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Qur mission...

‘We aim to provide our customers with a standard of
service, comfort and convenience which will exceed their
highest expectations, thereby earning and keeping their
respect and loyalty. We will maximise the Company’s
profit to such a level as to finance its growth and provide
sufficient resources to achieve all our objectives.’
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Financial Highlights

The figures below represent the sustained growth of the Group over the
last five years. The comparative table with the 2000 results demonstrates
our ability to trade well in difficult times.

Profit on ordinary activities Dividends per share Net assets per share
before tax, exceptionals and pence pence

joint venture

£m

Financial comparison of 2000 v 2001

2000 2001 Variance (%)
Turnover {£E000} 30,847 38,397 245
Operating profit (FO0Q) 1572 8,543 12.8
Continuing PBT (£000) 4,686 5,272 12.5
Basic EPS before exceptionals and joint venture {pence) 16.5 151 {8.5)
Gearing 80.8% 713.5% (7.3)
Interest cover 3.3x 3.4x 3.0
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Qur Portfolio

Ashbourne

An attractive hotel located on the edge of
this ancient spa town in the spectacular
Derbyshire Dales.

Basingstoke

Surrounded by mature woodland and set
in four and a half acres, this elegant hotel
is situated in the M3 corridor within

20 minutes of Heathrow.
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Bristol

This conference and training centre is
a Grade Il Regency style house, in eight
acres of riverside gardens, located
between Bristal and Bath.

Bradford

A modern hotel located on the perimeter
of Bradford with direct access links to the
M62, M1 and Leeds Bradford airport.

Bromley

This conference and training centre is
ideally located in 16 acres of woodland in
Kent, yet still only 10 miles from London.

Bromsgrove

A magnificent hotel with a distinctive
Mediterranean flavour and charm, ideally
located for the M42, M40 and

M5 motorways.

Cardiff

An imaginative design with a maritime
theme throughout and within one mile
of the city centre and the Cardiff Bay
development area.

Daventry

This modern hotel, set in its own grounds
overlooking Drayton Water in picturesque
Northamptonshire, is convenient for both
the M1 and M4} motorways.

Dunstable

Offering Olde English charm, this original
hotel is close to the M1 and easily
accessible to Luton airport.




Harpenden

An attractive hotel retaining many original
period features and within easy reach of
the M1 and M25 motorways, Luton and
Heathrow airports.

Hinckley

Situated in delightful open countryside,
yet convenient to the M&3, M1 and M6
motorways, Birmingham and the NEC.

Oxftard

This conference and training centre is a
historic hall with traditional charm and
character and is located close to Oxford,
the M4 and M40 motorways.
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Reading

This modern hotetl is set in 55 acres
of Berkshire countryside incorporating
a 33 acre lake. Within the M4 silicon
valley corridor.

Skipton
A waterside location within easy access
of Leeds, Bradford and Harrogate.

Warrington

Conveniently situated in a peaceful and
secluded location, this hotel has excellent
motarway connections to Manchester,
Liverpool and Chester, 12 miles from
Manchester airport.

Central reservations number (01455 630 000

www.hanover-international.com
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Chairman’s Statement

My feliow-Directors and | would like to
take this opportunity to thank all Hanover
employees for their commitment and hard
work in the achievement of these results.

The year under review was a year of two conflicting halves.

When | wrote about future trading in the half-year trading statement

| laid out my views on how the dreadful events of 11 September
might affect our industry. Unfortunately those predictions have come
true. Travei policies have been changed, the demand for hotel rooms
has diminished and greater price competition has been the result.

In circumstances where an underlying reduction in demand has
occurred, such as has happened recently in the hotel market, price-
cutting does little if anything to increase that demand instead making
the reduced business less profitable for all concerned in the industry.

With the benefit of hindsight, the stow-down in many sectors of the
UK economy had started to occur much earlier than September.
However the damage suffered by the hotel industry as 2
conseguence of the atrocities in New York on 11 September was
substantial. Whikst | do not believe that the World Trade Centre
disaster was the sole reason for a downturn in demand for hote!
facilities, it was certainly a catalyst for substantial change in rmany
sectors of industry in the UK and provided many companies with
an opportunity te put into effect cost reductions that were overdue;
inevitably this has affected corporate spend on hospiality,
accommodation and conferences.

During the period September to December we saw a substantial
decresse in bookings and the canceliation of the Ryder Cup. Given
the fact that the four months September-December normally
account for approximately 45% of the Group's annual operating
profit the effect on our bottom ling has been disproportionate.
Nevertheless, during 2001 our wrnover increased to £38.4m (2000:
£30.8m), an increase of 24.7%, operating profit tefore interest. tax.
exceptional items and joint venture activities increased to £8.5m
(2000 £7.6m) an increase of 11 8%, whilst basic earnings per share
before exceptional items were 14.5p (200C: 16.5p) a decrease of
12.1%. At the year end, gearing was 73.5% (2000: 80.8%)

a decrease of 9.0%.

The Group continues to improve and develop its financial controls,
Maoreover, the economies of scale we realise from our expansion
of Tweed Invastments Limited { Tweed') continua (o enhance the
efficiency of our central buying unit. We have also completed the
installation of a new centralised accounting system and further
developed our central internal audit function. These actions have
enabled us to further increase our gross profit margins,
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Dividend

Your Board has decided to propose a final dividend of 1.8p per share
(2000: 1.25p) an increase of 44% payable on 28 June 2002 to all
shareholders on the register as at 22 March 2002, bringing the total
dividend for the year to 3.0p per sharc. Sharehclders will be given
the opportunity Lo take this dividend in cash or in ordinary shares.

Acquisitions and disposals

In March 2001 we set up our joint venture Tweed, which is owned
50% by Hanover lmemational and 50% by Bank of Scotland. Since
its establishkment, Tweed has acquired two hotels in Bradford and
Warrington and a training centre in Bromley (Greater London).
Each of these units is operated under the Hanover International
brand by means of a managament contract. All three have been
successfully integrated within the Group. The financial benefits
derived from owning hotels and training centres through this
particutar joint venture structure are greater in terms of return on
capital than through direct ownership. We are defighted with the
performance of Tweed and continue 1o seek further acquisitions.

The disposal in July of our hotels in Huddersfield and Scunthorpe,
both of which had been identified as not being core units, for an
aggregate price of £2.75m gave rise to a profit after costs of £0.7m.
The Group's acquisition criteria cortinues to be focused on large, full-
service, four-star hotels with conference and health club facilities and
residential conference and training centres, capable of attracting
corporate clients, The enlarged Group now operates three
residential training centres and 12 hotels,

Exceptional item

The exceptional item of £340,000 contained within these accounts
refates to costs incurred in connection with our detailed planning
application and the subsequent appeal for our Reading hotel, in which
endeavours we were unsuceessful.

The development of this scheme, which was supporied by the
relevant planning officers, took four years, Given the significant office
development and new railway station being buill on land abutting our
hotel site we were extrerely surprised by the refusal. it is your
Board's intention to pursue this opportunity and seek a long awaited
meeting with the councii members in order to explore a

possible compromise,

Sales and marketing

Whilst, during the first half of 2001, the foot and mouth crisis as well
as the slow-gown in the manufacturing sector affected the UK hotel
industry, the secand half suffered the consequences of the atrocities
of 17 Septernber. Our policy to target the corporate and commercial
market, with specific emphasis on conference meetings and series
training, continues and we believe this palicy offers greater security
and quality of earnings than other types of business. During 2001 this
market segment accounted for 83.1% of the rooms revenue and we
believe that our policy has helped substantially to reduce the effect
that these events have had on our business. In addition, during the
last gquarter of the year under review, we committed greater
resource o the leisure market in order to develop our weekend
business and provide a greater source of short-term bookings.

During the period, the Group achieved an average rooms rate of
£60.53 (2000: £58.78) an increase of 3.0%, and occupancy of
60.5% (2000: 62.4%), 2 decrease of 3.0% resulting in a rooms yield
of £36.53 (2000; £36.65). This resuit is a direct reflection of our
policy to concentrate on maintaining room rate, wherever possible,
over room occupancy. By adopting this approach we believe that
when the demand for hotel rooms improves we shall be in a better
position to take advaritage of it. With your Group's increased
distribution of hotels. we are able to offer our corporate clients a
greater choice and as a result we benefit from increased referral
business. In light of the inevitable increase in competition as a result
of a diminished market in 2002, we intend to augment our sales and
marketing resource in order to maintain and, hopefully, increase our
share in what will undoubtedly be a difficult period.

Training and incentives

We are committed to providing training and incentives to all
employed within the Group. One of our plans for 2002 is to place
even greater emphasis on customer service. Whilst part of this will
be covered by our capital expenditure, the prime thrust will be
through our planned training programimes. Each section of the team
within Hanover International has agreed training objectives, and
specific programmes have been set up for their attainment.
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Chairman’s Statement continued

The tangible benefits to be derived from weii-designed training

and incentive programmes are substantial, both in terms of ongoing
motvation and a reduction in staff turnover. Through the correct
application of such programmes, we believe that greater staff
flexibility and increased job satisfaction can be achieved. Qur
commitment to the Investors in People (1IP7) award continues,

and it is our objective 1o have all the properties in the Group
achreve this prestigious award.

We operate a number of share incentive schemes, ali of which are
integral parts of the Group's overall remuneration arrangements.

To this end, Shareholders’ approval is being sought at the Annual
General Meeting for certain amendments to be made o the terms
of the Executive Share Option Schemes and for the introduction of a
new all-employee share scheme to replace the existing Profit Share
Sharing Scheme. It is proposed that the limit on the total number of
shares, which may be issued pursuant to options granted under the
Executive Share Option Schemes, currently set at 5% of issued share
capital, which was market practice at the time of the introduction of
the scheme. be amended. This change is being made because we
have little scope to grant additional options under the Executive
Share Opticn Schemes and are therefore restricted in our ability to
provide appropriate incentives in order to recruit and retain staff of

a suitable calibre. Participation in the Group's all-employee share
schemes was last year extended to employees of the Company's
joirt venture with Bank of Scotland. |t is now proposed that
participation in the Group's Executive Share Option Schemes be
extended 1o those employees.

We have over the last few years operated a Profit Share Sharing
Scheme in which all employees are eligible to participate with tax
benefits for them and the Group. However, such schemes are to ba
discortinued with effect from December 2002. To replace the Profit
Share: Sharing Scheme, the Government has introduced a new type
of all-employee share plan - known initially as the All-Employee Share
Ownership Plan (AESOP) and now as the Share Incentive Plan
{'SIP'). We are therefore seeking approval to establish the Hanover
International PLC SIE which will replace the existing Profic Share
Sharing Scheme. We believe that the SIP will be an important part
of the Group's incentive arrangements and expect it 1o be popular
amongst employees. A summary of its principal lerms can founed

in the circular to be despatched with the Report and Accounts.

