity

Minerals Division

The Minerals Division 15 principally
concerned with the 1mport and
subsequent sale of carbon based
materials to end users The mamn
areas of site operations are the ports
of tmmingham and Newport The
majority of imported matenal s for
the power generation industry

In Sepltember 2006 the Group
commenced trading from a new
oiftice 1n Dusseldorf, Germany,
through a new company,
Hargreaves Raw Material Services
GmbH | am pleased to report that
this operation has been successiul
and substantial quantities of matenal
have been imported, prinuipally from
China, through European ports for dis-
tribution  throughout Continental
Europe In addition, quantities of
blast furnace coke have been import-
ed from Poland to satisfy market
demand The results of this venture
have exceeded expectations and
contributed to profits earhier than
expected

Coal remains a competitive fuel for
power generabion and despite the
mild winter, supply volumes have
been maintained The strategic loca-
tions at Immingham and Newport,
helped by the recent new terminal
facihty opened by Associated British
Ports at Immingham, have allowed the
Croup to impart and contract for sale
additional tonnage  This Division has
substantially increased 1ts volumes
during the year and contained Its
overheads This has produced an
excellent result with operating profits
considerably increased

The Division 1s headed by Steve
Anson and 1s now believed to be the
largest imperter of coal into the UK
{excluding direct tmports by genera-
tors and stee! producers) It adds
value to products by processing prior
to despatch by road, raill or water

Increasing variety and volume of
materials comprising coal, anthracite,
coke, petcoke, pumice, shale, ash and
aggregates all contribute to the growth
achieved

Industrial Davision

The Industnal Division, headed by
Greg Kelley, Managing Director of
Norec Limited, 1s principally con-
cerned with providing labour and
expertise 1n the power generation,
chemical and port industries around
the UK The acquisiton of Norec
Limited allowed the existing Industrial
Division to be integrated to provide
a larger and more efficient operation
with sizeable activities throughout
the UK

Dunng the year Norec Limited was
successfully integrated leading to
sales increases, margin improvement
and reduced overheads The result
was very satislactory progress
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Group Chief Executive’s statement (continued)

Transport Division .

This Division s principally concerned
with bulk haulage and 15 the largest
bulk haulier in the UK The Division is
headed by Paul Young The customer
hase 1» fargely major blue chip companies
for whom dedicated haulage often on
iong-term index-linked contracts provides
a substantial base load of work

Ihe year produced a good result
despite cost pressures  particularly
chiesel fuel and tyres The market was
reasonably  buovant but remained
competitive

In February 2007 the Group acquired
the remaining 50% of the share capital
ot Hargreaves (Bulk Liquid Transport)
Limited and integrated 1t into main
fleet operations The tanker operation
has successfully integrated the business
of Gilbraith Tankers Limuted, acquired
in May 2006

The Division has considerably benefit-
ed from haulage of matenals for the
other part of the Group The ability to
react swiftly to market opportunities
plus investment in modern vehicles
and leading technology to control
vehicle movements together wath
mcreased volumes from the tanker
business all contribute increased
efliciency and economies of scale

The Monckton Coke & Chemical
Company Limited (‘Monckton’)

The Company, headed by Mick Gore, 1s
the last independent coke producer in
the UK and has long term contracts for
the supply of its specialist product to a
major UK customer and substantial
exports to Scandinavian customers
The combined heat and power plant
praduces electricity for sale to the
Natienal Gnid from excess gas generated
by the coking process The Company
has operated successfully dunng the
year and produced a satisfactory profit

The Monckton Rubber Technologies
tyre crumbing plant which was
purchased for £1 0m has been
commissioned 1n the latter part of
the financial year and 1s processing
waste tyres which are now restricted
from input into landfill Revenue
15 generated by charging for tyre
disposal and by sale of processed
rubber crumb produced The operation
1s about to complete commissioning
trials and 15 expected to make a full
contribution for the financial year
2007/2008

Maltby Colliery Limited

In February 2007 the Group acquired
the business and assets of Maltby
Colliery from UK Coal plc Maltby
Colliery 15 a deep mine producing spe-
ciahst coal, mining approximately
1,250,000 tonnes per annum The
Group negotiated a three-year contract,
at close to international prices, with
Drax Power Station for approximately
60% of production A further 25% of
production 1s used by Monckton Coke
and Chemical Company Limited, due
to the specialist coking properties of the
coal

The Group has recruited Alan
Houghton OBE, to act as adviser and
director at Malthy 1t 15 expected that
the mine will achieve production targets
for 2007/2008 and 15 already making a
worthwhile contribution to operating
profits

Joint Ventures

Hargreaves Coal Combustion Products
Limited, which assists coal fired
generating stations by the sale of
ash as a bi-product, has continued to
grow and 1s now recognised as the UK
leader 1n this field During the year a
further development was the obtaining
of the UK licence for Lytag from
Cemex Lytag s a hightweight aggregate
useck 1in the construction industry

Coal4Energy Limited, our joint venture
with UK Coal plc, commenced trading
in April 2006 The Company 1s selling
to the hght industnal and domestic
markets, previously supplied
independently by each partner
The synergy, by way of more efficient
distribution, reduced overhead and
common marketing, has allowed the
Company to prosper It s the largest
UK supplier to these markets and has
produced satisfactory results

ThyssenKrupp Metallurgical Services
Limited had a sausfactory year of
operations however with the advent
of Hargreaves Raw Maternial Services
GmbH the Group 15 now able to
directly source the relevant raw
matenals from 1ts own German
operations, accordingly this joint
venture was dissolved with effect
from 31 May 2007
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Group Chief Executive’s statement (continued)

Employees

Numbers emplayed have increased
fromr 585 1n 2006 to 1,900 «n 2007
The princtpal reasons for this very
large sncrease have been the acquisi-
tion ot Norec Limtted, Maltby Colliery
and Simon Distnbution together with
organic growth | weuld like to take the
opportunity to welcome all new employ-
ces and | am pleased to report that the
mtegration into the Group has been suc-
cessful

Qur work 1s often hard and dirty and
only by the enorts of our people at all
levels are our customer expectations
fully met The Group Board joins me
in thanking both our new and existing
employees for the major part they
have played 1n the continuing growth
and success of the Group

By the nature of what we do, we oper-
ate to tight deadlines over wide geo-
graphical areas and the growth and
future prospenty of the Group relies
on the skills, dedication and motiva-
tion of all our employees

Group Board

The Group Board has remained
unchanged during the year, however
we expect our Financial Director,
Peter Dillon, to retire at 31 December
2007 and active steps have been put
in place to recruit his replacement

Current trading and outlook

The markets 1in which the Group
trades and has core competencres are
subject to fluctuations but remain
strong

Further consistent and profitable
growth of the Group 15 anticipated
The Group Board remains commtted
to a policy of substantsal and contin-
ued growth within the areas of s
expertise

1 am confident of being able to report
contimued growth across all compa-
nies and divisions in the future

Gordon Banham
Group Chief Executive
3 September 2007
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Financial review

The trading results for the year ended 31
May 2007 are a record for the Group
Group turnover was £265 3m (2006
£155 0m) and total operating profit was
E10 4m (2006 £7 2m), increases of
71 2% and 44 4% respectively

As well as organie expansion, the Group
made major acquisihions during the
year These are as fully explained in the
Chairman’s and Chief Executive’s
reports

Part of the funding for the Maltby
acquisition was raised by a share
placing which reahsed £10 Om after
expenses

The joint venture, Coald4Energy Limited,
which commenced in Apnl 2006 m
partnership with UK Coal plc, became
firmly established and achieved expectations
Finally the establishment of Hargreaves
Raw Material Services GmbH n
Dusseldorf, Germany, 1n September
2006 has been successful and has
contributed to Group profits wrthin
the current financral year

The Croup operates as five trading
divistons, three of which are within
Hargreaves (UK) Services Limited
Addionally there are currently three
jeint venture companies

The Minerals Diviston  which
imports, processes, handles and
delivers carbon based minerals has
achteved a very significant growth
i volume, aided by improvements
to our facthties at Immingham and
Newport

The Industrial Division now incorpa-
rates Norec which has been success-
fully integrated it provides equip-
ment and labour on site for major
industrial  customers, particularly
power generators and ports  The
Division has shown good growth and
reinforces the view that blue chip
clients continue to wish to outsource
material handiing and maintenance

The Transport Division, which
includes waste haulage and tanker
operations, 15 the largest bulk hauber
in the UK It has a number of depots
and operational centres which allows
the fleet to be cost effectively
deployed over a wide geographic
area The Diviston ncreased its
turnover, client base and operating
profits

Monckton, which was acquired in
lune 2005, 15 the sole independent
coke works i the UK The long-
term index-linked contract with a
major UK customer has been suc-
cessfully supphed In  addition,
exports to Scandinavian clients are
made directly and have increased In
volume Operating profits of £2 8m
reflect the actions taken

The tyre crumbing plant, purchased
for £1 Om tn August 2006, has been
refurbished and is currently starting to
produce significant quantities of
material Changes in legislation mean
that used tyres can no longer be put
inte landfill

Substantial revenues are generated
from both receipts f(or used tyre
disposal and from sales of the
subsequently crumbed product
The plant will be fully operational
in the 2007/08 financial year

Hargreaves Coal Combustion
Praducts Limited, a joint venture
company specialising in the disposal
ot ash for generators, further
extended its activity by obtaiming
the UK licence for Lytag to distribute
lightweight aggregates exclusively
in the UK Trading volumes increased
and the Company made a very
worthwhile contnibution to the Group
profits

The joint  venture  company,
CoaldEnergy Limited, in partnership
with UK Coal plc traded well The
amalgamation of light industrial
and domestic coal sales of both
companies has made it the largest
UK supplier to these markets The
combined volume, more efficient
distribution and reduced overhead
have all played a part in the success-
ful trading of this Company

Hargreaves (Bulk Liquid Transport)
Limited which operates a fleet of road
tankers and acquired, »n May 2006,
the fleet and assets of Gilbraith
Tankers Limited has, In February
2007, become a wholly-owned sub-
sichary of the Group, and 1s now man-
aged as part of the Transport Division
This has resulted tn an abulity to give
wider geographic coverage and
reduced overhead cost, the major
benefits of which will be felt In
2007/08

The joint venture, ThyssenKrupp
Metallurgical Services Limited, has
traded successfully during the year
However, 1t was dissolved by mutual
consent at 31 May 2007 The praoducts
previously supphed by ThyssenKrupp
will in future be supplied by
Hargreaves Raw  Material  Services
GmbH, the Group's Germany subsidiary
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Financial review (continued)

Dhvisional performance

The Divisions enjoy a considerable amount of inter-divisional trade as part of the integrated solutions provided to
clients This level of inter-divisional activities, cross-utibsation of the overhead base and other facihties hmit the
usetulness of analysis beyond direct costs Below are the stated divisional results

2007 2007 2007 2007 2007 2007

Minerals  Indusirial  Transport Monckton Malthy Total

£000 £000 £000 £000 £000 £000

Group turnover 134,321 25,039 44,105 27,411 9,229 240,105
Segment operating profit 3,018 1,080 2,425 2,785 1,159 10,467
Segment profit before tax 3,036 944 2,327 2,437 1,086 9 830
Common costs (1,203}
Group profit before taxation 8,627
2006 2006 2006 2006 20086 2006

Minerals  Industrial  Transpert  Monckton Maltby Total

£000 £000 £000 L0s0o £000 £000

Croup turnover 75,040 8,292 41,564 22,088 - 146,984
Segment operating profit 2,130 539 2,394 2,143 - 7,206
Segment profit before tax 2,063 420 2,277 2,033 - 6,793
Commuon ¢ osts {1,320)
Group profit before taxation 5,473

Profitability duning the year was increased due to volume increases against a largely fixed overhead base, together

with acquisitions

10
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Financial review (continued)

Key financial performance indicators
The group monitors a range of key performance indicators Group wide examples are

2007 2006
. Turnover (inciuding group share of joint ventures) £265 3m £155 Om
. Cross margin 11 2% 11 6%
* Interest cover 50 39
» Profit betore tax/turnover 3 6% 37%
. Fffective tax rate 33 8% 33 3%
. Cash generated from/{absorbed by) operations £8 4m (£0 2m)

Further comment on a number of the above key performance indicators can be found 1n this Financial Review

In addition there are a significant number of further key performance indicators which are used to measure the business
on a more detailed basis, and these are listed here for information

. Tonnage handled per week/month . Revenue and contribution per vehicle
. Tonnage sold . Road traffic acaident analys:s

. Purchase price per tonne . Non-road traffic accident analysis

. Sales value per tonne . Staff turnaver levels

. Quabty of coal . Injury claims

. Waste handled by type and average weight . Daily and weekly coke production

. Number of loads per month . Daily and weekly crumb production

. Aged debtor analysis . Daily and weekly coal production

. Debtor day reports

Gross profit

Overall gross profit percentage of 11 2% (2006 11 6%) represents a small reduction trom the previous period This
is entirely due to the continuing change in mix of sales, particularly the high volume, low margin, quantity of mineral
vales In absolute terms gross profit of £26 9m {2006 L1717 Om) sees an increase of 58 2%

Total operating profit

Total cperating profit of £10 4m (2006 £7 2m} represents an increase of 44 4% due (o increased volumes, contained
overheads and the acquisition of Norec, Maltby Colliery and Simon Distributizon

11
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Financial review (continued)

Interest and profit before taxation

Net interest charges of £1 7m (2006
£1 8m) reflect the cost of acquisitions
less cash generated by operations
Interest 15 covered 5 0 times by total
operating profits and 7 7 times EBIT-
DA (Earnings Before Interest, Tax,
Depreciation and Amortisation)

The record Group profits of £9 2m
(2006 £5 8m), before goodwill and taxa-
tion, exceeded Directors’ expectations
Included were contributions from
Norec Limited, Maltby Colhery and
Simon Distribution for part of the
hnancial year

