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Established in 1994, Hargreaves Services plc
provides unrivalled performance in sourcing,
producing, processing, handling and
transporting carbon-based and other bulk
materials throughout the UK and within Europe.

The Group has four complementary Divisions:

Production Division Revenue

produces coal, coke o
and smokeless fuel and £86°3m +9.3%
also recydes tyres for Underlying Operating Profit
customers throughout

the UK and in Europe. £8.4m -20.2%

Energy & Corr:jmoditiles Revenue

Division provides coal,

coke, minerals and £263°9m -18.1%
biomaSS ?I’Ogucts tIO Underlying Operating Profit

a range of industrial,

wholesale and public £22.3m +38.1%
sector energy consumers.

Transport Division Revenue

has grown to become o
one of the largest £72'7m +7.5%
logistics providers Underlying Operating Profit

he UK.
nthe £4.2m +21.7%

Industrial Services Revenue

Division provides o
quality assured contract £60.4m +7.0%
management services Underlying Operating Profit

to the power generation,

utilities, chemicals and £308m +12.9%

minerals industries.
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31 May 2010 31 May 2009 % 84 Notice of Annual General Meeting
IBC | Infi
Revenue £459.8m  £503Im  -8.6% restorimormation
Operating Profit £35.2m £29.8m +18.1%
Underlying Operating Profit’ £38.7m £33.5m +15.5%
Profit Before Tax £30 7m £26.2m +17.4%
Underlying Profit Before Tax? £34.3m £28.6m +20.1%
Diluted EPS 75.6p 67.3p +12.4%
Underlying Diluted EPS? 88.8p 76.3p +16.5%
Proposed Full Year Dividend 13.5p 11.8p +14.4%
> Underlying profit before tax increased by £5.7m to £34.3m
> Underlying diluted EPS up 16.5% from 76.3p to 88.8p
> Proposed full year dividend up 14.4% to 13.5p
> Strong performance in Energy & Commodities, Transport

and Industrial Services

> Excellent progress made in European expansion,
25% Increase in volume

> Group well placed to focus on organic growth and
cash generation

{1) Underlying Operating Profit s stated excluding the amortisation of acquired intangibles and including
share of profit in jointly controlled entities.

(2} Undertying Profit Before Tax and EPS are stated excluding the amortisation of acquired wmtangibles
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Quality « Service « Expertise

Quality

It is a long time since the UK was an exporter of
carbon products, but the Hargreaves reputation
for quality sees us doing just that. The picture
here shows our premium metallurgical coke being
prepared to be loaded for export to Finland.

The coke, produced at Monckton from low-phosphorous coking
coal mined at Maltby, 1s ideally suited to the ferrochrome
production process The quality and consistency of the

product makes 1t perfect for blue-chup customers such

as Xstrata in South Africa and Outokumpu in Finland
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Chairman’s Statement

“Underlying diluted EPS increased by
16.5% from 76.3p to 88.8p. With no
major acquisitions in the year this
growth is largely organic.”

Tim Ross, Chairman
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Results

| am pleased to report that the Group has
completed another successful year and
delivered a further set of record results
Underlying profit before tax for the year
increased 201% from £28 6m to £34 3m whilst
revenue declined due to the impact of falling
commodity prices by £43 3m, from £503 1m to
£4508m This again demonstrates our robust
and unigue trading mode! whereby we seek
to achieve a fixed gross profit per tonne, and
wherever possible, eliminate cormmaodity price
risks Underlying diluted EPS increased by 16 5%
from 76 3p to 88 8p With no major acquisiticns
in the year this growth 1s fargely organic

With the exception of Maltby Colhery,
businesses across the Group performed in line
with, or ahead of management expectations

The Group remains well financed following

the new banking faciities signed in September
2009 and the business is operating comfortably
within 1its covenant levels Having completed
two years of heavy investrnent at Maltby, the
focus will now as planned, return to Increasing
cash generation

Dividend

The Board has carefully considered the
appropnate level of dvidend, balanaing the
desirability of progressive dividend pohicy with
the maintenance of capital in the business to
support the growth potenval and reduction of
core debt levels Given the strong performance
In the year to 31 May 2010 and the encouraging
outlock, the Beard has deaded to recommend
a final dvidend of 81 pence per share, bringing
the dividend for the year 1o 13 5 pence per
share, an increase of 14 4% The final dvidend
15 proposed to be paid on 17 November 2010
to all shareholders on the register at the close
of business on 15 October 2010

People

Qur staff remain key to our business and |
would like to thank them for their continued
loyalty, hard work and cooperation in what has
been a challenging economic penod | would
partcularly ke to acknowledge the support
that we are getting from our customers,
employees and union representatives as we
jointly face up to the chalienge of improving
Maltby's production conssstency, reducing
operating expenses and maximising proceeds
1o secure a successful future for the mine

Development

Although we do not rule out acquisition
activity when opgpertunities becorne
available, we intend to focus on the many
organic growth opportunities avallable to
the Group In February 2009 we announced
that we intended 10 consider a move from
AlM 1o the Cfficial List

+18.1%

Operating Profit

Whilst itstll remains cur ambition to grow
the size and profitzbulity of the business 1o the
pomtwhere a meve to the Official List would
be a nawral step In the Group s evolution,

In the absence of a strategic imperauve

that weuld require and justify such a move,
ourintention will be 1o remain on AIM and
continue e enjoy the benefits offered by

the AlM market

Outlook

With the change to the new face having

been completed at Maltby, we are hopeful
that production consistency will now improve
The Board is encouraged by the start that has
been made to the current financial year by the
rest of the Group and believes that the Group

1s wellplaced to drve further profit growth and
cash generation The Board therefore continues
to view the long-term future with confidence

Tim Ross
Chairman
14 September 2010

+17.4%

Profit Before Tax
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«Quality Service « Expertise

Service

Hargreaves is the UK leader in the delivery of
bulk material handling and transport services.
The picture here shows our blending operation
at Drax’s power station. In response to the
needs of Drax, we quickly established blending
operations capable of processing more than
one million tonnes of coal per annum.

The operations were set up both at immingham docks
by our joint venture Eastgate Materials Handling with the
support and help of the port owners, Associated British
Ports and on site at Drax power station using our own
resources and personnel This s an excellent example

of our ability to quickly deploy equipment and

trained personnel to service our customers’ needs.
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Group Business Review

“The Group has continued its strong track
record of growth during the year, developing
the many growth and synergy opportunities
in both the UK and Europe.”

Gordon Banham, Group Chief Executive
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Overview

The Group has continued 1ts strong track
record of growth during the year, developing
the many growth and synergy opportunities
in both the UK and Europe

The Group operates in four distinct divisions,
and each, in their own nght, s Now a major
player or the market leader in its discipline

Itis however the team work of these divisions
unigue in the energy sector, which sets us apart
from our competitors | would like to reiterate
the Chairman's comments and thank all cur
more than 2,500 employees who work so
closely together, not onfy within respective
Energy & Commodities, Production, Transport,
and industnal Services Division teams, but also
as a united tearmn to deliver a highly-valued and
first-rate service to our many major blue-chip
customers Each division plays an important
role as a Ink in our unigue supply chain model
and each has made a contribution to making
Hargreaves what it 15 today

Energy & Commodities 1s by far our largest
dmision in terms of revenues and profits It
continues to perform particularly well, helping
to source and market speciality coals from both
our own Production Division and our many
third-party producers, with whom we have
Built long-standing and mutually beneficial
relationships over many years Alongside
sourcing products, Energy & Commodities

role 1s to gain accreditation as a quality supplier
to the broad spectrum of blue-chip customers
and end-user markets we serve Ascan be
seen from the growth of the division over

the last few years, our unique model, backed
up by quality assurance, reliability and value
for money, continues to win not only repeat
business but an ever growing market share
and wider customner base

Within Production, the performance at Maltby
has been a disappointment Itis a testament
to the strength of the Group as a whole that
we have been able to delwver such positive
overall Group results despite these challenges
The problems were partucularly disappcinting
given the investment we have made in the
mine After further delays and disruption, the
problematic face 711 was finally completed
atthe end of July 2010 Although the mine

s shghtly behind targeted production in the
current year due to delays in completing

T11, Iam hopeful that this shortfall can be
recovered as they develop the new T24 panel
with new specificaton equipment benefiting
from the lessons we have learnton T11 We will
continue to focus on INtatives to improve the
consistency of production at Maltby, reduce
Costs and maximise proceeds

Coke has been produced at Monckton for
over 130 years, and the site continues 1o
deliver consistent, stable production levels
Manckton has alse benefited from the efforts
of the Energy & Commadities team which
has doubled the potential customer base for
its finite production Although being mindful
of the long-term trading relationships with
many of cur existing customers stretching
back over 50 years, this has provided
addivonal competition that has helped

10 Increase proceeds for this unique, high
quality, low phosphorous coke It will also
help us extend the average length of sales
contracts, thus reducing future price volatlity

At MRT (Monckton Rubber Technologies),
through the combined efforts of the Industnal
Services team which streamlined and increased
production, and the Energy & Commaodities
tearm which has found improved proceeds
through accessing markets in Europe and

the UK for rubber, fibre and wire, we have
established a solid profitable business to

move forward in 2010-11

The Transpert Civision continues to grow both
as a suppler to third parties and to the Energy
& Commodities Dmasion and 1ts customer base
The dwision services a vanety of blue-chip and
local authority customers in waste, chemical
and the bulk matenals sectors, working on a
vanety of contracts with durations of up 1o five
years Many of these customers have been our
business partners for over ten years

Industrial Services, by working closely with the
other dvisions, has been able to demonstrate
its added value to many new customers of the
wider Group, whilst continuing to compete for
business from 1ts core of long-term trading
partners in the utilities sector Again, helped
by s reputation for qualty, many of this
Dnvisions contracts are of long duration,
typically three to five years

As the Chairman noted, the poor performance
at Maltby should not detract from the solid
performance of the rest of the Production
Division and also of the wider Hargreaves
Group Maltby 1s an iImportant part of the
Group but as the Group scales in size, 1ts
inherentvolazility and therefore relative
importance and impact an Group results
decreases Whilst deliverng impressive
growth we have made a number of new
management appomtments and have
successiully strengthened the Group's
management team | beliave this team 15 well
placed to take the Group forward through its
next stage of development and | would like
to take this opportunity to welcome the new
arnivals to the Group and thank everyone for
therr contribution and support in the last year

Our Markets

The last twelve months have seen

continued volatility in commodity prices and
exchangerates The solid performance of the
Group inthe last pencd, particularly in our
trading activities, continues to validate the
effectiveness of our nsk mitigation model of
securng absolute fixed margins underpinned
by aningreasing volume base

The market price for coal and coke

continues 1o be driven by strong global
demandand, although our short-term
exposure to floating prices s imited through
hedges and back-to-back contracts, we
remain encouraged by the current and
forward prices for coat and coke The current
and forward prices reprasent a significant
premium to our own contracied group
production from both Maltby and Monckton

+20.1%

Underlying Profit Before Tax
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Group Business Review (continued)

Coal burn in the UX has reduced 1o levels

that have not been seen for over a decade,
mainly as a result of increased availability of
cheap gas and also reduced demand for power
due to the recession in additon to the decline
In coal burn, many power stations have taken
the opportunity to reduce inventary This
reduction in stock levels, combined with the
drop inoverall burn has resulted in a significant
decrease in coal imports This 1s evidenced in
the Financial Review and shows our coal
tonnage 1o power stations has, as indicated

In cur intenm Statement, dropped However,
we dernve the bulk of our profits in the Energy
& Commodities Division from the less cyclical
and more diverse speciality coal markets These
markets include sized coals for the domestic
and commercial heating markets and industrial
customers in the cement steel, ferrc-alloy and
ferro-silicate sectors | am pleased to report that
we have made excellent progress in Increasing
the supply of these more specialist solid fuels

In Europe As you note from the Review of
QOperating Performance by Business Unit,

we have seen resuling sIrong INcreases in
velume, margins and profits

Although other non-thermal coal markets
were also subdued in the earler part of

the financial year as steel, alloy and cement
producers dealt with the consequences of
the recession, demand and prices recovered
strongly as the year progressed

In pricing terms, whilst we have seen a shght
reducticn in trading coke margins yearon-
year, due to de-stocking early in our financial
year we have seen a strong improvement in
the margins on the speciality coal

Demand for biomass has remained subdued
with minimal external volume being raded
through our RocFuel business Demand levels
have been low due to unfavourable economics
for co-firng of biomass in coal-fired stations
and due to the uncertainty cver future subsidy
levels adding further delays to many biomass
energy projects ncluding, as previousty
announced, our own RocPower mitiative

In gur transport markets, our Tanker volumes
have remained robust throughout the
recession Competiion and price pressures
remain high but we have worked hard to
maintain our reputation for quality and service
and have continued to be disciplined about
ensuring that we only take on new business
on a basis that 15 sustainable for the term of
the contract

The Dry Bulk transport fleet was impacied
by the recassion with volumes affected in
the construction and aggregate markets
which have not yet returned to anything like
their pre-recession levels However, we were

already well into that cycle by the start of the
last inancial year and had taken the action
necessary to re-size and re-shape cur Bulk
fleet accordingly Pricing pressure has always
been high and will always remain a feature
of this market

The Waste fleet has performed well Qur
long-term waste contracts continue to
provide benefits of visibihty and resilience
to recessionary pressures on our Bulk
transport fleet

Finally, in Industrial Services, we have continued
to benefit from the forward visibility of our
repeat term contracts with our many long-term
estabhshed blue-chip customers The sector
remains competitive with strong pressure from
aur customers to look for and drive additonal
cost saving measures However, the success
rate we have continues to demonstrate our
ahility to win not anly repeat business from

our existing customers, but also new business
by being able to deliver the nght service at the
right price

Strategic Focus

We have established a strong position sourcing
and supplying sclid fuels in the energy markets
in the UK We have always recognised that by
working in the speciality un-commoditised
niche markets, added value and margin can

ke driven from the supply of speciality coals,
cokes and biomass

We have a clear strateqic focus 1o continue

to build on our foundation as the UK's leading
supplier of speciality solid fuels and related
loaistical and industnal support services In
that regard, we are currently working on three
opportunities to grow our business - Eurcpe,
the Tower Colliery project and the Renewables
sector

Europe

Whilst the UK will always be a key market for
us, we have long recognised the strategic
importance of Europe and the transferability
of our expertise in speciality sohd fuels to these
markets We set up Hargreaves Raw Matenal
Services GmbH in 2006 and more recently,
Hargreaves Carbon Products NV in Belgium
These businesses and ther management
teams provide afoundation for advancing
Into the continental European markets

Cur own research indicates that the size of the
continental European coal and coke market 1s
Just under one billion tonnes per year Whilst
power station coal flows dominate the total
market tonnages as they do in the UK, the
market for speciality coals n Europe 1s n excess
of 20 imes the size of the equivalent UK market
due 1o the greater amount of steet production
and heavy industnal manufacturing
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Whilst these markets are served today by

a range of well-established competitors,

we helieve that the umque model we have
developed inthe UK 1s transferable to many
of these markets Five years ago our market
share In the UK was a fraction of its size today
Through offering the broadest portfolic of
qualty products to customers and leveraging
our supplier relationships and bulk buying
power, we are confident that we can continue
o win market share both in the UK and will
also be able to replicate our model in Europe

We believe that this strategy can be delivered
largely by organic means without the need
for major capial expend iture or commitment
In the shert and medium-term, investment

In strategic assets 1s an option butnot a
requirernent as the product flows in Germany,
Belgrum znd Poland can be buiit using
third-party stockyard and transport service
providers

Tower

Subject o a positive planning decision the
Tower projectis an exciung opportunity for the
Group allowing us to work with the cooperative
representing the former riners and owners

of Tower Colliery in Wales, to not only deliver

a fully remedated site suitable for housing

and industnal developrment for the local
community, but also allowing us to apply our
unigue expertise to this production asset We
anticipate total production of nearly six million
onnes over seven years Working alongside

the Tower team, we will be deliverg logistics
services and helping to market the Welsh steam
and semi-anthracite coals to power station
customers in the UK and speaialist coal users
inboth the UK and Europe

Renewables

In the Renewables sector, through our
RocPower project we have delivered a viable,
environmentally friendly and unique solution
that wall contribute a potentially significant
profit stream for the Group and help the UK

1o hit its green energy targets We believe that
we have a viable, scalable and environmentally
sustainable solution to the Government's
energy challenges and are disappointed by
the Government s threatened u-turn on future
subsidy levels We will continue to progress
planning on the next two sites In the UK but at
the same time we will be working with the UK
Government and DECC to secure approval of
guaranieed Renewable Obligation Ceruficate
(ROC) accreditation post-2013 to allow us to
continue to builld further plants through 2011
We will aiso continue to look at other logistics
and trading opportunities, where we can
deploy our exsting assets and skills in the
renewable and waste-to-energy sectors



Future of the Coal-Fired Sector

in the UK

In all the discussion around greenhouse gas
emissions and the coal-fired power generaticn
sector in the UK, 1t I1s easy to forget that
speciality coals and cokes play a vital and
irreplaceable role in aur everyday lives

Steel could not be produced econornically
without coke produced from coking coat
such as that from Malktby Our speciality

coals are used in many applications, from the
production of specialised steel addiuves to
salar panel manufacture They are a unique
and irreplaceable element in their production
and as such will continue to play a large part
in the industrial future

Coal will play a continuing part 1n the UK,
European and Global energy mix and it 1s clear
that coal has a long future as part of this mix

Health and Safety

The Group recognises the potentially
hazardous nature of the work undertaken
across all ts divisions and 1s determuned to
ensure that it provides safe systerns of work
throughout its diverse range of operations
The health and safety of employees,
customers and the public are of the highest
prierity to the Board and Management

Dunng the year there has been a major drive
to advance the already high standards of
health and safety | continue to take a close
personal interest In health and safety and
have always ensured that safety 1s a key focus
of the Group, not Just in terms of developing
processes and sysiems, but in ensuring both
substance 1n terms of actigns and culture
takes shape behind This year in particular

| have invested additional time to review
and understand opportunities for mproving
our health and safety performance

| am the Group Health and Safety champion
and drive high quality health and safety
performance throughout the business

The Group has health and safety managernent
systems in place that are in the main extemally
audited and accredited to the highest standarg
and will continue with the implementation

of these arrangements throughout all
divisions We manage health and safety with
appropriately skilled resources deployed
within each division to work with and support
the staff and managers responsible for the
delivery of a healthy and safe working
environment Management at a division and
business unit level allows us to identify trends
and take account of the different operaticnal
environments in which we operate Although
we facus on safety at the business unit level,
we have a Group Health and Safety manager
to promote communication and coordination
acrass the Group and we jointly chair meetings
on aregular basis at both divisional and
Group levels 1o manage safety

Health and safety management systems

were reviewed and an increased emphasis
introduced across all levels of employees across
all dvisions Health and safety stausucs are
preduced and monitored at a divisional and
business unit level, with regular man Board
Review Areas idenufied where additional
training or improved werking praciices

woulkd be beneficial are promotly addressed

In sprie of the tragic fatality at Maltby
announced in December 2009, the acc:dent
rate, defined as the number of lost tme
accidents per 100,000 man hours worked,
reduced by 7% in FY10tc 2 2 (FY09 21)

Management aim to constantly improve
upen health and safety performance and
in the coming year Intend to ntroduce
more robust health and safety policies
and procedures throughout the Group
with increased accountabibity and further
use of external audni

Future Strategy and Outlook

We believe that the Group remains well-
positioned to deliver its short- and medium-
term targets and the significant opportunities
that exist to grow the Group organically

We will centinue to focus on the development
of the Group's growth strategies

I am confident, that with the support of all
stakeholders, we can deliver the necessary
support and implement the changes that will
ensure a satisfactory profit and return on the
investment from Maltby The next twelve
months will see us promote organic growth
and synergies across the Group with specific
focus on managing the expansion of our
successful coal supply model into continental
Europe, supporting and developing the Tower
project through planning, development and
production, and working with DECC and UK
Government 10 secure the correct regulatory
framewark to allow us to roll out the RocPower
modelaifurther locatiens

Whilst we are domng this, we will continue to
maintain a close focus on working capital and
cash generation Allin all, | am very pleased
with the results delivered by the Group 1n
particular the development of the business
and stiength and teamwork dernonstrated
by the management teamn and employees
across the Group

Gordon Banham
Group Chief Executive
14 September 2010

“The health and safety of employees, customers
and the public are of the highest priority to the
Board and Management.”

Gordon Banham, Group Chief Executive
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Review of Operating Performance by Business Unit

“The Group has continued to show strong
trading performance and underlying
growth in its core businesses.”

