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For the year 2007/2008 2006/2007 % For the year 2007/2008 2006/2007 %
Rs.'000  Rs.'000 Change Rs.'000  Rs.'000 Change
Results At the year end
Group revenue with associates 30,094,741 21,296,013 41.3 Total equity 15,785,728 13,124,832 20.3
Group revenue 27,515,060 19,765,632 30.2 Total assets 31,185,193 26,350,825 18.3
Profit from operations 3,011,327 3,231,441 11.8 Total investments 3,159,563 2,359,285 34.0
Profit before taxation 3,064,792 2,582,088 18.7 Non - current liabilities 6,903,834 6,832,112 1.0
Profit after taxation 2,820,682 2,284,070 23.9 Economic value added 3,049,511 1,969,359 54.8
Profit attributable to equity Per Ordinary Share - (Rs.)
shareholders of the company 1,841,150 1,459,775 26.1 Earnings per share 68.02 53.93 26.1
Dividends Dividends per share 7.00 6.50 7.7
Interim Rs. 3.00 per share Net assets per share - as at 31st March 439.81 366.92 19.9
(2006/2007 — Rs. 3.00 per share) Market value per share - as at 31st March 430.00 380.00 13.2
paid on 10th April 2008. 81,199 81,199 - Market capitalization (in Rs. million) 11,639 10,285 13.2
Final Rs. 4.00 per share Ratios
(2006/2007 — Rs. 3.50 per share) Price earnings ratio 6.32 7.05 (10.3)
Proposed and payable on 4th July 2008 108,266 94,732 14.3 Debt : Equity ratio 0.42 0.49 (14.3)
ROE% 16.86 15.82 6.6
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“Aitken Spence has once again
lived up to expectations.

The Group has taken its
position of leadership —
founded and fostered in the
previous financial years
through regional and overseas
expansion - to one of strength
and fortitude by consolidating
those initiatives whilst
increasing the scope of new
avenues of corporate
expansion”



Chairman’s
Statement

Consolidation and Growth

As your Chairman, I am pleased to note that the Group has once again
proved its ability to overcome challenges by adapting itself to emerge
as a dynamic and successful organization in the region. 2007/2008
has been a year of excellent results; a commendable performance
considering the turbulent economic environment in which the

Group operated.

You our shareholders will note with satisfaction that Aitken Spence
has once again lived up to expectations. The Group has taken its
position of leadership — founded and fostered in the previous
financial years through regional and overseas expansion - to one of
strength and fortitude by consolidating these initiatives whilst

increasing the scope of new avenues of corporate expansion.

In the light of this noteworthy performance, I am pleased to present
the Annual Report and the Audited Financial Statements for the year.

Economic Outlook

In 2007, the Sri Lankan economy recorded a growth of well above 6%
for the third consecutive year. It was the first time since
independence that we witnessed a growth rate of over 6% for three
consecutive years. The annual average rate of unemployment reached
the lowest ever recorded level of 6.0 per cent, while the per capita

income rose to approximately US dollars 1,600 in 2007.

This performance was achieved in a challenging environment of
heightened security concerns arising from intensified terrorist
activities and rising petroleum and commodity prices in international
markets which threatened the achievement of price stability. The
economic growth in 2007 was mainly driven by the performance in
industry and services sectors which grew by 7.6 % and 7.1%

respectively while the agriculture sector grew moderately by 3.3%.

Chairman’s Review

Despite turbulence in the worldwide stock markets due to the sub-
prime mortgage crisis, the Colombo Stock Exchange (CSE) attracted
more foreign inflows on both gross and net basis, confirming investor

confidence in Sri Lanka.

Corporate Performance

Aitken Spence and Company PLC., posted a profit before tax of Rs. 3.1
billion for the year, a growth of 18.7 % and a net profit attributable to
shareholders of Rs 1.8 billion, a 26.1 % growth over the previous year.
Consistent and prudent policies have enabled the Company to
maintain a positive Economic Value Addition of Rs. 3.0 billion.
Earnings Per Share stood at Rs. 68.02 while the Return on Equity was
a commendable 16.9%. Our resolute efforts to enhance shareholder

value and increase shareholder returns, have paid dividends.

In keeping with the commendable performance and in line with
providing an attractive return on investment to our shareholders, the
Board recommends a final dividend of Rs. 4.00 per share. This
together with the interim dividend already paid of Rs. 3.00 per share

will amount to a total dividend of Rs.7.00 per share.

