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- HARGREAVES SERVICES AT A GLANCE

Established in 1994, Hargreaves Services is one of the most rapidly
expanding minerals and support services groups in the UK.
Hargreaves provides unrivalled performance in sourcing, producing,
processing, handling and transporting carbon based and other bulk
materials throughout the UK and within Europe. Hargreaves has

an enviable reputation in providing technical and project support
services within the energy and waste industries.

The Hargreaves Group has four complementary divisions:

- Production - Energy & +« Transport - Industrial
Division Commodities  Division Services
Division Division
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HIGHLIGHTS

2008 2007 Change
Revenue £404.9m £240.1m +69%
Operating Profit : £22.1m £9.9m +123%
Underlying Operating Profit ' £23.6m £10.8m +118%
Profit Before Tax £17.9m £9.6m +869%
Underlying Profit Before Tax ? £19.0m £10.2m +86%
Diluted EPS 45.7p 26.2p +75%
Underlying Diluted EPS ? 51.1p 28.8p +77%
Proposed Full Year Dividend (per share) 10.3p 9.0p +14%

' Underlying Operating Profit is stated excluding the amortisation of acquired intangibles and release of negative goodwill and including
share of profit in joint ventures and associates as shown in the table on page 7.
? Underlying Profit Before Tax and EPS are stated excluding the amortisation of acquired intangibles and release of negative goodwill.

Revenue Underlying Underlying Diluted Dividend
(£m) QOperating Profit (£m) EPS (pence) Per Share (pence)

e Record results ahead of expectations

« Strong organic growth and operating margin progression across all divisions

» Positive cash generation in secand half reduced net debt by £10.7m to £46.2m

» Recoverable coal reserves substantially increased, extending the potential life of Maltby
Colliery by up to eight years to 2025

» Well-positioned to progressively benefit from increases in world coal and coke prices
over the next three years

= Strong order book and forward revenue visibility. Good prospects for further organic
growth in all divisions

» Three acquisitions were compieted in the year to complement and broaden the Group's
product and service offering

« All acquisitions have now been integrated into the Group and are performing well
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UNDERSTANDING OUR BUSINESS

The Group has developed an integrated product and service offering centred around bulk
materials. The Graup’s activities are focused primarily in the energy, waste and minerals sectors.
.i-i=s include sourcing, production, processing, handlin®  rc e .00,
"2 tinciass” products and services in each of its operatinz ~iwi o os

The Group is organised into four divisions:

Production Division

Hargreaves Production assets
include the last remaining coking
coal mine and independent coke
works in the UK

Key Activities

« Production of power station coal and high quality coking
coal at the Maltby Colliery

- Production of over 200,000 onnes of metallurgical high
quality coke for supply to UK and specialist alloy producers
in the Scandinavian markets

- Production of rubber crumb and associated by-products
from used tyres

- Production of 70MW of electricity from the Monckton coke
works and 6.3MW from ihe Maltby methane gas engines

- Rectaiming 1.5m tonnes of surface coal fines

+ Recycling of 30000 tonnes of waste tyres at Monckton
Rubber Technologies into rubber crumb and wire

Energy & Commeodities Division

Hargreaves Energy & Commodities
operations specialise in the
provision of mineral and energy
commodities to a wide range of
industrial and wholesale customers

Key Activities

- Sourcing and port handling of circa 3.5m tonnes of coal on
contract of for onward sale to UK power stations through the
Groups key port facilities at Immingham and Newport

+ Sourcing and impoeriaiion of circa £100m of coke and
refractory minerals in Europe from international markets
including China, Asia and Columbia

+ The largest ash agency and disposal operation in the UK
through Hargreaves Coal Combustion Products (HCCP)
joint venture

+ Specialist contaminated soil transport and disposal
brokerage business

- Largest distributor of coal 1o the UK industrial and domestic
wholesale market through CoaldEnergy joint ventuse with
UK Coal pic

» Emerging and rapidly growing supplier of biomass fuels into
the UK power generation sector through RocFuel joint veniure

Revenue Underlying operating profit

17% 41%

of Growp as 3 whaole of Group as a whale

£68.5m £9.7m

Revenue Underlying operating profit
of Group 25 a whale of Group as a whole

£229.3m £7.9m
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Hargreaves can leverage its assets and competencies to provide high quality integrated solutions
to major blue-chip customers. This integration allows customers to drive additional benefits
and efficiencies and differentiates Hargreaves from its competitors. - 2-c -~z 7¢ flexibility and
>r - :on zllows the Group to develop strong and synergist’ -o.20'a 2z it s olue-chip client
=. v Group is committed to reduction of risk. Althoug.a' e, ureet rete coal, coke and
-z iriazrals and commodities, the Group sets out to minim: ~ ce 1mocity nrica risk, wherever

.1~y using fixed price contracts, hedging instruments - o7 . ¢ har < 20y and sell agreements.
Transport Division Industrial Services Division
Hargreaves Transport has grown Hargreaves Industrial Services
to become the largest specialist provides quality assured contract
bulk transport provider in the UK management services to the

power generation, utilities,
chemical and minerals industries

Key Activities Key Activities
- Largest UK specialist road haulier of bulk materials including + Deployment of over 800 personnel and specialist
coal, aggregates, grain, soil and ash equipment at 18 power station, port, rail and chemical

sites providing material services and technical support

- Specialist bulk liquid wansport operation
around materials handling

- Specialist waste transport fleet
) . « Bulk material warehousing services at Immingham
- Largest operational inland canal barge fleet for haulage

of bulk materials - Engineering support and specialist fabrication services

relating to bulk material handling systerns

Revenue Underlying operating profit Revenue Underlying operating profit
16%  13% 10%  11%
£64.6m £3.4m £42.5m £2.6m
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CHAIRMAN'’S STATEMENT

“Hargreaves is well
positioned in the
relatively resilient
energy, waste and
mineral sectors,
dealing primarily
with large blue-chip
customers.’

Resuits

tam pleased to report that the Group
has completed a very successful year and
delivered another set of record results with
revenue, profit and margins improving

in all divisions, Revenue for the year

was £404.9m, an increase of 69% on the
prior year. Underlying profit before tax
for the year increased 86% from £10.2m
to £19.0m. Profit before tax for the year
increased by 86% fror £5.6m o £17.9m.

In addition to exceeding a chailenging
set of operational and financial targets
the Group has also compteted three
acquisitions in the period - Imperial
Tankers in September 2007, AJS Contracis
in March 2008 and Maxibrite (through
Coal4Energy) in April 2008.

We are reporting our full year audited
results for the first time under International
Financial Reporting Standards as adopted
by the EU (Adopted IFRS).
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Potential Mine Life Extension

The Group purchased Maliby Colliery,
the last coking coal minein the UK,

in February 2007 with a view to securing
supply of coking coal for its Monckion
coke works, When the colliery was
purchased from UK Coal plc the
estimated mine life extended 10 2015.

In light of the current coal prices, the Board
commissioned a technical and feasibility
study to identify opperiunities 10 extend
the life of the mine. This has confirmed
that changes to the current mining plans
could provide access to additional reserves
that would allow the mine life to be
extended as far as 2025.These changes
would involve a further acceleration of face
development and preparation {drivage)
rates to maximise the coal reserves
accessible in the current Parkgate seam,
combined with a plan to access specific
areas of the Thorncliffe seam which is

25 metres below the Parkgate seam.

On the basis of being able 10 achieve

& satisfactory price level, these changes
could allow the Group to maintain current
production tevels until 2025. A detatled
business plan is now being developed

o support the investment in headcount
and equipment,




Dividend

The Board is recommending a final
dividend of 7.0p per share bringing the
dvidend for the year 10 10.3p per share.
The final dividend is proposed to be paid
on 12 Movember 2008 to all shareholders
on the register at the close of business
on 26 September 2008.

Staff

The Group now employs over 2,200
people and is proud of its committed
and hard working staff, We have launched
our third Save as You Earn Scheme and
now have 571 staff members engaged
with at least one scheme. The Group
remains commitied to Health and Safety
and significant effort has been devoted
te developing safely systems across

the Group.

Board Changes

As previously reported, Peter Dillon
retired as Finance Director on

31 December 2007 and was replaced

by tain Cockburn, The Board would again
like 1¢ thank Peter for his loyal service and
acknowledge the significant contribution
that Peter has made to the development
of the Group and its flotation on the
London Stock Exchange.

QOutlook

Hargreaves is well positioned in the
relatively resilient energy, waste and
mineral seciors, dealing primarily with
{arge blue-chip customers. The Group
continues o benefit from a strong
forward arder book providing future
earnings visibility and expects, over the
next three years, 1o benefit significantly
from the subsiantial increases in coal and
coke prices experienced over the last

12 menths. The Board views the current
year with confidence and expecis to build
on the track record of strong growth that
has been established since flotation.

Tim Ross
Chairman
15 September 2008

Production Division Facts

+ Maltby Colliery opened in 1907,

It is one of only six deep mines left
in England.

+ The mine generates 60% of its

power consumption from methane
extracted from the mine.

- Malthy occupies a site of 500 acres

and employs over 500 staff and
contraciors.

» Maltby is the last coking coal mine

left in the UK and produces both
high quality coking coal and power
station coal.

The coking coal produced at the mine
is sold to Monckton coke works which
was founded in 1879 and is the last

independent coke producer in the UK.

+ Monckion operates continuously,

24 hours a day, 365 days a year.

- The low phosphorous qualities of

the Maltby coal produce a coke
which commands a premium price
with specialist alloy producers -
approximately half the output is
exported to such producers

in Scandinavia.

- Monckton Rubber Technologies

produces a high quality rubber
crumb that is used for sports
and equestrian surfaces and
carpet backing.

Hargreaves Services plc Annual Report and Accounts 2008
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GROUP BUSINESS REVIEW

“This has been a
pivotal and high
growth year for
Hargreaves. This
growth reflects solid
organic progress
in all divisions as
well as the recent
acquisitions of
Maltby Colliery and
Imperial Tankers.”

Overview

This has been a pivotal and high growth
year for Hargreaves. This growth reflects
solid organic progress in all divisions as
well as the recent acquisitions of Maltby
Colliery and Imperial Tankers. We have
been particularly pleased with the success
achieved by our German team.

Segmentation

The Group has reviewed its cperations and
will be making a change to the way the
business will be reported and segmented
to follow the way in which the business is
being organised and managed.

We have settled on a structure of

four divisions:

+ Production Division - comprises Maltby
Colliery and the Monckton Coke and Tyre
Shredding operations that were previously
reported separately under the Maltby and
Monckton segments.

Energy & Commodities Division -
previously the Minerals Division.

+ Transport Division - no change and will
continue to comprise the bulk material,
bulk liquid and waste transport operations.

+ Industrial Services Division — no change
and will continue to comprise our material
handling and site service operations, the
bulk material warehousing operation and
the newly acquired AJS Contracts.

We have changed the name of the
former Minerals segment to reflect an
increasing focus on a breader offering
of mineral commadities and on the
energy sector. This reflects a growing
demand for renewable fuels and energy
sources and the anticipation of a greater
role 1o be played by our RocFuel and
RocPower operations.
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Although we are reperting a combined
Production Division, for vansition
purposes, we have reporied both the
Manckton and Maliby unit numbers

in addition to those of the averall
Production Division,

Macro-Economic Environment

Our exposure 1o the mineral, waste and
energy sectars provides the Groug with
a degree of rasilience 1o econoric and
other cyclical factors.

Coal prices have increased during the year.
The benchmark API2 coal price increased
from $72 per tonne at the siart of the

year to close the year at $158 per tonne.

At the daie of this report the index stood at
approximately $180 per tonne. importantly
for the Group, international coke prices
have increased even more significantly
than c¢oal prices. This has been driven by

a combination of increased raw material
{coal) cost, increased Chinese export taxes
and limited availability of supply driven by
the surging domestic demand for coke in
China, India and other developing nations.

Whilst commaodity price rises bode well
for the longer term performance of the
Praduction Division, the majority of coal
and coke produced by the Group is sold
under long term contract. The Group is
however very well positioned 1o benefit
from increases in the world coke prices as
its coke contracts are renewed over the
nexi two years.

Hargreaves bulk material rzansport
operations have limited exposure to

the aggregates and construction sector.
The Group’s scale and diversified cusiomer
base combined with a backbone of group
conirolled transport flows is a resifient
transport formula. The siraiegy of
combining sub-contract vehicles

with own{leet increases its flexibility.




The exposure of Hargreaves' transport

and mineral handling operations to fuel
price increases is mitigated through the
use, wherever possible, of index linked
contracts. The Gioup aims to have
menthly indexation provisions within these
contracts to cater for volatility in fuel prices.
The Imperial Tankers operation, acquired
during the year, had traditionally operated
on quarterly indexing. The majority of its
contracts have now been converted to
monthly indexation to minimise exposure
to fuel price movements.

Financial Results

Hargreaves has continued to show strong
trading performance and strong growth.
Revenues for the full year increased by
693 from £240.1m to £404.9m. Underlying
aperating profit ingreased by 118% from
£10.8m 1o £23.6m. Operating profit
increased from £9.9m to £22.1m. Group
operating margin increased from 4.3%

10 5.5%.

Recanciliation of operating profit to underlying operating profit, by segment, is as ollows:

The principal drivers of the crganic growth

were ihe impact of increased commodity
prices on the minerals trading operations
and strong volume growth in the German
minerals operation. Due (o the fong

term contracts covering the buik of the
outputs, revenues from Maltby did not
beneft significantly from the increased
commodity prices in the year to

31 May 2008. Aithough Monckton
revenues benefited from increased prices,
the hedges that were in place to protect

the margin on specific contracis mitigated

much of the margin benefit. As discussed

below, we would expect Manckton 10 start
10 benefit from the increased prices during
the second half of the current financial year.

Energy & Commodities Division Facts

Energy &
Production Commodities  Transport Industrial Total
2008 2008 2008 2008 2008
£000 £000 £000 £00Q £0QD
Segment operating profit 9665 7,599 3,219 1,644 22127

Intangible amortisation and
release of negative goodwill
Shate of profitin

- (17} 209 972 1164

- joint ventures - 213 - - 213

- associates - 49 - - 49

Underlying operating profit 9,665 7,844 3,428 2,616 23,553

Energy &

Production Commodities  Transport Industrial Total

2007 2007 2007 2007 2007

£000 £000 £000 000 €000

Segment operating profit 3,994 3402 2,100 395 9,89
Intangible amortisation and

release of negarive goodwill - (84) - 685 601

Share of profitin
- joint ventures - 215 55 - 270
~ associaltes - 56 - - 56

Underlying operating profit

3,994 3,589 2,155 1,080

10,818
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+ Blue chip customers include British
Energy, Drax, Scottish and Southern
Energy, Eon, Alcan and Welsh Power.

« Our German operation is one of the
largest independent importers of
coke and refractory materials into
Europe, with products being sourced
from China and Columbia.

+ The bulk of our imported coal
into the UK comes from Russia,
Columbia, USA, South Africa,
Norway and Poland.

» Coal4Energy, the division’s 50/50 joint
venture with UK Coal, has become
a key supplier of sized coal to the
industrial and domestic markets.

« Maxibrite is one of the last three
producers of smokeless fuel
briguettes in the UK and produces
more than 60,000 tonnes of product
for UK and Europe.

« Power stations produce ash,

representing approximately 10%
of coal burned in the power station.
Cur ash business helped dispose of
aver L.4m tonnes of ash this year,

- RocFuel sources solid and liquid
biomass for marketing to power
planis and industrial combustion
installations, enabling customers
to meet their renewable obligations
and carbon abatement strategies.

+ Our new RocPower venture provides

integrated and packaged solutions
for off-grid micro-generation using
renewable fuel sourced by RocFuel.




GROUP BUSINESS REVIEW (CONTINUED)

Review of Operating
Performanceby
Strategic Business Unit

Praduction Division

Production Division gross revenues
increased from £39.6m to £84.3m due
mainly to the acquisition of Maltby Colliery
n February 2007. Operating profit for the
division increased by £57m 10 £9.7m;
agatn this reflects a first full year

of contribution from Maitby Colliery.

Production Division - Maltby

Qver the year the mine performed
largely in line with financial expectations.
Production at just over 1m tonnes was
lower than projected, although the
combination of a tight control on costs
and a greater propertion of higher value
coking coal in the product mix helped

1o maintain the forecast profitability.

The revenue for the rmine was £47.8m
compared to £12.1m in the three months
ended 31 May 2007, Operating profit

for the mine in the last year was £63m
compared to £1.2m in the three months
10 31 May 2007.

As reported in the Interim Statement,
Maltby had a challenging first half due

o reliability issues with the face equipment
acquired with the mine as it worked the
T9's long wall to completion. The face
change from T9 10 T22 in January 2008
ook place without incident reflecting the
expertise and commitment of the team.
tn the second half the mine performed
strongly and recovered some of the
prociuction shortfall from the fiest half.

+69%

Increased revenue for the period

+123%

Increased operating profit

All Power Station Fuel {PSF?} produced

at Maltby continues to be supplied to

Drax under the supply agreement signed
when the mine was acquired. Drax has
exercised its option to extend the contract
by a further year. The Group is continuing
discussions with Drax to agree the phasing
of this tennage. Monckton continues to
purchase the coking coal that is produced”
at Maltby. The mined coal fines which
cannot be used as coking coal or PSF and
the fines which are recovered from the
surface ponds at Maltby continue to be
sold to a variety of customers, A number
of new contracts for ccal fines have been
signed in the year. The Group estimates
that 1.5m tonnes of surface coal fines

can be recovered from the site and efforts
will continue 1o maximise recovery and
sale effort.

In line with the plans set out at the
acquisition of the mine, a new set of

face equipment has been ordered and
delivered and is being installed on the
new T11 face which is due to commence
production at the end of this calendar
year. Given the experience on the recent
T9 production face and the intention to
extend the length of faces to maximise
accessible reserves, the Group has
significantly upgraded the specification
of this equipment. Although this will saise
the forecast capital cost for the new face
equipment from around £7m to £10m,
the Group is caonfident that the increased
costs will be justified by greater future
preduction reliability and longer mine life.

The mine has continued to yield significant
quantities of methane gas which is
recavered and combusted on site to
produce etectriciky. The mine has ordered
a sixth gas engine which should produce
2n additional 1.4MW with a current import
value of approximately £0.7m annually.
This should be running by March 2009,

When the mine was purchased, the
expected mine life was eight years
through 10 2015. In the Interim Statement
we announced that we had accelerated
development drivage and were confident
that mine life would be extended to 2017.
We also stated that we would undertake
feasibility studies on further extension.
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These feasibility studies have now been
completed and reviewed by the Board
and external consultants. The Board has
concluded that it is technically feasible to
access additional reserves of coking coal
both on the current Parkgate seam and
the Thorncliffe seam which runs 25 metres
below the Parkgatie.

Plans 1o access the additional reserves
will rely on investrment in additional
development drivage equipment, high
specification coal face equipmant and
additional resources. We are currently
developing the detailed business plans
to facilitate the extension.

Production Division - Monckton

Gross revenues for Monckton increasad
from £27 4m to £36.5m, an increase of
£9.1m. A significant propertion of the
revenue improvement related to contracts
for which hedges wete in place to protect
the margin and as a result the revenue
improvement was offset by an equally and
opposite increase on cost. Operating profit
increased from £2.8m to £3.3m, an ingrease
of £0.5m or 17%.

The Monckion coke operation performed
well this year, particularly in the latter half
of the year as higher prices have started
1o filter through on sales of electricity,
by-products znd a small amount of
un-contracted coke tonnage. World coke
prices continue 1o rise and indeed over
the last 12 months have risen considerably
more than coal prices. Just over half of
the output from Monckion is sold on
annual fixed price contracts. The balance
is soid on a five year contract, expiring
June 2010, where the price has been fixed
through the use of hedging instruments
{a provision for the fair value of which

is included on the balance sheet under
Adopted IFRS). When these contracts are
renewed the Group should be able to
access world coke prices which are up 1
£100 per tonne above the current prices.

Monckton has also benefited from
improved electricity and by-product
pricing which should benefit performance
significantly in the coming year.




“The Group’s bulk material transport fleet
is the largest in the UK

The Group continues to progress the
project 1o re-commission nine ovens
which have not been operated for some
20 years. This project will increase the
capacity of Monckion by approximaiely
20% and will allow Monckton to fulfil

a greater portion of its customer
requirements directly. The project is
estimated to cost around £10m and

will be subject 10 environmental and
planning consents. This is anticipated

to take upwards of one year. Monckton's
tyre shredding operation has had a
challenging first full year. As reported in
the Interim Staiement, good progress has
been made with the sourcing of tyres and
the efficiency of the plant’s operations.

A new coniract was agreed with Goodyear
that will give the plant access to truck tyres
from September 2008. The losses at
Monckion Rubber Technologies {MRT')
of £0.95m have offset the benefit from
the increased and un-hedged coke prices
and has resulted in the overall cperating
margin drepping from 10.3% to 9.1%.
The management team at MRAT are
testing new equipment to clean rubber
contamination from the wasie wire to
access significantly higher scrap

metal prices for this waste product.

The Group believes that, together with
the improvements that have taken

place 10 date, this would bring the plant
into profitability,

Energy & Commadities Division

The Energy & Commodities Division had

a very strang year. Gross revenues increased
by 66% from £140.5m to £233.3m, driven
largely by increases in commodity prices
and a strong growth involume through the
German minerals business.

Underlying operating profit for the division
increased by 119% from £3.6m to £7.8m.
Cperating profit for the division increased
from £3.4m to £7.6m. Underlying operating
margin improved from 2.6% to 3.4%.

This improvement primarily reflecis
success in finding additional sales
opportunities for the coal fines recovered
2t Maltby together with sirong margin
performance from the German business.

In its first full year of business the German
minerals business has generated revenues
of £111.7m.The tearn is based in Duisburg
and has grown o 12 staff,

The UK minerals business continues to tade
strongly. Following the year end the division
entered into a joint ventwe at Immingham
docks 10 consolidate its pori storage and
handling operations with those of Oxbow
Coal Limited (Oxbow), 2 subsidiary of
Oxbow Inc, the feading US minerals trading
group. This joint venture should aliow hoth
Hargreaves and Oxbow to extract synergies
from the combination of resources and skills
and from the resulting cost synergies and
efficiencies offered by the increased scale

of operaiion. Although revenues from the
UK operations increased, the volume of coal
sold through the UK minerals operztion in
the year was 350,000 tonnes less than the
prior year due to strategic stocking of coal
by a customer in the prios year.