Information technology

In 2001, we started the installation and development of the first
centralised reservation office for bedrooms and conferences with
the objective of making our operation more efficient and giving our
customer a better service. This unigue facility, called “one call books
all", when completed, will give cur customers the ability to book any
or all the Group's facilities by making a single call. Whilst we are
disappointed by the length of time taken to achieve our cbjective, the
ability for us 1o offer instant availabiity or alternative accommodaticn
to our clients wilt be a substantial advantage. The power of the
combined system we are installing, in terms of speed, availability,
response time and management information, we befieve, will give us
a distinct advantage over our competitors.

Both our IT department and Central Reservations Sales Office

have worked extremely hard in the attainment of our objective and

I would like to thank everyone involved in the installation and ongaing
development of this exciting management tocl,

Whilst certain of the costs of Whis development are contained within
the results under review, the benefits in terms of customer service,
room yield and information will not be completely realised until the
final quarter of this year, when we expect the system will become
fully operational.

Developments

We are committed to maintaining and improving our properties,
During 2001 we have, in addition to the substantial investment in [T,
continued to maintain cur hotels and conference and training centres
to a high standard. In particular, we have refurbished guest bedrooms
at our Reading hotel and upgraded and extended our very busy
kitchien at our Hinckley hotel. Throughout 2002, providing we
achieve our profit budgets, we plan to double our spend on
property-related develcpments. The core objective behind our
capital expenditure programme is our desire to make our hotels

and training centres more attractive Lo our custormers.

On 7 February we suffered  fire at the Hanover International hotel
Basingstoke: whilst it is too early to comment in detail about the
nature of the damage we suffered, we are conlfident that we

have appropriate insurance in place to cover the losses. The staff

at the Basingstoke hotel are to be praised for their professional and
successful evacuation of the hotel, We continue to work with our
advisors and the local authority in order Lo achieve a timely
reinstatement of this valuable asset.
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Future trading

During the period September 1o December hotel bookings of both a
short and medium term corporate nature were substantially reduced.
The Group's relstively strong advance reservations went some way
towards shielding us from the immediate effect of this down-turn.
Whilst we have scen some recovery in short-term bookings,

they are currently not of sufficient volume to compensate for the
decline in longer-term reservations experienced during the post

11 September period, and this will undoubtedly affect the first half

of 2002. The increased price-cutting that has occurred in the

market will not assist.

Our strength and experience of management, our proven akility to
operate in difficult markets, our financial controls and our increasingty
powerful state of the art management information and central
reservations system will all come into play in helping us to continue
1o perform well in undoubtedly challenging times. The visibility of
our future business, as a result of our targeting the corporate and
conference and training business, gives us a good base from which
o move forward. Taking all these factors inte consideration your
Board is confident that it will be able to capitalise on any
improvement in the trading environment and is therefore cautiously
optimistic abowt the future.

-Directors and | would like to take this opportunity to thank
; itment and hard work in the

Peter G. Eyles’
e Chairman



" Ihrough the correct application of training, we
believe that greater staff flexibility and increased

job satisfaction can be achieved.”

lulie Pyle, Front of House

& Board of Senior Managers,
Hanover International Hotel
and Club, Hinckley.
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Review of Operations

Continuing along similar lines as previous
years, our employees are encouraged to
participate in the development of the
Company by being involved in the
strategic planning and implementation
of new initiatives across the Group.

2001 proved to be another busy year with the acquisition of two
hotels, Warrington and Bradford, and one Conference and Training
Centre - Sundridge Park, Bromley. Also two disposals (Huddersfield
and Scunthorpe). Maximising revenue and controlling costs
continue to be a priority whilst endeavouring to deliver the best
possible service to our guests.

Business reviews

Monthly business reviews take place in a new format with our
General Managers attending on a ‘one-te-ore’ basis. These inciude
separate meetings with Sales and Marketing and our new Central
Reservations Sales Office. Payroll costs continue to be monitored
very closely.

Sales and marketing restructure update

The geographical coverage by region is praducing some excellent
results and has meant our professionai sales teams can get closer to
our customers. The dedicated agency Sales Manager appointment
has proved very successful. A full-time weskend Sales Manager has
now been appointed with a view o strengthening this important
market for Hanover. Central Marketing has been re-located

to Reigate.

Board of Senior Managers (BOSM)

The flat managesment structure with which we operate, both
at hotel level and throughout the Company, now receives
structured training which is on-going and supports each BOSM
mermber. Full responsibility and autonomy is grared to each
member of the team. A centre of excellence is 1o be set up
for each operational area offering mentoring to others in the
same posion.

Human resources

Internal training courses were carried out during 2007 with
1,256 employees trained throughout the year. Al General
Managers and BOSM team members receive annual appraisais
and regular reviews. Service delivery of the highest standard

is still our number one priority.

Leisure centre

With three additional leisure clubs during the year and the
membership now standing at 8,557 members {2000: 5,600
members) clearly this is an area that has benefited from strong
sales and marketing input. The Group Leisure Club Manager
has been given support in these areas with a view to growing
the revenue through improved yield management.
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Review of Operations continued

Review 2001

Continuing along similar lines as previous years, our employees are
encouraged to participate in the developmenk of the Company by
being involved in the strategic planning and implementation of new
initiatives across the Group. Review 2007 specifically dealt wittt
employee uniforms as a standard across the Group. As a result

of the good wark completed by the employee committee, new
uniforms for all members of stafl will be roflied out in 2002. Other
subjects covered were staff social committee improvements and
future recommendations for improved employee bengfits. The
two new hotels, Warrington and Bradford, and the new
Conference and Training Centra, Bromley, will be actively

involved in Review 2002,

Hotels league table

Recognising above average performance across the Group's hotels,
the star performer in 2001 was Harpenden. Congratulations to
Claire Sylvester, General Manager, and all members of staff at

the hotel.

Capital expenditure

During 2001 we completed phase one and two of our new
Central Reservation System, upgraded and extended our main
kitchen in Hinckley, rolied out a new Group Leisure Club
membership system and refurbished guest rooms in Reading.

During 2002 we plan to invest in our bedroom stock, refurbishing
rooms in Hinckley, Reading, Eynsham and Bromley. There will be
further IT investment in phase three of our yield management
system, group e-mail and website development.

Finally, | would like to welcome new members of staff to the Group
and thank everyone for their hard work and commitment to
Hanover International during 2001,

Peter Taylor FHIMA
Managing Director




" Throughout 2001a total of 1,256 employees
were provided with specific training and

deveiopment under the guidance of the
Group's internal training department.”

Tony Murphy, Sous Chef,
Hanover International Hotel
and Club, Hinckley.
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Financial Review

These results continue to show the
progress that the Group has made in the
last two years. The development of our
centralised accounting, payroll and internal
audit functions will assist us to maximise
profits from the income that we generate.

Results for the period

Following the full year of ownership of the assets acquired in 2000,
Group turnover during the period was £38.4m (2000 £30.8m),
an increase of 24.7%. Operating profit for the period was £8.5m
{2000: £7 6m}, an increase of 11.8%. Profit before tax (PBT and
cxceptional items, for the period was £5.3m (2000: £4.7m). Basic
earnings per share ('EPS’), before exceptional items and joint
venture activities was 15.1p (2000: 16.5p), a decrease of 8.5%.

After including turnover arising from the interest in our joint
venture, Tweed Investments Limited ( Tweed ), turnover lor the
period was £43.8m. The Group's operating profit after including
operating profit arising from the joint venture rose by 31.6% to
£10.0m. Group PBIT for the period including the exceptional items
was £4.9m {2000+ £5.0m).

After the inclusion of joint venture activities and exceptional items
EPS was 13.8p (2000: 17.7p). This decline was mostly due to the
inchusion in the 2000 aceounts of an exceptiona) profit of £0.8m,
which arose on the sale of one of the Group's assets. The
calculations of earnings per share are set out in Note 11 to the
financial statements.

Whilst these results continue te show the progress that the

Group has made in the last two years, they were achieved against
a Dackground of a recession in the UK manufacturing sector, an
uncertain world and UK econcmy; the effect of foot and mouth
on the UK leisure sector and the tragic events of 11 September in
New York. The combined effects of these events led 1o a dramatic
slowdown in short term bookings, which materially affected the
second half of the year. As a further consequence the cancellation
of the Ryder Cup also had an impact an the Group's profitability,
We estimate that the Group lost £0.5m in operating profit following
the cancellaticn of this event.

loint venture activities

Curing the year the Group anncunced the creation of the joint
venture, Tweed, with Bank of Scotland, Tweed has been set up to
acquire four-star quality hotels and training and conference centres
and to date has acquired three properties, two hotels in Warrington
and Bradford and a residential Conference and Training Centre

in Bromiey.

Tweed enables the Group to acquire and retain 50% of the net
asset value of the properties it acquires whilst only having to fund
approximately 10% of the purchase price. In return the Group
receives the management contracts to run the properties and
receives fees refated 1o turnover and EBIT DAL In addition the Group
receives interest on the loan stack that is mvested in Tweed at 4%
above LIBOR and a greater exposure to new markets within the
UK, so helping to fulfil the Group's growth ambitions.
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Profit before tax
fm

Tweed is shown on the Group’s balance sheet using the: gross equity
method of accounting, 50% of the profits, assets and liabilities are
reported within the consolidated accounts of the Group. It is
important to understand that the Hancver Group is only financially
exposed to that which it currently has invested within Tweed. To
date this is £5.4m. Al other debt, interest end redemption
premiums, which are liabiliies of Tweed, are totally without
recourse to Hanover,

Owver the period the Group has received £0.3m in management
fees and £0.3m in interest payments. This income 15 contained
within the continuing operations of the Hanover Group. The
income received during the year only represents fees and interest
due since the respective dates of acquisition. Losses on the joint
venture arise as a function of the highly geared capital structure and
the accruah FOr redemption premivims due 2t the end of the 10 year
financing pericd. The losses within the joint venture are Stated after
allowing for fees payable to the Company.

Exceptional items

Contained within these accounts are net exceptional items of
£0.2m. These include a charge of £0.3m in respect of the failed
planning appeal at our Reading hotel and a profit of £0.1m on the
sale of two non-core properties in Huddersfield and Scunthorpe.

Taxation

The tax charge in the accounts far the year was £0.8m. By utilising
the capital allowances and tax losses avaiable to it the Group has
once again paid no tax during 2001. The tax losses in certain
subsidiaries have now been fully utilised and the Group expects

1o start paying tax in the third quarter of 2002, although in other
subsidiaries tax losses and capital allowances remain available to
shelter the profits arising.

During the year £8.5m of capital allowances were available o the
Group, approximately £1.0m of these have been disclaimed and
will be carried forward. There remain further significant capital
allowances available 1o shelter future taxable profits.

Earnings per share before
exceptionals and joint venture
pence

During 2002 the nroduction of FRS19, Deferred Tax will become
mandatary for the Group. The standard reduires companies (o
provide for deferred tax on a full provision basis as oppesed to the
partial provision basis used in the past. The Group has not opted
for early adoption,

Net assets

Net assets for the period increased by £7.0m to £67.4m (2000
£60.4m). This represents an increase of 11.56%. The net asset value
per share at the halance sheet date of 224p (2000: 202p) represents
an increase of 10.9%.