Reconcliation of operating profit to underlying aperating profit, by segment is as follows

Energy & Industnal
Production Commodities Transport Services Total
2010 2000 2010 2010 2010
£000 £000 £000 £000 £000
Segment operating profit 8,496 20,727 3,761 2,255 35,239
Intangible amortisation - 1,630 393 1,568 3,592
Share of loss in jointly
controlled entities {107) (52) - - (159)
Underlying operating profit 8,389 22,305 4,154 3,824 38,672
Energy & Industrial
Production Commodities Transport Services Total
2009 2000 2009 2009 2009
£000 £000 £000 £000 £000
Segment operating profit 10,512 14,941 2,968 1,425 29,846
Intangible amortisatton - - 446 1,962 2,408
Share of profit in jointly
controlled entities - 1,216 - - 1,216
Underlying operating profit 10,512 16,157 3,414 3,387 33,470
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Group Overview

The Group has continued to show strong
trading performance and underlying growth
In 1ts core businesses

Revenues for the full year decreased by 8 6%
from £503 im to £4598m Underlying operating
profit increased by 15 5% from £33 5m to

£38 7m Reported operating profit increased
from £298m to £35 2m Group underlying
operating margin increased from 6 7% 10 84%
due in a large part to the impact of falling
commaodity prices on the relatively fixed,
absolute gross profit per tonne that our
business model seeks to achieve

Although the Group conducted no matenal
acquisitions In the year 1o 31 May 2010, the
revenue and operating profit compansons
with the prior year benefit from the
acquisition of Coal4Energy in January 2009

Energy & Commodities Division

Cur Energy & Commadities Division
encompasses our solid fuet trading activities,
including power station coal and other more
specialised carbon-based energy products
such as sized coals, coke and biomass Power
station coal 1s a fairly commoditised product
offering low margin potential More specialised
products such as sized coals for the domestic
and commercial heating markets and industral
customers in the cement, steel, ferro-alloy

and ferro-silicate sectors, offer greater margin
oppaortunity to add value to the product and
hence generate higher margins

The Energy & Commodities Divasion had
another very strong year Gross revenues
decreased by £58 5m from £3224m to

£263 9m, reflecting decreases in commodity
prices and a reduction in volume of power
station cozl sold However, commodity price
fluctuauons have imited impacton our
profits Underlying operating profit increased
from £16 2m 10 £22 3 due to increased
volumes and strong margins in the speciality
coal markets, the markets that we regard

as the key profit drivers for the Division

The table below provides a breakdown on volumes and margins within the Energy &

Commodities Divisicn

Power
Restof Station QOther

2010 UK Europe Total Coal Products Total
Tonnes sold (000s) 1,635 623 2,258 1,067 1,191 2,258
Operating margin

per tonne (£) 1016 775 950 269 i559 950
Operating profit from

trading (£m) 166 48 214 29 185 214
JCE & non-trading (£m) 09 09
Total segment underlying
aperating profit {£m) 223 223

Power
Rest of Station Other

2009 UK Europe TFotal Coal Products Total
Tonnes sold (000s) 1,948 457 2,445 1,674 771 2,445
Operating margin

pertenne {£) 571 834 624 295 1336 624
Operating praht from

trading (£rn) mnz 41 153 50 103 153
JCE &non-trading (£m) 09 09
Total segment underlying

operating proft (£m) 162 162

Overall, volumes traded dropped from 2,445k
tonnes 1o 2,258k tonnes but average profit
per tonne improved from £6 24 to £950, due
to an increase In the amount of speciality
products in the mix Operating profit from
trading activities increased from £15 3m to
£214m and accounted for the increase In

the overall dwisional profits

Both volumes and profits from European
trading acuvities increased with European
volumes increasing 25 4% to 623k tonnes
and contribution to divisional operating
profit increasing from £4 1m to £48m

The volumes we supplied to power stations
dropped from 1,674k tonnes i 2009 to
1,067k tonnes in the year ended 31 May 2010
Average margin per tonne reduced by £0 27,
from £2 96 per tonne to £2 69 per tonne

In contrast, volumes of other (speciality)
products sold mereased by 420k tonnes

from 771k tonnes to 1191k tonnes Of this
ncrease, 303k tonnes was atinbutable o a

full yeareffect 1n respect of the acquisition of
Coal4tnergy (ncluding Maxibnte) The average
operating margin per tonne improved from
£13 3610 £15 59 due to a reduction In the
acquisition cost of sized coals and an increase
IN OUr NEE Margin per tonne In Europe

Volume of biomass traded through RocFuel
to external customers was negligible as many
operators have deferred end delayed projects,
as the cg-firng of Hiomass with coal has been
uneconomical due to the high price of biomass
relative to coal Qur RocFuel business remains
active and we sull believe that biomass will
have animportant role to play in UK elecinciy
generation once the Government clanfies the
uncertanty on ROC subsidies that is currently
hanging over the biomass sector

+15.5%

Underlying Operating Profit
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Review of Operating Performance by Business Unit (continued}

On 28 May 2010 we disposed of our ash
interests when we sold our 50% shareholding
in Evonik Hargreaves Limited (the holding
company for Hargreaves Coal Combustion
Products Limited) to our partner Evonk GmbH
Thuis will leave Evonik free to mvest in longer-
term ash processing technologies The Group
looks forward to continuing s ongoeing trading
relationship with Evonik, providing support
services tncluding transport and matenal
handling As a result of the disposal we have
ealised a gain on disposal of just under £10m
and secured a long-term transport contract

The disposal of the ash business follows the
acquisiicn of CoaldEnergy (including Maxibrite)
in January 2009 and the disposal of Lytag

In 2008 This completes the focussing and
simplificauon of the Energy & Commodities
Drvision

Production Division

The Production Division encompasses the
operations at Maliby Colliery, Monckion Coke
Works, MRT, and this year with the advent of
the first operaticnal RocPower site, the results
of RocPower The Tower project, assuming
planning i1s granted, will also be ncluded in the
Production Division in the current finangial year

Gross revenues for the division increased by
£74m from £78 9m 1o £86 3m Underlying
operating profit felt by £2 1m from £10 5m
to £84m

In the year to 31 May 2010, as previously
announced, praduction at Maltby was
inconsistent Total saleable production
decreased from 1,089k tonnes to 1057k
tonnes due to a number of geological and
mechanical problems in the production of the
T face This was particularly disappomting
due to the investment we had made in new
underground equipment

Excellent progress was made in acceleraung
the harvesting of coal fines, finding new
markets for the fines products eitheras a
standalone product or as part of a blend

This bas parually offset the impact of the
disappointing underground production

In the year, we signed a number of new
contracts including one with Drax power
station These contracts will help us maintain
the progress we have made in extracuing value
from the pond fines at Maltby We have also
commenced initiatives to develop other fines
lagoons at Maltby and have signed contracts
10 provide access 1o fines at a number of other
third-party locations which will help to extend
the life of fines production

All standard power station coal produced at
Maltby continues to be sold to Drax under
long-term contract Coking coal is processed
into coke at Monckton External coal sales
from Maltby generated £389m of revenue
compared 1o £39 2m in the prior year

Since the end of the year we have completed
the face change from the old T11 to the new
T24 The face change took place without major
incident and withgut any face gap The face
change was however delayed due 10 the
problerns in completing the T11 panel, as
previously announced Production up to the
face change on the old face T1) continued to
be problematic We will continue to ngorously
review progress at the mine and work closely
with staff, management, unions and customers
1o ensure we have a viable operation for the
longer-term

Performance at Monckton remained censistent
and revenues increased by £5 2m from £376m
to £42 8Bm Coke sales increased by £6 4m from
£327m 10 £391m as stock levels were reduced,
whilst the sale of by-products fell by £1 2m
from £49m to £3 7m reflecting a full year

effect of lower by-product pnces

The average price achieved per tonne of coke
was £171 per tonne on the sale of 229k tonnes
compared to £162 per tonne on 201k tonnes
sold in the prior year with volumes benefiting
from the sale of the excess product that was
in stock at the beginning of the year Duning
the year we signed a three-year contract with
Xstrata In South Africa, a new customer for
Monckton, to supply up to 100k tonnes of
coke per annum This will help secure visibility
for the Group and reduce price volatlity

Demand for Monckion ccke remains high and
discussions are underway with a number of
customers to move from the traditional annual
supply contracts 1o longer-term contracts

In the year to 31 May 2010, we largely
completed the commussioning of the first
RocPower site at Commonside Lane near
Featherstone In the last few months we have
obtained considerable operational experience
with the site and although the commissioning
period has taken longer than planned, we are
pleased to report that the site s well placed to
deliver 1ts budget for the current year In the
last Anancial year, net operating loss incurred
dunng the commissioning phase was £0 5m
onrevenue of £04m
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As we reported in June, in the face of
uncertamty over the guaranteed level of

the future ROC subsidy scheme, and in line
with the maonty of other operators in the
biomass field we have deided to delay
further investment We will continue to
progress the planning apphcation for the
second and third sites but will not commit
any further capital spend to these sites until
the position on the future grandfathenng is
clarfied by UK Gavernment Although we are
disappoinied at the delay, we believe that this
15 the prudent and sensible way 1o proceed

MRT has made excellent progress and we

are confident that 1t will contribute to Group
profit this year The operating loss for the year
reduced from £0 7m to £0 3m, revenues in the
year increased from £2 1m to £4 2m, finally
providing the scale to deliver profitabihty

The plant has been running at a profitable
run rate dunng the current year-to-date

The Tower Colliery project s progressing very
well The site investigation work was completed
in the year to 31 May 2000 The planning
applications were submitted in March 2010
with final registration taking place in July 2010
A planming decsion 1s expected in the current
financizl year

Under the terms of the joint venture
agreement, the Group advanced £2m to the
Jomt venture vehicle, Tower Regeneration
Limited, in August 2009 to secure the land
and mirung nghts from Tower Colliery Limited
This was in addition to the £1m paid by the
Group directly to Tower Colliery Limited in
January 2009 A further £0 9m was advanced
in the year o the joint venture in the form of
2 loan to fund site investigation and planning
preparations bringing the total investment to
date to £39m £29m of this amount 18 1IN the
form of loans that will be repard by Tower
Regeneraton Limited from Tower Collety
Limued's profit share when production
commences

Industrial Services Division

The Industrial Services Diviston delivered
another sieady year, again benefiting from
good visibility from ts long-term contract
base Gross revenue increased by £4 Om from
£56 4m 1o £604m Underlying operating profit
increased from £3 4m to £3 8m

Despite conunuing budgetary pressures in
the power stations sector, the Division has
continued to make steady progress with key
contract wins and renewals




New contract wins included the hard services
coniract signed with EON covering two
coal-fired and two gas-fired power stations,
expected to yield £15 0m over 5 years, and a
new £1 0m ducting project was alsc awarded
by EDF at Cottam power station Due to the
successful completon of the first ducting
project, a further 3 projects have since been
awarded without competitive tender Contract
renewals included a 5-year extension to our
key contracts at Ferrybridge power station

Follewing the end of the financial year, the
Division successfully renewed three 5-year
rnaterial handling contracts at Rugeley power
station This will not only secure existing
business for the next five years but will also
provide an excellent platform to bid for
incremental contract work in the future

The Division has continued to demonstrate its
high service levels and cperaticnal excellence
Nine of the Division's site locations achieved
S-star ratings from the Briush Safety Councll
for their Health and Safety programs

We are now staruing to see the benefits of the
Investment (in addinonal business development
resource that we announced last year The sales
pipeline for Indusinal Services is as strong as

it has ever been In the coming year our focus
will be to dnve further growth from that
ppeline of opportunities and we are

confident we will deliver

Transport Division

The Transport Division’s gross revenues
increased by £5 1m from £676m 10 £727m
due principally 1o increased Tanker revenues
Underlying operating profit increased by
£0 8m from £34m to £4 2m The increase n
profits was due mainly to additional gross
profit from incremental tanker revenues and
as a result of efficiency iImprovements and
investrment in the Bulk and Waste fleets as
discussed In last year's Statement

The Tankers business unit had a strong

year The increased revenues were as a result
of Improving tanker volumes, assisted by
the acquisition of vehicles and coniracis
from Stlter Tankers Lirmited in addition

to acquiring vehicles and a number of
customer relationships the Tankers Lusiness
has also completed a move Into a new
larger purpose-built depot which will
provide a base for future expansion

The Dry Bulk business unit again benefited
from a strong performance in the Waste fleet
The Waste fleet continued 10 bengfit from

its long-term contracts In the year a 5-year
contract renewal was won with SITA in the
North East Offsetting the strong performance
of the Waste fleet, the rest of the Dry Bulk fleet
contnued to deal with challenging market
conditions The investment and efficiency
programs implemented last year have helped
to reduce costs Two new depots in the North

West have been added 10 the Division’s
network 10 expand geographic coverage
New contracts, including a new 3-year
contract for movements of coal Into EON's
Ratcliffe power station and a new exclusive
contraci with UK Coal for the new Parkwall
opencast, will help ensure volumes can be
maintained

Fleet size has increased by 12% from 374
vehicles to 420 vehicles, again due mainly to
the vehicles acquired with the Stiller contracts

The focus of the Transport Division in the
current financial year will be to drive addinional
organic growth, wherever possible leveraging
cross-seling opportunities with other actvities
within the Group to enable customers to derive
additional synergy benefits

lain Cockburn
Group Finance Director

GordonBanham
Group Chief Executive
14 September 2010

“We are now starting to see the benefits of the
investment in additional business development
resource that we announced last year.”

lain Cockburn, Group Finance Director

Annual Report and Accounts 2010 Hargreaves Servicesple 15




Financial Review

“The key drivers of organic growth
came from the Energy & Commodities
Division, both in the UK and Europe.”

lain Cockburn, Group Finance Director
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Resuits Overview

Group revenue for the year was £459 8m
compared to £503 1m for the previous year,

a decrease of 8 6% The key drivers of crganic
growth came from the Energy & Commodities
Dmision both in the UK and Europe

Underlying profit before tax increased from

£28 6m 10 £34 3m Reported profit before tax
Increased from £26 2m 10 £30 7m As previously
reported the Group spent £0 2m investigating
a potenual transaction with UK Coal PLC during
the year and has charged this amount against
piofits

Interest

The net interest charge for the Group was
£44m compared to £49m for the previous
year The drop in interest reflects lower
nterest costs offset by increased debt fevels,
resulting from financing capital expenditure
and increased working capital requirernents

Taxation

The tax charge in the year was £64m compared
to £75m in the previous year There were no
material changes in the effective tax rates

Earnings Per Share

Basic earnings per share for the year were 775
pence (2009 68 5 pence) and diluted earnings
per share were 756 pence (2009 673 pence)
Underlying diluted earnings per share, after
adding back amortisation of acquired
intangibles, increased by 16 5% from 76 3
pence to 88 B pence

Dividend

The Beard has recommended a final dnvidend
of 91 pence (2009 8 0 pence) bringing the
proposed dvidend for the full year to 135
pence, an increase of 14 4% in the total
dwdend for the year The proposed dividend
15 covered 57 umes by underlying earnings
{2009 58 times)

Net Assets

Net assets increased by £18 1m from £717m

at 31 May 2009 to £898m at 31 May 2010

Net tangible fixed assets increased by £144m
from £71 2m to £85 6m as a result of continued
investment in plant and equipment, particularly
at Maltby Colliery Net fixed asset additions of
£290m were offset by a depreciation charge
for the year of £14 6m (2009 £136m) Working
capital ncreased by £23 0m in the year 1o
£844m Working capital in the UK and Europe
amounted to £54 2m and £30 2m respectively
The working capital balance in the UK included
approximately £6 4m of extra coal held over the
summer for a specific contract with EDF that
was annecunced in the Interim Statement This
coal 15 due to be shipped between October
and Aprl The decrease of £2 1m in goodwill
and intang bles arose from amarusation of
acquied intangibles totalling £3 6m, offset

by goodwill and iniangibles anising from the
tnvestment in the Tower project of £11m and
goodwill ansing on other acquisitions of £04m

Net Debt

Group net debt, comprising cash and cash
equivalents, bank overdraft and cther
interest-bearing loans and borrowings was
£88 2m at 31 May 2010, an increase of £150m
from the £69 2m reported at 31 May 2009
The gearing ratio of the Group at 31 May 2010
was 98% compared to 97% at 31 May 2009

Cash Flow

Cash flow generated from operating activities
(before interest and income tax paid) was
£281m in the year compared to £214mn
the previous year

Cash flow generated from operabions included
a £246m cutflow relating to an increase n
working capital Of this increase £2 4m relaied
to monies advanced 1o Tower Regeneration
Limited to fund development of the joint
venture project The remaining £22 2m related
to an increase In trading working capital

Stock held in the UK business for the EOF
contract accounted for approximately 120,000
tonnes, or £6 4 of the increase This coalis
due for cehivery between Cctober 2010 and
Apnl 201

Group stock days improved shghtly from 589
clays at 31 May 2008 1o 576 days at 3i May
2010 despite the impact of the extra EDF coal
Both Group trade debtor and creditor days
dropoed shghtly, reflecting a change in the
mix, with shorter-cycle European trading
balances in the year-end numbers Group
trade creditor days reduced by 54 days,
from 400 days at 31 May 2009 to 34 6 days
at 31 May 2010 Group debtor days reduced
by 5 9 days, from 354 days 10 295 days

There will continue to be an etement of
seasonality In our working capital levels,

with a tendency to build coal stocks aver the
first half of the year, and reduce stocks over
the second half Significant moverments in
commodity prices will affect the net value

of working capital positions The timing of
larger vessels and customer orders will always
create volatility in working caprtal positions,
particularly 1in the European business

Assuming commodity prices do not increase
significantly and trading volumes do not
ncrease substantilly beyond planned levels,
we do not expect to see a matenal increase

n waorking capital levels for the UK business in
the current year in Europe a core underlying
stock has already been established, and further
Increases n workng capital should be dealt
with comfortably within the existing facihities
Working capital increases should lag behind
Increases in sales growth as economies of scale
are exploted The stock at the year-end was
higher than budgeted and was commensurate
with the high run rate of trading over the end
of lasi financial year, rather than the average
wrading across the full year

+12.4%

Diluted EPS
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Financial Review (continued)

Aside from occasional exceptional contracts
such as the EDF contract, stock and other
working caprtal pesitions are generally very
short-term in nature and given the rapid turn,
management continue to be comfortable
using current facilities 1o finance these
positions

Total capital expenditure for the year (net

of disposal proceeds of £1 9m) was £26 6m
compared 10 £18 1mn the prior year Of the
capital expenditure, £8 8m was financed
through finance leases and £15 7m was paid in
cash The depreciztion charge for the year was
£14 6m (2009 £136m) The capital expenditure
program last year included the acquisition

of the second face equipment set (shearer
armoured face conveyor and stage loader)
wogether with an upgrade 1o the roof supports
This completes the program of strategic
underground investrment at Maltby

The disposal of the ash joint venture (Evonik
Hargreaves Limited) raised £1 8m Acquisntions
accounted for an outflow of cash of £30m
(2009 £101m) The acquisimon outflow
included the final £1 2m of deferred
consideration from the AJS acquisition and
£15m inrespect of the acquisition of vehicles
and customer relatienships from Stiller Tankers

Borrowings and Facilities

Buring the year, the Group was financed by a
mixture of cash flows from operations trade
credit, short-term borrowings, longer-term
borrowings and finance leases Operating
leases are used In conuncticn with asset
finanging to balance the flexibility afforded by
asset ownership and the efficent use of capital

In September 2009, the Group completed
anew 3-year muli-bank committed facility
consisting of a £35m invoice finance facility
and an £80m revolving credit facihty (‘RCF)
At the end of the year these were drawn
£98m and £53 1m respectively

The Group continues to be able to borrow at
competitive rates and Is operating comfortably
within its banking covenants The key
covenants on the RCF are interest cover and
leverage, measured as a ratio of net debt 1o
EBITDA As at 31 May 2010 interest cover was
121 tmes, comfortably over the covenant
minimum of 4 times and leverage was 17
umes, comfortably under the maximum 25
times permitted

The European business continues to operate
on a facility of €40m from Commerzbank

At the end of the year the net debt on this
facitity was £13 2m

Capital Management

The Group manages its capital to ensure that
entities in the Group will be able to continue
as a going concern, whilst maximising the
return to sharehelders The capital structure
of the Group consists of debt, which includes
borrowings, cash and cash equivalents, and
equity attributable to equity holders of the
parent, comprising capiial, reserves and
retained earnings

The capital structure 1s reviewed regularly by
the Group's Board of Directors The Group's
policy 15 to maintain gearing at levels
appropriate to the business The Board
principally reviews gearing determined

as a proportion of debt to earnings before
interesi, tax and depreciation The Beard alse
takes consideration of geanng determined

as the proportion of net debt to total capnal
1t should be noted that the Board reviews
gearing taking careful account of the working
capital needs and flows of the business In the
trading businesses, where working capital
cycles are regular, predictable and generally
less than 90 days, the Board 1s comfortable

to mamtain higher levels of debt and gearing
as measured aganst EBITDA

Defined Benefit Pension
Arrangements

The Group parucipates in two defined benefit
schemes in the UK which are reflected on the
Group balance sheet Both relate to Maltby
Colliery and both schemes are closed to new
members although certain employees retain
a right to transfer previous benefits into the
schemes To date, of 140 people eligible to
transfer, 110 people have transferred therr
benefits 1o the new section of the scheme

Following the funding payments the deficit

as at 31 May 2010 was £6 2m, calculated in
accordance with the principles of 1AS19 This
deficit has been calculated by updating the
actuanal valuation as at 31 December 2007 1o
the balance sheet date and making appropriate
adjustments to reflect the IAS 19 assumpuions
which have been adopted as at that date

The next actuanal valuation will be based
on the position at 31 December 2009 the
results of which are expected to be availzble
in late 2010

The Group also operates a number of money
purchase arrangements and an unfunded
concessicnary fuel benefit scheme There 15

a hability on the balance sheet in relation to
the fuel scheme of £04m (31 May 2009 £0 3m)
in relation to this scheme

18 Hargreaves Services plc Annual Report and Accounts 2010

After making enquiries, the Directors have
formed the opinion at the time of approving
the financial statements that there s a
reasonable expectation that the Group has
adequate resources to continue in aperational
existence for the foreseeable future For this
reason the Directors continue to adopti the
going concern basis in preparing the financial
statements

\
|
|
|
|
Going Concern

Statement on Risks Relating to the
Group’s Business

This statementis an integral part of the
business review

Operational

Mining Risk

Deep rmining is an inherently high risk activity
Disruptuion of ether a geological or mechanical
nature can adversely affect production Whilst
we expectand budget for a certain degree of
varability in production, major geological or
mecharical fatures could result in prolonged
periods when no production can take place
Whilst the geclogy of the mine 15 very well
understood having been worked for 100 years
and these insiances are rare, the impact of a
prolonged pened of production disruption
could have a material impact on the results

of the Group The Group mitgates this risk by
investing instate of the art mining equipment,
Operating a rgorous preventative mamnienance
plan, engaging a hughly skilled engineenng
tearn and cperating a carefully managed spare
parts strategy

Markets and Commodity Prices

The Group produces and trades in coal, coke

and other mineral commodities, the prices of

which are subject to vanations ihat are both

uncontrollable and unpredictable Further

trading nisks are created through foreign

currency exposures The Group mitigates these

nsks wherever practical, through the use of

measures including fixed price contracis,

hedging instruments and "back-to-back”

purchase and sale agreements Although

short-termtrading risks are managed in this !
way, throughthe ownership of the Maltby ‘
Colliery and Monckton Coke Works, the Group

does have alonger-term exposure to price

movermnents, favourable or unfavourable,

n imternational coal and coke prices

Commercial Relationships

The Group benefits from many long-term and
partnership arangements with key customers
and suppliers Damage to, or loss of these
relationships could be detnmental to the
Group results In additien, due to the natwe




of the sectors in which the Group operates,

1t does have a concentration of business with
a small number of large energy companies
The Group believes that these nsks have
been adequately mitigated through the close
working relationships that 1t has developed
over along peried of time with key clients
and supplers and through careful monitoring
of service levels and price competitivenass

Health and Safety

Our working environments have numerous
and varied risks which we strive to mitigate
by providing systemns, equipment, tramning
and supervision Risk ts evaluated by internal
and external resources so It 1s conunuously
managed and mitigated

Environmental

There 15 nsk of ground and air contamination
atour production sites, IN particular at the
Monckion Coke Works We mitigate this risk by
careful monitoring of groundwater discharge
Qur Transpaort fleet carries hazardous chemicals
which could lead 1o contarmination in the event
of a spillage The Group mitigates this nisk
through deploying properly mantaned
eqguipment utiistng well-iramed personnel
and enforcing tight operational procedures

Human Resources and Operations

People are the Group’s most important

asset and are key 1o ensunng that our quality
systems operate effectively We work hard

at recruiting, training and develicping staff
to mitgate the risk of system or human error

Energy Costs

The Group's energy usage Is very high, both
throughout the Transport and Plant fleets
and at the Group’s four producuon facilities
Anincrease In energy cost has been a nisk that
o date we have been successful in mitigating
by indexing key transport contracts against
fuel price rises and through our abihty to
essentially balance and therefore intrninsically
hedge electncity generation and usage
between the Monckton Coke Works and
Maltby Colliery

Financial

Treasury activities have the objecuve of
minimising both risk and finance costs and are
centralised in the Group’s Head Office Group
Treasury is responsible for the management
of iquidity, interest and foreign exchange nisks
and operates within policies and autharity
hmus approved by the Board The use of
financial instruments including dervatives,

Is permitted when approved by the Board
and where the effect 1s 1o mimimise nsk to

the Group

Coal, ccke and minerals stocks that are
purchased for re-sale are predorminantly
hedged by matching the currency of purchase
with the currency of sale

Interest Rate

The Group borrows in US Dollars, Euros and
Sterling These borrowings are predominantly
at floating rates and where appropriate the
Group witl use derivatives to generate the
desired effective currency and interast rate
exposure As at 31 May 2010, 479% of net
financial liabilities were at fixed rates (2005
379%)

Foreign Currency

The Group has operations in four countries
and 15 therefore exposed to foreign exchange
translaton nsk when the profits of these
enntes are consohidated into the Group
accounts The Group does not hedge exposure
on the transiation of profiis of foreign
subsicharies The translation nsk 1s reduced by
ensuring that net assets are financed where
possible by borrowing in local currency

Transaction foreign exchange exposures anse
when entittes within the Group enter Into
contracts 1o pay or receive funds in a currency
differeni from the functional cusrency of the
entity concerned It 15 Group policy 1o hedge
matenal net exposure 1o ¢ash transactions in
foreign currencies when a commitment arises,
usually through the use of a foreign exchange
forward contract

Counterparty Risks

The Group does routinely enter term

contracts for the purchase or supply of
rminerals Although price nisk 15 hedged where
approprate on these transacuons, the Group
1s exposed to nsk through the potential fallure
of counterparties The Group mitigates this risk
by carefully assessing and then monitorng
the strength of each key counterparty This risk
and strength 1s jJudged against the scale and
duration of the specific contract on a case by
case basis

Credit Risk

Credit nsk anses from the possitiity that
customers may not be able to pay their debts
To manage this nsk the Group penodically
assesses the financial rehatulity of customers
The majority of the Group's trade recevables
are duefor payment wathin 45 days The Credit
Contolfunction closely monitors end chases
any overdue debts

Although the Group has a diverse customer
base of many thousands of trade debtors,
concentrations of credit risk with respect

to traderecevables can anse These
concenirations, when they do anse tend

to relsteto the larger power generation
companes These concentrations and
exposures are closely monitored by the Credit
Controlfunction As at 31 May 2010 the largest
customer represented 4% of the Group trade
receivables balance of £495m and the top

10 accounts represented approximately 2i%

Management are mindfu! of the continuation
of difficult trading cenditions being
expenenced in a number of sectors,
parucularly transport and construction

lain Cockburn
Group Finance Director
14 September 2010

“The Group benefits from many long-term and
partnership arrangements with key customers

and suppliers.”

lain Cockburn, Group Ftnance Director
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« Quality - Service Expertise

Expertise

Product quality and consistency is key in our solid
fuel markets. The picture here shows laboratory
testing of low ash coal beans destined for Elkem,
for use in the manufacture of products including
solar panels and mobile phone components.