As a Group that has invested heavily into tourism in Sri Lanka, our
profitability and potential returns during the year have been
contained due to growing incidents of violence in the country,
thrusting the industry and our businesses in the sector, into serious
difficulties. The high interest rate prevalent during the year has
increased the costs of debt servicing which together with increasing
energy costs has added a further burden to our Sri Lankan
hotel properties which are yielding below average returns.
However, an innovative marketing strategy of the destination
management division has enabled the division to mitigate the effects

of adversities faced.
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Chairman’s Review

¢ I would also like to state that the
Group warmly welcomes the enactment
and implementation of the new Tourism
Act. We are hopeful that with the new
private public sector partnership, a new
era for tourism promotion will dawn 99

External factors such as the global rise in fuel costs moved
operational costs upward, increasing the pricing and cost structure
for air travel thereby discouraging the long haul traveller. Rising
transportation costs across the Group created a heavy cost base for all
businesses especially those dependent on transportation related
services. Garments and plantations were also impacted adversely.
In garment manufacturing the uncertainty posed by the possible
revocation of the GSP+ remains an imminent challenge in the

year ahead.

On a positive front, port management services, cargo logistics, money
transfer activity, plantations and new project development in
information technology paved the way for greater wealth creation
during the year. The tourism sector further consolidated overseas
operations through the commencement of hotel management
ventures in Oman, India and through our new investments in the
Maldives. The future outlook for these initiatives and operations

are promising.

During the recent past the Group invested nearly Rs. 20 billion into
new projects. Of this Rs.7 billion was in the form of internal
generation of funds whilst the balance was funded through debt. At
this juncture, it is pertinent to note that Aitken Spence has followed
a strategy of self-sustaining its investments without resorting to

further raising of capital from the shareholder community.

Future Considerations

Despite positive signals in poverty alleviation and unemployment,
corporates in Sri Lanka continued to face the challenge of “brain
drain” as the exodus of qualified, experienced personnel who take up
occupation and residency in other countries, continue. It is
imperative that the Government and the business community takes

effective action to stem this outflow of professional resources from
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Sri Lanka. This is a must not only for corporates such as ours but also
for the future viability and sustainability of the nation. By continuing
to contribute our resources to other countries, despite the
investments made by the Government in the well-being and
education of the population, it is regrettable that the return on
investment to the country is negligible. A solution to this indeed, is
the attainment of a lasting peace and an environment wherein Sri
Lanka’s economy can grow at a healthy pace to support the income

levels desired by its people.

Furthermore, a situation of high interest rates coupled with high tax
rates poses an environment which is non conducive for future
business growth. It is widely accepted and respected that economic
growth is propelled by a moderately receptive policy framework, a
success formula for inducement of investment as well as government
revenue in the long term. The current scenario fails to do justice to
both ends. It must be kept in mind by policy makers that corporates
also need to balance rapid rises in costs of production as a result of
the rise in energy costs. In the long term, expensive debt financing,
taxation and spiraling costs will lead to a dampening of investments

for future growth.

In the absence of conflict the true potential of the nation, its capability
to be a vibrant economy will be realised. As a corporate that is
engaged and dependent on the relative tranquility of the nation to
promote its tourism properties, the prospects continue to pose a

major challenge to us.

From a corporate growth perspective, Aitken Spence will continue to
invest and strategise to enlarge its scope of activity in power
generation. Overseas expansion in the tourism and logistics sectors is
set to be a surety for the future growth of the Group’s operations in

this area. Exploration of new investment opportunities and new
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market opportunities such as those proffered by the IT industry will
continue to be made. The Group will continue to pursue its interest
in the Colombo South Port Development Project through the
submission of a new proposal in response to the expected call for
tenders in mid 2008. We remain confident in the light of media
reports indicating that the Group’s proposal for the previous tender
—subsequently cancelled — was the best amongst the bidders, both

technically and financially.

I would also like to state that the Group warmly welcomes the
enactment and implementation of the new Tourism Act. We are
hopeful that with the new private public sector partnership, a new
era for tourism promotion will dawn. As a Group committed to the
growth of the tourism industry in Sri Lanka, we fully extend our

support to these initiatives.

At Aitken Spence, we remain committed to Principles of United
Nations Global Compact and operate within the perimeter of its
principles across all functions of the Group. We espouse the
principles of promotion of human rights, advancement of labour
standards, protection of the environment and corporate integrity in
an effort to herald a more inclusive and sustainable global economy.
These same principles echo the values of the Aitken Spence

work ethic.

