Hilton Group plc

Maple Court, Central Park,

Reeds Crescent, Watford
Herts WD24 4QQ

020 7856 8000
www.hiltongroup.com

2002 voday |enuuy 9o|d dnoig) uoyiH

Annual Report 2002

Hilton Group plc




Hilton Group plc

@D

= LivingWell

Hilton ScAnNDIC whindrbon Ladbrokes c=

Hilton Scandic LivingWell Ladbrokes Vernons

The world’s most powerfulhotel  Acquired in 2001, Scandic is LivingWell is one of the UK’s Ladbrokes is the world’s A leading operator of the football
brand, Hilton International the leading Nordic hotel brand largest health club operators. leading bookmaker employing pools since 1925, Vernons

currently operates 249 hotels in
over 70 countries worldwide.

with 135 hotels located primarily
in the Scandinavian and Baltic
regions.

Its international portfolio of
102 clubs services over

over 12,000 people in its
retail, telephone and eGaming

140,000 members. operations.

has over 5 million current and
past players spread across
150 countries worldwide.

www.hiltongroup.com

1
2
3

Group highlights
Chairman’s statement 4 Hotels

Operational review: 10 Financial Review

14 Managing the group

Chief Executive’s statement 7 Betting and Gaming 16 Accounts

9  Corporate social responsibility 52 Shareholder information

53 Corporate Directory

Corporate directory

Registered number
England 566221

Secretary and registered office
Michael J Noble BA FCIS

Hilton Group plc

Maple Court, Central Park
Reeds Crescent

Watford, Herts WD24 4QQ
Telephone 020 7856 8000

Fax 020 7856 8001

Website www.hiltongroup.com

Registrars

Computershare Investor Services PLC
PO Box 435, Owen House

8 Bankhead Crossway North
Edinburgh EH11 4BR

Telephone 0870 702 0127

Website
www-uk.computershare.com/investor

Auditors

Ernst & Young LLP
Becket House

1 Lambeth Palace Road
London SE1 7EU

Corporate stockbrokers
Deutsche Bank AG London
Merrill Lynch International Limited

Solicitors
S J Berwin
Slaughter and May

Principal UK bankers
Barclays Bank PLC
The Royal Bank of Scotland plc

Divisional offices

Hotels

Hilton International

Maple Court, Central Park
Reeds Crescent

Watford, Herts WD24 4QQ
Telephone 020 7850 4000
Fax 020 7850 4001

901 Ponce de Leon Boulevard
Suite 700

Coral Gables

Florida FL 33134

USA

Telephone (00) 1 305 444 3444
Fax (00) 1 305 444 1114

Hotel reservations
UK telephone 0845 758 1595
USA telephone 1 800 HILTONS

Website www.hilton.com

LivingWell

477-488 Avebury Boulevard
Central Milton Keynes

MK9 3DB

Customer enquiries 0800 136 636

Website www.livingwellclubs.com
Betting and Gaming

UK - off-track and telephone
betting and eGaming

Imperial House

Imperial Drive

Rayners Lane

Harrow

Middlesex HA2 7JW

Telephone 020 8868 8899

Fax 020 8868 8767

Customer enquiries 0870 556 1060

Websites
www.ladbrokes.com
www.ladbrokescasino.com
www.ladbrokespoker.com

Designed and produced by Fitch:London. Printed by CTD Capita.

Vernons

Fortune House

Park Lane

Liverpool L68 1AA

Telephone 0151 525 3636

Fax 0151 525 7363

Customer enquiries 0800 622 249

Website www.vernons.co.uk

Republic of Ireland - off-track betting
25A Bridge Street, Ringsend

Dublin 4

Republic of Ireland

Telephone (00) 353 1668 9324

Fax (00) 353 1668 8034

Belgium - off-track betting
Chausée de Waterloo 715
1180 Brussels

Belgium

Telephone (00) 322 349 1611
Fax (00) 322 349 1615

Hilton Group plc Annual Report 2002 53




Group highlights

2002 has been a difficult year in terms of
economic and global uncertainties but the
Group has reported a solid performance.

> Group profit before taxation, goodwill

amortisation and exceptional items
down 3.1% to £271.4 million.

> Worldwide Betting profits up 31.5%

to £149.3 million with strong growth

in all channels.

> Hotel profits fell 16.9% to £212.1 million

as trading remains difficult, particularly

in the European gateway cities.

> Final dividend of 5.52 pence making a
total of 8.92 pence — level with last year.

Results for the year

2002

2001

£m £m
Turnover 5,479.0 4,161.8
Total operating profit before goodwill amortisation and exceptional items ~ 348.1 359.2
EBITDA before exceptional items 486.1 479.8
Profit before tax, goodwill amortisation and exceptional items 271.4 280.2
Interest (76.7) (79.0)
Earnings per share before goodwill amortisation and exceptional items 13.40p 14.30p
Dividend per share 8.92p 8.92p
Cash flow from operating activities 455.7 445.7
Equity shareholders’ funds 2,470.3 2,539.1
Net borrowings 1,164.8 1,473.9
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Chairman’s statement
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Hilton and Ladbrokes are both world-leading
brands. It is our belief that, in the medium
term, our hotel performance will improve
and Ladbrokes will continue to grow.

The past year has been a difficult one in terms
of economic and global uncertainties but I am
pleased to report a solid performance by your
Group.

World-leading Brands

Hilton and Ladbrokes are both world-leading
brands. They offer products, service and
quality that will always be in demand.

Overview of Results

The Group’s profit before taxation, goodwill
amortisation and exceptional items fell 3.1%
to £271.4 million.

Due to the reduction in international travel
exacerbated by the general downturn of
economies, notably in Germany and Scandinavia
where the portfolio is predominantly owned or
leased, the hotel division saw operating profit for
the year fall by £43.2 million to £212.1 million.
Underlying profit, after adjusting for property
changes and exchange movements and excluding
the Scandic acquisition, fell by 13.4% to

£200.6 million.

Worldwide Betting turnover at £3.8 billion
increased by 50% following the introduction of
‘tax-free’ betting, the continued international
expansion of our eGaming business and the
benefit of the World Cup in Japan and Korea.
Gross win at /622 million was up by 8%,
increasing in all channels and reflecting positive
growth across the business. Operating profit
before exceptional items increased by 31.5%

to £149.3 million.

Setting the Pace

It 1s our belief that, in the medium term, our
hotel performance will improve and Ladbrokes
will continue to grow. We hold that belief
because we know that both businesses are
leaders in their sectors, developing fresh
approaches, making innovations and responding
to their customers’ demands. These are
businesses that set the pace and the agenda

in their sectors. Where Hilton or Ladbrokes
goes, the competition is sure to follow.
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Most Admired Company

This is a Group that wins awards. A raft of
awards in hotels, betting and gaming and health
clubs was capped at the end of last year with
the news that readers of Management Today
magazine voted Hilton Group the most admired
company in the leisure and hotels sector. In
addition, of the largest 125 companies in the
UK, our ‘admiration ranking’ moved up from
72 to 19.

Hilton in the Community

As a Group we take our responsibilities to our
employees and the communities in which we
operate very seriously. In February 2002 we
established Hilton University which provides
employees with learning and education
opportunities. The Hilton in the Community
Foundation, established almost two years ago,
is now supporting charities and disaster relief
right round the world. At Ladbrokes, staff are
close to raising over £2 million for charity over
the last five years.

Customer Service

Hilton Group is in good shape and I want

to take this opportunity to thank staff’ and
management right across the business for
their hard work and commitment to customer
service that has helped bring this about.

The Board

On 22 July 2002 Nicholas Jones was appointed
a non-executive director of the Board of
Hilton Group ple. Nicholas is a distinguished
corporate financier and is Vice Chairman of
Lazard Brothers and was previously Chairman
of the National Stud. Russell Walls, the senior
independent director, will not be standing for
re-election at this year’s AGM and we would
like to thank Russell for the contribution he
has made to the Group. On Russell’s retirement
Patrick Lupo will take over as the senior
independent director.

Being Responsive

We have, over the years, built a Group that

is structured to be financially strong during
such uncertain times as these. We have built

a Group that is responsive to the needs of our
customers and which will continue to be so.
Both these attributes leave Hilton Group as

a strong player for the future.

The Dividend

In line with our commitment given last
November that we would maintain the full year
2002 dividend at no less than last year’s level,
the Board have recommended a final dividend
of 5.52 pence per share payable on 2 June 2003
to shareholders on the register on 7 March.
This final dividend, together with the interim
dividend of 3.40 pence, gives a total dividend
of 8.92 pence, maintained at last year’s level.

Outlook

At the time of writing, the uniquely complex
economic and political uncertainty makes
forecasting for hotels difficult. The outlook

for betting remains positive. Our task 1s to
muster the strengths of our brands, management
and finances to continue to outperform the
competition.

\ooor Primen

Sir Ian Robinson
Chairman
27 February 2003



Chief Executive’s statement

Hilton and Ladbrokes both demonstrated
their capacity to cope with rapidly
changing and evolving markets.

The Group experienced a year of mixed
fortunes with betting doing well while hotels
faced very trying conditions especially in
Continental Europe. The inherent strengths
of the brands remained intact, however, with
Hilton and Ladbrokes both demonstrating
their capacity to cope with rapidly changing
and evolving markets.

Due Credit

Particular credit is due to the Ladbrokes team,
led by Chris Bell, which had a good year with
the benefits of the zero customer tax regime
and growing eGaming profitability, coupled
with the upside from a number of innovative
products and strategic investment in technology
flowing through.

Our /25 million investment in the EPOS
system provided a technological backbone
for our shop estate, which is being further
invested in with a 3,500 unit self service
customer terminal programme and new TV
screen presentation and information. This
further £20 million investment will be
concluded this year.

Inventiveness

Led by Anthony Harris, the hotel division had
to deal with very tough trading conditions and
his team demonstrated great skill in adapting
quickly to the new challenges, especially the
downturn in international travel. Our sales
and marketing colleagues displayed great
inventiveness in driving increased domestic
and regional business — an invaluable skill

in the current market.

Steady Expansion

We have managed to expand into new territories
in both businesses over the past year. For hotels
we have added contracts for a number of new
properties in important destinations to Hilton —
perhaps surprisingly so given the climate.

We will see in the coming years a third and

well located Hilton in Paris, the first Hilton in
Moscow and the first Hilton in Venice as well
as some of our older and most famous hotels

being totally refurbished — in most cases closed
and to be reopened — such as Sydney, Athens
and Vienna.

Within Ladbrokes, expansion is also
internationally driven — but we have not

had to leave these shores often to do it! In
eGaming, helped by new product launches
and improved presentation and service, our
overseas business is growing and for the
sportsbook now represents 46% of turnover.
Ladbrokespoker.com is another good example. In
under a year, without accepting bets from US
citizens as players, we have established
ourselves as one of the biggest sites in the world.

Similarly, driven by new technology and
customer service levels, our telephone betting
business now takes calls and bets from over
35 countries.

Our shop businesses in the UK, Ireland and
Belgium are all continually being refreshed with
acquisitions, relocations and refurbishments —
we are always trying to bring a better service,
environment and new ideas to the customer.

Strong Finances

My deputy, Brian Wallace, leads a respected
finance team. Their prudent management of
cash and strong focus on liquidity help present
a solid business profile essential for future
growth and development at the appropriate
time, whilst affording funding security during
periods of economic uncertainty.

Customer Led

We are a customer led business and, despite
these uncertain times, good service delivery
must remain our key aim. My primary
objective for the year ahead is to build upon
and improve levels of guest and customer
satisfaction, which in turn, will enable us to
continue to outperform our competitors.

In the year ahead, the challenges are to
control the costs of a growing set of businesses
without affecting our well-respected customer
service delivery.

The challenge presented by ever more
demanding and discerning customers in

a tough market is one the Group will tackle
with enthusiasm. I remain confident.

David Michels
Chief Executive
27 February 2003

Anthony R Harris
1955-2003

On 11 March 2003,
Anthony Harris, Chief
Executive of our Hilton
International hotels
division, sadly died after

a six-month illness. His
career with Hilton spanned
some 25 years during
which time he spent two
spells at the company, as a
Vice President, and latterly
as Chief Executive. His
outstanding contribution
was driven by a passion for
the hotels business and an
enthusiasm for Hilton, its
guests and its staff. He will

be sorely missed.
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Operational review

Anthony R Harris
1955-2003

The tragic death of Anthony Harris,
aged just 47, came as a real shock. He
was a strong man, full of energy. A keen
sportsman, he was only a few months ago
out on the ski slopes, totally unaware of
how gravely ill he was.

In a career with Hilton spanning some
25 years, he worked first at the London
Hilton, then the Cavalieri Hilton in Rome
before becoming Vice President for Sales
in Europe. He moved on to work first for
Ciga hotels in Italy and then Stakis in
the UK before returning to Hilton first
as Managing Director, UK and Ireland
and then as Chief Executive, Hilton
International with responsibility for hotel
operations in more than 70 countries.

He achieved so much m such a short

time thanks to pure talent and hard work.
He was a good hotelier with a passion

for the business, and a good leader with a
passion for people. His legacy to Hilton
includes Hilton University, which is
improving management skills right across
the organisation, and his gift to those places
in which Hilton does business mcludes

the Hilton m the Community Foundation,
which has in less than two years raised more
than /1 million for good causes.

To his friends, Anthony’s lasting mark will
be one of enthusiasm, humour, warmth,
approachability and charm. To his family,
it will be one of absolute devotion.

David M C Michels
Hilton Group plc

Hotels
2002

presented the management team with a number of new

challenges, which allowed them to demonstrate their ability to
deal with rapidly changing and difficult markets.
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Business Review

2002 presented the management team with

a number of new challenges, which allowed
them to demonstrate their ability to deal with
rapidly changing and difficult markets. We
have sought to drive returns through the
investment we have already made, as well

as maintaining good service delivery and
paying close attention to customer needs.

The industry is facing a trend towards later
booking as well as a reduction in business
traffic. Our sales and marketing teams have
adapted to these new scenarios with the
launch of highly successful tactical marketing
programs aimed at the domestic customer,
which have enabled our leisure business to
grow significantly.

The growing sophistication of our customers

is also being addressed by offering easier access
and more information about our products
through websites and the internet in general.
Over the next year an additional four localised
websites will be developed for use in the UK,
German, Japanese and Scandinavian markets.

The Alliance with Hilton Hotels Corporation
remains strong. HHonors is one of the leading
hotel global loyalty programs and continues

to grow and underpin a substantial amount

of our business. The importance of the
program has been amply demonstrated by the
success in the Nordic region where, following
the acquisition of Scandic last year, over 40%
of bookings are now HHonors related.



The attractiveness of the program is also
enhanced by the expanding and relaunched
Hilton Worldwide Resorts program where
business travellers are increasingly requesting

a leisure opportunity when redeeming their
HHonors points. We now offer a unique group
of four and five star destinations including

the Maldives Resort and Spa, Tobago

and Mauritius.

We continue to seek out opportunities to take
advantage of the highly successful brand. Its
acknowledged merits and strengths are proving
attractive to third parties who want to be
associated with the Hilton name to support
and enhance their own products. For example,
we recently signed a licensing and development
agreement with Coral Hotels, to rebrand their
Caribbean hotels ‘Coral by Hilton’. Hilton
have also partnered with Festival Cruises where
‘Hilton Suites’ will be available on Festival’s
premium ships.

In addition, we have continued to expand into
new gateway city locations including Cologne,
Narita Airport (Japan), Sdo Paulo and more
recently we signed management contracts in
La Defense (Paris), Moscow and Venice.

LivingWell, our successful health club business,
continues to explore opportunities in Australia
and a further four clubs are due to open over
the next 18 months bringing the total number
of premier clubs in Australia to eight. We have
also launched LivingWell Express, a new cost
effective hotel health club concept designed

to meet the needs of the travelling business
customer. The LivingWell in Peterborough
also won the prestigious Flame Award for

Best Premier Health Club.

Hotel Division

Operating

Operating

Turnover profit Turnover profit
year to year to year to year to
i A 31.12.2002 31.12.2002 31.12.2001 31.12.2001
Turnover and profit by region £m £m £m £m
United Kingdom 620.4 107.7 598.2 126.1
Europe and Africa 1,057.8 70.6 869.9 96.0
Middle East and Asia Pacific 705.5 24.2 670.8 24.7
The Americas 239.6 18.5 261.8 24.0
LivingWell 46.9 4.9 53.8 4.1
2,670.2 225.9 2,454.5 274.9
Central and non-operating items - (13.8) - (19.6)
Total hotels 2,670.2 212.1 2,454.5 255.3
Memo: Scandic 461.4 34.5 257.2 33.9
Turnover is that of all hotels whether owned or managed.
Hotel Division Year to Year to
. 31.12.2002 31.12.2001
Revenue per available room (revpar) g g
United Kingdom 59.16 60.93
Europe and Africa 48.76 50.51
Middle East and Asia Pacific 45.89 43.14
The Americas 46.05 47.02
Hilton branded 49.98 50.23
Scandic branded 31.40 32.33
Total hotels 44.95 45.40
Hotel Division
Fixed Contingent ~ Management
Number of hotels by contract type Total Owned lease lease contract
United Kingdom 78 47 2 26 3
Europe and Africa 75 14 12 22 27
Middle East and Asia Pacific 70 1 2 4 63
The Americas 26 8 1 6 11
Hilton branded 249 70 17 58 104
Scandic branded 135 - 38 91 6
Total hotels 384 70 55 149 110

Hilton Group plc Annual Report 2002 5



Operational review
continued

Operating Review

Due to the reduction in international travel
exacerbated by the general downturn of
economies, notably in Germany and
Scandinavia where the portfolio is
predominantly owned or leased, operating
profit for the year fell by £43.2 million to
£212.1 million. Underlying profit, after
adjusting for property changes and exchange
movements and excluding the Scandic
acquisition fell by 13.4% to £200.6 million.

On a worldwide basis (like for like properties
at constant exchange rates, including a full
year of Scandic in 2001 for comparability)
revpar fell by 1.0% with occupancy down

0.5 percentage points and rate down by 0.2%.

Until the economic climate becomes clearer,
capital expenditure, other than routine repairs,
has been kept to a minimum. In addition,

cost control remains a core focus, but not

at the expense of guest satisfaction.