Hargreaves has built an international reputation for providing
quality products to precise specifications, products perfectly
aligned to the varying but exacting standards of our broad
spectrum of customers - from power stations to electrical
component manufacturers to steam raillways
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Board of Directors

The following Directors served

on the Board throughout the year:

1. Tim Ress (aged 61)*

Non-Executive Chairman

Tim read law at Oxford University and
qualified as a solicitor, working in the City

of London and as a company legal adwviser,
before attending London Business School
and moving into general management

He has considerable experience of the
construction, aggregates, waste disposal

and opencast coal industries Previously a
Main Board Director of George Wimpey PLC,
he s currently Non-Executive Chairman of
Superglass Holdings plc and a Non-Executive
Director of May Gurney Integrated Services
plc and Lavendon Group plg, in addition to
board positions with a number of pnivate
venture capital-backed companies Tim is the
Senior Independent Non-Executive Director

2. Gordon Banham (aged 46}

Group Chief Executive

Gordon was Managing Director of his family
firm, F Banharm Limited, until 1994 when

he negotated its sale to Charnngten Fuels,
Gordon being appointed as General Manager

of the combined businesses On the
acquisition of Charningtons by the CPL Group
in 1995, Gordon was made Distnbution
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 senes of major acquisitions

3. lain Cockburn (aged 45)

Group Finance Director

fain 1s a Chartered Accountant After 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 Knowledge Support Systems plc {'K55)
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4, KevinDougan MIQ (aged 55)
Group Contracts Director

Kewin spent the early part of his career with
Bntish Coal, speciabising in opencast coal
mining eventually becoming Assistant
Regional Engineer In 1986, Kevin joined
Andrew Gohghtly Limited as Contracts
Director, subsequently joining the Group

1n 1995 as aDmsional Director, and was
appointed to the Group Board in Apnl 2004

5. Nigel Barraclough ACA (aged 45)*
Non-Executive Director

Nigel 15 a Chartered Accountant and joined
the Board at the time of the management
buyout in April 2004 Nigel 1s an Investment
Director with YFM Group Limited, a venture
capital fund management group He has
extensive expenience of mergers and
acquisitions and also as a Non-Executive
Director

* Current member of Audit and Remuneration Committees




Key Management

The executive directors and the

following key managers comprise
the Executive Management Team:

1 Steve Anson

Managing Director

Energy & Commodities Division
Previously Regional Director, Tarmac Ltd
Commercial Directar, Tilcon Ltd

2 Gerry Huitson

Managing Director

Production Division

Previously Colliery Manager, RIB Mining/UK
Coal Company Safety Engineer, RJB Mining

3. GregKelley

Managing Director

Industrial Services Division
Previously MD, Norec Ltd, Coal Prep Plant
Manager, Brnish Coal

4. Mark Forrest

Managing Director

Transport Division

Previously CEC, Westlink Group, Divisional
Director, P&C Pandoro, Divisional Director,
PD Ports

5 Steve MacQuarrie

Group Company Secretary
Previgusly Senior Planning Manager,
RJB Mining/UK Coal, Company Secretary,
Young Group plc, Planning Cfficer (Local
government)

6. lan Parkin

Development Director

Previously Managing Director, Banks
Property Ltd, Vice-Chairman, National
Association Licensed Cpencast Operators,
Development Director, Young Group plc
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Directors’ Report

The Directoss present their Directors’ Report and Financral Statements for the year ended 31 May 2010

Principal Activities
The principal activities of the Group are the provision of haulage services, waste transportaton mineral import mining and processing, together
with coke manufacture and related activities

Business Review
The results for the year are set out on page 33

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, 1s included 1n the Group Business Review, the Review of Operating Performance by Business Unit and the
financial Review Key performance indicators have been included in the Financial Review where appropriate, and

The principal risks and uncertainties facing the business have been included 1n the Financial Review ‘Statement on Risks Relating to the Group's
Business' on page 18 This includes information on environmental matters and employee 1ssues

Financial Instruments
The financial nisks faced by the Group and its policy towards these nisks are set out in note 26 of the accounts

Proposed Dividend

The Directors recommend 2 final dividend in respect of the current financiat vear of 31p per share 1o be paid tosharehclders on the register on

15 October 2010 The shares will be ex-dividend on 13 October 2010 This dividend has not been recognised within creditors as it was not declared
and approved befcre the year-end

Policy and Practice on Payment of Creditors

The Group does not operate a defined code of practice regarding payment to suppliers The Group determines conditions of payment for its
own supply of goods and services It s the Group's policy that transactions are then settled in compliance with these legal or other contractual
abligations having regard to good commercial practice Average creditor days at 31 May 2010 for the Group were 35 days (2009 40 days) [t s not
meaningful 1o disclose a similar statisuc for the Company since it does not trade In its own nght

Directors
The directors who held office dunng the year were as follows

TS Ross

GFC Banham
1D Cockburn
KJ Dougan

N Barraclough

The directors who held office at the end of the financial year had the foliowing disclesable interests in the shares of the company according to the
register of directors’ interests

Interestat Intarest at

end beginning

Class of share of year of year

GFC Banham Ordinary  3,029831 4,004,288
KJ Dougan Ordinary 172856 526,288
ID Cockburn Ordinary 7,680 7,680
TS Ross Crdinary 3086 3,086

The nterests of TS Ross are held through a pension trust of which he 15 3 potentral beneficiary

Details of directors’ emeluments are set out in the Corporate Governance and Remuneration Report
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All the directors benefited from qualifying third-parey indemmnity provisions m place dunng the year and at the date of this report

According to the register of directors’ interests, no rights to subscribe for shares in Group comparies were granted 1o any of the directors or therr
immediate families, or exercised by them, during the financial year and up to the date of this report except as ndicated below

Exercise Number of

price per options Options
Shareholder share Period during which option is exercisable granted  outstanding
GFC Banham - 1June 2009 to 30 November 2009 25,543 -
KJ Dougan - 1June 2009 t0 30 November 2009 15,964 -

These options were granted under the Long-Term Incentive Plan on & November 2006 and were exercised in September 2009

Exercise
price per
Shareholder share
GFC Banham -
KJ Dougan -
|0 Cockburn -

Perlod during which option 15 exercisable

1 June 2011 to 30 November 2011
1 June 201110 30 November 2011
1 June 2011 to 30 November 2011

Number of
aptions
granted

49,180
17,213
20,287

These aptions were granted under the Long-Term Incentive Plan on 20 June 2008 and are cutstanding at the end of the year Nore of the share

options have been exercised

Exarcise
price per
Shareholder share

GFC Banham -
KJ Dougan -
ID Cockburn -

Parod dunng which option is exercisable

1 June 2012tc 30 November 2012
1 June 2012tc 30 Novemnber 2012
1 June 201210 30 November 2012

Kumber of
options
granted

60,000
21,000
28,500

These options were granted under the Long-Term Incentive Plan on 30 June 2009 and are outstanding at the end of the year None of the share

options have been exercised

Significant Shareholdings

At 1 Seprember 20i0, the Company had been nonfied or was aware of the following shareholders with 3% o more of the 1ssued share capital

of the company

Shareholder

GFC Banham

M&G Investment Management

Brewin Colphin

Artemis Investment Management

Legal & General Investment Management
Hansa Capital Partners

Old Mutual Asset Managers

Number of
ordinary shares
n which
interested

3029831
1,550,000
1,451,065
1,306,741
1,067,500
1,000,000

883,023

% of issued
share capital

11 3%
57%%
542%
4 88%
399%
373%
321%
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Directors’ Report (continued)

Employees

Applications for employment by disabled persons are always fully considered Employment policies are designed to provide opportunities
irrespactive of calour, ethnic or national ongin, nauonality, sex or mantal status In the event of employees becoming disabled every effort
1s made, Including appropriate raining, to ensure that therr employment with the company continues

The directors recognise the impartance of good communications and good relations with employees A quarterly in-house magazine 1s sent
to all employees

Political and Charitable Contnibutions
The Group made no pelitical contributions during the year Donations to UK charties amounted 10 £56,242 (2009 £43,929)

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 1s no refevant audit
informauon of which the Company's audizors are unaware, and each director has taken all the steps that he ought 1o have aken as a director to
make himself aware of any relevant audit information and to establish that the Company’s auditors are aware of that infermation

Auditors
in accordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment of KPMG Audit Plc as auditors of the Company
and 1o authonse the Directors 1o agree their remuneration is to be proposed at the forthcoming Annual General Meeting

By grder of the Board

ain Cockburn
Group Finance Director
14 September 2010
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Corporate Governance and Remuneration Report

The Group has increased n size significantly in recent years and in recogniuon of this has both considerably strengthened the Board of Direciors,
and also introduced a level of corporate governance Being listed on AIM, the Group 1s not required (@ report on corporate governance matters,
but this statement 1s intended to provide information on how the Group has applied the principles and spint of corporate governance

The Group Board
The Group 15 headed by an effective Board, which bath controls and leads the Group A biography of each director and details of the membership
of the Commitiees of the Group Board 15 provided on page 22

The Group Board currently compnses three executive directors, and two non-executive directors The Group Board meets at least six times per
yeay, receving appropriate informatien from management on a timely basis, and making further detailed enquines where necessary 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 drectors have access 1o the advice and services
of the Company Secretary who 15 responsible to the Group Board for ensuring that Group Board procedures are followed and for compliance
with applicable rules and regulations

Health and Safety

The Group Board ensures that Health and Safety 1ssues for employees, customers and the public, are of foremost concearn in all Group activities
The Group Chief Executive, supperted by external advice, 1s charged with overall responsibility The Group encourages both internal and external
traiming through a formal nerwork of full-ume officers and Health and Safety nominated ‘champions’ at all levels Statistical analysis 15 used to
hughhght any areas where additional traiming or improved working practices would be beneficial and posiive action s prompily implemented

Corporate Ethos
The Board has developed severat pninciples which will apply inits dealings with siakeholders and the wider community

Safety, Health and the Environment
Hargreaves Services plc has a proactive approach to Safety Health and the Environment and 1s committed 1o the highest practicable standards
of safety and heaith managernent and the minimisation of adverse environmental impacts

Human Resources
Hargreaves Services plc emplaymenit policies are non-discriminatory, complying with all current legislation 10 engender equal opportunity,
irrespective of race, gender, religion, disability, sexual orientation or nationality Harassment is not tolerated

Ethical Standards
All Hargreaves Group personnel are expecied 10 apply a high ethical standard, consistent with an international UK-listed company

Compliance with Laws

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

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

The policy of the Committee is 10 review the remuneration of the executive directors, and 1s structured to attract, retain and maotivate executive
directors The total rernuneration package 1s designed to align the interests of the executive directors with those of the shareholders The
remuneration strategy, policy and approach for all staff is also reviewed annually by the Commitiee

Components of Remuneration

Basic Salary

This 15 a fixed cash sum, payable monthly Salanes are reviewed annually by the Remuneration Commuttee in the light of indmidual performance,
experience In the role and market comparisons
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Corporate Governance and Remuneration Report
(continued)

Bonus
Executive directors participate in an annual incentive bonus scheme linked to the actual achievement of operating profit targets set by the
Remuneraticn Cornmittee Such bonus is capped at 1009 of salary No bonus counts in the calculation of pension entitlement

Benefits in Kind and Pensions
In addition to basic salary, Gordon Banham lain Cockburn and Kevin Dougan are entitled 1o the following benefts paid holiday, company car,
contributions to a personal pension plan and life assurance

Diurectors’ Remuneration
Remuneration was as follows

20190 2010 010 2010 2009 2010 2009

Salary Bonus Benefits Total Total Pension Pension

£000 1000 £000 £000 £000 £000 £000

Gordon Banham 300 218 21 539 503 42 42
lain Cockburn 190 142 16 348 306 19 19
Kevin Dougan 165 102 2 269 263 - -
Tim Ross &0 - - 60 53 - -
Nigel Barraclough 35 - - 35 34 - -
750 462 39 1,251 1,159 61 61

Directors’ Service Contracts
The Directors have entered into letters of appointment with the Company and the principal terms are as follows

Commencement Remuneration
Date Name Position of period of office £ Termination
24 November 2005 Tim Ross Non-Executive Chairman 30 November 2005 50,000 12 months’ notice
24 November 2005 Nigel Barraclough Non-Executive Director 30 Apni 2004 31,000 12 menths notice
24 November 2005 Gordon Banham Group Chief Executive 1 Cctober 2001 300,000 12 months' notice
24 November 2005 Kevin Dougan Group Contracts Direcior 23 June 1997 140,000 12 months' notice
1 August 2007 lain Cockbum Group Finance Director 8 Cctober 2007 165,000 12 months'notice

The services of Tirn Ross are provided by Crosswater Resources Limited, a company 1in which Mr Ross has a significant interest
Y

Directors’ Share Options
Detalls of directors’ share opticns, held under the Savings-Related Share Option Scheme and Executive Long-Term Incentive Plan, are noted n
the Directors’ Report on page 25

|
|
1
Going Concern ‘
After making appropnate enquines, the Directors can confirm that, in their opinign, the Group and the Company have adequate resources for |
the foreseeable future For this reason, they continue 10 adopt a going concern basis in preparing the financial statements |
Internal Control |
Management has considerable autonomy to run and develop the business of the Group A well designed systemn 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 1 provide reasonable, but not absolute, assurance that the assets of the

Group are safeguarded, that proper accounting recorgs are maintained, and that reliable financial informauon 1s produced

All subsidiary undertakings are required o adhere to specified internal controf procedures

The Group Board receives regular reports on internal control matters and does not believe that there 1s currently aneed for an internal audit
function However, this matter is subject to pencdic review
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Further control 1s exeraised by monthly monitonng of performance by comparnison to budgets forecasts and cash targets both by subsidiary
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 conirol system During thase visits, business issuss, nsks, internal controls, financial results and future prospects are discussed with
operational management

Monitoning of compliance with the Group's system of internal control i1s undertaken by all levels of management and reinforced by the role fulfilled
by the Audit Computtee

Audit Committee

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

The Audit Committee 15 responsible for reviewing the scope and results of the audit together with its cost effectiveness The objectmty of the
auditors is enhanced by ensuring that they have direct access to the Group Board Non-audit work undertaken by the auditers 1s hmited to work
that requires detailed knowledge dernved from the statutory audif or work where the fees invelved are not considered 1o be matental

Savings-Related Share Option Scheme
The Sharesave Scheme 15 a savings-related share option scheme and was implemented in December 2005

All employees (including full-tme directors) of the Company or any participating member of the Group whose earnings are subject to Income
tax and who have the requisite minimum period of continuous employment are eligible to parucipate

The exercise price of an option shall be fixed by the Company but shall not be normally less than the market value of a share on the date invitations
are issued 10 eligible employees In a case of an option 10 subscribe for shares the exercise price may not be lessthan the nominal value of a share

Partcipants may, at the absotute discretion of the Commitiee be invited 1o apply for three, five or seven yea options All eptrons must be hinked
to a coniractual savings scheme entered into by each participant with the savings instituticn ngminated by the Company and approved by HMRC
Participants may save between £5 and £250 per month {or weekly equivalent), such sums to be deducted from the relevant parucipant's pay

At the end of the chosen savings persod a bonus is payable

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

Crdinary shares issued pursuant 1o the Sharesave Scheme shall rank pan passu in all respects with the ordinary shares already in 155ue

I normal circumstances, options may be exercised during the period of six months commencing on the matunity {that (s the relevant bonus date) of
the savings contract Options will become exercisable iImmediately on the death of a parucipant for a period of 12 months after the date of death or
the bonus date, whichever is earlier If a parucipant ceases to be an employee on reaching the age of 65 or at such other age at which that employee
1s bound to retire in accordance with the terms of his contract of employment or ceases to be In employment due to inury, disability, redundancy,

or as a result of the sale of the business or subsidiary by which the participant 1s employed, options will become exercisable for a period of six months
If a paruapant has held an option for at least three years, it will become exercisable for a period of six months Options wilt also 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 paruicipant dies, in which case an opuon will lapse 12 months following
death, i later

Executive Long-Term Incentive Plan {‘'LTIP’)
The LTIP scheme was implemented m November 2006

The scheme was designed 1o allow awards 1 be made 10 eligible employees selected by the Remuneration Commuttee
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Corporate Governance and Remuneration Report
(continued)

The vesting of an award granted to an executve drecior of the Company shall, or in the case of an award granted to any other Group employee
may, be subject to the sausfaction of one or more Performance Conditions The Remuneration Commuittee may determine or recommend to the
Trustee that the vesting of an award will be subject to any other objective condition 1 addition ic the Performance Conditions

No option shall be granted under the LTIP scheme on any date If, as a result, the total number of shares 1ssued or issuable pursuant 10 options
and other nghts granted under the LTIP scheme and any other employee share scheme estabhshed by the Company on or after Admission,
would exceed 10% (5% excluding other share schemes) of the issued ordinary share capital of the Company on date of grant

Ordinary shares 1ssued pursuant to the LTIP scheme shall rank pan passu in all respects with the ordinary shares already n sssue

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

Gordon Banham
Group Chief Executive
14 September 2010
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Statement of Directors’ Responsibilities
in Respect of the Annual Report and
the Financial Statements

The directors are responsible for prepanng the Annual Report and the Financial Statements in accordance with applicable law and regulations

Company law requires the directors o prepare grougp and parent company financial statements for each financial year As required by AlM Rules
of the London Stock Exchange they are required to prepare the Group financial statements in accordance with [FRSs as adopted by the EU and
applicable law and have elected to prepare the parent company financial statements on the same basis

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true and fair view of the state
of affairs of the Group and parent company and of their profit or loss fos that penod In prepanng each of the Group and parent company financial
statemnents, the directors are required 1o

select surtable accounting policies and then apply them consistently,
make judgemenits and estimates that are reasonable and prudent,

- state whether they have been prepared in accordance with IFRSs as adopted by the EU and

+  prepare the inancial statements on the going concern basis unless (11 INappropriate 10 presume that the Group and the parent company
will continue in business

The diectors are responsible for keeping adequate accounting records that are sufficient w show and explain the parent company’s transactions
and disclose with reasonable accuracy at any ume the financial position of the parent company and enable them to ensure that its financial
statements comply with the Companies Act 2006 They have general responsitility for taking such steps as are reasonably open to them to
safeguard the assets of the Group and 1o prevent and detect fraud and other rregulariies

The diectors are responsible for the maintenance and integnity of the corporate and financial infarmation induded on the company’s website
Legislation in the UK gaverning the preparation and dissemination of inancial statements may differ from legislation in other junsdictions
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Independent Auditors’ Report to the
Members of Hargreaves Services plc

We have audited the financial statements of Haigreaves Services plc for the year ended 31 May 2010, set out on pages 33 to 83 The financial
reporting framework that has been applied In their preparauan 15 applicable law and International Financiat Reporuing Standards (IFRSs) as
adopted by the EU and, as regards the parent company Anancial statements, as applied 1n accordance with the provisions of the Companies
Act 2006

This report 1s made solely to the Campany’s members, as a bady, in accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit
work has been undertaken so that we might state to the Company’s members those matters we are required to state to them in an auditor’s
report and for no other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company’s members, as a body, for our audit work, for this report, or for the opinions we have formed

Respective Responsibilities of Directors and Auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 31, the directors are responsible for the preparation of the
financial staternents and for being sausfied that they give a true and fair view Ourresponsibility 1s to audit the financial statements 1n accordance
with applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board's (APB's) Ethical Standards for Auditars

Scope of the Audit of the Financial Statements
A descnption of the scope of an audit of inancial statements 1s provided on the APB's web-site at www frc org uk/apb/scope/UKNP

Opinion on Financial Statements
In our opinion

the financial statements give a true and fair view of the state of the Group’s and of the parent company's affars as at 31 May 2010 and of
the Group's profit for the year then ended,

the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU,

the pareni company financial statements have been properly prepared in accordance with IFRSs as adopted by the EU and as applied in
accordance with the provisions of the Companies Act 2006, and

the financial statements have been prepared in accordance with the requiremnents of the Companies Act 2006

Opimion on Other Matters Prescribed by the Companies Act 2006
In our opinicn the information given m the Directors’ Report for the inancial year for which the financial statements are prepared 15 consistent
with the financial staterments

Matters on Which we are Required to Report by Exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, In our opInion

adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from
branches not visited by us, or
the parent compeany financial statements are notin sgreement with the accounting records and returns, or
certain disclosures of directors’ remunerauon specified by law are not made or
«  we have not recewved all the information and explanations we require for our audit

R, Thompser. .