The Hargreaves Building Products group
that comprises the ash disposal businesses
{Hargreaves Building Producis Limited and
Hargreaves Coal Combustion Products
Limited) and Lytag distribution business
(Lytag Limited) performed satisfactorily
over the year, although profits were lower
than the prior year due o expenses
incurred in evaluating the potential to
build Lytag production facilities.

We have decided against making ihe
substantial invesiments necessary in Lytag
production facilities at this time. The Group
will instead focus on ash disposal. As a
result of this decision, following the year
end, the Board concluded a recrganisation
of its interesis in its building products
group. We have effectively disposed of

our 50% interest in the Lytag business in
return for the purchase of an additicnal
25%% of the ash business operation of
Hargreaves Building Producis Limited and
the cancellation of cutstanding deferred
consideration from the acquisition of

the additional 259 shareholdings in
Hargreaves Building Products Limited

and Lytag Limited that took place in
October 2007. The reorganisation had

no material cash effect for the Group.

Transport Division Facts

- Following the acquisition of Imperial
Tankers, we are now one of the top
five road tanker operators in the UK,
with 200 tankers operating from
seven strategically located depots.

« Asignificant portion of the
tanker fleet’s work is under long
term contracts, all of which are fuel
price indexed.

+ Our bulk material transport fleet is
the largest in the UK with 170 owned
vehicles and the same again in
sub-contract vehicles.

+ The bulk materials fleet moved
maore than 9m tonnes of materials
this year — more than 360,000 truck
movements.

- The transport fleet moves ash for
the Energy & Commaodities Division,
coal and coke for the Production
Division and weorks closely with the
Industrial Services Division on power
station sites.

Hargreaves Services ple Annual Report and Accounts 2008




GROUP BUSINESS REVIEW (CONTINUED)

CoalaEnergy has traded very strongly
ihroughout the year and on 2 May 2008,
acquitred Maxibrite Limited with a view

1o adding Maxibrite’s products to the
CoalaEnergy portfolic and driving synergy
gains from the customer base and

sales teams. Our RocFuel joint venture
signed is first material supply contracts.
In addition to creating the first revenue
and margin opportunities for the business,
this activity has also generated business
for the Transport Division.

Transport Division

Transport Division gross revenues have
increased by £19.2m from £56.4m in the
prior yeat to £75.6m. Underlying operating
profit increased by 59% from £2.2m to
£3.4m. Operating profit increased from
£2.1m 1o £3.2m. Underlying operating
margin improved from 3.8% 1o 4.5%.

The main driver for the increases in
revenue and profitability was the
acquisition of Imperial Tankars on

28 Sepiember 2007. The increase in
specialist bulk tanker revenues in the

mix of the division’s revenues was

the key driver of the improvement in
operating margin. The tanker operations
continue (o trade well, The integration of
Imperial with the Hargreaves Bulk Liquid
Transport business is now well advanced
and the Group should benefit frem the
resulting cost savings and synergies in
the upcoming year. The combined tanker
operaiion will be operating under the
Imperial Tankers banner,

Our bulk tanker operations continue

1o specialise in the ransporiation of
hazardous chemicals, pressurised gases,
petroteum products and controlled liguid
waste. These sectors continue {0 generate
strong volumes and a significant portion
of this work is undertaken under long
term contracts. Many of the contracts that
were acquired with the lmpetial business
had been operated under quarterly

fuel indexing. Whilst quarterly indexing
protected longer term margins, there

has been a consisient fag effect over the
period resulting in approximately £0.3m
of addiiional fuet expense, Al major
comracts have now been renegotiated
onto a menthly indexing basis.

The Waste transport operation had a
challenging firsi half due to changes

in the patterns of waste flows on both

the Barnsley and Cheshire contracts.

Both these contracts have now concluded.
A compensation claim for Barnsley in

the region of £0.25m has been awarded.
Compensation discussions for the Cheshire
contract are ongoing. No provision has been
made for any recoveries at this stage. On the
positive side, the waste transport business
hias won a five year contract in Lincoln and
continues to operate its other contracts,

The Group appointed a new general
manager for the Waste transport business in
May 2008 and will be locking for additional
opporiunities 1o expand the business.

The bulk matesials operation performed
well during the year, particularly given

the challenging trading conditions and
the margin pressure at the aggregate
operations at Tarmac and Darrington
Quarries. Activity levels in the coal and
biomass markets remain buoyant.

The bulk materials fleet continues to
benefit from the strong pull-through

in the Group's material movements.

The existence of a large sub-contract
elernent has allowed the Group a greater
degree of operational flexibility than many
of the Group’s smaller competitors. White
the current environment does not present
much opportunity for organic growth in
the coming year, we are confident that the
business unit is well placed to weather

the challenges in the sector.

Industrial Services Division

The Industirial Services business had a
solid year. Gross revenues increased from
£26.8m to £47.3m reflecting the first full
year of Norec results. Underlying operating
profit for the division increased from
£1.1mto £2.6m, an increase of 142% while
undeslying operating margin improved
frarn 4.09 to 5.6%. Operating profit
increased from £0.4m to £1.6m.

The business made steady progress and

has won a number of new contracts with
new and existing customners during the year,
New contracts include both the renewal of
existing activities and extension to include
ather site services for British Energy ai
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Eggborough. Success at Eggborough has
also ted to an extension of the contract

10 cover other site services. Contracts 1o
support the FGD plants at Ferrybridge and
Rugeley have been won, togeéther with a
contract to operate a coaf cleaning plant for
UK Coal at Thoresby Colliery,

The bulk warehousing operation ai
Killinghalme (acquired from Simans
Distribution in April 2007) has continued

to perfarm strongly, exceeding expectations,
and has been fully integrated into ihe
Industrial Services Division.

The acquisition of AJS Contracts Limited
on 3 April 2008 expands the division's
service offerings and customer base.
The integration of AJS is progressing
well and a new general manager has
recently been engaged to oversee the
development of the business. in addition
1o tendering for work at Monckton and’
Maltby, AJSis already working on a
nurnber of new tenders in respect of
both new and exisiing customers.

Financial Review

Revenue

Group revenue for the year was £404.9m
compared io £240.1m for the previous
year, an increase of 69%. The key drivers
of organic growth came from the
Energy & Commoeodities Division both
inthe UK and Germany.

Operating Profit and Margins
Operating profits increased in each of
the divisions of the Group with the most
significant organic increase coming in
Energy & Commeadities from the rapid
growth of the German operation.

The addition of a full year of activity from
Maltby Colliery contributed an additional
£5.1m of cperating profit compared to
the prior year. The increase of Maltby
profits in the revenue mix and the
improved margins from the UK mineral
operations were the major drivers of
improvemnent in averall Group underlying
operating margin from 4.3% 1o 5.5%.




“We are entering the current year in a strong
position and remain focused on pursuing
further organic and acquisitive growth.”

fnterest

The net interest charge for the Group
was £4.5m compared 1o £0.6m for the
previous year. The increase in interest
reflects the higher average debt levels
fallowing recent acquisitions and

the higher Group working capital
requirements. The prior year charge is
stated after offsetting credits amounting
to £1.1m relating to fair value gains on
interest and foreign exchange swaps.

Profit Before Tax

Underlying profit before tax increased from
£10.2m10 £19.0m, Reported profit before
tax increased from £9.6rm to £17.9m.

Taxation

The tax charge in the year was £5.2m
compared 1o £3.1m in the previous year.
The effective Lax rate fell slightlty from
32.6% in the prior year to 29.0% due

to reductions in the UK and German
corporate tax rates.

Earnings Per Share

Basic earnings per share for the year were
46.7p (2007 26.3p) and diluted earnings
per share were 45.7p (2007 26.2p).
Underlying diluted earnings per share,
afler adding back amortisation of acquired
intangibles, increased by 77% 10 51.1p.
Earnings per share arose entirely from
continuing operations.

Dividend

The Board has recommended a fnal
dividend of 7.0p {2007 6.0p) bringing
the proposed dividend for the full year
10 10.3p, an increase of 14.4% in the
total dividend for the year, The praposed
dividend is covered 4.5 times by
underlying earnings (2007 2.9 times).

Balance Sheet Review

Net Assets

Net assets increased from £41.0m at

31 May 2007 10 £48.1m at 31 May 2008,
Stripping out the provision for the fair
value of Ainancial instruments that we use
to hedge coal and coke contracts, the
underlying net assets increased by £17.2m
in the year from £4i.1m to £58.3m.

Net tangible fixed assets increased by
£3.1m from £63.2m 1o £66.3m. Warking
capital increased £16.2m over the year

as a result of the investment in coal

face drivage and preparation at Maltby,
increased trading activity in Germany, the
addition of the imperial Tankers business
and the general impaci of increased
commedity prices.

Net stocks increased by £85m from
£35.0m to £43.5m, of which £28.2m related
to highly liquid coal and mineral stocks.
Work in progress at the Maltby mine
amounted to £8.2m. Over the nexi two
years this is expecied to increase by
approximately £6.0m as drivage rates

are pushed to 100 metres per week to
support the mine life extension.

Trade debtors increased by £9.1m from
£31.1m 1o £40.2m. Trade debior days
continued 1o improve and were 36.7 days
at the end of the year, down from 39.7 days
at the end of the prior year. Trade creditors
increased by only £2.0m from £22,5m

to £24.5m reflecting the tighter trade
terms on the increasing mix of imports
from China.

During the year we also swilched some
extended trade credit to more cost-effective
import facilities offered by banks. Working
capital is core to our business and we
remain focused on managing it effectively
and efficiently.

Net Debt

Group net debt, comprising cash and cash
equivalents, bank overdraft, other interest
bearing loans and borrowings was £46.2m,
an increase of £7.8m from the £38.4m
reported at 31 May 2007 and a reduction
of £10.7rm from the £56.9m reported at the
half year, The gearing ratio of the Group

at 31 May 2008 (expressed as net debt
divided by net eguity} was 96% compared
0 1339 at the half year and 949 at

31 May 2007. The acquisitions of Imperial
Tankers and AJS in the vear added £13.0m
of net debt 10 the Group balance sheet.

Industrial Services Division Facts

+ The Industrial Services division
employs in excess of 800 staff,
operating 30 service related contracts
in 18 different locations,

+ Its blue chip customer base includes
Scottish Power, Eon, British Energy,
Scottish and Southern Energy
and EDF.

Key material handling operations

are responsible for handling in excess
of 32m tonnes of coal and over

2m tonnes of ash.

« The Killingholme bulk material
warehousing operation handles over
275,000 tonnes of material each year
and stores up to 75,000 tonnes at any
pointin time,

« Health and Safety is key in this sector
—the division prides itself in having
secured Five Star Certification from
the BSC for its Health and Safety
Management Systems, at eight
key sites and having won three
prestigious Swords of Honour this
year alone,

- The acquisition of AJS Contracts adds
engineering fabrication services to
the divisian's portfolio of services.
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GROUP BUSINESS REVIEW (CONTINUED)

Cash Flow

Cash flow generaied irom ope:ating
activities {before interest and income

tax paid) was £23.6m in the year compared
to £8.4mvin the previous year, The strong
second half cash flow also benefited from
assets sales of £0.6m and the slippage

of approximately £1.5m of capital
expenditure into the first guarier of the
following year.

Cash flow generated from operations
inclucted an £11.3m outilow relating to

an increase in working capital reflecting
increased trading levels compared 1o the
prior year, both as a result of the volume
of rade and the impact of increased prices
of coal, coke and ather mineral prices on
alt elernents of working capital.

There will continue o be an element of
seascnality in our working capital levels
with a lendency to build coal stocks over
the first half and reducing stocks over the
secand half. This has been particularly
prevalent since we commenced buying
coal from Norway (Spitshergen) which

is shipped in large 70,000 tonne
consignments and needs 1o be purchased
before the ports become iced for the
wintar. We are planning 1o purchase an
additional two shipments this season
compared to the prior year.

In the six months to 30 November 2008
we will build a stock of product for
Monckion to fulfil an exceptionally large
export order in December. In keeping
with prior praciice, the Group will also be
building an extra safety stock of coking
coalin the last calendar quarter 10 protect
Monckion from any supply distuption
during the planned face change at the
mine at the end of the year.

Although these factors will combine

10 inCrease working capital and net
debtin the first half, these positions will
have unwound by the end of the next
financial year. The Board is comfortable
that we have the facilities in place to
fund these requirements.

Acquisitions resulted in net cash outflows
of £8.9m reflecting the cash acquisition
cost of iImperial Tankers and AJS.

Capital expenditure

Net capital expenditure for the year was
fa4m compared to £79m in the prior year.
The depreciation charge for the year was
£11.0mm (2007 £5.0m). The decrease over
the prior year reflects capital expenditure
immediately following the Maltby
acquisition in February 2007 and lower
than expected capital expenditure in the
second half of the year. A number of
scheduled fleet replacements were delayed
10 June and July of this year which resulted
in capital expenditure being approximately
£1.5m less than expected.

Following the year end the Group has
completed the scheduled acquisition of

a new set of face equipment for the
Maltby Colliery. Although this was
anticipated at the time of the acquisition,
the specification of the equipment has
been significantly increased to provide
greater operational reliability and to deal
with the much longer face runs that are
planned to support the mine life extension,
There will also be a consequent increase

in the total capital cost from around £7.0m
to £10.0m.

Liquidity and investments

The Group is financed by a mixture of cash
flows from operations, trade credit, short
term borrowings, longer term borrowings
and finance leases. Operating leases

are used on specific occasions but the
Group prefers to use finance leases for the
majority of its asset financing due to the
greater flexibility that is provided through
asset ownership.

Hargreaves funding policy ensures
continuity of finance at reasonable cost
based on a backbone of committed facilities.
Hargreaves also uses uncommitied and
short term facilities to manage week to wesk
liquidity and working capital requirements,

A new committed import loan facility was
set up following the year-end.

The Group continues 1o be able to borrow
at competitive rates and believes this to

be the most effeciive means of funding.
The Group has three five year term loans
arising from the acquisitions of Maonckion,
Maltby and Imperial Tankers. All three loans
are under a committed facility that
expiresin 2012.
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The Group completed a renewal of iis
three year committed lnvoice Discounting
facility in the second half and increased
the maximum drawdown from £18m

10 £21.5m. This facility effectively acts as
overdraft which is secured against the
Group’s trade debtor book.

The Group compileted a review of its
facilities and covenant levels during the
year and coniinues 10 operate comfortably
inside these covenant levels.

Treasury Policy

Treasury activities have the objective of
minimising both risk and finance costs and
are centralised in the Group's Head Office.
Group Treasury is responsible for the
management of liquidity, interest and foreign
exchange risks and operates within policies
and authority limits approved by the Board.
The use of Ainancial instruments, including
derivatives, is permitied when approved
by the Board and where the effect is to
minimise risk 1o the Group.

Coal, coke and minerals stocks that are
puschased for re-sale are predominantly
hedged by matching the currency of
purchase with the currency of sale. In the
majority of trades the Group will hedge the
commadity price exposure by matching
the purchase and sale against 2 specific
commodity index or fix price tevels.

The Group borrows in US Dollars, Euros and
Sterling. These borrowings are predominantly
at floating rates and where appropriate

the Group will use derivatives to generate
the desired effective cumrency and interest
rate exposure.

ltis Group policy 1o hedge material
exposure 10 cash iransactions in foreign
currencies when a commitment arises,
usually through the use of a foreign
exchange forward contract. The Group
does not hedge exposure on the translation
of profits of foreign subsidiaries.

Defined Benefit Pension Arrangements
The Group participates in two defined
benefit schemes in the UK which are
reflected on the Group balance sheet.
Both relate 1o Maltby Coliiery where

138 employees of Maltby Colliery are
memibers of one of two industry wide




“People are the Group’s most important
assets and are key to ensuring that our
quality systems operate effectively.”

schemes and continue 1o accrue benefits.
The schemes are closed to new members,
On the purchase of Malthy Colliery, each
participating employee was given the option
to transfer their past service benefits into
new Maltby Colliery sections of each scheme.
To date 104 people have transferred their
benefits to the new section, with 34 other
employees retaining the right to vransfer

at alater date. The Group s currently in
discussions with the trustees of each scheme
regarding their funding obligation of the
Maltby sections for each scherne. The deficit
on the balance sheet is calculated in
accordance withthe principles of IAS19

to be £50m as at 31 May 2008 in relation to
the above schemes. The Group also operates
anumber of money purchase amangements
and an unfunded concessionary fuel benefit
scheme. There is a liability on the balance
sheet of £0.3m (31 May 2007 £0.3) in relation
to this scheme.

Post Balance Sheet' Events

After the year end the Group completed a
rearganisation of its interests in the Building
Products Group joint venture, As part of
this reorganisation, Hargreaves effectively
disposed of its 50% share in Lytag Limited
in exchange for an additional 25% stake in
Hargreaves Building Products Limited and

a cancellation of the deferred consideration
relating to the October 2007 acquisition.

In August 2008, the Group entered into

a joint venture with Cxbow Coal Limited.
Under this joint venture the Group and
Oxbow combined their port handling
aperations intc a new special purpase
vehicle, Easigate Handling Services Limited,

Change in Accounting Policies

The Group is reporting its full year resuits
under IFRS for the first time. There have
been material changes in the accounting
policies applied under IERS during the year.

Going Concern

After making enquiries, the Directors

have farmed the opinion at the time of
approving the financial statements, that
there is a reasonable expectation that the
Group has adequate resources to continue
in operational existence for the foreseeable
future. For this reason the Directors continue
to adopt the going concern basis in
preparing the financial statemeris.

Statement on Risks
Relating to the
Group’s Business

This statementi is an integral part of the
Business Review.

Mining Risk

Deep mining is an inherently high risk
activity. Disruption of either a geclogical
or mechanical nature can adversely
affect production. Whilst we expect

and budget for a certain degree of
variability in production, major geological
or mechanical failures could resutt in
prolonged periods when no production
can take place. Whilst the geology of the
mine is very well understicod having been
worked for 100 years and these instances
are rare, the impact of a prolonged
period of production disruption could
have a material impact on the results

of the Group. The Group mitigates

this risk by investing in high quality
mining equipment, operating a rigorous
preventative maintenance plan, engaging
a highly skilled engineering team and
operating a carefully managed spare
parts strategy.

Markets and Commodity Prices

The Group produces and trades in coal,
coke and other mineral commoditigs, the
prices of which are subject to variations that
are both uncontrollable and unpredictable.
Further trading risks are created through
foreign currency exposures. The Group
mitigates these risks, wherever practical,
through the use of measures including
fixed price contracts, hedging instruments
and*back-to-back” purchase and sale
agreements. Altthough short term trading
risks are managed in this way, through

the ownership of the Maltby Colliery and
Monckton coke works, the Group does
have a longer term exposure 1o price
movernents, favourable or unfavourable,

in international coal and coke prices.

Commercial Relationships

The Group benefits from many long term
and parinership arrangements with key
customers and suppliers. Damage to

or loss of these relationships could be
detrimental to the Group results,

In addition, due to the nature of the
sectors in which the Group operates,

it does have a concentration of business
with a small number of large energy
companies, The Group believes that these
risks have been adequaiely mitigated
through the close working relationships
that it has developed over a long period
of ume with key clients and suppliers and
through careful monitoring of services
levels and price competitiveness.

Counterparty Risks

The Group does routinely enter term
contracts for the purchase or supply of
minerals. Although price risk is hedged
where appropriate on these transactions,
the Group is exposed to risk through

the potential failure of counterparties.
The Group mitigates this risk by carefully
assessing and then monitoring the
sirength of each key counterparty. This risk
and strength is judged against the scale
and duration of the specific contracton
a case by case basis.

Health & Safety

Cur working envircnments have numerous
and varied risks which we strive to mitigate
by providing systems, equipment, training
and supervision. Risk is evaluated by
internal and external resources so it s
continuously managed and mitigated.

Environmental

There is risk of ground and air
centamination at our production sites,

in particular at the Monckton Coke works.
We mitigate this risk by careful monitoring
of groundwater discharge. Our transport
fleet carries hazardous chemicals, which
could lead to contamination in the event
of a spillage. The Group mitigates this risk
through deploying properly maintained
equipment, utilising well trained personnel
and enforcing tight operational procedures,
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GROUP BUSINESS REVIEW (CONTINUED)

Human Resources and Operations
Peaple are the Group's most imporiant
assets and are key to ensuring that our
quality systems operate effectively.

We work hard at recruiting. training and
developing staff to mitigate the risk of
syslem or human error,

Energy Costs

The Group's energy usage is very high,
both througheut the transport and

plant fleets and at the Group's three
production facilities, An increase in energy
cost has been arisk that 1o date we have
oeen successful in mitigating by indexing
key ransport contracts against fuel price
nses and through our ability to generate
electncity at the Monckton Coke Works
and Maltby Colliery.

Future Strategy
and Outlook

Production

At Malthy we will continue to work
1owards securing the extension of the
mine life. The key short term challenge will
be to ook at investments that will take the
development drivage rates up t© £100m
per week. Over the coming 12 months,
we will also be looking at investments to
increase the amount of methane that can
be recovered from the mine with a view
to adding further methane gas engines.
The objective will be 1¢increase generation
10 a level where the mine is self sufficient

‘n electricity.

We will continue 1o recover the coal fines for
supply 1o the Energy & Cormmodities Division
and are actively looking at plans that will
allow us to increase annual production.

tn light of the current coke prices,
including contracts already signed that
came into effect on 1 January 2008, the
outlock for the coke operations over

the next three years is very positive.

Al Monckton the key strategic opportunity
will be the re-cormmissioning of the exira
ovens, a project that will be progressed

as quickly as possible.

We wili continue to review and

push progress at Monckton Rubber
Technologies. The outlook for the plant
will be greatly improved if the current
initiatives to add value 1o the waste wire
are successful. We would net envisage
investing in any further capacity.