United Kingdom and Ireland

Profits for the United Kingdom and Ireland
portfolio fell by 14.6% to £107.7 million.
Taking into account the effects of sale and
leaseback transactions, which reduced
profitability by £8.6 million, underlying
profit fell by £9.8 million.

Overall, like for like revpar was down 2.9%,
with rate down 1.0% and occupancy down
1.5 percentage points.

The Provinces performed well in difficult
circumstances with revpar falling by only
0.3% driven by a fall of 1.8 percentage
points in occupancy, with rate up 2.2%.

In London, on a like for like basis, revpar for
the year fell 5.7%, although the last quarter
showed some recovery with growth of 11.8%.
The five star properties in London saw the
steepest decline with revpar down 6.7% driven
by rate, which fell by 6.3%, while occupancy
rose 1.2 percentage points.
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The only major capital expenditure project
in the UK was the 233 room extension at
the Hilton Gatwick, which opened in
December 2002.

Europe and Africa
Europe and Africa saw profits fall by 26.5%
to £70.6 million.

Hilton branded Europe and Africa revpar

for the year was down 3.5% (like for like at
constant currencies) with the second half
showing growth of 1.9% after the first half
decline of 8.4%. Those countries where

the portfolio is owned or leased showed

the greatest decline in both revpar and
profitability; most notably Germany and
Holland. The Hilton Geneva had a very good
year, with revpar up over 25% and overall,
on a like for like basis, our Western European
managed portfolio saw revpar up 9.3%.

The Scandic portfolio, acquired in June 2001,
saw profits fall 13% on a like for like basis
(including rebrands). To date 14 hotels have
been rebranded to Hilton with a further two
planned for 2003. Due to the difficult trading
conditions further rebrandings have been
deferred.

Asia Pacific and Middle East

The Asia Pacific and Middle East region saw
profits fall by 2.0%. Revpar was up 6.4% on
a like for like basis at constant exchange rates.

Revpar (like for like at constant currencies)

in Asia Pacific increased by 6.7% and by 5.8%
in the Middle East. Encouraging results came
from the Maldives where revpar was up by
43.1%, in China where revpar grew by 14%
and Japan where revpar increased 4.2%.
Tokyo Bay benefited from the strong
performance of the Disney resorts and saw
profits up by over 70%.

Following the acquisition of the Hilton Sydney
in 2000, the hotel closed in the fourth quarter
and will undergo a full £46 million rebuild.

It will reopen in mid 2004 as the premier
meeting and conference hotel in Sydney.

The Americas

The region saw profits fall 23% on a decline

in revpar of 2.1%. As with the Europe and
Africa region, our owned properties, primarily
in North America, were affected more by the
economic climate than our managed portfolio.
The new Hilton Sdo Paulo Morumbi opened
in the fourth quarter in a difficult market place.
The Caribbean performed well in a challenging
environment helped by the launch of the new
resort product.

LivingWell

The LivingWell business saw a very encouraging
19.5% growth in reported profits. After
adjusting for changes in internal accounting
policies, comparable profit grew by over 50%.
There has also been a 7% growth in members
and worldwide membership now stands at over
142,000. LivingWell received several major
awards including Peterborough winning the
prestigious Flame Award for Best Premier
Health Club. During the year, LivingWell
Express was launched and there are now seven
clubs in Hilton hotels in seven countries.

Hilton International
27 February 2003



Betting and Gaming

The introduction of ‘tax-free’ betting in

late 2001 has been a catalyst for growth,
leading to a widening of the choice of betting
opportunities in all distribution channels.

Christopher Bell
Chief Executive
Ladbrokes Worldwide

Business Review

Ladbrokes continues to build on the
unprecedented levels of change experienced in
2001. The introduction of ‘tax-free’ betting in
late 2001 has been a catalyst for growth,
leading to a widening of the choice of betting
opportunities in all distribution channels.

This wider set of commercial opportunities,
coupled with the strength of the Ladbrokes
brand, depth of management and experience
and investment in technology, has generated
record gross win and profit.

The Government’s objectives to create a more
enlightened approach to betting with a keen
awareness of customer needs appears to be on
course. Gambling is now a mainstream leisure
product and is rightly being treated as such.

Throughout 2002, Ladbrokes has continued
to invest in technology enabling the launch of
innovative new products and greater service
delivery to the customer.

In April, the bookmakers reached agreement
with British racing over payment for the use

of data rights and in May an agreement was
reached with 49 British racecourses to secure
betting shop picture rights. The other ten

racecourses have contracts with SIS until 2007.

With the stability that is being generated both
through these agreements and from a
reinvigorated market in general, Ladbrokes is
installing new visual systems to provide
enhanced information and increased betting
opportunities for customers.

The roll out of these digital systems will be
complete by mid 2003 and will allow tailor-
made broadcasts by chosen shop or region.

Technology has also been exploited through
our electronic point of sale system, which
allows customers’ bets to be captured
electronically so saving time and money
through increased stafl’ productivity. The
recently introduced mark sense (lottery style)
slips, made possible through the electronic

point of sale systems and touch screen betting
facilities, have also proved to be extremely
popular.

The eGaming business continues to grow
at encouraging levels and benefited from
the popularity of the World Cup when
over 1.2 million bets were placed by over
62,000 customers. 13 languages are now
supported across an increased range of
products, accepting 15 different currencies.

Particular success included the expansion

of the rapid keno style game ‘Balls” and the
launch in May of ladbrokespoker.com. The
sportsbook continues to grow and remains the
key recruitment vehicle from ladbrokes.com into
the other eGaming sites. The ladbrokescasino.com
site 18 also developing rapidly and is now
recognised as a leading player in the industry.
Jackpot games now offer customers the chance
to win over US$1 million. The success of
these games is helping eGaming to generate
significant levels of profit.

The telephone betting operation continues

to grow rapidly, with over 100,000 active
customers, an increase of 14%. Investment
has and still is being made in improving
customer service, including development of

a speech recognition system for automated
call handling. The business also benefits from
our One Account service, enabling customers
to bet with Ladbrokes using just one account
accessible by phone, internet, interactive

TV and, in the first half of 2003, throughout
Ladbrokes’ UK betting shops. This will
enable customers to, for example, bet from
their office, using the telephone or internet
and then pick up their winnings from their
local Ladbrokes shop on their way home
from the office. No other competitor offers
customers this level of accessibility.

Vernons continues to perform well, with
the growth of online games products and
numbers games available through mail and
telephone offsetting the industry decline in
traditional pools betting.

Hilton Group plc Annual Report 2002 7



Operational review
continued

Betting and Gaming Year to Year to Year to Year to

i . 31.12 2002 31.12 2002 31.12.2001 31.12.2001
Turnover and profit by business £m £m £m £m
UK Retalil 2,755.6 113.2 1,812.3 90.6
Belgium and Ireland 243.8 11.2 225.2 11.8
Telephone Betting 393.2 8.1 284.7 3.6
eGaming 390.3 11.3 188.2 2.0
Vernons 29.0 5.5 29.9 5.5
Worldwide Betting 3,811.9 149.3 2,540.3 113.5

Management remain confident in the
continued growth and profitability of
the Ladbrokes business.

Operating Review

Turnover at £3.8 billion increased by 50%
following the introduction of ‘tax-free’ betting,
the continued international expansion of our
eGaming business and the benefit of the World
Cup in Japan and Korea.

Gross win at /622 million was up by 8%,
increasing in all channels and reflecting positive
growth across the business. Gross profit, after
deducting duty and VAT, was up by 20% at
£527 million.

Operating profit before exceptional items
consequently increased by 31.5% to
£149.3 million.

In the UK shop estate, the levels of slippage
(transactions) increased by 18% and stake per
slip rose to £8.06. Boosted by our continued
investment in the estate, in customer facing
technology and extended opening hours,
turnover rose by 52%.

Gross profit margin (excluding AWPs and
FOBTS) of 13.9% was lower than the three
year average of 14.4%. This is a consequence
of both horse race margins being reduced
on-course by the impact of bookmakers at
the race track hedging off-course with betting
exchanges and increased customer betting

on lower margin and virtual events.

However, gross win, the amount of money
the customer leaves behind, increased by 4%
demonstrating that in the new no tax era
customers are prepared to reinvest their
winnings as value to them improves.

The European shop businesses achieved a
22% increase in profit, each and every business
showing growth other than Belgium, which
had to withdraw its slot machines under new
legislation. The UK business in particular
benefited from accelerated shop development
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with 46 relocations, ten new licenses and

27 acquisitions at a total cost of /29 million.
We also concluded a major review of the estate
following the first anniversary of the betting
tax modernisation and closed 54 loss making
shops with no future in the modernised
Ladbrokes estate. The leverage of our
EPOS network was pushed further with the
commencement of installation of 3,500

self service customer terminals and new in-
shop screen presentations and data library
costing some /20 million.

Costs in UK retail rose by 14% as increased
levies and picture payments were made to
British horseracing, shops were open for longer
hours and on more Sundays and higher
property rents, utility charges and insurance
costs were incurred.

Vernons continued to perform well, with
turnover decline slowing and new products
being introduced, generating profit of
£5.5 million (2001: £5.5 million).

Following the return of our call centre
from Gibraltar to London and Liverpool,
telephone betting turnover has increased
by 38%, call volumes by 26% and average
call costs have reduced by 18%.

Gross win also increased by 9% as stakes per
call rose to £82. Telephone betting made an
increased profit of /8.1 million from a base

of 104,000 active customers.

eGaming continued its growth, increasing
turnover on the sportsbook by 78%, the casino
by 66% and ‘Balls” almost six-fold. Gross win
increased by 102% to £53 million, also
benefiting from the launch of our poker site

in May. From a standing start, our poker site —
ladbrokespoker.com — is one of the top three in
the world and the biggest poker room without
US customers.

Encouragingly, whilst we continue to invest in
this business, profit has reached £11.3 million
— an increase of £9.3 million on 2001.

We now have over 500,000 registered players,
with 264,000 active during 2002.

Costs of recruitment have decreased 14% and
are believed to be much lower than for lesser
known brands than Ladbrokes, who do not
have the benefit of a strong sportsbook
providing the gateway to the gaming products.

Internationalisation of the offering continues —
even though we do not take bets from US
citizens — we take bets from 180 countries in
15 currencies and provide full customer service
back up in 13 languages.

Christopher Bell
Chief Executive
Ladbrokes Worldwide
27 February 2003



Corporate social responsibility

Hilton Group operates to high standards of performance and
advocates socially and environmentally responsible business
practice. Our aim is to bring a positive benefit to the societies
in which we operate, through high quality services, economic
growth, environmental protection, community involvement
and, of course, employment.

Our People

We rely on our employees to provide the
high quality of service our guests and
customers expect. In return we work hard to
look after our people. Our aim is to maximise
and develop the skills of our staff, provide
opportunities for personal development and
achieve high rates of employee satisfaction.

Through its ‘Esprit’ programme, Hilton
International aims to make everyone feel
valued within their working environment.

Its objectives are to maintain high standards
in human resources management and to
create a business culture in which everyone
can grow and develop their careers. To support
this commitment, Hilton University has been
launched worldwide, covering a range of skills
for the hotel industry, from operational and
technical to finance and general management.

Ladbrokes has been Investors in People
accredited since 1998 and is continuously
monitoring and improving its activities. For the
second year running, Ladbrokes has achieved
Good Corporation accreditation, with its staff
receiving a commendation for their approach
to customers and the local community.

Equal Opportunities

and Human Rights

Hilton Group values its international
reputation and respects the communities in
which we work. We uphold the principle of
equal opportunities and strive to meet high
ethical standards. Our divisions abide by the
provisions of the Universal Declaration of
Human Rights.

Health and Safety

Health and safety is a primary objective of

the Group and an integral part of the way

we manage our business. Our aim is to achieve
best-practice standards in health and safety
throughout our operations. We support a
proactive culture of risk management to ensure
accidents and incidents remain as low as is
reasonably practicable.

Environment and Sustainability

Hilton Group is committed to protecting the
environment and improving its environmental
performance.

We are included in FT'SE4Good and are
an active participant in the UK Business
in the Environment’s Index of Corporate
Environmental Engagement. We also sponsor

the International Hotels Environment
Initiative (IHEI).

We are continually working to incorporate
environmental management into everyday
business practice, measuring our performance
and setting improvement targets for all our
business units. To date, we have focused on
minimising the direct impact of our operations
and in particular reducing the amount of
energy and water we use and waste we
produce.

Business Practice

Our internal codes of practice require business
professionalism, honesty and integrity in all
that we do. We seck to comply with all relevant
legislation and to maintain good relationships
with all our stakeholders.

Customers

Our customers are our business. In order to
maintain high levels of satisfaction, we are
constantly assessing the views of our customers.
Hilton Group encourages its divisions to
operate a fair system for handling complaints
from customers, guests, employees and
suppliers. We respect the rights of the consumer
according to all applicable legislation in the
countries in which we operate.

Business Partners and Supply Chain
We promote long-term relationships with
our business partners and our divisions work
closely with their suppliers to maintain the
integrity and continuity of service expected
by our customers. In particular, we have
established social, ethical and environmental
criteria for procurement and are working
with our suppliers to integrate them into
our supply chain.

Communities and Charities

Good relationships with local communities
provide invaluable benefits to our business.

We encourage all our employees to be involved
in their communities.

Hilton in the Community Foundation is the
charitable trust set up and wholly supported
by Hilton International and its employees.
The foundation was launched in the UK in
2000 and is now being rolled-out worldwide.

In 2002, the Ladbrokes charity of the year
has been the NSPCC. In addition, Ladbrokes
continues to support the Gambling Industry
Charitable Trust (inc Gamecare), assisting both
individuals and their families who have issues
related to problem gambling,

Our employees throughout the world have
been involved in fundraising and charitable
activities and during 2002 have raised
approximately £1 million. In addition, Group
companies donated £164,000 to 348 charities
worldwide of which £131,000 was to UK
charitable organisations. This excludes £200,000
donated by Hilton International in support of
the Hilton in the Community Foundation.

In demonstrating our commitment to
corporate social responsibility (CSR) we
have produced full disclosure on our website
(www.hiltongroup.com).

Further information on CSR is included
in the Directors’ Report on pages 47 to 49.
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Financial Review

Group profit before tax, exceptional items
and goodwill amortisation of £271.4m was
down 3.1% with strong performance in the
betting businesses offset by difficult hotel

trading conditions.

Business Overview

Hilton Group plc comprises two divisions,
Hotels and Betting & Gaming, which are
operated on a decentralised basis, with a

small Group head office. As part of a routine
strategic review, carried out in 2002, the Board
re-affirmed its previously stated intention to
maintain the Group in its current shape.

This is a subject which the Board reviews

at least annually.

Within Hotels, Hilton International is a leading
global hotel brand and the Company, which
owns the rights to the trademark for the
Hilton brand outside the USA, entered

into an alliance on 1 January 1997 with
Hilton Hotels Corporation, which owns the
rights to the trademark within the USA.
This Alliance covers reservations systems,
loyalty programmes and global marketing
arrangements. In 2001, the Group acquired
Scandic which is a leading mid-market
operator of hotels, particularly in the Nordic
region. The Group also owns the LivingWell
health club brand. Ladbrokes is a leading
betting brand with strong positions in retail
betting, telephone betting and eGaming.

Trading Summary

Turnover for the Group has increased by
£1,317.2 million (31.6%) to £5,479.0 million.
Hotels increased £125.3 million to £1,666.0
million, with the impact of the tragic events
of September 11 and the slowdown in world
economies continuing in 2002, offset by the
Scandic full year acquisition impact. Betting &
Gaming, excluding the International Gaming
business (‘Worldwide Betting’), increased
£1,271.6 million to £3,811.9 million due

to the full-year impact of ‘tax-free’ betting
and the strong performance of all divisions
this year. Second-half Group turnover of
£2,911.3 million was up £661.3 million,

with Worldwide Betting up £654.2 million.

Operating profit before goodwill amortisation
and exceptional items is down 3.1% to
£348.1 million (2001: £359.2 million).
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Worldwide Betting profits increased by

31.5% to £149.3 million boosted by strong
performance in European Retail and eGaming
profits. This was offset by Hotels, down 16.9%
to £212.1 million, with the effects of
September 11 and the slowdown in world
economies continuing in 2002. Second-half
Group operating profit was up 2.9% to
£180.4 million, with the 11% fall in Hotels
more than offset by increased Worldwide
Betting profits.

Interest

The interest charge for the year of £76.7 million
is 2.9% lower than last year (£79.0 million).
This reflects the impact of the decrease in year
on year average borrowings (cash received

on the disposals of UK hotels, in March 2001
and August 2002, has been largely offset by
the Scandic acquisition in June 2001). EBITDA
interest cover was 6.3 times (2001: 6.1 times),
with EBITDAR interest cover (after adjusting
for payments under fixed leases and minimum
guarantees, and excluding associates) of

5.1 times (2001: 5.2 times).

Profit Before Tax

The operating profit decline was partially
offset by the lower interest charge resulting
in a 3.1% decrease in profit before taxation,
exceptional items and goodwill amortisation
to £271.4 million (2001: £280.2 million).

Exceptional Items
Exceptional charges before taxation for the
year total £46.3 million.

Operating exceptional charges of £48.1 million
include £39.7 million due to impairment

of certain operating assets within the estate.
£5.1 million relates to leasing and licence costs
associated with the closure of 54 betting shops
and £3.3 million to the costs of closing the
Sydney Hilton for redevelopment.

Net non-operating exceptional profits of
£1.8 million include profit of £17.9 million
on the sale of 10 UK hotels, representing

60% of the gross profit on disposal, less costs.
For accounting purposes, the Group has
retained a 40% interest in the hotels due to
its investment in the Limited Partnership,
therefore, 40% of the gross gain is treated

as unrealised and has been deferred. The
deferred element of the gain is held as part
of investments in assoclates in the balance
sheet and will be recognised on any subsequent
disposal. Non-operating exceptional charges
of £16.1 million relate to losses on
disposal/closure of hotels and an internet
travel portal, and assets written off as a result
of the closure of 54 betting shops.