MR Thompson
(Sentor Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditer
Chartered Accountants

Quayside House

110 Quayside

Newcastle upon Tyne

NE1 3DX

14 September 2010
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Consolidated Statement
of Comprehensive Income

for year ended 31 May 2010

Revenue
Cost of sales

00 2009
Note £000 £000

1 459,779 503,083
(385,393) (433,800)

Gross profit
Other operating income/expense)
Administrative expenses

74,386 69,293
4 1,593 (511)
(40,740)  (38936)

Operating profit

Financial income

Financial expenses

Share of (loss)/profit in jointly controlted entities (net of 1ax)

15,6 35,239 29,846

8 2,031 1,683
8 {6,394) (6577)
{159) 1,216

Profit before tax
Income tax expense

30,717 26,168
9 (9,370) (7.459)

Profit for the year

21,347 18,709

Other comprehensive iIncome
Foreign exchange translation differences

Effective portion of changes in fair value of cash flow hedges

Actuanal gains and losses on defined benefit pension plans
Tax recognised on other comprehensive Income
Dividend waived

(781) 640
1,486 8134
{3,028) (170

434 {2,578)

(15)

Other comprehensive income for the year, net of tax

{1,904) 6,026

Total comprehensive income for the year

19,443 24,735

Profit attributable to
Equity holders of the ¢company
Minorty interest

20,560 18,025
787 684

Prafit for the year

21,347 18,709

Total comprehensive income attributable to
Equity holders of the company
Minoniy interest

18,760 2387
864

683

Total comprehensive income for the year

19,443 24,735

Basic earnings per share (pence}

10 77 53 6853

Diluted earnings per share {pence)

10 7561 6727
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Balance Sheets
at 31 May 2010

Group Company
2010 2009 2010 2009
Note £000 £000 £000 £000
Non-current assets
Property, plant and equipment N 85,605 N,240 - -
intangble assets 12 34,607 36685 - -
Investments in jointly controlled entities i3 - Q53 - 754
Investments in subsidiary undertakings 13 - - 28,436 24,266
Cenvative financial Instruments 14 3 - - -
Deferred tax assets i5 - - 123 123
120,215 108878 28,559 25,143
Current assets
Inventories 17 81,956 60,693 - -
Dervative financial instruments 14 517 754 - -
Trade and other recewvables 18 62,371 55026 218,455 53,099
Cash and cash equivalents i9 16,983 1,062 1,923 -
161,827 117,535 220,378 53,099
Total assets 282,042 226413 248,937 78242
Non-current habilities
Other interest-beanng loans and borrowings 20 {73,265) {24331)  (53,138) (10,281}
Retirement benefit cbligations 22 (6,177) (4429) - -
Provisions 24 (8,986) (9557) - -
Dervative financial instruments 15 (770) (113) - -
Deferred tax habilities 16 (5,823) (5724) - -
{95,021} (44154)  (53,138) (10,281)
Current habilities
Bznk cverdraft 19 (24,189) {9,486) - 1856)
Other interest-bearing loans and borrowings 20 (7,729) (36421) - (5,864)
Trade and other payables 21 (59,889) (54333) (155,572} (22,026)
Income tax habilities i6 (4,489) (7,159) - -
Dervative financial instruments 15 (941) {3191) - -
(97,.237) (110590) (155,572)  (28,786)
Total habihities (192,258) (154,744) (208,710} (35,067)
Net assets 89,784 71,669 40,227 36,175
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Graup Company

2010 2009 2010 2009
Note £000 £000 £000 £000

Equity attributable to equity holders of the parent
Share capital 25 2,660 2,639 2,660 2,639
Share premium 30,429 29,434 30,429 29434
Cther reserves n 211 - -
Translation reserve 25 (31) 546 - -
Merger reserve 1,022 1,022 1,022 1,022
Hedging reserve 25 (620} (1,762) - -
Capital redemption reserve 1,530 1,530 1,530 1,530
Retained earnings 51,813 35,792 4,586 4,550
86,944 69512 40,227 39,175
Minority interest 2,840 2157 - -
Total equity 89,784 71,669 40,227 39,175

These financial siatements were approved by the Board of Directors on 14 September 2010 and were signed on 1ts behalf by

Gordon Banham lain Cockburn

Dneitof// ﬁf_\
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Statements of Changes in Equity
for year ended 31 May 2010

Trans Capital Total
Share Share lation Hedging Other redemption Merger Retained parent Minarity Total
capital premum reserve reserve reserves reserve reserve earnings equity interest equity
Group £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Balance at 1 June 2008 2,627 29,177 186 (7.618) 29 1,530 1022 20,427 47380 681 48061
Total comprehensive
income for the year
Profit for the year - - - - - - - 18,025 18,025 684 18709
Other comprehensive income
Foreign exchange
translation differences - - 460 - - - - - 460 180 64Q
Effective pornon of changes
m fasr value of cash
flow hedges - - - 8134 - - - - 8,134 - 8134
Actuarial gains and losses on
defined benefit pensicn plans - - - - - - - (170) (170} - {170)
Tax recognised on other
comprehensive Income - - - (2278) - - - (300) (2,578) - (2,578)
Total other comprehensive
ncome - - 460 5,856 - - - (470) 5,846 180 6,026
Total comprehensive
ncome for the year - - 460 5856 - - - 17,555 23,871 864 24735
Transactions with owners
recorded directly in equity
Issue of shares 12 257 - - - - - - 269 - 269
Equity settled share-based
payment transactions - - - - - - - 648 648 - 648
Dvidends - - - - - - - (2,838 (2,838 - (2,838)
Acquisiiion of subsidiary - - - - - - - - - 612 612
Acquisition of jointly
controlled enbities - - - - 182 - - - 182 - 182
Total transactions with owners 12 257 - - 182 - - (2190) (1,739 612 (1127}
Balance at 31 May 2009 2639 25434 645 (1762) 211 1,530 1022 35792 69512 2,157 71,669
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Trans-

Capital

Total

Share Share lation Hedging Other redemption Merger Retaned parent Minority Total
capital premium raserve reserve feserves reserve reserve eamings equity interest egquity
Group £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Balance at 1 June 2009 2639 29434 646 (1,762) 21 1,530 1,022 35792 69,512 2,157 71,665
Total comprehensive
income for the year
Prafit for the year - - - - - - - 20560 20560 787 21347
Other comprehensive income
Foreign exchange translation
differences - - (677) - - - - - (677) (104) (781)
Effective pertion of changes
in fair value of cash
ftow hedges - - - 1,486 - - - - 1486 - 1,486
Actuanial gains and losses on
defined benefit pension plans - - - - - - - (3028) (3,028) - (3,028)
Tax recognised on other
comprehensive Income - - - {414) - - - 848 434 - 434
Dmidend waved - - - - - - - {15) (i5) - (15)
Total other comprehensive
Income - - (677) 1,072 - - - (2195) (1,800) (104)  (1.904)
Total comprehensive income
for the year - - (677) 1,072 - - - 18,365 18,760 683 19,443
Transactions with owners
recorded directly in equity
Issue of shares 21 995 - - - - - - 1,016 - 1,016
Equity setiled share-based
payment transactions - - - - - - - 948 948 - 948
Dividends - - - - - - - (3292)  (3,292) - (3292)
Jotal transactions with owners 21 995 - - - - - (2344)  (1,328) - (1.328)
Balance at 31 May 2010 2660 30429 (31) {690) 21 1,530 1,022 51813 86944 2840 89,784
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Statements of Changes in Equity (continued)

for year ended 31 May 2010

Capital Totat
Share Share  redemption Merger Retained parent
capatal premium reserve resarve earnings equity
Company £000 £000 £000 £000 £000 £000
Balance at 1 june 2008 2627 29177 1,530 1022 5,979 40,335
Total comprehensive mcome for the year
Profit for the year - - - - 761 761
Other comprehensive Income - - - - - _
Total comprehensive income for the year - - - - 761 761
Transactions with owners recorded directly in equity
Issue of shares 12 257 - - - 269
Equity settled share-based payment transactions - - - - 648 648
Dividends - - - - (2,838) (2,838)
Total transactions with owners 12 257 - - (2,190) (1,921)
Balance at 31 May 2009 2,639 29434 1,530 1,022 4,550 39175
Balance at 1 June 2009 2,639 29,434 1,530 1,022 4,550 39,175
Total comprehensive income for the year
Profit for the year - - - - 2,380 2,380
QOther comprehensive income - - - - - -
Total comprehensive income for the year - - - - 2,380 2,380
Transactions with owners recorded directly in equity
Issue of shares 21 595 - - - 1016
Equuy settled share-based payment transaciions - - - - 948 948
Dividends - - - - (3,292) (3.292)
Total transactions with owners 21 995 - - (2,344) (1,328)
Balance at 31 May 2010 2,660 30,429 1,530 1,022 4,586 40,227
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Cash Flow Statements
for year ended 31 May 2010

Group Company
2010 2009 2010 2009
Note £000 £000 £000 £000
Cash flows from operating activities
Profit for the year 21,347 18,709 2,380 761
Adjustments for
Depreciation 14,565 13,596 - -
Amortsation of Intangible assets 3,592 2,408 - -
Dividend income - - (2,627) (17)
Net finance expense 4,363 4,894 1,020 (711)
Share of loss/(profit) in Jjointly controlled entities 159 (1,216) - -
(Profit)/loss on sale of property, plant and equipment (624) 193 - -
(Profi)/loss on sale of iInvesimenis (969) 318 (1,144) (153
Equity settled share-based payment transactions 948 648 - -
Income tax expense 9,370 7459 {266) -
Translation of minornty Interest (104) 179 - -
52,647 47,188 (637) (120)
Change in inventories (22,099 (15909) - -
Change in trade and other recevables {8,135) 15213 (167,614) (14,772)
Change in trade and other payables 7,613 (23,201) 134,030 11,295
Change in provisions and employee benefits (1,966) (1,934) - -
28,060 21,357 {34,221) (3,597)
Interest paswd (4,030) (3,955) (1,104) n
Income tax paid (11,484} (8,323) - -
Net cash from operating activities 12,546 9,079 {35,325) (2,886)
Cash flows from investing activities
Proceeds from sale of property, plant and equipment 1,947 1,495 - -
Proceeds from sale of investments 1,750 - 1,750 -
Dividends receved 127 117 2,627 17
Acquisition of subsidiaries, net of cash acquired 3 (1,304) (9,547) (85) (9,105)
Acquisition of property, plant and equipment n (19,712} (7,110) - -
Acquisition of other investments 13 - (590) - (598)
Minority interest contribution - 39 - -
Acquisition of trade and assets 3 (1,743) - - -
Net cash from investing activities {18,935} (15,596) 4,292 {9,586)
Cash flows from financing activities
Proceeds from the 1ssue of share capital 25 35 269 1,016 269
Proceeds from new loan 20 - 9,000 - 9,000
Repayment of borrewings {21,811) (6,374)  (16,500) (3,750)
Payment of finance lease liabiities (7,511} (5,724) - -
Proceeds from/(repayment of) invoice discounung faciity 9,027 (9,3190) - -
Dwidends paid 25 (3,292) (2,838) (3,292) (2,838}
{(Repayment of proceeds from issue of promissory notes (21,874) 15,115 - -
Proceeds from revolving credit faclity 20 52,628 - 52,628 -
Net cash from financing activities 7,202 138 33,852 2,681
Net increase/{decrease} in cash and cash equivalents 813 (6,379 2,819 (9,891)
Cash and cash equivalents at 1 June (8,424) (1,025) (896) 8,995
Effect of exchange rate fluctuations on cash held 405 (1,020) - -
Cash and cash equivalents at 31 May 15 {7,2086) (8,424) 1,923 {896)
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Notes

(forming part of the financial statements)

1 Accounting policies
Hargreaves Services plc (the ‘Company’) 1s a company mcorporated in the UK

The Group financial statements consolidate those of the Company and 1ts subsidianes {together referred to as the ‘Group’) and equity account the
Group's Interest tn associates and jointly controlled entities The parent company financial statements present information abeut the Company as
a separate entity and not about its Group

Both the parent company financial statermnents and the Group financial statements have been prepared and approved by the directors in accordance
with Internatianal Financial Reporting Standards as adopted by the EU (Adapted IFRSs) On publishing the parent company financial statements here
together with the Group financial statements, the Company 15 taking advantage of the exemption in s408 of the Companies Act 2006 not 10 present

its Indmvdual income statement and related notes that form a part of these approved financial statements

The accounting policies set cut befow have, unless otherwise stated, been appled consistently to all perniods presented n these consolidated
financial statements

In these financial statements the fallowing Adoptad IFRSs which are effective for the first ume, have been adopted Ther adoption has had no
matenal effect on the Group’s profit or eguity

Amended IFRS 1 and IAS 27 ‘Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate’,
Ameandments to 1AS 1 ‘Presentation of Financial Statements’ - these amendments revise requirements for the presentauon of the financial
statements and requires the presentation of a statement of changes in equity and a staternent of comprehensive incame as prmary
statements

«  Improvements to IFRS's (2008) — the amendments to 1AS | clanfy among other things, the classification of denvative financial instruments
as current or non-current,
Amendrments to IFRS 2 Share-based payments Vesting Conditions and Cancellations - these amendments concern certain aspects of the
valuation of share-based payments and the impact of a cancellation by a grantee
IFRS 8 Operating Segments - this standard amends the requirements for disclosure of segmental performance This disclosure 15 provided
mnote 2,
Amendment to IAS 23 Borrowing Costs - the amendment generally elimimates the cption to expense borrowing costs attnbutable to the
acquisition, canstruction or production of a qualifying asset as incurred and instead requires the capitahisation of such borrowing costs as
part of the cost of the specific asser,
Amendments to IFRS 7 Improving Disclosures about Financial Instruments - these amendments are to enhance disclosures over farr value
measurements relaung to financial instruments and improving disclosures over hquidity nisk

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 habilities, and income and expenses The key areas requirng the use of esumates and
Judgements which may significanily affect the financial statements are considered Lo be

a) Measurement of the recoverable amounts of cash generating units containing goodwill
This reguires the identification of appropnate cash generating units and the allocation of goodwill to these unis The assessment of impairment
involves assumpuions on the estimated future operating cash flows from these cash generating urits, the discount rate applied in the calculations
and the companson of the cash flows to the carrying value of the goodwiil

b} Recogmition of deferred tax assets
The Group has substanual deferred tax assets In determining how much of these assets can be recognised this requires an assessment of the
extent to which it 1s praobable that future taxable profits will be available This assessment 15 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 apprognate valuation model together with assumptions
as 1o the key inputs into the model

The preparation of financial information n conformity with IFRSs requires management to make jJudgements, estimates and assumptions that
affect the apphcation of policies and reported amounts of assets and hiabilites, iIncome and expenses The estimates and associated assumpuions
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 liabiliues that are not readily apparent from other sources Actual results
may differ from these estimaies
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1 Accounting policies (continued}

Measurement convention

The financial statements are prepared on the historical cost basis except that denvative financial instruments, inancial instruments ¢lassified as fair
value through the profit or loss or as available-for-sale are stated at their fair value

Going concern

The Group’s business actuvities, together with the factors likely to affect irs future development perfarmance and position are set aut in the Group
Business Review on pages 8 to 15 The financial position of the Group, its cash flows, iguadity position and borrowing facilities are described in
the Financial Review on pages 16 10 19 In addinon note 26 to the inancial statements includes the Groups objectives, policies and pracesses for
managing its capital 1ts financial nsk management objectives, details of its financial instruments and hadging activities, and 11s exposure 10 credit
nsk and hquidity nsk

The Group has considerable financial resources 1ogether with long-term contracts with a number of customers and suppliers across different
geographic areas and industries As a consequence, the directors believe that the Group 15 well placed to manage 1ts business risks successfully
despite the current uncertain economic outlook

After making enquines the directors have a reasonable expectation that the Company and the Group have adequate resources 1o continue
in operational existence for the foreseeable future Accordingly, they continue to adopt the geing concernbasis in prepaning the annual report
and accounts

The financial statements wera approved by the Board of Directors on 14 September 2010

Basis of consolidation

Subsidiaries

Subsidianies are entities controlled by the Group Contiol exists where the Group has the power, directly or indirecily, to govern the financial and
operating policies of an entity 50 as 10 obtain benefits from its actvities The financial statements of subsidianes are included in the conschdated
financial iInformation from the date control commences until the date that control ceases

intra-group balances and transactions and any unrealised gans and losses or income and expenses arising from intra-group transactions, are
eliminated when prepanng the consolidated financial information

Associates and jointly controlled entities
Associates are those entities in which the Group has significant influence but not control, over the financial and operatng policies Significant
influence s presumed to exist when the Group holds between 20 and 50 percent of the voting power of another entity

A jowtly controlled entity 1s an entity over whose activities the Group has joint control, established by contractual agreements and requinng
unanimous consent for strategic, financial and operating decisions The conselidated accounts include the Gioup s share of the total recognised
income and expense of jomntly 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 date that yoint contrel or significant influence respectively, commences until the
date that it ceases When the Group's share of losses exceeds its interest in an equity accounting investee, the Group's carrying amount is reduced
to il and recognition of further losses s discontinued except to the extent that the Group has incurred legal or constructive obligations or made
payments on behalf of an investee

Foreign currency

Transactions n foreign currencies are translated to the respective functional currencies of Group entities at the foreign exchange rate ruling at the date
of the transactuon Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated to the functional currency
at the foreign exchange rate ruling at that date Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency
are translated using the exchange rate at the date of the transaction Foreign exchange differences ansing en translation are recognised in the income
staternent except for differences ansing on qualifying cashflow hedges which are recogmised directly in equity

The balance sheet assets and labilities of foreign subsidiaries are translated into sterling, the Group’s presentational currency, at the exchange rate

at the balance sheet date, and the income statement s translated at an average rate for the year Gains and lesses are then taken to a separate
translation reserve They are released to the income statement upon disposal
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Notes (continued)

1 Accounting pelicies (continued)

Classification of financial instruments issued by the Group

Fimancial instruments issued by the Group ave treated as equity (1e forming part of shareholders’ funds) only 1o the extent that they meet the
following two conditions

they include no contractual obligations upan the Group to deliver cash or other financial assets or w0 exchange financial assets or financial
habiliies with another party under condiuions that are potentially unfavourable to the Group, and

where the instrument will or may be settled in the Company’s own equity Instruments, It 15 either a non-dervative that includes no abligation
to deliver a vanable number of the Company's own equity istruments or 1s a denvative that will be settled by the Company’s exchanging a
fixed amount of cash or ather financial assets for a ixed number of Its own equity Mstruments

To the extent that this definition 1s not met, the proceeds of issue are classified as a financial hability Where the insturment so classified takes
the legal form of the company s own shares, the amounts presented in these financial statements for called up share capital and share premium
account exclude amounts in relation to those shares

Where a financial instrument that contains bath equity and financial liability components exists these componenis are separated and accounited for
indwsdually under the above policy The finance cost on the financial habidity comnponent is correspondingly higher over the fife of the instrument

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

Financial instruments

Dernvauve financial instruments

The Group uses inierest rate swaps 1¢ help manage its interest rate risk and forward foreign currency contracts to manage i1ts exchange rate sk
The Group also uses denvative sale and purchase contracts o mitigate the nsk of fluctuating coal prices and exchange rate nisk

All derivative financal instruments are recognised initially at fair value and subsequently re-measused to fair value at each reporting date and
changes therein are accounted for as described below

Changes in the farr value of the denvative hedging instrument designated as a cash flow hedge are recognised drectly in equity to the extent that
the hedge 1s effective To the extent that the hedge 1s ineffective, changes in fair value are recognised in profit and loss

Dervatives designated as hedging instruments are accounted for in ine with the nature of the hedging arrangement Denvatives are intended to
be hughly effective in mitigaiing the above risks, and hedge accounting s adopied where the required hedge documentation 1s in place and the
relevant test criteria are met

Changes in the fair value of any denivative instruments that do not quahfy for hedge accounting are recogrised mmedtately in the iIncome
staterment as part of financing costs

Intra-group financial instruments

Where the Company enters into financial guarantee contracts ta guarantee the indebtedness of other companies within its group, the Cempany
considers these to be insurance arrangements and accounts for them as such In thes respect, the Company treats the guarantee contract as a
contingent liabity untill such ume as it becornes probable that the Company will be required to make a payment under the guarantee

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and impairment losses Where parts of an item of property,

plant and equipment have different useful hives, they are accounted for as separate items of praperty, plant and equigment

Mine development costs at Maltby Colliery are capitalised and depreciated aver the working life of the area of the mine to which the costs
are attributable
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1 Accounting policies (continued)

Property, plant and equipment (continued)

Depreciation 1s charged 1o the income statement on a straight-line basis over the estimated useful lives of each part of an item of property, plant
and equipment Land 15 not depreciated Depreciation rates are as follows

Mineral reserves - 125%pa
Freehold buildings - 2%i4%pa
Leasehold improvements - 15%pa

Motor vehicles and plant - 10%to 20%pa
Furniture and equipment - 25%pa
Fixtures and fittings - 15%pa

ntangible assets and goodwill

Subject to the transitional rehef In IFRS 1, ait business combinations are accounted for by appiying the purchase method Goodwaill anses from the
acquisition of businesses and represents the difference between the cost of the acguisition and the fair value of the identifiable assets, iabilities
and cantingent kabilities acquired Kdentifiable intangibles are thase which can be sold separately or which anse from legal nights regardless of
whether those nghts are separable

Goodwill anising on acquisitions that have occurred since 1 June 2006 15 capitalised and subyject to impairment review, both annually and when
there are indications the carrying value may not be recoverable Negative goodwill ansing on an acquisiiion s recogrised immediately in profit
orloss

Goodwill anising on acquisitions prier to 1 June 2006 was capitzlised and amortised under UK GAAP This goodwill 1s carred at the UK GAAP
carrying value at the date of transition to adopted IFRS and 1s subject to impairment reviews as descnbed above

Other mitangible assets that are acquired by the Group, which have finite useful econemic lives, are measured at cost less accumulated amaruisation
and accumulated impairment losses Amortisation s recognised 0 profit and loss on a straight-ing basis over the estumated useful fives of intangible
assets from the date that they are availab'e for use

Inventeries
Inventories are stated at the lower of cost and net realisable value Costis based on the weighted average method and includes expenditure
incurred 1In acquinng the inventonies production or cenversion costs and other costs in bringing them to therr existing location and condition

At Maltby Colliery, the cost of preparing proceeding coal faces 1s held on the balance sheet within work in progress and 1s charged on a tonnage-
extracted basis over the estimated production life of the relevant face

Trade and other receivables
Trade and cther receivables are recognised initially at fair value A provision for impairment of irade receivables is established where there 15
objective ewdence that the Group will not be able to collect all amounts due according to 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 statement of cash flows

Trade and other payables
Trade and cther payables are non-mterest bearing and ate recognised at fair value

Investments
Investrments in Jaintly controlled entities, associates and subsidiaries are carried at cost in the parent company accounts

Impairment
The carrying ameunts of the Group's assets other than inventories and deferred tax assets, are reviewed at each balance sheet date to determine

whether there 1s any ndication of impairment If any such indication exists the asset’s recoverable amount s esumated

Anmpairment toss is recognised whenever the carrying amount of an asset or its cash generating unit exceeds its recoverable amouni
lrpairment losses are recognised in the income statement
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Notes (continued)

1  Accounting polictes {continued)

Impairment (continued)

Impairment losses recognised in respect of cash generating units are allocated first to reduce the carrying amount of any goodwill allocated 1¢
cash generating units and then to reduce the carrying amount of the other assets in the unit on a prorata basis Acash generating unit s the
smallest identifiable group of assets that generates cash inflows that are largely ndependent of the cash inflows from ather assets or groups
of assets