Cash flow

EBITDA of £16 Om (2006 £10 1mj}
was generated from operational activ-
iies  During the year L10 Om was
raised (net of expenses) from a share
plactng and was used to meet part
of the purchase consideration of
Maltby Colliery

Net worth

The capital and resources of the
Group have (ncreased to £41 8m
(2006  £26 3m) due to both retained
earnings and the proceeds from a
share placing

12

Dividend

The Croup's stated policy 15 to pay
an interim and final dividend splhit
one-third/two-thirds each year
Accordingly the Board authonised the
payment of an interim dividend of 3p
per share paid in February 2007 and
propose a final dividend for the year
of 6p (2006 5p per share), an
increase of 20%

Peter Ditlon
Group Financial Director
3 September 2007
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Statement on risks relating to the Group’s business

This statement 1s an integral part of the business review,

The Group may face increased
competition

The Group may face sigruficant com-
petttion, both actual and potential,
including  from organisations with
greater capital resnurces than those of
the Group

The Group may need access to
capital in the future

The Group’s capstal requirements
depend on numerous factors If its
capital requirements vary materially
trom 1ts current plans, the Group may
require further financing

The Group’s future turnover and
operating results may fluctuate
substantially from period to period

The financial results of the Group can
be materially affected in any particular
financial period by the timing of large
contracts The timing of winning and

commencing such contracts 1s inherently
unpredictable, potentially causing
substantial fluctuations n  actual
results compared with expectations or
plans

The Group’s results may be affected
by movements n commodity mar-
kets

A large part of the Group’s business Is
associated with the supply of cbal to
the electricity supply industry (ESI)
and the conversion of coal inle coke
In the ESt, coal competes with other
commodity fuels, prncipally gas in
volume terms In the current markets,
gas prices and electricity prices are
such that coal remains an economically
campetitive fuel This pricing differential
may change and the ESI may reduce its
demand for coal in favour of alternative
fuels

13

Reliance on key customers

The Group’s ten largest customers in the
year ended 31 May 2007, accounted for
approximately 50 per cent of turnover
wtth largest individual customer
representing approximately 15 per
cent The profitabihity of these customers
1s substantially less than 50%

Mining activities

The CGroup’s future mining of coal,
following the acquisition of Maltby
Colliery, may be subject to sigmficant
fluctuations

The finanwial results of the Group can
be matenally affected n any financial
period due to underground geological
conditions inherent in deep mining
This can affect the short-term
extraction of coal and 1s not predictable
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Statement on risks relating to the Group’s business (continued)

Reliance on key suppliers

Hargreaves Mineral Services ({HMS’)
and Monckton purchase substantial
tonnages of coal each year HMS
imports coal principally from mines in
Russia and Columbia at prices fixed to
international indices, and Monckton
obtans nearly all of its coal from
Maltby Colliery HMS and Monckton
require specific types of coal in order
to meet their respective supply and
production needs H erther division
was undble to source coal from the
ex1sting sources, 1t may be unable to
obtain coal of the correct specifica-
tion or in the time requtred or at an
acceptable price

Dependence on key personnel

The Group’s success depends to a sig-
niticant extent upon a hmited number
of key employecs

Management of growth

The Group’s plans to continue its
growth will place additional demands
on 1ts management, customer sup-
port, marketing, administrative and
technalogical resources If the Group
1s unable to manage its growth effec-
tively, 1ty business, operations or
financial condition may deteriorate

Currency nisk

The Group buys and sells from and io
supphiers and customers based out-
side the United Kingdom and conse-
quently dealings with these customers
and suppliers may be in foreign cur-
rencies which will be subject to
exchange rate fluctuations Where
considered prudent, the Group
hedges ts fareign currency exposure
actively, principally US dollars

Environmental regulation

The Group's activities and markets n
which it operates are, and will contin-
ue to be, subject to environmental
regulation (including envircnmental
Impact assessments and permitting),
in particular where 1t processes coal
for the production of coke and sup-
plies coal fired stations Such regula-
tians typically cover a wide vaniety of
matters including, without linutation,
prevention of waste, pollution and
protection of the envtronment

14

Health and safety

Following the implementation of the
Working Time Directive the Group
has delivered trarming madules to its
drivers and has reviewed the hours of
work stipulated in their contracts of
employment

Peter M Dillon
Group Financial Director
3} September 2007
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Group board

The Board of Hargreaves Services plc at the end of the financial year compnises the following directors

Timothy Ross (aged 58)*
Non-Executive Chairman

Tim read law at Oxford University and
qualified as a sohaitor, working in the
City of London and as a company
legal adviser, before attending London
Business School and moving into gen-
cral management He has consider-
able expenence of the construction,
appregates, waste disposal and open-
cast coal industries  He was a main
board director of George Wimpey PLC
from 1991 to 1996 He 15 currently
non-executive  chairman  of  May
Gurney Integrated Services plc and
Superglass Holdings ple He s also
deputy chairman of Connaught plc
and a non-executive director  of
Ennstone ple and Lavendun Group
plc Tim 1s the Sentor Independent
Non-Executive Dhrector

Gordon Banham (aged 43)
Group Chief Executive

Cordon was Managing Director of his
family firm, F Banham Limited, until
1994 when he negotated its sale to
Charrington  Fuels, Gordon being
appointed as General Manager ot the
combined businesses On the acquisi-
tion of Charringtons by the CPL Group
in 1995, Gorden was made
Distribution Director respensible for
the enlarged group’s coal distribution
activities  Gordon joined Hargreaves
in 2001, subsequently being appoint-
ed as Group Chief Executive

Peter Dillon FCA FCT (aged 63}
Group Fmancial Director

Peter 15 a Chartered Accountant and
Foundation Fellow of the Institute of
Corporate Treasurers In 1984, he
became personal assistant to the
Croup Chairman of British Benzol ple,
and n 1990 joined Young Group ple
in a similar capacity He became a
major shareholder in Silver Knight
Exhib:tions Limited 1n 1985 which he
helped float as MICE Group plc in
1994 which he left to join Hargreaves
as Group Financial Director

15

Kevin Dougan MIQ (aged 52)
Group Conlracts Director

Kevin spent the early part of his career
with Bntish Coal, specialising in open-
cast coal mining eventually becoming
Assistant Regional Engineer In 1986,
Kevin joined Andrew Golightly
Limited as Contracts Director, subse-
quently joining the Group in 1995 as a
divisional director, and was appointed
to the Group Board in April 2004

Nigel Barraclough FCA (aged 42)*
Non-Executive Director

Nigel 1s a Chartered Accountant and
jened the Board at the time of the
management buyout in Apnl 2004
Nigel 15 an investment manager with
YFM Group Limited, a venture capital
fund management group, responsible
for venture capital investments and for
portfoho companies He has extensive
experience of mergers and acquisi-
tions and also as a non-executive
director

{urrent member of  Audit and  Remuneration

Commiticy s
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Advisers

Independent Auditors

KPMG Audit Plc
Quayside House

110 Quayside
Newcastle upon Tyne
NET 3DX

Bankers

Royal Bank of Scotland
2nd Floor

Keel Row House
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Directors’ report

The directors present their report and the audited
financial statements for the year ended 31 May 2007

Principai activities

The principal activities of the Group are
the provision of haulage services, waste
transportation, mineral import, mtning
and processing, together with coke
manufacture and related activities

Business review

The results for the year are set out on
page 26

Information that 1alfils the require-
ments of the business review can be
found In the accompanying information
In particular

* A balanced and comprehensive
analysis of the development and
periormance of the Group’s business
during the financial vear and of its
posinon at the end of the year, 1s
imcluded n the Group Chief
Exccutive's statement and the
Financial Review Key performance
indicators have been included in the
Financial Review where appropriate,
and

* The principal nsks and uncertain-
ties facing the business have been
tncluded 1n a separate statement
‘Statement on risks relating to the
Group’s business’ on page 13 This
includes informaticn on environmental
matters and employee Issues

Dividends

The directors recommend a final
dividend of 6p per share to be paid
to shareholders on the register on 14
September 2007 The shares will be
ex-dividend on 12 September 2007
This dividend has not been recognised
within credstors as 1t was not declared
and approved before the year end

Policy and practice on payment of
creditors

The Group does not operate a
defined code of practice regarding
payment to supphers The Group
determines conditions of payment
for 1ts own

17

supply of goods and services It 1s the
Group's policy that transactions are
then settled in comphliance with these
legal or other contractual obhgations
having regard to good commercial
practice Average creditor days at 31
May 2007 for the group were 38
{2006 34) 1t s not meamngful to
disclose a similar statistic for the
company since it does not trade n 1ts
own right

Directors and directors’ interests

The directors who held office during
the year were as follows

TS Ross

GFC Banham
N Barraciough
PM Dhllon

KJ Dougan




Horgre nes Services ple Directors report aned imanciil statuments 31 May 2007
Ri-ghiste red number 4852865

Directors’ report (continued)

Directors and directors’ interests {continued)

The directors who held oifice at the end of the financial year had the following disclosable interests in the shares of
the company according to the register of directors’ interests

Class of share Interest at end Interest at

of year beginning of year

CFC Banham Ordinary 4,000,000 4 000,000
PM Dillan Ordinary 1,400,000 2,000,000
K] Dougan Ordinary 700,000 875,000
I'S Ross Ordinary 3,086 3,086
N Barraclough Ordinary - -

The interests of PM Dillon are held by a trust of which he s a potential beneftciary The interests of TS Ross are held
through a pension trust of which he 15 a potential beneficiary

Detardls of directors’ emoluments are set out in the Corporate Gavernance and Remuneration Repart

All the directors benefited from qualifying third party indemnity provisions in place dunng the year and at the date of
this report

According to the register of directors’ interests, no nights to subscribe for shares in group companies were granted to
any of the directors or their immediate families, or exercised by them, during the financial year and up to the date of
this report except as indicated below

Shareholder Exercise price Period during which Number of

per share option 1s exercisable options granted
GFC Banham 218p 1 March 2009 to 1 September 2009 4,288
M Ddlon 218p 1 March 2009 to 1 September 2009 4,288
K] Dougan 218p 1 March 2009 to 1 September 2009 4,288

These options were granted under the Savings Related Share Option S5cheme on 22 December 2005 and are outstand-
ing at the end of the year None of the share options have been exercised

Shareholder Exercise price Period during which Number of

per share opbion 1s exercisable options granted
GFC Banham - 1 June 2009 to 30 November 2009 25,543
K} Dougan - 1 June 2009 to 30 November 2009 15,964

These options were granted under the Long Term Incentive Plan on 8 November 2006 and are outstanding at the end
ot the year None of the share options have been exercised

Significant sharehoidings

AL 10 August 2007 the Company had been notified or was aware of the following shareholders with 3% or more of the
1issued share capital of the Company

Shareholder Number of ordinary shares % of 1ssued

n which interested share capital
The Bank of New York (Nominees) Limited 1,000,000 3 8%
HSBC Global Custody Nominee {(UK) Limited 981673 Acct 1,160,102 4 4%
HSBC Clobal Custody Nominee (UK) Linnited 981685 Acct 1,013,032 3 9%
Giltspur Nominees Limited BUNs Acct 1,166,212 4 4%
GFC Banham 4,000,000 15 2%
PM Dillon 1,400,000 53%

Pohitical and charitable contributions

The Group made no pohitical contributions during the year Donations to UK charities amounted ta £58,635
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Directors’ report (continued)

Disclosure of information to audi-
tors

The directors who held office at the
date of approval of this directars’
report confirm that, so far as they are
cach aware, there 15 no relevant
aucdhit informauon of which the
Company's auditors are unaware, and
each director has taken all the steps
that he ought to have taken as a
director te make himself aware of
any relevant audit information and to
establish that the company’s auditors
are aware of that information

Research and development

The Group does not undertake signifi-
cant levels of research and develop-
ment expenditure

Financial instruments

Financial sk management obyectives
and policies and an indication of expo-
sure to hinancial nsk are set out In
note 23 Accounting policies on
financial instruments are 1ncluded
n note 1

International financial reporting
standards {IFRS)

For reporting periods beginning on or
after 1 January 2007 the consolidated

i

accounts of the Group must comply
with |FRS The first accounts to
which these new standards will apply
will be the interim accounts for the
six months to 30 November 2007

The impact on the accounts of the
adoption of IFRS wiil depend on
which of the new standards are
applicable to the Group and the
particular circumstances prevailling
at the date of adoption The Group
has not yet completed the process of
identifying all disclosure, presentation
or classification differences that would
affect the manner 1n which transac-
tions or events are presented, nor has
it completed its quantification of any
differences  which  may  arise
However, the Group has estabbished a
programme which aims to ensure the
timely dentification and implementa-
tion of any changes required to Group
financial accounting and reporting
arrangements

Employees

Apphcations for employment by dis-
abled persons are always fully consid-
ered Employment policies are
designed to provide cpportunmties
urespective of colour, ethmc or
natienal ornigin, nattonality, sex or
marital status tn the event of
employees becoming disabled every
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effort 1s made, ncluding appropriate
training, to ensure that therr employ-
ment with the Company continues

The directors recogmse the impor-
tance of good communications and
good relations with employees A
quarterly house magazine 15 sent to
all employees

Annual general meeting

The business of the AGM 15 set out n
the notice on page 67 The AGM 15 to
be held on 3 October 2007

Independent auditors

In accordance with s384 of the
Companies Act 1985, a resolution for
the re-appointment of KPMG Audit
Plc as auditors of the Company and
to authonse the directors to agree
their remuneration 1s to be proposed
at the forthcoming Annual Cencral
Meeting

By order of the Board
S MacQuarre
Company Secretary

3 September 2007
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Corporate governance and remuneration report

The Group has increased 1n size
significantly in recent years and
in recogmtion of this has both con-
siderably strengthened the Board of
introduced a