In accordance with our stated policy of revaluing our whole portfolic
at least every five years, ATIS Real Weatheralls were retained to
revalue the Hinckley and Reading properties at the end of the year.
This hias resulted in a surplus 1o the current re-valued amount of
£3.7m which has been taken to the revaluation reserve.

The Directors, having reviewed the book values of the remaining
portfolio, do not consider that there has been any permanent
diminution in the value of its property investments.

Cash flow, interest and gearing
Net cash flow from operations was £10.1m {2000: £8.5m),
an increase of £1.6rm or 18.8%.

During what has been a difficult year for the Group the operating
activities have still managed to generate significant levels of net
income. This in the main has been used Lo repay borrowings and
service owr finance, further invest in our product and return cash
to shareholders through increased dividend payments.
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Financial Review continued

Operating cash flow
£m

Owr investment in Tweed of £5.4m was financed through £4.0m
of bank borrowings drawn against the available headroom within
our revolving credit facility and £.1.4m of cash generated through
operating activities. The Group continues to have adequate
headrocm within its banking facilities.

Interest charges from owned assets during the period rose to £3.3m
{2000: £2.9m), an increase of 13.8%. This was due to the Group
paying interest for the full year in 2007 on the borrowings taken out
in mid 2000 to finance the Andrew Weir and Birchin acquisitions.

Interest cover based on operating profit before excepticnal items
and depreciation rose to 3.4x (2000: 3.3x). This tevel of interest
caver comlortatly meets the covenants imposed by the bank.

'he Group regularly monitors its banking covenants and reports its
complance to its principal bankers on a quarterly basis. There were
no actual or potential breaches of covenants throughout the period
under review. Furthermore there are no expected or potential
breaches foreseeable in the future.

Gearing at the balance sheet date was 73.5% (2000: 80.8%), a
decrease of 9.0%. This improvement resulted from repayments
of debt during the year, the increase in retained earnings and lhe
re-valuation of certain of the Group’s assets. Despite the cash
generative nature of our business and the significant repayments

of debt made during the year, net debt at £49.5m (2000: £48.9m)
is similar to the previous year, This is in the main due to the
mvestment of £5.4m into the joint ventura with Bank of Scotland.

Finance and funding

The Group's funding arrangements consist of a seven-year term
loan of £19.3m, a seven-year revolving credit facility of £30.0m
and a working capital facility of £2.0m. The Group currently has
drawn £47.6m of the total banking facilities avaitable 10 it.

The term loan and revolving credit facility carry interest based

on a ratchet mechanism whereby interest payable is directly linked
to the Group's achieved interest cover. The margin appficable for
the year 2002 will be 1.4% above LIBOR for any drawn amounts
and 0.25% for any un-drawn amounts.

Gearing
%

interest rates are currently at a 40-year fow: for this reason the
Group decided 1o fix a large portion of its debt in order to protect
itself from any future interest rate fluctuations. The Group fixed its
entire term lcan on an amortising basis at a swap rate of 5.28 %
and 50.0% of its revolving credit facility at 5.33%. The Board
believes that the certainty that these transactions provide in terms
of cost of financing will enabie the Group to accurately forecast
future financing costs. The Group currently has 75.8% of its
drawn banking facilities hedged.

The Group’s financial instruments comprise borrowings, cash and
various items such as trade debtors, trade creditors, accruals and
prepayments that arise from its operations. The Group finances its
operations by a mixture of equity capital, retained profit, loan notes
and bank borrowings. The principal risks arising from the Group’s
firnancial nstruments are interest rate risk and liquidity risk.

The Group's treasury activities are governed by policies and
procedures approved by the Board of Directors. It is not the policy
of the Group to enter into speculative transactions. The utilisation
and availability of funding is monitored on a reqular basis in order
to meet the short and medium term requirements of the Group.

New accounting standards
The accounts have been prepared using all new applicable
accounting standards, including FRS 18, Accounting Policies.

The Group does not operate any defined benelit pension schemes
s Not required to make any new disclosures in respect of FRS
etirement Benefits.

f




Directors and Advisers

1 Peter G Eyles

Executive Chairman

Aged 55, has been Executive Chairman of the
Group since he formed it in 1995. Prior to that
he was Chairman of Pavilion Leisure PLC, Chief
Executive of Norfolk Capral PLC and Chairman
and Chief Executive of several private comparies
involved in property and marketing activities.

2 Peter ) Taylor

Managing Director

Aged 55, previously with the Coptharne Group,
becoming their joint Chief Executive in 1987 ang
serving as Chief Executive from 1993-1995.
Subsequently he was UK Regional Director for
Millennium & Copthorne Hotels PLC.

3 Michael E Jourdain

Projects and Adrministration Director

Aged 37, previously Senior Commercial
Developrent Manager for United Hotels Group
and United Care Group.

Registered Office and
Head Office

Hanover House
Wolvers Home Farm

Ironsbottom
Sidiow Registrars
Reigate Capita IRG

Surrey RH2 8QG

Auditors

KPMG Audit Plc

8 Salisbury Square
London EC4Y 8BB

Bourne House

34 Beckenham Road
Beckenham

Kent BR3 4TU
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4 Anthony B Kelly

Greup Finance Director

and Company Secretary

Aged 35, Tony is a Chartered Management
Accountant and before joining the Group held
various senior positions within the private hotel
and leisure sector.

5 Robin Privett

Senior Non-Executive Director

loint Deputy Chairman

Aged 61. Solicitor. formerly partner in Herbert
Smith, Chairman Lec Refrigeration PLC, He is
Chairman of the Audit Committee and a
member of the Remuneration Committee,

6 Bernard Clow

Non-Executive Director

Joint Deputy Chairman

Aged B0, joined the Board in May 1999 and was
appointed a Deputy Chairman in September
1899. Formerly a partner at KPMG, he is a
member of the Rermuneration Committee and
the Audit Committee,

Solicitors

Narton Rose
Kempson House
Camomile Street
London EC3A 7AN

Financial Advisers
NM Rothschitd & Sons
Newcourt

St Swithin's Lane
London ECAP 4DU

7 Billy Whitbread

Non-Fxecutive Director

Aged B0, Consuliant to Taverners Trust PLC. an
investmant trust managed by Aberdeen Asset
Managers Limited. Previous positions include
Director and lnvestrent Manager of The
Whitbread Investrment Company PLC and
Managing Director of Thomas Wethered and
Sons Limited, a subsidiary of Whitbread PLC.
He is Chairman of the Remuneration Committee
and a member of the Audit Committes.

Jaint Stockbrokers

Investec Henderson Crosthwaite
2 Gresham Street

London EC2V 7QP

&

Seymour Pierce

28/30 Cornhill

London EC3V 3NF




"Of the Group's 1,139 employees approximately
449 have become shareholders through the

application of the SAYE, PSS and Executive
Share Option Scheme.”

Phillip Dunn, Butler
Hanover International Hotel
and Club, Hinckley




Annua report and accounts 2001

Directors’ Report

Report of the Directors
The Directors present their report and the audited Accounts for
the year ended 31 December 2001,

Principal activity

The principal activity of the Group is the acquisition, management
and development of hotels and training and conference centres of
a four-star quality. Details of the Group's activities during the year
and an operating and financial review of the Group's business are
set out on pages 9 to 14.

The subsidiary and joint venture undertakings principally affecting
the profits or net assets of the Group during the year are listed in
Note 14 1o the Accounts.

Business review

The Group continues to target conference and training business

as ils core business due ta its contracted nature and the visibility

it gives in terms of advance reservations. The Group is committed
to expanding its product offering and continues to seek aut
opportunities, which meet its stringent acquisition criteria. During
the year the Group expanded its portfolic by entering into a joint
venture with Bank of Scotland to acquire four-star hotels and
training and conference centres. Furthermare the Group continued
its policy of profitably disposing of its non-core assets.

The Directors believe that the Group will continue (o trade profitably.

Results and dividends

The Group earned an operating profit, including its share of joint
ventures of £9.7m (2000: £7.1m}); retained earnings for the year
were £3.2m (2000: £3.6m).

A final dividend of 1.8p per share (2000: 1.25p per sharg) is
proposed, which if approved, will be paid to sharehclders on the
register as at 22 March 2002, Shareholders will be given the
opportunity to take this dividend in Ordinary Shares.

Directors
The Directors of the Company who served during the year, were
as follows:

Executive Directors Nan-Fxecutive Directors

P G Eyles B ] Clow

P ] Taylor R C Priveut

M E Jourdain H W Whitbread
A B Kelly

In accordance with the Company's Articles of Association

Mr Privett and Mr Eyles will be offering themselves for re-election
as Dircctors at the Annuat General Meeting of the Company.
Details of the service contracts of the Directors are contained in
the Remurneraticn Report on page 22.

Share capital

The authorised share capital of the Cormpany, together with the
number of shares allotted, called up and fully paid are as set out
in Note 22 to the Accounts.

Substantial interests in the shares of the Company

As of 13 March 2002 the latest practicabie date prior to the printing
of this report, the Company has been notified of the following
substantial interests (representing 3% or more) in the Ordinary
Shares of the Company:

Number of  Percentage of

Issued Ordinary Ordinary

Nominee Shares  Share Capital
Andrew Weir & Company Limited 5,899,285 19.58
Montanaro UK Smaller Companies 1,721,622 51
Montanaro UK Special Situations Fund 955,458 317
2,677,080 8.88

Friends vory & Sime 1,969,289 6.54
Fidelity Recovery Trust Limited 430,858 1.43
Fidelity Internationat Limited 1,000,000 3.32
Fidelity Smaller Companies 403,600 .34
1,834,558 6.09

Invesco Perpetual 981,985 3.26
Venaglass Limited 941,942 3.13
Axa Insurance UK PLC 907,415 3.0

Directors’ interests
The Directors’ beneficial, including family, interests in the Ordinary
Shares of the Company are sel out below:

31 December 2001 1 January 2001

P G Eyles 298,143 282,918
P} Taylor 24,585 23,651
M E Jourdain 21,586 15,673
A B Kelly 16,388 9,946
R | C Privett 25,502 25,393
H W Whitbread 62,007 61,562
B 1 Clow 30,538 29.677

On 10 January 2002, prior to the Company entering a close
period. Mr P Lyles purchased 10,000 Ordinary Shares of the
Company making his total beneficial holding 308,143.

Details of Directors’ options over Ordinary Shares are set out
in Note 23.
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Directors’ Report continued

Employment incentives

To encourage the Group's stalf and enable them 1o benefit from
tne Group's profitatility and staus as a puniic Company, the Group
operates a SAYE Share Option Scheme {SAYE Scheme') and

a Profit Share Sharing Scheme (PSS Scheme’}.

The SAYE Scheme enables employees 1o enter into a three-year
savings contract at a 20% discount to the market price of the
shares at the time of the invitation to join the scheme. Since its
adoption the Company has made three offerings to employees
under the SAYE Scheme. The Company made no offerings during
the year under review.