Reversals of impairment
An tmpairment loss In respect of goodwill s not reversed

In respect of other assets, an impairment loss 15 reversed when there 1s an indication that the impairment loss may no longer exist and there has
been & change in the esumates used to determine the recoverable amount

An imparment loss 1s reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, «f no impairment loss had been recognised

Employee benefits

Defined benefit pension ptans

Following the acquisition of The Monckton Coke & Chermical Company Limited on 17 June 2005 and Maltby Celery Lirmited on 26 February 2007
the Group operates two concessionary fuel retrement benefit schemes

In addnion, following the acquisition of Maltby Colliery, the Group 15 3 member of two penston schemes providing benefits based on final
pensionable pay The assets of the scheme are held separately from those of the Group

The retrement benefit scheme liabilities are calculated by a qualified actuary using the projected unit method The concessionary fuel retirement
benefit schemes are unfunded retrernent benefits and as such there are no assets in the schemes The retirement benefit deficits are recognised
in full, the movement in the scheme deficits 1s split between operating charges, finance items and i cther comprehensive INcome actuanal gamns
and losses

Pension scheme assets are measured using market values Pension scheme liabihties are measured using a projecied unit method and discounted
at the current rate of return on a high quality corporate bond of equivalent term and currency to the hability The pension scheme surplus (to the

extent that 1t1s recoverable) or deficit 15 recognssed in full The movernent in the scheme surplus/deficic1s spht between operating charges finance

items and in other comprehensive incorne actuarial gains and losses

Defined contribution pension plans

The Group operates a Group personal pension scheme The assets of the scheme are held separately from those of the Group in an independently

administered fund The amount charged against profits represents the contributions payable to the scherme in respect of the financial perod
Oblgations for contabutions to defined contnbution pension plans are recognised as an expense In the iIncome statement as incurred

Share-based payment transactions

The Group operates a share option scheme for certain employees The fair value of options granted s recognised as an employee expense with
a corresponding increase in equity The fair value 1s measured at grant date and spread over the penod during which the employees become
unconditionally entitled to the options The fair value of the opucns granted 1s measured using an optton vatuation model, taking into account
the terms and condiions upon which the options were granted The amount recognised as an expense 15 adjusted o reflect the actual number
of share options that vest except where forfeiture is due only 1o share prices not achieving the threshold for vesting

Where the Company grants share-based payment awards over its own shares to the employees of its subsidiaries it recognises, in its individual
financial statements, an increase in the cost of Investment in 1its subsidianes equivalent to the eguity settled share-hased payment charge
recognised in its conselidated financial statements with the corresponding credit being recognised directly in equity

Revenue

Revenue 1s measured at the fair value of consideration received or recevable, excluding value added tax, for goods and services supplied 10
external customers All directly attributable expenses in respect of services provided are recognised in the ncome statement n the penod
to which they relate Sales of goods and services are recognised when they are delivered and title has passed
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1 Accounting policies {continued)

Leases

Leases of property, plant and equipment where the Group has substanually all the risks and rewards of ownershup are classified as finance leases
Finance leases are capitalised at the lease's Inception at the lower of the fair value of the leased asset and the present valug of the mimimum lease
payments The corresponding rental obliganons net of finance charges, are included In other payables Each lease payment is allocated between
the liability and finance charges so as o achieve a constant rate of Interest costs charged to the income statement ¢n the outstanding balance
The property, plant and equipment acquired under finance leases are depreciated over the shorter of the asset’s useful ife and the lease term

Leases where the lessor retains a significant portion of the nisks and rewards of ownership are classified as operating leases Payments made under
operatng leases {net of any Incentives receved from the lessor) are charged to the iIncome statement on a straight-line basis over the period of
the lease

Net financing costs

Net finzncing costs comprise interest payable, finance charges on finance leases and interest receivable on funds invested together with changes
in the fair values of interest rate swaps and foreign currency forward contracts through the profitand loss and the expected returns on plan assets
and Interest on the pension scheme labiity

interest ncome and inierest payable 1s recognised in the Income statement as it accrues, using the effective interest method Dividend income
15 recognuised In the income statement on the date the entity’s night to receive payments 1s established

Income tax
Incorne tax on the profit or loss for the period comprises both current and deferred tax Income tax 15 recognised 0 the InCcome statement except
to the extent that it relates to items recognised directly in equity, in which case 115 recognised in equity

Current tax 1s the expected 1ax payable on the taxable income for the year, using tax rates enacted or substanuvely enacted at the balance sheet
date, and any adjustment 1o tax payable in respect of previous years

Deferred tax is provided on temporary differences between the carrying amounts of assets and habilities forfinancial reporting purposes and the
amounts used for taxation purposes The amount of deferred tax provided 15 based on the expected manner of reabsation cr settlement of the
carrying amount of assets and habiliues, using tax rates enacted or substantively enacted at the balance sheetdate

The following temporary differences are not provided for the inimial recognition of goodwill, the inal recognition of assets or Labilities that affect
neither accounting nor taxable profit other than in 2 business combination, and differences relating to invastments in subsidiaries to the extent
that they will probably not reverse In the foreseeable future

A deferred 1ax assei 1s recogrised only to the exient that it 1s probable that future taxable profits will be avallable against which the asset can
be uthised

Provisions

A provision 15 recogrised in the balance sheet when the Group has a present legal or constructive obligation as a result of a past event, and it is
probable that an outflow of economic benefits will e required to setile the obligaten If the effect 15 matenal, provisions are determined by
discounung the expected, nsk adjusted, future cash flows at a pre-iax nsk-free rate
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Notes (continued)

1 Accounting policies (continued)

Standards and interpretations in 1ssue but not applhed

At the date of 1ssue of these financial statements the following standards and interpretations, which have not been applied by the Group in these
financial statements, were in 1ssue but not yet effective Their adoption is not expected to have a matenal effect on the financial statements unless
atherwise iIndicated

Endorsed
Revised IFRS 3 'Business Combinations’ {mandatery for the year commencing on or after 1 July 2009),
+ Amendments to |AS 27 'Consclidated and Separate Financigl Statements’ (mandatory for the year cormmencing on or after 1 july 2009),
+ Amendments o |AS 39 ‘Financial Instruments Recognition and Measurement Eligible Hedged ltems’ (mandatory for year commencing on
or after 1 July 2009),
Amendments to IAS 39 ‘Reclassification of Financial Assets Effecuve Date and Transiion' (mandatory for year commencing an or after
1 July 2009),
Amendments to |AS 32 ‘Financial Instrumnents Presentation — Classification of nghts issue' (mandatory for year commencmg on or after
1 February 2010)
Amendments to [FRS 2 ‘Group Cash-Settled Share based payments transactions’ (mandatory for year commencing on or after 1 January 2010},
Improvements w© IFRSs (issued 16 Apnil 2009) (adoption dates varies but certain improvements are mandatory for the year commencing on or
after 1 July 2009),
Revised IAS 24 'Related Party Disclosure’ (mandatory for year commencing on or after 1 January 2011),
+ Amendments 10 IFRIC 14 - Prepayments of a minimum funding requirernent {randatory for year commenang on or after ¥ January 2011)

Yet to be endorsed

+  Improvements to IFRSs (issued May 2010) (adopticn dates vary but certain improvements are mandatory for the year commencing on cr after
1 July 2010},
IFRS 9 'Financial Instruments’ (mandatory for year commencing on or after 1 January 2013)

All other amendments to standards and interpretations that are avallabtle for early adoption currently have no impact for the Company

2 Segmental information

The intreduction of (FRS 8 Operating Segments which s effective for accounting periods beginning on or after 1 January 2009, has requirec a
reassessment of the reportable segments within the Group The analysis by industry segment is presented in accordance with IFRS 8 on the basis
of those segments whose operating results are regularly reviewed by the Board of Directors (the Chuef Operating Decision Maker as defined by
IFRS 8) 1o make strategic decisions

The sectors distinguished as reportahle segments are Production, Energy & Commaodities, Transport, and Industnal Services A short description
of these sectors Is as follows

+ Producuon produces coal, coke and smokeless fuel and also recycles tyres for cusiomers throughcut the UK and Europe
Energy & Commodities provides coal, coke, minerals and biomass products to a range of industrial, wholesale and public sector
energy consumers,
Transport provides bulk and hiquid transport logistics to UK customers, and
Industrial Services provides quality assured contract management services to the power generation, utiities, chemicals and minerals industries

These segrnenis are combinations of subsidiaries and dwisions, have separate management teams and offer different products and services

The segment resulis, as reporied to the Board of Directors are calculated under the principles of IFRS
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2 Segmentalinformation (conunued)

The table below sets out information for each of the Group's reportable segments The ongination and destination of principally all operations is

inthe UK
Energy & industrial
Production Commodities Transport Services Total

2010 2010 2010 2010 2010

£000 £000 £000 £000 £000
Revenue
Total revenue 86,256 263,949 72746 60,358 483,309
Inter-segment revenyue (5,800} (7,269 (10,100} (361) (23,530)
Revenue from external customers 80,456 256,680 62,646 59,997 459,779
Segment operating profit 8,496 20,727 3,761 2,255 35,239
Share of loss in jointly controlled entities (107) (52) - - (159
Net financing costs (1653) (1,784) (663) {263) (4.363)
Profit before taxation 6,736 18,891 3,098 1,992 30,717
Depreciation charge (9,179) {531) (3,260} (1,595) (14,565)
Amortisation of iIntangibles - (1,630) (393) (1,569) {3,592)
Capital expenditure 23,199 721 4,349 1,998 30,267
Net assets
Segment assets 93 091 107,053 29,488 14,029 243,661
Segment liabilities (38220) 62,856 (17.167) (12,699) (130,942)
Segment net assets 54,871 44,197 12,321 1,330 112,719
Jaintly controlled entities - - - - -
Segment net assets including share of jointly controlled entities 54,871 44,197 12,321 1,330 112,719
Unallocated net assets (22,935)
Total net assets 89,784

Unallocated net assets include goodwill and intangibles (£34 6rmy), revolving credit facility (£53 1m), derivative inancial instruments (£1 2m} and

other corporate items (£3 2m)

Included within revenue 1s £109 0m (2009 £124 6m) of revenue which onginates in Europe Al other revenue ongimates in the UK
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Notes (continued)

2 Segmental information {continued)

Energy & Industnal
Production Commodities Transport Services Total

2009 2009 2008 2009 2009

£000 £000 £000 £000 £000
Revenue
Total revenue 78941 322,388 67620 56,431 525,380
Inter=segment revenye (10,250) (1171) 9,027} (1,839) (22,287)
Revenue from external customers 68,691 321,217 58,593 54,592 503,093
Segment operating profit 10,512 14,941 2,968 1,425 29846
Share of profit in joinily controlled entities - 1,216 - - 1216
Net financing costs (1180) (2,632) {741} (341) {4.894)
Profit before taxation 9,332 13,525 2,227 1,084 26,168
Depreciation charge (8,224) (933) {3,386) (1,053) (13,596)
Amortisation of intangibles - - (446) {1,962) (2,408)
Capital expenditure 12,130 2,320 3913 1,346 19,709
Net assets
Segment assets 75,249 69,896 26563 15668 187376
Segment flabilities {32,980) 62599  (19415) (8751)  {123,745)
Segment net assets 42,269 7,297 7,148 6,917 63,631
Jointly controlled entities - 953 - - 953
Segment net assets including share of jointly controlled entities 42,269 8,250 7,148 6,917 64,584
Unallocated net assets 7,085
Total net assets 71,669

Unallocated net assets include goodwill (£36 7m), bank loans (£214m), deferred considerabion (£2 1m) denvative financial instruments (£2 6m) and
other corporate iterns (£3 5m)
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3  Acquisition of subsichanes

On 2 November 2009, the Group obtained total control of Forward Sound Limited, a jointly controlled entity with Evans & Reid Coal Company

Limited, satished by £85,00¢ The company 1s a holding company

In the seven months 10 31 May 2010, Forward Sound contributed profit after tax of £45,000 to the censolidated profit after tax for the year If the
acquisition had occurred on 1 June 2008, Group revenue would have been an estimated £459 8m and profit after tax would have been an estimated
£213m In determining these amounts, management has assumed that any fair value adjustments that arose on the date of acquisition would have

been the same if the acquisition occurred on 1 June 2009

Pre acquisition Recognised
carrying Fair value values on
ampunts  adjustments acquisition

£000 £000 £000
ASSETS
Non-current assets
Intangible assets 1,000 - 1,000
Deferred tax assets 23 - 23
LIABILITIES
Current habilities
Trade and other payables (584) - (584)
Net identifiable assets and habilities 439 - 439
Share of Forward Sound owned {492)
Goodwill on acquisition 138
Net purchase consideration and costs of acquisition 85
Satisfied by
Consideration paid 85
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Notes (continued)

3 Acquisition of subsidiaries (coniinued)
In October 2009, the Group acquired certain assets from Stiller Tankers Limited and in March 2010 acquired the rade and assets of DWL
Engineenng Services Limited These acquisitions have been aggregated in the table below as they are deemed o be individually immaterial

It s impracticable 1o determine the result these acquisitions have contnibuted 10 the consolidated profit after tax for the year as they have been
mtegrated Into existing businesses

Pre acquisition Recognised
carrying Fair value values on
amounts  adjustments acquisition

£000 £000 £000
ASSETS
Non-current assets
Property, plant and equipment 1,716 - 1,716
Current assets
Inventories 5 - 5
Trade and other receivables 123 - 123
LIABILITIES
Current habilities
Trade and other payables {93) (362) (455)
Interest bearing loans and borrowings 51 - 51
Net identifiable assets and liabilities 1,700 (362) 1,338
Goodwill on acquisition 374
Net purchase consideration and costs of acquisition 1,712
Satisfied by
Consideration paid 1,442
Deferred consideration 270

1,712

On 27 January 2009, the Group acquired the remaining 50% of the 1ssued share capital of Coal4Energy Lirvted a jointly controlled entuity with UK
Coal plc, satished by £9,122,000 cash Coald4Energy Limited has an 85 2% conirolled subsidiary, Maxibnte Lirmited The company sells ight ndustnal
and domestic coal 1o the UK market

In the four manths to 31 May 2009, the CoaldEnergy Group contributed profit after tax of £2,493,000 10 the consoldated profit after tax for the year
If the acquisiion had occurred on 1 June 2008, Group revenue would have been an estimated £560 3m and profit after tax would have been an
estmated £204m In determining these amounts, management has assumed that the fair value adjustments that arose on the date of acquisition
would have been the same if the acquisition occurred on 1 June 2008
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3 Acquisttron of subsidianes (continued)

Pre acquisition Recogrised
carrying Fair value values on
amounts  adjustments acquisition

£000 £000 £000
ASSETS
Non-current assets
Property, plant and eguipment 3 - IEL
Intangible assets 3,175 8,148 11,323
Current assets
Inventcries 800 - 800
Trade and other receivables 16,742 - 16,742
Cash and cash equivalents 828 - 828
LIABILITIES
Non-current habihties
Interest-bearing loans and borrowings (137) - (137
Deferred tax habihties (32) (2,281) (2,313)
Current habilities
Trade and other payables (19,577) - (19,577)
Income tax liabilities (230) - (230)
Interest-bearing loans and borrowings (98) - (98)
Net identifiable assets and habilities 2,202 5867 8,069
Minonity interest share of assets (401)
Share of Coal4Energy Group owned (901)
Goodwill on acquisition 2,355
Net purchase consideration and costs of acquisition 9,122
Sausfied by
Consideration paid 9,122

As part of the arrangements for the acquisition the terms of a supply agreement were renegotiated, leading to the recognition of an intangible
asset of £8,148,000 for the preferenual agreement based on discounted future cash flows for the duration of the supply contract There were no

fair value adjustments to the existing assets and habiliies

The imangible assets are being amorused over the werghted average expected life of the contracts, which 1s 60 months The goodwill 1s not being

amortised but s being reviewed annually for impairment

4 Other operating iIncome/{expense)

pol bl 2009

£000 £000

Net gain/{loss) on disposal of property, plant and equipment 624 {193)
Net gain/(loss) on disposal of investrents 969 (318}
1,593 (511)
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Notes (continued)

5 Expenses and auditors’ remuneration
Profit before tax s stated after charging

2010 2009
£000 £000
Amortisation of intangibles 3,592 2,408
Impairment loss on inventories 1,040 1,234
Impairment loss on trade and other recevables 262 544
Depreciation of property, plant and equipment owned 10,054 9,617
Depreciation of property, plant and equipment held under finance lease 4,511 3979
Auditors’ remuneration
2010 2009
£000 £000
Audit of these financial statements 26 25
Amounts receivable by auditors and their associates in respect of
Audit of Ainancial statements of subsidianes pursuant to legislation 153 141
Other services relating to taxation 117 71
All other services 222 107

Amounts paid 1o the Company’s auditors and therr associates in respect of services to the Company, other than the audit of the Company’s
financal staternents, have not been disclosed as the information is required instead 1o be disclosed on a consohdated basis

6 Staff numbers and costs
The average number of persans emplayed by the Group (Including directors) during the year, analysed by category, was as follows

Number of employees

Group
2010 2009

Directors 27 26
Maintenance and washery 200 197
Traffic and administration 409 362
Drivers 508 450
Production 1,255 1174

2,399 2,209

The aggregate payroll costs of these persans were as follows

Group
2000 2009
£000 £000
Wages and salaries 78,881 69,990
Share-based payments (see note 23) 948 648
Social secunty costs 8,007 7008
Contribunions to defined cantnibution plans 568 393
Expenses related 10 defined benefit plans 998 1,176

89,402 79215
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7 Drrectors’ remuneration

Directors’ emoluments
Company contributions to meney purchase pension plans
Amounts paid to third-parties in respect of directors’ services

2010
£000

1,156
61
95

2009
£000

1,072
61
87

The aggregate of emoluments and amounts recervable under long-term mcentive schemes of the highest paid director was £539,000
(2009 £503,0000 and company pension contnibutions of £42,000 (2009 £42,000) were made to 3 money purchase scheme on his behalf

Retirement benefits are accruing to the following number of directors under

Number of directors

2010

2009

Money purchase schemes 2 2
Defined benefit schemes - -
The number of directors who exercised share options was 2 2
The number of directors in respect of whose services shares were receved or recevable
under long-term incentive schemes was - -
Directors’ nghts 1o subscribe for shares in or debentures of the company and s subsidiaries are indicated below
Number of cptions
Exercise
Atstart Atend price
of year of year [
GFC Banham 74,723 109,180 -
KJ Dougan 33177 38213 -
1D Cockburn 20,287 48,787 -
All of the directors benefited from qualfying third-party Indempity provisions
8 Finance Income and expense
Recogrused in profit or loss
2010 2009
£000 £000
Finance income
Interest iIncome on unimpaired financial assets 1,030 634
Expected return on defined benefit pension plan assets 1,001 1.049
Total finance income 2,031 1,683
Finance expense
Net loss on financial instruments designated as fair vatue through the income statement 126 465
Total Interest expense on financial habilities measured ai amorused cost 5,060 4,877
Unwind of discount on deferred consideration 92 194
Interest on defined benefit pensicn plan obhgauon 1,116 1,041
Total finance expense 6,394 6,577
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Notes (continued)

9 Taxation
Recognised in the statement of comprehensive income

2010

2009

£000 £000
Current tax expense
Current year 7.849 8,860
Adjustments for prior years (451) (58)
Foreign tax — current year 1416 1,234
Current tax expense 8814 10,036
Deferred tax expense/icredii)
Ongination and reversal of temporary differences 94 {2.579)
Adjustments for pricr years 462 2
Deferred tax expense/(credit) 556 {2.577)
Tax expense in Income statemnent {excluding share of tax of equity accounted investees) 9,370 7,459
Share of tax of equity accounted investees (122) 561
Total tax expense 9,248 8,020
Tax recognised i other comprehensive iIncome

2010 2009

£000 1000
Deferred 1ax
Effective portion of changes in fair value of cash flow hedges (414) (2278)
Actuanal gains and losses on defined beneft pension plans 848 (300)

434 (2,578)
Reconaliation of effective tax rate

2010 2009

£000 £000
Profit for the year 21,347 18,709
Total tax expense {including tax on equily accounted investees) 9,248 8,020
Profit excluding taxation 30,595 26,729
Tax using the UK corporation tax rate of 28% (2009 28%) 8,567 7484
Effect of tax sates in foreign jurisdictions 218 162
Difference in effective tax rate - 12
Non-deductible expenses 452 418
Under/(over) provided in prior years 11 (56)
Total tax expense (including tax on equity accounted investees) 9,248 8,020
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9 Taxation {continued)
For the years ended 31 May 2010 and 3! May 2009, the Group was subject to UK corporation tax at a base rate of 28%

Factors that may affect future tax expenses

On 28 July 2010 a change in the rate of corporation tax was substantively enacted, with corporation tax reduced from 28% to 27% with effect
from 1 Aprd 2011 As this change was after the balance sheet date, deferred tax balances have not been calculated based on the new rate
Further reductions In the corporate tax rate have also been proposed along with reduced rates of capiial allowances

An accurate calculation of the impact of the proposed changes is not possible however the reduction in the corporate tax rate (6 27% 1s ikely
to reduce the deferred tax balances by approximately £200,000

10 Earnings per share
All earnings per share disclosures relate to conunuing cperations as the Group had no discontinued operations in esther 2009 or 2010

Earnings per share for the ordinary shares are as follows

2010 2009
Ordinary shares

Basic earnings per share 77 53p 68 53p
Dilyted earnings per share 75 61p 67 27p

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

Ordinary shares

2010 2009
£000 £000
Proft for the year attnbutable to equity holders 20,560 18,025
Weighted average number of shares 26,519,310 26,302,652
Earnings per ordinary share 77 53p 6853p

The calculation of diluted earrings per share 1s based on the profit for the year and on the weighted average number of ordinary shares in issue in

the year adjusted for the dilutive effect of the share options outstanding (effect on weighted average number of shares 673,013, effect on earnings

per ordinary share 192 pence)

2010 2009

£000 £000
Profit for the year attributable to equity holders 20,560 18,025
Weighted average number of shares 27,192,323 26,79299
Diluted earnings per ordinary share 7561p 6727p
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Notes (continued)