Directors, and also

level of corporate governance

Being histed on AIM, the Group 1s
nol required to report on corporate
governance matters, but this statement
15 intended to provide information on
how the Group has applied the
principles and spinit of corporate

governance

The Group Board

The Croup 1s headed by an effective
Board, which both controls and leads the
Croup A biography of each director and
details of the membership of the
Commuttees of the Group Board 15 pro-
vided on page 15

The Group Board currently comprises
three executive directors, and two
non-executive directors  The Group
Board meets at least six times per
year, receiwving appropriate informa-
tion from management on a timely
basis, and making further detailed
enquirtes where necessary which
enahles the Board to discharge 15
dutics

The Group Board has a schedule of
matters which are specifically
referred to i for decision All derec-
tors have access to the advice and
services of the company secretary,
who s responsible to the Group
Board for ensuring that Group
Board procedures are followed and
for compliance with applicable
rules and regulations

Health and safety

The Group Board ensures that Health
and Safety 1ssues for employees, cus-
tomers and the public, are of fore-
most concern in all Group activities
The Group Chief Executive, support-
ed by external advice, 15 charged with
cverall responsibibty  The Group
encourages both internal and external
training through a formal network of
full time officers and Health and
Safety nominated "champions' at all
levels Statistical analysis 15 used to
highhight any areas where addstion-
al traiming or improved working
practices would be beneficial, and
postlive action 15 promptly imple-
mented
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Remuneration Committee

The Remuneration Commitlee consists
of the two non-executive directors,
Tim Ross and Migel Barraclough
Other directors attend as requested,
but do not vote on their own remuneration
The Remuneration Committee has
access to independent advice where
considered necessary

The policy of the Committee 1s to review
the remuneration of the executive direc-
tors, and s structured to attract, retain and
motivate executive directors  The total
remuneration package 1s designed to align
the interests of the executive directors with
those of the shareholders The remuneration
strategy, policy and approach for all staff 1
also reviewed annually by the Comruttee

Components of remuneration
Basic salary

This 1s a fixed cash sum, payable
monthly Salaries are reviewed annually
by the Remuneration Committee
the hght of individual performance,
expenience tn the role and market
comparisons

Bonus

Executive directors participate 1n an
annual incentive bonus scheme
linked 1o the actual achievement of
operating profit targets set by the
Remuneration Committee Such
bonus 15 capped at 50% of salary
No bonus counts in the calculation
of pension entitlement
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Corporate governance and remuneration report (continued)

Benefits in kind and pensions

In addition to basic salary, Gordon Banham, Peter Dillon and Kevin Dougan are entitled to the following benefits
pard holiday, company car, contributions to a personal penston plan and life assurance

Dhrectors” remuneration

Remuneration was as follows

Gordon Banham
Peter Dillon
Kevin Dougan
Tim Ross

Nigel Barraclough
Robert Young

Directors’ service contracts

Date

24 November 2005
24 November 2005
24 November 2005
24 November 2005
24 November 2005

2007 2007 2007 2007 2006 2007 2006
Salary Bonus Benefits Total Total Pension Penston
£000 £000 £000 £000 £000 £000 £000
249 100 22 371 289 T35 21
198 79 29 306 240 20 10
144 58 1 203 170 - -
50 - - 50 29 - -
31 - - i 20 - .
. - - - 83 - .
672 237 52 961 831 55 31

The directors have entered into letters of appointment with the Company and the principal terms are as follows
Name Position Commencement Remuneration Termtnation

of peniod of office £

Tim Ross Non-executive Chairman 30 November 2005 50,000 12 months’ notice
Nigel Barraclough  Non-executive Director 30 April 2004 31,000 12 months” notice
Gordon Banham Croup Chief Executive T October 2001 249,000 12 manths’ notice
Peter Dillon Croup Finance Director 1 April 2003 198,000 12 months’ notice
Kevin Dougan Croup Contracts Director 23 June 1997 144,000 12 months’ notice

The services of Trm Ross are provided by Crosswater Resources Limited, a company 1n which Mr Ross has a significant

nterest

The remuneration for Nigel Barraclough 1s paid to his employers, YFM Private Equity Limited

Directors’ share ophions

Details ot the Directors’ share options, held under the Savings Related Share Option Scheme and Long Term
Incentive Plan, are noted in the Directors’ Report on page 18

Going concern

After making appropnate enquiries, the directors can confirm that, in their opinion, the Group and the Company
have adequate resources for the foreseeable future
preparing the financial statements
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For this reason, they continue to adopt a gaing concern basis in
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Corporate governance and remuneration report (continued)

Internal cantrol

Management has considerable autonomy
ta run and develop the business of the
Group A well designed system of
internal reporting and control 1s neces-
sary  The Group Board has overall
responstbility for the system of internal
control within the Group The Audit
Committee, an behali of the Group
Board, has undertaken a review of its
eltectiveness  The system 1s designed
to  provide reasonable, but not
absolute, assurance that the assets of
the Group are safeguarded, that proper
accountmg records are maintained,
and that rehable financial informatron
15 produced

Al subsidiary  undertakings  are
required to adhere to specified inter-
nal control procedures

The Group Board receives regular
reports on internal control matters
and does not believe that there s
currently a need for an internal audit
functron However, this matter 15
subject to periodic review

Further cantrol 1s exercised by month-
ly momtoring of performance by com-
panson 1o budgets, forecasts and cash
targets, both by subsidiary manage-
ment and by the Croup Board
Regular visits by divisional and main
board directors to the Group's sub-
sidianies are an integral part of the
control system

Dunng these wisits, businuess issues,
risks, internal controls, financial
results, and future prospects are dis-
cussed with operational management

Monitoring of comphance with the
Group’s system of internal control is
undertaken by all levels of manage-
ment and reinforced by the role ful-
filled by the Audit Committee

Audit Committee

The Group Board has established an
Audit Committee comprising the two
non-executive directors, Tim Ross and
Nigel Barraclough, who meet at least
three times a year, with the external
auditars attending by invitation at
least twice a year The Committee
provides a forum by which the exter-
nal auditors report to the Group
Board

The Audit Committee 15 responsible
for reviewing the scope and results of
the audit together with its cost effec-
tiveness The objectivity of the audi-
tors 1s enhanced by ensuning that they
have direct access to the Group
Board Non-audit work undertaken
by the audstors 1s imited to work that
requires detailed knowledge derived
from the statutory audit or work
where the fees imvaulved are not con-
stdered to be matenal
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Savings Related Share Option Scheme

The Sharesave Scheme 15 a savings-
related share optien scheme and was
implemented tn December 2005

All employees {including full time
directors) of the Company or any par-
ticipating member of the Group
whose earnings are subject to income
tax and who have the requisite mini-
mum penod of conunuvous employ-
ment are ehigible to participate

The exercise price of an option shall
be fixed by the Company but shall not
be normally less than the market
value of a share on the date invita-
tions are 1ssucd to ehgible employees
In a case of an option to subscribe for
shares the exercise price may not be
less than the naminal value of a
share

Participants may, at the absolute dis-
cretion of the Committee be nvited
to apply for three, five or seven year
options Al options must be linked to
a contractual savings scheme entered
into by each participant with the sav-
tngs nstitution nominated by the
company and approved by the
HMRC Participants may save between
£5 and £250 per month {or weekly
equivalent), such sums to be deducted
from the retevant parucipant’s pay
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Corporate governance and remuneration report (continued)

Savings Related Share Option Scheme
(continued)

At the end of the chosen savings peri-
od, a bonus 1s payable

No option shall be granted under the
Sharesave Scheme on any date if, as a
result, the total number of shares
issued or 1ssuable pursuant to options
and other rights granted under the
Sharesave Scheme and any other
employees share scheme established
by the company on or after
Admission, would exceed 10 per cent
of the wsued ordinary share capital of
the company on that date of grant

Ordinary shares 1ssued pursuant to
the Sharesave Scheme shall rank pan
passu in all respects with the ordinary
shares already 1n 1ssue

In normal circumstances, options may
be exercised during the period of six
months commencing on the maturity
{that 15 the relevant bonus date) of the
savings  contract Options  will
become exercisable y/mmediately on
the death of & participant for a peri-
ot of 12 months after the date of
death or the bonus date, whichever
s earl:er  If a participant ceases to
be an employee on reaching the age
ol 65 or at such other age at which
that employee 1s bound to retire In
accaordance with the terms of his
contract of employment or ceases to

be 1n employment due to injury,
disability, redundancy, or as a
resuit of the sale of the business or
subsidiary by which the participant
ts employed, options will become
exercisable for a period of six
manths If a participant has held an
option for at least three years, 1t will
become exercisable for a pernod of
stx months  Options will also become
exercisable on an employee’s attain-
ing the age of 60 1f he should contin-
ue 1n employment and on a change in
control, reconstruction, amalgamation
or voluntary winding-up of the com-

pany

An option will lapse six months fol-
lowing the bonus date, except If the
participant dies, 1n which case an
option will lapse 12 months foilowing
death, if later

Executive long Term Incentive Plan
(‘LTIP")

The LTIP scheme was tmplemented in
November 2006

The scheme was designed to allow
awards to be made to eligible employ-
ees selected by the Remuneration
Committee

The vesting of an award granted to an
executive director of the Company
shall, or tn the case of an award
granted to any other Group
employee may be subject to the
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satisfaction of one or more
Performance Conditions The
Remuneration Commiitee may
determine or recommend to the
Trustee that the vesting of an
award will be subject to any other
objective condition in addition to the
Performance Conditions

No option shall be granted under the
LTIP scheme on any date if, as a result,
the total number of shares 1ssued or
1ssuable pursuant to options and other
rights granted under the LTIP scheme
and any other employee share scheme
established by the Company on or
after admission, would exceed 10%
{5% excluding other share schemes) of
the 1ssued ordinary share capital of
the Company on date of grant

Ordinary shares issued pursuant to the
LTIP scheme shall rank pari passu in
all respects with the ordinary shares
already n 1ssue

An option will lapse six months fol-
lowing the vesting date, except if
the partcipant dies, in which case
the option will lapse 12 months fol-
lowing death, If later
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Statement of directors’ responsibilities in respect of the Directors’
Report and the financial statements

The directors are responsibile for
preparing the Directors’ Report and
the financial statements 1n accor-
dance with applicable law and regula-
ticns

Company law requires the directors
to prepare financial statements for
each financral year Under that law
the directors have elected to prepare
the group and the parent company
financial statements 1n accordance
with UK Accounting Standards and
apphcable  law (UK  Generally
Accepted Accountmng Practise)

The group and parent company finan-
cial statements are required by law to
give a true and fair view of the state
ot affairs of the group and the parent
company and of the profit or loss for
that periad

fn preparmng these financial siate-
ments, the directors are required to

* select suitable accounting policies
and then apply them consistently,

* make judgments and estimates that
are reasonable and prudent,

* state whether applicable account-
ing standards have been followed,
subject to any material departures
disclosed and explained in the
financial statements,

+ prepare the financial statements on
a going concern basis unless 1t 1s
inappropriate to presume that the
group and the parent company will
continue 1n business
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The directors are responsible tor
keeping proper accounting records
that disclose with reasorable accura-
¢y at any time the financial position
of the parent company and enable
them to ensure that its financial state-
ments comply with the Companies
Act 1985 They have a general
responsibtlity for taking such steps as
are reasonably open to them to safe-
guard the assets of the group and to
prevent and detect fraud and other
irregulanities

The directors’ are responsible for the
mainienance and integnty of the cor-
porate and financial information
included on the company’s website
Legislabon n the UK governing the
preparation and dissemination of
financral statements may differ from
legislation in other junisdictions




Hargre svos Strvices ple Divectiors report and financial statements 31 May 2007

Repisteredd numbe r 4452065

KPMG Audit Plc

Quayside House

110 Quayside
Newcastle upon Tyne
NET 3DX

United Kingdem

Independent auditors’ report to the
members of Hargreaves Services plc

We have audited the group and par-
ent company financial statements (the
‘tinancial statements’) of Hargreaves
Services plc for the year ended 31
May 2007 which comprise the
Consolhidated Profit and Loss Account,
the Consolidated and Company
Balance Sheets, the Consolidated
Cash Flow Statement, the
Consolidated  Statement of Total
Recognised Gains and Losses, the
Reconcihations of Movements 1n
Shareholders' Funds and the related
notes These financial statements
have been prepared under the
accounting pohues set out theren

This report 1s made solely to the com-
pany s members, as a body, In accor-
dance with section 235 of the
Compantes Act 1985 Our audit work
has been undertaken so that we might
slate to the company’s members
those matters we are required to state
to them n an auditor's report and for
no other purpese To the fullest
extent permitted by law, we do not
accept or assume responsibihty 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

Respeclive responsibihities of direc-
tors and audilors

The directors’ respensibilities for
preparing the Directors’ Report and
the financial statements in accor-
dance with applicable law and UK
Accounting Standards (UK Generally
Accepted Accounting Practice) are set
out in the Statement of Directors’
Responstbihities on page 24

Our responsibility 1s to audit the

financial statements n accordance
with relevant legal and regulatory
requirements and International
Standards on Avditng (UK and
Ireland)

We report to you our opinton as io
whether the financial statements give
a true and farr view and are properly
prepared in accordance with the
Companies Act 1985 We also report
to you whether 1n our optnion the
information given 1n the Directors’
Report s censistent with the financial
statements

The nformation given In  the
Directors’ Report includes that specif-
ic information presented in the Group
Chief Executive’s statement, the
Statement on risks relating to the
Group's business and the Financial
Review that s cross referenced from
the Business Review section of the
Directors’ Report We also reporl to
you If, 1 our opimon, the company
has not kept proper accounting
records, If we have not received all
the information and explanations we
require for our audit, or if informa-
tion specified by law regarding direc-
tors’ remuneration and other transac-
tions 15 not disclosed

We read the other information con-
tained 1n the Annual Report and con-
sider whether 1t 1s consistent with the
audited financial statements We con-
stder the implications for our report f
we become aware of any apparent
misstaternents ar material inconsis-
tenctes with the financial statements
QOur responsibilities do not extend to
any other information