Energy & Commodities Division

In the coming months we will seek 1o build
on the resources, relationships and product
flows that have been laid down in Europe
by our German team. This will include
reviewing the opportunities for acquiring
transport or port assets in the medium
ierm to start 1@ build an integrated model
simifar to the mode! we operate in the UK.
In the sherter term we are locking to add
power generation coal to the minerals that
we source and import into continental
Europe to accelerate organic growth.

In the UK, we will look to the new
immingham joint venture 1o provide
cost and efficiency benefits to our UK
minerals business. The new joint venture
will also provide additional capacity,
increase product volumes and drive
organic growth.

Having disposed of our shareholding in
Lytag we will be focussing our efforts on
developing our ash business by acquiring
strategic assets or locking at opportunities
to develop new relationships.

With our partner, UK Coal plc, we will also
look at further opporiunities to develop
the Coal4Energy business.

Transport Division

In the first half of the current year we hope
o have completed our search for a new
Managing Director to drive and manage
the strategy and operations for all the
Group’s ransport assets.

The outlook for the Transport Division
remains solid. We believe that we are well
placed to deal effectively with any further
increases in fuel costs. The strategy for

the next 12 months will be to work hard

in all three transport businesses to drive
further contract wins based on the assets,
resources and reputation that we currently
have at our disposal.
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We will continue 1o review opportunities
for boli-on acquisitions to add scale to all
ihree transport businesses, We will also
look for opportunities for partnerships or
joint ventures that will leverage greater
value from the significant mineral flows
that we currently move by rail.

Industrial Services Division

The outlook for the industriat Services
Division remains robust. The focus in the
short term will be on driving additional
organic growth, leveraging existing
relationships and the products and
services of AJS. We will continue to look
at smaft bolt on acquisitions that, like
AJS, offer the possibility of expanding or
improving the range of services provided
1o customers.

Having completed the integration

of the bulk warehousing cperation at
Killingholme, we wilt be locking at organic
opportunities in the coming year 1o

add scale to the operation and 1o Create
additicnal value from the property and
land that carme with the acquisition,

QOutlook Summary

Whilst na business is immune to cyclical
factors, our core markets remain robust
and relatively resilient to short term
economic faciors. The prospect of further
extending the mine life s exciting and we
will continue to evaluate this cpportunity
over the coming months. Provided prices
remain at the current levels there wili be
significant opportunity to access higher
coke prices as contracis unwind over the
next three years. As a result we are entering
the curreni year in a striong position

and remain focused on pursuing further
organic and acquisitive growth.

Gordon Banham
Group Chief Executive
15 September 2008

lain Cockburn
Group Finance Director
15 September 2008




BOARD OF DIRECTORS

4.

5.

The Board of Hargreaves Services pic at the end of the financial year comprises the following directors:

1. Tim Ross (aged 59)*

Non-Executive Chairman

Tim read faw at Oxford University and
qualified as a salicitor, working in the City
of London and as a company legal adviser,
before attending Londen Business Schoel
and moving into general management.
He has considerable experience of the
construciion, aggregates, wasie disposal
and opencast coal industries. He was a
main board director of George Wimpey
PLC frem 1991 to #996. He is currently
non-executive chairman of May Gurney
Integrated Services plc and Superglass
Holdings plc. He is also deputy chairman
of Connaughi plc and a non-executive
director of Ennstone plc and Lavendon
Group plc, Tim is the Senior Independent
Non-Executive Direcior.

2. Gordon Banham {(aged 44)

Group Chief Executive

Gordon was Managing Director of his
family firm, F Banham Limited, until 1994
when he negotiated its sale to Charrington
Fuels, Gordon being appointed as General
Manager of the combined businesses.

On the acquisition of Charringtons by

the CPL Group in 1995, Gordon was

made Distribution Director responsible
for the enlarged group’s coal distribution
activities. Gordon joined Hargreaves in
2001, subsequently being appointed

as Group Chief Executive. Gordon led

a management buyout in 2004 and
subsequent flotation on the London Stock
Exchange the following year. He has since
guided a series of major acquisitions.

3. lain Cockburn (aged 43)

Group Finance Director

lain is a Chartered Accouniant. Afier five
years with PricewaterhouseCoopers in the
UK and Luxembourg he held a number of
finance roles, in both the UK and USA, within
Courtaulds plc and GenRad Inc groups.

Prior to joining Hargreaves he was Finance
Director and subsequently CEQ and Finance
Director of Knawledge Support Systems plc
(K55). In October 2006, in additicn to

his executive role at KSS, he joined the
board of Tadpote Technelogy pic as a
non-executive, to assist with its sirategic
review. He has resigned all of his
appointrnents (o join Hargreaves.

4. Kevin Dougan MIQ {aged 53)

Group Contracts Director

Kevin spent the early part of his career
with British Coal, specialising in cpencast
codl mining, eventually beceming
Assistant Regional Engineer. In 1986,
Kevin joined Andrew Golightly Limited as
Contracis Director, subsequently joining
the Group in 1995 as a divisional director,
and was appointed to the Group Board
in April 2004.

5.Nigel Barraclough FCA {aged 43)*
Nen-Executive Director

Nigel is a Chartered Accountant. Nigel
is an investmeni manager with YFM
Group Limited, a venture capital fund
management group, respansible for
venture capital investments and for
portfolio companies, He has extensive
experience of mergers and acquisitions
and also as a non-executive direcior,

* Current membes of Audit and
Remuneration Committees.
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DIRECTORS' REPORT

The direciors present their directors report and financial
staternents for the year ended 31 May 2008,

Principal activities

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

Business review
The results for the year are set out on page 24,

Information that fulfils the requirements of the business review
can be found in the accompanying information. in particular:

A balanced and comprehensive analysis of the development and
performance of the Group's business during the financial year,
and of its position at the end of the year,is included in the
Group Chief Executive's statement and the Financial Review.

Key performance indicators have been included in the Financial
Review where appropriate.

The princtpal risks and uncertainties facing the business have

been included in a separate statement ‘Statement on Risks Relating
10 the Group’s Business’on page 13. This includes infor mation on
environmental matters and employee issues.

Financial instruments
The financial risks faced by the Group and its policy towards these
nisks are set out In note 26 of the accounts.

Proposed dividend

The directors recommend a final dividend in respect of the current
financial year of 7p per share to be paid te shareholders on the
register on 24 Septernber 2008. The shares will be ex-dividend on
22 September 2008, This dividend has not been recognised within
creditors as it 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 (o suppliers. The Group determines conditions of
paymenit for its own supply of goods and services. It is the Group's
policy that transactions are then settled in compliance with these
legal or other contractual obligations having regard to good
commercial practice. Average creditor days at 31 May 2008 for the
Group were 39 (2007: 38). It is not meaningful 1o disclose a similar
statistic for the Company since it does not trade in its own right.

Directors

The directors who held office during the year were as follows;
TS Ross

GFC Banham

N Barraclough

PM Dillon (resigned 31 December 2007)

K1 Dougan

1D Cockburn {appoinied 1 January 2008)
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The directors who held office at the end of the financizl year had
the following disclosable interests in the shares of the Company
according to the register of directors’interests:

Interest at Interest at

Class of share end of year beginning of year

GFC Banham Ordinary 4,000,000 4,000,000
KJ Dougan Ordinary 525000 700,000
iD Cockburn Ordinary 4,440 -
TS Ross Qrdinary 3,086 3,086
N Barraclough Ordinary - -

The interests of TS Ross are held through a pension trust ef which
he is a potential beneficiary.

Desails of directors’emoluments are sei out in the Corporate
Governance and Remuneration Report.

All the directors benefited from qualifying third party indemnity
provisions in place during the year and at the date of this report.
According to the register of direciors’interests, no rights 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 10 the daze of this report except
as indicated below:

Period during

Exercise price which gption Number of

Shareholder per share isexercisable  optionsgranted

GFC Banham 218p 1 March 2009 1o 4,288
1 Septernber 2009

KJ Dougan 218p 1 March 2009 1o 4,288
1 September 2009

These options were granted under the Savings Related Share
Options Scheme on 22 Decernber 2005 and are outstanding at the
end of the year. None of the share options have been exercised.

Petiod during

Exercise price which option Number of

Shareholder per share is exercisable  options granted

GFC Banham - 1 June 2009 to 25,543
30 November 2009

KJ Dougan - 1 June 2009 to 15,964
30 Novernber 2009

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




Significant shareholdings

At 28 August 2008, the company had been notified or was aware
of the following sharehaolders with 3% or more of the issued share
capital of the company:

Number of
ordinary shares
inwhich interested

% of issued

Shareholder share capital

GFC Banham 4,000,000 15.2
Artemis Investment

Management Ltd - 2,599,669 99
Rensburg 1 846,868 70
Brewin Dolphin Private Client 1,668,198 6.3
Baring Asset Management 1,152,700 44
Old Mutual Asset Managers 1,414,500 4.2
Hansa Capital Partners 1,000,000 38
M&G Investment Management 892814 34
Global Asset Management 892,814 34
Berenberg Bank (Schweiz} 823,000 3.
Qctopus nvestments 791,604 30

Employees

Applications for employment by disabled persons are always
ﬂ]ily considered. Employment policies are designed to provide
opportunities irrespective of calour, ethnic or nationat crigin,
nationality, sex or marital status. In the event of employees
beceming disabled every effort is made, including appropriate
training, to ensure that their employment with the

company continues,

The directors recognise the importance of good communications
and good relations with employees. A quarterly house magazine
is sent (o alt employees.

Political and charitable contributions
The Group made no political contributions during the year.
Donations to UK charities amounted to £69,807,

Disclosure of information to auditors

The directors who held office at the date of approval of this
directors’report confirm that, so far as they are each aware, there is
no relevant audit information 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 to make himself aware of any relevant
audit informaticn and to establish that the Company’s auditors are
aware of that information.

Auditors

In accordance with 5384 of the Companies Act 1985, a resolution
for the re-appeintment of KPMG Audit ple as auditors of the
company and (0 authorise the directors to agree their remuneration
is to be proposed at the forthcoming Annual General Meeting,

By order of the Board

lain Cockburn
Group Finance Director
15 September 2008
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CORPORATE GOVERNANCE AND REMUNERATION REPORT

The Group has increased in size significanily in recent years and in recognition of this has both considerably sirengthened the Board
of Direciors and also introduced a level of corporate governance. Being listed on AIM, the Group is not required to report on corporate
goverpance matters, but this statement is intended to provide infermation on how the Group has applied the principles and spirit of
Corporale governance.

The Group Board
The Group is headed by an effeciive Board, which both conirols and leads the Group. A biography of each director and details of the
membership of the Committees of the Group Board are provided on page 15.

The Group Board currently comprises three executive directors and two nen-executive directors. The Group Board meets at least six times
per year, receiving appropriate information from management on a timely basis, and making further detailed enquiries where nacessary
which enables the Board to discharge its duties.

The Group Board has a schedule of matters which are specifically reserved to it for decision, All directors have access to the advice and
services of the company secretary, who is responsible 1o the Group Board for ensuring that Group Board procedures are followed and
for compliance with applicable rules and regutations.

Health and safety

The Group Board ensures that Health and Safety issues for employees, customers and the public, are of foremost concarn in all

Group activities. The Group Chief Executive, supported by external advice, is charged with averall responsibility. The Group encourages
both internal and external training through a formal network of full time officers and Health and Safety nominated 'thampicns' at all levels.
Statistical analysis is used to highlight any areas where additional training or improved working practices would be bereficial, and positive
action is promptly implemented,

Corporate Ethos
The Board has developed several principles which will apply in its dealings with stakeholders and the wider community.

Safety, Health and the Environment
Hargreaves Services plc has a proactive approach to Safety, Health and the Environment and is committed to the highest practicable
standiards of safety and health management and the minimisation of adverse environmental impacts.

Human Resources
Hargreaves Services plc employment policies are non-discriminatory, complying with all current legislation to engender equa!
opportunity, irrespective of race, gender, religion, disability, sexual orieniation or nationality. Harassment is not tolerated.

Ethical Standards
Al Hargreaves Group persannel are expected to apply a high ethical standard, consistent with an internationat UK-listed company,

Compliance with Laws
Hargreaves Services plc has systems in place designed to ensure compliance with all applicable laws and regulations and conformity
with all relevant codes of business practice.

Competition

Hargreaves Services plc aims to win business in a differentiated high value manner, does not employ uniais trading methods and
compeies vigorously but faitty within the requirements of the applicable laws. Employees are prohibited from either giving or receiving
any inducements.

Conflicts of Interest
Employees are expected 10 ensure that their personal interests do not at any time conflict with those of Hargreaves Services plc.
Shareholder employees are advised of and comply with share trading codes.

Politics
Hargreaves Services plc does not make political donations.

Remuneration Committee

The Remuneration Comimittee consists of the two non-execuiive directors, Tim Ress and Nigel Barraclough. Other direciors attend
as requested, but do noi voie on their own remuneration. The Rernuneration Commitiee has access to independent advice where
considered necessary.
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The palicy of the Committee is to review the remuneration of the executive directors, and is structured 1o attract, retain and
motivate executive directors. The toial remwuneration package is designed 1o align the interests of the executive directors with those
of the shareholders. The remuneration strategy, policy and approach for alt staff is also reviewed annually by the Committee.

Components of remuneration

Basic salary

This is a fixed cash sum, payable monthly. Salaries are reviewed annually by the Remuneration Committee in the light of individual
performance, experience in the role and market comparisons.

Bonus
Executive directors participate in an annual incentive bonus scheme linked to the aciual achievement of operating profit targets set

by the Remuneration Committee. Such bonus is capped at 50% af salary. No banus counts in the calculation of pension entitlement.

Benefitsin kind and pensions
In addition to basic salary, Gordon Banham, lain Cockburn and Kevin Dougan are entitled 1o the following benefits: paid holiday,
company car, contributions 1o a personal pension plan and life assurance.

Directors’ remuneration
Remuneration was as follows:

2008 2008 2008 2008 2007 2008 2007
Salary Banus Benefits Total Tota! Pension Pension
£000 £000 1000 £000 £000 £000 1000
Gordon Banham 274 121 22 a7 371 37 35
Peter Dillon e - 22 141 306 12 20
Kevin Dougan 138 56 1 196 203 B -
Tim Ross 54 - - 54 50 - -
Nigel Barraclough 3 - - 3 31 - -
lain Cockburn 98 66 14 178 - 4 -
715 243 59 1,017 G961 61 55
Directors' service contracts
The direciors have eniered into tetters of appointment with the Company and the principal ierms are as follows:
Commencement Remuneration
Date Name Position of period of office £ Terminatlon
24 Novermnber 2005 Tim Ross Non-executive 30 November 2005 50,000 12 months’
Chairman notice
24 Novernber 2005 Nige! Barraclough Non-executive 30 April 2004 31.000 12 months'
_ Director notice
24 November 2005 Gordon Banham Group Chief 1 October 2001 300,000 12 months’
Executive natice
24 Novernber 2005 Kevin Dougan Group Contracts 23 June 1997 140,000 12 months’
Director notice
1 August 2007 lain Cockburn Group Finance 8 October 2007 165,000 12 months’
Director notice

The services of Tim Ross are provided by Crosswater Resources Limited, a company in which Mr Ross has a significant interest.

The remuneration for Nigel Barractough is paid to his employers, YFM Private Equity Limited.

Directors’ share options

Details of directors’ share options, held under the Savings related Share Option Scheme and Executive Long Term Inceniive Plan, are noted
in the Directors'Report on page 16.

Going concern

After making appropriate enquiries, the directors can confrm that, in their opinion, the Group and the Company have adequate resources

for the foreseeable future. For this reasan, they continue to adapt a going concern basis in preparing the financial statements.
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CORPORATE GOVERNANCE AND REMUNERATION REPORT
(CONTINUED)

Internal control

Management has considerable autonomy to run and develep the business of the Group. A well designed system of internal reporting and
control is necessary. The Group Board has overall responsibility for the system of internal control within the Group. The Audit Committee,
on behalf of the Group Board, has undertaken a review of its effectiveness. The system is designed to provide reasonable, but not absolute,
assurance that the assets of the Group are safeguarded, that proper accounting recerds are maintained, and that reliable financial
information is produced.

All subsidiary undertakings are required to adhere tc specified internal control procedures.

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

Furiher control is exercised by manthly monitoring of performance by comparisen to budgets, forecasts and cash targets, both by
subsiciary management and by the Group Board. Regular visits by divisional and main board directors to the Group's subsidiaries
are an integral part of the control system.

[2uring these visits business issues, risks, internal contrels, financial results, and future prospects are discussed with operaticnal management.

Monitoring of compliance with the Groups systern of internal control is undertaken by all levels of management and reinforced by
the role fulfilled 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 meel at least three times a year, with the external auditors attending by invitation at least twice a year. The Committee provides
a forurn by which the external auditers report to the Group Beard.

The Audit Committee is responsible for reviewing the scope and results of the audit together with its cost effectiveness. The objectivity
of the auditors is enhanced by ensuring that they have direct access to the Group Board, Non-audit work undertaken by the auditors

15 limited to work that requires detailed knowledge derived from the statutory audit or work where the fees involved are not considered
to be material.

Savings related Share Option Scheme
The Sharesave Scheme is a savings-related share opticn scheme and was implemented in December 2005.

All employees (including full time directors) of the Company or any participating member of the Group whose earnings are subject
to income tax and who bave the requisite minimum period of continuous employment are eligible to participate.

The exercise price of an option shall be fixed by the company but shall not be narmally less than the market value of a share on the date
Invitations are issued to eligible 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.

Parucipants may, at the absolute discretion of the Committee, be invited 1o apply for three, five or seven year opticns. All options must
be linked to a contractual savings scheme entered into by each participant with the savings institution 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 relevant participant's pay.

At the end of the chosen savings period, a bonus is payable.
No option shall be granted under the Sharasave Scheme on any date if, as a result, the total number of shares issued orissuable pursuant

10 options and other rights granied under the Sharesave Scheme and any other employees share scheme established by the Company
on o after Admission, would exceed 10% of the issued ordinary share capital of the Company cn that date of grant.
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Savings related Share Option Scheme (continued)
Ordinary shares issued pursuant to the Sharesave Scheme shall rank pari passu in all respecis wnth the ordinary shares already in issue.

In normal circumsiances, options may be exercised during the period of six months commencing on ihe maturity (that is the relevant
bonus date) of the savings contract. Options will becorme exercisable immediately on the death ofa participant for a period of 12 months
after the date of death or the bonus date, whichever is earlier. If a participant ceases to be an employee on reaching the age of 65 or at
such ather age at which thai employee is bound 1o retire in accordance with the terms of his contract of employment or ceases to be

in employment due to injury, disability, redundancy, or as a result of the sale of the business or subsidiary by which the participant is
employed, options will become exercisable for a peried of six months. If a participant has hetd an option for at least three years, it will
become exercisable for a period of six menths. Optians will alse become exercisable on an employee attaining the age of 60 if he should
continue in employment and on a change in control, reconstruction, amalgamation or voluntary winding-up of the Company.

An option will lapse six months following the bonus date, except If the participant dies, in which case an option will lapse 12 months
following death, if later.

Executive Leng Term Incentive Plan {'LTIP')
The LTIP scheme was implemented in November 2006.

The scheme was designed 10 allow awards 10 be made to eligible employees selected by the Remuneration Commitiee. The vesting of
an award granted to an executive director of the Company shall, or in the case of an award granied 10 any other Group employee may,
be subject to the satisfaction of one or more Performance Conditions. The Remuneration Committee may determine or recommend 10
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 issued or issuable pursuant to
options and other rights granted under the LTIP scherne and any other employee share scheme established by the Company on or after
admission, wouid excead 10% (5% excluding other share schemes) of the issued 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 in issue.

An option will lapse six months following the vesting date, except if the participant dies, in which case the option will lapse 12 months
following death, if later.

By order of the Board

//Kf\

Gordon Banham
Group Chief Executive
15 September 2008
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT OF
THE DIRECTORS' REPORT AND THE FINANCIAL STATEMENTS

The directors are responsitle for preparing the Directors’ Report and the financial statemenis in accordance with applicable law
and regulaiions,

Company taw requires the directors to prepare group and parent company financial staternents for each financial year. As required by
AIM Rules of the London Stock Exchange they are required to prepare the Group financial statements in accordance with IFRSs as adopted
by the EU and applicable laws and have elected to prepare the Parent Company financial statements on the same basis,

The Group and Parent Company financial staterments are reguired by law and IFRSs as adopied by the EU to present fairly the financial
position of the Greup and the Parent Company and the performance for that period; the Companies Act 1985 providesin relation to such
financial statements that references in the relevant part of that Act to financial statements giving a true and fair view are references to their
achieving a fair presentation.

In preparing each of the Group and Parent Company financiat statements, 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 they have been prepared in accordance with IFRSs as adopted by the EU; and

« piepare the financiab statements on the going concern basis unless it is inappropriate to presume that the Group and the Parent
Company will continue in business.

The directors are responsibie for keeping proper accounting records that disclose with reasonable accuracy at any time the financial
position of the Parent Company and enable them to ensure that its financial statements comply with the Companies Act 1985.
They have & general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Group and to
prevent and deteci fraud and other irregularities.

Fhe directorsare responsitle for the maintenance and integrity of the corporate and finangial information included on the Company’s website.
Legrslation in the UK governing the preparation and dissemination of financial statements may differ frorn legislation in other jurisdictions.
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INDEPENDENT AUDITORS' REPORT
TO THE MEMBERS OF HARGREAVES SERVICES PLC

We have audited the Group and Parent Company financial staiements {(the ‘financiat statemenis’) of Hargreaves Services plc for the year
ended 31 May 2008 which comprise the Consolidated Income Statement, the Group and Parent Company Balance Sheets, the Group and
Parent Company Cash Flow Staiements, the Group and Parent Company Statements of Recognised Income and Expense and the related
notes. These financial statements have been prepared under the accounting policies set cui therain,

This report is made solely to the Company's members, as a body, in accordance with section 235 of the Companies Act 1985. Our audit
work has been undertaken so that we might state to the Company’s members those matters we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we de not accept or assume responsibifity to anyone
ather than the Company and the Company’s members as a body, for our audit work, for this repars, ar for the opinions we have formed.

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the Direciors Report and the financial statements in accordance with applicable law and
International Financial Repaerting Standards (IFRSs} as adopted by the EU are set out in the Statement of Directors’ Responsibilities on page 22.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and Internationa!
Standards on Auditing {UK and Ireland).