11 Property, plant and equipment

Group
Freehold
land and
buitdings Furniture Motor
and leasehold and vehicles Fixtures Mineral
Improvements equipment and plant and fittings reserves Total
£000 £000 £000 £000 £000 £000
Cost
Balance at 1 June 2008 19,978 7,281 55,805 282 6,638 89,984
Acquisitions through business combinations 603 21 97 10 - 731
Other acquisitions 589 421 18,646 53 - 19,709
Disposals - (13) (6,780) - - (6,793)
Effect of movements in foreign exchange — 2 — - - 2
Balance at 31 May 2009 21,170 7712 67,768 345 6,638 103,633
Balance at 1 June 2009 21,170 7712 67,768 345 6,638 103,633
QOther acquisitions 398 321 26,450 58 - 30,267
Disposais (950) - (2,327) - - (3.277)
Transfers @ (3057) 3070 (s - -
Effect of movements in foreign exchange - (2) (1) - - (3)
Balance at 31 May 2010 20,614 4,974 98,000 394 6,638 130,620
Depreciation and impairment
Balance at 1 June 2008 1417 3,194 18,191 149 762 23,707
Depreciation charge for the year 552 422 11,758 34 830 13,596
Disposals - (12) {4,899) - - @49
Effect of movements in foreign exchange - 1 - - - 1
Balance at 31 May 2009 1,963 3,605 25,050 183 1,592 32,393
Balance at 1 June 2009 1,963 3,605 25,050 183 1,592 32,393
Depreciation charge for the year 566 48i 12,635 53 830 14565
Disposals (108) - {1,834) - - (1,942)
Transfers - 9 (18) 27 - -
Effect of movements in foreign exchange - (1) - - - 1)
Balance at 31 May 2010 2421 4,076 35,833 263 2,422 45,015
Net book value
At 1 June 2008 18,567 4,087 37614 133 5,876 66,277
At 31 May 2009 and 1 June 2009 19,207 4,107 42,18 162 5,046 71,240
At 31 May 2010 18,193 898 62,167 131 4,216 85,605

Leased plant and machinery

At 31 May 2010 the net carrying amount of leased plant and machinery was £23 312,116 (2009 £21,379,620) The leased equipment secures lease

obligations (see note 20)

Secunty

The Group's property, plant and equipment 1s used to secure some of 1ts interest-bearng leans and borrowings (see note 20)
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11 Property, plant and equipment (continued}
Property, plant and equipment under construction
The Group has no property, plant and equipment under construction

The Company has no preperty plant and equipment

12 Intangible assets

Group
Negative Customer Supply Other
Goodwill goodwill contracts Contracts ntangibles Total
£000 £000 £000 £000 £000 £000

Cost
Balance at 1 June 2008 15,839 (102) 11,689 - 5 27,431
Acquisiuons through business combinations 6,292 - - 8,148 15 14,455
Effect of movermnents in foreign exchange (10) - - - - (10)
Disposals {1.013) 9 - - (5) (1,009)
Balance at 31 May 2009 21,108 (93) 11,689 8,148 15 40,867
Balance at 1 June 2009 21,108 (93) 11689 8,148 15 40,867
Acquisitions through business combinations 512 - - - 1,000 1,512
Effect of movements in foreign exchange 2 - - - - 2
Balance at 31 May 2010 21,622 {93) 11,689 8,148 1,015 42,381
Amortisation and impairment
Balance at 1 June 2608 - (102) 1,867 - - 1,765
Amortisation for the year - - 2408 - - 2,408
Disposals - 9 - - - g
Balance at 31 May 2009 - (93) 4,275 - - 4,182
Balance at 1 June 2009 - (93) 4,275 - - 4,182
Amortisation for the year - - 1,962 1,630 - 3,592
Balance at 31 May 2010 - {93) 6,237 1,630 - 7.774
Net book value
At 1 June 2008 15,839 - 9,822 - 5 25,666
At 31 May 2009 and 1 June 2009 21,108 - 7,414 8,148 15 36,685
At 31 May 2010 21,622 - 5,452 6,518 1,015 34,607

The supply contracts are being amortised over the weighted average expected kfe of the contracts, which s 60 months

£2/032,000 of the customner contracts Is beng amorused over 62 months, £2,596,000 of the customer contracts 1s beng amertised over 71 months
and £7,061,000 of the customer contracts 1s being amortised over 75 months, each being the weighted average expected life of the contracts

£1,000,000 of other ntangibies relates w0 an exclusvity agreement and 1s not yet being amortised The life of the intangible 15 expected to be

7 years
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Notes (continued)

12 Intangible assets (continued)
Amortisation and impairment charge

The amorusation and impairment charge 1s recognised 1n the following hne items in the Income statement

2010 2009
£000 £000
Adrinistrative expenses 3,592 2,408
Impairment testing
Goodwill has been allocated to cash generating units or groups of cash generating units as follows
Goodwill
2010 2009
£000 £000
Norec Limited 1,252 1,452
AJS Contracts Limited 2,502 2,502
Impenal Tankers Limited/Hargreaves (Bulk Liquid Transport) Limited 3,523 3,523
The Monckton Coke & Chemical Company Limited 5419 5419
Maltby Colliery Limited 2,139 2,139
CoaldEnergy Limited/Maxibrite Limited 6,140 6,140
Other 647 133

The recoverable armounts of the above cash generating units have been calculated with reference to their value inuse The key features of this
calculation are shown below

2010 2009
Pericd on which management approved forecasts are based 5 years 5 years
Growth rate applied beyond approved forecast period 2% 2%
Discount rate 12% 12%

The growth rates used in value in use calculauons reflect a conservative estimate of the average industry growth rate

The recoverable amount of each cash generating unit has been calculated with reference to 1ts value in use tn calculating this value, management
have used the following assumptions

+ Cash flows were piojected based on budgeted operating results for the proceeding year with the short-term growth rate applied to 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’ industries

«  Sustaining capital expenditure In each cash generating unit has been included in the calculauions equivalent to the current levels of annual
depreciation This 1s considered to be a prudent view by management as cash generating units such as Norec and AJS Contracts are largely
labour-intensive rather than capital-intensive
A pre-tax discount rate of 129 (2009 129) has been used Management consider this te be an estimate of the cost of capital of the Group,
taking 1nto account the current macro-economIC situation

The Company has no intangible assets
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13 Investments in subsidianies, associates and jointly controlled entities
The Group and Company have the following investments in subsidiaries, asscciates and jointly controlled entities

Company

Subsidiary undertakings

Hargreaves (UK} Limited

Norec Limited

Hargreaves (Bulk Liguid Transport) Limited

CoatdEnergy Limited
Forward Sound Limited

Joimtly controfled entity
Evonik Hargreaves Limited

Group

Subsidiary undertakings

Hargreaves {UK) Limited

Rargreaves (UK) Services Linmted

The Monckton Coke & Chemical
Company Limited

Nerec Limited

Hargreaves (Butk Liquid Transport) Limited

Maltby Colliery Limited

Hargreaves Raw Material Services GmbH
Hargreaves Metallurgical Supplies Limited
Imperial Tankers Limited

AJS Contracts Limited

Maxibrite Limited

RocFuel Limited

RocPower Limited

Hargreaves Carbon Products NV

Jontly controlled entities
Eastgate Matenals Handling Limited
Tower Regenerauon Limited

Hargreaves Coal Combustion Products Limited

XYZ Newco Lirnited

Hargreaves Coal Combustion Products Holdings Limited
Hargreaves Building Products Heldings Limited

Evoruk Power Minerals Limited
Hargreaves Bullding Products Limited

Nature of

Country of

business Incorporation

Holding company
Contract management service
Haulage

Light industnal and domestc coal sales
Holding company

Holding company

Holding company
Haulage, mineral import and processing

Manufacture of coke
Contract managemernt service
Haulage

Coal mining

Import and sale of carbon-based maternals
Mineral distribution

Haulage

Engineering maintenance services
Smokeless fuel briquette manufacturing
Renewable energy solutions

Renewable energy solutions

Import and sale of carbon-based matenals

Port facilties
Coal mining
Management and sale of ash products

Holding company
Holding company
Holding company
Holding company
Holding company

UK
UK
UK

UK
UK

UK

UK
UK

UK
UK
UK

UK
Germany
UK

UK

UK

UK

UK

UK
Belgium

UK
UK
UK

UK
UK
UK
UK
UK

Class of
shares held

Ordinary
QOrdinary
Ordinary
Preference
Ordinary
Ordimnary

Crdinary

Ordinary
Crdinary

Crdinary
Ordmary
Ordinary
Preference
Crdinary
Crdinary
Crdinary
Crdinary
Crdinary
Crdinary
Ordinary
Ordinary
Crdinary

Ordmary
Ordinary
Ordimnary
Preference
Ordinary
Ordinary
Ordinary
Crdinary
Crdinary

Ownership
2000 2009
100% 100%
100% 100%
50% 50%
50% 50%
100% 100%
100% 100%
- 50%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
72 5% 725%
100% 100%
100% 100%
100% 100%
85 2% 852%
50 1% 501%
85% 85%
58% 58%
50% 50%
50% -
- 375%
- 37 5%
- 37 5%
- 37 5%
- 375%
- 375%
- 375%

Hargreaves Carbon Products NV 1s an 80% owned subsidiary of Hargreaves Raw Matenal Services GmbH

In addition to the above, the Group has appreximately 11 dermant subsidiary undertakings

The Group's share of post-acquisition total recognised profit or loss in the above associates and jomntly controlled entities for the year ended
31 May 2010 was a loss of £159,000 (2009 profit of £1,2716 000)
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Notes (continued)

13 Investments in subsidianies, associates and jointly controlled entities (continued)
Forward Sound Limited 1s nc longer considered a jointly controlled entity as during the year the Group obtained total control

Interestsin

jomtly
controlled
entities
Group £000
Cost
Al beginning of year 813
Additicns 405
Disposals {1,179)
At end of year 39
Share of post acquisition reserves
At beginning of year 140
Loss for the financial year (159)
Disposals (95)
Dividends paid (141)
Transferred to current habilities within
other payables 216
At end of year (39)
Net book value
At 31 May 2010 -
At 31 May 2009 953

The amount by which the accumulated share of post acquisition losses exceeds the cost of the investment in indwidual equity accounted entities
has, where required by the Group accounting policy, been transferred to current habilities and included within note 21

Currenit  Non current Currant Non turrent Expenses
Ownership assets assets labilities labhnes Revenue (including tax}
% £000 £000 £000 £000 £000 £000

2010
Eastgate Materials Handling Limited 509 443 373 (1,186) - 7,691 (8.053)
Tower Regeneration Limited 509 - 3924 (4,056) - - (132)
443 4,297 (5242) - 7691 (8,185)
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13 Investments in subsidiaries, associates and Jointly controlled entities (continued)

Current  Non-current Current  Non-current Expenses
Ownership assats assets habihities liabilities Revenue (including tax)
% £000 £000 £000 £000 £000 £060
2009
Hargreaves Building Products Limited 50%/75%/609%/37 5% 53 - - - 89 (100)
Hargreaves Coal Combustion Products Limited 509%/50%/37 5% 272 - - - 3,779 (3,696)
RocFuel Limned 50% 581 - (287) - 23 {77)
Forward Sound Limited 100% - 1,000 (500) - - -
Eastgate Matenals Handling Limited 50% 1,278 2 {1,288) - 5,366 (5,.374)
XYZ Newco Limited 37 5% 1,723 864 1,618) (14) 2,288 (2,167)
Hargreaves Bullding Products Holdings Limited 375% - 45 - - - -
Hargreaves Coal Combustion Products Holdings Limited 37 5% - 220 - - - -
Evonik Hargreaves Limited 50% - 1 - - - -
Evonik Power Minerals Limited 37 5% 533 - - - 147* 141*
4,440 2,132 (3,693) (14) 11,692 (11,273)
* Result from 1 January 2008 - 31 May 2005
Jointly
Group controlled
undartakings entities Total
Company £000 000 £000
Shares at cost and net book value
A1 June 2008 14 495 1,123 15618
Additions G122 1,318 10,440
Capital contribution ansing on share options 648 648

Transfer

1 (m -
- (1,686) (1,686)

Disposals

At 31 May 2009 24,266 754 25,020
AL June 2009 24,266 754 25,020
Additions 2,669 405 3,074
Capital contribution arising on share options 948 - 948
Transfer 553 (553) -
Disposals - (606) (606)
At 31 May 2010 28,436 - 28,436
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Notes (continued)

14 Other financial assets

Group Company
2010 2009 2010 2009
£000 £000 £000 £000
Non-current
Interest rare swaps designated as fair value through profit or loss 3 - - -
Current
Currency contracts designated as fair value through profit or loss 40 240 - -
Other derivatives designated as fair value through hedging reserve 477 514 - ~
517 754 - -
15 Other financial iabilities
Group Company
2010 2009 2010 2009
tooo £000 £000 £000
Non-current
Interest rate swaps designated as fair value through profit and loss 110 113 - -
Currency contracts designated as fair value through profit or loss 28 - - -
Other derivatives designated as fair value through hedging reserve 632 - - —
770 113 - -
Current
Interest rate swaps designated as fair value through profit or loss 36 188 - -
Currency contracts designated as {air value through profit or loss 100 43 - -
Other denvatives designated as fair value through hedging reserve 805 2960 - -
541 31, - -
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16 Deferred tax assets and habilities
Group
Recogrised deferred tax assets and habiities

Deferred tax assets and hab/lities are attributable to the following

Assets Liabilities
2010 2009 2010 2009
£000 £000 £000 £000
Property, plant and equipment - - 7,804 6208
Intangible assets - - 3,528 4,534
Financial assets {333) (715) - -
Employee benefits {1,729) (1,240) - -
Share-based payments (534) (176) - -
Prowvisions {2,614 (2,566) - -
Tax value of loss carry-forwards (36) (19 - -
QOther (263) (302) - -
Tax {assets)/hatihties {5,509 (5,018) 11,332 10,742
Net of tax labilities - - 4,489 7,159
Net tax (assets)/liabilities {5,509) (5018) 15,821 17,901
Movement in deferred tax during the year
Acquiredin
31 May Recogmised  Recogmised business 31 May
2009 in income Inequity combination 2019
£000 £000 £000 £000 £000
Property plant and equipment 6,208 1,596 - - 7.804
Intangible assets 4,534 (1,006) - - 3,528
Financial assets (715) (32) 414 - (333)
Employee benefits (1,240) 359 {848) - {1,729)
Share-based payments (176) (358) - - (534)
Provisions (2,5586) (48) - - {2,614)
Tax value of loss carry-forwards utilised (19) 6 - (23) (36)
Other (302) 39 - - (263)
5,724 556 (434) (23) 5823
Movement in deferred tax during the prior year
Acquired tn
31May  Recognised Recogrused buswness 31 May
2008 inincome i equity  combination 2009
£000 £000 £000 £000 £000
Property, plant and equipment 7.855 {1,679) - 32 6,208
Intangible assets 3273 (1,020) - 2,281 4,534
Financral assets (2,853) {130) 2278 - (715)
Ernployee benefits (1,520) (20) 300 - (1.240)
Share-based payments (391) 215 - - {176)
Provisions (2,938) 372 - - {2,566)
Tax value of loss carry-forwards utlised & (13) - - (9
Qther - (302) - - (302)
3410 (2,577) 2,578 2313 5,724
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Notes (continued)

16 Deferred tax assets and liabilittes {continued)
Company

Recogrised deferred tax assets and habihities

Deferred tax assets and liabilities are attributable to the following

Assets Liabilities
2010 2009 2010 2009
£000 £000 £000 £000
Share-based payments (123) (123) - -
Tax (assets)/labilities (123) (123) - -
Net of tax habilities/(assets) - - - -
Net tax (assets)/labilities (123) (123) - -
Mavement in deferred tax duning the year
At 31 May 2008
and at Recogmised Recognised 31 May
31 May 2005 n Income in equity 2010
£000 £000 £000 £000
Share-based payments (123) - - (123)
There is no expiry date on the above recognised deferred tax asset
17 Inventones
Group Company
2000 2009 2010 2009
£000 £000 £000 £000
Raw matenals and consumables 19,139 12042 - -
Work in progress 18,934 15749 - -
Finished goods 43,883 32,902 - -
81,956 60693 - -

All amounts included within inventories are expected to be recovered within 12 months

The write-down of inventortes to net realisable value amounted to £1,040,000 (2009 £1,234,000) The reversal of wnte-downs amounted to £nil

(2009 £nil) The write-dawn 1s 1n cost of sales

Included within inventones is £nmil {2009 £nil) of advanced payments on account from customers
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18 Trade and other receivables

Trade recervables
Trade recevables due from Group undertakings

Group
2000 009
£000 £000

49,491 43,306

Trade recervables due from undertakings in which the Company has a parucipatng interest 3,792 1,557

Other recevables

Prepayrnents and accrued income
Other tax and social security
Corporation tax

5,352 4,834
3,736 5056
- 273

Company

2010 2009

£000 £000

- 27
217,971 52,568
- 500

218 3

- 1

266 -

62,371 55026

218,455 53,099

Included within trade and other receivables 1s £n1) (2009 £nil) for the Group and £nil (2009 £nif) for the Company expected to be recovered in

more than 12 months

The Group has a variety of credit terms depending on the customer The majority of the Groupss sales are made to blue-chip companies and

censequently have very low histonical default rates

A1 31 May 2010 trade receivables are shown net of an allowance for bad debts of £593,000 (2009 £727,000) ansing from the ordinary course of

business, as follows

2010 2009
£000 £000
Group
Balance at 1 June 727 125
Assumed on acquisition - 185
Provided during the year 262 544
Released {356) -
Yulised during the year (40) (127)
Balance at 31 May 593 727
The ageing of trade recevables at the balance sheet date was
2010
Gross trade Doubtful Net trade
receivables debt receivables
£000 £000 £000
Group
Not past due date 37,392 - 37392
Past due date (0-90 days} 10,726 {463) 10,263
Past due date (over 90 days) 1,566 {130} 1,835
Individually impaired amounts - - -
50,084 {593) 49,491
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Notes (continued)

18 Trade and other receivables (continued)

2009
Gross trade Doubtful Nettrade
receivables debt receivables

000 £000 £000

Group

Not past due date 33684 - 33684

Past due date (0-90 days) 9840 (226) 9614

Past due date (over 90 days) 47¢ (462) 8

Individually impaired amounts 39 (39) =

44,033 (727) 43,306

Management have no indication that any unimpaired amounis will be irrecoverable

The Group's most significant customer 1s UK Coal Plc which accounts for £2,168,000 of trade recewvables carrying amount at 31 May 2010

(2009 EON UK Limited £2,506,000)

The maximum exposure to credit nsk for trade recevables at the reporting date by geographic region was

UK
European customers
Other reglons

2010 2009
£000 £000

36,677 34,206

12,371 6,100
443 3,000

49,491 43,306

The Group's exposure to credit and currency fnisks and impawment losses related to trade recewvables are disclosed in note 26

19 Cash and cash equivalents/bank overdrafts

Group Company
2010 2009 2010 2009
£000 £000 £000 £000
Cash and cash equivalents per balance sheet 16,983 1062 1,923 -
Bank overdrafts (24,189) (9486) - (896)
Cash and cash equivalents per cash flow statements (7,206) {8424) 1,923 (896)

The Group's exposure to credit and currency nisk related to cash and cash equivalents is 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
atamortised cost For more information about the Group and Company's exposure to interest rate and foreign currency nsk, see note 26

Group Company

2010 2009 2010 2009

£000 £000 £000 £000
Non-current iabilities
Secured bank loans - 13,037 - 10,281
Fimance lease habilities 10,299 10,493 - -
Invoice discounting facility 9,828 801 - -
Revolving credit facility 53,138 - 53,138 -

73,265 24,331 53,138 10,281

Current labihities

Current portion of secured bank loans - 8328 - 5864
Current portion of inance lease habilities 7,729 6219 - -
Promissory note facility - 21874 - -
7,729 36421 - 5864

Bank overdraft 24,189 9,486 - 896
31,918 45,907 - 6,760

Terms and debt repayment schedule

Carrying Carrying

Narmnal Face value amount Face value amount

interest Year of 2010 2010 2009 2009

Currency rate maturity £000 £000 £000 £000

Term loan A Sterling LIBOR +2% 2012 - - 8,250 8,063
Term loan B Sterling LIBOR +2 5% 2010 - - 1400 1376
Term loan C Sterling Base Rate +2% 2012 - - 3,535 3468
Term lpan D Sterling LIBOR + 2 5% 2012 - - 8,250 8,082
Mortgage Sterling LIBOR +1 5% 2024 - - 376 376
Finance lease labilites Sterling 55%-125% 2010-2014 18,028 18,028 16,712 16,712
Promissory note facility usD LIBOR + 1 25% 2010 - - 21,874 21,874
Bank overdraft facility EUR/USD/Sterling 398%-455% 2010 24,189 24,189 9,486 9,486
Invoice discounting factity Sterhng Base Rate + 2% 2012 9,828 9,828 801 8
Revolving credit facility Sterling LIBOR + 2 5% 2012 54,856 53,138 - -

106,901 105,183 70,684 70,238

In September 2009, the Group completed a new 3-year multi-bank committed faciity consisiing of a £35minvoice finance facility and an £80m
revolving credit faciity This facility 1s secured by a debenture over the Group’s assets

The invoice discounting facilies are comritted 36-month facihiies fram 14 September 2009 which permit the refinancing of current debt

In accardance with the presentation requirements of [AS 32 and IAS 39 these lizbilites have been classified according to the matunty date of
the longest permitted refinancing Without these committed facilities these amounts would have been classified as falling due within one year
The invaice discounting advances are secured by fixed and floaung charges over the Group’s assets The gioss amount of debts which were
sutyect to invoice discounting advances at 31 May 2010 was £10,345 000 (2009 £843,000)

The overdraft facility 1s a 12-month facility from 31 December 2008, and can be drawn down m Eures, US Dollars and Sterling The rate of interest
i5s fixed and dependent on the currency drawn down
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Notes (continued)

20 Other interest-beanng loans and borrowings (continued)
Finance lease habilities
Finance lease habilities are payable as follows

Minimum Minimum
lease lease
payments Interest Principal payments Interest Principal
2010 2010 2010 2009 2009 2009
Group £000 000 £600 £000 £000 £000
Less than one year 8,690 961 7,729 7,045 826 6219
Berween one and five years 11,103 804 10,299 11,259 766 10493
More than five years - - - - - _
19,793 1,765 18,028 18,304 1,592 16712
21 Trade and other payables
Group Company
2010 2009 20 2009
£000 £000 £000 £000
Current
Trade payables 36,526 31,489 - -
Trade payables due to Group undertakings - - 154,935 21,947
Trade payables due to undertakings in which the Company has a participating interest 324 675 - -
Qther trade payables 9,365 6994 - -
Non-trade payables and accrued expenses 13,404 13047 637 79
Deferred consideration 270 2128 - -

59,889 54333 155,572 22,026

No amounts included within trade and other payables for the Group or Company are expected o be settled n more than 12 months (2009 £ril)
During the year £1,000,000 of deferred consideration was settled by the issue of 134 343 ordinary shares

22 Pension schemes and other retirement benefits

Defined contnbution plans

The Group operates a Group personal pension scheme The pension cost charge for the year represents contributions payable by the Group 1o
the employees’ funds and amounted to £568,000 (2009 £393,000) There were no cutstanding or prepaid contnbutions, at either the beginning
or end of the financial year

Defined benefit plans

The Group acquired a concessionary fuel retirement benefit scheme on the acquisition of The Monckton Coke & Chermical Company Limited on

17 June 2005

The Group provides for concessionary fuel retrement benefits, for the current members of the scheme, payabte at retirement on attaining the age
of 65 The amounts payable are determined in the employee terms and conditions and are subject to a gualifying period of service The costs of
the concessionacy fuel benefits are determined by a qualified actuary on the basis of triennial valuations

The latest full actuznal valuation was carned out on 31 December 2007 and updated for IAS 19 purposes to 31 May 2010

Concessionary fuel 15 an unfunded retrement benefit and as such there are no assets in the scheme

2010 2009
£000 £000
Present value of unfunded defined benefit abligations 390 364
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22 Pension schemes and other retirement benefits (continued)
Movements In present value of defined benefit oblhigation