Basis of audit opinion

We conducted our audit n accor-
dance wtith International Standards on
Auditing (UK and Ireland) 1ssued by
the Auditing Practices Board  An
audit includes examination, on a test
basts, of ewvidence relevant to the
amounts and disclosures in the finan-
cial statements It also includes an
assessment of the significant estimates
and judgments made by the directors
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in the preparation of the financial
statements, and of whether the
accounting pohcies are appropriate 1o
the Group’s and Company’s circum-
stances, consistently applied and ade-
quately disclosed

We planned and performed our audit
s0 as to obtain all the information and
explanations which we considered
necessary in order to provide us with
sufficient evidence to give reasonable
assurance that the financial state-
ments are free from material misstate-
ment, whether caused by fraud or
other wrregulanty or error  In forming
our opinion we also evaluated the
overall adequacy of the presentation
of information n the financial state-
ments

Opinion
In our cpinion

* the finanwial statements give a
true and fair view, In accordance
with UK Generally Accepted
Accounting Practice, of the state
of the group’s and the parent
company’s affairs as at 31 May
2007 and of the group's profit for
the year then ended,

* the financial statements have been
properly prepared in accordance
with the Companies Act 1985,
and

* the information given tn the

Directors’ Report 1s conststent with
the financial statements

WG Awdike e

KPMG Audit Plc
3 Seplember 2007

Chartered Accountants
Registered Auditor
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Consolidated profit and loss account for the year ended 31 May

2007

Note
Turnover group and share of joint ventures 2
Less share of turnover of joint ventures
continuing operations
Group turnover
Group turnover 2

Continuing operations
Acquisiions

Cost ot sales

Gross profit
Administrative expenses

Group operating profit 2
Conunuing operations
Acquisitions

Share of operating profit in joint ventures
- and in associates

Total operating profit
Profit on sale of fixed assets - continuing operations

Group

Joint ventures

Interest recervable b
Other finance costs — group 7
Interest payable and similar charges - group 8

Finance costs on shares classified as habilities
(pre-flotation finance costs)
Other

Interest payable and similar charges — joint ventures

Proiit on ordinary activities before taxation 2-5
Tax on profit on ordinary activities 9

Profit on ordinary activities after taxation
Minority interests 29

Profit for the financial year

Earnings per share 11
Ordinary shares
A ordinary shares

Diluted earnings per share 1
Ordinary shares
A ordinary shares

£000

173,881

66,224

7,265
2,627

(1,971)

2007
£000

265,274
(25,169)

230,105

240,105
(213,164)

26,941
(17,049)

9,892

413
76

10,381
25
30

358
(97)

(1,971)

(99

8,627
(2,918)

5,709
7%

5,636

2312p

22 73p

2006
£000 £000

155,001

8,017)

146,984

146,984

146,984

(129,955)

17,029

(10,177)

6,852

6,852

380

7,232

60

74
(20)

{455)

{1,382)

(1,837)

(36}

5,473

{1,823)

3,650
3,650

20 32p
29 71p

20 21p
29 71p

The group had no discontinued operations  Earnings per share relate entirely to continuing operations
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Consolidated balance sheet at 31 May 2007

Note
Fixed assets
Intangible assets - goodwall 12
- negative goodwill 12
Tangible asseis 13
Investments 14
Investments in joint ventures
Share of gross assets
Share of gross habilties
Investments In associates
Other investments
Current assets
Stocks 15
Debtors 16
Cash at bank and n hand
Creditors amounts falling due within one year 17
Net current assets
Total assets less current habilities
Creditors amounts falling due after more than
one year 18
Provisions for habihties and charges 19
Net assels excluding pension habilthies
Net pension hability 24
Net assets including pension habihittes
Capital and reserves
Called up share caputal 20
Share premivm account 21
Other reserves 21
Merger reserve 21
Capial redemption reserve 21
Profit and loss account 21
Shareholders’ funds
Minonty interest 29

These financial statements were approved by the board of directors on 3 September 2007 and were signed on 1its behalf by

GFC Banham PM Dillon
Director Drrector

e

2007

£000 £000

13,052

(73)

63,178
5,000
4,119)
881
58
20

959

77,116
35,027
38,406
11,779
85,212
(63,096)

22,116

99,232

(38,477)

(12,339)

48,416

(6,588)

41,828

2,627

29,177

29

1,022

1,530

7,293

41,678

150

41,828

27

£000

7,328

(6,431}

897

83

15,055
21,167

15,022

51,244
(26,904)

2006

£000
5,745

21,146

980

27,871

24,340
52,211

(21,521)
{4,064)

26,626
(328)

26,298

—

2,368
19,082
29

1,530
3,289

26,298

26,298
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Registered number 4952865
Balance sheet at 31 May 2007
Note 2007 2006
£000 £000 £000 £000
Fixed assets
Investments 14 13,790 4,582
Current assets
Debtors 16 60,713 22,769
Cash at bank and in hand - 15,000
60,713 37,769
Creditors amounts falling due within one year 17 (18,734) (18,130)
Net current assels 41,979 19,639
Tolal assets less current habihties 55,769 24,221
Creditors amounts falling due after more than
one year 18 (13,927) -
Net assets 41,842 24221
Capttal and reserves
Called up share capital 20 2,627 2,368
Share premium account 21 29,177 19,082
Capital redemption reserve 2 1,530 1,530
Merger reserve 21 1,022 -
Profit and loss account 21 7,486 1,241
Shareholders’ funds 41,842 24,221

These frnancial statements were approved by the board of directors on 3 September 2007 and were signed on rts behalf by

GFC Banham
Director

L

PM Dillon
Director
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Consohdated cash flow statement for the year ended 31 May
2007

Note 2007 2006
£000 £000

Cash flow statement
Cash flow from operating activities 25 8,405 (215)
Returns on nvestments and servicing of finance 26 (1,647) (2,508)
Taxateon (2,245) (895)
Capital expenditure 26 (7,869) (2,067)
Acquisitions 26 (33,616) (3,376)
Dividends pard an shares classified tn shareholders’ funds (1,972) -
Cash outtlow before financing (38,944) (9,061)
Financing 26 25,877 21,450
(Decrease)/increase 1n cash n the year (13,067) 12,389
Reconcaihiation of net cash flow to
movement in net debt 27
{Decrease)/increase in cash in the year ’ (13,067) 12,389
Net cash inflow from financing (15 205) (2,985
Change 1n net debt resulting from cash flows (28 272) 9,404
Release of premum on redemption of loan stock - 135
Release of [oan arrangement fees - a6 R
New finance leases (1,931) (3,880)
t oans and finance leases acquired with subsichary (1,867) -
Movement in net debl in the year (32,028) 5,659
Net debt at the start of the year (6,414} (12,073)

Net debt at the end of the year (38,418} (6,414
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Consolidated statement of total recognised gains and losses for

the year ended 31 May 2007

Profit for the financial year
Croup

Share of jomnt ventures
Share of associates

Ettect o) adoption of FRS 25 on 1 june 2005
Cxchange differences on consolidation

Actuanal gainf{loss) ansing on retirement benefit schemes
Deferred tax ansing on gans/(losses) in retirement benefit schemes

Total recogmsed gains/{losses) refating Lo the financial year

Reconciliations of movements in shareholders’

year ended 31 May 2007

2007

£000
Profst for the finanaal year 5,636
Dwvidends an shares dlassified in shareholders’ funds (1,972)
Retained profit 3,664
Eftect of adoption of FRS 25 on 1 June 2005 -
Other recognised gains/{losses) 76
Conversion of debt to equity -
MNew share caprtal subscribed (net of issue costs) 11,376
Credit in relation to share hased payment 268
Exchange differences on consolidation @)
Net addiion to shareholders’ funds 15,380
Opening shareholders’ funds 26,298
Closing shareholders’ funds 41,678

30

Group

2006
£000

3,650

3,650
{2,087}
(35)
197
19,979

21,898
4,400

26,298

2007
£000

5,308
272
56

5,636

{4)

5,632
108
(32)

5,708

2006
£000

3,377
273

3,650
(166)

3,484
(50)

3,449

funds for the

2007
£000

8,217
(1,972}

¢,245

17,621
24,221

41 842

Company

2006
£000

2,707

2,707
(2,087)

391
19,979

20,990
3,231

24,221
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Notes (forming part of the financial statements)

1 Accounting policies

The following accounting policies have been applied consistently, in dealing with items whuch are considered matenal in relation to the
group s financial statements, except as noted below

In these financial statements the following new standard has been adopted for the first ime

. FRS 20 ‘Share based payments’,
The accounting policies under this new standard are set out below  FRS 20 has had no matenal effect on the comparative figures there-
fore no prior year adjustment has been made

11 Basis of preparation

The financial statements have been prepared in accordance with applicable accounting standards, and under the histonical cost account-
ng rules

12 Basis of consolidation

The consolidated financial statements include the financial statements of the company and its subsidiary undertakings made up to 31
May The acquisiton method of accounting has been adopted  Under this method, the results of subsidiary undertakings acquired or
cdhisposed of in the year are included in the consolidated profit and loss account from the date o1 acquisition or up to the date of dis-
posal

An assoctate 1s an undertaking in which the Group has a long term interest, usually from 20% to 50% of the equity voting rights, and
aver which 1t exeroises significant influence A joint venture 1s an undertaking in which the group has a long-term interest and over
which it exercises joint control - The group’s share of the profits less losses of associates and of joint ventures 1s included in the consal-
idated profit and lass account and its interest in their net assets 15 included in investments in the consolidated balance sheet

Under section 230(4) of the Companies Act 1985 the company 1s exempt from the requirement to present is own profit and loss
account  The company's result for the year 1s disclosed in note 21

11 Goodwill

Purchased goodwill (representing the excess of the fair value of the consideration given over the tair value of the separable net assets
acquired) ansing on consolidation s capitalised  Positive goodwill 1s amortised to nil by equal annual instalments over its estimated use-
ful hife

Negative goodwill ansing on consolidation 1s included within fixed assets and released to the profit and loss account in the periods in
which the fair values of the non-monetary assets purchased on the same acquisition are recovered, whether through depreciation or
~ale

In the company’s financial statements, nvestments in subsidiary undertakings, associates and joint ventures are stated at cost
14 Foreign currencies

Transactions :n foreign cuirencies are recorded using the rate of exchange ruling at the date of the transaction or, if hedged forward, at
the rate of exchange under the related forward currency contract  Monetary assets and labihties denominated in foreign currencies are
transtated ustng the contracted rate or the rate of exchange ruling at the balance sheet date and the gains and Josses on translaton are
mcluded in the profit and loss account

The assets and habihies and profit and loss accounts of overseas subsidiary undertakings and asscciated undertakings are translated at
ihe closing exchange rates  Profit and loss accounts of such undertakings are consolidated at the average rates of exchange during the
year Gans and losses arsing on these translations are taken to reserves, net of exchange differences ansing on related foreign currency
borrowings
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Notes (continued)

1 Accounting policies {continued)
15 Tangible fixed assets and depreciation

Depreciation 1s provided to write off the cost less the estimated residual value of tangible fixed assets by equal instalments over their
estimated useful economic lives as follows

Mineral reserves - 12 5% per annum
Freehold land and buildings - 2%- 4% per annum
Leasehold improvements - 15% per annum
Motor vehicles and plant . 10%-20% per annum
Furmture and equipment - 25% per annum
Fixtures and fittings - 15% per annum

16 lLeases

Assets acquired under finance leases are caprtalised and the outstanding future lease obligations are shown in creditors Operating lease
rentals are charged to the profit and loss account on a straight line basis over the period of the lease

17 Post retirement benefits

The group operates a group personal pension scheme The assets of the scheme are held separately from those of the group n
an independently adnunistered fund  The amount charged against profits represents the contributions payable to the scheme in
respect of the financial period

Following the acquisition of The Moncktor Coke & Chemical Co Ltd on 17 June 2005 and Maltby Calliery on 26 February 2007,
the Group operates two concessionary fuel retirement benefit schemes

The retirement benefit scheme labilities are measured using the projected umit method The concessionary fuel retirement ben-
ehit schemes are unfunded retirement benefits and as such there are no assets in the schemes The retirement benefit deficits
are recognised in full, the movement in the scheme deficits 1s split between operating charges, finance 1items and in the state-
ment of total recognised gains and losses, actuarial gains and losses

In additien following the acquisition of Maltby Colliery, the Group 1s a member of two pension schemes providing benefits based
on final pensionable pay The assets of the scheme are held separately from those of the Group

Pension scheme assets are measured using market values  Pension scheme habilities are measured using a projected unit method
and discounted at the current rate of return on a high quality corporate bond of equivalent term and currency to the habihty The
pension scheme surplus (to the extent that it 1s recoverable) or defictt 1s recogmised in full  The movement in the scheme sur-
plusfdeficit 1s split between operating charges, finance ttems and in the statement of total recogrised gains and losses, actuarnal
gains and losses

T8 Stocks

Stocks are stated at the lower of cost and net realisable value In deterrmiming the cost of raw matenals, consumables and goods pur-
(hased for resale, the weighted average purchase price 15 used

19 Taxation
The charge for taxation 15 based on the profit for the year and takes into account taxation deferred because of tming differences between
the treatment of certain items for taxatton and accounung purposes Deferred tax 1s recognised without discounting, 1n respect of all

tming differences between the treatment of certain items for taxation and accounting purposes, which have ansen but not reversed by
the balance sheet date, except as otherwise required by FRS 19
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Notes (continued)