The PSS Scheme currently holds 280,187 Ordinary Shares as a
fixed asset investment as set out in Note 15, In accordance with
the rules of this scheme invitations were issued to eligible
employees ta accept as a git 173,148 Ordinary Shares of the
Company. Once awarded these shares vest uncondilionally to the
participants of the scheme. Under the rules of the PSS Scheme the
participants may not sell or transfer these shares for a period of two
years. Between two and three years the shares may be sold but
may be subject to income tax. Alter three years the shares may

be sold free of any income tax liability.

In addition to the above schemes, there are also Approved and
Unapproved Discretionary Execttive Share Option Schemes.
Details of options granted under these schemes are set out in
Note 23 to the Accounts.

At 31 Decemper 2001, 353,750 shares were held within the
Hanover international Employee Trust which will be used to satisfy
options granted to Directors and eligible senior employees.

Employees

The Group recognises the important role all employees play in
meeting the needs of cur customers on which our success is
based. The Group has geveloped formal and informa systems of
communication with its employees. especially in relation to monthly
and accumulated financial results, in order to support and develop
tne contribution that each employee makes 10 the business.

The Group's empioyment policies respect the individual and offer
career opportunities regardless of gender, race or religion. It is the
Group’s policy to give fair consideration (o applications for
employment received from disabled persons and 1o ensure
continued employment, training and development, where possible,
of employees who are; or become, temporarily or permanently
disabled according to their skills and capabilities.

Properties
Note 12 to the Accounts gives details of the cost and valuations
of the Group's operating properties as at the balance sheet date.

Environmental policy

Recognising that the protection of the environment is one of the
grestest challenges of our generation, Hanover Defieves thet it has
an important role to play in protecting and enhancing the
environment for future generations, Hanover is committed to
conserving natural rescurces and energy within its hotels, whilst
safequarding safety standards and ensuring gquest satisfaction. The
Group will minimise and manage waste production in order to
reduce its negative impact on the environment, develop awareneass
of environmental issues, both internally and externally, through a
variety of education and training mnitiatives and take environmentally
heneficial criteria into consideration when selecting products

and materials,

Charitable donations

During the pericd, the Group made charitable donations totalling
£3.061 (2000: £1,362). There were no political contributions
made by the Group in the year {2000: £Nil).

Supplier payments policy

It is Group policy to deveiop long-term relationships with its
suppliers including agreeing payment practices with each of them.
The Group does not follow a universal code or standard on
payment practices but payments to suppliers are expected to be
made on terms of trade consistent with the above policy, provided
each supplier complies with all relevant terms and conditions. The
number of days credit provided by suppliers to the Group at the
year end was 50 days {2000: 58 days). The parent company had
trade creditors totalling £6,159 {2000: £Nil) on 31 December,

Auditors

The auditors of the Company, KPMG Audit Ple, have indicated
their willingness to continue in office, and a resolution proposing
their re-appointment will be put to the Annual General Meeting.

Annual General Meeting
The Notice of the Company's Annual General Meeting is set out
in the document distributed with these Accounts.

Set out below & an explanation of the resclulions 10 be proposed
as special business at that Annual General Meeting:

Resolution & is the usual resolution to give Directors authority to
allct shares. It covers a nominal amount of £2,914,725, which
represents about 38.7% of the present issued share capital. Some
5.7% of this covers shares reserved for the exercise of options,
and the remaining 33.0% is a general authority. This authority will
last until the next Annual General Meeting or for a maximum cf
{iitean months. This practice is consistent, with investar pratection
guidefmes and gives the Company uselul flexibility. The Directors
have no present intention of making any material issue of shares
without first seeking shareholder approval.




Annual report and accounts 2001

Resolution 7 is likewise in accordance with usual practice. It will
disapply the statutory pre-emption rights over shares [0 be issued
for cash in relation Lo (a) rights issues of open offers made on
normal terms (b) the Company's share options schemes and (c)
limited cash placings of shares up to about 5% of the present
issued share capitai. This authority will also last until the next Annuat
General Mesting, or up to fifteen months,

Resolution 8 will aliow the Company to renew the power to offer
share dividend alternatives for any financial period ending prior to
the date of the Annual General Meeting to be held in 2007,

Resolution 9 will allow the Company to repurchase up to
4,516,428 Crdinary Shares in the market (about 14.99% of the
present issued ordinary share capital). The conditions applicabie to
any purchase are substantially the same as in previous years and are
in accordance with market practice.

The Company's Executive Share Option Schemes both contain a
limit on the total number of shares which may be issued under
executive options, which is set at 5% of the Company's issued
share capital. Resolutions 10 and 17 will allow the Directors o
amend this limit to 10% in the Company's Unapproved and
Approved Executive Share Option Schemes respectively.

Resolutions 12 and 13 will ailow the Directors to amend the
Company’s Unaporoved and Approved Executive Share Opticn
Schemes respectively 1o enable executives of the Company’s joint
venture with Bank of Scotland, Tweed Investments Limited, or any
of its subsidiaries, 10 be granted options under each scheme.

Resolution 14 will allow the Directors to introduce the Hanover
International PLC Share Incentive Plan (the "SIP'). The SIP is being
introduced to replace the Company’s existing Profit Share Scheme,
which cannot be operated after December 2002, and witl be an
Inland Revenue approved plan which will enable the Groug's
Executive Directors and employees (o establish a shareholding

in the Company on tax-favourable terms for both the Company
nd participants.

Approved by the Board of Directors and signed on its behalf by

13 March#2002

Statement of Directors’ Responsibilities

Company law requires the Directors to prepare Accounts for each
financial year which give a true and fair view of the state of affairs of
the Company and the Group and of the profit or loss for that

period. In preparing those Accounts, the Directors are reguired to:

* select sbitable accounting policies and then apply
them consisterntly

make judgements and estimales that are reasonable
and prudent

+ slate whether gpplicable accounting standards have been
followed subject to any material departures disclosed and
explained in Lhe Accounts

+ prepare the financial statements on the going concern basis
unless it is inappropriate 10 presume that the Group wil
continue in business.

The Directars are responsitle for keeping proper accounting
records which disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that
the Accounts comply with the Companies Act 1985. They nave a
general responsibility for taking such steps as are reasonably open
to them to safeguard the assets of the Group and to prevent and
detect fraud and other irregularities.

w0 "
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Corporate Governance

The Combined Code

The Company is committed to the principles of good
governance. This statement explains how the Board has applied
and adopted the principles set out in the Combined Code which
is appended to the Listing Rules of the Financial Services Authority
and for which the Beard is accountable to shareholders.

Respansibilities of the Board and Corporate Governance
It is the resporsibility of the Board of Directors to exercise the

powers conferred Upcn them in the best interests of the Company.

I he interests of the Company include not only the interests of
present and future shareholders, but also take account of the
interests of customers and suppfliers and the interests of the
community generally. Harover believes in the importance of
effective governance and in the need to focus on good disciplines,
performance measurement and accountagility. The belief in the
imporlance of effective corparate governance is, however,
balanced by an appreciation of the practicaiities of managing and
growing a relatively small business within the constraints of finite
resources, particuiarly manpower and funds.

Board composition

The Hanover Board currently comprises an Executive Chairman,
two Independent Non-Executive Deputy Chairmen, one of whom
is the senior Non-Executive Director, Managing Cirector, Group
Finance Director, Projects and Administration Director and a third
independent Non-Executive Director. A brief biography of each
member of the Board is set out on page 15. The Board reviews,
on a regular basis, its composition in the context of the size of
activities and strategy of the Group. Such reviews consider the
diversity of experience of skills across the Board members, and air
to ensure that an appropriate balance is maintained in terms of
experience and also the mix of Executive and independent Non-
Executive Directors. New appointments to the Board are nat
subject to a formal nominations comimitteg review but are
considered by the whole Board.

Having regard 1o the current size of the Group's activitics, the
Board considers that it is in the best interests of the Group that
Mr P Eyles should maintain the position of Executive Chairman,
which combines the roles of Chairman and Chief Executive. The
Group Managing Director, Mr P Taylor, is responsible: 1o the: Board
for the day-to-day operationat running of the Group.

At each Annual General Meeting of the Company one-third of the
Directors who are subject to retirement by rotation retre from
office or, if their number is not three or a multiple of three, the
number nearest 10 but not exceeding cne-third retire. This is in
compliance with the Code for each Director to retire by rotation
every three years.

Al Directors have access to the advice and services of the
Company Secretary who is responsible to the Board for ensuring
the Board procedures are followed and that applicable rules and
regulations are complied with. There are also procedures in place
for the Directors, in the furtherance of their duties, to take
independent professicnal advice if necessary at the

Company's expense.
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Independent Non-Executive Directors

The Non-Exccutive Directors have a particular responsibility to
ensure thal the strategies proposed by the Executive Directors are
fully discussed and assessed with reference o the overall
responsibility of the Board to the Company. The Board therefore
befieves that the independence of Non-Executve Directors is of
prime importance. The Board considers all of the Non-Executive
Directors to be independent.

Board meetings

The Board meets al least six times per annum on a bi-monthly
basis, setting and ensuring the implementation of business strategy
and all major matters of policy, reviewing the actual results to date
together with the current year forecasts and discussing the ongoing
srategy of the Group. To enabie the Beard to do this, all Directors
have full and timely access to all relevant informaticn.

All major decisions affecting the Group are made by the Board,
which at this stage of the Group's development, does nol wish to
limit, the matters it considers.

The joint venture board consists of two Executive Directors of the
Company and two Directors appointed by Bank of Scotland. A
Nen-Executive Director of the Company attends by rotation at
least two of the four quarterly board meetings held each year. The
Hanover Board is informed and approves all matiers arising that
may materially affect the Group,

The Committees

The Remuneration Committee
Detaits of this Committee are set out in the Remuneration Report
on page 22.

Audit Committee
The Audit Committee is chaired by Mr R Privett. The Committee
consists wholly of Non-Executive Directors.

Tre Board has agreed terms of reference for the Audit Committee
and, additionally, the Committee decides upon a list of matters it
wishes to consider. The Committee is free at all tmes 1o consult
directly with the Group's internal and external advisers, including
the external statutory auditors, concerning any matter within

its remit.

The Committee meets at least twice yearly, reporting to the Beard
at each following Board meeting. At its meetings. the Audit
Committee reviews the Group's internal cantrols, accounting
policies and financial reporting and discusses with the stattory
auditors the results of their annual audit and interim review of the
Group accounts.

Compliance with Code Provisions
During the period under review there were no areas of
non-comptiance with the Code Provisions,
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Internal financial controls and internal controis

The Combined Code introduced a requirement that the Directors
are responsible for reviewing the effectiveness of the Group's
system of internal controls. This requirement extends the
Directors’ review to cover all controls including operational
compliance and risk management as well as financial.

There is an ongoing process for identifying, evaluating and
managing the significant risks faced by the Company, which has
been in place for the year under review and up to the approval
of the Annual Report & Accounts and is regularly reviewed by
the Board,

Financial controls

The Directors are responsible for the Group's system of internal
financial controls and, as in previous years, the Board and the Audit
Committee have reviewed the effectiveness of such controls during
the year. In reviewing the internal financial controls, the need to
avoi unreasonable adniinistrative burdens, which would constraim
the Group's ability to make profits, 15 taken into account. Accordingly,
the Group's system of internal financial control is designed to
provide reasonable (although not absolute) assurance against
material mis-statement or |oss. [t should also be appreciated that
internal financial controls are vuinerable to being circumvented.