We report 10 you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with
the Companies Act 1985. We also repart 1o you whether in our opinicn the information given in the Directors’ Report is consistent with the
financial statements. The infermation given in the Directors' Report includes that specific infarmation presented in the Chairman’s Statement,
the Group Business Review, the Staternent on risks relating to the Group’s business and the Financial Review that is cross-referred from the
Business Review section of the Directors' Report.

In addition we report to you if, in our opinion, the Company has not kept praper accounting records, if we have not received all the
information and explanations we require for our audit, or if information specified by law regarding direciors’ remuneration and other
transactions is not disclosed.

We read the information contained in the Annual Report and consider whether it is consistent with the audited financial statements.
We consider the implications for our report if we become aware of any apparent misstatements or material inconsistencies with the
financial staternents. Our responsibilities do not exiend to any other finandal information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and lreland} issued by the Auditing Practices Board.

An audit includes examination, on a test basis, of evidence refevant to the amounts and disclosures in the financial statements. It also includes
an assessment of the significant estimates and judgments made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the Group’s and Company’s circumstances, consistently applied and adeguately disclosed.

We planned and performed our audit so as 1o obtain all the information and explanations which we considered necessary in order

1o provide us with sufficient evidence 1o give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the cverall adequacy of the presentation
of information in the financial statements.

COpinion

In our opinion:

+ the Group financial siatements give a trie and fair view, in accordance with IFRSs as adopied by the EU, of the state of the Group’s
affairs as at 31 May 2008 and of its profit for the year then ended;

» the Parent Company financial statements give a true and fair view, in accordance with IFRSs as adopled by the EU as applied in
accardance with the provisions of the Companies Act 1985, of the state of the Parent Company’s affairs as at 31 May 2008;

+ the financial statements have been properly prepared in accordance with the Companies Act 1985; and

+ the information given in the Directors' Report is consisteni with the financial statements.

s Adik Qe .

KPMG Audit Plc

i5 September 2008
Chartered Accountants
Registered Auditor
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CONSOLIDATED INCOME STATEMENT
FORYEAR ENDED 31 MAY 2008

2008 2007
Note £000 £000

Revenue 1 404,901 240,105
Cost of sales (355721} {213,164)
Gross profit 49,180 26,941
Other operating {(expenselincome 4 {77} 25
. Adminisirative expenses (26,976) (17.075)
Operating profit 156 22,127 9,891
financial iIncome 8 1,151 1,640
Financial expenses 8 (5,680) (2,238)
Share of profit of jointly contrclled entities (net of tax) 213 270
Share of profit of associates (ret of tax) 49 56
Profit before tax 17,860 9,621
Income tax expense S (5,18%) (3,134)
Profit for the year 12,679 6,487

Attributable to:

Equity holders of the company 12,257 6,414
Minority inierest 25 422 73
Profit for the year 12,679 6,487
Basic earnings per share {pence) 10 46.66 26.32
Diluted earnings per share (pence} 10 45.74 26.16
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STATEMENTS OF RECOGNISED INCOME AND EXPENSE

FORYEARENDED 31 MAY 2008

Group Company
2008 2007 2008 2007
Note £000 £00g £000 E00OD
Foreign exchange translation differences 190 4 - -
Effective portion of changes in fair value of cash flow hedges (9,811} (769) - -
Actuarial gains and losses on defined benefit pension plans 4,625 108 - -
Tax recognised on income and expenses recognised directly
in equity : 1,238 199 - -
Net expense recognised directly in equity {3,758} (466) - -
Profit for the year 12,679 6,487 228 8217
Total recognised income and expense for the year 25 8.9 6,021 228 8217
Total recognised income and expense for the year
is attributable to:
Equity holders of the parent 8,499 5,948 228 8217
Minority interest 422 73 - -
8,921 6,021 228 8217
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BALANCE SHEETS
AT 31 MAY 2008

Group Campany
2008 2007 2008 2007
Note £000 £000 £000 £000
Non-current assets
Property, plant and equipment 11 66,277 63,378 - -
intangible assets 12 25,666 16,745 - -
investments in jointly controlled entities 13 592 881 1,123 1
Invesiments in associates 13 - 58 - 2
Other investments 13 - 20 - -
Investments in subsidiary undertakings 13 - - 14,495 14055
Derivative financial instruments 14 35 200 - -
Qiher financial assets 14 - 500 - -
Deferred tax assets 16 - - 123 -
o 92,570 81,582 15,741 14,058
Current assets
Inveniories 17 43,453 35,027 - -
Derivative financial instruments 14 754 - - -
Trade and other receivables 18 52,022 38,406 38,304 60,713
Cash and cash equivalents 19 10,015 11,779 8,995 -
106,244 85212 47,299 60,713
Total assets 195,814 166,794 63,040 74,771
Non-current liabilities
Other interest-bearing loans and borrowings 20 (30,001} (34,165) (8,063) (30,995}
Retirement benefit obligations 2 {5,431} {9411) - -
Provisions 24 {10,327} (10,327) - -
Denvative inancial instruments 15 {7.,895) @iy - -
Deferred 1ax iiabilities 15 {3,410) (3,513) - -
Other non-current liabilities 21 {1,026) - - -
o {58,090) (58,147) (8,063) {10,995)
Current liabilities
Bank overdraft 19 {11,040) (5,824} - -
Other interest-bearing loans and borrowings 20 {15,187) (6,228} (2,932) (2932)
Trade and other payables il (58,230) {49,505} (11,710) (18,734)
Income tax liabilities 16 {5,092) (3,851} - -
Dervative ﬁ_rﬂmial instruments 15 {3,114) (205} - -
o {92,663) {67613) (14,542) (21,666)
Total liabilities (150,753) {125,760} (22,705) (32.661)
Net assets 48,061 41,034 40,335 42,110
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BALANCE SHEETS (CONTINUED)
AT 31 MAY 2008

Group Company

2008 2007 2008 2007
Note E000 £000 £000 £000

Equity attributable to equity holders of the parent
Share capital 25 2,627 2,627 2,627 2627
Share premium 25 29177 29177 29,177 29,177
Cther resesves 25 29 29 - -
Translation reserve 25 186 (4) - -
Merger reserve 25 1,022 1,022 1,022 1,022
Hedging reserve 25 (7.618} (538) - -
Capital redemption reserve 25 1,530 1,530 1,530 1530
Retained earnings 25 20,427 7.041 5,979 7.754
47,380 40,884 40,335 42,110
Minority interest 25 681 150 - ~
Total equity 48,061 41,034 40,355 42,i10

These financial statements were approved by the board of directors on 15 September 2008 and were signed on its behalf by:
It

A

GFC Banham 1D Cockburn
Direcior Director

Hargreaves Services plc Annual Report and Accounts 2008 27




CASH FLOW STATEMENTS
FORYEAR ENDED 31 MAY 2008

Graup Company
2008 2007 2008 2007
Note £000 £000 £000 £000
Cash flows from operating activities
Profit for the year 12,679 6,487 228 8216
Adjustmenis for:
Depreciation 11,042 5,030 - -
Amortisation of intangible assets 1,164 601 - -
Dwidend income - - (234) (8,500)
Nel finance expense 4,528 596 - 256
Share of profit of joint ventures {213) (270) - -
Share of profit of associates (49) {(56) - -
Loss/(gain) on sale of property, plant and equipment 105 {25) - -
Equity settled share-based payment expenses 440 268 - -
Income tax expense 5,181 3,134 {123) -
Translation of minority interest 71 - - -
34,948 15,765 {129) (28)
Change in trade and cther receivables {(8,820) (4,914) 22,409 (37,627)
Change in inventories {6,391} {13,254} - -
Change ln trade and ather payables 3,542 10,691 (8,075} 621
Change in provisions and employee benefits 333 117 - -
23,612 8,405 14,204 137,034)
Interest paid (4,216) (1,971) 234 (596)
Income 1ax paid (4,013) (2,245) - -
Net cash generated from operating activities 15,383 4,189 14,438 (37,6300
Cash flows from investing activities
Proceeds from sale of property, plant and equipment 1,016 794 - -
Proceeds from sales of investments 51 - - -
Interast received - 324 - -
Bwidends received 750 - - -
Acquisition of subsidiaries, net of cash acquired 3 (8,878) (33.693) - (763)
Acaunsition of property, plant and equipment 1 {5,369) (8,661} - -
Acquisition of other investments 13 (31) 75 - -
Net cash outflow from investing activities (12,461) (41,161) - (763)
Cash flows from financing activities
Proceeds from the tssue of share capital 25 - 10,332 - 11,115
Proceeds from new loan 20 5,000 15,000 - 15,000
Repayment of borrowings (5,779) (1,164) (3,000) (750)
Paymeni of hinance lease liabilities (3,034} (1,947) - -
{Repayment)/proceeds from invoice discounting facility {4,977} 3656 - -
Dividends paid 25 (2,453) (1,972 (2,443) (i.972)
Proceeds from issue of promissory notes 6,759 - - -
Net cash {outflow)/inflow from financing activities (4,484) 23,905 (5.443) 23,393
Net decrease in cash and cash equivalents {1,562) {13.067) B,995 (15,000}
Cash and cash equivalents at 1 June 1,955 15022 - 15,000
Effect of exchange rate fluctuations on cash held {1,418) - - -
Cash and cash equivalents at 31 May 19 (1,025) 1,955 8,995 -
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NOTES (FORMING PART OF THE FINANCIAL STATEMENTS)

1 Accounting policies
Hargreaves Services plc {the'Company) is a company incorporated in the UK.

The Group financial statements consolidate those of the Company and its subsidiaries {together referred to as the ‘Group’ and
equity account the Group's interest in associaies and jointly controlled entities. The parent company financial statements present
information about the Company as a separate entity and not about its group.

Both the Parent Company financial statements and the Group financial statements have been prepared and approved by the
directors in accordance with International Financial Reporting Standards as adopted by the EU {Adopted IFRSs’). On publishing the
Parent Company financial siatements here together with the Group financial statements, the Company is taking advantage of the
exernption in 5230 of the Companies Act 1985 not to present its individual income statement and related notes that form a part
of these approved financial statements.

The accounting policies set out below have, unless otherwise stated, been applied consistently 1o all periods presented in thase
consolidated financial statements and in preparing an opening IFRS balance sheet at 1 June 2006 for the purpases of the transition
to Adopted IFRSs.

The preparation of financial statements requires the directors to make judgements, estimates and assumptions that may affect
the application of accounting policies and the reported amounts of assets and liabilities, and income and expenses. The key areas
requiring the use of estimates and judgements which may significantly affect the financial statements are considered 1o be:
a) Measurement of the recoverable amounts of cash generating units containing goodwill.
This requires the identification of appropriate cash generating units and the allocation of goodwill to these units.
The assessment of impairment involves assumptions on the estimated future operating cash flows from these cash generating
units and the comparison of these cash flows to the carrying value of the goodwill.
b} Recognition of deferred tax assets.
The Group has substantial deferred tax assets. In determining how much of these assets can be recognised this requires
an assessment of the extent to which it is probable that future taxable profits will be available. This assessment is based
on management’s future assessment of the Group's financial performance and forecast financial information,
¢) Share based payments.
The estimation of share based payments costs which requires the selection of an apprapriate valuation model together
with assumptions as to the key inputs into the model.

The preparation of inandcial information in conformity with IFRSs requires management (o make jutgements, esumates and
assumptions that affect the application of policies and reported amounts of assets and Hailities, income and expenses. The esiimates
and associated assumptions are based on historical experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgements about carrying values of assets and liabilities that
are not readily apparent from other sources. Actual results may differ from these estimates.

Transition to Adopted IFRSs

Both the Group and the Company are preparing their financial statements in accordance with Adopted IFRSs for the first time and
consequently both have applied IFRS 1. An explanation of how the transition 10 Adopted IFRSs has affecied the previously reported
financial position, financial performance and cash flows of the Group and Parent Company is provided in note 32.

IFRS 1 grants certain exemptions from the full requirements of Adopted IFRSs in the transition period. The following exernpiions have

been taken in these financial statements:

» Business combinations ~ Business combinations that took place prior to transition date have not been restated.

s+ Property, plant and equipment — The Group has opted to continue 1o measure property, plant and equipment at historical cost
less accumulated depreciation in the transition balance sheet.

8oth the Group and Company financial statements have been prepared and approved by the directors in accordance with
Adopted IFRSs.

The financial staiements were approved by the board of directors on 15 Sepiember 2008.
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NOTES (CONTINUED)

1 Accounting policies (continued)
Standards, interpretations in use but not applied
At the date of issue of these financial statements the following standards and interpretations, which have not been applied by
the Group in these financial statements, were in issue but not yet effective. Their adoption is not expecied to have 2 material effect
on the financial statements unless otherwise indicated:

Endorsed

- IFRS 8'Cperating Segments’ applicable for accounting periods beginning on or after 1 January 2009. Currently the Group presents
segment information in respect of its business segments under IAS 14 ‘Segment Reporting. Under IFRS 8 segments are 1o be
identified based upon the information that management uses to make decisions about operating matters. This may lead 1o
a change in the presentation and disclosure of segmental information when adopted.

Yet to be endorsed

= Revised IAS 23 'Borrowing Costs'{mandatory for the year commencing on or after 1 January 2009);

+ Revised IAS 1 Presentation of Financial Statemenis’ (mandatory for the year commencing on or after 1 January 2009);

- Revised IFRS 3 'Business Combinations' (mandatory for the year commencing on or after 1 July 2000);

« Revised IAS 27 ‘Consolidated and Separate Financial Statements’ (mandatory for the year commencing on or after 1 July 2009);

+ Amendments to IFRS 2'Share based payment - Vesting Conditions and Cancellations (mandatory for the year commencing
on or afier | January 2009);

+ IFRIC 12: Service Concession Arrangements (mandatery for the year commencing on or after 1 January 2008),

Not yet applied

» IFRIC 13: Customer Loyalty Programmes {mandatory for the year commencing on or after 1 July 2008);

+ IFRIC 14:1AS 19 - The limit on a Defined Benefit Asset Minimum Funding Requirements and their interaciion {mandatory for the
year commencing on or after 1 january 2008);

= Amendment 10 JAS 32 and IAS 1: Puttable financial instruments and obligations existing on liquidation {mandatory for the year
commencing on or after 1 January 2009).

Measurement convention
Fhe financial statements are prepared on the historical cost basis except that derivative financial instruments, financial insiruments
classified as fair value through the profit or loss or as available-for-sale are stated at their fair value.

Basis of consolidation

Subsidiaries ,

Subsidiaries are entities contralled by the Group. Controf exists where the Group has the power, directly or indirectly, to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. The financial siatements of subsidiaries are
mcluded in the consolidated financial info:mation from the date control commences until the date thai control ceases.

Inira-group balances and transaciions, and any unrealised gains and losses or income and expenses arising from intra-group
transactions, are eliminated when preparing the consolidated financial information,

Associates and jointly controlled entities

Associaies are those entities in which the Group has significant influence, but not contiol, over the financial and operating palicies.
Significant influence is presumed to exist when the Group holds between 20 and 50% of the voting power of another entity.

A jointly controlled entity is an entity over whose activities the Group has joint control, esiablished by contractual agreements and
requiring unanimous consent for strategic, financial and operating decisions. The consolidated accounts inciude the Group’s share
of Lhe total recognised income and expense of jointly controlled entities and associates on an equity accounted basis. The results
of jointly controlled entities and associates are included in the consolidated accounts from the daie that joint control or significani
influence respeciively, commences until the date that it ceases.

Foreign currency

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the transaction, Monetary assets and
habilities denominated in foreign currencies at the balance sheet date are iranslated at the foreign exchange rate ruling at that date.
Non-monetary asseis and liabilities that are measured in terms of hisiorical cost in a foreign currency are translated using the exchange
rate at the date of the transaction. Foreign exchange differences arising on translation are recognised in the income statement.

The balance sheet assets and liabilities of foreign subsidiaries are translated into sterling at the exchange raie at the balance sheet
date, and the income staternent is translated at the average rate. Gains and losses are then taken {0 a separate reserve,
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Accounting policies (continued)

Classification of financial instruments issued by the Group

Financial instruments issued by the Group are treated as equity (i.e. forming part of shareholders' funds) only to the extent that they

meet the following two conditions: .

« They include no contractual obligations upon the Group 1o deliver cash or other financial assets or to exchange financial assets
or financial liabilities with another party under conditions that are potentizlly unfavourable to the Group; and

«  Where the instrument will or may be settled in the Company's awn equity instruments, it is gither a non-derivative that includes
no obligation to deliver a variable number of the Company’s own equity instruments ar is a derivative that will be settled by the
Company's exchanging a fixed amount of cash or other financial assets for a fixed number of its own equity instruments.

To the extent that this definition is not met, the proceeds of issue are classified as a financial liability. Where the instrument so
classified takes the legal form of the Company’s own shares, the amounts presented in these financial staiemenis for called up
share capital and share premium account exclude amounits in relation to those shares.

Where a financial instrument that contains both equity and financial liability components exists these components are separated
and accounted for individually under the above policy. The finance cost on the financial liability component is correspondingly
higher over the Yife of the instrument.

Finance payrments associated with financial liabilities are dealt with as part of finance expenses. Finance payments associated
with financial instruments that are classified in equity are dividends and are recorded directly in equity.

Financial instruments

Derivative financial instruments

The Group uses interest rate swaps io help manage its interest rate risk, and {forward foreign curiency contracis o manage its
exchange rate risk. The Group also uses derivative sale and purchase contracts o mitigate ihe risk of fluc¢tuating coal prices and
exchange rate risk.

All derivative financial instruments are recegnised initially at fair value and subsequently re-measured to fair value at each reporting
date and changes therein are accounted for as described below.

Changes in the fair value of the derivative hedging instrument designated as a cash flow hedge are recognised directly in equity to
the extent that the hedge is effective. To the extent that the hedge is ineffective, changes in fair value are recognised in profit and loss.

Derivatives designated as hedging instruments are accounted for fn line with the nature of the hedging arrangement. Derivatives
are intended to be highly effective in mitigating the above risks, and hedge accounting is adepied where the required hedge
documentation is in place and the relevant iest criteria aze met.

Changes in the fair value of any derivative instruments that do net qualify for hedge accounting are recognised immediately in the
income statement as part of inancing costs.

Property, plant and equipment
Property, plant and equipment are stated at cost less accumutated depreciation and impairment losses. Where parts of an itemn of
property, plant and equipment have different useful lives, they are accounted for as separate items of property, plant and equipment.

Mine development costs at Maltby Colliery are capitafised and depreciated over the working life of the area of the mine 1o which the
costs are attributable.

Depreciation is charged to the incorne statement on a straight-line basis over the estimaied useful lives of each part of an item
of property, ptani and equipment. Land is noi depreciated. Depreciation rates are as follows:

Mineral Reserves - 12.5% pa,
Freehold Buildings - 2% to 4% p.a.
Leasehold improvements - 15% pa.

Moter vehicles and plani - 1096 to 20% pa.
Furniture and equipment - 25% p.a.
Fixtures and Fittings - 15% pa.
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NOTES (CONTINUED)

32

Accounting policies (continued)

Intangible assets and goodwill

Subject to the transitional relief in [FRS 1, all business combinations are accounted for by applying ithe purchase method,
Goodwill arises from the acquisition of businesses and represents the difference between the cost of the acquisition and the fair
value of the identifiable assets, liabilities and contingent liabilities acquired. Identifiable intangibles are those which can be sold
separately or which arise from legal rights regardless of whether those rights are separable.

Goodwill arising on acquisitions that have occurred since 1 June 2006 is capitalised and subject to impairment review, both annually
and when there are indications the carrying value may not be recoverable. Negative goodwill arising on an acquisition is recognised
immediately in profit or loss.

Goodwill arising on acquisitions prior to 1 June 2006 was capitalised and amortised under UK GAAP. This goodwill is carried at the
UK GAAP carrying value at the date of transition to adopted IFRS and is subject to impairment reviews as described above.

Other intangible assets that are acquired by the Group, which have finite useful economic lives, are measused at cost less accumulated
amorusation and accumulated impairment losses. Amortisation is recognised in profit and loss on a straight-line basis over the esiimated
useful tives of intangible assets from the date that they are available for use.

Inventories
Inventories are stated at the lower of cost and net realisable value. Cost is based on the weighted average method and includes
expenditure incurred in acguiring the inventories and bringing them to their existing location and condition.

Al Maliby Colfiery, the cosi of preparing proceeding coal faces is held on the balance sheet within work in progress and is charged |
on a tonnage-extracied basis over the estimated production {ife of the relevant face.

Trade and other receivables

Trade and other receivables are recogrised initially at fair value. A provision for impairment of trade receivables is established
where there is objective evidence that the Group will not be able to coflect all amounts due according 1o the agreed terms of the
receivables concerned.

Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on demand and form an
integral part of the Group's cash management are included as a component of cash and cash equivalents for the purpose only of
the staterment of cash flows.

Trade and other payables
Trade and other payables are non-interest bearing and are recognised at fair value.

Impairment
The carrying amounts of the Group’s assets other than inventories and deferred tax assets, are reviewed at each balance sheet date
to determine whether there is any indication of impairment 1f any such indication exists, the asset’s recoverable amount is estimated.

Animpairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount. impairment losses are recognised in the income statement.

Impainment Josses recognised in respect of cash-generating units are allocated first to reduce the carrying amount of any goodwill
allocated to cash-generating units and then to reduce the canying amount of the other asseis in the unit on a pro raia basis. A cash
generating unit is the smallest identifiable group of assets that generates cash inflows that are largely independent of the cash inflows
from other assets or groups of assets.
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Accounting policies (continued)
Reversals of impairment
An impairment loss in respect of goodwilt is not reversed,

In respect of other assets, an impairment foss is reversed when there is an indication that the impairment loss may no longer exist
and there has been a change in the estimates used to determine the recoverable amgunt.

Animpairment loss is reversed only 1o the exient that the asset’s carrying amount does not exceed the carrying amount that would
have been determined, nei of depreciation or amortisation, if no impairment loss had been recognised.

Employee benefits

Defined benefit pension plans

Following the acquisition of The Monckion Coke & Chemical Co Lid on 17 June 2005 and Maltby Colliery on 26 February 2007,
the Group aperates two concessienary fuel retirement benefit schemes,

In addition, following the acquisition of Maltby Colliery, the Group is 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.