Taxation

The Group has adopted the provisions of
Financial Reporting Standard 19 ‘Deferred
Tax’ for the current financial year. The new
accounting policy is described on page 23.
The restatement has resulted in a £181.9
million deferred tax provision being recognised
at 1 January 2001, together with a related
£37.4 million increase in goodwill.

The total taxation charge in 2002 was
£58.7 million, including £1.0 million
exceptional credit relating to the operating
exceptional charge on closure of 54 betting
shops. This represents an effective tax rate
of 22.0% on profits before goodwill
amortisation and exceptional items

(2001: 21.06% as restated for FRS 19).
This underlying rate is anticipated to be
sustainable for the foreseeable future.

Earnings per Share (EPS)

EPS (before the impact of goodwill amortisation
and exceptional items) of 13.40 pence was down
0.90 pence (2001: 14.30 pence as restated). This
1s a result of the combination of the decrease in
PBT, higher tax rate and the full year impact of
the shares issued on acquisition of Scandic. EPS
(including the impact of goodwill amortisation
and exceptional items) was 6.16 pence (2001:
8.94 pence as restated). The impact of dilutive
share options is not significant.



Dividend

The Board has proposed a final dividend

of 5.52 pence per share bringing the total
dividend for the year to 8.92 pence per share
(2001: 8.92 pence per share), covered 1.5 times
(2001: 1.6 times) by EPS (before the impact
of goodwill amortisation and exceptional
items). The total cost of the dividend is
£141.0 million (2001: £140.6 million) and

is covered 1.5 times by earnings before
goodwill amortisation and exceptional items
(2001: 1.6 times as restated).

Cash Flow, Capital Expenditure

and Borrowings

Cash flow from operating activities in 2002
was £455.7 million, £10.0 million higher
than in 2001 (£445.7 million), mainly due

to EBITDA improvement. Dividends received
from associates of /7.7 million (2001:

£0.3 million) included a £6.8 million special
dividend from SIS.

Capital expenditure on operating and intangible
assets of £202.2 million was slightly above that
in 2001 (£187.2 million), mainly due to betting
shop acquisitions. Expenditure for the year has
remained tightly controlled in current conditions,
which is possible due to the good quality of
the estate. Planned capital expenditure for
2003, excluding timing differences on spend
approved in 2002, 1s £165 million, with

£133 million for Hotels (including £46 million
for the Sydney refurbishment) and £32 million
for Worldwide Betting.

Cash inflow on sale of operating assets of
£341.2 million includes £335.7 million
proceeds from the sale of the 10 UK hotels,
whilst expenditure on associates of £26.4
million includes the 40% investment in the
Limited Partnership the hotels were sold to.
Interest, tax and equity dividend outflows
amounted to £248.7 million compared to
£267.3 million in 2001, with net interest
payments £19.3 million lower in 2002 due
mainly to timing differences.

Cash inflow from operating activities for the
second half was £243.9 million, £7.9 million
lower than last year. The decrease is mainly
working capital related. Capital expenditure
on operating and intangible assets for the
second half was £117.0 million compared

to £92.6 million in 2001.

At 31 December 2002, the Group had gross
borrowings of £1,565.7 million and cash and
short-term investments of £400.9 million,
resulting in net debt of /1,164.8 million
(2001: £1,473.9 million). The £309.1 million
decrease in borrowings is after an adverse
exchange translation impact of £28.6 million.

Sale and Turnover Lease of 10 UK Hotels
On 29 August 2002, the Group sold 10

UK hotels to a Limited Partnership for

£335.7 million, whilst simultaneously entering
into 27 year turnover based leases on the
properties. The Group acquired a 40% interest
in the Limited Partnership for an investment
of £24.8 million.

Initial lease rentals represent approximately
28.8% of hotel turnover, plus £3.1 million
per annum, with a guaranteed minimum

of £17.5 million per year (5.2% of the
consideration received). This guaranteed
rent is subject to an annual RPI adjustment
capped at a maximum increase of 5% in
any one year. Additionally, the Group has
provided a warranty covering turnover levels
to 31 December 2004.

Pensions

The Group operates a number of pension
schemes throughout the world, with the main
scheme being a UK defined benefit scheme.
A valuation of this scheme as at 30 June 2002
is currently in progress, but is not yet
sufficiently advanced to enable an estimate
of the future defined benefit cost or credit.
Accordingly, from 30 June 2002, the Group
ceased to recognise the credit arising from
the difference between contributions and

the SSAP 24 pension expense based on the
current valuation.

Capital Structure and Treasury Policy
Financial Risk Management

The Group’s treasury function provides a
centralised service for the provision of finance
and the management and control of liquidity,
foreign exchange and interest rates. The
function operates as a cost centre and manages
the Group’s treasury exposures to reduce risk in
accordance with policies approved by the Board.

Derivative financial instruments, such as

spot and forward foreign exchange contracts,
currency swaps and interest rate swaps, are
used to assist in the management of the
Group’s financial risk. These instruments are
also used, where appropriate, to generate the
desired effective currency and interest rate
profile. It is not the policy of the Group to
trade in or enter into speculative transactions.

Group operations are primarily financed from
retained earnings, bank borrowings and long-
term loans. Debt is principally raised centrally
by the group finance company and then lent on
to operating subsidiaries on commercial terms.

In addition to the primary financial instruments
mentioned above, the Group also has other
financial instruments, such as trade debtors,
trade creditors, accruals and prepayments that
arise directly from the Group’s operations.

The Group has a £2 billion Euro Medium
Term Note (EMTN) programme, which is
used to increase the flexibility of funding with
regards to source, cost, size and maturity. As
at 31 December 2001, two public Eurobond
issues had been made under this programme —
a £175 million 7.25% bond, maturing July
2008 and a €375 million 5% bond, maturing
July 2004. In March 2002, there were two
further public Eurobond issues, which were
significantly over-subscribed, made under

this programme — a €500 million 6.5% bond
maturing in July 2009 and a £250 million
7.125% bond maturing in July 2012.
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Financial Review
continued

Several private placements have been issued
under the programme in a variety of
currencies. As at 31 December 2002, these
private placements had an equivalent value of
£37.2 million. Funds raised via the EMTN

programme have been used to repay bank debt.

The Group has ratings from credit rating
agencies as at 26 February 2003 as follows:

Fitch BBB+ Stable outlook
Moody’s Investors

Service Baa?2 Stable outlook
Standard & Poors BBB Stable outlook

The above ratings are within parameters set by
the Board, which are subject to regular review.

The main risks managed by the Group’s
treasury function are interest rate risk, liquidity
risk, currency risk and credit risk. The Board
reviews and agrees policies for each of these
risks as summarised below. Note 20 to the
accounts provides further disclosures with
regard to these risks.

Interest Rate Risk

The Group’s exposure to interest rate
fluctuations on its borrowings and deposits
is managed by using various interest related
derivatives, primarily interest rate swaps.
The Group also had a £100 million interest
rate collar which matured in January 2003.
The Group borrows in several currencies
and operates a policy of fixing the interest
rate of at least 25% of core debt for more
than 12 months. Non-core debt and cash
are kept at short-term interest rates. At 31
December 2002, after taking account of
interest rate swaps, the proportion of the
Group’s gross borrowings at fixed rates was
47% (2001: 40%) fixed for a weighted average
period of 3.6 years (2001: 2.2 years). The
annual average interest rate on fixed rate
debt was 5.5% (2001: 5.6%).
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Liquidity Risk

The Group aims to maintain a balance
between continuity and flexibility of funding
through the use of borrowings with a range
of maturities. The Group’s policy on liquidity
is to ensure that there is sufficient medium
and long-term committed borrowing
facilities to meet the medium-term funding
requirements. At 31 December 2002, there
were undrawn committed borrowing facilities
of £788.7 million (2001: £519.8 million).
Total committed facilities had an average
maturity of 4.2 years (2001: 3.0 years).
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Currency Risk

Due to the international nature of its core
activities, the Group’s reported profits, net
assets and gearing are all affected by foreign
exchange rate movements. The Group seeks

to mitigate the effect of any structural currency
exposure that may arise from the translation
of the foreign currency assets by borrowing in
foreign currencies to match at least 75% of the
foreign currency assets. At 31 December 2002,
foreign currency borrowings represented 91%
(2001: 92%) of the net carrying value of
foreign currency assets.

R0E med dhelgl

Yoar § ‘fﬁ-ﬁ Yoar T '!"u;H'E: Yiaar 9 ‘l"#w
fe: ] Deq

Dex Dec Dee Dec [Dec Dae e Dee  Deo

2002 2003 2004 2005 2008 2007

2008 2008 0oi0 20t 202



Although the Group carries out operations
through a number of foreign enterprises, Group
exposure to currency risk at a transactional
level is minimal. The day to day transactions
of overseas subsidiaries are carried out in

local currency.

Credit Risk

Counterparty risk arises from the investment
of surplus funds and from the use of derivative
instruments. This risk is managed by restricting
those transactions to banks that have a defined
minimum credit rating and to limit the
exposure to a maximum per bank. All
derivative transactions are executed under
agreements conforming to the International
Swaps and Derivatives Association (ISDA)
standards.

Taxation Management

The Group has a proactive approach to

tax management and seeks to minimise tax
payments through careful professionally
managed tax planning The Group’s effective
rate has fallen from 27% in 1995 (excluding
the impact of FRS 15 and FRS 19, estimated
as 31% restated) to 22% in 2002.

Share Price and Market Capitalisation
The closing share price of the Group on

31 December 2002 was 167.00 pence

(2001: 211.00 pence) and market capitalisation
of the Group was £2.64 billion (2001:

£3.33 billion). The share price closed at

a high during the year of 263.5 pence on

8 May 2002. Yor the year ended 31 December
2002, the Group’s total shareholder return
was ranked at 41 out of 96 companies in the
FTSE 100 for the period.
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Going Concern

The Directors consider the Group has
adequate resources to continue in operational
existence for the forseeable future and that

it is therefore appropriate to adopt the going
concern basis in preparing the financial
statements.

Accounting Policies

FRS 17 ‘Retirement Benefits’ was adopted

for the year ended 31 December 2001, the
disclosure required under the transitional
arrangements has been provided in

Note 27. Under these amended transitional
arrangements, no amounts will be recognised
in the primary statements until the year ended
31 December 2005, the requirements until
that time are purely disclosure.

As noted above, FRS 19 ‘Deferred Tax’ has
been adopted for the current financial year

and the resulting restatements are explained
in Note 26.
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Managing the group

Sir Ian Robinson BSC FRENG

Chairman

He was appointed Chairman of the Board on
1 October 2001, having joined the board as a
non-executive director and Deputy Chairman
on 22 February 2001. Sir Ian was Chief
Executive of Scottish Power plc from 1995 to
2001. He is a Fellow of the Royal Academy

of Engineering and is non-executive Chairman

of Amey plc and Scottish Enterprise. Age 60.

David Michels

Group Chief Executive

He was appointed Group Chief Executive
of Hilton Group on 1 June 2000. He joined
the Board in March 1999 and was appointed
Chief Executive of Hilton International in
April 1999. A graduate of the London Hotel
School, David Michels was formerly Chief
Executive of Stakis plc. He is also a non-
executive director of British Land plc and
Hilton Hotels Corporation. Age 56.

Brian Wallace MA AcA

Deputy Group Chief Executive

and Group Finance Director

He became Deputy Group Chief Executive
on 1 June 2000. He was appointed Group
Finance Director and joined the Group Board

in April 1995. He was formerly Group Finance

Director of Geest and has held financial
appointments with APV, Schlumberger and
Price Waterhouse. He is also a non-executive
director of Hays plc. Age 48.
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Christopher Bell

Chief Executive, Ladbrokes Worldwide

He was appointed to the Board on 1 June
2000. He joined Ladbrokes in 1991 and
became Managing Director in 1995. Prior
to joining Ladbrokes he held a number

of senior positions with Allied Domecq.

He is also Vice-Chairman of the Association
of British Bookmakers, a member of the
Bookmakers Committee and a director

of Satellite Information Services. Chris Bell
was appointed a non-executive director of
Game Group plc in January 2003. Age 43.

Anthony Harris

1955-2003

He was appointed Chief Executive Officer of
Hilton International and joined the board on
1 June 2000. He joined Hilton International
in March 1999 as Managing Director for the

UK and Ireland and became Chief Operating

Officer, Hilton International in the early
part of 2000. Prior to joining Hilton, he
was Deputy Chief Executive and Managing
Director of Stakis plc. Sadly Anthony died
on 11 March 2003, aged just 47.

Stephen Bollenbach

He was appointed non-executive director

in January 1997. Stephen F Bollenbach

is President and Chief Executive Officer

of Hilton Hotels Corporation. He is also
Chairman of Park Place Entertainment and
1s on the board of AOL/Time Warner and
Catellus Development Corporation. Age 60.

Patrick Lupo

He was appointed non-executive director on
26 January 2001. Patrick Lupo is a director
and former Chief Executive of DHL
Worldwide, where he has held a number

of senior positions since 1975. He is also
currently a non-executive director of

WH Smith Group plc. He will become senior
independent director following the 2003 AGM.
Age 51.

Louise Patten MA (Oxon)

She was appointed non-executive director

in 1993. Louise Patten is a member of

the Advisory Board of Bain & Company,

the strategy consultants, and is a non-executive
director of GUS, Brixton and Somerfield.
Previously she has held positions in
management consultancy, corporate banking
and retail financial services. Age 49.

Russell Walls Bsc Fcca

He was appointed non-executive director

in June 1996 and is the senior independent
director. Russell Walls was formerly Group
Finance Director of BAA and previously held
similar positions with Wellcome and Coats
Viyella. He is also a non-executive director

of Stagecoach Group, Signet Group and The
Mersey Docks and Harbour Company. Age 59.

Nicholas Jones

A qualified accountant and business

school graduate, Nicholas Jones is a distinguished
corporate financier and is Vice Chairman

of Lazard Brothers, a position he has held
since 1999. His other interests include
horseracing and from 1991-2000 he was
Chairman of the National Stud. Age 56.



Senior Management

Mike Ashton
Senior Vice President Marketing,
Hilton International

Tim Davis
Senior Vice President Distribution
and eCommerce, Hilton International

Roger Devlin
Corporate Development Director

Jurgen Fischer
President Hilton International,
Europe and Africa

Howard Friedman
President Hilton International, The Americas

Paul Harvey
Managing Director, LivingWell

Koos Klein
President Hilton International,
Middle East & Asia Pacific

Wolfgang M Neumann
President Hilton International,
UK and Ireland

John O’Reilly
Managing Director,
Ladbrokes eGaming

Alex Pagett
Corporate Affairs Director

Alan Ross
Managing Director, Ladbrokes

Bryan Taker
Head of Group Human Resources
and Legal Services

Desmond Taljaard
Senior Vice President
Real Estate, Hilton International
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Consolidated profit and loss account

2002 2001
(as restated)
Before Before
exceptional exceptional
items and items and
goodwill goodwill
amortisation Total amortisation Total
For the year ended 31st December Note £m £m £m £m
Turnover — continuing operations 1 5,479.0 5,479.0 4,161.8 4,161.8
Cost of sales before goodwill amortisation and depreciation (4,890.0) (4,895.1) (3,601.0) (3,641.8)
Goodwill amortisation - (68.7) - (58.7)
Depreciation and amounts written off tangible and intangible fixed assets (138.0) (179.4) (120.6) (131.7)
Cost of sales (5,028.0) (5,143.2) (3,721.6) (3,827.2)
Gross profit 451.0 335.8 440.2 334.6
Administrative expenses (117.9) (119.5) (94.8) (94.8)
Group operating profit — continuing operations 333.1 216.3 345.4 239.8
Share of results from associated undertakings 15.0 15.0 13.8 13.8
Amortisation of associated undertaking goodwill - (0.3 - 0.2)
Total operating profit 3 348.1 231.0 359.2 253.4
Continuing operations:
Profit/(loss) on tangible fixed assets - 13.0 - 24.9
Profit/(loss) on sale or closure of operations - (1.2 - 15
Provision for losses on fixed assets pending sale - (10.0) - (6.5)
Discontinued operations:
Profit on sale of investment properties - - - 3.9
Profit before interest 348.1 232.8 359.2 277.2
EBITDA 486.1 481.2 479.8 462.8
Interest (76.7) (76.7) (79.0) (79.0)
Profit on ordinary activities before taxation 1-4 271.4 156.1 280.2 198.2
Tax on profit on ordinary activities 6 (59.7) (58.7) (59.0) (59.8)
Profit on ordinary activities after taxation 211.7 97.4 221.2 138.4
Equity minority interests 0.1) 0.1) (0.3 (0.3)
Profit attributable to shareholders 211.6 97.3 220.9 138.1
Dividends 8 (141.0) (141.0) (140.6) (140.6)
Transferred to/(from) reserves 70.6 (43.7) 80.3 (2.5)
Earnings per share 9
— basic 13.40p 6.16p 14.30p 8.94p
— diluted 13.37p 6.15p 14.26p 8.91p
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Consolidated balance sheet

2002 2001
(as restated)
At 31st December Note £m £m
Fixed assets
Intangible assets 10 1,672.6 1,687.9
Tangible assets 11 2,514.7 2,825.0
Investments 12 109.4 101.9
4,296.7 4,614.8
Current assets
Assets held for resale 13 2.7 2.7
Stocks 14 19.4 22.5
Debtors
— amounts falling due within one year 15 329.5 375.6
— amounts falling due after more than one year 15 23.9 25.2
Cash at bank and in hand 400.9 57.9
776.4 483.9
Creditors — amounts falling due within one year 16 (978.5) (1,061.5)
Net current liabilities (202.1) (577.6)
Total assets less current liabilities 4,094.6 4,037.2
Creditors — amounts falling due after more than one year 17 (1.405.3) (1,281.1)
Provisions for liabilities and charges 18 (215.5) (212.6)
2,473.8 2,543.5
Capital and reserves
Called up share capital 21 158.0 157.8
Share premium account 22 1,718.5 1,713.9
Revaluation reserve 23 252.3 292.7
Other reserve 23 158.2 158.2
Profit and loss account 23 183.3 216.5
Equity shareholders’ funds 2,470.3 2,539.1
Equity minority interests 3.5 4.4
2,473.8 2,543.5