The Directors and the Audit Committee keep the nature and
quality of internal financial controls under review. During the year
under review the Group has operated an internal audit department.
The Directors and the Audit Committee consider that the growth
and development of the Group warrants the continuation of this
policy. The Internal Auditor is responsible to the Chairman of the
Audit Committee and has free and unfettered access to the
externaf auditers if reguired.

A rolling programme of internal reviews, including financial, business
and operational risks is in place to cover all aspects of the
environment in which the Group operates.

Other controls
Set out below are key internal control procedures adopted by
the Company:

Analytica! study and review procedures

Detaited 12-month budgets are set twice per year. Actual
performance against thermn is measured and evaluated as well as
against performance of the previous year. in addition, comparisons
of performance criteria are made with published statistics for the
industry. The Board keeps actual performance and full-year
forecasts under regular review.

Proper division of duties and responsibilities

The Board has put in place & clearly-defined crganisational
structure specifying reporting lines and the separation of duties
and responsibilities in @ manner designed to promote internal
verffication of the work of one person by that of another.

Formal procedures

The daily operatians of the Group and its personnet are designed
to ensure that commitments are only made within formally defined
limits of authority and that all transactions are recorded accurately,
an a timely basis gnd submitted to proper review and approval
procedures. As a principal toot, a detailed management manual was
first introduced in 1996: since that time this manual has been
continuously updated and developed.

Communications

Communicaticn with shareholders is given a mgh priority. In
addition to the full annual accounts and half year report there is
regular dialogue with institutional sharehotders as well as general
presentations after the full and hall year results. There is also an
oppertunity for shareholders to question the Executive Chairtman
and the Chairmen of the Audit and Remuneration Committees
at the Annual General Meeting.

Going concern

After making enquiries, the Directors have a regsonable expectation
that the Group has adequate resources ta continue in operational
existence for the foreseeable future. For this reason, they continue
1o adopt the going concern basis when preparing the accounts.
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Remuneration Report

The three independent Non-Executive Directors comprise the
Remuneration Committee of Hanover International PLC under the
Chairmanship of Mr H W Whitbread. The Committee deals with
all aspects of Executive Directors’ remuneration and incentives,

Remuneration Policy

The Remuneration Committee is responsible, cn behalf of

the Board, for the policy for Executive Directors’ remuneration,
the: granting of options to the Directors under the Company's
share option schemes and for the setting of performance targets.
The current remuneration palicy for Executive Directors has been

designed o roward competitively, relative to other similar comparnies,

S0 s te attract and retain executives of the appropriate calibre and
experience who are expected to perform at the highest levels.

The remuneration arrangements for Executive Directors include a
basic salary and benefits. Mr P Eyles’ contract with the Company is
in his capacity as Executive Chairman and as such he is entitled to
an annual cammission which since the formation of Hanover has
been based upon the growth in the Company’s earnings per share
for the year. In addition, the Executive Directors are entitled to an
annual bonus payment at the discretion of the Remuneration
Committee. There is no long-term incentive scheme in operation.

The Remuneration Committee considers that commission
entittements form an integral part of Mr P Eyles’ remuneration
package and are therefore pensionable.

Service contracts

The notice period for all Exacutive Directors is one year or less.
Mr P Eyles has a service contract which is terminable by the
Compeny giving not less than 12 maonths’ notice. Mr P Taylor,

Mr M leurdain and Mr A Kelly have service contracts which are
terminable by the Company giving not less than six months’ notice:

this notice period increases to 12 months in the case of termination

arising as a result of an offer, or a contemplated offer for the shares
of the Company.

Non-Executive Directors’ remuneration

The fees of the Non-Executive Directors are determined by the
Board having regard to the commitment of time required from
each Non-Executive Director and the level of fees in other
Similar companes.

Pensions

The Company has established defined contribution pension
schemes for the Executive Directors. Contributions pased upon
salary and commission payments are payable for Mr P Eyles,
Contributions based upon salary are payable for Mr P Tayior,
Mr M Jourdain and Mr A Kelly

Remuneration and benefits
Details of Directors’ remuneration and benefits for the year are set
oLt in Note 4 to the Accounts.

Directors’ interests

Details of Directors’ beneficial, including family, interests in the
Ordinary Share capital and options of the Company are set out
in the Directors” Report and Note 23 to the Accounts.
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Report of the Auditors on the Accounts

Independent Auditors’ Report to the members
of Hanover International PLC
We have audited the financial statements on pages 24 to 43.

Respective responsibilities of Directors and Auditors

The Directors are responsible for preparing the Annual Report.

As described on page 19 this includes the responsibility for
preparing the financial statements in accordance with applicable
United Kingdom law and accounting standards. Our responsibilities
as independent auditors, are established in the United Kingdom

by statute, the Auditing Practices Board, the Listing Rules of

the Financial Services Authority, and by our profession’s

ethical guidance.

We report to you our opinion as Lo whether the financial
statements give a true and fair view and are properly prepared in
accordance with the Companies Act 1985. We also report to you
i, in our opinion, the Directors’ Report is not consistent with the
financiai staternents, if the Comypany has not kept proper accounting
records, if we have not received all the information and explanations
we require for our audit, or i information specified by law or the
Listing Rules regarding Directors’ remuneration and transactions
with the Group is not disclosed.

We review whether the statement on pages 20 1o 21 reflects the
Company's compliance with the seven provisions of the Combined
Code specified for our review by the Listing Rules, and we report if
it does not. We are not required to consider whether the Board's
staternent on internal contrels covers all risks or controls, or form
an opinion on the effectiveness of the Group's corporate
governance procedures or its internal control procedures.

We read the other information contained in the Annual Report,
including the corporate governance statement, and consider
whether if is consisient with the audited financial statements. We
consider the implications for cur report if we become aware of
any apparent misstatements or material incansistencies with the
financial statements.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards
issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to the amounts
and disclosures n the financial statements. It also includes an
assessment of the significant estimates and judgements made by
the Directors in the preparation of the financial statements and of
whether the accounting policies are appropriate to the Group's
circumstances consistently applied and adequatcly disclosed.

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

in order to provide us with sufficient evidence to give reascnable
assurance that the financial statements are free from material
misstatement, whether caused by fraud or other irreqularity

or error. In forming our opinion we also evatuated the

overall adequacy of the presentation of information in the
financial statements.

Opinion

In our opinion the financial statements give a true and fair view
of the state of affairs of the Company and the Group as at

31 December 2001 and of the profit of the Group for the year
then ended and have been properly prepared in accordance with
the Companies Act 1985.

Wudte thsd /L

KPMG Audit Plc
Chartered Accountants
Registered Auditor

8 Salisbury Square
London EC4Y BBB

13 March 2002
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Consolidated Profit and Loss Account

Year Ended Year Ended
31 December 31 December
2001 2000
Notes £000 £000
Turnever
Continuing operations: group and share of joint venture 43,816 30,847
Less: share of joint venlure's turnover (5,419) -
Group turnover 38,397 30.847
Cost of sales (14,406) (11,607)
Gross profit 23,991 19,240
Administrative expenses
- Before exceptional costs (15,448) (11,668)
- Exceptional costs & (340) (452)
(15,788) (12.120)
Operating profit
- Continuing operations 8,543 1,572
- Exceptional costs - continuing operations 6 (340) {452)
Group operating profit 8,203 1120
- Share of operating profit in joint venture 1,454 -
9,657 1120
Profit on the sale of fixed assets 6 89 811
Profit on ordinary activities before interest & tax 9,746 1,931
Met interest payable and similar charges
- Group 7 {3.271) {2.886)
- Joint venture 7 (1,614) -
(4,885) (2.886)
Profit on ordinary activities before tax
- Before exceptional items and joint venture 5,272 4,686
- Exceptional items 6 (251) 359
Group profit on ordinary activities before tax 5,021 5,045
- Share of loss on joint venture (160) -
4,861 5.045
Tax on profit on ordinary activities 8 {803) (757)
Profit on ordinary activities after tax 4,058 4,288
Dividends paid and proposed 9 (894) (704)
Retained profit 24 3,164 3,584
Basic earnings per share
Including exceptional items I 13.8p 17.7p
Excluding exceptional items m 14.5p 16.5p
Diluted earnings per share
Including exceptional items 1 13.8p 17.7p
Excluding exceptional items 1 14.5p 16.4p
Dividends per share 9 30p 2.25p
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Group Company
As at As al As at As at
31 December 31 December 31 December 31 December
2001 2000 2001 2000
MNotes EQO0 £000 £000 £000
Fixed assets
Tangible assets 12 113,943 111,704 64 65
Investments 14 - - 36,364 35,639
Interest in joint venture
Share of gross assets 14 27,202 - -
Share of gross tiabilities 14 {26,636) - -
566 ] -
Loan 10 joint venture 14 4,650 - 4,650 -
Investment in own shares 15 567 351 567 351
119,726 112,055 41,645 36,055
Current assets
Stocks 16 478 420 - -
Debtors 17 4,338 4,482 47,361 53,756
Cash at bank and in hand 795 2,197 22 15
5,611 7.099 47,383 537N
Creditors: amounts falling due within one year
Creditors 18 (5.220) (5,991) (2,036) {2.100)
Loans and borrowings 19 {2,750) (2.270) {2,750) {2.250)
(7,970) {8.261) (4,786) {4.350)
Net current assets/{liabilities} (2,359) (1.162) 42,597 43,421
Total assets less current liabilities 117,367 110,893 84,242 85,476
Creditors: amounts falling due after more than one year
Loans and borrowings 19 (47,550) {48.802) (47,550) (48,800}
Provisions for liabililies and charges 21 (2,446) (1,643) - -
Net assets 67,3711 60,448 36,692 36,676
Equity - capital and reserves
Calied up share capital
- Ordinary Shares 22 7,532 7,498 7,532 7,498
Share premium account 24 20,823 20,780 20,823 20,780
Revaluation reserve 24 19,074 15,392 - -
Merger reserve 24 7,261 7,261 7,261 7,261
ithANgd 1058 account 24 12,681 9517 1,076 1137
Shafenotders/fugds /| n 67,371 60,448 36,692 16,676

roved byfthe Board on 1

-J—PEEr G. EyTes : J

ch 2002 nd signedlon its behalf by:
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Consolidated Cash Flow Statement