The retirement benefit scheme kiabilities are measured using the projected unit methed. The concessionary fuel retirement
beneft 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 is split between operating chawges, finance itemns and in the statement
of total recognised income and expense, actuarial gains and tosses.

Pension scheme assets are measured using market values. Pension scheme liabilities are measured using a projected unit method
and discounted at the current rate of seiurn on a high quality corporate bond of equivalent term and currency to the liability.
The pension scheme surplus {to the extent that it is recoverable) or deficit is recognised in full. The movement in the scherme
surplus/deficit is split between operating charges, finance items and in the statement of total recognised income and expenses,
actuarial gains and losses.

Defined contribution pension plans

The Group operates a group personal pension scherne. The assets of the scheme are held separately from those of the Group in an
independently administered fund. The armount charged against profts represents the contributions payable to the scheme in respect
of the financial period.

Chligations for contributions to defined contribution pension plans are recognised as an expense in the income statement as incurred.

Share-based payment transactions

The Group operates a share option scheme for certain employees. The fair value of opticns granted is recognised as an employee
expense with a corresponding increase in equity. The fair value is measured ai grani date and spread over the period during which
the employees become unconditionally entitled to the options. The fair value of the options granted is measured using an option
valuation model, taking into account the terms and conditions upon which the cptions were granted. The amount recognised

as an expense is adjusted to reflect the actual number of share options that vest except where forfeiture is due only to share prices
not achieving the threshold for vesting.

Revenue

Revenue is measured at the fair value of consideration received or receivable, excluding value added tax, for goods and services
supplied to external customers. It includes the Group's share of revenue from work carried out under jointly controlled operaticns.
Sales of goods and services are recognised when they are delivered and title has passed.
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34

Accounting policies {continued)

Leases

Leases of property, plant and equipmeni where the Group has substantially all the risks and rewards of ownership are classified as
hnance leases. Finance leases are capitalised at the lease’s inception at the lower of the fair value of the leased asset and the present
value of the minimum lease payrments. The corresponding rental ebligations, net of inance charges, are includeckin other payables.
Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate of interest cosis charged
ic the income statemeni on the putstanding balance. The property, plant and equipment acquired under finance leases are
depreciated over the shorter of the asset’s useful life and the lease term.

Leases where the lessor retains a significant portion of the risks and rewards of ownership are classified as operating leases.
Payments made under operating leases {(net of any incentives received from the lessor} are charged io the income statement
on a straight-line basis over the period of the lease,

Net financing costs

Net financing cosis comprise interest payable and interest receivable on funds invested together with changes in the fair values of
interest rate swaps and foreign currency forward contracts through the profit and loss and the expected returns on plan assets and
interest on the pension scheme liability.

Interest income and interest payable is recognised in the income statement as it accrues, using the effective interest method.

Income tax
fncome tax an the profit or loss for the period comprises both cuirent and deferred tax. Income tax is recognised in the incoma
stalement except (o the extent that it relates 1o items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the
balance sheet date, and any adjustment to ax payable in respect of previous years.

Deferred tax is provided on temporary differences between the carrying amounts of assets and liabilities for financiat reporting
purposes and the amounts used for taxation purpeses. The amount of deferred tax provided is based on the expected manner
of realisation or setilement of the carrying ameunt of assets and liabilities, using tax rates enacted or substantively enacted at the
balance sheet date.

The lollowing temporary differences are not provided for: the initial recognition of goodwill; the initial recognition of assets
or liabilities that affect neither accounting nor taxable profit other than in a business combination, and differences relating 1o
investmenis in subsidiaries to the extent that they will probably not reverse in the foreseeable future.

A deferred iax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the
asset can be utilised.

Provisions

A provision is recognised in the balance sheet when the Group has a present legal or constructive obligation as aresult of 2 past
event, and it is probable that an outflow of economic benefits will be required o settle the obligation. If the effect is material,
provisions are determined by discounting the expected, risk adjusted, fuiure cash flows at a pre-tax risk-free rate.
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Segmental information

The table below sets out information for each of the Group’s industry segmenits. The origination and destination of principally &l

operations is in the United Kingdom.

Energy &
Production Commodities Transport Industrial Tota)
2008 2008 2008 2008 2008
£000 {000 £000 £006 £000
Revenue
Total revenue 84,288 233,263 75,594 47,126 440,271
Inier-segment revenue (15,774) {4,012) (10,995} {4,589) (35,370)
Revenue to third parties 68,514 229,251 64,599 42,537 404,901
Segment operating profit 9,665 7.599 3.219 1.644 22127
Share of profitin
~ joint ventures - 2i3 - - 213
- associates - 49 - - 49
Net financing costs {1,701) (1,571) 9586) (301) [4,5290)
Profit before taxation 7,964 6,290 2,263 1,343 17,860
Depreciation charge 6,362) (93) [3,265) (1.322) {11,042)
Amortisation of intangibles - 17 {209) (572) (1,164)
Capital expenditure 5,354 75 1,055 1,531 8,015
Net assets
Segmeny assels 67126 45967 29143 18,894 161,128
Segment liabilities (37,524) {42,675) (27,866) {10,906} (118971)
Segmenl net assets 29,602 3,292 1,275 7,988 42,157
Joint ventures - 592 - - 592
Segment net assets including share
of joint ventures 29,602 3,884 1,275 7,988 42,749
Unallocated net assets 5312
Total net assets 48,061

Unallocated net assets include goodwill, bank loans, deferred consideration and derivative financial instruments,

Included within revenue is £111.7m (2007: £29.9m) of revenue which originates in Europe. All other revenue originates in the

United Kingdom.
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NOTES (CONTINUED)

2 Segmental information {continued)

Energy &
Producten Commodities Transport Industrial Total
2007 2007 2007 2007 2007
000 1000 £000 £000 £000
Revenue
Total revenue 39,563 140,454 56,388 256,807 263,212
Inter-segment revenue (2,923) {6,133) (12,283} (1,768) (23,107)
Revenue to third parties 36,640 134,321 44,105 25,039 240,105
Segment aperating profit 3,994 3402 2,100 395 9,891
Share of proftin
- joint ventures - 215 55 - 270
- associates - 56 - - 56
Net_ﬁngilc‘:ng costs {1,049) 810 (221) {136) (596)
Profit before taxation 2,945 4,483 1,934 259 9,621
Depreciation charge (1,784) (62} (2,244) (940) (5,030)
Amortisation of intangibles - 84 ~ {685) (601)
Capital expenditure 6,292 379 2,829 1,092 10,592
Met assets
Segment assets 59,536 39,244 22,596 18,620 . 1399%
Segment liabilities (34,548) {35,785) (17,300) {12.553) (100,246}
Segment net asseis 24,938 3459 5,296 6,057 39,750
Joint ventures - 881 - - 881
Associates - 58 - - 58
Segment net assets including share
of joint ventures and associates 24,938 4,398 5,296 6,057 40,689
Unallocaied net assets 345
Total net assets 41,034

Unallocated net assets include goodwill, bank loans, deferred consideration, and desivative financial instrurments.
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Segmental information {continued)

Production division was previously reported separately as Monckton and Maltby, therefore Production division is analysed as follows:

Monckton

Maltby Production Monckten Maltby Production
2008 2008 2008 2007 2007 2007
£000 1900 £000 £000 £000 1000
Revenue
Total revenue 36,529 47,759 84,288 27415 12,148 39,563
Inter-segment revenue (7} {15,767) {(15,774) (4) {2,919} (2523}
Revenue to third parties 36,522 31,992 68,514 27,411 9,229 36,640
Segment operating profit 3317 6,348 9665 2835 1.159 3994
Share of profitin
- joint ventures - - - - - -
- associates - - - - - -
Net financing costs (454) {1,247) {1,701) 637) (412) (1,049)
Profit before taxation 2,863 5101 7,964 2,198 747 2,945
Depreciation charge (831) {5,531} (6,362) (678) (1,106} (1,784}
Amocrtisation of intangibles - - - - - -
Capital expenditure 480 4,874 5,354 2,142 4,150 6,292
Net assets
Segment assets 17,854 49,272 67126 18,337 41,199 59,536
Segment liabilities 6,263) {31.261) {37.524) (8.366) (26,232) (34,598)
Segment net assets 11,501 18,011 29,602 9,971 14,967 24,938
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38

Acquisitions of subsidiaries

On 28 September 2007, the Group acquired all of the ordinary shares in Imperial Tankers Limited for £6,415,000, satisfied by £5,415,000
cash, with £1,000.000 being deferred and contingent on the future periormance of the business. The company opetates a fleet of
bulk liquid tankers. In accordance with IFRS 3 Business Combinations, a review of the acquisition was performed 1o identify specific
intangible assets. This resulted in the creation of an intangible asset of £2,032,000 for customer contracts, based on discounted future

cash flows of the key long term sales contracts in place at the date of acquisition.

In the eight maenths to 31 May 2008 the subsidiary contributed profit after tax of £889,000 to the consolidated profit afier tax for
the year. If the acquisition had occurred on 1 June 2007, Group revenue would have been an estimated £410.3m and profit after tax
would have been an estimated £12.7m, In determining these amounts, management has assurmed ihat the fair value adjustments
that arose on the date of acquisition would have been the same if the acquisition occurred on 1 June 2007.

Pre-acquisition
carrying amounts

Fairvalue Recognised values

adjustments

onacquisition

000 £000 £000

ASSETS

Non-current assets

Property, plant and equipment 7,287 - 7,287

Intangible assets - 2032 2,032

Current assets

Inventories ’ 126 - 126

lrade and other receivables 2,782 - 2,782

{ash and cash equivalents 1,306 - 1,306

LIABILITIES

Non-current liabilities

Interest-bearing loans and borrowings (2,993} - {2,993)

Deferred 1ax liabilities (1,068} (569) {1,637)

Current liabilities

Tradle and other payables (2,212 (250) (2,462)

Current income tax liabilities {390} - {390)

Interesi-bearing loans and barrowings (1,609) - (1.609)

Net identifiable assets and liabilities 3,229 1,213 4442

Goodwill on acquisition 1973

Net purchase consideration and costs of acquisition 6,415

Satisfied by:

Consideration paid 5415

Con_tingem consideration 1,000
6,415

The iniangible assets are being amortised over the weighted average expecied life of these contracts, which is 62 months.

The goodwill is not being amortised. but will be reviewed for impairmeni annually.
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Acquisitions of subsidiaries (continued)

On 1 April 2008, the Group acquired all of the ordinary shares in AJS Contracts Limited for £4,436,000 cash, of which £2,120,000 is
deferred. The company carries out specialist engineering services relating 1o major outages at power stations. In accordance with
IFRS 3 Business Combinations, a review of the acquisition was perfarmed 1o identify specific intangible assets. This resulted in the
creation of an intangible asset of £2,596,000 for customer contracts, based on discounted future cash flows of the key long term

sales contracts in place at the date of acquisition.

In the two months to 31 May 2008 the subsidiary contributed profit after tax of £296,000 io the consolidated profit after tax for the
year, If the acquisition had occurred on 1 June 2007, Group revenue would have been an estimated £408.3m and profit after tax

would have been an estimated £13.8m. In determining these amounts, management has assumed that the fair value adjustrments
that arose on the date of acquisition would have been the same if the acquisition occurred on 1 June 2007,

Pre-acquisition

Fairvalue Recognised values

carrying amounts adjustments on acguisition
£000 caan toop

ASSETS
Non-current assets
Property, plant and equipment 217 (39) 178
Intangible assets - 2,596 2,596
Current assets
Inventories 163 - 163
Trade and other receivables 649 - 649
LIABILITIES
Non-current liabilities :
Deferred tax liabilities (29) (727) {(756)
Current liabilities
Trade and other payables (544) (21} (565)
Currentincome tax lizbilities (299) - (299
Interest-bearing loans and borrowings (32) - (32
Net identifiable assets and liabilities 125 1,809 1,934
Goodwill on acquisition 2,502
Net purchase consideration and costs of acquisition 4,436
Satisfied by:
Consideration paid 2316
Deferred consideration 2120
Net purchase consideration and costs of acquisition 4,436

The intangible asset is being amortised over the weighted average expected life of these contracts, which is 71 months.

The goodwill is not being amortised, but will be reviewed for impairment annually.
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40

Acquisitions of subsidiaries {continued}

On 5 Octaber 2007, the Group increased its stake in Hargreaves Building Products Ltd and Lytag Lid by way of a share exchange
between Hargreaves Building Products Ltd and Hargreaves Coal Combustion Products Lid, and exchanging shares in Hargreaves
Services plc with the other shareholders of HCCP Ltd, HBP Ltd, and Lytag Lid. Hargreaves increased its share of the new combined
group from 25% to 50%, resuiting in an increase in investments of £107,054. The consideration was valued at £1,120,097 based cn
expecied future profits of the combined HBP/HCCP group. This resulted in goodwill of £1,013,043. The goodwill will not be amortised
over a spedhic peried of time, however it will be reviewed annually for impairment at each reporting date, in line with Group policy.

The Group acquired the entire issued share capital of Norec Limited on 1 September 2006. The resulting goodwill of £1,252,000 was
capitalised and will be reviewed annually for impairment.

In accordance with IFRS 3 Business Cambinations, a review of the acquisition was performed to identify specific intangible assets.
This resulted in the creation of an intangible asset of £7,061,000 for customer contracts, based on discounted future cash flows of the
key long term sales contracts in place at the date of acquisiticn. The intangible asset is being amortised over the weighted average
expectied life of these contracts, which is 75 months,

Pre-acquisition Fairvalue Recognised values
carrying amounts dj on acquisiti
£000 £000 £000
ASSSETS
MNon-current assets
Praperty, plant and equipment 764 - 764
Intangible assets - 7061 7061
Current assets
Trade and cther receivables 4,271 - 4,271
Cash and cash equivalents 1,371 - 1.371
LIABILITIES
Non-current liabilities
Deferred tax liabilities - (1.977) (1.977)
Current liabilities
Trade and other payables (2,172} - (2172)
Provisions (3,173} - {3,173)
Net identifiable assets and liabilities 1,061 5,084 6,145
Goodwill on acquisition 1,252
Net purchase consideration and costs of acquisition 7.397
Satisfied by:
Cash censideration paid 5897
Deferred consideration paid by 31 May 2007 1,500
7,397
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Acquisitions of subsidiaries (continued)
The Group also acqguired the trade and assets of Maliby Colliery, on 26 February 2007 resuliing in goodwill of £2,139,000.
This goodwill will be reviewed annualty for impairment.

Pre-acquisition

d

Fairvalue Recognised values

N

carrying on acguisition
£000 £000 £000

ASSETS
Non-current assets
Property, plant and equipment 12,694 17,839 30,533
Current assets
Inveniories 5171 (1,358) 1813
LIABILITIES
Deferred tax liabiities - (2.139) (2,139)
Provisions (6,186) (7,656) (13,842}
Net identifiable assets and liabilities 11,679 6,686 18,365
Goodwill on acquisition 2,139
Net purchase consideration and costs of acquisition 20,504
Satished by:
Cash consideration paid 20,504

This subsidiary undertaking acquired during the year ending 31 May 2007 contributed £4,112,000 1o the Group's net operating
cashflows, paid £nil in respect of nei returns on investments and servicing of finance and utilised £4,150,000 for capital expenditure.

Prior 1o the acquisition, Maltby Colliery was part of a division of UK Coal plc.

Hargreaves Services plc
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Acquisitions of subsidiaries {continued)
The Greup acquired an additional 50% of the issued share capital of Hargreaves (Bulk Liguid Transport) Limited in Decernber 2006
taking its shareholding to 100%. The resulting goodwill of £1,529,000 was capitalised and wili be reviewed annually for impairment.

Bookand
tair value
£000
ASSETS
Non-current assets
Intangible 14
Property, plant and equipment 856
Current assets
Inventories 17
Trade receivables 855
Cash and cash equivalents 5
LIABILITIES
Trade and oiher payables (1,389)
Provisions (78)
Net identifiable assets and liabilities 280
Goodwill on acquisition 1,529
Net purchase consideration and costs of acquisition : 1,809
Satisfied by:
Cash considleration paid . 764
Shares 1,045
1,809

The Group acquired the entire issued share capital of Mineral Resources Europe GmbH in May 2007, thiough its 77.5% owned
subsidiary, Hargreaves Raw Material Services GmbH {now 72.5%). The resulting negative goodwill of £84,000 was released
immediately 1o profit and loss account,

Bockand
fair value
£000
ASSETS
Non-current assets i5
Property, plant and equipment
Current assets
Inventories 2870
Trade receivables 6,345
Cash and cash equivalents 1,083
LIABILITIES
Current liabilities
Trade and other payables ' (9,566)
Net identifiable assets and liabilities 747
Goodwill on acquisition (84)
MNet purchase consideration and costs of acquisition 663
Satisfied by:
Cash consideration paid 663
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Acquisitions of subsidiaries (continued)

The Group acquired the trade and certain assets of the Simon Bulk Warehousing and Distribution division from Humber Sea Terminat

Limited on 30 March 2007 resulting in goodwill of £nil.

Book value Revatuations Fair value
£000 £000 £000
ASSETS
Non-current assets .
Property, plant and equipment 3,000 1,215 4,215
Net identifiable assets and liabilities 4215
Goodwill on acquisition -
Net purchase consideration and costs of acquisition 4,215
Satisfied by
Cash consideration paid 4,215
Other operating {(expense)/income
2008 2007
£000 £000
Net {loss)/gain on disposal of property, plant and equipment (105) 25
Net gain/{loss) on disposal of investments 28 -
(77} 25
Expenses and auditors’ remuneration
Profit before tax is stated after charging/(¢crediting);
2008 2007
£000 £000
Amortisation of intangibles 1,164 601
Impairment loss on inventories 441 -
Impairment (gain)/loss on trade and ather receivables 110y 80
Depreciation of property, plant and equipment owned 8,278 3592
Depreciation of property, plant and equipment, held under finance lease 2,764 1,438
Auditors' remuneration:
2008° 2007
£000 £000
Audit of these financial statements 36 3
Amounts receivable by auditors and their associates in respect of:
Audit of financial statements of subsidiaries pursuant ta legislation 136 110
Other services pursuant to such legislation 407
Other services relating to taxation 66 40
Valuation and actuarial services 5 -
Services relating to recruitment and remuneration 12 36
All other services 14 -

Amounis paid to the Company’s auditors and their associates in respect of services o the Company, other than the audit of the

Company’s financial statements, have not been disclosed as the information is required instead to be disclosed on a consolidated basis.
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6  Staff numbers and costs
The average number of persons employed (including directors) during the year, analysed by category. was as follows:

Number of employees Number of employees
Group Company

2008 2007 2008 2007
Directors 22 15 5 5
Maintenance and washery 197 137 - -
Traffic and administration 288 189 - -
Drivers . a41 423 - -
Production 1,031 687 - -
1,979 1,451 S 5

The aggregate payroll costs of these persons were as follows:

Group Company
2008 2007 2008 2007
£000 £000 000 £000
Wages and salaries 61,037 38,714 - -
Share-based payments (see note 23) 440 267 - -
Social security costs 6,220 4013 - -
Contnbutions 1o defined contribution plans 1,430 158 - -
Expenses related to defined benefit plans 1,071 3i2 - -
70,198 43464 - -
7 Directors’ remuneration

2008 2007
000 £000
Direciors’emoluments - 901 880
Company contributions to money purchase pension plans 61 55
Amounts paid o third parties in respect of directors'services 85 81

The aggregate of emoluments and amounts receivable under long term incentive schemes of the highest paid director was £417,000
{2007: £371,000), and company pension contributions of £37,000 (2007 £35,000) were made 1o 2 meney purchase scheme on his behalf.

Number of directars
2008 2007

Retirernent benefits are accruing to the following number of directors under:
Money purchase schemes 2
Defined benefit schemes - -

The number of directors who exercised share options was - -
The number of directors in respect of whose services shares were
received or receivable under long term incentive schemes was - -

Directors'rights to subscribe for shares in or debentures of the Company and its subsidiaries are indicated below:

Number of options Exercise

Atstart Atend price

of year of year p

GFC Banhamn 4,288 4,288 218
KJ Dougan 4,288 4288 218
GFC Banham 25,543 25543 -
KJ Dougan 15964 15964 -

44

All of the directors benefited from qualifying third party indermnity provisions.
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Finance income and expense
Recognised in profit or loss

2008

1007

£000 £000
Financeincome
Net gain on financial instruments designated as fair value through profit or loss 227 1,148
interest income on unimpaired financial assets 153 324
Expecied return on defined benefit pension plan assets 771 168
Total finance income 1,151 1,640
2008 2007
£000 £000
finance expense
Total interest expense on financial fiabilities measured at amortised cost 4,563 187
Unwind of discount on deferred consideration 34 -
Interest on defined benefit pension plan obligation 1,083 265
Total finance expense 5,680 2236
Taxation
Recognised in the income statement
2008 2007
£000 £000
Current tox expense
Current year 5,633 2,405
Adjustments for prior years 172 (294)
Foreign tax — current year 728 243
Current tax expense 6,533 2,354
Deferred tax (credit)/expense
Origmation and reversal of temporary differences (672) 591
Reduction in {ax rate {44} -
Adjustments for prior years {636) 189
Deferred tax (credit)/expense (1.352) 780
Tax expense in income statement {excluding share of tax of equity accounted invesiees) 5,181 3134
Share of tax of equity accounted investees 122 128
Total tax expense 5,303 3,262
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Taxation (continued)
Reconciliation of effective tax rate

2008 2007

£000 £000
Profit for the year 12,679 6,487
Total tax expense (including tax on equity accounted investees) 5303 3262
Profit excluding taxation 17,982 Q745
Tax using the UK corporation tax rate of 30% (2007: 30%) 5,395 2,825
Effect of tax rates in foreign jurisdictions 49 73
Difference in effective tax rate (69) -
Impact of change in tax rate to 28% on deferred tax balances (44) -
Non-deductible expenses 440 368
Utilisation of previcusly unrecagnised tax losses - 33
Marginal relief (4) (32)
Over provided in prior years {464) {105)
Total tax expense {including tax on equity accounted investees) 5303 3,262
Tax recognised directly in equity

2008 2007

£000 1000
Current tax recognised directly in equity - -
Deferred 1ax recognised directly in equity 1,238 199
Total tax recognised directly in equity 1,238 169

Earnings per share
Al earnings per share disclosures relate to continuing operations as the Group had no discontinued operaticns in either 2007 er 2008.