1 Accounting policies {Lontinued)
110 Classification of financial instruments issued by the Group

Following the adoption of FRS 25, financial instruments 1ssued by the Group are treated as equity {i ¢ forming part of shareholders’
funds) only to the extent that they meet the following two conditions

a) they mnclude no contractual obligations upon the Company (or Group as the case may be) to deliver cash or other financial assets
or 1o exchange financial assets or financial habilities with another party under conditions that are potentially unfavourable to the Company
(or Group), and

h) where the instrument will or may be settled 1n the Company’s own equity mstruments, 1t 15 either a non-derivative that
includes no obligation to deliver a variable number of the Company’s own equity instruments or 15 a dervative that will be settled by
the Company’s exchanging a fixed amount of cash or other financial assets for a fixed number of 11s own equity instruments

To the exient that this deftnition 1s not met, the proceeds of ssue are classified as a financial lability Where the instrument so classified
takes the lepal furm ot the Company’s own shares, the amounts presented in these nnancial statements for called up share captal
and share prem:um account exclude amounts in relation to those shares

Where a financial instrument that contains both equity and financial hability components exists these components are separated and
accounted for mdividually under the above poliey The finance cost on the financial ability component 1s correspondingly higher over
the life of the nstrument

Frnance payments associated with financral habilities are dealt with as part of interest payable and stmilar charges Finance payments asso-
viated with financial instruments that are classified as part of shareholders” funds (see dividends pulicy), are dealt with as appropn-
ations 1n the reconcihation of movements in shareholders’ funds

111 Financial instruments

The group uses financial instruments to manage its exposures to fluctuations i foreign currency exchange rates and interest rates
Dervative instruments utilised by the group include forward rate agreements and forward currency contracts Exchange differences are
dealt with in the profit and loss account  Where the company enters into financial guarantee contracts to guarantee the indebtedness of
other companies within its group, the company considers these to be msurance arrangements and accounts tor them as such In this
respect the company treats the guarantee contract as a contingent hability untif such time as 1t becomes probable that the company will
be required to make a payment under the guarantee

112 Turnover

Turnover represents the amounts (excluding value added tax) denved from the provision of goads and services to third party customers
Turnover is recognised on delivery of goods and services

113 Share based payments

The share option programme allows employees to acquire shares of the Company The fair value ol nptions granted 1s recognised as
an employee expense with a corresponding increase inequity The fair value 1s measured at grant date and spread over the period dur-
ing which the employees become unconditionally entitled to the options The fair value of the options granted 1s measured using an
option pncng model, taking tnto account the terms and conditions upon which the options were granted The amount recognised as
an expense 1s adjusted to reflect the actual number of share options that vest except where vanations are due only to share prices not
achieving the threshold for vesting

114 Dwidends on shares presented within shareholders’ funds

Dwidends unpaid at the balance sheet date are only recognised as a liability at that date to the extent that they are appropnately autho-
nsed and are no longer at the discretion of the Company Unpaid dividends that do not meet these criteria are disclosed in the notes to the
financial statements

115 Cash

Cash, for the purpose of the cash flow statement, compnses cash in hand and deposits repayable on demand less overdrafts payable
on demand
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Notes (continued)

2 Segmental information and acquired operations

The table below sets out information for each of the Group's industry segments  The orngnation and destination ot principally afl oper-

ations 15 1 the United Kingdom

Minerals Industrial Transport Monckton Maltby
2007 2007 2007 2007 2007
E000 E000 £000 £000 £000
Turnover
lotal sales 140,454 26,807 56,388 27,415 12,148
Inter-segment sales (6,133) {1,768) (12,283) (4) (2,919)
Sales to thard parties 134,321 25,039 44,105 27,411 9,229
Group operating profit 3,018 1,080 2,425 2,785 1,159
Share of operating profit in joint ventures 302 - 111 - -
- and 1n associates 76 - - -
Profit on sale of fixed assets - - 55 - -
Share of nan-uperating ttems of joint ventures
and associates (22) - (43) - -
Net interest (338) (136} {221) (348) (73)
Segment profit before taxation 3,036 944 2,327 2,437 1,086
Common costs
Group profit before taxation
Net assels
Sepgment net assets 3,550 5,020 11,457 9,967 17,106

Unallocated net assets

Joint ventures
Assocates

Total net assets

Unallocated net assets include goodwill, bank loans and deferred consideration

The 2007 results include the following refating to the acquisition of Maltby Colliery which took place n February 2007

Turnover
Cost of sales

Cross profit
Administrative expenses

Operating profit

34
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Total
2007
£000

263,212
(23,107)

240,105

10,467
413
76

55

(65)
(1,116)

9,830

(1,203)

8,627

47,100

(6,211)

40,889
881
58

41,828
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Notes (continued)

2z Segmental information and acquired operations (contnued)
Minerals Industrial Transport Monckton Maltby
2006 2006 2006 2006 2006
£000 £000 £000 £000 L000
Turnover
Total sales 75,040 8,407 51,167 22,651 -
Inter-segment sales - (115} (9,603) {567) -
Sales to third parties 75,040 8,292 41,564 22,088 -
Group operating profit 2,130 539 2,394 2,143 -
Share of operating profit in joint ventures 197 - 183 - -
Protit on sale of fixed assets - 60 - -
Share of non-operating items of joint ventures 4 . (36) - -
Net interest (268) (119) {(324) (11m -
Segment profit before taxation 2,063 420 2,277 2,033 -
Common costs
Group proiit before taxation
Net assels
Segment net assets 3,750 421 4,232 4,523 -

Unallocated net assets

Jont ventures

Total net assets

Unallocated net assets include goodwill, cash and deferred consideration

Total
2006
£000

157,265
(10,281)

146,984

7,206
380
60
(32)
{821)

6,793

(1,320

5,473

12,926

12,475

25,401
897

26,298

The 2006 results include the following relating to the acquision of Monckton Coke & Chemical Company Limited

which took place in June 2005 -

Turnover
Cost of sales

Gross profit
Administrative expenses

Operating profit
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2006
£000

22,088
(18,473)

3,615
(1,472)

2,143
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Notes (continued)

3 Notes to the profit and loss account
2007 2006
£000 £000
Profit on ordmary activities before taxation is stated after charging
Depreciation and other amounts written off fixed assets
Owned 3,592 2,083
Leased 1,438 842
Amortisabon of goodwll 575 314
Hire of plant and machmery - rentals payable under aperating leases 4,706 3,792
Hire of other assets - operating leases 223 277
Auditors’ remuneration
2007 2006
£000 fooo
Group
Audhit of these financial statements 3 25
Aucht of financial statements of subsidianies pursuant to legislation 110 70
Other services pursuant to such legislation 407 253
Services relating to recruitment and remuneration 36 -
Other services relating to taxation 40 -
624 348

The above audiors’ remuneration disclosures are based on amounts recevable in respect of services to the company and its subsichary
undertakings Of the above amount £nil (2006 £211,000) was charged directly to share premium account as 1ssue costs ansing on
Lhe 1ssue of shares and £325 000 was charged 1o goodwill as part of acquisition costs (2006 £18,000)

4 Remuneration of directors
2007 2006
£000 £000
Directors” emoluments 880 644
Company contributions to money purchase pension schemes 55 31
Amounts paid to third parties in respect of directors services 81 187
1,016 862
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Notes (continued)

4 Remuneration of directors (continued}
2007 2006
£000 £000
Retirement benetits are accruing to the following number of directors
under
Money purchase schemes 2 2

The aggregate emoluments of the highest paid director were £371,000 {2006 £289,600) excluding company pension contnbuhons of
135,000 (2006 £27,000)

All of the directors benefited from third party indemnity provisions
Further information on directors’ emoluments can be found tn the Corporate Governance and Remuneration Report
5 Staff numbers and costs

The average number of persons employed by the group and company (including directors) during the year, analysed by
category, was as follows

Croup Company
Number of employees Number of employees
2007 2006 2007 2006
Directors 17 12 5 5
Mamtenance and washery 137 15 - -
Traffic and administration 504 124 - -
Drivers 273 296 - -
Production 897 156 - -
1,828 603 5 5

The aggregate payroll costs of these persons were as follows

Croup Company
2007 2006 2007 2006
£000 £060 £000 £0C0
Wages and salaries 38,714 14,428 - -
Social security costs - 4,013 1,463 - -
Other pension costs (note 24) 470 209 - -
43,197 16,100 - -
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Notes (continued)

6 Interest recervable
2007 2006
£000 1000
Bank interest 358 69
Other - 5
358 74
7 Other finance costs
2007 2006
£000 £000
Expected return on pension scheme assets (168) -
Interest on pension scheme hability 265 20
97 20
8 Interest payable and similar charges
2007 2006
- £000 £000
Cn bank loans and invaice discounting advances 1,532 877
Finance charges payable in respect of finance leases and hire purchase contracts 439 329
Interest payable and other finance charges on loan notes - 176
1,971 1,382
Mnance costs on shares classified as habilities (note 10) - 455
1,971 1,837
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Notes (continued)

9 Taxation

Analysis of charge in pertod

UK corporation tax

Current tax on income for the penod
Share of joint ventures” current tax
Share of associates’ current tax
Adjustment in respect of prior years

forergn tax
Current tax on income for the penod

Total current tax

Deferred tax (see note 19)

Ongimation of tming differences

Share ot joint ventures’ deferred tax
Share o1 associales’ deferred tax
Adjustment in respect of previous years
fotal deferred tax

Tax on prufll on orchnary activities

factors affecting the tax charge for the current period

£000

2,443
71
20

(294)

209
37

189

2007
£000

2,240
243

2,483

2006
£000 £000
1,580
49
{145)
1,484
1,484
317
22
339
1,823

The current tax charge for the period 1s lower (2006 fower) than the standard rate of corporation tax in the UK of 30% (2006 30%)

The differences are explained below

Current tax reconcihalion
Protit on ordinary activities before tax

Current tax at 30% (2006 30%)

Effects of

Finance charges an shares classified as habiliies

Expenses not deductible for tax purposes

Capital allowances for periad in excess of depreciation - group
- share of joint ventures

Small companies tax rates

Higher tax rates on overseas earnings

Tax losses utihsed

Tax losses carried forward in joint venture

Chargeable gain

Other tming differences

Adjustment in respect of prior years

Tolal current tax charge (see above)

Factors affecting the tax charge for future periods

2007 2006
£000 £000
8,627 5,473
2588 1,642
- 115

424 243
(367) {315)
1l (52)
(32) (49)
73 :
41 -
- 3

. 14

153 ;
(294) (145)
2,483 1,484

The: group has unreleved UK corporation tax losses of approximately £mil (2006 £rl) available to carry forward against profits from

the same trade
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Notes (continued)

10 Dividends and finance costs

The aggregate amount of dividends comprises

2007 2006
£000 £000
Dnidends on ordinary shares
Final dwiddends paid in respect of prior year but nut recognised as habilitres sn that year 1,184

Intenm divadends paid in respect of the current year 788 -
Agaregate amount of dividends paid 1n the financial year 1,972 -
Propesed dividend of 6p per share (2006 5p per share) 1,576 1,184

The above amount has not been included within creditors as it was not approved before the year end

2007 2006
£000 £000

Drvidends and finance charges on other classes of shares
Premium payable on redemptton of A preference shares . 76
Dividends on A preference shares - 76
Dividends on B preference shares - 12
Dividends on A convertible preferred ordinary shares - 291
- 455
Charged to interest payable and similar charges - 455
Charged to shareholders” funds -

455

11 Earnings per share

All earnings per share disclosures relate to continuing operations as the group had no discentinued operations in either 2006 or 2007

Up untl) 30 November 2005 two classes of orcinary share were in existence, £1 ordinary shares and £1 A ordinary shares  With effect
from 30 November 2005 the A ordinary shares converted into ordinary shares  Also on this date the ordinary shares (including those

ansing on the conversion of the A ordinary shares) were each subdivided into 10 ordinary shares of 10p each

Earnings per share for each class of ordinary share are as follows

2007 2006
Ordinary shares
Basic earnings per share 23 12p 2032p
Diluted earnings per share 22 73p 20 21p

A ordinary shares
Basic earmings per share . 2971p
Diluted earnings per share 2971p
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Notes (continued)

11 Earnings per share (continued)

The calculation of earnings per share 15 based on the profit for the year and on the weightad average number of shares in issue and
ranking for dividend in the year

Ordinary shares

2007 2006
£000 1000
Profit for the year 5,636 3,650
Weighted average number of shares 24,372,457 17,962,000
Carnings per ordinary share (pence) 23 12p 20 32p

On 30 November 2005 the company’s ordnary shares of £1 each were subdivided into ten ordinary shares of 10p each The weight-
ed average number of shares in 2006 has been adjusted as if the subdmision had occurred at the beginning of the earhest period
presented

The calculation of diluted earmings per share 1s based on the profit for the year and on the weighted average number of ordinary shares
in tssue 1n the year adjusted for the dilutive effect of the share options outstanding

2007 2006
£000 £000
Profit for the year 5,636 3,650
Weighted average number of shares 24,798,490 18,058,000
Diluted earmings per ordinary share (pence) 2273p 2021p

A ordmary shares

immediately prior to flotation on 30 November 2005 an exit dividend of £297,000 was payable on this class of share in accordance
with the Articles of Assaciation  The divdend nights of the Ordinary and A ordinary shares were identical in all other respects The
caleulatron of the additional earmings per A erdinary share ansing an this dwidend s as follows

2006
Exit dividend £291,000
Weighted average number of A ordinary shares in 1ssue 2,191,000
Additonal earnings per A ordinary share 13 28p

The earnings per A ordinary shares for the 2006 year comprises the earnings per share to 30 November 2005 (the
date on which they were converted) of 16 43p (based on a half year profit of £2,018,000 and a weighted number of
shares of 12,280,000), plus the additional earmings per A ordinary share of 13 28p above There was no dilutive
ettect on the A ordinary shares

All of the A ordinary shares were converted to ordinary shares with efiect from 30 November 2005 The company has
only one class of ordinary share from this date
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Notes (continued)