Approved by the board of directors
on 27th February 2003

D M C Michels

B G Wallace
Directors
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Company balance sheet

2002 2001
(as restated)
At 31st December Note £m £m
Fixed assets
Investments 12 4,081.1 4,326.1
Current assets
Debtors — group companies 64.8 64.4
Other debtors — amounts falling due within one year 15 14.3 8.4
Cash at bank and in hand 0.3 0.3
79.4 73.1

Creditors — amounts falling due within one year 16 (482.1) (268.7)
Net current liabilities (402.7) (195.6)
Total assets less current liabilities 3,678.4 4,130.5
Creditors — amounts falling due after more than one year 17 (379.4) (896.7)
Provisions for liabilities and charges 18 (16.8) (43.4)

3,282.2 3,690.4
Capital and reserves
Called up share capital 21 158.0 157.8
Share premium account 22 1,718.5 1,713.9
Other reserve 23 158.2 158.2
Capital reserve 23 0.1 0.1
Profit and loss account 23 1,247.4 1,660.4
Equity shareholders’ funds 3,282.2 3,690.4

Approved by the board of directors
on 27th February 2003

D M C Michels
B G Wallace
Directors
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Consolidated cash flow statement

For the year ended 31st December

Note

2002
£m

2001
£m

Cash inflow from operating activities
Dividends received from associated undertakings

Returns on investments and servicing of finance
Interest received
Interest paid

24(a)

455.7
7.7

445.7
0.3

6.5
(85.1)

Net cash outflow from returns on investments and servicing of finance

(59.3)

(78.6)

Taxation
UK corporation taxation paid
Overseas taxation paid

(21.6)
(34.3)

Taxation paid

48.7)

(55.9)

Capital expenditure and financial investment
Payments for intangible assets

Payments for operating assets

Payments for fixed asset investments

Receipts from sales of intangible and operating assets
Receipts from sales of investment properties

Receipts from sales of other investments

(13.9)
(188.3)

(0.9)
341.2

1.0

2.9)
(184.3)
(0.5)
364.7
11.3

Net cash inflow for capital expenditure and financial investment

139.1

188.3

Acquisitions and disposals
Acquisition of subsidiaries

Net cash acquired with subsidiaries
Disposal of subsidiaries

Net cash disposed with subsidiaries
Loans to associates

Purchase of interests in associates

25

5.9
(1.6)
(25.2)
1.2)

(457.8)
5.3
18.4
(5.2)
(0.1)
(3.5)

Net cash outflow for acquisitions and disposals

22.1)

(442.9)

Equity dividends paid

(140.7)

(132.8)

Cash inflow/(outflow) before use of liquid resources and financing

331.7

(75.9)

Management of liquid resources
Decrease in short-term deposits

(322.7)

8.6

Net cash (outflow)/inflow from management of liquid resources

24(c)

(322.7)

8.6

Financing

Issues of ordinary share capital
New borrowings

Borrowings repaid

4.7
713.6
(689.0)

6.3
735.4
(685.9)

Net cash inflow from financing

24(d)

29.3

55.8

Increase/(decrease) in cash in the year

24(c)

38.3

(11.5)
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Statement of total recognised gains and losses

2002 2001
(as restated)
For the year ended 31st December £m £m
Profit attributable to shareholders 97.3 138.1
Currency translation differences on foreign currency net investments net of taxation (29.8) 4.8
Total recognised gains and losses relating to the year 67.5 142.9
Prior year adjustments relating to deferred tax (149.5)
Total recognised gains and losses since last annual report (82.0)
Note of historical cost profits and losses
2002 2001
(as restated)
For the year ended 31st December £m £m
Reported profit on ordinary activities before taxation 156.1 198.2
Realisation of revaluation gains and losses of previous years 50.3 24.8
Adjustment for previously recognised revaluation losses (13.2) (93.2)
Historical cost profit on ordinary activities before taxation 193.2 129.8
Transfer to profit and loss reserve after taxation, minority interests and dividends (6.6) (70.9)
Reconciliation of movements in shareholders’ funds
2002 2001
(as restated)
For the year ended 31st December £m £m
Opening equity shareholders’ funds (as previously reported) 2,499.8
Prior year adjustments related to deferred tax (144.5)
Opening equity shareholders’ funds (as restated) 2,539.1 2,355.3
Total recognised gains and losses 67.5 142.9
Dividends (141.0) (140.6)
New share capital subscribed 4.8 7.6
Premium on allotment of ordinary shares 0.1) (1.3)
New share capital on acquisition of subsidiaries - 165.1
Goodwill transferred to current year profit and loss account - 10.1
Closing equity shareholders’ funds 2,470.3 2,539.1
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Accounting policies

Basis of accounting

The accounts have been prepared under the
historical cost convention other than in
respect of hotels subject to the provisions of
Financial Reporting Standard (FRS) 15 as
set out below. They have been drawn up to
comply with applicable UK accounting
standards.

The Group has adopted FRS 19 ‘Deferred
Tax’ for the year. Details of the resulting
restatements are included in note 26 to the
accounts.

Basis of consolidation

The consolidated accounts include the
audited accounts of the parent company
and its subsidiary undertakings. The results
of subsidiaries acquired or sold are included
in the profit and loss account from, or up to,
the date control passed.

The Group’s share of results of associated
undertakings is included in the consolidated
profit and loss account and the Group’s
share of net assets of associates, plus any
loans due to the Group, is shown in the
consolidated balance sheet. Associated
undertakings are included under the equity
method of accounting.

With effect from 1998, where the cost of
acquiring new and additional interests in
subsidiaries, associates and businesses
exceeds the fair value of the assets
acquired, including amounts attributed

to a betting office licence or brand name,
the resulting premium on acquisition
(goodwill) is capitalised and its subsequent
measurement (via annual impairment
reviews or an annual amortisation charge) is
determined based on the individual
circumstances of each business acquired.
Goodwill written off to reserves prior to 1998
is not recorded in the Group balance sheet.

The profit or loss on disposal of a previously
acquired business includes the attributable
amount of purchased goodwill relating to
that business.
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Foreign currencies

Profit and loss accounts in foreign
currencies are translated into sterling at
average rates of exchange. Assets and
liabilities in foreign currencies, including the
Group’s interest in the underlying net assets
of associated companies, are translated into
sterling at year end rates of exchange.

Gains or losses arising on the translation
of the net assets of overseas subsidiaries
and associates are taken to reserves, net
of exchange differences arising on related
foreign currency borrowings, as are
differences arising on equity investments
denominated in foreign currencies in

the holding company’s accounts. Other
exchange differences are taken to the
profit and loss account.

Treasury instruments

The Group makes use of a number of
derivative instruments in order to alter the
risk profile of an underlying exposure of
the Group in line with the Group’s treasury
management policies. The main derivative
instruments used are as follows:

Interest rate swaps and collars

The notional principal of an interest rate
swap or collar is recorded off balance sheet.
The net interest paid or received

is recognised on an accruals basis in the
Group’s profit and loss account.

Cross currency swaps

A cross currency swap has the effect

of restating the underlying currency
denominated debt into the swapped
currency. The swapped currency is then
recorded on the balance sheet. The net
interest paid or received is recognised on an
accruals basis in the Group’s profit and loss
account. The Group also uses swaps

to hedge the Group’s tax charge on foreign
currency monetary assets and liabilities.

Fixed assets

The transitional rules of FRS 15 were
adopted for the Group’s freehold and
leasehold hotels, which permitted the
retention of the carrying values at the
previously revalued amounts. These hotels
will not be subject to revaluation and were
last valued at 31st December 1999.

All other fixed assets are stated at cost.
Impairment tests are carried out as and
when required by FRS 11.

Tangible assets

No depreciation is provided on freehold
land. Buildings are depreciated to residual
values over a period of 50 years or
estimated length of life of the building, or
the lease, whichever is less, on a straight
line basis.

Other tangible assets are depreciated using
rates (4% to 25% per annum) considered
appropriate to write down cost to estimated
residual value on a straight line basis over
the term of their estimated useful lives.

Intangible assets

(brands and betting office licences)

In accordance with FRS 10 and FRS 11,
the Group capitalises acquired intangible
assets (brands and betting office licences)
and reviews the values annually with a view
to write down if an impairment arises.

Intangible assets are stated at cost less any
amount written off for impairment. These are
not depreciated as they are regarded

as having indefinite lives.

Stocks
Stocks are stated at the lower of cost and
net realisable value.

Turnover

Turnover comprises amounts receivable as a
result of the ordinary activities of the various
businesses within the Group, including fees
earned under hotel management contracts.
Intra-group charges, VAT and sales by
associated companies are excluded.



Leases

Operating lease rental payments and
receipts, other than contingent rentals, are
taken to the profit and loss account on a
straight line basis over the term of the lease.
Contingent rentals, which are determined by
turnover or profit performance of individual
hotels, are charged when incurred.

Onerous contracts

Provision is made for future rental expenses
and related costs of leasehold property (net
of estimated sublease income) where space
is either vacant or not planned to be used
for ongoing operations.

Taxation

Deferred tax is recognised as an asset or
liability, at appropriate rates, in respect of
transactions and events recognised in the
financial statements of the current and
previous periods which give the entity a right
to pay less, or an obligation to pay more, tax
in future periods. Deferred tax assets are
only recognised to the extent it is probable
that there will be suitable taxable profits
from which they can be recovered.

No provision is made for any taxation on
capital gains that would arise from the future
disposal of any fixed assets shown in the
accounts at valuation, except to the extent
that at the balance sheet data there is a
binding sale agreement.

Deferred tax balances are not discounted.

Pensions

Contributions to the defined benefit pension
schemes are based on periodic actuarial
valuations and are charged against profits
over the periods of the employees’ service
on a straight line basis. Any difference
between the charge to the profit and loss
account and the contributions paid to

the pension schemes is included as an
asset or liability. For defined contribution
arrangements, the charge against profit is
equal to employer contributions payable.

The disclosure required under the
transitional arrangements of FRS 17
‘Retirement Benefits’ is also provided.
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Notes to the accounts

1 Turnover, profit before taxation and net assets

2002 2001
(as restated)
Profit before Profit after Profit before Profit after
exceptional exceptional exceptional exceptional
items and items and items and items and
goodwill goodwill goodwill goodwill
Turnover amortisation amortisation Turnover amortisation amortisation
By activity: £m £m £m £m £m £m
Continuing operations:
Hotels 1,666.0 212.1 103.1 1,540.7 2553 167.9
Betting and Gaming 3,813.0 149.3 143.0 2,621.1 116.3 117.8
Central costs and income - (18.3) (18.3) - (12.4) (12.4)
5,479.0 348.1 232.8 4,161.8 359.2 273.3
Discontinued operations - - - - - 3.9
5,479.0 348.1 232.8 4,161.8 359.2 277.2
Interest - (76.7) (76.7) - (79.0) (79.0)
5,479.0 271.4 156.1 4,161.8 280.2 198.2
Goodwill amortisation of £(69.0)m (2001 restated: £(53.9)m) all relates to Hotels. Exceptional items of £(46.3)m (2001: £(28.1)m) are split
between Hotels £(40.0)m (2001: £(33.5)m), Betting and Gaming £(6.3)m (2001: £1.5m) and discontinued operations £nil (2001: £3.9m).
2002 2001
(as restated)
Profit before Profit after Profit before Profit after
exceptional exceptional exceptional exceptional
items and items and items and items and
goodwill goodwill goodwill goodwill
Turnover amortisation amortisation Turnover amortisation amortisation
By geographical area: £m £m £m £m £m £m
Continuing operations:
United Kingdom 4,065.3 201.5 163.0 2,613.9 204.2 187.7
Rest of Europe 1,131.7 100.9 37.8 1,163.0 104.7 60.3
Asia/Australasia 64.6 8.3 1.6 65.6 9.8 0.2
The Americas 150.1 21.1 141 240.8 26.4 19.6
Rest of the World 67.3 16.3 16.3 78.5 14.1 55
5,479.0 348.1 232.8 4,161.8 359.2 273.3
Discontinued operations — The Americas - - - - - 3.9
5,479.0 348.1 232.8 4,161.8 359.2 277.2
Interest - (76.7) (76.7) - (79.0) (79.0)
5,479.0 271.4 156.1 4,161.8 280.2 198.2

The spread of turnover by the geographical area to which products and services are supplied is not materially different from turnover by
origin as shown above except for turnover relating to the eGaming division of which £82.0m (2001: £99.6m), £18.8m (2001: £46.8m), £0.7m
(2001: £0.5m) and £0.4m (2001: £nil) was supplied from Rest of Europe to the UK, Asia/Australasia, the Americas and the Rest of the World
respectively and £78.6m (2001: £10.7m), £30.9m (2001: £1.4m), £2.4m (2001: £0.2m) and £1.1m (2001: £0.1m) was supplied from the UK

to Asia/Australasia, Rest of Europe, the Americas and the Rest of the World respectively.

The geographic split of the total goodwill amortisation of £(69.0)m (2001 restated: £(53.9)m) is as follows: UK £(37.6)m (2001 restated:
£(87.5)m); Rest of Europe £(31.2)m (2001: £(16.3)m); and Asia/Australasia £(0.2)m (2001: £(0.1)m).

The geographic split of total exceptional items of £(46.3)m (2001: £(28.1)m) is as follows: UK £(0.9)m (2001: £21.0m); Rest of Europe
£(31.9)m (2001: £(28.1)m); Asia/Australasia £(6.5)m (2001: £(9.5)m); The Americas £(7.0)m (2001: £(2.9)m); and Rest of the World £nil

(2001: £(8.6)m).
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1 Turnover, profit before taxation and net assets (continued)

2002 2001
(as restated)
Net assets by activity: £m £m
Continuing operations:
Hotels 2,661.5 3,000.1
Betting and Gaming 273.6 264.5
Goodwill®) 1,198.2 1,226.9
4,133.3 4,491.5
Corporate net liabilities@ (1,659.5) (1,948.0)
2,473.8 2,543.5
Net assets by geographical area:
Continuing operations:
United Kingdom 1,692.2 1,972.1
Rest of Europe 588.7 550.0
Asia/Australasia 257.8 278.7
The Americas 383.7 4448
Rest of the World 12.7 19.0
Goodwill®) 1,198.2 1,226.9
4,133.3 4,491.5
Corporate net liabilities® (1,659.5) (1,948.0)
2,473.8 2,543.5

(@) Corporate net liabilities comprise corporate and deferred taxation and dividends payable of £450.6m (2001 restated: £444.7m),
net borrowings of £1,164.8m (2001: £1,473.9m), and other central net liabilities of £44.1m (2001: £29.4m).

(b) Goodwill arising on acquisition of subsidiaries of £1,198.2m (2001 restated: £1,226.9m) is all within Hotels. Of this amount £611.3m
(2001 restated: £648.9m) relates to the United Kingdom, £584.5m (2001: £575.4m) relates to Rest of Europe and £2.4m (2001: £2.6m)
relates to Asia/Australasia.

2 Exceptional items

2002 2001
£m £m £m £m

Operating items
Amounts written off tangible and intangible fixed assets and investments®@ (39.7) (27.4)
Costs of closure®) (8.4) _
Costs associated with Scandic integration - (24.5)
Total operating exceptional items (48.1) (51.9)
Non-operating items
Continuing operations:
Profit on tangible fixed assets:

Profit on sale of UK hotels© 17.9 29.6

Loss on disposal of other tangible fixed assets (4.9) 4.7)

13.0 24.9
(Loss)/profit on sale or closure of operations (1.2) 15
Provision for losses on fixed assets pending sale (10.0) (6.5)
Discontinued operations:

Profit on sale of investment properties - 3.9
Total non-operating exceptional items 1.8 23.8
Exceptional items before taxation (46.3) (28.1)
Taxation thereon@ 1.0 (0.8)
Exceptional items after taxation (45.3) (28.9)

(@) Amounts written off tangible and intangible fixed assets and investments in 2002 comprise impairment in the value of hotels and healthclubs
across the estate of £39.7m (2001: £11.1m) and in 2001 £16.3m relating to impairment of investments. The impairment has been measured
by reference to the value in use of income generating units, using a discount rate of 10%.

(b) Costs associated with the closure of 54 betting shops, and closure of a hotel for refurbishment.

(c) Profit on disposal of UK hotels for 2002 represents 60% of the gross gain on sale of 10 UK hotels to a Limited Partnership, net of costs
associated with the transaction. On disposal, the Group simultaneously acquired a 40% interest in the Limited Partnership, as a result,
40% of the gross gain on sale of the hotels is deferred and held within investments to be recognised on subsequent disposal.

(d) The tax credit relates to operating exceptional items (2001 charge relates to non-operating exceptional items).

Hilton Group plc Annual Report 2002 25



Notes to the accounts
continued

3 Total operating profit

2002 2001
(as restated)
£m £m
Total operating profit is stated after
charging:
Betting duties and levy 117.0 151.7
Rents payable in respect of operating leases:
Land and buildings 101.4 83.5
Other 15.0 1.6
Depreciation 138.0 120.6
Exceptional amounts written off tangible and intangible fixed assets and investments 41.4 27.4
Amortisation of goodwill — subsidiaries 68.7 53.7
Amortisation of goodwill — associated undertaking 0.3 0.2
Audit fees 1.6 1.6
Crediting:
Rents receivable 0.3 0.3
(@) The reconciliation of operating profit to net cash inflow from operating activities is shown on page 40, note 24.
(b) Fees for non-audit services provided by Ernst & Young LLP amount to £1.3m (2001: £1.9m) including £0.5m (2001: £1.0m) for UK
companies. Services provided in the year were taxation advice £0.7m (2001: £0.7m), regulatory/compliance £0.5m (2001: £0.6m),
other services £0.1m (2001: £0.3m) and transaction services £nil (2001: £0.3m).
(c) Analysis of lease payments by division:
2002 2001
£m £m
Hotels 82.1 54.4
Betting and Gaming 34.3 30.7
116.4 85.1
In addition, hotel contingent rents of £150.9m (2001: £111.5m) were charged. These contingent rents are determined by the turnover or
profit performance of the individual hotels.
4 Interest
2002 2001
£m £m
Interest payable:
Bank loans and overdrafts 9.0 43.2
Bonds and other loans 79.4 37.2
Associated undertakings 5.7 4.3
94.1 84.7
Interest receivable 17.4 5.7
76.7 79.0
5 Employees
The average weekly number of persons employed by the Group during the year:
2002 2001
Number Number
Hotels 39,400 36,704
Betting and Gaming 12,178 11,826
Central services 59 66
51,637 48,596

The above does not include associated companies’ employees or employees of managed hotels. The number of persons employed in the

Group’s businesses worldwide at 31st December 2002 exceeded 81,000 (2001: 78,500).
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5

Employees (continued)

Staff costs during the year:

2002 2001

£m £m

Wages and salaries 600.7 541.6
Employer’s social security costs 80.0 61.3
Employer’s pension costs 16.2 10.3
696.9 613.2

In addition to salary, employees may qualify for various benefit schemes operated by the Company and/or its subsidiaries. Eligibility for
benefits is normally determined primarily according to an employee’s length of service and level of responsibility. The amount of some
benefits are proportionate to individual salary.