Year Ended Year Ended
31 December 31 December
2001 2000
Notes £000 £000
Reconciliation of operating profit to net operating cash flows
Operating profit 8,203 7120
Depreciation of tangible fixed assets 3 2,714 1.898
Amortisation of profit share shares 15 80 -
Inerease in stock (58) {111
Decrease/(incresse) in debtors 74 (992)
(Decrease)/increase in creditors (892) 564
Net cash inflow from operating activities 10,121 8,479
Cashflow statement
Net cash inflow from operating activities 10,121 8,479
Returns on investment & servicing of finance 25 {3,103} {3.059)
Capital expenditure & financial investment 25 (8,775) (2.947)
Acquisitions & disposals 25 1,777 (36,641)
Equity dividends paid {614) (508)
Net cash outflow before financing (594) {34,676)
Financing 25 (808) 35,51
Net (decrease)fincrease in cash (1,402) 895
Reconciliation of net cash flow to movement in net debt
{Dacrease)fincrease in cash in the period (1,402) 895
Cash outflow/(inflow) from movement in debt & lease financing 772 {30,145)
Change in net debt resuiting fram cash flows (630) (29,250)
Loan note - {2,750
Increase in net debt (630) (32.000)
Net debt as at 1 January (48,875) (16,875)
Net debt as at 31 December 26 {49,505) (48,875)
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Consolidated Statement of Total Recognised Gains and Losses

Year Ended Year Ended
31 December 31 Decernber
2001 2000
Notes £000 FOC0
Prcfit for the financial period 4,058 4,288
Unrealised surplus on revalustion of properties 24 3,682 -
Prior year adjustments in 2000 - (422)
Total recogrised gains and losses for the period 1,740 3.866
Reconciliation of Movement on Shareholders’ Funds
Year Ended Year Ended
31 December 31 December
2001 2000
Motes £000 £000
Profit for the financial period 4,058 4288
Dividends 9 (894) (704)
3,164 3,584
Other recognised gains and losses relating to the year 3,682 -
New share capital subscribed - net of costs 77 13,486
Net increase in shareholders’ funds 6,923 17.070
Opening sharenolders’ funds 60,448 43,378
Closing shareholders” funds 67,371 60,448
Net Assets per share 224p 202p
Note of Historical Cost Profits and Losses
Year Ended ‘Year Ended
31 December 31 December
20 ()
£000 £000
Profit on ordinary activities before tax 4,861 5,045
Difference between historical cost depreciation charge and the
actual depreciation charge on the revalued amount 93 93
Historical cost profit on ordinary activitics before tax 4,954 5138
Historical cost profit for the year retained after tax and dividends 3,257 3677
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Notes to the Accounts

1. Statement of accounting policies
The Company has adopted the following accounting policies. which have been applied consistently, in dealing with iterns which are
considered to be material in relation (o these Accounts.

Basis of preparation
The Accounts are prepared under the historical cost convention as modified by the revaluation of certain land and buiidings and in
accordance with the provisions of the Companies Act 1985 and with applicable accounting standards.

Basis of consolidation

The Group accounts consolidate the sccounts of Hanover International PLC and its subsidiary undertakings, all of which are made up to
31 December 2001, The joint venture is included in the Accouris in accordance with FRS 9, Assaciates and Joint Ventures. There are no
associated undertakings.

The acquisition method of accounting has been adopted whereby the results of subsidiary undertakings acquired or disposed of in the
period are included in the consolidated profit and loss account from the date of acquisition or up to the date of disposal, such date being
the date on which control passes.

in the Company's Accounts, investments in subsidiary undertakings are stated at cost less any provision for impairment. Dividends received
and receivable are credited to the Company's profit and 10ss account to the extent that they represent a realised profit for the Company.

In accordance with Section 230 (4) of the Companies Act 1885, the Company is exempt from the requirement to present its own profit
and loss account. The amount of the profit for the financial year dealt with in the accounts of the Group is disclosed in Note 10 to
these Accounts.

Turnover
Turnover represents amounts, exclucing VAT, derived from the provision of goods and services to third party customers during the period,

Fixed assets and depreciation
Land and buildings are stated at cost or subsequent valuation less depreciation, Other fixed assets are shown at cost less depreciation.

It is Group policy to revalue properties cn a rolling basis with each hotel being valued by an external valuer at least every five years,
Where it is believed a material change in value has cccurred, an interim valuation is carried out. All assets with an estimated useful
economic life of greater than 50 years are subject to an impairment review in the intervening years.

Depreciation is provided to write down the cost to the estimated residual value by equal instalments over their estimated usefui economic
lives as follows:

Buildings core 80 years
Buildings surfaces 25 years
Leasenold land and buildings Life of the lease
Furniture, fixtures and fittings 5 to 8 years
Computer and other office equipment 5 years

Motor vehicles 4 years

Freehoid land is not depreciated.

Taxation

The taxation charge is based upon the profit for the year and takes into account taxation deferred because of timing differences betwecn
the treatment of certain items for taxation and accounting purposes. Provision lor deferred taxation is only made to the extent that it is
probable that a taxation liability will crystallise in the foreseeable future.

Stocks
Stocks, which consist of goods purchased for resale and consurnption, are stated at the lower of cost and net realisatle value.
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Notes to the Accounts continued

1. Statement of accounting policies continued

Brand costs

The Group incurred expenditure on the initial fsunch and development of the Hanover International brand, These costs have not been
capitalised on the balance sheet; however the Group is aware that the benefits will be recognised cver a considerable fength of time.
Therefore, costs representing part of the external expenditure incurred in 1997 have been deferred and held within prepayments and are
being charged to the profit and loss account in equal instalments over the five years to April 2002, The balance deferred will be subject to
regular review with any impairment charged immediately to the profit and 1oss account.

Leases

Leases which entail the Group retatning all, or substantially all the risks and rewards of ownership are classified as finance leases. All other
leases are classified as operating leases. Assets obtained under finance leases are included in tangible fixed assets at cost and are
depreciated over their useful economic lives or the term of the lease, whichever is shorter. Future instaiments under such keases, net of
finance charges, are included within lcans. Rental payments are apportioned between the finance element, which is charged as interest 1o
the profit and loss account, and the capital element, which reduces the outstanding obligations for future instalments, so as to give a
constant rate of charge on the outstanding obligation.

Rental payments under operating leases are charged to the profit and loss account on a straight-line basis in arriving at operating profit.

Pensions
The Company operates defined contribution contributory and non-comtributory pension schemes in the UK. The costs of these schermnes
are charged to the profit and loss account in the year to which they relate.

2. Segmental information
ANl third-party incomes and costs are derived from the provision of accommodation and related services for hotel, training and conferencing
in the UK. Overhead costs relating to headguarters are included within administrative expenses. All assets are held in the UK.

3. Profit on ordinary activities before taxation
This is stated after charging:

2001 2000

£000 £000

Depreciation 2,714 1,898

Costs associated with a termination of an acquisition - 83

Compensation for loss of directorships including legal costs - 252
Rentals payabie under operating leases

Land and buiidings 134 76

Piant and machinery 392 227

The remuneration of the Group's auditors for the year ended 31 December 2001 for statutory audit work was £89,000 (2000: £89,000)
including £5,000 (2000: £5,000) for the Company. In addition £2,000 (2000: £478,000) was paid to the auditors and its associates for
non-audit work.,

4. Remuneration of Directors
lotal emcluments, as defined by the Companies Act, of the Directors who heid office during the year were £696,000 (2000: £840,000).

The emoluments of the highest paid Director were £255,000 (2000: £361,000).

Pension contributions of £70,000 (2000: £69,000) were charged in the Accounts in respect of the Directors, including £35,000
(2000: £51,000) in respect of the highest paid Director.

Further information concerning Directors’ shareholdings are contained in the Directors’ report. Details of Directors’ share options

are included in Note 23, Directors” emecluments during the year are set out below. These include all benefits (including any
nan-taxable benefis).




Annual teport and accounts 2001

Notes to the Accounts continued

4. Remuneration of Directors continued

Remuneration benefits

Executive Directors Non-Executive Directors
PGEyies P layior ME Jourdain ABKelly 'CRGaunt HW Whittread R C Privett B Clow
2001
ECOD
Salaries and lees 235 158 43 109 - 20 20 20
Benefits 20 12 8 1 - -
255 170 91 120 - 20 20 20
Pension coritribution 35 16 8 1 - - - -
2000
£000
Sataries and fees 216 86 74 83 30 15 15 15
Compensation for oss of office - - - - 36 - - -
Commission/
bonus ertillements 126 20 25 50 - -
342 106 99 133 65 15 15 15
Benefits 18 7 7 10 5 - - -
Gains on exercise of share options 1 - 1 - - - - -
361 113 107 143 1 15 15 15
Pension contribution 51 - 7 8 3 - - -

The above table shows the remuneranon for the pencd durag which the Directors nald office in the year.
The main benehts avalabie o Executve Directors consist of a company car. petrol, private medical insurance, permanent health msurance and e assurance
P | Taylor was apponted as a Director and C R Gaunt resigned as a Director of the Company on % June 2000,

5. Staff numbers and costs

The average nurnber of persons empioyed by the Group, including kxecutive Directors, during the year was 1,139 (2000: 904). Of the
persons employed, 814 [2000: 487) were full time and 525 (2000: 417) were part time. All employees were involved with the provision
of hotel and training and conference services.

The total payroll costs comprised the following:

2001 2000

£000 £000

Wages and salaries 11,537 G.282
Sacial security costs 780 541
Other pension costs 162 106
12,479 9,829
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Notes to the Accounts continued

6. Exceptional ltems

2001 2000
£000 £O00
Exceptional costs included within operating profit
Costs associated with acquired company reorgamsation - 452
Costs associated with a failed planning application 340 -
340 457
Exceptional items not included within operating profit
Profit on sale of fixed assets 89 811
89 a1
7. Interest
2001 2000
£000 £000
Interest payable and similar charges:
On bank loans and overdrafts (3,444) (2.962)
On loan note (146) {61}
On finance leases - 14
Group interest payable (3,590) {3.037)
Bank interest receivable and similar mcome 60 151
Interest receivable on loan to joint venture 259 -
Net Group interest payable 3.21) {2,886)
Share of joint venture's interest payable (1,614) -
(4,885) (2.886)
8. Taxation
2001 2000
£000 £000
Deferred tax 803 157

There is no current UK corporation tax charge in the year as a result of the availability of capital allowances and tax losses arising in certain
of the Company's subsidiary undertakings. Unutilised trading tax losses carried forward as at 31 December 2001 were approximately
£1.5m (2000: £1.8m).

The tax effect of the exceptional items arising in the year is £40,000.

9. Dividends

2001 2000

£000 £000

Interim of 1.2p (2000: 1.0p) per share - paid 352 329
Final of 7.8p {2000: 1.25p) per share - proposed/paid 542 375
894 704
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Notes to the Accounts continued

10. Company profit and loss account
fn accordance with the exemption granted under Section 230 (4) of the Companies Act 1985, a separate profit and loss account for the
Compary has not been presented. The Company's profit for the year before dividends was £833,000 (2000: £1,163,000).

11. Earnings per share

2001 2000
Basic & Dituted Basic & Diluted
£006 £000
Earnings attributable to basic and diluted earnings
{including exceptional iterns) 4,058 4,288
Less exceptional profit on sale of fixed assets {net of tax) (75) (689)
Add exceptional costs {net of tax) 286 385
Earnings excluding exceptional items 4,269 3,984
Add share cf loss on joint venture 160 -
Earnings excluding exceptional items and share of joint venture 4,429 3.984
Basic earnings per share;
Including exceptional items 13.8p 17.7p
Excluding exceptional iterns 14.5p 16.5p
Excluding exceptional tems and share of joint venture 15.1p 16.5p
Dituted earnings per share;
Including exceptional items 13.8p 17.7p
Excluding exceptional tems 14.5p 16.4p
Excluding exceptional items and share of joint venture 15.0p 16.4p

The earnings per share have been disclosed for pre and post exceptional tems (net of tax) and before joint venture activities to allow
a clesrer presentation of the Group's on going performance during the year.