Earnings per share for the ordinary shares are as follows:

2008 2007
Crdinary shares

Basic earnings per share 46.66p 26.32p
Diluted earnings per share 45.74p 26.16p

The calculation of earnings per share is based on the profit for the year attributable to equity holders and on the weighted average
number of shares in issue and ranking for dividend in the year.

Ordinary shares

2008 2007

£000 £000
Profit for the year attributable to equity holders 12,257 5414
Weighted average number of shares 26,270,532 24,372,457
Earnings per ordinary share {pence) 46.66p 26.32p
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1

Earnings per share {continued)
The calculation of diluted earnings per share is based on the profit for the year and on the weighted average number of ordinary
shares in issue in the year adjusted for the ditutive effect of the share options ocuisianding.

2008 2007
£000 £000
Profit for the year attributable to equity holders 12,257 6414
Weighted average number of shares 26,800,663 24,516,162
Diluted earnings per ordinary share (pence) 45.74p . 26.16p
Property, plant and equipment - Group
Freehaold land
and bulldings Mator
and leasehold Furniture and vehicles Fixtures Mineral
improvements equipment and plant and fittings reserves Total
£000 £000 £000 £000 £000 £000
Cost
Balance at | June 2006 2,640 5,740 24,430 133 - 32943
Acquisitions through
business combinations 15,023 29 15,520 3 6,638 37,239
Other acquisitions 853 1,890 7.835 14 - 10,592
Disposals - (339) {(1473) - - (1,812
Balance at 31 May 2007 18,514 7,320 46,312 178 6,638 78,962
Balance at | June 2007 18,514 7,320 46,312 178 6,638 78562
Acquisitions through
business combinations 1,185 13 6,259 8 - 7,465
Other acguisitions 279 3N 7,344 101 - 3015
Disposals - (345) 4,110 (5) - {4,460)
Effect of movements in foreign exchange - 2 - - - 2
Balance at 31 May 2008 19,978 7.281 55,805 282 6,638 89,984
Depreciation and impairment
Balance at 1 June 2006 564 2574 8,553 106 - 11,767
Depreciation charge for the year 315 801 3779 i4 in 5030
Disposals - (167) (876) - - (1.043)
Balance at 31 May 2007 879 3,208 11,456 120 121 15,784
Balance at | June 2007 879 3,208 11,456 120 12 15,784
Depreciation charge for the year 532 315 9520 34 641 11,042
Disposals - (330} (2,785) (5) - {3,120}
Effect of movements in foreign exchange - 1 - - - 1
Balance at 31 May 2008 1.411 3,194 18,191 149 762 23,707
Net book value
At 1 June 2006 2,076 3,166 15,877 27 - 21,146
At 31 May 2007 and 1 June 2007 17,635 4,112 34,856 58 6,517 63,178
At 31 May 2008 18,567 4,087 37614 133 5,876 66,277
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48

Property, plant and equipment - Group {continued)

Leased plant and machinery

Al 31 May 2008 the net carrying amount of leased plant and machinery was £14,483,132 (2007: £8,732,424), The leased equipment

secures lease obligations (see note 20).

Security

Certain of the Group's property is used to secure long term funding through secured term loan arrangements (note 20},

Property, plant and equipment under construction
The Group has no property, plant and equiprent under construction.

The Company has no property, plant and equipment.

Intangible assets - Group

Negative Customer Other
Goodwill goodwill CONLacts intangibles Total
£000 £000 £000 £000 £000

Cost
Balance at 1 June 2006 5422 - - - 5422
Acquisitions through business combinations 4,940 (84} 7,061 - 11,917
Other acquisitions = externally purchased - - - 7
Balance at 31 May 2007 10,362 {84) 7.061 7 17.346
Balance at 1 June 2007 10,362 (84) 7.061 7 17346
Acquisitions through business combinations 5488 (18) 4628 - 10,098
Effect of movements in foreign exchange (i1) - - (2) (13}
Balance at 31 May 2008 15,839 {102} 11,689 5 27,431
Amortisation and impairment
Balance a1 | June 2006 - - - - -
Amartisation for the year - (84) 685 - 601
Balance at 31 May 2007 - (84) 685 - 601
Balance at 1 june 2007 - {(84) 685 - 601
Amortisation for the year - {18) 1182 - 1,164
Balance at 31 May 2008 - {102) 1,867 - 1,765
Net beok value
At 1 June 2006 5,422 - - - 5422
At 31 May 2007 and 1 June 2007 10,362 - 6,376 7 16,745
At 31 May 2008 15,839 - 9,822 5 25,666
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Intangible assets - Group (continued)
Amortisation and impairment charge
The amortisation and impairment charge is recognised in the following line items in the income statement:

2008 2007

£000 £000
Administrative expenses i,164 601
Impairment testing
Goodwill has been allocated to cash generating units or groups of cash generating units as follows:

Goodwil]

2008 2007

£000 £000
Nerec Limited 1,252 1,252
AJS Contracts Limited 2,502 -
Imperial Tankers Limited/Hargreaves (Bulk Liquid Transport) Limited 3,523 1552
Monckton Coke & Chemical Company Limited 5,419 5419
Hargreaves Building Products Limited 1,004 -
Maltby Colliery Limited 2,139 2,139
The recoverable amount of the above cash generating units have been calculated with reference to their value in use. The key
features of this calculation are shown below:

2008 2007
Pericd on which management approved forecasts are based 5 years 5 years
Grawth rate applied beyond approved forecast period 2% 2%
Discount rate 12% 12%

The growih rates used in value in use calculations reflect a conservative estimate of the average industry graowth rate.

The recoverable amount of each cash generating unit has been calculated with reference Lo its fair value less cost to sell.

In calculating this value, managerment have used the following assumptions:

+ Cash flows were projected based on budgeted operating resulis for the proceeding year with the short term growth rate applied
1o the next four years. A conservative growth rate of 2% has been applied in perpetuity, This rate does not exceed the long term

average growth rate for any of the cash generating units’indusiries.

» Sustaining capital expenditure in each cash generating unit has been included in the calculations equivalent to the current levels
of annual depreciation. This is considered to be a prudent view by management as cash generating units such as Nore¢ and AJS

Coniracts are largely labour-intensive rather than capital-intensive.

+ A pre-tax discount rate of 12% has been used. Managernent consider this 1o be a prudent estimate of the cost of capital of the

Group, taking into account the current macro-economic situation.
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Investments in subsidiaries, associates and jointly controlled entities
The Group and Cornpany have the following investments in subsidiaries, associates and jointly contiolied entisies:

Nature of Country of Class of Ownership
business Incorporation shares held 2008 2007
Company
Subsidiary undertakings
Hargreaves (UK) Limited Holding company UK Qrdinary 100% 100%
Norec Limited Contract management service UK Ordinary 100% 1009%
Hargreaves (Bulk Liquid Transport)
Limited Haulage UK Ordinary 100% 509
Preference 50% 50%
Jointly controlled entity
Coal4Energy Limited Light industrial and UK Ordinary 50% 505
domestic coal sales
Hargreaves Building Products
timited Holding company UK Qrdinary 50% 25%
Group
Subsidiary undertakings
Hargreaves (UK) Limited Holding company UK Qrdinary 100% 100%
Hargreaves Transport Limited Asset Management UK Ordinary 100% 100%
Hargreaves (UK) Services Limited Haulage, mineral import UK Qrdinary 100% 100%
and processing
The Manckton Coke & Chemical
Company Limited Manufacture of coke UK Ordinary 100% 100%
Norec Limited Contract management service UK Qrdinary 100% 100%
Hargreaves (Bulk Liquid Transport)
Limited Haulage UK Ordinary 100% 100%
Preference
Maltby Colliery Limited Coal mining UK Ordinary 100% 100%
Hargreaves Raw Matera Services
GmbH Import and sale of Germany Qrdinary 72.5% 77.5%
carbon based materials
Hargreaves Metallurgical
Supplies Limited
(formerly known as ThyssenKrupp
_Metallurgical Supplies Limited) Mineral distribution UK Ordinary 100% 50%
Imperial Tankers Limited Haulage UK Ordinary 100% -
AJS Contracts Limited Engineering maintenance services UK Ordinary 100% -
Joinily controlled entity
Maxibrite Limited Smiokeless fuel briquette UK Ordinary 42.6%* -
manufacturing
Hargreaves Coal Combustion ’
Products Limited Management and sale UK Ordinary 50% 48%
of ash products Preference 50% 50%
Lytag Limited Sales of aggregate product UK Ordinary 50% 25%
Rocfuel Limited Renewable energy solutions UK Ordinary 50% -

* Maxibrite 15 a 85.2% owned subsidiary of Coal4Energy Limited.

In addition to the above, the Group has approximately ten dormant subsidiary undertakings,

the Group's share of post-acquisition total recognised profit or loss in the above associates and jointly controlled entities for the year

ended 31 May 2008 was £262,000 (2007: £326,000).
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Investments in subsidiaries, associates and jointly controlled entities (continued)
Coal4Energy is considered a Jointly Controlled Entity because 50% of the voting rights are controlled by the Group.

Hargreaves Building Products Limited is considered a Jointly Controlled Entity because 50% of the voting rights are controlled
by the Group.

Hargreaves Coa!l Combustion Products Limited is considered a Jointly Controlled Entity because 50% of the voting rights are
controlled by the Graup.

Lytaq limited is considered a Jointly Controlled Entity because 50% of the voting rights are controlled by the Greup.
Rocfuel Limited is considered a Jointly Controlled Entity because 50% of the voting rights are controlled by the Group,

Maxibrite Limited is considered a Jointly Controlled Entity because it is a 85.167% owned subsidiary of Coal4Energy, of which 50% ‘
of the voting rights are controlled by the Group.

Interests in Other
Interestsin jointty controlled investments
assodiates entities {listed) Tatal
£000 £000 £000 £000

Group
Cost
At beginning of year 2 i 20 23
Additions - 149 - 149
Disposal - - {20) (20)
Transfer (2) 2 - -
Atend of year - 152 - 152
Share of post acquisition reserves
At beginning of year 56 880 - 935
Profits for the financial year 49 213 - 262
Dispesals - (8 - (@)
Transfers {105) 105 - -
Dividends paid - {750 - (750)
Atend of year - 440 - 440
Net book value
At 31 May 2008 - 592 - 592
At 31 May 2007 58 881 20 959

The Group’s other investments were disposed of during the year. They had a market value at 31 May 2007 of £33,000.

The disposal of joint ventures in the year relates to the change in ownership of Hargreaves Metallurgical Supplies Limited from
a 508 owned joint venture to a 100% owned subsidiary. The additional 50% of share capital was acquired on 31 May 2008.

Hargreaves Services plc Annual Report and Accounts 2008 51




NOTES (CONTINUED)

13 Investments in subsidiaries, associates and jointly controlled entities (continued)

Current Non-current Current Non-current Expenses
Ownership assets assets liabilities liabilities Revenue lincluding tax)
% £000 £000 £000 £000 £000 £000
2008
Hargreaves Building
Products Limited 50% 448 4 (376) {11) 256 (310
Hargreaves Coal Combustion
Products Limited 50% 2,154 301 {2,033) - 7270 (7,114)
Hargreaves Metallurgical
Supplies Limited 50% - - - - - 13
CoaldEnergy Limited 50% 8,091 4821 (12,895) - 63683 (63,675)
Maxibrite Limited 42.58% 3107 774 {(1,281) - 615 (505}
Lytag Limited 50% 1437 231 (1,112) ’ - 2722 {2,520}
Rocfuel Limited 50% 5 i (48) - - (34}
15,242 6,142 (17,745} (11) 74,586 (74,145)
Current Non-current Current Non-current Expenses
Ownership assets assets liabilities liabilities Revenue {including tax)
% £000 £000 £000 £000 £000 £000
2007
Hargreaves Coal Combustion
Products Limited 48% 1,558 300 (1,492) - 4037 (3,945)
Hargreaves Metallurgical
Suppfies Limited 50% 1,97¢ - {575) - 2969 (2,701)
Coal4Energy Limited 50% 6,207 34 (6,232) - 56,653 (56,578)
Hargreaves (Bulk Liquid
Transport Limited) 50% - - - - 7278 (7,168)
9,744 334 {8,299) - 70,937 (70,392)

Summary aggregated financial information on associates — 100%:

008 2007
£000 £000
Assels - 2,775
Liabilities - (2,542)
Revenues 1,590 2,285
P_roﬁt after tax 195 223
Compary
Group Joint
undertakings ventures Associates Total
£000 £000 £000 £000
Shares at cost
Cost and net book value
At 1 June 2006 4,583 1 - 4,582
Additions 9,206 - 2 9,208
Capital contribution arising on share options 268 - - 268
At 31 May 2007 14,055 1 2 14,058
At 1 Junie 2007 14,055 1 2 14,058
Additions - 1,120 - 1,120
Capital contribution arising on share options 440 - - 440
Transfer - 2 {2) -
At 31 May 2008 14,495 1,123 - 15,618
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14 Other financial assets

16

Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Non-current
Interest rate swaps designated as fair value through profit or loss 35 200 - -
Oirectors’indemnity {see note 24) - 500 - -
35 700 - -
Current
Currency contracts designated as fair value through profit or loss 164 - - -
Interest rate swaps designated as fair value through profit or loss 22 - - -
Other derivatives designated as fair value through profit and loss 152 - - -
Other derivative designated as fair value through hedging reserve 416 - - -
754 - - -
Other financial liabilities
Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Non-current
Interest rate swaps designated as fair value through profit and loss 8 - - -
Other derivative designated as fair value through hedging reserve 7.887 631 - -
7,895 631 - -
Current
Currency contracts designated as fair value through profit or loss 5 67 - -
Other derivatives designated as fair value through hedging reserve 3,109 138 - -
3,114 205 - _
Deferred tax assets and liabilities
Group
Recognised deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following:
Assets Liabilities
2008 2007 2008 . 2007
£000 £000 £000 £000
Property, plant and equipment - - 7,855 6972
Intangible assets - - 3,273 1977
Financial assets {2,863) (191) - -
Employee benefits {1,520) {2,823) - -
Share-based payments {391) (268) - -
Provisions (2,938) (2.143) - -
Tax value of loss carry-forwards {6) - - -
Cther - - - 89
Tax (assets)/liabilities {7,718) (5.425) 11,128 6038
Net of tax liabilities - - 5,092 1851
Net tax {assets)/liabilities (7,718) (5:425) 16,220 10,389
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16 Deferred tax assets and liabilities (continued)

54

Movement in deferred tax during the year

Acquired in
1Jjune Recognised Recognised business 31 May
2007 inincame in equity combination 2008
£000 £000 £000 £000 £000
Property, plant and equipment 6,972 (208) - 1,091 7.855
Intangible assets 1,977 - - 1,296 3,273
Financial assets {191) 61 (2,733 - (2,863)
Employee benefits {2,823) (192) 1,495 - {1,520)
Shaie-based payments (268) (123) - - {391)
Provisions (2,143) {795) - B {2,9318)
Tax value of loss carry-forwards utilised - [5)] - - (6}
Other 89 (89) - - -
3,613 (1,352} (1,238) 2,387 3,410
Movement in deferred tax during the prior year
Acquired in
1June Recognised Recognised business 21 May
2006 inincome in eguity cambination 2007
£000 £000 £000 £000 £000
Property, plant and equipment 2,102 388 - 4,482 6,972
Intangible assets - - - 1977 1,977
Financial assets (304) 344 (231) - (191)
Employee benefits (141) (63) 32 (2,651) (2,823)
Share-based payments - (268) - - {268}
Provisions - - - (2.143) (2,143)
_C_)[her (209) 379 - 81) 89
1,448 780 {199) 1,584 3,613
Company
Recognised deferred tax assets and liabilities
Deferred tax assets and liabilities are atiributable to the following:
Assets Liabilities
2008 2007 2008 2007
£000 £000 £000 £000
Share-based payments {123) - - -
Tax (assets)/liabilities (123) - - -
Net of tax liabilities/(assets) - - - -
Net tax {assets)/liabilities (123) - - -
Movement in deferred tax during the year
At 1 June 2006 Recognised Recognised 31 May
and at 1 June 2007 inincome inequity 2008
£000 €000 £000 £000
Share-based payments - (123) - (123)

On 27 June 2007 a change in the rate of corporation tax was substantively enacted, with corporation tax reduced from 30% to 28%
with effect from 1 April 2008. Consequently all deferred tax balances have been calculated based on the new rate.
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Inventories
Group Company

2008 2007 2008 007
£000 £000 £000 £000
Raw materials and consumables 29,953 30220 - -
Work in prograss 8,773 1,503 - -
Finished goods 4,727 3304 - -
43,453 35027 - -

All amounts included within stocks are expected to be recovered within 12 months.

The write-down of inventories ta net realisable value amounted 1o £441,000 (2007: £nil). The reversal of write-downs armounted
to £nil (2007: £nil). The write-down is in cost of sales.

Included within inventaries is £17.0m {2007: £nil} of advanced payments on account from customers.

Trade and other receivables

Groug Campany

2008 2007 2008 2007

£000 £000 £000 £000

Trade receivables 40,233 31,143 - -

Trade receivable due from group undertakings - - 38,201 60611
Trade receivable due from undertakings in which

the company has a participating interest 3,031 2820 100 100

Other irade receivables 5,277 1826 3 2

Prepayments and accrued income 3,481 2617 - -

52,022 38406 38,304 60,713

Included within trade and other receivables is £nil {2007: £nil) for the Group and £nil (2007: £nil) for the Company expected to be
recavered in more than 12 months.

The Group has a variety of credit terms depending on the customer. The majority of the Group's sales are made to blue-chip
companies and cansequently have very low historical default rates.

At 31 May 2008 uade receivables are shown net of an aflowance for bad debis of £125,000 (2007 £207,000) adising from the ordinary
course of business, as foliows:

2008 2007

£000 £000
Group
Balance at 1 June 207 30
Assumed on acquisition 28 97
Provided during the year 61 80
Refeased {110} -
Utilised during the year (61) -
Balance at 31 May 125 207
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56

Trade and other receivables (continued)
The ageing of trade receivables at the balance sheet date was:

2008

Gross trade Net trade
receivables Doubtfuldebt receivables
£000 1000 £000

Group
Noi past due date 26,555 - 29,555
Past due date (0-90 days) 10,676 (28} 10,648
Past due date {over 90 days) 127 97) 30
individually impaired amounts - - -
40,358 {125} 40,233

2007

Gross trade Net trade
receivables Doubtful debt receivables
£000 000 £000

Group
Not past due date 22,850 {110} 22,780
Past due date (0-90 days) 8372 - 8,372
Past due date {over 90 days) 88 (97) {9
Individually impaired amounts - - -
31,350 {207} 31,143

Management have no indication that any unimpaired amounts will be irrecoverable.

The Group's most significant customer is SSE Energy Supply Limited which accounts for £4,128,000 of rade receivables carrying

amount at 31 May 2008 (2007: £2,225,000).

The maximum exposure to credit risk for trade receivables at the reporting date by geographic region was:

1008 2007
£000 £000
UK 36,249 25,753
European customers 3,370 4,070
Other regions 614 1,320
40,233 31,143

The Group's exposure 1o credit and currency risks and impairment losses related to trade receivables are disclosed in note 26.

Cash and cash equivalents/bank overdrafts
Group Company

2008 2007 1008 2007
£000 £000 £000 £000
Cash and cash equivalents per balance sheet 10,015 11.779 8,995 -
Bank overdrafts {11,040) {9.824) - -
@En_d_cash equivalenis per cash flow statements (1,025) 1,955 8,995 -

The Group's exposure (o credit and currency risk related to cash and cash equivalents are disclosed in note 26.
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20 Other interest-bearing loans and borrowings

This note provides information about the contractual terms of the Group and Company’s interest-bearing loans and borrowings,
which are measured at amortised cost. For mare information about the Group and Company’s exposure 1o interest rate and foreign

cusrency risk, see note 26.

Graup Company
2008 2007 2008 2007
1000 £000 £000 £000
Non-current liabilities
Secured bank loans 13,297 14,143 8,063 10,995
Finance lease liabilities 6,729 4784 - -
Invoice discounting facility 9,975 15,238 - -
30,001 34165 8,063 10,995
Current liabilities
Current portion of secured bank ioans 5212 4327 2,932 2932
Current portion of finance lease liabilities 3,216 1,801 - -
Promissory note facility 6,759 - - -
Bank overdraft 11,040 GR24 - -
26,227 16,052 2932 2332

The Group comparative analysis between current and non-current liabilities has been amended to more accurately reflect existing

repayment terms.

Terms and debt repayment schedule

Carrying Carrying

Nominal Face value amount Face value amount

interest Year of 2008 2008 2007 2007

Currency rate maturity £000 £000 £000 £000

Term loan A Sterling LIBOR +2% 2012 11,250 10,995 14,250 13,927
Term loan B Sterling LIBOR +2.5% 2010 2,800 2,756 4,200 4,136
Term loan C Sterling  Base Rate +2% 2012 4,454 4,367 - -
Morigage Sterling UBCR +1.5% 2024 39 3N 407 407
Finance lease liabilities Sterling 55%-125% 2008-2014 9,945 9,945 6,685 6,685
Promissory note facility USD UBOR+1.125% 2009 6,759 6,759 - -
Bank overdraft facility EUR 5.6% -7.25% 2008 11,040 11,040 9,824 9824
Invoice discounting facility Sterling LIBOR + 1.4% 2011 9,975 9,975 15,238 15,238
56,614 56,228 50,604 50,217

The invoice discounting facilities are committed 36 months facilities from 17 June 2008 which permit the refinancing of current debt.
In accordance with the presentation requirements of 1AS 32 and IAS 39 these liabilities have been classified according 1o the maturity
date of the longest permitied refinancing. Without these committed facilities 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 Lo inveice discounting advances ag 31 May 2008 were £10,500,000 (2007: £6,404,000)

The overdraft facility is 4 12 month facility from 22 January 2008, and can be drawn down in both Euros and US Dollars, The rate of

interest is fixed and dependent on the currency drawn down.
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NOTES (CONTINUED)

20 Otherinterest-bearing loans and borrowings (continued)
Finance lease liabilities
Finance lease liabilities are payable as follows:

Minlmum Minimum
lease payments Interest Principal lease payments Interest Principal
2008 2008 2008 2007 2007 2007
Group £000 £000 £000 £000 £000 £000
Less than one year 3,760 544 3,216 2,293 392 1,901
Between one and five years 7,258 574 6,684 5,246 462 4,784
More than five years 54 9 45 - ~ -
11,072 1,127 9,945 7,539 854 6,685
21 Trade and other payables
Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Current
Trade payables 24,540 22,492 - -
Trade payables due 1o Group undertakings - - 10,397 18,553
Trade payables due to underiakings in which
the company has a participating interest 78 - 41 -
Qiher trade payables ] 11,872 11,119 - i81
Non-irade payables and accrued expenses 18,492 13,894 152 -
Defe_rreg consideration 3,248 2,000 1,120 -
58,230 49,505 11,710 18,734
Non-current
De_rgr_red consideration 1,026 - - -
1,026 - - -

No amounts included within irade and other payables for the Group ar Company are expecied to be setiled in more than 12 months
(2007: £nil).