Benefits may include paid leave for holidays, maternity and illness, private healthcare for the employee and immediate family, long-term
disability, personal accident and death in service cover. Company cars, including fuel benefits, are provided predominantly to meet job
requirements but also to certain executives.

The principal benefit schemes are:

(i)

(i)

Pensions

A number of pension schemes are operated by the Company and its subsidiaries. Schemes reflect local conditions and the practices
in the countries concerned. Contributions to the pension schemes, by both companies and employees, are held in segregated funds
or are insured and are independent of the Group’s finances except where, due to local conditions and practices, pensions are not
externally secured. The Company pension arrangements are described on page 41, note 27.

The UK scheme is the Hilton Group Pension Plan. Membership is optional and there is a separate section for senior executives. The
scheme is contracted out of the State Earnings Related Pension Scheme and is exempt approved by the Inland Revenue. Accordingly,
benefits are restricted by Inland Revenue limits.

Hilton Group Pension Plan

Members contribute on average 6.5% of pensionable salary per annum. Benefit accrues to provide a target pension of two-thirds of final
pensionable salary for an employee attaining age 65 with at least 40 years’ membership (for joiners after June 2002 target pension is
half final pensionable salary). A spouse’s pension is payable following death.

Hilton Group Pension Plan — Senior Executive Plan

Members contribute on average 6.5% of pensionable salary per annum. Benefit accrues to provide a target pension from all

sources of two-thirds of final pensionable salary for an executive attaining age 60 with at least 20 years’ membership (for joiners after
June 2002, employees attaining age 65 with at least 26.7 years’ service). Spouse’s and children’s pensions are payable following death.

Senior executives subject to the Earnings Cap

The Hilton Unfunded Unapproved Retirement Benefits Scheme (HUURBS) was introduced with effect from 1st December 2000.

This is a voluntary, non-contributory arrangement available to senior UK executives whose annual basic salary exceeds the level of
the Earnings Cap. Members are notionally credited with an amount equal to 42% of annual basic salary in excess of the Earnings
Cap, which is revalued each year. The HUURBS will provide a cash benefit for participants or their dependents. As an alternative to
membership of HUURBS, senior executives affected by the Earnings Cap may elect to receive a salary supplement of 30% of annual
basic salary above the Earnings Cap.

In lieu of the Hilton Group Pension Plan and HUURBS, senior UK executives may choose to receive a salary supplement of 30%
of full basic salary.

Employee share schemes
Details of employee share schemes operated by the Company are shown in the separate booklet ‘Directors’ Remuneration Report’.
Details of options granted in 2002 and outstanding as at 31st December 2002 are shown on page 38, note 21.

Details of directors’ remuneration and the policies adopted in determining it can be found in the separate booklet ‘Directors’
Remuneration Report’.
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Notes to the accounts

continued
6 Taxation
(@) Analysis of tax charge
2002 2001
(as restated)
£m £m
UK corporation tax based on the taxable profit for the year at a rate of 30% (2001: 30%) 31.4 18.8
Double tax relief 4.2) -
27.2 18.8
Overseas tax 26.0 35.8
Associated undertakings 0.8 2.2
Current tax charge 54.0 56.8
Deferred tax charge: origination and reversal of timing differences 4.7 3.0
Total tax charge (see table below) 58.7 59.8
The 2001 comparative figures have been restated as a result of adoption of FRS19 ‘Deferred Tax’ as set out in note 26.
(b) Reconciliation of tax charge
2002 2001
(as restated)
£m £m
Profit on ordinary activities before tax, exceptional items and goodwill amortisation 271.4 280.2
Goodwill amortisation (69.0) (53.9)
Exceptional items (46.3) (28.1)
Profit before tax 156.1 198.2
Tax at 30% (2001: 30%) 46.8 59.5
Lower effective tax rates on overseas earnings (24.7) (23.6)
Utilisation of tax losses - (1.5)
Non-deductible expenses (primarily goodwill amortisation) 23.7 16.2
Deferred tax timing difference on capital allowances (5.7) (8.0
Non-deductible expenses in exceptional items 13.9 9.2
Current tax charge 54.0 56.8
Deferred tax charge 4.7 3.0
Total tax charge 58.7 59.8
(c) Factors that may affect future tax charges
No provision has been made for deferred tax of approximately £57.8m (2001: £62.0m) where potentially taxable gains have been rolled
over into replacement assets. Such gains would only become taxable if the assets were sold without it being possible to claim roll-over
relief or offset capital losses.
No provision has been made for deferred tax of £92.8m (2001: £125.9m) in respect of tax on gains arising from the revaluation of fixed
assets, as the Group is not committed to the disposal of these assets.
No provision for deferred tax has been made in respect of the earnings of overseas subsidiaries as no dividends have been accrued.
7 Profit and loss account of the parent company
As permitted by section 230 of the Companies Act 1985, the profit and loss account of the parent company has not been separately
presented in these accounts. The parent company loss for the year was £272.0m (2001: £159.5m profit as restated).
8 Dividends
Pence 2002 Pence 2001
per share £m per share £m
Interim 3.40p 53.7 3.40p 53.5
Proposed final 5.52p 87.3 5.52p 87.1
8.92p 141.0 8.92p 140.6

28 Hilton Group plc Annual Report 2002



9 Earnings per share

The calculation of basic and diluted earnings per share before exceptional items and goodwill amortisation is based on profit attributable

to shareholders of £211.6m (2001 restated: £220.9m) and the weighted average number of shares as set out below. It is included as it
provides a better understanding of the underlying trading performance of the Group. Earnings per share and diluted earnings per share after
exceptional items and goodwill amortisation have been calculated on profit attributable to shareholders of £97.3m (2001 restated: £138.1m).

2002 2001
millions millions
Basic weighted average number of shares 1,579.1 1,544.4
Dilutive potential ordinary shares:
Employee share options 3.9 5.0
Diluted weighted average number of shares 1,583.0 1,549.4
2002 2001
(as restated)
pence pence
per share per share
Basic earnings per share before exceptional items and goodwill amortisation 13.40p 14.30p
Basic earnings per share 6.16p 8.94p
Diluted earnings per share before exceptional items and goodwill amortisation 13.37p 14.26p
Diluted earnings per share 6.15p 8.91p
10 Intangible assets
Total Brand name Licences Goodwill
£m £m £m £m
Cost
At 31st December 2001 (as previously reported) 1,820.0 276.7 202.3 1,341.0
Prior year adjustment relating to deferred tax 41.0 - - 41.0
At 31st December 2001 (as restated) 1,861.0 276.7 202.3 1,382.0
Exchange rate movements 44.6 - 2.3 42.3
Additions at cost 13.9 - 13.9 -
Disposals (36.6) - (0.9 (35.7)
At 31st December 2002 1,882.9 276.7 217.6 1,388.6
Amortisation
At 31st December 2001 (as previously reported) 167.5 - 18.0 149.5
Prior year adjustment relating to deferred tax 5.6 - - 5.6
At 31st December 2001 (as restated) 173.1 - 18.0 155.1
Exchange rate movements 4.2 - 1.9 2.3
Amount provided 68.7 - - 68.7
Disposals (35.7) - - (85.7)
At 31st December 2002 210.3 - 19.9 190.4
Net book value
At cost less amortisation
At 31st December 2002 1,672.6 276.7 197.7 1,198.2
At 31st December 2001 (as restated) 1,687.9 276.7 184.3 1,226.9

(@) The brand name comprises the cost attributed to the Hilton International brand name on its acquisition in 1987. The carrying amount of
the brand was determined by discounting the incremental cash flows generated by the brand and was limited to the excess of purchase
price over the underlying net assets. The carrying amount of the brand is maintained through marketing expenditure and development

activity.

(b) Capitalised goodwill relates to the acquisition of Stakis plc in 1999 and the acquisition of Scandic Hotels AB and Christies Healthclubs

in 2001. All are being amortised over 20 years, on a straight line basis, from the date of acquisition.
(c) The prior year adjustment arises on adoption of FRS19 ‘Deferred Tax’ as set out in note 26.
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Notes to the accounts
continued

11 Operating assets

Land and

Fixtures, fittings

Total buildings vehicles and equipment
£m £m £m
Cost or valuation
At 31st December 2001 3,629.5 2,561.0 1,068.5
Exchange rate movements (1.5) (15.4) 13.9
Additions 215.5 113.4 102.1
Disposals (436.7) (822.3) (114.4)
Reclassifications (14.6) (10.6) 4.0)
At 31st December 2002 3,392.2 2,326.1 1,066.1
Representing assets stated at:
Valuation in 1999 1,090.1 1,090.1 -
Cost 2,302.1 1,236.0 1,066.1
At 31st December 2002 3,392.2 2,326.1 1,066.1
Depreciation
At 31st December 2001 804.5 181.2 623.3
Exchange rate movements 11.6 0.8 10.8
Amount provided 138.0 39.2 98.8
Disposals (113.4) (19.2) (94.2)
Provision for impairment and amounts written off 41.4 34.2 7.2
Provision for losses pending sale 10.0 9.6 0.4
Reclassifications (14.6) (7.0 (7.6)
At 31st December 2002 877.5 238.8 638.7
Net book value
At cost or valuation, less depreciation
At 31st December 2002 2,514.7 2,087.3 427.4
At 31st December 2001 2,825.0 2,379.8 445.2
(@) The amount of land and buildings determined according to the historical cost accounting rules is as follows:
2002 2001
£m £m
Cost 2,073.8 2,268.3
Depreciation (238.8) (181.2)
Net book value 1,835.0 2,087.1
(b) Land and buildings by category
2002 2001
£m £m
Freehold 1,230.6 1,457 1
Long leasehold (over 50 years) 448.7 266.7
Short leasehold 408.0 656.0
Net book value 2,087.3 2,379.8
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12 Fixed asset investments

Associated Goodwill Loans to

undertakings share on associated associated Investments

Total of net assets undertakings companies at cost

Group £m £m £m £m £m
At 31st December 2001 101.9 72.7 5.9 14.0 9.3
Exchange rate movements 1.5 3.1 0.5 (1.4) 0.7)
Additions@ 10.9 (15.2) - 25.2 0.9
Share of profit after tax 6.5 6.5 - - -
Amortisation of goodwill on associated undertakings (0.3 - (0.3 - -
Disposals (3.4) (2.4) - - (1.0)
Dividends received (7.7) (7.7) - - -
At 31st December 2002 109.4 57.0 6.1 37.8 8.5

(@) On 29th August 2002 the Group sold 10 UK hotels to a Limited Partnership and simultaneously acquired a 40% interest in the Limited
Partnership for an investment of £24.8m. 40% of the gross gain on disposal of the hotels is deferred and held within investments to be
recognised on any subsequent disposal. The remaining 60% of the gross gain, net of costs associated with this transaction, has been

recognised in the year as a non-operating exceptional profit.

Shares Loans to

in group group Investments

Total companies companies at cost

Company £m £m £m £m
Cost

At 31st December 2001 4,326.1 4,274.6 44.2 7.3

Exchange rate movements (1.1) (1.1) - -

Repayments (43.8) - (43.8) -

At 31st December 2002 4,281.2 4,273.5 0.4 7.3

Amounts written off investments during the year (200.1) (200.1) - -

At 31st December 2002 4,081.1 4,073.4 0.4 7.3

Principal subsidiary and associated undertakings are listed on page 51.

13 Assets held for resale

Assets held for resale at 31st December 2002 comprise properties with a carrying value of £2.7m (2001: £2.7m).

14 Stocks

The replacement costs of stocks, which principally comprise goods for resale, are not materially different from their book value.
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Notes to the accounts

continued
15 Debtors
Group Company
2002 2001 2002 2001
£m £m £m £m
Amounts falling due within one year:
Trade debtors 119.3 138.2 - -
Other debtors 94.4 126.3 13.9 7.7
Prepayments and accrued income 115.8 1111 0.4 0.7
329.5 375.6 14.3 8.4
Amounts falling due after more than one year:
Trade debtors - - - -
Other debtors 7.4 141 - -
Prepayments and accrued income 16.5 111 - -
23.9 25.2 - -
353.4 400.8 14.3 8.4
16 Creditors — amounts falling due within one year
Group Company
2002 2001 2002 2001
£m £m £m £m
Current instalments due on loans 181.1 259.8 - -
Bank overdraft 191 33.5 - -
Trade creditors 86.0 81.0 - -
Other creditors 102.3 126.1 3.9 6.4
Corporate taxation 171.8 166.4 3.6 6.5
Other taxation and social security 32.9 41.8 - -
Accruals and deferred income 298.0 265.9 4.3 4.3
Proposed dividends 87.3 87.0 87.2 87.0
Amounts due to group companies - - 383.1 164.5
978.5 1,061.5 482.1 268.7
17 Creditors — amounts falling due after more than one year
Group Company
2002 2001 2002 2001
£m £m £m £m
Loans 1,365.5 1,238.5 125.0 125.0
Other creditors and accruals 39.8 42.6 0.2 24
Amounts due to group companies - - 254.2 269.3
1,405.3 1,281.1 379.4 396.7
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18 Provisions for liabilities and charges

Lease
commitments for

discontinued Onerous Deferred
Total businesses contracts taxation@(®)
Group £m £m £m £m
At 31st December 2001 (as previously reported) 27.7 13.1 8.2 6.4
Prior year adjustment relating to deferred tax 184.9 - - 184.9
At 31st December 2001 (as restated) 212.6 13.1 8.2 191.3
Exchange rate movement 0.4 - - 0.4
Provided 10.7 - 6.0 4.7
Utilised 8.2) (2.0) (1.1) (5.1)
At 31st December 2002 2155 111 13.1 191.3
The period of future lease commitments range from 1 to 20 years.
Onerous contracts extend for periods up to 14 years.
The prior year adjustment arises on adoption of FRS19 ‘Deferred Tax’ as set out in note 26.
(@) Analysis of deferred tax by type of timing difference:
2002 2001
(as restated)
£m £m
Timing differences on capital allowances 192.3 191.3
Other timing differences (1.0 -
Deferred taxation 191.3 191.3
(b) Analysis of movements in deferred tax:
2002 2001
(as restated)
£m £m
Opening balance 191.3 183.6
Exchange rate movements 0.4 -
Amount charged or credited in the profit and loss account for the period 4.7 3.0
Transferred to current taxation (5.1) -
Acquisitions / disposals - 4.7
Closing balance 191.3 191.3

No provision has been made for the potential liability to taxation, estimated at £92.8m (2001: £125.9m), in respect of chargeable gains which
would arise on the disposal of intangible assets, operating assets, investment properties and fixed asset investments of the Group at the net

book amounts shown in these accounts.

Deferred

Lease
commitments for
discontinued

Total taxation businesses
Company £m £m £m
At 31st December 2001 (as previously reported) 6.3 - 6.3
Prior year adjustment relating to deferred tax 371 37.1 -
At 31st December 2001 (as restated) 43.4 37.1 6.3
Profit and loss account (27.4) (23.7) (8.7)
Transferred from group companies 0.8 - 0.8
At 31st December 2002 16.8 134 3.4
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Notes to the accounts
continued

19 Borrowings

2002 2001
Group Notes £m £m
Bank loans and overdrafts
Secured loans (i) 57.8 67.1
Unsecured:
Loans 319.9 829.4
Overdrafts 19.1 33.5
Total bank loans and overdrafts 396.8 930.0
Other loans
Unsecured:
Loan notes due 2000-2010 59.8 73.1
8%% bonds due 2003 125.0 125.0
5% bonds due 2004 234.4 228.7
7%% bonds due 2008 175.0 175.0
6% bonds due 2009 324.7 -
7%% bonds due 2012 250.0 -
Total other loans 1,168.9 601.8
Total borrowings 1,565.7 1,5631.8
Repayments fall due as follows:

2002 2001

Group £m £m
Within one year:
Bank loans and overdrafts 52.7 257.7
Other loans 147.5 35.6
After more than one year:
Bank loans and overdrafts 344 .1 672.3
Other loans 1,021.4 566.2

() Loans are secured on land and buildings.

(i) Loans not wholly repayable within five years total £807.5m (2001: £309.6m) and mature between 2008 and 2012. The average year

end interest rate on these loans is 5.1% (2001: 5.9%).

20 Financial instruments and derivatives

Pages 11 to 13 of the financial review provide an explanation of the Group’s treasury objectives and policies with regards to financial
instruments and the management of risk. An outline of the policies adopted for achieving these objectives is also provided.

Short-term debtors and creditors have been omitted from this note as permitted under FRS 13.