Set out below is a reconciliation of the weighted average number of shares used in calculating basic earnings per share and that used
in calculating diluted earnings per share.

260 2000

Number Number

Weighted average number of shares used in calculating basic earnings per share 29,405,703 24,209,894
Incremental shares in respect of dilutive SAYE and Executive Share Option schemes 60,856 68.147
Weighted average number of shares used in calculating diluted earnings per share 29,466,559 24,278,041

In accordance with FRS 14, diluted earnings per share have been calculated on the assumption that dilutive outstanding opticns and
conversion rights were exercised from the beginning of the financial year or the date of issue i later,
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MNotes to the Accounts continued

12. Tangible fixed assets

Short
Freeholkd \easehglrd Furniture, Computer &
land & land & fixtures & other office Motor
buildings buildings fittings equipment vehicles Total
£QOO £G0C £000 £000 £EQ00 £000

Group
Cost or valuation
Au 1 January 2001 91,844 12.015 13.685 1,423 487 119,454
Revaluations 3.547 - - - - 3,547
Additions 927 99 1,238 1.432 57 3,754
Disposals {2,322} - 430 (21 189 (2.969)
At 31 December 2007 93,996 12,114 14,487 2.834 355 123.786
Depreciation
At 1 January 2001 822 215 5,920 545 248 7,750
Revaluations (135) - - - - (135)
Charge for the year 465 244 1.661 276 59 2715
Disposals (25) - {334) {(15) 113 (487)
At 31 Decermnber 2001 1127 459 7.247 806 204 9,843
Net book value at
31 December 2001 92,869 11,655 7,240 2,028 151 113,943
MNet book value at
31 December 2000 91,022 11,800 1,165 878 239 111,704
Company
Cost
AL 1 lanuary 2001 - - 9 - 89 78
Additions - - - - 17 17
Disposals - - - - -
At 31 December 2001 - - 9 - 86 95
Depreciation
AT January 2001 - - 6 - 7 13
Charge for the year - - 1 - 17 18
Lisposals - - - - - -
At 31 December 2001 - - 7 - 24 N
Net book value at
31 December 2001 - - 2 - 62 64
Net book value at
37 December 2000 - - 3 - 62 65

Certain of the Group's propertics held within tangible fixed assets are included at valuation. These praperties have been valued an an
existing-use value basis as operational entities, having regard 1o trading potential, by ATlS Real Weatherails, Chartered Surveyors acting as
external valuers, in accordance with the current edition of the RICS Appraisal and Vaiuation Manual.

On 31 Decerber 2001, the Group's properties at Hinckley and Reading were revalued to £45 3m giving rise to a gain on revaluation of
£3.7m. Their historical cost was £23.5m. The remaining properties in the original Hanover portfolio are included in the Accounts at their
revalued amount of £19.4m as at 31 December 1997 (historical cost £17.4m). The Directors are not aware of any material change in the
value of these properlies. All other properties are included in the Accounts at their cost to the Group of £50.4m.

The net book value of the assets held under finance lease s Enil {2000: £59,000}.
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Notes to the Accounts continued

13. Disposal of businesses
On 10 July 2001, the Group disposed of its properties at Huddersfield and Scunthorpe to Wade Hotels Limited.

Net assets disposed of:

£000
Tangible fixed assets 2414
Costs asscciated with disposal 246
Profit an disposal 90
2,750
Satisfied by cash 2,750
14. Fixed asset investments
Company Company
Investment in Shares in subsidiary
Joint venture undertakings
2001 2000 2001 2000
£000 £000 £000 ECOO
Cost
At T January - - 35,639 1.358
Addition 725 - - 34,281
Loan to joint venture 4,650 - - -
At 31 December 5,375 - 35,639 35,638
The subsidiary undertakings, all of which are wholly owned by Hanover International PLC, at 31 December 2007 were as follows:
Country of
incorporation and Issued Issued
principal place Ordinary Preference
of business Share Capital Share Capital
Hanover International Hotels Limited UK £2
Hanover International Hotels Management (Daventry) Limited UK £20,000 -
Hanover International Hotels Management (Reading) Limited UK £20,000 £600,000
Hanover Hotels No 2 Limited UK £26,644,222 -
Hanover International Club Limited (Dormant) UK £1
Basingstoke Country Hotel Limited {Dormant) K £100
Basingstoke Country Club Limited {(Dormant) UK £2
Cardiff Bay Hotet Limited (Dormant) UK £28,000
Hartford Entertainments Limited (Dormant) UK £4

All of the above trading subsidiaries are involved in the provision of accommodation for hotel, training and conferencing and related services.

During the year, the Company acquired 50% of the issued share capital of Tweed Investments Limited as follows:

Proportion of
Dare Type of share: shares held MNurmber of shares Consideration |
7 March 2001 Ordinary 50% 500,000 500.000
S Juty 2001 Ordinary 50% 112,500 112,500
17 Jury 2001 Crdinary 50% 112,500 112,500

725,000 725,000

Tweed Investments Limited owns twe hotels and a residential training and conference centre which are operated and managed by
Hanover International Hotels Limited,
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Notes to the Accounts continued

14. Fixed asset investments continued

2001 2000
£000 £O00
Share of turnover 5,419
Share of loss before tax (160)
Share of tax - -
Share of loss after tax (160) -
Share of fixed assets 26,071 -
Share of current assets 1,131 -
Share of liabilities due within cne year” 1,270 -
Share of liabilities due after more than one year™ 25,366 -
Share of capital commitments on operating leases in the year ahead 118 -

*The debt and fiabilines wittun Twoeed Investments Limited are waolly noa-recourse to the Group

15. Fixed asset investment in own shares
Investment in own shares

Group Company

2001 2000 2001 2000

£000 £000 £000 £Q0O
Cost
At 1 January 351 220 351 220
Acquisitions 296 131 296 131
Amortisation of allotied shares (80) - (80) -
At 31 December 567 351 567 351

The above investment relates (o shares purchased and held by the Company's employee share ownership trusts {the Hanover
International UK Profit Share Sharing Scheme and the Hanover Internationat Employee Trust) which are independently managed.
At 31 December 2001 the trusts owned 633,937 Ordinary Shares (2000: 318,937) of 25p each of the Company listad on the
London Stock Exchange the market value of which was £538,846 (2000: £291.827).

The cost of the PSS Scheme shares granted to employees during the year as detailed in the Directors’ Report, is being amertised over
a pericd of two years, being the period before which its participants may not sell or transfer the shares.

Dividends on the shares held in the Hanover International UK Profit Share Sharing Scheme have not been waived but dividends have
been waived on shares held in the Hanover International Employee Trust. Finance costs and other agministrative charges are dealt with
in the profit and foss account on an accruals basis.

16. Stocks
These represent stocks held for resale and consumption and are stated at the lower of cost and net realisable value.

17. Debtors
Group Company
2001 2000 2001 2000
£000 £000 £000 £Q00
Amounts falling due within one year:
Trade debtors 2,693 2,503 - -
Prepayments and accrued income 843 960 - 2
Amounts due from subsidiary undertakings - - 46,983 53.386
Other debtors 802 1.019 378 368
4,338 4,482 47,361 53.756

Prepayments inciude an amount of £29,000 (2000: £142.000) representing part of the external expenditure incurred on creating the
Hanover brand. During the year £113,000 (2000: £67,000) was expensed to the profit and loss account, The £29,000 balance remaining
will be written off over the four months to April 2002,
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Notes to the Accounts continued

18. Creditors

Group Company
2001 2000 2001 2000
E£000 E000 £00C £000
Amounts falling due within one year:
Trade creditors 2,133 2130 6 -
Amounts due to subsidiary undertakings - - 1,277 1,607
Other tax and social security:
VAT payable 793 1,178 @ (m
PAYE and National Insurance 170 237 12 11
Proposed final dividend 542 375 542 375
Other creditors 447 657 12 4
Accruals and deferred income 1,135 1,413 191 104
5,220 5,991 2,036 2.100
19. Loans and borrowings
Group Company
2001 2000 2001 2000
£00D £000 £000 £000
Pue within one year:
Bank loans 2,750 2,250 2,750 2,250
Obligations under finance leases - 20 - -
2,750 2,270 2,750 2,250
Due after more than one year:
Bank loans 44,800 46,050 44,800 46,050
Loan note 2,750 2,750 2,750 2.750
Obligations under finance leases - 2 - -
47,550 48,802 47,550 48,800
Repayabte:
In one year ending on 31 December 2002 2,750 2.270 2,750 2,250
Between 1 lanuary 2003 & 31 December 2003 6,050 2,152 6,050 2,750
Between 1 January 2004 & 31 December 2007 41,500 18,650 41,500 18,650
In later years - 27,400 - 27,400
50,300 51,072 50,300 51.050
All the above are repayable in instaiments as set out delow:
£000 Rate ¥ Repayment Profile
Bank of Scottand 19,300 " LIBOR +1.41% 3 monthly instalments over 7 years
commencing December 2000
Bank of Scotland 28,250 @ LIBOR +1.41% Repayable on 23 March 2007
Loan note 2750 @ 4.98% Repayable on 31 December 2003
Total 50,300

1) Secured by way of a first legal charge over each Ireehold and ieasehold property awned by each Group company. A first and oniy debeantare kom each Group compary
and a compaosite guarantee by each Group company ut favour of Bank of Scotland on accourt of each Group company,

12) Secured by way of a second legal charge over certain freehold propertes owned by the Group

{3) The margin s based upon a ratcnet mechanism whereby the margin payahle is linked to the Group’s interest cover achieved during the year

. '35”
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Notes to the Accounts continued

20. Financial instruments
Disclosures on financial risk management, lreasury policy and use of financial instruments are also made in the Financial Review,

Short term debtors and creditors that meet the definiticn of a financial asset or liabdity under FRS 13 have been excluded from all
numerical disclosures.

Interest rate profile of financial assets

The Group has provided a loan to its joint venture during the year on which the Group receives interest at LIBOR plus 4%. There are no
other financial assets, apart from short-term debtors and cash at bank. The sterling cash deposits at bank are placed with AA rated UK
banks, on money markets at call. These are all floating rate balances that bear interest based on LIBOR,

Interest rate profile of financial habilities
The interest rate profile of the financial liabiites of the Group as at 31 December 2001 after taking account of interest rate swaps was.

2001 2000 2001 2000 2001 2000
Total Total Floating rate Fioating rate Fixed rate Fixed rate
£000 £000 £000 £000 £000 £000

Currency sterling
Bank loans 47,550 48,300 11,500 48,300 36,050 -
Loan note 2,750 2,150 - - 2,750 2.750
Finance leases - 22 - - - 22
50,300 51,072 11,500 48,300 38,800 2172

Floating rate
The weighted average interest rate for all bank borrowings was 7.07% (2000: 7.81%).