12 Intangible fixed assets
Negative

Coodwill gaodwil! Total
Group £000 £000 1000
Cost
Al begmming of year 6,099 - 6,099
Addiians (note 28} 7.893 (84) 7,809
At end aof year 13,992 (84) 13,908
Amortisation
Al beginming of year 354 - 354
Charge for the year 586 (1 575
At end of year 940 an 929
Net book value
At 31 May 2007 13 052 (73) 12,979
Al 31 May 2006 5,745 - 5,745

Goodwill of £6,336,000 anising on the acquisition of Norec Limited 1s being amortised over 20 years The business 1s
long standing and well established and the directors believe that the Group will cantinue to derive financial benefit over
this period

Goodwill of £1,529,000 anising on the acquisition of the remaining 50% of Hargreaves {Bulk Liguid Transport) Limited
15 being amorused over 20 years  The business is long standing and well established and the directors believe that the
Group will continue to derive financial benefit over this penod  As part of this acquisition the Group have acquired
goodwtll o1 £28,000

Negative goodwtill of £84,000 has ansen on the acquisition of Mineral Resources Europe GmbH  This ts being wnitten
off over 5 years in line with the estimated life of the attributable assets

Goodwll of £5,695,000 arising on the acquisition of The Monckton Coke & Chemical Company Limited 1s being amor-
tised aver 20 years The business 1s long standing and well established and the directors believe that the group will

continue to derive financial benefit over this penod

Goodwill of £61,000 arising on the acquisition of R Hanson & Son Limited in June 2004 15 being amortised over 10
years which in the opinion of the directors, represents its useful econamic life

Goodwill of £343,000 arrsing on the acquisition of Hargreaves (UK) Limited 1n 2004 s being amortised over 10 years
which, in the opimion of the directors, represents its useful economic l:fe

The company had no goodwll
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Notes (continued)

13 Tangible fixed assets

Group

Cost

At beginning of year
Adchtions

On acquisiion (note 28)
Disposals

At end of year
Depreciation

At beginning of year
Charge for year

On cisposals

At end ot year

Net book value
Al 31 May 2007

At 31 May 2006

Depreciation in 2006

Freehold land Motor

and buildings Furniture vehicles Fixtures
and leasehold and and and

improvements  equipment plant fittings Manerals

£000 £000 £000 £000 £000

2,640 5,740 24,430 133 -

853 1,890 7,835 14 -

15,021 29 15,520 N 6,638

- (339} (1,473) - -

18,514 7,320 46,312 178 6,638

564 2,574 8,553 106 -

315 801 3,779 14 121

- {167) (876} - -

879 3,208 11,4506 120 121

17,635 4,112 34,856 58 6,517

2,076 3,166 15,877 27 -

191 556 2,164 14 -

Total
£000

32,943
10,592
37,239
(1,812}

78,962

(1,043}

15,784

63,178

21,146

2,925

Included in the net baok values of motor vehicles and furniture and equipment 1s £8,732,424 (2006 £7,623,000) in respect of
assets held under finance lease and similar hire purchase contracts Depreciation for the year on these assets was £1,438,435 (2006

£842,000)

Included in the net book value of freehold land and buildings and leasehold improvements 15 £16,709,872 (2006 £1,485,000) n

respect of (reehold land and builldings

The company has no tangible fixed assets
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Notes (continued)

14 Fixed asset investment

Group

Cost

At beginning of year
Additions
Repayments
Disposal

Share of post acquisition reserves
Al beginning of year

Retamed profits for the financial year

Disposals
At end of year '

Net book value
At 31 May 2007

Al 31 May 2006

Other
Interests in Interests in Loans Lo joint  investments
assoclates joint ventures ventures (listed)
£000 £000 £000 £000
- 67 63 20
2 - -
- (63) -
- (66) - -
2 1 - 20
- 830 - -
56 272 - -
- (222) -
56 880 - -
58 881 - 20
- 897 63 20

Total
£000

150

(63)
(66)

830
328
(222)

936

959

980

The group’s other investments are listed and have a market value at the end of the year of £33,000 {2006 £15,000)

Company

Shares at cost

Cost and net book value
At beginning of year
Additions

At end of year

Group Joint
undertakings ventures
£000 £000

4,581 1

9,206 -
13,787 1

44

Associates
£000

=]

Total
£000

4,582
9,208

13,790
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Notes (continued) |
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14 Fixed asset investments (continued)

The principal undertakings, all of which are incorporated in the United Kingdom unless otherw:se stated, n
which the company's interest at the year end i1s more than 20% are as follows

Principal activity Class and percentage of shares held
Group Company
Subsithary undertakings
Hargreaves (UK) Limited Holding company Ordinary  100% 100%
Hargreaves Transport Limited Asset management Ordinary 100% -
Hargreaves (LK) Services Limited Haulage, mineral import and
processing Ordinary ~ 100% -
The Monckton Coke & Chemical Company Manufacture of coke Ordinary ~ 100% -
Limited
Norec Limited Contract management services Ordinary  100% 100%
Hargreaves (Bulk Liguid Transport) Limited Haulage Ordinary  100% 50%
Preference  100% 50%
Maltby Colliery Limited Coal mining Ordinary ~ 100% -
Hargreaves Raw Matenal Services GmbH™* Import and sale of carbon based
materials Ordinary 77 5% - |
Mineral Resources Europe GmbH* Import and sale of carbon based
materials Ordinary 77 5% -

* Incorporated in Germany
In addition to the above the group has approximately 10 dormant subsidiary undertakings

Jomt ventures
ThyssenKrupp Metallurgical Supphes Limited Mineral distnibution Ordinary 50% -

Hargreaves Coal Combustion Products Limited Management and sale of ash productsOrdinary 48% -
Preference  50% -

Coal 4 Encrgy Limited Light industnal and domestic coal .
sales Crdinary 50% 50%

Associates

Hargreaves Bullding Products Limited Ash management Ordinary 259 25%

Lytag Limited Sales of aggregate product Ordinary 25% -

Associates and joint ventures

The total of the greup’s profit before taxation from interests in associates and joint ventures was £455,000 (2006
1344,000)
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14 Frxed asset investments {continued)

The amounts included n respect of jont ventures comprise the following

Associates
total
2007
£000
Share of turnover 571
Share of assets
Share of fixed assets 62
Share of current assets 457
519
Share of habilities
Due within one year (461)
Due after one year -
(461)
Share of net assets 58
15 Stocks
Raw matenals and consumables
The company has no stocks
16 Debtors
Group
2007
£000
Tracle debtors 31,143
Amounts due trom group undertakings -
Amounts owed by joint venture and associate undertakings 2,820
Other debtors 1,826
Prepayments and accrued income 2,617
38,406
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Associates
total

2006
£000

Company
2007
£000

60,611
99

Joint
ventures
total
2007
£000

25,169

17
4,983

5,000

4,119)

(4,119)

881

2007
£000

35,027

Croup
2006
£000

16,468
2,057
545
2,097

21,167

Joint }
ventures

total 1

2006 !
£00G0

8,017

Group

2006
£000

15,055

Company
2006
£000

22,670
99

1

22,769
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Notes (continued)

17 Creditors amounts falling due within one year
Group Company Croup Company
2007 2007 2006 2006
£000 E£000 £000 £000
Bank loans and overdrafts (note 18) 9,839 - 14 -
Obligauons under finance leases and hire purchase contracts (note 18) 1,901 - 1,901 -
Amounts owed to group undertakings - 18,553 - 18,130
Trade creditors 22,492 - 13,028 -
Corporation tax 1,851 - 1,550 -
Other taxes and social secunty 3,855 - 985 -
Other creditors 1,926 - 375 -
Accruals and deferred income 19,232 181 6,437 -
Deferred consideration 2,000 - 2,614 -
63,096 18,734 26,904 18,130
18 Credrtors amounts falling due after more than one year
Group Company Group Company
2007 2007 ° 2006 2006
£000 £000 £000 £000
Invoice discounting advances 15,238 - 10,834 -
Bank loans 18 455 13,927 5,006 -
Obligations under finance leases and hire
purchase contracts 4,784 - 3,681 -
Decferred consideration - - 2,000 -
38,477 13,927 21,521 -

The invoice discounting facilities are committed 36 month facilities from June 2005 which permit the refinancing of the current
debt In accordance with the presentation requirements of FRS 25 ‘Financial instruments  presentation and disclosure’ these [ia-
bilities have been classified according to the matunty date of the longest perrutted refinancing Without these commutted facili-
tws these amounts would have been classified as falling due within one year The invoice discounting advances are secured by
fixed and floating charges over the group’s assets The gross amount of debts which were subject to invoice discounting advances at
31 May 2007 were £16,040,000 (2006 £11,4G4,000)

The bank loan of £407,000 15 secured against certain of the group's properties, bears interest at 1 5% above base rate and 15 repayable
aver 20 years

The term loan of £4,136,000 1s secured on certain of the Group’s properties and assets, it matures on 10 June 2070 and bears interest
at 2 5% above base rate

A second term loan of £13,927,000 15 also secured on certain of the Group’s properties and assets It matures on 26 February 2012 and
bears interest at 2 0% above base rate
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18 Creditors amounts falling due after more than one year (continued)

The matunity of obligations under finance leases and hire purchase contracts 15 as {oilows

Within one year
In the second to fifth years

The above are secured on the speafic assets to which they relate

Analysis of debt (comprising loans, invoice discounting advances and finance leases)

Debt can be analysed as falling due
In one year, or less, or on demand
Between 1 and 2 years

Between 2 and 5 years

In more than 5 years

19 Provisions for liabihtres and charges

Group

Al beginning of year
Arising on acquisition
Charge to profit and loss account (note 9)

At end of year

48

Group
2007
£000

11,740
17,154
20,991

332

50,217

Company
2007
£000

Deferred
taxation
LOGD

1,893
221
398

2,512

Group
2007
£000

1,901
4,784

6,685

Group
2006
£000

1,915
12,749
6,428
344

21,436

Other
provisions
1000

2,171
7,656

9,827

Croup
2006
£000

1,901
3,681

5,582

Company
2006
£000

Total
£000

4,064
7,877
398

12,339
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Notes (continued)

19 Prowvisions for habilities and charges (continued)
The elements of deferred taxation are as follows .
At Amount
beginning On included Profit and loss At end
of year acquisition in STRGL charge for year of year
£000 £000 £000 £000 £000
Difterence between accumulated depreciation
and capital allowances 2,102 201 - 388 2,691
Short term timing differences {209) (81} - 111 {179
Provision far habihties 1,893 120 - 499 2,512
Pension (note 24) (141) (2 651) 32 (64) (2,824)
1,752 (2,531 32 435 (312}
Other provisions at the end of the year comprise
1 A net £589,000 relating to assessments by HM Revenue and Customs which the group continues to resist The assessments are

connected with the purchase by group companies of alleged unlawful fuel from third party suppliers The group, having taken
legal advice, continues to appeal the assessments and has argued that it 1s the vicum of a fraud by third party supplers The gross
hability anising on this 1ssue s £1,722,000 Certain Directors have indemnified the Group to a maximum of £500,000 in respect
of this issue leaving the net figure as the best estimate of the likely cash outflow

2 A £1,582,000 ground/groundwater contamination provision which relates to Monckton’s obligation to address ground and
ground water contamination at 1ts sites The provision 1s based on estimates of volumes of contaminated sol and historical
contract costs of ground contammation treatment  The costs will usually be payable on the decommissioning of the site

3 A £7,656,000 restoration provision which relates to Maltby's obligation to restore the site after coal mining The costs will

usually be payable on the decommissioning of the site

The company has no provisions for habilites and charges
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Notes (continued)

20 Called up share capial

Authorised
47,500,000 Ordinary shares of 10p each

Alfotted, called up and fully paid
26,270,532 (2006 23,675,437) Ordinary shares of 10p each

2007
£000

4,750

2,627

During the year the following changes to the group’s and company’s share capital took place

2006
£400

4,750

2,368

On 22 January 2007, the Company issued 225,095 ordinary 10p shares in partial payment for the acquisition of 50% of the ardinary

share capital of Hargreaves (Bulk Liqusd Transport) Limited

On 26 February 2007, the Company 1ssued 2,370,000 ordinary 10p shares in a nghts 1ssue

21 Share premium and reserves
Group Share Capital
premium redemption
account reserve
£000 £000

Al beginning of year 19,082 1,530
Profit tor the year - -
Dividends on shares classified in shareholders’ funds -
Premium on share issues, less expenses 10,095
Actuarial gan recogrused in the pension scheme -
Deferred tax ansing on gain in the pension scheme -
Credhit in relation to share based payments -
Exchange differences on consolidation -
Merger reserve ansing on acquisition -

’

Al end of year 29,177 1,530
Company Share
prermium

account

£000

Al beginning of year 19,082
Profit for the year -
Diwidends on shares classified 1n shareholders’ funds -
Premium on share issues, less expenses 10,095
Merger reserve arising on acguisition -

At end oi year 29177

The company’s profit for the financial year was £8,217,000 (2006 £2,7067,000)

50

Other
reserves
£000

29

Capatal
redemption
reserve
£000

1,530

Merger
reserve
£000

Merger
reserve
£000%

Profit
and loss
account

£000

3,289
5,636
1,972)

108
(32)
268

)

Profit
and loss
account
£000

1,241

8,217
(1,972)

7,486
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Notes (continued)

22 Commitments
a) The Group has capital commitments totalling £1,661,000 (2006 £400,000) at the end of the financial year
h) Annual commitments under non-cancellable operating leases are as follows
2007 2006
Land and Other Land and Other
burldings buidings
Group £000 £000 £000 £000
Operating leases which expire
Within one year 7 1,170 - 71
In the second to fifth years inclusive 189 4,225 168 790
Over five years 55 1,791 55 -
251 7,186 223 861
The company has no operating lease commitments
% The Group has in place a portfolic of purchase commitments with both UK and overseas coal and mineral suppliers The

aggregate future purchase commitments total £91m over peniods ranging up to 2015 The Group has sales contracts in
existence to utihse these purchase commitments