(@) Interest rate risk profile as at 31st December 2002
The interest rate risk profile of the Group, after taking into account the effect of interest rate and cross currency swaps, is as follows:

Financial assets

Interest free

Financial Fixed rate financial assets financial assets

assets on
which no Weighted Weighted Weighted
interest is average average average
Floating rate Fixed rate receivable Total interest rate period period
2002 £m £m £m £m % Years Years
Sterling 314.6 - 0.9 315.5 - - 3.5
US Dollar 6.7 - 8.0 14.7 - - 4.7
Euro 29.8 - 3.7 33.5 - - 4.4
Canadian Dollar 0.9 - 0.4 1.3 - - 5.0
Danish Krone 15.9 - - 15.9 - - -
Swedish Krona 7.8 - - 7.8 - - -
Norwegian Kroner 2.9 - - 2.9 - - -
Egyptian Pound 5.5 - - 5.5 - - -
Other 16.8 - 2.9 19.7 - - 3.7
Total 400.9 - 15.9 416.8 - - 4.2
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20 Financial instruments and derivatives (continued)

Interest free

Financial Fixed rate financial assets financial assets

assets on
which no Weighted Weighted Weighted
interest is average average average
Floating rate Fixed rate receivable Total interest rate period period
2001 £m £m £m £m % Years Years
Sterling 41 - 1.8 5.9 - - 2.0
US Dollar 9.7 - 10.6 20.3 - - 2.0
Euro 18.0 - 3.4 214 - - 4.7
Canadian Dollar 0.6 - - 0.6 - - -
Swiss Franc 0.6 - - 0.6 - - -
Australian Dollar 0.3 - - 0.3 - - -
Swedish Krona 1.5 - 2.9 4.4 - - 5.0
Norwegian Kroner 25 - - 2.5 - - -
Egyptian Pound 6.8 - 0.1 6.9 - - 2.0
Other 13.8 - 4.6 18.4 - - 4.0
Total 57.9 - 23.4 81.3 - - 3.3

The financial assets of the Group comprise:

2002 2001
£m £m
Cash and deposits 400.9 57.9
Trade and other debtors falling due after more than one year 7.4 14.1
Fixed asset investments 8.5 9.3
Total financial assets 416.8 81.3

() The floating rate financial assets comprise primarily cash and short-term deposits earning interest at commercial rates relevant to each

functional currency.

Financial liabilities

Interest free

. . financial
_ Financial Fixed rate financial liabilities liabilities

liabilities on
which no Weighted Weighted Weighted
interest is average average average
Floating rate Fixed rate payable Total interest rate period period
2002 £m £m £m £m % Years Years
Sterling 51.3 - 3.3 54.6 - - 1.1
US Dollar 88.9 124.2 3.0 216.1 - 3.4 2.1
Euro 329.4 283.8 12.2 625.4 5.9 4.0 4.4
Canadian Dollar 354 49.2 - 84.6 7.4 3.2 -
Swiss Franc 25.0 18.3 - 43.3 4.7 3.0 -
Australian Dollar 39.0 38.5 0.1 77.6 6.5 2.7 4.0
Danish Krone 72.4 61.4 - 133.8 6.8 3.3 -
Swedish Krona 178.5 149.0 5.2 332.7 7.2 3.5 5.0
Japanese Yen 10.2 10.5 - 20.7 0.2 2.9 -
Other 0.7 - 4.1 4.8 - - 3.6
Total 830.8 734.9 27.9 1,593.6 5.2 3.6 4.4
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Notes to the accounts
continued

20 Financial instruments and derivatives (continued)
Interest free

. . financial
_ Financial Fixed rate financial liabilities liabilities
liabilities on

which no Weighted Weighted Weighted
interest is average average average
Floating rate Fixed rate payable Total interest rate period period
2001 £m £m £m £m % Years Years
Sterling (83.9)0 225.0 6.7 147.8 7.6 1.4 1.4
US Dollar 19.5 254.3 - 273.8 25 3.3 -
Euro 394.4 106.8 12.5 513.7 3.9 1.6 4.2
Canadian Dollar 75.9 22.6 - 98.5 59 1.9 -
Swiss Franc 37.0 - - 37.0 - - -
Australian Dollar 83.0 - 0.1 83.1 - - 5.0
Danish Krone 119.8 - - 119.8 - - -
Swedish Krona 259.7 - 4.6 264.3 - - 5.0
Other 17.6 0.1 5.1 22.8 59 1.9 4.8
Total 923.0 608.8 29.0 1,560.8 4.9 2.2 4.5

() Floating rate financial liabilities are stated after the effect of cross currency swaps which all mature within 12 months of the balance

sheet date and after the effect of interest rate swaps. The sterling element of cross currency swaps and interest rate swaps at
31st December 2001 was £(303.9)m and £(75.0)m respectively.
The financial liabilities of the Group comprise:

2002 2001
£m £m
Total borrowings and finance leases 1,565.7 1,531.8
Creditors falling due within one year relating to derivative instruments 3.0 4.1
Creditors falling due after more than one year relating to derivative instruments 0.2 2.6
Other creditors falling due after more than one year 24.7 22.3
Total financial liabilities 1,593.6 1,560.8

() The floating rate financial liabilities are at rates which fluctuate mainly dependent on LIBOR. The average year end interest rate for such
borrowings was 4.8% (2001: 4.6%).

(i) The average year end interest rate on gross borrowings is 5.1% (2001: 4.7%).

(iii) The Group had a £100m interest rate collar at 5.93% floor/7.00% cap which expired in January 2003.

(iv) The figures shown in note 20(a) take into account various interest rate and currency swaps used to manage interest rate risk and the
currency profile of financial liabilities.

(b) Foreign currency exposure profile as at 31st December 2002
The Group uses forward currency exchange contracts to hedge foreign currency exchange exposures arising on known material receipts
and payments in foreign currencies and on the translation of foreign currency net assets. As a result, the Group does not have any
significant currency exposures on monetary assets and liabilities.

(c) Liquidity profile of financial liabilities as at 31st December 2002
The following table analyses the Group’s financial liabilities as at 31st December 2002, which are repayable as follows:

2002 2001

£m £m

In one year or less or on demand 2038.2 297.4
In more than one year but not more than two years 254.4 249.7
In more than two years but not more than five years 313.2 660.7
In more than five years 822.8 353.0
Total 1,593.6 1,560.8

The Group had £788.7m (2001: £519.8m) of undrawn committed borrowing facilities at 31st December 2002. The expiry profile of these is
as follows:

2002 2001

£m £m

In one year or less 126.2 35.8
In more than one year but not more than two years 139.9 85.6
In more than two years but not more than five years 390.8 304.1
In more than five years 131.8 94.3
Total undrawn committed facilities 788.7 519.8
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20 Financial instruments and derivatives (continued)
(d) Fair values of financial assets and liabilities

2002 2001
Book value Fair value Book value Fair value
£m £m £m £m
Primary financial instruments held or used to finance the Group’s operations:

Cash deposits 400.9 400.9 57.9 57.9
Other financial assets 15.9 15.9 23.4 23.4
Borrowings maturing within one year (199.0) (201.8) (296.4) (296.4)
Borrowings maturing after one year (1,361.1) (1,408.1) (1,238.5) (1,239.9)
Other financial liabilities (24.7) (24.7) (22.3) (22.3)
(1,168.0) (1,217.8) (1,475.9) (1,477.3)

Derivative financial instruments held to manage interest rate and currency profile:
Interest rate swaps - 49.6 - 6.2
Interest rate collar - (0.5) - (1.8)
Currency related derivatives®™ (8.8) (22.2) (3.6) (2.2)
26.9 (3.6) 2.2

() The Group does not hold any financial instruments for trading purposes.

(i) The fair value of short-term borrowings and cash at bank and in hand approximate to book value due to their short-term maturity.
The difference in valuation of short-term borrowings in 2002 relates to the £125m, 8% % bonds due to mature in August 2003.

(ili) Where possible, market values have been used to determine the fair values of all listed debt. The fair values of other items have been
calculated by discounting expected future cash flows at prevailing interest rates.

(iv) Currency related derivatives include amounts relating to swaps used to hedge the Group’s tax charge on foreign currency monetary
assets and liabilities. These swaps have a book value of £(3.2)m (2001: £(6.7)m) and a fair value of £(3.9)m (2001: £(5.3)m).

(e) Gains and losses on hedges
Gains and losses on instruments used for hedging are not recognised until the exposure itself is recognised. Unrecognised gains and
losses on instruments used for hedging, and the movements therein, are as follows:

Net gains/
Gains Losses (losses)
Unrecognised gains and losses on hedges £m £m £m
Unrecognised gains/(losses) on hedges at 1st January 2001 17.3 (2.8) 14.5
Gains/(losses) arising in previous years, recognised in 2001 (5.1) - (5.1)
Gains/(losses) arising before 1st January 2001 not recognised in 2001 12.2 (2.8) 9.4
Gains/(losses) arising in 2001 that were not recognised during 2001 9.9 (13.5) (3.6)
Unrecognised gains/(losses) at 31st December 2001 221 (16.3) 5.8
Gains/(losses) arising in previous years, recognised in 2002 (5.9 3.9 (2.0
Gains/(losses) arising before 1st January 2002 not recognised in 2002 16.2 (12.4) 3.8
Gains/(losses) arising in the year that were not recognised during 2002 47.0 (15.1) 31.9
Unrecognised gains/(losses) at 31st December 2002 63.2 (27.5) 35.7
Of which:
Gains/(losses) expected to be recognised in less than one year 1.6 (5.5) (3.9
Gains/(losses) expected to be recognised after more than one year 61.6 (22.0) 39.6
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21 Share capital

10p ordinary Group and company

shares £m

Authorised 2,160,000,000 216.0
Issued and fully paid up

At 31st December 2001 1,577,522,449 157.8

During the year 2,708,217 0.2

At 31st December 2002 1,580,230,666 158.0

(@) During the year the following fully paid shares were issued for cash:
— 673,957 shares for £1,242,598 on exercise of options under the Hilton Group 1978 share option scheme (1978 scheme)
— 886,653 shares for £1,782,142 on exercise of options under the Hilton Group international share option scheme (international scheme)
— 6,400 shares for £5,988 on exercise of options under the Stakis 1984 share option scheme (1984 scheme)
— 388,226 shares for £662,856 on exercise of options under the Stakis 1994 share option scheme (1994 scheme)
— 222,083 shares for £351,145 on exercise of options under the Hilton Group 1983 savings related share option scheme (1983 scheme)
— 155,947 shares for £219,829 on exercise of options under the Stakis 1993 savings related share option scheme (1993 scheme)
— 235,329 shares for £23,532 on allocation of shares under the all employee share ownership plan
— 189,622 shares for £13,962 on allocation of shares under the performance share plan (the plan)

(b) During the year the following grants were made:

(i) 1978 scheme — options in respect of 523,486 shares at a subscription price of 247.30p per share to 655 executives and 508,191
shares at a subscription price of 177.65p per share to 639 executives

(i) international scheme — options in respect of 3,656,097 shares at a subscription price of 247.30p per share for the benefit of 681
executives (including directors) and 4,229,008 shares at a subscription price of 177.65p per share for the benefit of 675 executives
(including directors)

(iiiy 1983 scheme — options in respect of 1,985,600 shares at a subscription price of 189.96p per share to 1,653 employees (including
directors)

(iv) the plan — conditional awards in respect of up to a maximum of 1,656,369 shares to 11 executives (including directors)

(c) At 31st December 2002 the following were outstanding:

() 1978 scheme - options in respect of 7,465,306 shares, which are normally exercisable (subject to performance conditions) during the
period between three and ten years from their respective dates of grant (the latest date for any exercise being 11th September 2012),
at subscription prices from 150.79p per share to 337.45p per share for an aggregate subscription cost of £16,377,210

(i) international scheme — options in respect of 41,343,237 shares, which are normally exercisable (subject to performance conditions)
during the period from three to seven, eight or ten years from the respective dates of grant (the latest date for any exercise being
11th September 2012), at subscription prices from 150.79p per share to 337.45p per share

— options in respect of 634,840 shares, which are normally exercisable during the same periods (the latest date
for any exercise being 24th September 2011), and at the same subscription prices (being from 150.79p per share to 337.45p per share)
as the options previously granted under the 1978 scheme which they are exercisable instead of (at the election of the holders) for an
aggregate subscription cost of £94,816,440, excluding subscription costs in respect of 634,840 shares which are included in (c)(i)

(i) 1984 scheme — options in respect of 21,766 shares which are normally exercisable during the period between three and ten years from
the date of grant (the latest date for any exercise being 9th February 2004), at a subscription price of 118.04p per share for an aggregate
subscription cost of £25,692

(iv) 1994 scheme — options in respect of 1,215,898 shares, which are normally exercisable during the period between three and ten years
from their respective dates of grant (the latest date for any exercise being 12th February 2008), at subscription prices from 131.96p per
share to 175.86p per share for an aggregate subscription cost of £2,048,335

(v) 1983 scheme — options in respect of 6,452,374 shares, which are normally exercisable during a period of six months following the expiry
of three, five or seven years (as previously selected by the holders) from their respective dates of grant (the latest date for any exercise
being 31st January 2008), at subscription prices from 136.64p per share to 279.80p per share for an aggregate subscription cost of
£12,799,948

(vi) 1993 scheme — options in respect of 291,783 shares, which are normally exercisable during a period of six months following the expiry
of five or seven years (as previously selected by the holders) from their respective dates of grant (the latest date for any exercise being
28th February 2005), at subscription prices from 106.00p per share to 186.95p per share for an aggregate subscription cost of £493,251

(vii)the plan — conditional awards in respect of up to a maximum of 4,298,298 shares, which will normally vest (subject to performance
conditions) after three years from the respective dates of grant (the latest date being 1st January 2005)

(d) At the annual general meeting held on 17th May 2002, shareholders authorised the company to purchase up to 157,752,240 of its
ordinary shares in the market. As at 26th February 2003 no purchases had been made pursuant to such authority.
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22 Share premium account

Group and company

£m
At 31st December 2001 1,713.9
Share options exercised 4.5
Premium on allotment of ordinary shares (note 23(b)) 0.1
At 31st December 2002 1,718.5
23 Other reserves
Revaluation Other Profit and
Total reserve reserve loss account
Group £m £m £m £m
At 31st December 2001 (as previously reported) 816.9 292.7 158.2 366.0
Prior year adjustments relating to deferred tax (note 26) (149.5) - - (149.5)
At 31st December 2001 (as restated) 667.4 292.7 158.2 216.5
Exchange adjustments — assets (1.2) 0.6 - (1.8)
— borrowings (28.6) - - (28.6)
Transfer on disposals - (50.3) - 50.3
Transfer of depreciation on revaluation reserve - (3.9 - 3.9
Transfer of previously recognised revaluation losses - 18.2 - (13.2)
Premium on allotment of ordinary shares® (0.1) - - 0.1)
Retained earnings for the year (43.7) - - (43.7)
At 31st December 2002 593.8 252.3 158.2 183.3

(@) The total goodwill on consolidation which has been deducted from reserves amounted to £128.7m at 31st December 2002

(2001: £128.7m).

(b) Premium on allotment of ordinary shares, transferred from the profit and loss account reserve, relates to shares issued to a qualifying
employee share ownership trust in respect of the Hilton Group 1983 savings related share option scheme and Stakis 1993 savings

related share option scheme.

(c) Tax relief/(charge) on foreign currency borrowings exchange movements shown above amounted to £12.3m (2001: £(2.5)m). This has
been offset by a (loss)/gain net of tax on a tax hedging swap of £(12.3)m (2001: £2.5m).

(d) The Group’s revaluation reserve relates to hotels £252.3m (2001: £292.7m). No provision has been made for additional taxation which
would accrue if these assets were disposed of at their revalued amounts. The potential liability to taxation is shown on page 33, note 18.

Other Capital Profit and

Total reserve reserve loss account

Company £m £m £m £m
At 31st December 2001 (as previously reported) 1,855.8 158.2 0.1 1,697.5
Prior year adjustments relating to deferred tax (37.1) - - (37.1)
At 31st December 2001 (as restated) 1,818.7 158.2 0.1 1,660.4
Loss for the financial year (272.0) - - (272.0)
Dividends (141.0) - - (141.0)
At 31st December 2002 1,405.7 158.2 0.1 1,247.4
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24 Consolidated cash flow
(@) Reconciliation of total operating profit to operating cash flows

2002 2001
(as restated)
£m £m
Total operating profit 231.0 253.4
Depreciation 138.0 120.6
Amounts written off tangible and intangible fixed assets and investments 41.4 27.4
Amortisation of subsidiary goodwill 68.7 53.7
Decrease in assets held for resale - 0.1
Decrease in stocks 1.1 4.1
Decrease in debtors 31.1 10.6
Decrease in creditors (48.1) (8.3
Increase/(decrease) in provisions 1.7 (8.7)
Share of profit of associates (15.0) (13.8)
Amortisation of associated undertaking goodwill 0.3 0.2
Other items 5.5 (3.6)
Net cash inflow from operating activities 455.7 445.7

(b) Analysis of net borrowings

At Other At
1st January Cash non cash Exchange 31st December
2002 flow items movements 2002
£m £m £m £m £m
Cash at bank and in hand 40.1 21.4 - 1.1) 60.4
Overdrafts (33.5) 16.9 - (2.5) (19.1)
Cash 6.6 38.3 - (3.6) 41.3
Short-term deposits 17.8 322.7 - - 340.5
Due after one year (1,238.5) (205.7) 94.0 (15.3) (1,365.5)
Due within one year (259.8) 181.1 (92.7) 9.7) (181.1)
(1,473.9) 336.4 1.3 (28.6) (1,164.8)
(c) Reconciliation of net cash flow to movement in net borrowings
2002 2001
£m £m
Increase/(decrease) in cash in period 38.3 (11.5)
Increase in borrowings (24.6) (49.5)
Increase/(decrease) in liquid resources 322.7 (8.6)
Change in net borrowings resulting from cash flows 336.4 (69.6)
Loans acquired with subsidiary - (43.3)
Other non-cash movements 1.3 -
Translation difference (28.6) 13.3
Movement in net borrowings in the period 309.1 (99.6)
Opening net borrowings (1,473.9) (1,374.3)
Closing net borrowings (1,164.8) (1,473.9)
(d) Financing
2002 2001
£m £m £m £m
Issues of ordinary share capital 4.7 6.3
Borrowings due within one year:
increase in short-term borrowings 36.7 51.9
repayment of short-term borrowings (217.8) (180.2)
Borrowings due after more than one year:
increase in long-term borrowings 676.9 683.5
repayment of long-term borrowings 471.2) (505.7)
24.6 49.5
Net cash inflow from financing 29.3 55.8
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24 Consolidated cash flow (continued)
(e) Liquid resources
Included as liquid resources are term deposits of less than a year.