Chairman’s Review
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In Conclusion

To each and every one of our loyal employees, I say “thank you” for
their co-operation, commitment and conscientiousness. To the senior
management team who has displayed dedication, commitment and

good leadership, I say “well done”.

Finally to my colleagues on the Board, I offer my appreciation for
their valuable support and guidance that enabled me to play my role

more effectively.

D.H.S. Jayawardena
Chairman

30th May 2008
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Managing
Director’s
Review

Ever Evolving

Aitken Spence is a conglomerate that has earned a reputation as one
of the premier blue chip companies in Sri Lanka. Our pioneering
spirit and vision enabled us to forge strategic alliances and achieve
sustained growth. Diversification and expansion has driven our
multi-faceted Company forward as a respected industry leader. We
believe in investing in strategic growth businesses and look towards
continuous evolution as a means of maintaining leadership. No doubt
our shareholders are familiar with the Company’s desire to constantly
innovate and evolve beyond the boundaries of conventional wisdom

and business.

In the year 2007/2008, the Group evolved in numerous ways, re-
inventing itself to overcome challenges, re-shaping its corporate
intent to best meet our overall strategic objectives. As such the year,
I am proud to note, was one of excellence with the Group posting a
remarkable 26.1% per cent growth in profits despite the many
adversities and challenges that have riddled both the national and

global economies.

In the previous financial year the Group followed a strategy of
expansion into regional and overseas markets. In the year under
review these expansion efforts were further consolidated by entering
hitherto untapped markets. Through evolution and innovation,
Aitken Spence has successfully gained greater profitability and
market growth.

Tourism & Travel: Driving Value

Tourism continued to be a value driver for Aitken Spence. The
strategic expansions in hotel management in new markets such as
India as well as the introduction of new properties and consolidation
of existing resorts in Maldives, were further strengthened with the
Group’s entry into the management of hotels in Oman. Whilst
continuing to focus on the Group’s hotel investments in Sri Lanka,
the entry into new markets bodes well for the Group especially given
the accelerated growth in the tourism industries in the Middle-

Eastern, Maldivian and Indian markets. With nearly 20 properties

6| Aitken Spence and Company PLC

distributed within the three destinations, we now have a portfolio of
properties in new markets which reduce our dependency on the
currently challenged Sri Lankan hotel industry. The Group foresees
its excellent management expertise coupled with its zero capital
business model as a successful strategy for future expansion and

growth in new markets.

Following our success in investments in the Maldives which is a
burgeoning tourism destination, Aitken Spence and Company PLC.,
acquired the island resort of Vadoo, which is in close proximity to the
capital Male. It is intended that during the forthcoming year
2008/2009, this resort will commence operations as a 6 star
boutique resort, catering mainly to the high spending Japanese and

Western European markets.

Nevertheless, despite growing difficulties, the Sri Lankan hotels
operations posted a noteworthy decline in losses during the year
which was a creditable achievement bearing in mind the low
occupancies and the high debt service cost burdening the hotel
properties. The lack of high yield travellers compounded by intense
competition amongst beach properties, rising wages and energy costs
further constricted profitability.

The destination management division however, performed
commendably despite the uncertainties of the operating environment
and adverse travel advisories resulting from the sporadic incidents
of violence and terrorism through out the island during the year.
Western European travellers were particularly averse to travel to Sri
Lanka with embargoes on travel insurance posing the greatest
barrier. However, innovatively overcoming the challenge the division
targeted emerging markets where travellers were less susceptible to
adverse international publicity. India, Eastern Europe and the Middle

East contributed to the bulk of this emerging traveller segment.

Air travel into Sri Lanka, in addition, did not facilitate inbound
tourism. The threat of terrorist attacks on the Bandaranaike

International Airport restricted flight schedules of many airlines









“Western Union
agent network across
the nation increased
by over 300 per cent
thereby enabling
rural and semi-urban
Sri Lankan’s with
quick and convenient
access to the service”

Operational Review - Strategic Investments Sector

Strategic Investment
Sector
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Operational Review - Strategic Investments Sector

The brand OTIS meanwhile continued to
reign as the world’s leader in people
moving equipment, thereby increasing the
prestige of the Group’s association with
same. The strategic penetration into areas
outside the Western Province as projected
in last year’s operational review
materialized during the current financial
year and will no doubt favourably impact
the division’s returns in the forthcoming

financial year.

MMBL Money Transfer (Pvt) Ltd., a
principal agent for Western Union money
transfer service in Sri Lanka, was included
in the Group’s portfolio of business with
the strategic acquisition of a 50 per cent
share in the company during the previous
financial year.