23 Financial instruments

The group's financial mstruments comprise borrowings (principally invorce discounting advances, bank loans and obhgations under
finance leases), cash and various items, such as trade debtors, trade creditors etc, that arise directly from its operations, together
with certan derivatives, such as forward rate agreements and forward exchange contracts  The main purpose of these financial
nstruments 15 to raise finance far the group's operations and to manage interest rate and currency nsks arising from operations

Furward currency contracts are entered into to manage the currency nisks ansing from group purchases of minerals 1t 1s, and has been through-
out the period under review, the group’s policy that no trading in financial instruments shall be undertaken

The group has taken advantage of the exemptions available under FRS 13 not to provide numerical disclosures in relation to short term
debtors and creditars

The main nsks ansing from the group’s financial instruments are interest rate nisk, iquidity nsk, and foreign currency sk The Board
reviews and agrees pohicies for managing each of these nisks and they are summansed below  These policies have remained unchanged
throughout the year

Interest rate risk

The group finances its operations through a mixture of retained profits, share capital, bank borrowings and finance leases The
group’s principal borrowings are invoice discounting and bank loans at floating interest rates and finance leases at fixed nterest
rates

Liqendity risk

As regards liquidity, throughout the year the group’s policy has been to maintain a mix of short, medium and long term faciliies

Flexibility 1s achieved by the use of a group invorce discounting arrangement It 1s the group’s policy lo ma:ntain undrawn agreed bor-
rowing facibies in order to prowvide flexibility in the management of the group’s liguidity
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Notes (continued)

23 Financial instruments (continued)

Foreign currency risk

A significant proportion of the group’s purchases are from overseas These purchases are mainly priced in US dollars and euros  The
group’s policy 1s to elminate currency exposure purchases at the time of purchase, through forward foreign currency contracts Al

sales of the UK businesses are denominated n sterling

interes! rate risk profile of financral assets

Floating
rate assets
2007
£000

Currency
Sterling 10,664
S dollar 610
Eura 505
11,779
Floating
rate assets
2006
£000

Currency
Sterling 14,772
US dollar 85
Euro 165
15,022

The above assets comprise cash held in bank accounts  There were no fixed rate financial assets The above accrue interest at rates
set by the UK, European and US Central Banks
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23 Financial instruments (continued)

Interest rate risk profile of financial lrabdities

Liabilities - Sterling
- Euro

Lialnliies - Sterling

Floating rate
hiabilities
2007

£000

34,438
9,094

43,532

Floating rate
habilities
2006

£000

15,854

Fixed rate
iabilities
2007
£000

6,685

6,685

Fixed rate
habilites
2006
£000

5,582

Total
frabilities
2007
£000

41 123
9,094

50,217

Total
habilities
2006
£000

21,436

The above habilities comprise bank loans, invoice discounting advances and finance leases The matunty of these s as detailed in

notes 18 and 19

Fixed rate habilitres
Weighted
average
tnterest rate
%
Lizhihties other than shares 676

2007

Weghted
average fixed
rate perod
Years

Weighted
average
Interest rate

%

2006

Weighted
average fixed
rate period
Years

.

The floating rate financial habilies comprise mainly bank Ioans and invoice discounting advances that bear mterest at rates based on
the rates set by the UK and European Central Banks  Fixed rate habiliies include the majonty ot the group’s obligations under

finance leases and hire purchase contracts
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23 Financial instruments (continued)
Maturity of financial habilitres and undrawn borrowing facilifies
The matunty of the group’s financial habilities at 31 May 2007 and 2006 1s disclosed in note 18

The group has vanous undrawn committed borrowing faciliies  The undrawn faciliies avadable at 31 May in respect of which all
conditions precedent had been met were as follows

2007 2006
£000 £000
Expiring between 1 and 2 years 8,300 9,500

These undrawn faciities comprise a £8,300,000 (2006 £9,000,000) promissory note discounting agreement and a £nil (2006
£500,000) asset finance revolving credit facility

Forward transactions

Al the end of the year the group had in total, outstanding forward contract transactions as follows

2007 2007

$000 £000
In currency Sterling equivalent

US dollars 25,721 12,997
2006 2006

$000 £000

In currency Sterhing equivalent

US dollars 30,132 16,999

Fair values of financial assets and habihities

Other than forward exchange contracts as at 31 May 2007 the difference between fair values and book values of financial assets and
habilities zre not considered to be materially different from the book values The difference between fair value and book value of the
ierward exchange contracts 1s estimated to be £294,000 (2006 £875,000) as at 31 May 2007

24 Pension schemes and other retirement benefits
The group operates a group personal pension scheme  The pension cost charge for the year represents contnbutions payable by the

group to the employees’ funds and amounted to £158,000 (2006 £207,000) There were no outstanding or prepaid contributions,
at etther the beginning or end of the financial year




Fhrgre wes Scrvices ple Dhectars: report aind financial statements 31 May 2007
Regsicred numbcr 4952865

Notes (continued)

24 Pension schemes and other retirement benefits (continued)

The Group acquired a concessionary fuel rebrement benefit scheme on the acquisibion of The Monckton Coke & Chemical Company
Limited en 17 June 2005

The Group provides for concessionary fuel retrement benefits, for the current members of the scheme, payable at retirement on
attaiming the age of 606 The amounts payable are determined in the employee terms and conditions and are subject to a qualifying
period of service The costs of the concessionary fuel benefits are determined by a qualified actuary on the basis of triennial valua-
fions

The latest full actuanal valuation was carrred out on 31 December 2004 and updated for FRS 17 purposes to 31 May 2007

The major assumptions used 1n these valuations were

2007 2006
Average retirement age 60 years 60 years
Rate of leaving services 25% 2 5%
Coal price inflation 2 1% 2 0%
Discount rate apphed 1o scheme liabilities 54% 51%
intlation assumption 31% 30%

The assumptions used by the actuary are chosen from a range of possible actuarial assumptions which, due to the timescale covered,
may not necessanly be borne out In practice

Concessionary fuel 1s an unfunded retirement benefit and as such there are no assets in the scheme

Summary of scheme liabilities

2007 20006
Present value of scheme lrabilities (469) {469)
Deferred tax asset 141 141
Net scheme habilities (328) (328)
Movement in deficit duning the year

2007 2006

£000 £000
Dehat @ scheme at beginning of year (469) (421}
Current service cost (7 2
Contributions paid 18 24
Other finance cost (24) (20)
Actuanal loss 13 (50}
Defiat in the scheme at the end of the year (469) (469)
Analysis of other pension costs charged in arriving at operating profit

2007 2006

£000 £000
Current service cost (7 (2}
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Notes (continued) !

24 Pension schemes and other retirement benefits {contiued)

Analysis of amounts included n other finance costs

Interest on pension scheme habidities

Analysis of amount recognised n statement of total recogmsed gains and losses

Experience gains and losses arising on scheme habiities
Changes in assumptions underlying the present value of scheme habihibes

Actuanal gain/(loss) recogrised 1n statement of total recognised gains and losses
History of experience gains and losses
Experience gains and losses on scheme labiliies
Amount (£000)
Percentage of year end present value of scheme habilities
Total amount recognised n statement of total recognised gains and losses

Amount (£000)
Percentage of year end present value of scheme habilities

The Group acquired another concessionary fuel retirement benefit scheme and two dehned benefit schemes on the acquisiion of

Matlthy Colliery on 26 February 2007

2007
£000

24

2007
£000

13
3%

2006
£000

2006
£000

(18)
(32)

(50

2006

(18)
4%

(50)
11%

The Group operates a penston scheme providing benefits based on final pensionable pay The latest full actuanal valuation was car-
ned out at 31 December 2003 and was updated for FRS 17 purposes to 31 May 2007 by a quahfied independent actuary

The major assumptions used in these valuations were

Rate ot increase 1n salarnes

Rate of increase i pensions in payment and deferred pensions
Discount rate applied to scheme habihities

Inflation assumption

2007

320%
320%
4 90%
3 20%

The assumptions used by the actuary are chosen irom a range of possible actuartal assumpiions which, due to the timescale covered,

may not necessanly be borne out an practice
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24 Pension schemes and other retirement benefits (continued)

Scheme assets

The fair value of the scheme’s assets, which are not intended to be realised 1n the short term and may be subject to significant change
before they are realised, and the present value of the scheme’s habiliies, which are derived from cash flaw projections over long per:-
ods and thus inherently uncertain, were

Value at

2007

£000

Equities 8,787
Bonds 2,929
Other — Cash -
Total market value of assets 11,716
Present value ot scheme habilities {20,658)
Deficit in the scheme — pension liability (8,942)
Related deferred tax asset 2,682
Net pension hability (6,260)

the expected rates of return on the assets in the scheme were
Long term rate

of return

2007

Equities 7 4%
Bonds 5 0%
Other — Cash 3 5%
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24 Pension schemes and other retirement benefits (continued)

Movement in deficit during the year

Deficit in scheme on acqursition
Current service cost
Contributions paid

Other finance cost

Actuarial gain

Deficit in the scheme at the end of the year

Analysis of other pensian costs charged in arriving al operating profit

Current service cost

Analysis of amounts included in other finance income/costs

Expected return on pension scheme assets
interest on pension scheme liabilities

Analysis of amount recogmised 1n statement of total recognised gains and losses

Actual return less expected return on scheme assets

History of experience gains and losses

Difterence between the expected and actual return on scheme assets
Amount (£L000)
Percentage of year end scheme assets

Expenence gatns and losses on scheme habilities
Amount (£000)
Percenlage of year end present value of scheme liakxlities

Total amount recognised 1in statement of total recogmised gains and losses,
Amount (£000)
Percentage of year end present value of scheme liabilitres

25 Recanciliation of operating profit to operating cash flows

Group operating profit

Depreciation and amortisation

Increase in stocks

Increase 1n debtors

Increasef{decrease) n creditors

Credit in relation to share based payments

Net cash inflow/(outflow) from operating activities

58

2007
£000

9,892
5,605
(13,254)
(4,914)
10,808
268

8,405

2007
£000

(8,837)
(305)
178
(73)

2007
£000

2007

95
D 8%
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Notes (continued)

26 Analysts of cash flows

Returns on investment and servicing of finance
Interest receved

Interest paid

Interest element of finance lease rental payments
toan stock redemption premium

Dwidend and redemption premium paid on shares
classified as labilities

Capital expenditure and finanoal investment
Purchase of tangible fixed assets

Sale of tangible fixed assets

Purchase of mvestment in associate

Acquisitions (note 28)

Purchase of subsidhary undertakings
Overdraft acquired with subsichary

Cash acquired with subsidiary undertakings
Receipt in respect of ninonity interest

Financing

Issue of eguity shares

Share issue costs

Redemption of preference shares

Capital element of finance lease rental payments
Net invoice discounting advances

New loans

Repayment of secured loans

Repayment of secured loan stock

59

2007
£000

324
(1,532)
(439)

(8,661)
794

11,115
(783}

(1,5947)

3,656
15,000
(1,164)

2007
£000

{1,647)

(7,869)

(33,616)

25,877

2006
£000

70
(1,145)
(329)
(287)

(817)

{2,540)
473

(2,532)
{844)

21,550
{1,570)
{1,530)
{2,381)
2,544
4,600
(13)
{1,750)

2006
£000

(2,508)

(2,067)

(3,376)

21,450
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Notes (continued)

27 Analysis of net debt

Cash in hand, at bank

Overdralts

Finance leases

Invoice discounting advances

Bank and other loans due within one year

Rank and other loans due after more than one year

Total

Acquisition

At beginning (exdluding cash
of year  Cash flow and overdrafts)
£000 £000 £000

15,022 (3,243)
- (9,824) -
{5,582) 1,947 {1,119)
(10,824) {3,656) (748)

(14) 14

{5,006} (13,570}
{6,414) (28,272) (1,867)

Non-cash changes anse from the inception of finance leases and the release of loan arrangement fees

28 Acqutstlions

Non-cash
changes
£000

(1,931)

{(15)
61

(1,885}

At end of
year
£000

11,779
(9,824)
(6,685)

{15,238)

(15)

(18,455)

(38,438)

The Group acquired the entire issued share capital of Norec Lirited on 1 September 2006 The resulting goodwill of £6,336,000
was capitalised and will be amortised over 20 years, the period over which the directors anticipate the group to derive conlinuing eco-

nomic benefit

Fixed assets
langible

Current assets
Debiors

Cash

Total assets
Liabilties
External creditors
Provisions

Total labihties
Net assets
Goodwill

Net purchase consideration and costs of acquisition

Analysed as
Gross consideration

Satished by
Cash
Deferred consideration paid by 31 May 2007

60

Book and
fair value
£000

764

4,271
1,371

6,406

(2,172)
{3,173)

(5,345)

1,061

6,336

7,397

7,397

5,897
1,500
7,397
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Notes (continued)

28 Acquisihons (continued)

The group also acquired the trade and assets of Maltby Colliery on 26 February 2007 resulting in goodwill of £mil

Fixed assets
Tangble

Current assets
Debtors
Cash

Tolal assets

Liabihties
Provisions

Total habilities

Net assets

Goodwill

Net purchase consideration and costs of acquisition

Satisfied by cash

Book value
£Q00

12,694

5171

Revaluations
£000

17,839

(1,358}

16,481

(7,656)

(7,656)

Fair value
£000

30,533

3,813

34,346

(13,842)

(13,842)

20,504

20,504

20,504

This subsidiary undertaking acquired dunng the year contributed £4,112,000 to the group’s net operating cashflows, paid £nil in
respect of net returns on ivestments and servicing of finance and utiised £4,150,000 for capital expenditure

Prior to the acquisition, Maltby Colliery was part of a division of UK Coal plc
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Notes (continued)

28 Acquisitions (continued)

The Group also acquired an additional 50% of the i1ssued share capital of Hargreaves (Bulk Liguid Transport) Limited taking its share-
holding to 100% The resultng goodwill of £1,529,000 was caprtalised and will be amortised aver 20 years, the period over which the
directors anticipate the group to derive continuing economic benefit