2010 2009

£000 £000
At beginning of year 364 419
Current service cost 4 4
Contributions paid {20) (19)
Crther finance cost 19 22
Actuanal loss/(gain) 23 62)
At the end of the year 390 364
Expense recognised in the iIncome statement

2010 2009

£000 £000
Current service cost 4 4
Interest on pension scheme Labilities 19 22

23 26

The expense 15 recognised in the following fine items in the iIncome statement

2010 2009

£000 £000
Administrative expenses 4 4
Finance expense 19 22

23 26

Actuanial gains and losses recognised directly In equity in the statement of comprehensive income since 17 June 2005

2010 2009

£000 £000
Cumulative amount at 1 June 80 18
Recognised in the year {23) 62
Cumulative amount at 31 May 57 80
The major assumptions used In these valuations were

2010 2009
Average retirement age 65 years 65 years
Rate of leaving services 25% 25%
Coal prnice inflation 21% 21%
Discount rate applied to scheme hiabiliues 54% 54%
Inflation assumption 31% 31%

The assumptions used by the actuary are chosen from a range of possible actuanal assumptions which, due to the timescale covered, may not

necessarily be borne out in practice
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Notes (continued)

22 Pension schemes and other retirement benefits (continued)

The assumptions relating to longevity underlying the pension liability at the balance sheet date are based on standard actuarial mortality tables
and include an allowance for future improvements in longewty The assumptions are equivalent to expecting a 65 year old to live for a number

of years as follows

Current pensioner aged 65 18 6 years (male), 21 6 years {fernale)
Future retiree upon reaching 65 18 6 years (male), 21 6 years (female)

History of plans
The history of the plans for the current and prnor periods s as follows

Balance sheet

2010 2009 2008 2007
£000 £000 £000 £000
Present value of the defined benefit obligation 390 364 419 469
Experience adjustments
2000 2009 2008 2007
Expenence gains and losses on scheme habilities
Amount (£000) - - 84 -
Percentage of year-end present value of scheme labilities 0% 0% 20% 0%

The Group acquired another concessicnary fuel retirement benefit scheme and became a member of two defined benefit schemes on 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 actuanal valuation of all these schemes

was cared out at 31 December 2007 and was updated for tAS 19 purposes to 31 May 2010 by a gualified independent actuary

2010

2009

£000 £000
Present value of unfunded defined benefit obligations {610) (467)
Present value of funded defined benefit cbligations (22,868) (15,791)
Fair value of assets 17,691 12,193
Deficit in the scheme - Pension liability (5,787) (4,065)
Movements in present value of defined beneht obligation

2010 2009

£000 £000
At the beginning of the year 16,258 16,573
Current service cost 994 1,172
Interest cost 1,097 1,019
Actuaral loss/Again) 4,862 (2,802)
Contributions paid 338 322
8enefits paid (71) (26)
Al the end of the year 23,478 16,258
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22 Pension schemes and other retirement benefits (continued)
Movements in the fair value of plan assets

2010 2009

£000 £000
Fair value of plan assets at beginning of year 12,193 11,561
Expected return on plan assets 1,001 1,049
Actuanal gain/{loss) 1,857 (3,034)
Employer contributions 2,373 232
Plan members’ contributions 338 322
Benefits paid (71) (26}
Fair value of plan assets at end of year 17,691 12,193
Expense recognised in the income statement

2010 2009

£000 £000
Current service cost 994 1,172
Expected return on pensicn scheme assets (1,007) (1049)
Interest on pension scheme habilities 1,097 1,019

1,090 1,142

The expense 15 recogrused in the following line items in the mcome statement

2010 2009

£000 £000
Administrative expenses 994 1,172
Finance income {1,001) (1,049)
Finance expense 1,097 1,019

1,090 1,142

Actuanal gains and losses recognised directly in equity in the statement of comprehensive income since 26 February 2007

2010 2009

£000 £000
Cumulative amount at 1 June 4,433 4,665
Recognised in the year {3,005) {232
Cumulatve amount at 31 May 1,428 4,433
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Notes (continued)

22 Pension schemes and other retirement benefits (continued)
Scheme assets

The farr value of the scheme’s assets, which are not Intended to be realised in the short-term and may be subject te significant change before they

are realsed, and the present value of the scheme's liabthties, which are derived from cash flow projectons over long penods and thus inherently

uncertain, were

Fair value at Fair value at

2010 2009

£000 £000

Equities 7,110 11,946
Bonds 5,39 -
Hedge funds 1,956 -
Property 644 -
Alternative investment mandate 1,117 -
Other - net current assets 272 -
Other - cash 1,201 247
17,691 12,193

Actual return on plan assets 2,858 (1,985)

The expected rates of return on the assets in the scheme were

Long termrate Long term rate

of return

of return

2010 2009
Equities B 3% 8%
Other - cash 4 3% 4 2%
The major assumptiens used in this valuation were

2010 2009
Rate of increase in salaries 4 6% 39%
Rate of increase in pensions i payrnert and deferred pensions 34% 37%
Ciscount rate epplied to scheme liabilities 55% 65%
Inflation assumpuion 36% 39%

The assumptions used by the actuary are chosen from a range of possible actuanal assumptians which, due to the imescale covered, may not

necessarily be borne out In practice

The assumptions refating to longevity underlying the penston liability at the balance sheet date are based on standard actuarial mortahty tables
and include an allowance for future iImprovements In longevity The assumptions are equivalent 1o expeciing a §0year old to live for a number

of years as follows

IWMPS
+ Current pensioner aged 60 21 3 years {male), 24 4 years (female)
Future retiree upon reaching 60 21 3 years (male), 24 4 years {female)

IWCSS5

+  Current pensioner aged 60 23 1 years (male), 26 0 years {female)
- Future retvee upon reaching 60 231 years (male), 26 0 years (fermale)
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22 Pension schemes and other retirement benefits (continued)
History of plans
The history of the plans for the current and prior periods (s as follows

Balance sheet

2010 2009 2008 2007
£000 £000 £000 £000
Present value of the defined benefit obligation (23,478} (16,258) (16,573) (20,658)
Fair value of plan assets 17,691 12,193 11,561 11,716
Deficit (5,787) (4,065) (5012) (8942)
Experience adjustment
2010 2008 2008 2007
Difference between the expected and actuat return on schemne assets
Amount (£000) 1,857 (3.034) (1,887) 95
Percentage of year-end scheme assets 10 5% 249% 163% 0 8%
Expernence gains and losses on scheme liabilwies
Amaunt (£000) (4,862} 2,802 6457 -
Percentage of year-end present value of scheme liabilities 207% 17 2% 310% -

The Group expects 1o contnibute approximately £2,839000 to its defined benefit plans in the next financial year
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Notes (continued)

23 Employee share schemes

The Group has estabhished a Savings-Related Share Opuion scheme, which granted opuons in March 2008, May 2007, Apnl 2008, Apnl 2009
and Apnl 2010 and an Executive Long-Term Incentive Plan which granted options in Novernber 2006, June 2008 and June 2009 An additional

Long-Term Incentive Plan was established for certain senior employees as part of the acquisition of Norec Limited in September 2006

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

Number
Date of Employees of shares Vesting Contractual
grant entitled granted conditions hfe
Savings-Related Share Option Scheme 1 March 2006 Allemployees 165,758 3years'service 35 years
Equity Settled Share Option Scheme — Norec  September 2006 Senior employees 96,572 3 years'service 11 years
Long-Term Incentive Plan i November 2006  Senior employees 92,593 3years' service and EPS
growth of 22 329 (30% award)
- 7441% (100% award)
over RPl over those 3years 35 years
Savings-Related Share Option Scheme 2 May 2007 Allemployees 295499 3 years'service 35 years
Savings-Related Share Option Scheme 3 April 2008 All employees 175,968 3years'service 35 years
Long-Term Incentive Plan 2 June 2008 Senicr employees 128621 3 years' service and EPS
growth of 35 4% (30% award}
-635% (1009 award)
over RPl gver those 3 years 35 years
Savings-Related Share Option Scheme 4 Apnl 2009 All employees 231,870 3years'service  35years
tong-Term Incentive Plan 3 June 2009 Senicr employees 193,658 3 years' service and EPS
growth of 18 9% (30% award)
-3009% (100% award)
over RPlover those 3years 35 years
Savings-Related Share Option Scheme 5 April 2010 All employees 175511 Jyears'service 35 years
The number and weighted average exercise price of share optons is as follows
Savings-Related Share Option Schemes
010 2010 2009 2009
Weighted Weighted
average Number of average Number of
Exercise price options  exercise price options
Quistanding at beginning of year 478p 617171 432p 562468
Granted duning the year 656p 175511 443p 231870
Lapsed duning the year 459p (45,510) 453p (52,528)
Exercised dunng the year 467p {1,096) 218p  (124,639)
Qutstanding at the end of the year 521p 746,076 478p 617,173
Exercisable at the end of the year - - 218p 1857

The options cutstanding at 31 May 2010 have an exercise price in the range of 443p to 656p and have a weighted average contractual life of 19 years

The options exercised duning the year had a weighted average market value of 732p (2009 529p)
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23 Employee share schemes (conunued)
Leng-Term Incentive Plans

Cutstanding at beginming of year
Granted during the year

Lapsed during the year

Exercised during the year

Qutstanding at the end of the year

2010 2000 2009 2009
Watghted Weighted
average Number of average Number of
exercise price options exercise price options
125p 305,013 20ip 189,165
- 193,658 - 128,621
- (12,773) - (12773)

26p (71,876) - -

87p 414,022 125p 305,013

Exercisable at the end of the year

393.5p 91,743 - -

The options outstanding at 31 May 2010 have an exercise price in the range of £nil to 393 5p and have a weighted average contractual life of

31 years

The options exercised during the year had a weighied average market value of 723p

The fair value of services receved in return for share options granted 1s measured by reference to the fair value of share cptions granied
The estimate of the fair value of the services receved 15 measured based on the Black-Scholes model The coniractual life of the option is

used as an Input Into this modet

Farr value at grant date
Share price

Exercise price
Expected volatiity
Opuon Iife

Expected dwvidends
Risk-free rate

2010 2009
Savings Savings
Long-Term Related Long-Term Related
Incentive Share Option Incentive  Share Optlon
Plan 3 Scheme 5 Plana Schemed
461p 255p 574p 173
490p 729p &610p 492 5p
- 656p - 443p
20 0% 40 0% 20 0% 40 (86
3 years 3 years 3 years 3 years
20% 10% 20% 1 0%
58% 5 4% 5 8% 5 4%

volatlity was calculated with reference to she Group’s daily share price volatility The average share price in the year was 646 pence {2009 531 pence)

The costs charged to the Income statement relatng to share-based payments were as foltows

2010 2009
£000 £000
Share opuions granted in 2006 - 28
Share options granted in 2007 169 265
Share options granted in 2008 107 107
Share options granted in 2009 3N 248
Share options granted in 2010 30 -
948 648

Annual Report and Accounts 2010 Hargreaves Servicesplc 75




Notes (continued)

24 Provisions

Monckton Maltby

ground water Maltby subsidence
contamination restoration provision Other Total
Group £000 £000 £000 £000 {000
Balance at 1 June 2009 1,582 6,567 1013 395 9557
Provisions made durning the year - - 115 - 15
Provistons utilised during the year - (450) - (180} (630)
Provisions reversed during the year - - (56) - (56)
Balance at 31 May 2010 1,582 6,117 1,072 215 8,986

Provisions comprise

1 A£1,582 000 ground and groundwater contarmination provision which relates to Menckton's obligation to address ground and groundwater
contamination at its sites The provision 1s based on estimates of volumes of contaminated soil and histonical contract costs of ground
contamination ireatment The costs will usually be payable on the decommissioning of the site

2 A £6,117000 restoration provision which relates to Maltby's obligation to restore the site after coal mining hasbeen cornpleted £450,000 of the
prevision has been utlised as work has been undertaken to rectify large parts of the site

3 Astatutory provision payable to the UK Coal Mirung Board at a set rate, in order ta recufy any potential subsidence of the local area around
Maliby Cothiery Any unused prowvision will be released after the statutery period

The Company has no provisions

25 Capital and reserves
Share capital

Ordnary shares

2010 2009
Number Number
Inssue at 1 lune 26,393,902 26270532
Issued for cash 75,100 123,370
Issued in acquisitions 134,343 -
Inissue and fully paid at 31 May 26,603,345 25393502
2010 2009
£000 £000
Authorised
47,500,000 (2009 47,500,000) Ordinary shares of 10p each 4,750 4,750
Alfotted, called up and fully paid
26,603,345 (2009 26 393902) Ordinary shares of 10p each 2,660 2639

The holders of ordimary shares are entitled to receive dividends as declared from ume to time and are entitled 1o one vote per share at meetings

of the Company
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25 Capital and reserves (contunued)

Translation reserve

The translation reserve compnses all foreign exchange differences ansing since 1 June 2007, the transition date 1o Adopted IFRSs, from the
translation of the financial statements of foreign operatcns

Cash flow hedging reserve
The hedging reserve comprises the effective poruon of the cumulative net change in the fair value of cash fiow hedging instrumenis related
to hedged transactions that have not yet occurred

Dwidends
The aggregate amount of dvidends comprises
2010 2009
£000 £000
Final dvidends paid in respect of prior year but not recognised as liabilities in that year 2122 1,839
interim dividends paid in respect of the current year 1,170 999
3,292 2,838
Proposed dividend of 91p per share {2009 8 Op) 2,421 2,112

The preposed dividend has not been included in habilities as ¢ was not approved before the year end

26 Financial instruments

The Group's and Company's principal financial instruments comprise short-term debtors and creditors, bank loans and overdrafts, inveice discounting
advances obliganons under finance leases and cash Neither the Group nor the Campany trades in financial instrurnents but uses denvative financial
instruments in the form of forward rate agreements and forward foreign currency contracts to help manage its foreign currency and interest rate
exposures The man purpose of these financial instruments 1s to rase finance for the Group’s and Company’s ongoing operatons and manage its
working capital requirements

{a) Credit nsk

Financial nsk management

Credit nsk 1s the nisk of financizl loss to the Group f a customer or counterparty to a financial instrument fails to meet 1ts contraciual obhigations,
and anses panamally from the Group's recevables from customers The Group's nsk 15 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 appropnate cradit limits set

Exposure to credit nsk
The carrying amount of trade recevables represents the maximum credit exposure Therefore, the maximum exposure to credit risk at the balance
sheet date was £49,491 000 (2009 £43,306,000) being the total of the carrying amount of wrade recervables

The allowance accaunt for trade recewvables is used to record smpairment losses unless the Group or Comnpany 15 satisfied that no recovery of the
amount owing Is possible, at that point the amounts considered irrecoverable are wiitten off against the trade recevables directly

{b} Liquidhty risk

Financial nsk management

Liguidity risk 1s the risk that the Group and Company will not be able to access the necessary funds to finance their operations They finance therr
aperations thraugh a mix of short- and mediurm-term facilites

The Group manages 1ts hquidity nsk by momitoring existing faciliies and cash flows against ferecast reguirements based on a rolling cash forecast
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Notes (continued)

26 Financial instruments (continued)

(b} Liquidity risk (continued)
Group

The following are the contractual matunities of financial hlabiites including estmated interest payments and excluding the effect of netung

agreements
2010 2009
Carrying JContractual 1 year 1to <2 2to <5 Syears | Carrying [Contractual 1year 1 to<2 2to<5 5 years
amount | cash flow or less years years  and over amount | cash flow or less years years  andover
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Non-denivative
financial habhhties
Secured bank loans - - - - - - | 21,365 21,365 8328 6,037 5817 283
Finance lease habilities 18,028| 19,793 8,690 6,285 4,818 -| 16712 18304 7045 5,902 5357 -
Promussory note facility - - - - - -| 21874 21874 21874 - - -
Bank overdrafts 24,189| 24,189 24,189 - - - 9,486 9,486 Q486 - - -
Trade and other
payables* 59,889 59,889 59,889 - - -1 54333 54333 54333 - - -
Invoice discounting facility 9.828| 9,828 - - 9,828 - 80 80 - - 801 -
Revelving credit facility 53,138} 53,138 - - 53,138 - - - - - - -
Dernvative financial
habilities
Interest rate swaps
used for hedging 146 146 36 110 - - kig| 30 188 113 - -
Forward exchange
contracts used for
hedging
Outflow 128 128 100 28 - - 43 43 43 - - -
Inflow - - - - - - - - - - - -
Commodity contracts
Outflow 1437 1,437 805 632 - - 2,960 2960 2960 - - -
Inflow - - - - - - - - - - - -
166,783| 168,548 93,709 7,055 67,784 ~ | 1278751 129467 104257 12952 11975 283

* Excludes derwatives (shown separately}

Company
The following are the contractual maturities of financial llabilities, iIncluding estimated interest payments and excluding the effect of netting
agreements
2010 2009
Carrying |[Contractual 1year Tto<2 2to <5 5 years Carrying [Contractual 1 year 1to<2 2to <5 5 years
amount| cash flow or lasg yoars years  and over amount | cashflow orless yaars years  andover
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Non-denvative
financial habilittes
Secured bank loans - - - - - —| 16145 16,145 5,864 5872 4,409 -
Trade and other
payables 155,572[155,572 155,572 - - —| 22026 22026 22026 - - -
Bank overdraft - - - - - - 896 896 896 - - -
Revolving creditfacilty 53,138 53,138 - - 53,138 - - — - - - -
208,710/ 208,710 155,572 - 53,138 - | 39067 39067 28,786 5872 4409 -
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26 Financial instruments (continued)

{c} Cash flow hedges
Cash flow hedges — Group

The following table indicates the penods in which the cash flows asscciated with cash flow hedgmg instruments are expected to occur

2010 2009
Expected cash flows Expected cash lows
Carrying 1 year Tto<d FITKE] Byears| Carrying 1 year Tto<? o Syears
amount of less years years and over amaount or less years years  and over
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Interest rate swaps
Assets 3 - 3 - - - - - - -
Ligbilives {146} (36) {110) - - (301) (188) ms - -
Forward exchange contracts
Assets 40 40 - - - 240 240 - - -
Liabilities {128) (100) (28) - - (43) (43) - - -
Commodity contracts
Assets 477 477 - - - 514 514 - - -
Liabilities {1.437) | (805) (632) - ~| (2,960} |{2.960) - - -
{1,191) | {424) {767) - -| (2,550) [(2437) {113) - -
{d) Market risk

Fimancral nsk management

Market risk 15 the nsk that changes in market prices, such as foreign exchange rates interest rates and equity prices will affect the Group's or
Company's income or the value of its holdings of financial instruments

Group

The Group 1s exposed to currency risk on sales and purchases that are denominated in a currency other than the respective functional 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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Notes (continued)

26 Financial instruments (continued)

{d) Market risk (continued)
Foreign currency risk
Group

The Group's expasure to foreign currency risk is as follows This 1s based on the carrying amount for monetary financial Instruments except

denvatves when 1t 15 based on notional amounts

31 May 2010

Sterling Euro US Dollar Tatal

£000 £000 £000 £000

Cash and cash equivalents 6,373 13610 - 16,983
Trade receivables 35435 12372 1,684 49491
Secured bank loans - - - -
Trade payables (24411) (2820) (9,295) {36,526)
Other trade payables {9,365) - - {9,365)
Overdraft - (8.850) (15,299) (24,189)
Prormssory notes - - - _
Invoice discounting facility (9,828) - - (9,828}
Revolving credit faciity (53,138) - - (53,138)
Balance sheet exposure (54,934) 11,272 (22910) (66572
Esumated forecast sales - - -
Esumated ferecast purchases ~ - -
Gross exposure Nn,272 (22,910) {11,638)
Forward exchange contracts (200) 1,168 568
Net exposure 11,072 {21,742) (10,670)
31 May 2009

Sterling Euro Us Dollar Total

£000 £000 £000 1000

Cash and cash equivalents 185 346 531 1,062
Trade receivables 33,658 7,641 1,967 43,306
Secured bank loans (21365) - - {21,365)
Trade payables (25,373) {1,128) {4,988) (31,489)
Other trade payables 6,522) 472) - {6,994)
Cverdraft - {3.794) (5.692) {0,486)
Promissory notes - - {21,874) (21,874)
Invaice discounting facility (801) - - (801)
Balance sheet exposure {20,178) 2583 (30,056) (47.641)
Esumated forecast sales - - -
Estimated forecast purchases - - -
Gross exposure 2593 (30,056) (27,463)
Forward exchange contracts - 13,870 13,870
Net exposure 2,593 (16,186) (13,593)
Company

The Company has no exposuse to foreign currency nsk
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26 Financial instruments {(conunued)
(d) Market risk (continued)

Foreign currency risk (continued)
Sensitivity analysis

Group

A 10% weakening of the following currencies against the pound sterkng 2t 31 May 2010 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 to nsk exposures

existing at that date

This analysis assumes that all other vanables, in particular other exchange rates and interest rates, remain consiant The analysis 1s performed on

the same basis for 2009

2010
£000
€ (1,007}
$ 1,977

Equity

2009
000

(236)

1,471

Profit ar loss

2010 2009

£000 £000
{1,007) (236)
1,977 1,471

A 10% strengiherning of the above currencigs against the pound sterling at 31 May 2010 would have had the equal but opposite effect on the

above currencies to the amounts shown above, on the basis that all other variables remain constant

Interest rate nisk
Profile
At the balance sheet date the interest rate profile of the Group's interest-bearing financial instruments was

Group Company
2010 2009 2010 2009
£000 £000 £000 £000
Fixed rate instruments
Financial assets - - - -
Financial habilities (42,217)  (26,198) - -
(42,217)  (26,198) - -
Vanable rate instruments
Financial assets 16,983 1,062 1,923 -
Financial habilives (62,966) (44,040) (53,138) (17.041)
{(45,983) (42,978) (51,215) (17,041)
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Notes (continued)

26 Finanaal instruments (continued)

(d) Market nsk (contnued)

Interest rate rnisk {continued}

Sensttvity analysis

An ingrease of 1 basis point In Interest rates throughout the pencd would have decreased profit or loss by the amounts shown below This calculation
assurmes that the change occurred at all ponis in the penod and had been applied 1o the average nsk exposures thicughout the period

This analysis assumes that all other vanables, in particular fareign currency rates remain constant and considers the effect of imancial instruments
with vaniable interest rates, financial instrument at fair value through profit or loss or avatlable for sale with fixed interest rates and the fixed rate
element of interest rate swaps The analysis 1s performed on the same basis for 2009

Group Company
2010 2009 010 2009
£000 £000 £000 £000
Profit or loss
Decrease (317) (217 (202) (80)

{e) Capital management

The Group's policy 15 to maintam a strong capital base with a view 10 ensuring that entiues within the Group wilt be able to continue as going
concerns To achieve this objective, the Group aims to maintain a prudent mix of debt and equity financing and considers the current capital
structure to be appropriate

The Group and Company finance their operatiens through retained earnings, bank borrowings and the management of working capital

27 Operating leases
Non-cancellable operating lease renials are payable as follows

Group Company
2010 2009 2010 2009
£000 £000 £000 £000
Less than one year 5,361 3,989 - -
Batween one and five years 9,472 6129 - -
More than five years 190 9 - -