As the largest agent operating in the Sri
Lankan market, the business’s transaction
volumes supersede those of other Western
Union agents and money transfer
operators in the market. In the year
2007/2008, the contribution of this
activity to the sector has been significant
and has been fuelled by growth initiatives
undertaken during the year. Western
Union agent network across the nation
increased by over 300 per cent thereby

enabling rural and semi-urban Sri

Lankan’s with quick and convenient access
to the service. Now operating with over
1600 sub agents a four fold increase over
the previous year, the company has
achieved a 100 per cent increase in profits
and a 50 per cent increase in transaction
volumes over the previous year.

In keeping with the national policy of rural
empowerment, the company partnered
with Multi-Corporative Societies (MPCS)
to extend outreach to rural communities.
Through the MPCS network enhanced
outreach through 800+ access points was
achieved thereby placing the division in
good stead for the empowerment of rural
wealth.

Looking to the future, the company will
continue to achieve high growth in a
market which remains relatively under
tapped. Further the Government’s focus in
recognizing the remittance market as one
of the most important foreign currency
revenue generators and its initiatives to
ensure its growth by attracting foreign
remittances through the legal channels
augurs well for the future. It is reported
that Sri Lanka’s foreign remittance market
is valued at around USD 3 billion in official
channels with a further USD 3 billion in
unofficial and grey channels, which

indicates the vast potential in this
industry.

The plantation division witnessed a
rebound with both
profitability reaching impressive levels

turnover and
despite the adversities that continued to
characterize the sector. External impacts
— specifically the wage increase drove
operational costs upwards and were
compounded by incessant increases in
energy costs during the year.

The end 2006 wage related strike
constricted the growth of Talawakelle Tea
Estates PLC (TTEL) in the year 2007,
predominantly as a result of the impact on
cost structures and production. The wage
bill for the year, of the plantation
increased by approximately Rs. 9o million.
Furthermore, adverse weather and a dip in
tea prices during the first half of the year
added to the woes of the TTEL. However,
despite drawbacks and challenges, TTEL
posted favourable returns and continued
to be the No. 1 in gross sales price in high
and mid grown teas. The plantation has
successfully created a competitive edge for
itself as a premium producer, thereby
garnering higher prices at both domestic
and international markets.




Revenue

for the year ended 31st March
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Profit from Operations

for the year ended 31st March
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TTEL pursued a policy of strategic
investment during the year, endowing
resources into field development, two
hydropower projects as well as a
development of a new factory at the Logi
Estate with a view to enhancing

productivity and efficiency.

Elpitiya Plantations PLC., (EPL) recorded
their best year of performance in
2007/2008, largely assisted by premium
tea prices in the international market. The
company’s bottom-line was also boosted
by revenues from the diversification into
multi-crops, a strategy that was followed
in previous years. Palm Oil contributed
significantly to the year’s performance.

The sound agricultural practices followed
and good weather conditions enabled EPL
to record a high yield for tea and palm oil
compared to the previous year. The
plantation was also able to increase on its

15,000
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intake of bought leaf during the year under
review. However rubber production
declined as a result of the heavy rainfall
experienced. Palm oil development
continued to be viewed as an area for
growth, and the company will increase its
palm oil land base in the future, as this
diversification has proven lucrative to the
company. It also continues to focus on
hydro power, with the Sheen hydro project
expected to be operational in September
2008.

The company undertook initiatives to
increase distribution of Harrow Ceylon
Choice, its own brand of tea, which yielded
a 25 per cent growth in turnover during
the year.

In the short term Elpitiya Plantations PLC,
hopes to invest in quality enhancement
strategies in the production processes.
Investments planned include energy

1,000 1,500 2,000 2,500 Rs.Mn
reduction methodologies, increased
operational efficiencies and quality

enhancement initiatives such as on going
22000/HACCP
compliance. Investments into commercial

application of ISO

forestry has yielded the required benefit
and its current stock is valued over Rs 1.5
billion and is expected to yield substantial
benefits for the company in the coming
years.

The Group leveraged its international
alliances during the year to strategically
direct its energies into the growth industry
of information technology. The Group
established a new entity as a joint venture
with EVES Information Technology AG of
Germany. This company commenced
operations during the year under review
and is engaged in developing software for
German corporate clients.
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Strategic Investments Sector Directorate

Mr. C. R. F. de Costa Mr. S. C. Ratwatte Mr. R. G. Salgado

Mr. A. L. W. Goonewardena Mr. M. S. Mohideen
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