The floating rate financial liabilities comprise bank borrowings that bear a rate of interest based on three month LIBOR.

Fixed rate Weighted Weighted Weighted average period Weighted average pericd
average average until maturity for which until maturity for which

interest rate % interest rate % rates are fixed - Years rates are fixed - Years

2001 2000 2001 2000

Currency sterling
Bank loans 6.70 - 4.5 -
Loan naote 4.98 4.98 2.0 3.0

I'here are no financial fiabifities on which no interest is paid.
Currency exposures

As at 31 December 2001 ali significant transactions entered into by the Group were denominated in sterling and therefore the Group has
no foreign currency exposure.
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20. Financial instruments continued

Maturity of financial liabilities and borrowing facilities

2001 2000

Undrawn Undrawn

committed committed

2001 2600 2001 2000 berrowing borrowing

Drawn Drawn Faeilities Faclities facilities* facilities”

£000 £000 £000 £000 EOO0 £000

Expiring n one year or less 2,750 2,270 2,750 2,270 - -

Expiring in more than one year,

but not more than two years 6,050 2,752 6,050 2,152 - -
Expiring in more than two years,

but not more than five years 41,500 18,650 45,250 18,650 3,750 -

Expiring in more than five years - 27,400 - 34,400 - 7.000

50,300 51,072 54,050 58.072 3,750 1,000

* The faciiues available at 31 December 1n respect of whick all conditions precedent bad been met

Fair value of debt
For all debt, short-term assets and liabilities, the book values and [air values as at 31 December 2001 and 31 December 2000 are the same.

The Group uses interest swaps (o manage its interest rate risk. As at 31 December 2001, the swaps held were valued at £150,000 in the
Group's favour. At 31 December 2000, the Group had not entered into any interest rate swaps.

21. Provisions for liabilities and charges

Deferred taxation Deferred taxation
Group Company Group Company
2001 2001 2000 2000
£000 £000 EODO £E000
At T January 1,643 - 886 -
Charges in the year 803 - 757 -
At 31 December 2,446 - 1.643 -
2001 2001 2000 2000
Amounts Fuli potential Ameunts Full potential
provided liability provided liability
£000 £000 £000 £000
Group
Excess tax allowance over depreciation 2,446 8,146 1,643 8,570
Company
Excess tax allowance over depreciation - -

Provision for tax payable on capital gains on the disposal of revalued properties is made onty when it is decided in principle to dispose of
the asset. The tax effect if all properties had been sold at their book values, assuming ro reinvestment in similar properties and therefore
without the benefit of roll over relief being available, is estimated to be £3.8m (2000: £3.0m).

The Group has not opted for early adoption of FRS 19, Deferred Tax, during the year. The likely effect on the Group's balance sheet

15 a reduction in the reserves of approximately £5.7m which wili be treated as a prior year adjustment upon adoption. The Board is
considering the option to discount this liabifity.
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22. Called up share capital
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2001 2000 2001 2000
£000 EO00 Number Number
Authorised
Ordinary Shares of 25p each 15,000 15,000 60,000,000 60,000,000
Allotted, called up and fully paid
Ordinary Shares of 25p each 7,532 7,498 30,129,610 29,991,137
During the year the following Ordinary Shares of 25p each were issued:
Type of issue Nurber of shares Aggregate value
Scrip dividend allernative 132,439 £33.110
SAYE Share Option Scheme 6,034 £1,508

23. Share options

Under the Company's Executive Share Option Schemes and its SAYE Share Option Schemes, there are outstanding options at
31 December 2001 to subscribe to a total of 1,716,132 Ordinary Shares cf the Company as follows:

At 1 January Granted Exercised Lapsed At 31 December

2001 during year during year during year 2001

Executive Share Option Schemnes 1,593,000 20,000 - {75.000) 1,538,000
SAYE Share Option Schemes 303192 - (6.034) {119,026} 178,132
1,896,192 20,000 (6.034) (194,026) 1,716,132

On 4 May 2001, under the Executive Share Option Schemes, options of 20,000 Ordinary Shares were granted to efigible senior employees
at 106.5p per share. Opticns granted under the Executive Share Option Schemas are normally onty exercisable if growth in earnings per
share of the Group over any three-year period exceeds the growth in earnings per share of at least 60% of the companies listed daily in the
‘Leisure and Hotels" sector inn the Financial Times. Unexercised options lapse up to ten years alter the date of grant.
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23. Share options continued

Details of the Directors’ interests are set out below:

Executive Share Option Schemes

Date At 1 lanuary Exercise Granted during lapsed At 31 Decernber

granted 2001 price 2001 Exercise price during 2007 2001

P G Eyles 10/09/96 288,000 1255 288,000
23/11/98 35.000 795 35,000

05/10/98 50,000 135.5 50,000

05/10/00 130,000 101.5 130,000

M E Jourdain 04/04197 70,000 148.5 70,000
23/11/98 20,000 79.5 - - 20,000

05/10/99 45,000 1355 - - 45,000

05/10/00 50,000 101.5 - - - 50,000

A B Kelly 30/09/97 20,000 1415 - - - 20,000
23111/98 15,000 79.5 15,000

05/10/99 50,000 1355 50,000

05/10/00 120,00C 1015 120,000

P 1 Taylor 05/10/00 230,000 101.5 230,000
Other Employees  30/09/97 50,000 M5 50,000
04/04/97 80,000 148.5 - 80,000

2311198 80,000 79.5 {40,000) 50,000

05/10/99 145,000 1355 - {25.000) 120,000

05/10/00 105,000 101.5 - - - 105,000

04/05/01 - - 20,000 106.5 {10,000) 10,000

1,583,000 20,000 (75,000) 1,538,000

All the above executive share options are exercisable between four and ten years from the date they are granted.

SAYE Share Option Scheme

At 1 January Granted during Exercised Lapsed during At 31 December

200 001 during 2001 2001 2001

P G Eyles 12,746 - 12,746
P J Tayior 12.746 12,746
M E lourdain 11,029 - 11,029
A B Kelly 16.228 - (3.482) 12,746
Other Employess 250,443 (6,034} {115,544) 128,865
303.182 {6.034) {119.026) 178,132

Options issued in 1999 under the SAYE Share Option Scheme are exercisable at the end of the savings contract at an option price

of 88.0p. Options issued in 2000 under the SAYE Share Option Scheme are also exercisable at the end of the savings contract at an
option price of 76.0p. Both option prices reflect a 20% discount to the market price of the Ordinary Shares of the Company at the tme
of the invitation to join the SAYE Scheme,

The market price of Ordinary Shares at 31 Decemer 2007 was 85.0p and the range during the year was 75.0p to 120.5p. The market
price of the Ordinary Shares over the period of exercise of the share opticns was 106.9p.
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24. Reserves

Share Revaluation Merger Profit & loss
pfemium TESEeTve reserve account TOlal
£000 £000 £000 £000 £000
Group
Balance at 1 January 2001 20,780 15,392 7,261 9.517 52,950
Shares issued - net of costs 13 - - - 43
Revahiation of fixed assets - 3.682 - - 3,682
Retained profit for the year - - 3,164 3.164
Balance at 31 December 2001 20,823 18,074 7,261 12,681 59,839
Company
Balance at 1 January 2001 20,780 - 7.261 1,137 29178
Shares issued - net of costs 43 - - 43
Retained loss for the year - e1) 61
Balance at 31 December 2001 20,823 - 7.261 1,076 29,160
25. Analysis of headings within the Cash Flow Statement
2001 2000
£000 £O00
Returns on investment & servicing of finance
Interest received 319 151
Interest paid {3.422) {3.196)
lnterest element of finance lease payments - (14)
(3,103) {3.059)
Capital expenditure & financial investment
Purchase of tangible fixed assets (3.898) (2.828)
Sale of tangible fixed assets 69 12
Loan to joint venture (4,650) -
Investment in own shares (296) (131)
(8,775) (2,947)
Acquisitions & disposals
Purchase of subsidiary undertaking - {22,000
Cash acquired with subsidiary - 1.157
Purchase of business - {17.000)
Retention sum recovered - 2,000
Cash acquired with business - 3
Investment in joint venture (725) -
Sale of businesses 2,750 2400
Costs associated with acquisitions & disposals (248) {3.20M

1777 (36.641)
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25. Analysis of headings within the cash flow statement continued

2001 2000
EQO0 E0C0
Financing
lssue of Ordinary Share capital {36) 5426
Capital element of finance lease rental payments (22) {92
iJebt due within one year
Increase in short term borrowings 2,750 1,875
Repayments (2,250) {1.688)
Debt due beyond one year
Increase in long term borrowings 1,250 34,050
Repaymenits (2,500) {4,000}
(808) 35,577
26. Analysis of movement in net debt
AL fanuary Cash flow Non-cash At 31 December
2001 maovemnents movemnent 2001
EOOG EQOO £000 £000
Cash at bank and in hand 2,197 (1,402} - 795
Debt due after more than one year {48.800) (1.500) 2,750 (47,550}
Debt due within one year (2,250) 2,250 (2.750) (2,750)
Finance leases {22 22 - -
{48.875) (630} - (49,505)

+ Non-rash mavements comprise the reclassification of shors and long term gets

27. Capital commitments

Capital expenditure authorised and contracted at the balance sheet date but for which no provision has been made in the Accounts

amourts to £ Nil (2000: £Nil).

The commitments of the Group (Company ENl; 2000: £NIl) in respect of expenditure in the year ahead arising from operating leases

is set out below:

Land and Land ana

buildings Other buildings Other
2001 2001 2000 2000
£000 E0CO £000 £000

Committed expenditure in 2002 arising from operating leases
Within onc year - 9N - 23
Between two and five years - 278 - 251
More than five years 126 - e 2
126 369 12 279
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28. Subsequent events

Unfortunately on 7 February 2002, the Group's hotel and club at Basingstoke was damaged by fire. Thankfully nobody was injured but
serious damage was caused to the kitchen and public areas. The Group is insured for this incident in respect of both material damage and
business interruption.

29. Pensions

The Company operates defined contribution contributary and ron-contributary UK pension schemes providing for fixed rates of
contributicn basad upon salaries. Contributions are fully accrued and charged to the profit and loss account in the year to which they
relate. The total pension charge for the year was £162,000 (2000: £106,000}. There were no outstanding or prepaid contributions
as at 31 December 20071 (2000: £Nil} in respect of the schemes,

30. Related party transactions

The Group owns 50% of Tweed Investments Limited. The Group operates and manages the properties owned by the joint veniure,
The transactions in the year between Tweed Investments Limited and the Group amounted to £1.490,000. The nature of these
transactions was management fees, charges for the use of central services provided by the Group and interest receivable on the lcan
to the joint venture, The balsnces as at 31 December are as foliows.

2001 2000

£000 £000

Loan to Tweed Investments Limited 4,650 -
Amounts due from Tweed Investments Limited 299
4,949