15023 10,127 - -

Group
Durmg the year £5,782,000 was recognised as an expense In the ncome statement in respect of operating teases (2009 £4,807,000)

Company
During the year £nil was recognised as an expense In the Income statement In respect of operating leases (2009 £ril)

28 Capital commitments

Group

During the year ended 31 May 2010, the Group entered Into contracts 10 purchase property. plant and equipment for £2,362,000 {2009 £20,229,000)
In respect of its interest in jointly controlled entities, the Group 1s committed to incur capital expenditure of £nil (2009 £nil) The jointly controlled
enfities are themselves committed 1o incur capital expenditure of £n (2008 £ni)

29 Contingencies

Group and Company

The Company and certain of its subsidiary undertakings have debenture and composite arrangements in connection with banking facilities
The Company acts as a guarantor, or surety, for vanous subsidiary undertakings in leasing, banking and other agreements entered into by them
in the normal course of business The Company’s maximum unprovided hability 1s £15,990,000 (2009 £18,224,000)
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30 Related parties
ldentity of related parties with which the Group has transacted
The Group and Company have a related party relationship with their subsichiaries and jointly controlled entities {note 13) and 1ts Directors

Group
Other related party transactions

Sales to Purchases from

2010 2009 20010 2009
£000 £000 £000 £000

Jeintly controlled entities
Eastgate Materials Handling Limited 2,797 3,382 3,831 3.505
Harareaves Coal Combustion Products Limited 316 1802 - -
Coal4Energy Limited - 15,726 - 588
Hargreaves Bullding Products Limited - 4 - -
Lytag Limited - 9 - -
Maxibrite Limited - 1058 - 1,564
3,113 21,981 3,831 5657
Receivables outstanding Payables gutstanding
2010 2009 2010 2009
£000 £000 £000 £000

Jointly controlled entities
Forward Sound Limited - 500 - -
Eastgate Materials Handling Linited 919 856 324 675
Hargreaves Coal Combustion Producis Limited - 197 - -
Hargreaves Bullding Products Limited - 4 - -
Tower Regeneration Limited 2,873 - - -
3,792 1,557 324 675

Transactions with key management personnel
The dweciors are the key managernent personnel of the Group Details of directors remuneration share options, pension benefits and other
nen-cash benefits can be found in note 7

Company
Other related party transacttons
The Company had no sales to, or purchases from, any related parues duning this or the prior year

Receivables outstanding Payables outstanding

2010 2009 2010 2009

£000 £000 £000 £060

Subsidiaries 217,971 52568 154,935 21,947
Jointly controlled entities - 500 - -

217,971 53068 154,935 21,947
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Notice of Annual General Meeting
Hargreaves Services plc
(incorporated and registered in England and Wales under number 4952865)

NOTICE IS HEREBY GIVEN that this year's Annual General Meeting will be held at Prior's Hall, Durham Cathedral, The College, Ourham, DH1 3EH
on Manday 8 November 2010 at 10 30 am for the following purposes

Ordinary Business
To considder and, if thought fit, pass the following resolutions, of which resolutions 1 10 8 will be proposed as o:dinary resclutions and resolution 9
as a special resolution

1 Toadopt and receve the Directors’ Report, the Directors’ Carporate Governance and Remuneration Report, the Auditor’s Report and the
Financial Statements for the year ended 31 May 2010

2 Toapprove the Directors’ Corporate Governance and Remuneration Report for the year ended 31 May 2010
3 Todeclare a final dividend for the year ended 31 May 2010 of 91 pence per ordinary share 1o bring the dividend for the year ended 31 May
2010 w0 a total of 13 5 pence
4 Tore-appomt lain Cockbum as a director of the Company in accordance with article 34 of the Company’s articles of association, wha offers
himself for re-appointment
5 Tore-appoint Gordon Banham as a director of the Company in accordance with article 34 of the Company's arucles of associavon, who offers
himself for re-appointment
& Tore-appoint KPMG Audit Plc as auditors of the Company to hold office from the conglusion of this meeting to the conclusion of the next
meeting at which accounts are laid before the Company
7 To authorise the Directors to agree the remuneration of the auditors
That the Directors of the Company be and are generally granted and unconditionally authonsed for the purposes of Section 551 of the
Companies Act 2006 (the ‘Act’) to exercise all the powers of the Company 1o allot shares in the Company and 1o grant nghts to subscribe
for or to convert any secunty into such shares in the Company (Rights)
81 up to an aggregate nominal value of £892,887 (representing approximately one third of the total ordmary share capital in 1ssue as at
the date of this notice}, and
8 2 compnising equity securities (within the meaning of section 560 of the Act) up to an aggregate nominal amount of £1,785774 (after
deducting from such amount any shares allotted under the authority conferred by virtue of resolution 81)in connection with or pursuant
to an offer or invitation by way of a rights ssue (as defined below),
provided that such authorities conferred by this resolution 8 shall exprre on the earlier of the conclusion of the next Annual General Meeting
of the Coempany or the date faling 6 months after the end of the Company's current financial year unless vaned, revoked or renewed by the
Company in general meeung, save that the Company may at any e before such expiry make an offer or agreement which would or might
require shares to be allotted or Rights to be granted after such expiry and the Oirectors may allot shares and grant Rights pursuant to such
offers or agreements as If the relevant authonties conferred by this resalution 8 had not expired These authonties shall be in substitution for
all previous authoriies previously granted 1o the directors to allot shares and grant Rights which are pursuant to this Reselution 8 revoked but
without prejudice 1o any allotrent or grant of Rights made or entered into prior to the date of this resclution 8
For the purposes of this resclution 8, nghts 1ssue means an offer or invization 1o (1} holders of ordinary shares in proportion (as nearly as may be
practicable) 1o the respective numbers of ordinary shares held by them on the record date for such allotment and (n} persons who are holders
of other classes of equity securities i this 1s required by the nights of such secunties (if any) er, if the directors of the Company consider necessary
as permitted by the nghts of those secunties, to subscribe for further secunities by means of the issue of a renounceable letter (or other negotiable
instrument) which may be traded for a penod before payment for the secunties 1s due but subjectin both casesto such exclusions or other
arrangements as the directors of the Cornpany may deem necessary or expedient in relation to fractional entitlements treasury shares, record
dates or legal, regulatory or pracucal difficulties which may anse under the taws of, or the requirements of any recognised regulatory body or
any stock exchange In any terntory or any other matter whatever
9 That, subject to and condiicnal upen the passing of resolution 8 above the Directors be and are empowered pursuant to Sections 570 and
573 of the Act to allot equity secunuies (as defined in Section 560 of the Act) of the Company for cash
91 pursuant 10 the authority conferred upon them by resolution 81 or where the allotment constitutes an allotment of equity secunties
by virtue of section 560 (3) of the Act, provided that this power shall be imized to the allotment of equity secunities

911 nconnection with or pursuant to an offer of such secunines by way of a pre-emptive offer (as defined below), and

912 (otherwise than pursuant to sub-paragraph 911 above) up to an aggregate nominal value of £267,866 (representing 10% of the
total ordinary share capiial in i1ssue) and
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9 2 pursuant to the authonty conferred upon them by resolution 8 2, in connection with or pursuant to a nghts issue,

as f Section 561(1 of the Act did not apply to any such allotment and the authorities given shall expire on the earlier of the conclusion of the next
Annual General Meeting of the Company or the date falling 6 months after the end of the Company’s curent financial year unless renewed or
extended prior 10 such expiry, save that the directors of the Company may before such expiry make an offer or agreement which would or might
require equity secunues 1o be allotted after such expiry and the directors may allot equity secunities in pursuance of any such offer or agreement
notwithstanding that the power conferred by this resolution 9 has expired

For the purpose of this resclution 9

(a) Rightsissue has the meaning given in resolution 8 and

{b) Pre-emptive offer means a nghts issue, open offer or other pre-emptive ssue or offer 1o ()) holders of ordinary shares 1in proporuon {as nearly
as may be practicable) 10 the respective numbers of ordinary shares held by them on the record date(s) for such allotment, and (n) persons
who are holders of other classes of equity securives if this 1s required by the rights of such secunties {f any) or, If the directors of the Company
consider necessary as permitted by the nights of those securities, but subjectin both cases 10 such exclusions or other arrangements as the
directors of the Company may deem necessary or expedient in relation to fractional enttiements, treasury shares, record dates or legal,
requlatory or practical difficulties which may arise under the laws of, or the requrements of any recognised regulatory body or any stock
exchange in any territory or any other matter whatever

Special Business
To censider and, If thought fit, pass the following resclution as a special resolution

10 The Company be and 15 ganerally and unconditionalty authorised for the purpose of section 701 of the Companies Act 2006 (the Act) to make
market purchases twhich in this resolution shall have the meaning given 1o this term in section 693 (4) of the Act) of its ordinary shares of 10p
each i the capital of the Company (‘Ordinary Shares’) on the terms set out below
101 the maximum aggregate number of Ordinary Shares authonsed to be purchased by the Company pursuant to this resclution 10 1s

2,678,662 (representing ten per cent of the number of Crdinary Shares in 1ssue), and

10 2 the minimum price which may be paid for each of those Ordinary Shares {exclusive of expenses) s 10p, and

10 3 the maximum price {exclusive of expenses) which may be paid for each of those Ordinary Shares 5 not more than the higher of (1) five
per cent above the average of the middle market quotations for Ordinary Shares {as derwved from the Daily Official Lists of the London
Stock Exchange) for the five dealing days immediately preceding the date of purchase and (i1} that stipulated by Article 5(1) of the
Buy-Back and Stabilisation Regulations 2003,

but so that this authonty shall (unless previously vared, revoked or renewed) expire on the earher of the conclusion of the next Annual General

Meeting of the Company or the date falling € months after the end of the Company's current inancial vear save that the Company may before

the expiry of this authornity conclude any contract for the purchase of its own shares pursuant to the authority conferred by this resolution 16

which contract would or might be executed wholly or partially after the expiration of this authonty as if the authonty conferred by this

resolution 10 had not expired

12 October 2010
By order of the Board

Steve MacQuarne
Company Secretary

Registered Office

West Terrace

Esh Winning

Ourham

DH7 9PT

Registered in England and Wales No 4952865
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Notice of Annual General Meeting
(continued)

Notes

1

10

86

To be entitled to attend and vote at the Annual General Meeting (and for the purpose of the deterrmination by the Company of the votes
they may cast), Shareholders must be registered in the Register of Members of the Company at 6 pm on 6 November 2010 {or, in the event
of any adjournment, at &6 00 pm two days prior to the day of the adjourned meeung) Changes to the Regster of Members after the relevant
deadline shall be disregarded in determining the nghis of any person to attend and vote at the meeting

Members are entitled to appoint a proxy te exercise all or any of their nghts 1o attend and to speak and vote on their behalf at the meeting

A shareholder may appoint more than ene proxy in relation 1o the Annual General Meeting provided that each proxy 1s appointed 1o exercise
the nghts attached to a different share or shares held by that shareholder A proxy need not be a shareholder of the Company A proxy form
which may be used to make such appointment and give proxy instructions accompanies this notice

To be valid any proxy form or other instrurment appointing a proxy must be received by post or ([dunng normal business hours only) by hand
at the office of the Registrars of the Company, Capita Registrars, Proxies Department, The Registry, 34 Beckenharn Road, Beckenham, Kent,
BR3 4TU no later than 10 30 am on 6 November 2010

The return of a completed proxy form, other such instrument or any CREST Proxy Instruction (as described inparagraph 9 below) will not
prevent a shareholder attending the Annual General Meeung and voting in person if he/she wishes 1o do 5o

If a member appaints a proxy or proxies and then decides to attend the Annual General Meeting in person and vote using his poll card, then
the vote in person will overside the proxy vote(s) If the vote in persan is in respect of the member s entire holding, then all proxy votes will be
disregarded If, however, the member votes at the meetng in respect of less than the member’s entire hokding, then If the member indicates
on his polling card that all proxies are to be disregarded, that shall be the case, but if the member does not specifically revoke prexies, then the
vete in person will be reated in the same way 2s 1f it were the last receved proxy and earlier proxies wili only be disregarded 1o the extent that
1o count them would result in the number of votes being cast exceeding the member’s entire holding 1f you do not have a proxy form and/or
beleve that you should have one or if you require addimional forms, please contact the Company at i1ts registered office

To change your proxy Instructions simply submit 2 new proxy appointment using the methods set out above Note that the cut-off ume for
recelpt of proxy appeointments {see note 3 above) also apply in relation 1o amended instructions, any armended proxy appointment receved
after the relevant cut-off time will be disregarded

Where you have appointed a proxy using the hard-copy proxy form and would hike to change the instructions using another hard-copy proxy
form, please contact Capita Registrars at Proxies Department, The Registry, 34 Beckenham Road, Beckenham Kent, BR3 4TU

If you submit more than one valid proxy appointment, the appcintment received last before the latest time for the receipt of proxies will
take precedence

In order to revoke a proxy mstruction you will need to inform the Company by sending a signed hard copy notice clearly stating your intention
1o revoke your proxy appointment to Capita Registrars In the case of 8 member which 1s a company, the revocation notice must be executed
under its common seal or signed on 1ts behalf by an officer of the company or an attorney for the company Any power of atiorney or any
other authonty under which tne revacation notice 1s signed (or a duly certified copy of such power or authorty) must be included with the
revocation notice

The revocation notice must be received by Capita Registrars at Proxses Department, The Registry, 34 Beckenham Road, Beckenham, Kent,

BR3 4TU no ‘ater than 10 30 arm on 6 Novernber 2010 if you attempt to revoke your proxy appoiniment but the revocation s receved after
the time specified then, subyect to paragraph 5 above your appointment will remain valid

CREST members who wish to appoint a proxy or proxies through the CREST electronic proxy appoinument service may do so by using the
procedures described in the CREST Manual CREST Personal Members or other CREST sponsored members, and those CREST memibers who
have appointed a voting service provider(s), should refer 1o their CREST sponsor or voting service provider(s), who will be able 1o take the
appropriate action on therr behalf

in order for a proxy appontment or instructicn made using the CREST service to be valid, the appropriate CREST message (a ‘CREST Proxy
Instruction’) must be properly authenticated in accordance with Euroclear UK & Ireland Limited's (Euroclear) specifications and must
contam the Information required for such mstruction, as described in the CREST Manual The message, regardless of whether it constitutes the
appaintment of a proxy or 1s an amendment to the INstruction given to a previously appointed proxy must i order to be valid, be transmitted
50 a5 10 be received by the 1ssuer’s agent ([0 RA10) by 10 30 am on 6 Novernber 2010 For this purpose, the tme of receipt will be taken to

be the time (as determmed by the umestamp applied to the message by the CREST Application Host) from which the issuer’s agent i1s able to
retrieve the message by enquiry to CREST in the manner prescnbed by CREST After this time any change of instructions to proxies appointed
through CREST should be communicated to the appointee through other means

CREST members and, where applicable therr CREST sponsors, or voting service providers should note that CRESTCo does not make available
special procedures in CREST for any particular message Nermal system timings and imitations waill, therefore, apply in relation to the input

of CREST Proxy Instructions It 1s the responsibility of the CREST member concerned to take (o, If the CREST member 1s a CREST personal
mernber, or sponsored member, or has appointed a voting service provider, to procure that his CREST sponsor or voung service provider(s)
12ke(s)) such action as shall be necessary 10 ensure that a message (s transmitted by means of the CREST system by any particular time

in this connection CREST members and, where applicable, therr CREST sponsors or voting system providers are referred, in particular,

10 those sections of the CREST Manual concerning practical imitations of the CREST system and timings
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11 The Company may treat as invahid a CREST Proxy Instruction in the circumstances set out in Regulation 35(5)(a) of the Uncernficated Secunties
Regulations 2001 (as amended)

12 Ifa corporation is a member of the Company, it may by resolution of 1ts directors or other governing body authorise one or more persons
o act as Its representative or representatives at the Meeting and any such representative or representatives shall be entitled 1o exercise on |
behalf of the corporauion all the powers that the corporation cauld exercise If it were an individual member of the Company |
Corporate representatives should bring with them either an oniginal or cerufied copy of the approprate board resolution or an onginal letter
confirming the appointment, provided it s on the corporation’s letterhead and 1s signed by an authorsed signatery and accompanied by
evidence of the signatery’s authonty

13 As at 11 October 2010 (being the latest practicable date prior to the publication of this notice) the Company's issued share capital consists of
26,786,621 ordinary shares, carrying one vote each Therefore the total voting nghts in the Company as at 11 October 2010 are 26,786,621

14 The following documents will be available for inspecuion at the Company’s registered office at West Terrace Esh Winsung, Durham, DH7 SPT
duning normal business hours on any week day (Saturdays and English public holidays excepted) from the date of this notice unul the close
of the Meeting and at the place of that Meeting for at least 15 minutes prior to and during the Meeting

- comes of the service contracts for the executive directors of the Company, and
copies of the letters of appointment of non-executive girectors of the Company

Explanatory Notes To The Notice Of Annual General Meeting
The notes on the following pages give an explanation of the proposed resolutions

Reselutions 1 to 8 are proposed as ordinary resolutions This means that for each of those resolutions to ke passed, more than half of the votes
cast must be in favour of the resolution Resoiutions ¢ and 10 are proposed as special resolutions Thus means that for each of those resolutions
tobe passed, at least three-quarters of the votes cast must be in favour of the resolution

Resolution 1 Accounts

The Directors will present their report, the Direciors’ Corperate Governance and Remuneration Report, the Auditers’ Report and the audited
Financial Statements for the financial year ended 31 May 2010 1o the meeting as required by law These reporis and staternents are set out In
pages 27 10 83 of this document

Resolution 2 Approval of the Directors’ Corporate Governance and Remuneration Report

In accordance with the Directors’ Remuneration Repornt Regulauons 2002, shareholders are asked to approve the Directors’ Corporate Governance
and Remuneration Report for the financial year ended 31 May 2010 which 1s set out in full on pages 27 1o 30 of the Company’s annual report !
The vote 1s advisory and the directors’ entitlernent to remuneration 1s not conditional upon this resolution being passed

Resolution 3. Declaration of Final Dividend

Final devidends must be appraved by shareholders but must not exceed the amount recommended by the drectors i the meeting approves
resolution 3, the final dvidend in respect of 2010 of 91 pence per share will be paid on 17 November 2010 to sharehalders on the register of
members on 15 October 2010

Resolutions 4 and 5. Re-appointment of Directors

At each general meeting one-third of the directors for the time being {other than those appointed since the last Annual General Meeting) are
required fo retire If the number of relevant directors 1s not a multiple of three, the number nearest to one third of directers, but not less than

one third, should be obliged to retire Directors due to retire by rotation are those longest in office since ther lasi re-election or re-appointment
and as between persons who become or were last re-elected or re-appointed on the same day these due to retire shall {unless otherwise agreed
among themselves) be determined by lot A retinng director 15 eligible for re-appointment lain Cockburn ang Gordon Banham are both offenng
themselves for re-appointment

Brief biographicai details of lain Cockburn and Gordon Banham are set out on page 22 of this document
Resolutions 6 and 7 Re-appointment of Auditors and Approval of Remuneration
The Company 1s required to appaint audrtors at each general meeting at which accounis are laid, to hold office until the next general meeting

The present auditors, KPMG Audit ple, are willing 1o continue in office for a further year and resolutien & proaposes their re-appomntment and,
In accordance with standard practice, resolution 7 authonses the directors 1o determine the level of the audiors’ remuneration
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Notice of Annual General Meeting
(continued)

Resolution 8. Authority to Allot Shares
Resolution 81 grants the directors authority to allot relevant secuniiies up to an aggregate nominal amount of £892,887 being approximately one
third of the Company’s ordinary share capital in issue at 11 Ociober 2010

In line with guidance issued by the Association of 8ntish Insurers in December 2008 and updated in November 2009, resolution 8 2 grants the
directors of the Company authorty to allot unissued share capital in connection with a nights issue in favour of ordinary shareholders up to an
aggregate pominal amount of £1,785,775 (representing 17,857,747 ordinary shares of 10 pence each), as reduced by the nomimal amaunt of any shares
issued under resolution 81 This amount, before any such reduction, represents approximately two thirds of the Company's ordinary share capital in
1ssue at 31 October 2010

It 15 not the directeors’ current intention to exercise either such authonties The authonties granted by resolution 8replace the existing authority
1o allot shares

Resolution 9* Disapplication of Statutory Pre-emption Rights

This resolution disapplies the statutory pre-emption nights which would otherwise apply on an issue of shares for cash and 1s imited to allotments
m connecticn with nghts issues o7 ather pre-emptlive offers where the secunties attnbutable 10 the interests cf allsharehelders are preportionate
las nearly as may be) to the number of shares held and generally up to a further £267,866 being 10 per cent of the Company s ordinary share
capital in 1ssue at 11 October 2010 This replaces the existing authonty to disapply pre-empuon nghts and expues at the conclusion of the next
Annual General Meeting of the Company

Resolution 10 Purchase of Own Shares

Resolution 10 authorises the Company to purchase 1ts own shares (in accordance with section 701 of the Companies Act 2006) during the penod
from the date of this Annual General Meeting until the end of the next Annual General Meeting of the Compzany or the expiration of six months
after the 2011 Company financial year end, whichever 1s the sconer, up 10 a total of 2 578,662 ordinary shares This iepresents 10% of the 1ssued
ordinary share capital as at 11 Cctober 2010, the latest practcable date prior to the publication of this notice The maximurm price payable for a
share shall not be more than the higher of 5% above the average of the middle market quotations of such shares for the five business days before
such purchases and the price stipulated by Article 501y of the Buy-back and Stabihsation Regulations 2003 (being the higher of the price of the last
independent trade and the highest current independent id on the trading venue where the purchase 1s carried cut) The minimum price payable
for a share will be 10 pence

Companies are permitted to retain any of therr own shares which they have purchased as treasury stock with a view to possible re-issue at a future
date, rather than cancelling them The Company will consider holding any of its own shares that it purchases pursuant to the authonty conferred
by this resolution as treasury stock This would give the Company the ability to re-issue treasury shares quickly and cost-effectively, and would
provide the Company with additional flexibility in the management of its capnal base

The directors will consider making use of the renewed authorities pursuant to reselution 10 1IN cwcumstances which they consider to be in the best
interests of shareholders generally after taking account of market conditions prevailing at the tme other Investment oppPOrtunities, approprate
geanng levels, the effect on earmings per share and the Company's overall inancial posiion No purchases will be made which would effectively
alter the control of the Company without the pnor approval of the shareholders in general meeting
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Investor Information

Company Secretary
Steve MacQuarne

Independent Auditors
KPMG Audit Plc

Quayside House

110 Quayside

Newcastle upon Tyne
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Bankers

Royal Bank of Scotland
2nd Floor

Keel Row House

1 Sandgate

Newcastle upon Tyne
NE1 2NG

Legal Advisers
Walker Morns
Kings Court

12 King Street
Leeds

LS1 2HL

Nominated Adviser and Joint Stock Broker
Brewin Dolphin Limited

34 Lisbon Street

Leeds

LS1 4LX

Joint Stock Broker
RBS Hoare Govett Limited
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London

ECZM 4AA

Registered Office
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DH7 9PT

Requstrar

Capna Registrars
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Beckenham

Kent

BR3 4TV
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