22 Pension schemes and other retirement benefits
The Group aperates a group personal pension scheme. The pension cost charge for the year represents contributions payable by the
Group to the employees' funds and amounied to £1,430,000 (2007: £158,000). There were no outstanding or prepaid contributions,
at either the beginning or end of the financial year.

The Group acquired a concessionary fuel retirement beneft scheme on the acquisition of The Monckion Coke & Chemical Corpany
Limited on 17 June 2005.

The Group provides for concessionary fuel retirement benefits, for the current members of the scheme, payable at retirement on

attaining the age of 65. The amounis payable are determined in the employee terms and conditions and are subject to a qualifying
period of service. The cosis of the concessionary fuel benefits are determined by a qualified actuary on the basis of triennial valuations.
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22 Pension schemes and other retirement benefits {continued)
The latest full actuarial valuation was carried out on 31 December 2004 and updated for 1AS 19 purposes to 31 May 2008.

The major assumptions used in these valuations were:

2008 2007
Average retirement age . 65 years 60 years
Rate of leaving services 2.5% 25%
Coal price inflation 2.1% 2.1%
Discount rate applied i0 scheme liabitities 5.4% 54%
Inflation assumption 3.1% 3.1%

The assumptions used by the actuary are chosen from a range of passible actuarial assumptions which, due to the timescale covered,

may not necessarily be borne out in practice.
Concessionary fuel is an unfunded retirement benefit and as such there are no assets in the scheme.

Summary of scheme liabilities

2008 2007
Present value of scheme liabilities {419} (469)
Deferred tax asset 117 141
Net scheme liabilities (302) {328)
Movement in deficit during the year

2008 2007

£000 £000
Defcit in scheme at beginning of year {469) 469)
Current service cost (6) 7}
Contributions paid 26 18
Other finance cost (25) {24)
Actuarial gaind(loss) 55 13
Deficit in the scheme at the end of the year {419) (469)
Analysis of other pension costs charged in arriving at operating profit

2008 2007

£000 £000
Current service €ost (6) {7)
Analysis of amounts included in othar inance costs

2008 1007

£000 £000
Interesi on pension scheme liabilities (25) 24)
Analysis of amount recognised in statement of total recognised gains and losses

2008 1007

£000 £000
Experience gains and losses arising on scheme liabilities 84 -
Changes in assumptians underlying the present value of scheme liabilities {29) 13
Actuarial gain recognised in statement of total recognised gains and losses 55 13
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NOTES (CONTINUED)

22 Pension schemes and other retirement benefits {continued)
History of experience gains and losses

2008 2007
Experience gains and losses on scheme liabilities:
Amount {£000} 84 -
Percentage of year end present vatue of scheme ligbilities 20% -
Total amount recognised in statement of total recognised gains and losses:
Amount (£000) 55 13
Percentage of year end preseni value of scheme liabilities 13% 3%

The Group acquired another concessionary fuel retirement benefit scheme and became a member of two defined benefit schemes
an the acquisition of Maltby Colliery on 26 February 2007.

The Group operates a pension scheme providing benefits based on final pensionable pay. The latest full actuarial valuation of
all these schemes was carried out at 31 December 2003 and was updated for IAS 19 purposes to 31 May 2008 by a qualified

independent actuary.

The major assumptions used in this valuation were:

2008 007
Rate of increase in salaries . 3.8% 32%
Rate of increase in pensions in payment and deferred pensions 3.6% 3.2%
Discount rate applied to scheme liabilities 5.9% 49%
Inflation assumption 3.8% 32%

The assumptions used by the actuary are chosen from a range of possible actuarial assumptions which, due to the iimescale covered,
may not necessarily be borne out in practice.

Scheme assets

The fair value of the scheme's assets, which ate not imended 10 be realised in the short term and may be subject o significant
change before they are realised, and the present value of the scheme liabilities, which are derived from cash flow projections over
long periods and thus inherently uncertain, were;

Value at Value at

2008 2007

£000 £000

Equities 11,480 8,787

Bonds - 2929

Other - Cash 81 -

Total market value of assets 11,561 il1,716

Present value of scheme liabiilities (16,573) (20,658)

Deficitin the scheme - Pension liability {5,012) (8942)

Related deferred tax asset 1,403 2682

Net pension liability (3,609) (6,260)
The expected rates of return on the assets in the scheme were:

Lang termrate Long term rate

ofreturn of return

2008 2007

Equities 9.0% 7.4%

Bonds 5.5% 5.006

Other - Cash 5.0% 5.5%
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22 Pension schemes and other retirement benefits {continued)

Movement in deficit during the year

2008 2007

£000 £000
Deficit in scheme on acquisition - (8.837)
Deficit in scheme at the beginning of the year (8,942) -
Current service Cost (1,065) (305)
Contributions paid 712 178
Other finance cost (287} (73)
Actuarial gain 4,570 95
Deficit in the scheme at the end of the year {5,012) 8942)

The pension scheme deficii has been calculated at 31 May 2008 on the basis that of the 138 employees eligible to transfer their
henefits 1o the new section of the Maltby Colliery pension scheme, 34 were yei to transfer. At 31 May 2007, the deficit was calculated

on the assumption that all 138 eligible members would transfer their benefits.

Analysis of other pension costs charged in arriving at operating profit

2008 2007
£000 £Q0Q
Current service ¢ost {1,065) {305)
Analysis of amounts included in other finance costs
2008 2007
£000 000
Expected return on pension scheme assets mn 168
interest on pension scheme liabilities (1,058) {241)
(287) (73)
Analysis of amount recognised in statement of total recognised gains and losses
2008 2007
£000 £000
Actual return less expected return on scheme assets 4,570 95
History of experience gains and losses
2008 2007
Oifference between the expacted and actual return on scherne assets:
Amount (£000) (1,887} 95
Percentage of year end scheme assets 16.3% 0.8%
Experience gains and iosses on scheme liabilities:
Amount (£000) 6,457 -
Percentage of year end present value of scheme liabilities 31.0% -
Total amount recognised in staterment of total recognised gains and losses:
Amount (£000) 4,570 95
Percentage of year end present value of scheme liabilities 27.6% 0.5%
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23

62

Employee share schemes
The Group has issued options under the Savings Related Share Option Scheme during the year. Details are as follows:

2008 2007
Number of Number of

aptions options

At beginning of year 439,736 164,044
Granted during year 175,968 285,499
Lapsed during year {53,236) (19,807)
Exercised during year - -
Atend of year ' 562,468 439736

The exercise period for §35,852 of the options is from 1 March 2009 to 1 September 2009 and the weighted average exescise price
of these is 218p. The exercise period for 251,305 options is from 1 July 2010 to 1 January 2011 and the weighted average exercise
price is 524p. The exercise period for 175,311 of the options is from 1 June 2011 1o 30 November 2011 and the weighied average
price of these is 467p. Further details of the Savings Related Share Optian Scheme are included in the Corporate Governance and
Remuneration report.

The Group recognised a total expense of £252,000 (2007: £85,000) in respect of these equity-settled share options.
Long Term Incentive Plan (LTIP’)
AL 31 May 2008 the Group had an LTIP schemne that granted options on 8 November 2006. Further details of the LTIP scheme are

included in the Corporate Governance and Remuneration Report.

The details of the grant are as follows, whereby all options are settled by physical delivery of shares:

Employess Number of Exarcise

Date of grant entlled shares granted period
Nevember 2006 Senior emplcyees 92,593 June 2009-
November 2009

No options were exercised during the period.

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

008 2007
Share price at date of grant {pence) 391.5 3915
Expected option life (years) 3 3
Volatility 40% 40%
Risk free interest rate 5.35% 5.35%

Volatility was calculated with reference to the Group's daily share price volatility. The average share price in the year was 561p
(2007. 452p).

The Group recognised a total expense of £136,000 {2007: £82,000) in respeci of the equity-settled LTIP share scheme.
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23

24

Employee share schemes (continued)

Equity settled share option schemeas — Norec

Al 31 May 2008 the Group had a share option scheme, that granted options in September 2006, to the senior management team of
the Norec business.

The terms and conditions of the grants are as follows, whereby all cptions are settled by physical delivery of shares:

Employees Exercise Number of Exerclse

Date of gramt entitled price shares granted period
September 2006 Senior employees 3935p 96,572 September 2007-
September 2017

NG options were exercised during the period.

Details of options granted in the period
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) - N0
bxpecied option life (years) 55
Volatility A0%
Risk free interest rate 535%
The Group recognised a totat expense of £52,000 (2007: £101,000) in respect of these equity-settled share options.
Provisions
. Maltby
Monckton ground Maltby subsidence .
water confamination Restoration HMRC 1 HMRC 2 provision ’ Total

Group £000 £000 £000 £000 £000 £000
Balance at 1 June 2006 1,582 - 1,089 - - 2,671
Amoums arising from

acquisition/disposal - 7,656 - - ; - 7,656
Balance at 31 May 2007 1,582 7,656 1,089 - - 10,327
Balance at 1 June 2007 1,582 7,656 1,089 - - 10327
Provisions made during the year - - - 570 518 1,089
Provisions reversed during the year - - (1,089) - - (1,089}
Balance at 31 May 2008 1,582 7.656 - 570 519 10,327
Provisions compxise:

1 A £1,582,000 ground/groundwater contamination provision which relates to Monckion’s obligation 1o address ground and groundwater contamination at
its sites. The provision Js based on astimates of volumes of contaminated soil and historical cantract costs of ground contamination treatmenit. The costs will
usually be payable on the decommissioning of the site.

2 A£7.656,000 restoration provision which relates to Maltby's obligation to restore the site after coal miring has been completed.

3 Anet £589,000 relating to excise duty assessments by HM Revenue & Customs (HMRC 1. The Group, having taken legal advice, appealed the excise duty
assessmeny, arguing that it was the victim of a fraud by third party suppliers. The decision of the appeal was made during the year, and found in favour of
the Group. The provision has therefore been released. The gross liability at 31 May 2007 was £1,122.000. Certain directors of the Company indemnified the
Group 1o a maximurn of £500,000 in respect of this issue, leaving the net figure as the best estimate of the likely cash ourflow.

4 A £570,000 provision relating 1o assessments by HM Revenue & Customs (HMRC 2. The pravision is connecied with the aperation of an independent drivers
co-operative used by the Group 1o supply drivers. The Group, having taken professional advice, believe that the employment status and tax treatment of
the drivers has been applied correctly. HMRC are, however, challenging the operation of this scheme and other industry wide schemes of the same
nature on the basis that these schermnes avoid the requirernent (o operate PAYE and pay employers national insurance contributions. The schemes are no
longer operated. The Group is prepared to appeal any assessments raised in connection with these schemes, The provision is based on an estimate of
expecied potential cash ouiflow.

5 A statutery provision payable to the UK Coal Mining Board at a set rate, in order to rectify any potential subsidence of the local area around Maltby Colilery
Any unused provision will be released after the statutory period,

The company has no provisions.
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NOTES (CONTINUED)

25 Capital and reserves

Reconciliation of movement in capital and reserves - Group

Share Share Translation  Hedging Other redﬂcna:l;:: Merger  Retwined p::)et:tl Minority Total
capital premicm reserve Teserve  reserves reserve reserve  gamnings equity interest equity
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Balance at i June 2006 2,368 19082 - - 29 1,530 - 2,255 25264 - 25264
Total recognised income
and expense - - @ (538 - - - 649 5948 73 6021
Issue of shares 259 10,095 ~ - - - - - 10354 - 10,354
Merger reserve arising
on acquisition - - - - - - 1,022 - 1,022 - 1,022
Equity-setiled share-based
payment transactions - - - - - - - 268 268 - 268
Dividends - - - - - - - (1972 (1,972 - (1,972}
Acquisition of subsidiary - - - - - - - - - 77 77
Balance at 31 May 2007 2627 29177 (4) {538) 29 1,530 1022 7041 40884 150 41,034
Batance at 1 Jure 2007 2627 29177 (4) {538) 29 1,530 1,022 7041 40,884 150 41,034
Total recognised income
and expense - - 190 (7.080) - - - 15389 B499 422 8921
Equity-settled share-based
payment {ransactions - - - - - - - 440 440 - 440
Dividends - - - - - - - (2443) (2443} - {2443)
Disposal of shares
in subsidiary - - - - - - - - - 109 109
Balance at 31 May 2608 2,627 29177 186 (7,618) 29  1,53¢ 1,022 20,427 47,380 681 48,061
Reconciliation of movement in capital and reserves - Company
Capital Total
Share Share redemption Merger Retained parent
capitai  premium reserve reserve  earnings equity
£000 £000 £000 £000 £000 £000
Balance at | June 2006 2368 19082 1530 - 1241 2422
Total recognised income
and expense - - - - 8217 8217
Issue of shares 259 10,095 - - - 10,354
Merger reserve arising
on acquisition - - - 1022 - 1,022
Equity-setiled share-based
payment Lransactions - - - - 268 268
Dividends - - - - (1972) (1,972
Balance at 31 May 2007 2,627 29177 1530 1,022 7,754 42,410
Balance at 1 June 2007 2627 29477 1530 1022 7754 42310
Total recognised income
and expense - - - - 228 228
Equity-seitled share-based
payment Lransacions - - - - 440 440
Dividends - - - - {2443) (2443)
Balance at 31 May 2008 2,627 29177 1,530 1,022 5979 40,335
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25 (Capital and reserves (continued)

Share capital (in thousands of shares)
Ordinaryshares

2008 2007
£000 £000
Authorised
47,500,000 (2007: 47,500,000) Ordinary shares of 10p each 4,750 4,750
Alictted, called up and fully paid
26,270,532 (2007: 26,270,532) Ordinary shares of 10p each 2,627 2627

The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share
at meetings of the Company.,

Translation reserve
The translation reserve comprises all foreign exchange differences arising since 1 June 2006, the transition date to Adopted IFRSs,
from the translation of the financial statements of foreign cperations.

Cash flow hedging reserve
The hedging reserve cornprises the effective portion of the cumulative net change in the fair value of cash flow hedging instruments
related to hedged transactions that have not yet occurred.

Dividends
The aggregate amount of dividends comprises:
2008 2007
£000 £000
Final dividends paid in respect of prior year but not recognised as liabilities in that year 1,576 1,184
Interim dividends paid in respect of the current year 867 788
2,443 1872
Proposed dividend of 7p per share (2007: 6p) 1.839 1,576

The proposed dividend has not been included in liabilities as it was not approved before the year end.

26 Financial instruments
The Group’s principal financial instruments comprise short term debtors and creditors, bank loans and overdrafts, invoice discounting
advances, obligations under finance ieases and cash. The Group does not trade in financial instruments but uses derivative financial
instrumenis in the form of forward rate agreements and forward foreign currency contracts to help manage its foreign currency and
interest rate exposures. The main purpose of these financial instruments is to raise inance for the Group's ongoing operations and
manage its working capital requirements.
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NOTES (CONTINUED)

26

26

66

(a) Credit risk
Financial risk management

Credit risk is the risk of financtal loss to the Group if a customer or counterparty 1o a financiat instrument fails to meet its contraciual
abligations, and arises principally from the Group's receivables from customers. The Group's risk is influenced by the nature of its
customers. New customers are analysed for creditworthiness before the Group's standard payment terms and conditions are offered

and appropriate credit limits set.

Exposure to credit risk

The carrying amount of trade receivables represents the maximurn credit exposure. Therefore, the maximum exposure o credit risk
ai the balance sheet date was £40,233,000 {2007: £31,143,000) being the total of the carrying amount of trade recelvables.

The allowance account for trade receivables is used to record impairment losses unless the Group or Company is satished that
no recovery of the amount owing is possible; ai that peint the amounts considered irrecoverable are written off against the trade

receivables directly.

{b) Liguidity risk
Financial risk management

Liquidity risk is the risk that the Group will not be able to access the necessary funds to finance its operations. The Group finances its
operations through a mix of short and medium term facilities.

The Group manages its liquidity risk by monitoring existing facilities and cash flows against forecast requiremnents based on a rolling

cash forecast.

Liquidity risk - Group

The following are the contractual maturities of financial liabilities, including estimated interest payments and excluding the effect of

netting agreements:

2008 2007
Contracted Cash flows Contracted Cash flows
Carrying 1 year 1o 210 S5years | Carrying 1year 1to 2to 5years
amount orless <2 years <Syears  andover amount or less <Xyears «<Syaars andover
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Non-derivative financial liabilities
Secured bank loans 18509 | 5212 5279 7,714 304 | 18470 | 4327 4328 9492 323
Finance lease liabilities 9945 | 3216 3,185 3499 45| 6685 1,901 L7730 30N -
Promissory nate facility 6,759 { 6759 - - - - - - - -
Bank overdrafts 11,040 (11,040 - - - 9824 9824 - - -
Trade and other payables® 59,256 158230 1,026 - - | 49,505 (49505 - - -
Invoice discounting facility 9975 - - 9975 -| 15238 - - 15238 -
Derivative financial liabilities
Interest rate swaps used for hedging 8 - - 8 - 67 67 - - -
Forward exchange contracts
used for hedging:
Outflow 5 5 - - - - - ~ - -
Inflow - - - - - - - - - -
Commedity contracis:
Outfiow 10,996 | 3,109 5,669 2,218 - 769 138 305 326 -
Inflow - - - - - - - - - -
126493 |[B7,571 15,159 23414 349100558 165,762 6,406 28,067 323

"Excludes derivatives {shown separately).
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26 {b} Liquidity risk {continued)

26

26

Liquidity risk - Company
The fallowing are the contractual maturities of financial liabilities, including estimated interest payrents and excluding the effect
of netting agreements:

2008 2007
Contracted Cash flows Contracted Cash flows
Carrying 1 year e 2to0 Syears | Carrying 1 year 1to Ito Syears
amount orless «<2years <5Syears andover amount orless  «<2years <Syears andover
£000 £000 £000 £000 £000 000 £000 £000 £000 £000
Non-derivative financial liabilities
Secured bank loans 10995 | 2832 2932 5131 —| 13927 | 2932 2932 BO63 -
Trade and other payables 11,710 |11,710 - - -| 18734 18734 - - -
22,705 |14,642 2932 5,131 - 32661 121666 2,932 8,063 -

(c) Cash flow hedges

Cash flow hedges - Group

The following table indicaies the periods in which the cash flows associated with cash flow hedging instruments are expected
1o occur:

2003 2007
Expected Cash flows Expected Cash flows
Carrying 1 year 110 2to Syears | Carrying 1year Tto 2to 5years
amount arless <Zyears <Syears  andover amount orless «2years <S5years andover
£000 E00D £000 £000 EQQOQ £0C0 £000 000 £000 £000
Interest rate swaps:
Assets 57 22 - 35 - 200 - 128 72 -
Liabilities (8 - - 8 - - - - - -
Forward exchange contracts:
Assels 164 164 - - - - - - - -
Liabilities 5 (5) - - - 67 (67) - - -
Commodity contracts:
Assets 568 568 - - - - - - - -
Liabilities (10.9%) | (3,109) {5669 (2,218) = (769) {138) (303) (326) -
(10.220) [ (2,360} (5669) (2,191) - (636) (205) (177) (254) -

(d) Market risk

Financial risk management

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will affect the
Group's income or the value of its holdings of inancial instruments.

Group
The Group is expased to currency risk on sales and purchases that are denominated in a currency other than the respective

funciional currencies of Group entities.

The Group's policy is to reduce currency exposures on sales and purchasing through forward foreign currency contracts.
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26 {d) Market risk {continued)
Market risk — Foreign currency risk
Group

The Group's exposure to foreign currency risk is as follows. This is based on the carrying amount for monretary financial instruments

except derivatives when it is based on notional amounts.

31 May 2008
Sterling Euro s Dollar Tatal
£000 £000 000 £000
Cash and cash equivalents 10,015 - - 1(5,015
Trade receivables 34,467 3,235 2531 40,233
Secured bank loans (18,509) - - (18,509
Trade payables {2,257} {22,283) - (24,540}
Other trade payables {1,927 {579) {9.366) (11.872)
Qverdraft (176} (2.850) {8.014) (11.040)
Promissory notes - - {6.759) {6,759)
{nvoice discounting facility {9,975) - - {8,975)
Balance sheet exposure 11,638 (22,477} (21,608) {32,447)
Estimated forecast sales - - -
Estimated forecast purchases - - -
GrOss exposure (22477 {21,508) (44,085)
Forward exchange contsacts - 14,489 14,489
Net exposure (22,477) (7,119) (29,596)
3% May 2007
Sterling Euro US Dollar Total
£000 1000 000 £000
Cash and cash eguivalents 10,664 288 B27 11,779
Trade receivables 25,481 4,023 1639 31,143
Secured bank loans (18.470) - - (18,470)
Trade payables (16,541) {2,951) - (22,492)
Other trade payables (1,673) (253) {9,193) (11,119
Overdraft (730) (3.593) (5,503) (9,824)
Promissory notes - - - -
Invoice discounting facility (15,238) - - (15,238}
Balance sheet exposure (15,507) (2,484) {12,230 (34,221}
£stimated forecast sales - - -
Estimated forecast purchases - - -
Gross exposure {2,484} (12,2300 {(id.714)
Forward exchange contracis - 3,164 3,164
Net exposure (2,484) {9,066) (11,550)
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(d) Market risk {continued)
Company

The Company’s exposure 1o foreign currency risk is as follows. This is based on the carrying amount for monetary financial
instruments except derivatives when itis based on notional amounis.