(f) Operating cash flow relating to operating exceptional items
The operating cash outflow relating to operating exceptional items shown on page 25, note 2, is £nil (2001: £24.5m). Receipts from
sales of subsidiaries and other fixed assets are shown in the cash flow statement on page 20.

25 Disposal of businesses

During the year the Group concluded its exit from International Gaming with the disposal of its Colorado gaming business in April 2002 and
closure of its casino in Cairo in June 2002. Proceeds on the disposal of the Colorado gaming business, net of costs, amounted to £5.9m
and cash of £1.6m was sold with the business.

26 Prior year adjustment — FRS 19
The Group has adopted the provisions of FRS 19 ‘Deferred Tax’ for the current financial year.

The new accounting policy is described on page 23. As a result of this change in accounting policy, the comparatives have been restated
as follows:

(a) Consolidated balance sheet

Provisions Equity

Intangible for liabilities Profit & loss Shareholders’

assets and charges Net assets reserves funds

31st December 2001 £m £m £m £m £m
2001 as previously reported 1,652.5 (27.7) 2,693.0 366.0 2,688.6

Provision for deferred tax at 1st January 20010 - (140.9) (140.9) (140.9) (140.9)

Tax charge for 20011 - (3.0) (3.0) (3.0) (3.0

Restatement of goodwill at 1st January 2001l 37.4 (41.0) (3.6) (3.6) (3.6)

Restatement of goodwill amortisation for 2001 (2.0) - (2.0) (2.0) (2.0)
2001 restated 1,687.9 (212.6) 2,543.5 216.5 2,539.1

() Previously unrecognised timing differences.

(i) Tax charge relating to previously unrecognised timing differences.

(i) Stakis goodwill increased due to purchased, previously unrecognised timing differences.
(iv) Amortisation on extra Stakis goodwill.

(b) Consolidated profit and loss account

Subsidiary Transfer

goodwill to/(from)

amortisation Taxation* reserves”®

Year to 31st December 2001 £m £m £m
2001 as previously reported (51.7) (56.8) 2.5
Adoption of FRS 19 (2.0 (3.0 (5.0
2001 restated (53.7) (59.8) (2.5)

*After goodwill amortisation and exceptional items

The impact of adoption of FRS 19 on the results for the year ended 31st December 2002 amounts to:
() Goodwill amortisation — £2.0m.

(i) Taxation charge — an increase of £4.7m or 2.1 percentage points on the tax rate.

27 Pensions

The Group operates a number of pension schemes throughout the world. The major schemes are defined benefit funds, with assets held
separately from those of the Group. Although Hilton is responsible for the operation of these arrangements, professional advisors are appointed
to run them. The total pension cost for the Group in 2002 was £16.2m (2001: £10.3m), composed of defined contribution payments of £4.9m
(2001: £2.9m), defined benefit regular cost of £11.1m (2001: £9.9m) and a defined benefit variation cost of £0.2m (2001: £2.5m credit). This
variation has been calculated using the straight line spreading method, over the future working lifetime of current scheme members. A valuation
of this scheme at 30th June 2002 is currently in progress, but is not yet sufficiently advanced to enable an estimate of any future defined benefit
pension cost or credit. The pension cost relating to the defined benefit schemes is assessed in accordance with the advice of independent
qualified actuaries using the projected unit credit method or, where appropriate for closed schemes, the attained age method.
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27 Pensions (continued)

The major UK scheme is the Hilton Group Pension Plan. The key assumptions used to calculate the pension cost for this scheme, which
represents the majority of the Group’s pension commitment, was that pre-retirement investment returns would exceed increases in earnings
by 4% a year, and post-retirement investment returns would exceed 5% Limited Price Indexation by 4% and 3% Limited Price Indexation
by 4%% a year. The actuarial value of assets is based on a discounted income approach assuming the majority of the assets are invested
in a notional fund comprising 25% fixed interest securities and 75% equities, with equity dividend growth of 1%% in excess of inflation.

The latest actuarial valuations of the principal funded defined benefit schemes were carried out between 1999 and 2002. A valuation of
the Hilton Group Pension Plan as at 30th June 2002 is currently in progress. At the operative dates of the latest actuarial valuations the
aggregate market value of the assets of these schemes was £280.5m (2001: £287.2m). In aggregate the actuarial value of the assets
represented 102% (2001: 103%) of the value of the benefits that had accrued to members after allowing for expected future increases
in earnings.

For the funded plans, debtors include £16.8m (2001: £13.9m) in respect of the excess of the accumulated contributions paid to the pension
schemes over the pension cost charged to the profit and loss account.

In addition, unfunded liabilities exist: German (partially unfunded) and Swedish pension arrangements with liabilities of £7.3m and £4.0m
measured in 2001 respectively and a post-retirement medical arrangement with liabilities of £1.5m (2001: £1.1m). These schemes are
included in the pension cost above and are represented on the balance sheet by a total accrual of £15.1m (2001: £12.0m).

The Group has no significant exposure to any other retirement obligations.

The actuarial valuations were updated to 31st December 2002, by an independent qualified actuary in accordance with the transitional
arrangements of FRS 17. In accordance with FRS 17, the defined benefit liabilities have been measured using the projected unit method.
Some of the Group’s smaller schemes are closed and using this method will, in isolation, lead to the current service cost for these schemes
increasing as their members approach retirement.

The following table sets out the key FRS 17 assumptions used for the UK defined benefit schemes and a weighted average of the key
FRS 17 assumptions used for the non-UK defined benefit schemes. The table also sets out as at 31st December 2001 and 31st December
2002, the fair value of assets, a breakdown of the assets into the main asset classes, the present value of the FRS 17 liabilities, the deficit
of assets over the FRS 17 liabilities, the related deferred tax credit and the net pension liability.

31st December 2002

31st December 2001

UK Non-UK UK Non-UK

Schemes Schemes Total Schemes Schemes Total
Assumptions:
Inflation 2.3% pa 2.1% pa 2.5%pa 2.3%pa
Limited Price Indexation pension increases 2.3% pa n/a 2.5%pa n/a
Salary growth 2.7% pa 3.2% pa 3.0%pa 3.3%pa
Discount rate 5.6% pa 6.1% pa 6.0%pa 6.6%pa
Expected long term return for:
— Equities 8.0% pa 8.2% pa 8.0%pa 8.7%pa
— Bonds 4.5% pa 4.9% pa 4.9%pa 5.8%pa
— Other 4.5% pa 4.9% pa 5.0%pa 5.8%pa
Fair value of assets £174.5m £49.1m £223.6m £212.7m £54.8m £267.5m
Composed of:
— Equities 76% 50% 82% 54%
- Bonds 23% 26% 17% 22%
— Other 1% 24% 1% 24%
Present value of liabilities £269.2m £65.5m £334.7m £245.4m £61.7m £307.1m
Deficit (£94.7m) (£16.4m) (£111.1m) (£32.7m) (£6.9m) (£39.6m)
Related deferred tax credit £28.4m £4.9m £33.3m £9.8m £2.1m £11.9m
Net pension liability (£66.3m) (£11.5m) (£77.8m) (£22.9m) (£4.8m) (£27.7m)

Under FRS 17, the schemes would be represented on the balance sheet as an asset of £2.8m (£2.0m net of deferred tax) (2001: £6.0m
(£4.2m net of deferred tax)) and a liability of £113.9m (£79.8m net of deferred tax) (2001: £45.6m (£31.9m net of deferred tax)).
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27 Pensions (continued)

The following table sets out the amounts which would be charged to the profit and loss account and statement of total recognised gains

and losses for the year ended 31st December 2002 in accordance with the requirements of FRS 17.

UK Non-UK 2002
Schemes Schemes Total
Year ended 31st December £m £m £m
Analysis of the amount charged to operating profit:
Current service cost (excluding employee element) 7.6 5.2 12.8
Past service cost (employer and employee) - - -
Total operating charge 7.6 5.2 12.8
Analysis of the amount credited to other finance income:
Expected return on pension scheme assets 15.8 3.9 19.7
Interest on pension scheme liabilities (14.7) (4.0 (18.7)
Net return 1.1 1.0
Analysis of the amount recognised in the statement of total recognised gains and losses (STRGL):
Actuarial return less expected return on pension scheme assets (53.6) (7.9) (61.5)
Experience gains and losses arising on scheme liabilities (0.5) 3.2 2.7
Changes in assumptions underlying the present value of the scheme liabilities 9.4) (4.6) (14.0)
Actuarial gain/(loss) recognised in the STRGL (63.5) 9.3) (72.8)
UK Non-UK 2002
Schemes Schemes Total
Movement in deficit during the year £m £m £m
Deficit at beginning of year (82.7) (6.9) (39.6)
Movement in year:
Current service cost (including employee element) (10.1) (5.2) (15.3)
Contributions (employer and employee) 10.5 5.9 16.4
Past service costs - - -
Other finance income 1.1 0.1) 1.0
Actuarial loss (63.5) 9.3) (72.8)
Exchange gains and losses - (0.8) (0.8)
Deficit in scheme at end of the year (94.7) (16.4) (111.1)
UK Non-UK
History of experience gains and losses Schemes Schemes 2002
Difference between the expected and actual return on scheme assets:
amount (£m) (53.6) (7.9) (61.5)
percentage of scheme assets (81%) (16%) (28%)
Experience gains and losses on scheme liabilities:
amount (£m) (0.5) 3.2 2.7
percentage of the present value of scheme liabilities 0% 5% 1%
Total amount recognised in statement of total recognised gains and losses:
amount (£m) (63.5) 9.3) (72.8)
percentage of the present value of scheme liabilities (24%) (14%) (22%)

In 2002, contributions by the Group of £8m (19% of pensionable salary), were made to the major UK Scheme, the Hilton Group Pension
Plan. It has been agreed with the Trustees that the Group’s contributions will be 19% of pensionable salary until a revised rate is determined

following the 2002 actuarial valuation.

In the Netherlands, the Group’s employees participate in an industry wide defined benefit multi-employer scheme, where the employer’s
share of the underlying assets and liabilities cannot be separately identified. As at the end of 2002, on the local valuation basis, the total
assets and liabilities were £748m and £752m respectively. This deficit is taken into account in calculating the employer’s future contribution

requirement.

Group net assets after removing the SSAP 24 net asset and including the FRS 17 balance sheet disclosed above, would be £2,394.3m

at 31st December 2002 (2001: £2,513.9m as restated).
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28 Capital commitments
Capital commitments contracted with third parties amounted to £76.3m (2001: £40.2m).

29 Leasing commitments
2002 2001

£m £m

Leases expiring:
Within one year 10.6 9.9
Within two to five years 25.1 30.6
After more than five years 86.2 88.6
121.9 129.1

In addition, based on 2003 budgeted results, there are commitments in respect of hotel contingent rents of £182.5m (2001: £161.1m).
Contingent rents are determined by the turnover or profit performance of the individual hotels. £5.3m (2001: £4.9m) relates to leases
expiring within one year, £19.6m (2001: £15.2m) relates to leases expiring within two to five years and £157.6m (2001: £141.0m) relates to
leases expiring thereafter. Within these contingent rents there are minimum guarantees totalling £62.6m (2001: £37.4m) of which £36.4m
(2001: £17.4m) relates to leases within the United Kingdom expiring after five years. We have also signed lease agreements expected to
commence in 2005 with fixed rentals and minimum guarantees totalling £17.4m.

The leasing commitments relate to the future annual rentals payable by the Group under non-cancellable operating leases. These primarily
relate to rents payable on land and buildings. The parent company has no lease commitments.

30 Contingencies

Guarantees have been given by the parent company in the ordinary course of business in respect of loans granted to subsidiaries
amounting to £1,326.1m (2001: £1,262.6m). Guarantees have also been given by the parent company in the ordinary course of business in
respect of rent liabilities of subsidiaries, rent liabilities related to presently or formerly owned freehold and leasehold properties of third party
tenants, and performance undertakings on contracts entered into by subsidiaries. In addition, subsidiaries have guaranteed loans of £26.1m
(2001: £26.2m) given in the normal course of business to subsidiary companies and companies in which they hold minority equity
investments.

A subsidiary company is involved in an employment-related dispute in Belgium that it is vigorously defending. The initial judgement in the
penal case was given in Hilton’s favour on 20th September 2002; however, the public prosecutor has appealed and the appeal is scheduled
to be heard in April 2003. The directors believe, on the basis of legal advice, that the company has strong defences and that the outcome
of this matter should have no material impact on the Group. It is not practicable to give an estimate either of the financial effect or of the
timing of any cash outflows.

31 Related parties

During 2002, Hilton International received fees amounting to £6.8m (2001: £4.6m) from hotels owned by associated undertakings. Included
within this is £1.0m (2001: £1.4m) relating to fees received from Domhotel GmbH. Movements on loans to associates are shown on page
31, note 12. Payments made to Pandox AB during the year totalled £21.4m (2001: £13.4m). Payments made to Satellite Information
Services (Holdings) Limited (‘SIS’) during the year totalled £21.4m (2001: £16.1m) and a dividend of £6.8m was received during the year
(2001: £nil). On 19th December 2002, Hilton Group plc acquired from SIS 15,521 preference shares of £1 each in SIS Limited at par. This
holding represents 15.52% of the voting rights in SIS Limited; SIS holds 39% of the voting rights through its ordinary shareholding.

On 29th August 2002, the Group sold 10 UK hotels to a Limited Partnership for £335.7m, whilst simultaneously entering into 27 year
turnover based leases on the properties. The Group acquired a 40% interest in the Limited Partnership for an investment of £24.8m. Rental
payments made during the year total £14.3m, of which £5.9m was a prepayment at 31st December 2002. In addition, the Group received a
distribution of £0.6m.

All the above payments were made in the ordinary course of business.
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Statement of directors’ responsibilities in relation to the accounts

The following statement, which should be
read in conjunction with the statement of
auditors’ responsibilities set out on page 46
is made with a view to distinguishing for
shareholders the respective responsibilities
of the directors and the auditors in relation
to the accounts.

The directors are required by the Companies
Act 1985 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 as at the end of the financial

year and of the profit or loss of the Group
for the financial year.

The directors consider that in preparing

the accounts on pages 17 to 44 the Group
has used appropriate accounting policies,
consistently applied and supported by
reasonable and prudent judgements and
estimates, and that all accounting standards
which they consider to be applicable have
been followed, subject to any explanations
and any material departures disclosed in
the notes to the accounts.

The accounts have been prepared on a
going concern basis as the directors have
a reasonable expectation that the Group
has adequate resources to continue in
operational existence for the foreseeable
future.

The directors have responsibility for ensuring
that the Group keeps accounting records
which disclose, with reasonable accuracy,
the financial position of the Group and which
enable them to ensure that the accounts
comply with the Companies Act 1985.

The directors have general responsibility for
taking such steps as are reasonably open
to them and which they deem appropriate
to safeguard the assets of the Group and
to seek to prevent and detect fraud and
other irregularities.
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Independent auditors’ report to

the members of Hilton Group plc

We have audited the Group’s accounts for
the year ended 31 December 2002 which
comprise the consolidated profit and loss
account, consolidated balance sheet,
company balance sheet, consolidated

cash flow statement, consolidated statement
of total recognised gains and losses,
reconciliation of consolidated shareholders’
funds, accounting policies and the related
notes 1 to 31. These accounts have been
prepared on the basis of the accounting
policies set out therein. We have also
audited the information in the Directors’
Remuneration Report that is subject to audit.

This report is made solely to the Company’s
members, as a body, in accordance with
Section 235 of the Companies Act 1985.
Our audit work has been undertaken so that
we might state to the Company’s members
those matters we are required to state

to them in an auditors’ report and for no
other purpose. To the fullest extent
permitted by law, we do not accept or
assume responsibility to anyone other than
the Company and the Company’s members
as a body, for our audit work, for this report,
or for the opinions we have formed.

Respective responsibilities of directors

and auditors

The directors are responsible for preparing
the annual report, including the accounts in
accordance with applicable United Kingdom
law and accounting standards as set out in
the statement of directors’ responsibilities.
Our responsibility is to audit the accounts
and the part of the Directors’ Remuneration
Report to be audited in accordance with
relevant legal and regulatory requirements,
United Kingdom Auditing Standards and
the Listing Rules of the Financial Services
Authority.

We report to you our opinion as to whether
the accounts give a true and fair view

and whether the accounts and the part

of the Directors’ Remuneration Report to

be audited have been properly prepared in
accordance with the Companies Act 1985.
We also report to you if, in our opinion, the
Directors’ Report is not consistent with the
accounts, if the Company has not kept
proper accounting records, if we have not
received all the information and explanations
we require for our audit, or if the information
specified by law or the Listing Rules regarding
directors’ remuneration and transactions
with the Group is not disclosed.
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We review whether the corporate governance
statement 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
statements on internal control cover all risks
and controls, or form an opinion on the
effectiveness of either the Group’s corporate
governance procedures or its risk and control
procedures.

We read the other information contained

in the annual report and consider whether

it is consistent with the audited accounts.
This other information comprises the
Directors’ Report, unaudited part of the
Directors’ Remuneration Report, Chairman’s
statement, Chief Executive’s statement,
operating and financial review, financial
record and corporate governance statement.
We consider the implications for our report
if we become aware of any apparent
misstatements or material inconsistencies
with the accounts. Our responsibilities do
not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance
with United Kingdom Auditing Standards
issued by the Auditing Practices Board. An
audit includes examination, on a test basis,
of evidence relevant to the amounts and
disclosures in the accounts and the part of
the Directors’ Remuneration Report to be
audited. It also includes an assessment of
the significant estimates and judgements
made by the directors in the preparation of
the accounts, and of whether the accounting
policies are appropriate to the Group’s
circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as
to obtain all the information and explanations
which we considered necessary in order to
provide us with sufficient evidence to give
reasonable assurance that the accounts
and the part of the Directors’ Remuneration
Report to be audited are free from material
misstatement, whether caused by fraud or
other irregularity or error. In forming our
opinion we also evaluated the overall
adequacy of the presentation of information
in the accounts and the part of the Directors’
Remuneration Report to be audited.

Opinion
In our opinion:

— the accounts give a true and fair view of the
state of affairs of the Company and of the
Group at 31 December 2002 and of the profit
of the Group for the year then ended; and

— the accounts and the part of the Directors’
Remuneration Report to be audited have
been properly prepared in accordance with
the Companies Act 1985.