Book and
fair value
£000
Fixed assets
Intangble 14
Tangible 856
Current assets
Stack 17
Debtors 855
Cash 5
Total assets 1,747
Liabilities
External creditors (1,389)
Pravisions (78)
Total habihities {1,467)
Net assets 280
Goodwilt 1,529
Net purchase consideration and costs of acquisition 1,809
Satisfied by
Cash 764
Shares 1,045
1,809

62




Hhngrc wes Services ple Directors report and financial statements 31 My 2007
Re pastered numbar 4952605

Notes (continued)

28 Acquisitions (continued)

The Group also acquired the entire share capital of Mineral Resources Europe CmbH through 1ts 77 5% owned sub-
sicdiary, Hargreaves Raw Maternial Services GmbH The resulting negative goodwill of £84,000 1s being written off over 5
years in hine with the estimated life of the attributable assets

Fixed assets
Tangible

Current assets
Stock

Debtors

Cash

Total assets

Liabihities
External creditors

Total labilities

Net assels

Goodwill

Net purchase consideration and costs of acquisition
Sansfied by

Cash

63

Book and
fair value
£000

15
2,870

6,345
1,083

10,313

{9,566)

{9,566

747
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Notes (continued)

28 Acquisihions {(continued)

The Group also acquired the trade and certain assets of the Simon Bulk Warehousing and Distnibution divison from Humber
Sea Terrminal Limited on 30 March 2007 resulting in goodwill of £nil

Book value Revaluahons Fair value
£000 £000 £000
Fixed assets
Tangible 3,000 1,215 4,215
Net assets 4,215
Goodwill
Net purchase consideration and cost of acquisition 4,215
Satisfied by
Cash 4,215
29 Minority interests
Croup
2007 2006
£000 £000

Al beginning of year - -

Acquisitions of subsichary undertakings 77 -
Retained profit for ycar 73 -
At end of year 150 -
30 Contingent habilities

The company and certain of s subsidiary undertakings have debenture and composite arrangements in connection with banking facil-
ities The company acts as a guarantor, or surety, for vanous subsidiary undertakings in leasing, banking and other agreements entered
nto by them in the normal course of business The company’s maximum unprovided hatality in respect of these s £21,443,000 (2006
L19,436,000)

31 Employee share scheme

The group has 1ssued options under the Savings Related Share Option Scheme during the year Details are as follows

Number of

options

At beginning of year 164,044
Granted during year 295,499
Lapsed duning year (20,664}
Exercsed dunng year -
At end of year 438,879

The exercise penod for 143,380 of the options s from T March 2009 to 1 September 2009 and the weighted average exercise price of
these 1s 218p  The exercise penod for the remaining 295,499 options 1s from 1 July 2010 to 1 January 2017 and the weighted average
exercise price s 524p  Further details of the Savings Related Share Option Scheme are included in the Corporate Governance and
Remuneration report
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Notes (continued)

K] Employee share schemes (continued)
Long Term Incentive Plan (‘LTIP")

At 31 May 2007 the group had an LTIP scheme, that granted options on 8 November 2006 Further details of the LTIP scheme are
ncluded m the Corpaorate Governance and Remuneration Report

The details of the grant 1s as follows, whereby all options are settled by phystcal delivery of shares
Date of grant entitled Number of shares granted Exercise period
November 2006 Sentor employees 92,593 June 2009 - November 2009
No options were exeraised during the pertod
Detarls of options granted mn the penod

The fair value of the options granted during the year have been measured using the Black Scholes valuation model, the exercise
prices above and the weighted average inputs shown below

2007
Share price at date of grant (pence) 3915
Expected option hfe (years) 3
Volatihty 40%
Risk tree interest rate 5 35%

Volalility was calculated with reference to the group’s daily share price volatiity  The average share price in the year was 452 pence
The group recognised a total expense of £82,000 n respect of the equity-settled LTIP share scheme
Equity settled share option schemes - Norec

Al 31 May 2007 the group had a share option scheme, that granted options in September 2006, to the senior management team of
the Noree business

The terms and conditions of the grants are as follows, whereby all options are settled by physical delivery of shares
Date of grant Employees entitled Exercise price Number of shares granted Exercise period
Sep 2006 Senior employees 393 5p 96,572 Sep 2007 - Sep 2017
No aptions were exercised during the penod
Details of options granted in the penod

The fair value of the options granted during the year have been measured using the Black Scholes valuation model, the exercise
prices above and the weighted average tnputs shown below

2007
Share price at date of grant (pence) 3N
Expecied option life (years} 55
Volatility 40%
Risk free interest rate 535%

The group recognised a total expense of £161,000 in respect of these equity-settied share options
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32 Related party disclosures

As dhisclosed in note 14 the Group had four joint venture undertakings, ThyssenKrupp Metallurgical Supplies Limited, Hargreaves (Bulk
Liquid Transport) Limited, Hargreaves Coal Combustion Products Limited and Coald4Energy Limited in the year ended 31 May 2006
During the current year the Group has acquired an additronal 50% of Hargreaves (Bulk Liquid Transport) Limited and hence 1t ceased
ta be a jmnt venture undertaking  Transactions with these undertakings during the year and balances outstanding at the end of
the year were as follows

2007
Purchases from Sales to Balance outstanding
' debtor/(creditor)
£000 £000 £000
ThyssenKrupp Metallurgical Supphes Limited 15 1,133 374
Hargreaves (Bulk Liquid Transport) Limited - 1,615 -
Hargreaves Coal Combustion Products Limited 4 945 268
Coal4Energy Limited 37 16,726 2,174
2006
Purchases from Sales to Balance outstanding
debtor/(creditor)
£000 £000 £000
ThyssenKrupp Metalfurgical Supplies Limited 2,116 263 33
Hargreaves (Bulk Liquid Transport) Limited 239 1,847 222
Hargreaves Coal Combustion Products Limited 14 1,651 523
Coal4Energy Limited 2 1,881 - 1,279

Dunng the year the Group had two associates, Hargreaves Building Products Limited and Lytag Linited  Transactions with these under-
takings durning the year and balances outstanding at the end of the year were as follows

2007
Purchases from Sales to Balance outstanding
debtorf{creditor)
£000 £000 £000
Hargreaves Building Products Limited - 1 1
Iylag Limited - 4 3
13 Post balance sheet events

Change to corporation tax rates
On 21 March 2007 the Chancellor announced that the standard rate of corporation tax in the UK would be reduced from 30% to 28%

with effect trom 1 Apnil 2008 As the change in tax rates had not been substantively enacted at the balance sheet date they have not
been used in the calculation of the deferred tax liability  The impact of this change, when enacted, s expected to be immaterial
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Hargreaves Services plc

(incorporated under the Companies Act 1985 with registered number 4952865)
Notice of Annual General Meeting

Notice 1s hereby given that the Annual General Meeting of Hargreaves Services
plc {the "Company") will be held at the Trevor Bennett Susle, level 3, Milburn
Stand, Newcastle Umited Football Club, St James’ Park, Newcastle upon Tyne, NE1
48T on Wednesday 7 Oulober 2007 at 12 noon for the followang purposes

Ordinary Business

1 To consider and adopt the accounts for the year ended 31 May 2007 and
the. dircctors' and auditors' reports thereon

2 To declare a final dmidend of 6 pence per ordinary share of 10 pence
cach for the year ended 31 May 2607, payable on 11 Ociober 2007 to those share
holders an the register of mombers at the close of busincss on 14 September 2007

3 To re dduet Kevin Dougan as a director of the Company 1n accordance
with article 34 of the Companys articles of assomation who offers humscIf for re-election

4 To s clect Nigel Barraclough as a directar of the Company in accordance
with article 34 of the Company’s artides of association who offurs himself for re-election

5 To re-appoint KPMG Aucht Ple as auditors of the Company to hold office
until the conclusion of the nuxt general meeting at whsch accounts are laid before the
Company

G To authorse 1he directors of the Company to ix or 1o determine the
me thad tor hxing the remuneration of the auditors

Speaial Busmess

To consider and f thought fit, pass the following resolutions of which resolution 7
will be propused as an orchnary resolution and resolutions 8, 9 and 10 will be
propesed as speaial resolutions

Ordmary Resolulion

7 That the dirccters be and are generally and unconditionelly authorised
tor the purposes of suchion 80 of the Companies Act 1985 ('the Act”) to exercrise all
puwers ot the Company to allot refevant secunities (within the meaning of scction
80{2) o1 the Act) up o an aggregate nominal amount of £875,000 (bemg approxi
matcly one third of the ssued share capual of the Company as at the date of this
notic e) provided that this authenty shall expire on the earlier of the date faliing fitteen
months trom the passing of this resolution and the date of the next annual genesal
me Ling o1 the Company save that the Company may before such expiry make any
otfr or agreement which weuald or might require rdlevant secunities to be alloticd
Atte 1 such exprry nd the directors may allot relevant securitics (n pursuance of such
n after or agreement as (f the authonty conferred hereby had not expired

Special Resolutions

8 That subject to the passing of resolution 7 above, the directors
he and are horeby cmpowered pursuant 10 section 95 of the Act to allot
cquity securities {within the meaning of section 94 of the Act) tor cash pur-
suant 1< the authonty conferred by resolution 7 above, as if sub section (1)
of section 89 of the Act dhd not apply te any such allotment provided that
this power shall be limited to

(a) the allatment of equity sceuntics in conncchion with a nghts
wsue open offer or other pre emptive offer in taveur of ardinary sharcholders where
the « quity secanties respdchvely attributable to the interests of all ordinary share
holders are proportionatc [as nearly as may be) to the respective numbers of ordinary
shares held by them but subyect to such exclusions or other arrangements as the direc-
tars may deem necessary or expedient in relation to fractional entitlements or fegal or
praciical problems under the taw of, or the requircments of, any recogrised regula
torv bodv or any stack exchange in any teretory, and

(b) the allotrient (otherwise than pursuant to sub paragraph {a)
above) af equity secunties up to an aggregate nomenal amount of £262,700 (being
ipproximately 10 per cont of the issued share capital of the Company as at the date
of this nohice)

and shall expire an the carlier o1 the date falling fiftcen months from the passing o
this resolution and the date of the next annual general meeting of the Company save
tha the Company may b fore the expiry of any power contained i this resolution
8 make any ofler or agrecment whech would or mught require equity secunties to be
allatted after such expiry and the directors may alfot equity secunties i pursuance
ol any such oifer or agreement as of the power conferred by this resolution bad not
wpired

9 That the Company 15 horeby generally and unconditionally authonsed
for the purpose of stction 166 of the Act ta make onc or mare market purchases
{within the meaning ot section 163 (3) of the Act) of ordinary shares of 10 pence
cach 1n the capital of the Company { Ordinary Shares J on such terms and n such
manner as the directors may from time to time determine provided that

2) the maximum aggregate number of Ordinary Shares autho
nsed by this resolubion to be purchased 1s 2 627,000 (representing approximately 10
per cent of the Company's issued share capital as at the datc of this noticel,

b} the mimimum price which may be paid for such Ordinary
Shares 1s 10 pence per share (exclusive of expenses)
<) the maximum prce {exclusive of expenses) which may be

paid for ar Ordinary Share s not more than tive per cent above the average of the
muddle market quotations lor an ordinary share as denved from the London Stock
Exchange Daily Gificial List for the five business days smmediatcly preseding the day
on which the ordinary share s contracted to be purchased, and

d} unless previously revoked or vaned the authonty conferred
by this resolution shall expire un the carlier of the date falling fiteen months from the
passing of this resolution and the date of the next annual guneral meetag of the
Company save that the Company may, before such expry, make a contract or con-
tracts to purchase Ordinary Shares wholly or partly altcr such cxpiry as if the power
conferred by this resolution had not expired

10 That the Company may sund or supply any document or intormation
which requires ors authansed to be sent or supplicd 1o a shircholder or any other
poerson by the Company under a provision of the Companies Acts (as defined 1n sec-
tien 2 of the Companies Act 2006) or pursuant lo the Articles of Association of the
Company or to any other rules or regulations to which the Company may be subject
by electromic means (15 defincd in section 1168 of the Companies Acts) including by
making it available on a website and the prowsstons of schedule 5 to the Companies
Act 2006 shall apply, whether or not any document or information s requared or
authonsed to be seat by the Companies Act 2006 and this resolution shall supersede
any provision i the Comp iy s Arhicles of Assocation to the extent that it s incon
sistunt with this resolution

Regstired office
Woest Terrace
Esh Winring
Durham

DH7 9PT

By order of the Board

Stephen MacQuarne
Company Sccretary

3 Suptember 2007

Notes

1 Anv mermbe r ¢ nhitled to atte nd and vote at the above meeting 1s entitled to appoint
one or nwee proxies to attund and vote on a poll instcad of the membur A praxy need not be a
member of the Company

4 Aninstrument af provy s enclosed  To be valid an instrument of proxy must be
complied signud and deposited at or sunt to Iby hand or by postt Capita Registrars Proxy
Diepartment PO Box 25 Bickenham Kent BR3 4TU not less (han 4B hours before the ime
fixed tar the meeting (together where rolevant with a notanally ceriiiicd capy of any power of
atterney ar other uthonty under which s signedl Complotion of 3n nstrument of proxy
dous not preclude a member frony attonding the meeting and voling thercat

3 Pursuant to regulation 41 af the Uncertficated Sccurties Regulations 2001 the
Company specifies that only those persans entered on the register of members at & 00pm on 1
October 2007 (being not muse than 48 hours before the time fixed Tor the mecting) wall be eatutled
1o attend and vote &t the meetng i respect of the numbers of shares registered m ther names at
that bme  Changes after that time and date shall be disregarded in deterrining the nghts of any
persan 1o attend and vote

4 Copies of contracts of service of the directors with the Company and the register of
directors interests will be available Jor inspection at the place of the meeting for at least 15 min
utes prior to and during the meeting
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