Estimated forecast sales
Estimated forecast purchases

31 May 2008

Sterling Euro s Dollar Total

£000 £000 £000 £000

{ash and cash equivalents 8,995 - - 8995
" Trade receivables 38304 - - 38,304
Secured bank loans {10,995) - - (10,995)
Trade payables {11,710) - - (11,710)
Balance sheet exposure 24,594 - - 24,594
Estimated forecast sales - - -
Estimated forecast purchases - - -
Gross exposure - - -
Forward exchange contracts - - -
Net exposure - - -

31 May 2007

Sterling Euro Us Dollar Total

£000 £000 £000 £000

Cash and cash equivalents - - - -
Trade receivables 60,713 - - 60,713
Secured bank loans (13927 - - 13,927
Trade payables (18,734 - - (18,734)
Farward exchange contracts - - - -
8alance sheet exposure 28,052 - - 28,052

Gross exposure
Forward exchange contracts

Net exposure

Sensitivity analysis
Group

A 10% weakening of the following currencies against the pound sterling at 31 May 2008 would have increased equity and profit
or loss by the amounts shown below. This calculation assumes that the change occurred at the balance sheet date and had been

applied torisk exposures existing at that date.

This analysis assumes that all other variables, in particular other exchange rates and interest rates, remain constant. The analysis is

performed on the same basis for 2007.

Equity Profitorlass
2008 2007 2008 2007
1000 L1600 £000 1000
¢ 2,043 226 2,043 226
$ 647 824 647 824

A 10% strengthening of the above currencies against the pound sierling at 31 May 2008 would have had the equal but opposite
effect on the above curencies 1o the amounts shown abave, on the basis that all other variables remain constant.
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{d} Market risk {continued)

Market risk — Interest rate risk

Profite

Al the balance sheet date the interest rate profile of the Group’s interest-bearing financial instruments was:

Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Fixed rate instruments
Financial assets - - - -
Financial liahilities (20,985) (16,509) - -
{20,985) {16,509} - -
Variable rate instruments
Financial assets 10,015 11,779 - -
Financial liabilities (35,243) (33,708} {10,995) (13,927)
(25,228) (21,929 (10,995) {13,527)

Sensitivity analysis

Anincrease of 1 basis points in interest rates at the halance sheet date would have decreased profit or loss by the amounts shown
below. This calculation assumes that the change accurred at the balance sheet date and had been applied to risk exposures existing
at that date.

Itus analysis assumes that all other variables, in particular foreign currency rates, remain constant and considers the effect of financial
instrumentts with variable interest raies, financial instrumeni at fair value through profit or loss or available for sale with fixed inierest
rates and the fixed rate element of interest rate swaps. The analysis is performed on the same basis for 2007.

Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Profit or loss .
Decrease (1,065} . {448) {537) (620)

(d) Capital management
Group
The Group finances its operations through retained earnings, bank borrowings and the management of working capital.

Operating leases
Non-cancellable operating lease rentals are payable as follows:

Group Company
2008 2007 2008 2007
£000 £000 £000 £000
Less than one year 726 1177 - -
Between one and five years 3,849 4414 - —
More than five years 86 1,846 - -
4,661 7437 - _

Group .
During the year £5,393,000 was recognised as an expense in the incomne statement in respect of operating leases (2007: £4,929,000).

Company
During the year £nif was recognised as an expense in the income statement in respect of operaiing leases {2007: £nil).
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Capital commitments
Group

During the year ended 31 May 2008, the Group entered into a coniract to purchase property, plant and equipment for £14,265,000
{2007: £1,861,000). In respect of its interest in jointly controlied entities, the Group is commitied 10 incur capital expenditure of £nil
{2007: £nil). The jointly controlled entities are themselves committed 1o incur capital expenditure of £nil (2007: £nil).

Contingencies
Group and Company

The Company and certain of its subsidiary undertakings have debenture and composiie arrangements in connection with banking facilities.
The Cornpany acts as a guaranior, or surety, for various subsidiary undertakings in leasing, banking and other agreernents entered inte by
them in the normal course of business. The Company’s maximum unprovided liability is £28,743,000 (2007: £21,443,000).

Related parties
Group
Other related pariy transactions

Salesto Purchases from
2008 2007 2008 2007
£c0o £000 £000 £000
Ultimate parent of the Group - - - -
Assocciates
Hargreaves Building Products Limited - i - -
Lytag Limited 42 4 - -
Joint ventures
Hargreaves Metallurgical Supplies Limited
(formerly known as ThyssenKrupp Metallurgical Supplies Limited) - 1,133 - 15
Hargreaves (Bulk Liquid Transport) Limited - 1615 - -
Hargreaves Coal Combustion Products Limited 2,084 945 4
Coal4Energy 19,677 16,726 37
Hargreaves Building Products Limited 15 - - -
Lytag Limited - - - -
Maxibrite Limited [ - 17 —
Other related parties - - - -
21,824 20424 20 56
Receivables outstanding Payables outstanding
2008 2007 2008 2007
£000 £000 £000 £000
Ultimate parent of the Group - - - -
Associates
Hargreaves Building Products Limited - - - -
Lytag Limited - - - -
Joint ventures
Hargreaves Metallurgical Supplies Limited - 374 - -
Hargreaves (Bulk Liquid Transport} Limited - - - -
Hargreaves Coal Combustion Products Limited 130 268 4 -
CoalaEnergy 2,814 2,178 17 -
Hargreaves Building Products Limited 14 - - -
Lytag Limited ’ 5 - 40 -
Maxibrite Limited 29 - 17 -
Rocfuel Limited 39 - - -
Other related parties - - - -
3,031 2,820 78 -
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Related parties {continued)

Company

Other related party transactions

The Company had no sales o, or purchases from, any related parties during this or the prior year.

Receivables outstanding Payables outstanding
2008 2007 2008 2007
£000 £000 £000 £000
Uliimate parent of the Group - - - -
Subsidiaries 38,201 60,611 10,397 18,553
Associales - - - -
Joint ventures 100 100 41 -
Other related parties - - - - -
38,30 60,711 10,438 18,553

Subsequent events

Alfter the year end the Group completed a reorganisation of its interests in the Building Products Group joint venture. As part of

this reorganisation, Hargreaves effectively disposed of its 50% share in Lytag Limited in exchange for an additional 25% stake in
Hargreaves Building Producis Limited and a cancellation of the deferred consideration elating to the October 2007 acquisition.

This October 2007 acquisition is disclosed in more detail in note 3.

On 1 August 2008, the Group entered into a joint venture with S5M Lirited, a subsidiary of Oxbow Inc, a major global minerals
trading enterprise. Under this joint venture, the Group and Oxbow Inc have combined their port handling operations into a new
special purpose vehicle, Easigate Material Handling Services Limited. Eastgate will provide part handling services to both Hargreaves
and Oxbow, whilst accessing the synergies of greater scale at the Immingham part.

Explanation of transition to Adopted IFRSs - Group
As stated in note 1, these are the Group’s first consolidated financial statements prepared in accordance with Adopted IFRSs.

The accouniing policies set out in note 1 have been applied in preparing the financial statemenits for the year ended 31 May 2008,
the comparative information presenied in these financial statemenis for the year ended 31 May 2007 and in the preparation of an
opening IFRS balance sheet at 1 fune 2006 {the Group’s date of transition).

In preparing its opening IFRS balance sheet, the Group has adjusted amounts reported previously in financial statements prepared
in accordance with its ald basis of accounting (UK GAAP). An explanation of how the transition from UK GAAP 10 Adopted IFRSs has
affected the Group’s financial position, financial performance and cash flows is set out in the following tables and the notes that
accompany the t1ables.

There 15 no difference between the Company balance sheet under UK GAAP and adopted IFRSs however, in 2008 the Company has
adopted IRFIC 11 IFRS 2 'Group Share Transactions’ and applied the standard retsospectively. The same treatment would have been

adopted under UK GAAR Therefore a reconciliation of transition to adopted IFRSs for the Company is not disclosed.

The share-based payment charge for the year ended 31 May 2007 has been recognised as an invesimeni in subsidiary undertakings.
This increases investments by £268,000 and increases the reported profit for the year by £268,000.
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32 Explanation of transition to Adopted IFRSs - Group {continued)
Reconciliation of Consclidated Income Statement
for the year ended 31 May 2007

IFAS adjustments

Goodwill 1AS 32439 Intangibles Reclassification

UKGAAP (a) tb) 3] ] IFRS

£000 £000 £000 £000 £000 £000

Revenue 240,105 - - - - 240,105
Cost of sales (213,164) - - - - (213,164)
Gross profit 26,941 - - - - 26,941
Qiher income: group 25 - - - - 25
Other income: joint veniures 30 - - - (30 -
Administrative expenses (17,049) 659 - (685) - (17.075)
Operating profit 9,947 659 - (685) (30 9,891
Finance income 1,674 - - - (34) 1,640
Finance expenses: group (3,384) - 1,148 - - {2,236}
Finance expenses: joint ventures (99) - - - 99 -
Share of profit of joint ventures 413 - - - (143) 270
Share of profit of associates 76 - - - (20) 56
Profit before income tax 8,627 659 1,148 (685) {128) 9,621
Income tax expense (2,018) - {344) - 128 {3,134)
Profit for the period 5,709 659 804 {685) - 6,487

Profit for the period attributable
to equity holders of the Company 5,636 659 804 (685) - 6,414
Profit for the period attributable

to minority interest 73 - - - - 73
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32 Explanation of transition to Adopted IFRSs - Group (continued)

Reconciliation of Consolidated Balance Sheet

at 31 May 2007

IFRS adjustments
Gaodwill 1A5324&139 Intangibles Reclassification
UKGAAP fa) (b) © [d) IFRS
£000 £000 £000 £000 000 £000
ASSETS
Non-current assets
Property, plant and equipment 63,178 - - - - 63,178
Intangible asseis 12,979 4451 - {685} - 16,745
Invesiments it joint ventures 881 - - - - 881
Investments in associates 58 - - ~ - 58
Cther investments, including derivates 20 - 200 - - 220
Other receivables 500 - - - - 500
Total non-current assets 77,616 4,451 200 {685) - 81,582
Current assets
inventories 35,027 - - - - 35,027
Trade and cther receivablas 38,406 - - - - 38,406
Cash and cash equivalents 11,779 - - - - 11,779
Total current assets 85,212 - - - - 85,212
Tot_alg.isgts 162,828 4,451 200 (685) - 166,794
LIABILITIES
Non-current liabilities
Loans and borrowings {34,165} - - - - (34,165}
Derivative financial insirurnents - - 631) - - 631)
Deferred tax liabilities - (4,115) i91 — 31 (3.613)
Retirement benefit obligations (6,588) - - - {2823) (9411)
Provisions (12,839 - - - 2512 {10,327)
Total non-current liabilities (53,592) 4,115) (440) - - (58,147)
Current liabilities
Trade and other payables (51,356) - - - 1851 (49,505)
Current income 1ax fiabilities - - - - (1851) {1.851)
Borrowings (16,052} - - - - {16,052)
Derivative financial instruments - - {205} - - (205)
Total current liabilities (67,408) - {205} - - (67,613)
Total liabilities (121,000 (4,115) (645) - - (125,760)
Net assets/(liabilities) 41,828 336 {445) {685) - 41,034
EQUITY
Capital and reserves attributable to
equity holders of the company

Issued capital 2,627 - - - - 2627
Share premium 20177 - - - - 20177
Other reserves 29 ~ - - - 29
Translation reserve - - - - “4) (4)
Merger reserve 1,022 - - - - 1022
Hedging reserve - - (538} - - (538)
Capital redemption reserve 1.530 - - - - 1,530
Retained earnings 7,293 336 93 (685) 4 7041

41,678 336 (445) (685) - 40,884
Minority interest in equity 150 - - - - 150

41,828 336 (445) (685} - 41,034
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32 Explanation of transition to Adopted IFRSs — Group (continued)
Reconciliation of Consolidated Statement of Cash Flows
for the year ended 31 May 2007

IFRS adjustments

Goodwill 1A$ 32839 Intangibles Reclassification
UK GAAP ta) (b ] il IFRS
£000 £000 £000 £000 £000 £000
Cash flows from operating activities
Profit for the pericd 5709 659 804 (685) - 6,487
Adjustments for:
Depreciation 5,030 - - - - 5030
Amortisation of intangible assets - - - 685 - 685
Amortisation of goodwill/
negative goodwill on acquisition 575 (659) - - - (84)
Share of profit of joint ventures (413) - - - 143 {270)
Share of profit of associates (76 - - - 20 (56)
Gain on sale of property,
plant and eguipment (55) - - - 30 (25)
Equity-settled share-based
payment transactions 268 - - - - 268
Net finance expense 1,809 - (1,148) - (65} 596
Income tax expense 2,918 - 344 - (128) 3,134
15,765 - - - - 15,765
Change in inventories {13,254) - - - - (13,254)
Change in trade and other receivables (4,914) - - - - {4914)
Change in trade and other payables 10,691 - - - - 10,691
Change in provisions and
employee benefits 117 - - ~ - i7
Cash from operating activities 8,405 - - - - 8,405
Interest paid (1,971) - - - - {1.971)
Income tax paid (2,245) - - - - (2,245)
Net cash inflow from operating activities 4,189 - - - - 4,189
Cash flows from investing activities
Interest received . 324 - - - - 324
Proceeds from sale of property,
plant and equipment 794 - - - - 794
Acquisition of property,
plant and equipment {8,661) - - - - (8661}
Acquisition of subsidiary net
of cash acquired (33,693) - - - - (33,693)
Acguisition of other investments 75 - - - - 75
Net cash outflow from investing activities {41,161) - - - - (41,161)
Cash flows from financing activities
Proceeds from the issue of share capital 10,332 - - - - 10,332
Proceeds from borrowings 15,000 - - - - 15000
Repayment of borrowings {1,164 - - - - {1,164)
Repayment of finance lease liabilites (1,947) - - - - {1,947
Proceeds fram invoice discounting facility 3,656 - - - - 3,656
Dividends paid (1,972} - - - - (1.972)
Net cash inflow from financing activities 23,905 - - - - 23,905
Net decrease in cash and
cash equivalents (13,067) - - - - {13.067)
(ash and cash equivalents
at the start of the period 15,022 - - - - 15,022
Cash and cash equivalents
at the end of the period 1,955 - - - - 1,955
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32 Explanation of transition to Adopted IFRSs - Group {(continued)
(a) & {c) IFRS 3 - Business Combinations
Under UK GAAP, the Group amortised the cost of goodwill arising on acquisition of subsidiaries over its useful life. Under IFRS 3,
goodwill on acquisition is no longer amortised, but is held at it's acquired prior to the transition date to IFRS carrying value at the
transition date, or acquisition date, as appropriate, and is then subject to impairment review at each reporting date.

The Group has restated the value of goodwill in its balance sheet i that ai the wansition date (1 June 2006) and has canied out an
impairment review as at 1 June 2006 and 31 May 2007, The impact has been to decrease profit by £5,000in the six months ended

30 Novernber 2006 and decrease profit by £26,000 in the year ended 31 May 2007, which includes & reversal of goodwill amortisation
of £659,000 and an intangible asset amertisation charge of £685,000 (with a conesponding decrease in the carrying value of goodwill).

The Group has accounted for acquisitions that have occurred since 1 June 2006 in accordance with IFRS 3 ‘Business Combinations.
Under IFRS 3, iniangible assets purchased as part of a business combination may meet the criteria set out in IFRS 3 for categorisation
as an intangible asset other than goodwill and are then amortised over their useful econemic life,

Norec Ltd :
On 1 September 2006 the Group acquired the entire issued share capital of Norec. Under UK GAAP ihe fair value of the consideration
was £7,397,000 and the fair value of the net assets acquired was £1,061,000, which gave rise ta £6,336,000 goodwill on acquisition,

The Group has recognised an intangible asset under IFRS 3 for the cusiomer contracts acquired. This has been fair valued at
£7,061,000 at the date of acquisition by the Group. This is being amortised over the period in which the contracts are expected
10 expire, which is 75 months, leaving a carrying amount of £6,376,000 at 31 May 2007.

Hargreaves {Bulk Liquid Transport) Ltd

On 22 January 2007 the Group acquired the remaining 5096 issued share capital of Hargreaves (Bulk Liquid Transport) Lid {previously
a 5096 joint venture). Under UK GAAP the fair value of the consideration was £1,809,000 and the fair value of the net assets acquired
was £280,000, which gave rise to £1,529,000 goodwill on acquisition.

The group has recegnised no intangible assets under IFRS 3, as there are no material separately identifiable intangible assets such as
key customer contracts, brand names, non-compete agreements etc.

(b} IAS 32 and 39 - Financial Instruments

Under UK GAAP, the fair values of foreign exchange contracts, interesi rate swaps and other derivative financial instrurnents, were not
required to be recorded in the financial statements. Under IFRS, 1AS 39 requires foreign exchange contracts and interest rate swaps to
be recorded in the balance sheet at their fair value and movements in the fair value between balance sheet dates are included in the
incarme stalement.

The value of the Group's foreign exchange contracts and interest rate swap at balance sheet dates and the impaci on the
consolidated income statement are set out below:

Fair value Deferredtax Netimpact

£000 1000 £000

Value at 1 June 2006 (i015) 304 {711)
Movement in value in 2 months 31 May 2007 1,148 (344) 804
Vqlﬁlﬂ May 2007 K 133 40} 93

The Group has enterad into a derivative contract for the sale and purchase of coking coal. This contract bases the sale price to
« specific major Group customer on the APlinternational coal index, and alse contracts to purchase the cake from a third party,
thus effectively hedging the Group’s risk to both exchange rate fluctuations and coal price fluctuations in the market.

76 Hargreaves Services plc Annual Report and Accounts 2008




32 Explanation of transition to Adopted IFRSs - Group (continued)
The fair value is the estimated amount that ithe Group would have 10 pay 1o terminate the puichase coniract at the balance
sheet date, taking accouni of current APl index prices, foreign currency exchange rates and the current credit worthiness of
swap counterparties.

Under |1A539 the Group are able to hedge account for this arrangement, as it is able tc prove the effective relationship between the
hedging instrument and the hedged item. Hedge accounting permits any movement in the fair value of the hedge 10 be recognised
in reserves rather than in the income statement. The movement is disclosed in the statement of recognised income and expense.

Fair value Deferred tax Net impact
£000 £000 £000
Value at 31 May 2007 (769) 231 (538)

(d) Reclassifications

Under UXGAAP, the Group's share of operating profits and taxation from joint ventures was shown separately in the income statermnent.
I1AS 31 requires the Group's share of its joint ventures profit to be shown net of tax cn a single line’in the income statement. This is a
reclassification adjustment in the censolidated income statement only and no adjustment is required 10 the consolidated balance sheet.

Deferred tax lizbilities previously included in provisions in the consalidated balance sheet have been reclassified and disclosed
separately on the face of the consolidated balance sheet as a deferced 1ax liability.

Income tax liabilities previously included in trade and other payables has been reclassified and shown separately on the face of the
consolidated balance sheet as a current tax payable.

Under UK GAAP, the Group’s pension scheme liability was shown in the balance sheet net of the related deferred tax asset. 1AS19
requires the Group's pension scheme liability to be shown gross in the balance sheet and the associated deferred tax asset has been
reclassified to deferred tax liabilities.

Subsequent to the IFRS transition announcement made on 14 February 2008, a further adjusiment has been made to the
reconciliation as follows. A deferred tax hiability of £1,977,000 has been recognised on the customer contraci fair value adjustment
arising on acquisition of Norec and a deferred tax liability of £2,139.000 has been recognised on the fair value adjustments arising
on acquisition of Maltby Colliery. This increases goodwill and intangibles carried forward by £4,116,000 as at 31 May 2007 and

31 May 2008.
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32 Explanation of Transition to Adopted IFRSs - Group {continued)
Reconciliation of Consolidated Balance Sheet

78

at 1 June 2006

IFRS adjustments
Goodwill I1AS32&39 intangibles Reclassification
UK GAAP fa} th () Id) IFRS
£000 £000 £000 £000 000 £000
ASSETS
Non-current assets
Property, plant and equipment 21,146 - - - - 21,146
Intangible assets 5,745 (323) - - - 5422
Investments in joint ventures 897 - - - 897
Other investments, including derivates 83 - 44 - - 127
Other receivables 500 - - - - 500
Total non-current assets 28,371 (323) 44 - - 28,092
Current assets
inventories 15,055 - - - - 15,055
Trade and other receivables 21,167 - - - 21,167
Cash and cash equivalents 15,022 - - - - 15,022
Total current assets/{liabilities) 51,244 - - - - 51,244
Total assets 79,615 (323) 44 - - 79,336
LIABILITIES
Non-current liabilities
Loans and borrowings (19,521) - - - - (19,521}
QOther non-current liabilities (2,000 - - - - (2,000)
Deferred tax liabilities - - 304 - 11,752} (1,448)
Retirerment benefit obligations (328) - - - {141} {469}
Provisions {4,564) - - - 1,893 (2671)
Total non-current liabilities (26,413) - 304 - - (26,109)
Current liabilities '
Trade and cther payables (24,989} - - 1,550 (23.439)
Current income tax liabilities - - - - (1,550) (1,550)
Borrowings - (1,915) - - - - (1,915)
Derivative financial instruments - - (1,059 - - (1,059)
Total current liabilities (26,904) - (1.059) - - (27,963)
Total liabilities {53.317) - {755) - - {54,072}
Net assets 26,298 (323) (711} - - 25,264
EQUITY
Capital and reserves attributable
to equity holders of the company

issued capital 2,368 - - - 2,368
Share premium 19,082 - - - - 19,082
Otherreserves 29 - - - - 29
Capital redemption reserve 1,530 - - - 1,530
Retained earnings 3,289 (323} {711} - - 2,255

26,298 (323} (711} - - 25,264
Minority interest in equity - - - - - -

26,298 (323) {711) - - 25,264
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