Ernst & Young LLP
Registered Auditor
London 27 February 2003



Report of the directors

The directors have pleasure in submitting
their report for the year ended 31 December
2002.

The divisional and financial reviews on
pages 4 to 13 form part of this report.
Other matters material to the appreciation
of the Group’s position are contained in the
Chairman’s statement and Chief Executive’s
statement on pages 2 and 3 respectively.

Results

The results for the year are shown in the
consolidated profit and loss account on
page 17.

Dividends

The directors recommend the payment

of a final dividend of 5.52p on each of the
ordinary shares entitled thereto, making a
total of 8.92p per share for the year. Subject
to shareholders’ approval, the final dividend
will be paid on 2 June 2003 to shareholders
registered on 7 March 2003.

Annual general meeting

This year’s annual general meeting will be
held at the Hilton London Metropole on
16 May 2003 at 11.00 am.

Directors
The directors during the year were those
listed on page 14.

The directors who will retire by rotation

at the 2003 annual general meeting are
Messrs C Bell, B G Wallace and J R F Wallls.
Mr N M H Jones, who was appointed as a
director on 22 July 2002, will also retire in
accordance with the articles of association.
Messrs C Bell, N M H Jones and B G
Wallace, being eligible, offer themselves for
re-election. Mr J R F Walls is not standing
for re-election for a further term.

Details of directors’ service contracts, their
share interests and other details of their
remuneration by the Company are contained
in the Directors’ Remuneration Report,
which was sent to shareholders with this
annual report and forms part of it.

Auditors

Ernst & Young LLP have expressed their
willingness to continue in office. A resolution
will be proposed at the annual general
meeting to re-appoint them as auditors and
to authorise the directors to agree their
remuneration.

Corporate governance

Board

The Board currently comprises four
executive directors, five independent
non-executive directors, including a non-
executive chairman, and Mr S F Bollenbach,
the particular terms of whose appointment
as a non-executive director are described
below. Mr J R F Walls acts as senior
independent director. After his retirement
from the Board at the 2003 annual general
meeting, he will be replaced by Mr L P Lupo.

The Board schedules eight meetings each
year, but arranges to meet at other times,
as appropriate. It has a formal schedule of
matters specifically reserved for its decision
and approval.

The Board is supplied with appropriate and
timely information to enable it to discharge
its duties. The Board requests additional
information or variations to regular reporting
as it requires. A procedure exists for directors
to seek independent professional advice in
the furtherance of their duties, if necessary.
All directors have access to the advice and
services of the Company Secretary.

Whilst all directors are expected to bring
an independent judgement to bear on issues
of strategy, performance, resources (including
key appointments) and standards of conduct,
the independent non-executive directors
were selected and appointed for this purpose.

All directors submit themselves for re-election
at least every 3 years. The independent non-
executive directors understand that the Board
will not automatically recommend their
re-election by shareholders.

Mr S F Bollenbach was appointed to

the Board pursuant to an agreement (the
‘Master Agreement’) between the company
and Hilton Hotels Corporation (‘HHC’),
implementing a commercial alliance,

the terms of which were announced

on 13 January 1997. Under the Master
Agreement, HHC is entitled (with limited
exceptions) to designate one non-executive
director to serve during the term of the
alliance while the Company’s own designate
serves as a non-executive director of HHC.

Board committees

The Board has a number of standing
committees, all of which have written terms
of reference clearly setting out their authority
and duties, including the following:

— Audit committee — the members of this
committee are Mr L P Lupo (Chairman),
Lady Patten, Sir lan Robinson and

Mr J R F Walls (all independent non-
executive directors).

The audit committee meets as required,

but not less than three times a year. Its
responsibilities, in addition to those referred
to under internal control on page 48, include
a critical review of the annual and interim
financial statements (including the Board’s
statement on internal control in the annual
report) prior to their submission to the
Board for approval, when a report from

the committee is also given. The committee
also keeps under review the scope and
results of the external audit and its cost
effectiveness and the independence and
objectivity of the auditors.

Although other directors, including the
Group Finance Director, attend audit
committee meetings, the committee can
meet for private discussions with the
external auditors, who attend all of its
meetings. The Company Secretary acts
as secretary to the committee.

— Finance committee — this committee
meets as required, principally to deal with
matters not specifically reserved to the
Board or to another committee. Any two
directors can conduct the business of this
committee.

— Nomination committee — the members

of this committee are Sir lan Robinson
(Chairman), Mr D M C Michels, Lady Patten
and Mr J R F Walls. Sir lan Robinson, Lady
Patten and Mr J R F Walls are independent
non-executive directors.

The committee meets as required but not
less than once a year. Its responsibilities
include reviewing the Board structure, size
and composition, nominating candidates

to the Board to fill Board vacancies when
they arise and recommending directors who
are retiring by rotation to be put forward

for re-election. The committee also ensures
that all Board appointees undergo an
appropriate induction and training programme.
The Company Secretary acts as secretary
to the committee.

— Remuneration committee — details

of the remuneration committee, including
membership, are set out in the Directors’
Remuneration Report, which should be read
in conjunction with this section of this report.
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Internal control

The Board has ultimate responsibility

for the system of internal control operating
throughout the Group and for reviewing its
effectiveness.

No system of internal control can provide
absolute assurance against material
misstatement or loss. The Group’s

system is designed to manage rather
than eliminate the risk of failure to achieve
business objectives and to provide the
Board with reasonable assurance that
potential problems will normally be
prevented or will be detected in a timely
manner for appropriate action.

The Company has had procedures in place
throughout the year and up to 27 February
20083, the date of approval of this annual
report, which accord with the Internal Control
Guidance for Directors on the Combined
Code published in September 1999.

The Board has delegated the detailed
design of the system of internal control
to the executive directors.

The control framework and key procedures
are as follows:

— Hilton Group plc manages a large,
multinational group. Its operations are
separated into two divisions: Hotels and
Betting and Gaming. Responsibilities for
managing business risks arising at a divisional
level are defined by the Group Board.

— The executive directors meet regularly
together and with other senior executives
to consider Group financial performance,
business development and Group
management issues. The directors and
officers of Group subsidiaries comprise
executives with appropriate functional
responsibilities. Directors of key operating
companies meet regularly to manage their
respective businesses.

— The Group Board establishes corporate
strategy and Group business objectives.
Divisional management must integrate such
objectives into divisional business strategies
for presentation to the Group Board with
supporting financial objectives.

— There is an ongoing process for identifying,
evaluating and managing the significant risks
faced by the Group. Major business risks and
their financial implications are appraised by
the responsible executives and endorsed by
divisional management. This is an integral
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part of the strategic planning process.

The appropriateness of controls is considered
by the executives, having regard to cost/benefit,
materiality and the likelihood of risks
crystallising. Key risks and actions to mitigate
those risks are considered at each regular
Board meeting and are formally reviewed and
approved by the Group Board annually.

— Divisional budgets, containing financial
and operating targets, capital expenditure
proposals and performance indicators, are
reviewed by the executive directors and
must support divisional business strategies.
The consolidated Group budget is approved
by the Group Board.

— Reports on Group and divisional
performances are regularly provided to
directors and discussed at Group Board
meetings. Performance against both budgets
and objectives together with management of
business risks are reviewed with divisional
management, as are forecasts and material
sensitivities. The Board regularly receives
reports from key executives and functional
heads covering areas such as operations,
forecasts, business development, strategic
planning, human resources, legal and
corporate matters.

— There is a group-wide policy governing
appraisal and approval of investment
expenditure and asset disposals. Major
projects are reported at each regular
Board meeting. Post investment audits
are undertaken on a systematic basis and
are formally reviewed by the Group Board
twice yearly.

— Key policies and control procedures
(including treasury, compliance and information
system controls) are documented in manuals
having group-wide application. Operating
companies also use procedure manuals which
must integrate with Group controls.

— A system of annual self-certification of
compliance with key controls and procedures
is operated throughout the Group.

— The Group has an internal audit function,
outsourced to Deloitte & Touche, which
reports to management on the Group’s
worldwide operations. Its programme and
material control issues, including actions
following any significant failures in internal
controls, are reviewed by the audit committee.

— To underpin the effectiveness of controls,
it is the Group’s policy to recruit and develop
management and staff of high calibre,

integrity and with appropriate disciplines.
High standards of business ethics and
compliance with laws, regulations and
internal policies are demanded from staff
at all levels.

The audit committee keeps under review the
effectiveness of the system of internal control
and reports its conclusions following each
meeting to the full Board. The key processes
used by the committee in carrying out its
reviews include: (@) summaries of business
risks and mitigating controls; (b) regular
reports and presentations from the head of
key risk functions, internal audit and external
audit; and (c) the results from the system of
annual self-certification of compliance with
key controls and procedures.

The Board also conducts a formal
assessment of the effectiveness of the
internal control system. The assessment
takes account of all significant aspects of
internal control including: risk assessment;
the control environment and control
activities; information and communication;
and monitoring.

Communications with shareholders

There is a regular programme of meetings
with major institutional shareholders to
consider the Group’s performance and
prospects. In addition presentations are
made twice yearly after the announcement
of results, the details of which, together
with Group financial reports and
announcements, can be accessed via

the Group’s internet site.

The Company corresponds regularly

on a range of subjects with its individual
shareholders who have an extended
opportunity to question the Board at
the annual general meeting.

Compliance statement

The Company has complied throughout
2002 with the provisions set out in section
1 of the code of best practice prepared by
the Committee on Corporate Governance
and published in June 1998 (‘the Combined
Code’).

The Board is considering the issues

arising out of the Review of the Role and
Effectiveness of Non-Executive Directors by
Mr D Higgs which was published in January
2003 and is expected to come into force for
accounting periods commencing on or after
30 June 2003.



Substantial share interests

At 26 February 2003, substantial
shareholdings notified to the Company
pursuant to section 198 of the Companies
Act 1985 were for: Fidelity Investments —
5.23%, Legal and General Investment
Management Limited — 3.00%, Scottish
Widows Investment Partnership Limited —
4.03% and Putnam Investment Management
LLC and Putnam Advisory Co LLC - 5.03%

Further details in respect of the share capital
are shown on page 38, note 21.

Corporate social responsibility

A report on corporate social responsibility
(CSR) is on the Company’s website
(www.hiltongroup.com) and highlights

are given on page 9. This includes details
on charitable donations.

The processes described under internal
control on page 48 apply to CSR. In addition
to business presentations regularly made

to the Board at which CSR is considered as
appropriate, the Board conducts an annual
CSR review and Board members regularly
receive CSR updates. CSR is an integral part
of divisional performance and accountability
systems and remuneration arrangements.

The risks and opportunities relating to CSR
primarily revolve around the reputation of
the Group and the quality of its brands
operating throughout the world. In relation to
this, the processes for identifying, evaluating
and managing significant risks faced by the
Group have recognised the importance of
hotel safety practices. CSR also impacts the
performance of the Group’s employees on
whom the Group relies for the provision of
high quality services to customers.

Performance indicators continue to be
developed in accordance with group-wide
CSR policies. These processes include
verification by the Company’s CSR adviser,
Acona Group AS.

Employee policies

The Board values two-way communication
between senior management and employees
on all matters affecting the welfare of the
business. Regular management visits are
made to operating units, conferences and
meetings are held, communication surveys
undertaken and video programmes
produced. Throughout the Group via staff
councils, employees are encouraged to be
involved in the running of the business.

Copies of the Company’s annual report are
made available to staff which, together with
numerous staff magazines and bulletins,
provide them with a greater awareness of
the Group’s performance as well as the
financial and economic factors which affect
it. In addition, those employees who are
eligible are also encouraged to become
involved in the Group’s performance through
participation in share schemes.

Throughout the Group, the principles of
equal opportunities are recognised in the
formulation and development of
employment policies.

It is the Company’s policy to give full and fair
consideration to applications from people
with disabilities, having regard to their
particular aptitudes and abilities. If an
employee becomes disabled, the Company’s
objective is the continued provision of
suitable employment, either in the same or
an alternative position, with appropriate
training being given if necessary. Employees
with disabilities share in the opportunities for
training, career development and promotion.

Supplier payment policies

The Company agrees payment terms

for its business transactions when goods
and services are ordered. It ensures that
suppliers are aware of the terms of payment
and the relevant terms are included in
contracts where appropriate. Subject to
satisfactory performance by the supplier,
arrangements are adhered to when

making payments.

At the year end, the Company had
no trade creditors.

By order of the Board
M J Noble

Secretary
27 February 2003
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Financial record

2002

2001

2000

1999

1998

£m £m £m £m £m
Turnover 5,479.0 4,161.8 3,951.5 4,299.4 4,680.5
Total operating profit*
Continuing operations:
Hotels 2121 255.3 268.0 264.0 181.0
Betting and Gaming 149.3 116.3 114.9 139.2 173.0
Central costs and income (18.3) (12.4) (11.6) (21.4) (14.3)
Total operating profit* 348.1 359.2 371.3 381.8 339.7
Interest (76.7) (79.0) (94.6) (76.8) (62.2)
Profit before taxation* 271.4 280.2 276.7 305.0 277.5
Taxation* (59.7) (59.0) (57.6) (63.7) (60.9)
Profit after taxation* 211.7 221.2 2191 2413 216.6
Equity minority interests 0.1) (0.3 0.2) - (0.3)
Profit attributable to shareholders*® 211.6 220.9 218.9 241.3 216.3
Goodwill amortisation (69.0) (53.9) (38.9) (29.7) (0.6)
Exceptional items (46.3) (28.1) (43.4) (113.8) (12.7)
Taxation on exceptional items 1.0 (0.8) - (3.0 -
Profit attributable to shareholders 97.3 138.1 136.6 94.8 203.0
Dividends (141.0) (140.6) (127.9) (121.5) (90.7)
Fixed assets 4,296.7 4,614.8 4,283.6 4,155.5 2,763.0
Equity shareholders’ funds 2,470.3 2,539.1 2,355.3 2,267.9 1,322.3
Dividend per share 8.92p 8.92p 8.50p 8.10p 7.58p
Basis earnings per share* 13.40p 14.30p 14.57p 16.88p 18.18p
Basic earnings per share 6.16p 8.94p 9.09p 6.63p 17.06p

Comparative figures have been restated where necessary for the effects of all current Financial Reporting Standards.

*Before exceptional items and goodwill amortisation
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Principal subsidiary and associated undertakings

At 31 December 2002

Hotels

Hilton International CO. — USA®@ Scandic Hotels AB — Sweden

Hilton UK Hotels Limited @ Domhotel GmbH — Germany (40%)@
Inter-National Hotel Services Limited® Pandox AB - Sweden (20.8%)@

LivingWell Health & Leisure Limited @ Stakis Limited

Metropole Hotels (Holdings) Limited(© Tindall Hotels Limited Partnership (40%)@®

Betting and Gaming

Ladbrokes Limited Tiercé Ladbroke SA - Belgium®
Ladbroke (Ireland) Limited — Ireland Vernons Pools Limited©
Ladbrokes International Limited — Gibraltar Satellite Information Services (Holdings) Limited (22.8%)®)/

Central services
Hilton Group Finance plc®

(@) Companies with preference as well as ordinary shares in issue.

(b) Directly owned by Hilton Group plc.

(c) Companies with deferred as well as ordinary shares in issue.

(d) Accounted for as associated undertakings.

(e) All of the undertakings listed above are wholly owned by the Group and only have ordinary shares in issue unless otherwise indicated.

() Unless otherwise indicated, the undertakings are incorporated in the United Kingdom.

(9) The companies listed above include all those which principally affected the amount of profit and assets of the Group. A full list
of subsidiary and other related undertakings will be annexed to the next annual return of Hilton Group plc to be filed with the
Registrar of Companies.

(h) The address of the General Partner of Tindall Hotels Limited Partnership is 18 Upper Grosvenor Street, London, W1K 7PW.
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Shareholder information

Share price information
Hilton Group’s share price is broadcast on BBC 1 Ceefax, page 226, BBC 2 Ceefax, page 222, Sky News, page 145 and on Channel 4
Teletext, page 527. It also appears in the financial columns of the national press.

Share dealing service
A dealing service for Hilton Group shares is available through The Share Centre Ltd. For further details please contact:
The Share Centre Ltd, Hilton Group Share Dealing Enquiries, P O Box 2000, Aylesbury, Bucks HP21 8ZB. Telephone 01296 414243.

UK tax on capital gains
A leaflet for UK capital gains tax purposes, which includes details of rights and capitalisation issues which have occurred since
31st March 1982, is available on request from the Secretary whose address is given overleaf.

Shareholder enquiries
All administrative enquiries relating to shareholdings, such as queries concerning dividend payments, notification of change of
address or the loss of a share certificate, should be made to the Company’s registrars, whose contact details are given overleaf.

Communicating with shareholders electronically
You should register at www-uk.computershare.com/investor if you wish to receive future communications by e-mail rather than in
paper form. You will need your shareholder reference number which is printed on your proxy form, share certificate and tax vouchers.

American depositary receipts (ADRs)

The Company has a sponsored level 1 ADR programme for which The Bank of New York acts as depositary. The ADRs are traded

on the over-the-counter market under the symbol HLTGY, where one ADR is equal to two ordinary shares. For further details please
contact: The Bank of New York, Shareholder Relations, PO Box 11258, Church Street Station, New York NY 10286-1258, USA.
Telephone: (00) 1 610 312 5315. USA telephone: 1-888-BNY-ADRS (toll free). E-mail: shareowner-svcs@bankofny.com Website: www.adrbny.com

Unsolicited mail

As the Company’s share register is open to public inspection, shareholders may receive unsolicited mail from organisations which use it

as a mailing list. If you wish to limit the receipt of such mail, please write to the Mailing Preference Service, MPS, Freepost 22, London W1E
7EZ. You may, however, still continue to receive mail from organisations which do not subscribe to this service.

Financial calendar

2002 profit and recommended 2002 final dividend of 5.52p per share announced 27 February 2003
Record date for the 2002 final dividend 7 March 2003
Annual general meeting 16 May 2003
Payment date for the 2002 final dividend 2 June 2003
Half year results and 2003 interim dividend to be announced 28 August 2003
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