The Directors of The Rank Group Plc submit their Report and
Statement of Accounts for the year ended 31 December 1996.
The Rank Group Plc was incorporated in the United Kingdom on
22 December 1995 and following implementation of a scheme of
arrangement under 5.425 Companies Act 1985 acquired 100% of the
issued share capital of The Rank Organisation Fic on 7 October 1996.
Prior to this date, the Company did not trade and had no assets,
other than nominal cash balances, and no liabilities. Merger accounting
principles have been used and the results have been presented as if
the new Group had been established throughout the current and

comparative accounting periods.

Principal activities and business review

Rank is a leisure and entertainment company and an international
provider of services to the film industry. Its leisure and entertainment
activities include gaming, cinemas, mightclubs, themed bars, pub-
restaurants and multi-leisure centres; holidays; and Hard Rock cafes and
brand rights internationally. Rank also cwns film processing and video
duplication facilities. Rank operates primarily in the UK and North
America although it also has activities in continental Europe and other
parts of the world.

Rank has a 50% investment with Universal Studios Inc.
in Universal City Florida, a major theme park and development at
Qriando, Florida and has an investment in the Rank Xerox companies,
The Board of Directors has determined that it no longer intends to
hold the Rank Xerox interests for the long term.

The following were the principal acquisitions made during the
year. In June, Rank acquired the Hard Rock cafes and rights to the Hard
Rock brand owned by Peter Morton and partners for US$410 million.
In July, Rank acquired the Duplico group, Europe’s third largest video
duplicator, for £29 million. In October, Rank acquired Tom Cobleigh plc
for £123 millicn and, in December, Rank acquired Hard Rock Cafe
Canada for US$61 millior:.

The following principal disposals took place during the vear.
In April, the safe of The Royal Garden Hotel was completed for a total
consideration of £62 million. In September, Rank sold the Rank Precision
Industries group of companies for £66 million, In December, Rank sold
Kingston Plantation for £30 million, Shearings Limited for £75 million,

and its inland armusement arcade business for £25 million.

Profit and dividends

Profit before tax for the year was £65 million (1995 proforma £644
million). The loss for the year after tax and minority interests was
£34 million (1995 proforma profit £517 million).

The Directors recommend a final dividend of 1200 pence
per Ordinary share which, together with the interim dividend of The
Rank Organisation Plc of 5.00 pence already paid, makes a total for the
year of 17,00 pence per share {1995 15.75 pence for the fourteen
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months ended 31 December 1995).

Subject to approval at the Annual General Meeting, the final
dividend will be paid on 23 April 1997 10 those sharehclders whose
names are on the register cn | April 1997.

Fixed assets

It has been decided to revert to the historical cost basis in determining
the carrying values of land and buildings. Accordingly, the net
book amount of fand and buildings at 31 December 1995 was
reduced by £154 million. The Directors, under advice from Messrs.
Knight Frank, Chartered Surveyors, considered the net book amounts
of individual properties at 31 December 1996 ang have decided to
write down certain properties by a further £148 million in respect
of permanent diminution in value, The Directors also considered
the total net book amount of land and buildings and are of the
opinion that it is not significantly different from market value at
31 December 1996.

Share capital

Details of the scheme of arrangement pursuant to which The Rank
Group Plc acquired The Rank Organisation Plc were set cut in the
circular to shareholders dated 16 August 1996,

Details of the new Ordinary shares issved pursuant to the
exercise of options under The Rank Organisation Plc's share option
schemes are set cut in note 22 on page 74. Note 22 also contains
details of the Ordinary shares in The Rank Organisation Plc issued
pursuant to the conversion of its Convertible Preference shares which
by virtue of the scheme of arrangement were exchanged for Ordinary
shares in the Company.

A resclution will be proposed at the Annual General Meeting to
authorise the Directors to allot and grant rights over the unissued share
capital and to authorise the Directors to allot and grant rights over
Ordinary shares for cash up 1o a maximum nominal amount of
£4,184,382 representing 5% of the issued Ordinary share capital without
first making a pro rata offer to all existing Ordinary sharehclders. Similar
resolutions have previously been passed in respect of The Rank
Organisation Pic.

A resolution will also be proposed at the Annual General Meeting
to authorise the Company to purchase up to 10% of its Ordinary shares
at or between the minimum and maximum prices specified in the
resolution set out in the Notice of Meeting. This power would enly be
used after careful consideration by the Directors, having taken into
account market conditions prevailing at the time, the investment needs
of the Company, its opportunities for expansion and its overall financial
position, The authority would also only be exercised by the Directors if
they considered it to be in the best interests of shareholders generally

and if the purchase could be expected to result in an increase in
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Directors’ Report

Directors

With the exception of Mme C. Morin-Postel, the Directors listed on
pages 28 and 29 of the Review and Financial Summary were appointed
as Directors of the Company on 23 July 1996; Mme C. Morin-Postel was
appointed a Director on | October 1996, M. T. H. North retired as a
Director on 31 December 1996,

All the Directors will retire at the Annual General Meeting,
as they were all appointed as Directors during 1996, and with the
exception of Dr. D. V. Atterton and Mr. M. C. . Jackaman, who are
retiring at the conclusion of the Annual General Meeting, being
eligible, offer themselves for reappointment. Mr. A, W. P. Stenham
is Chairman of the Audit Committee and Mr. H. R. Jenkins and
Mme C. Morin-Postel are members of the Audit Committee.
Mr. P |. Jarvis is Chairman of the Remuneration Committee and
Mr. §, A. Hammon is a member of the Remuneration Committee. None of
the non-executive Directors has a service agreement with the
Company. Sir Denys Henderson has a service agreement with the
Company for an initial period expiring on 28 February (998, The
executive Directors have service agreements with the Company which
are terminable by either party on not less than two years' notice save
that in the case of Mr. A. H.Teare the earliest date for expiration of any
notice is | April 1999.

The interests of the Directors in shares of the Company and
their share options, together with their remuneration, are contained in
the Report of the Remuneration Committee set out on pages 39 1o 43
with a summary in note 29 on pages 79 and 80.

Personnel

In October, the Group introduced an initiative to improve the
development of senior and middle management in order to more
clearly identify the future skills needed. Its intention is also to broaden
the experience of senior management and increase the ability to
promote from within.

Employee invalvement has been further encouraged by ancther
successful year for the Enterprise and Innovation Awards scheme with
over 1,000 entries. Communicaticn continued with an annual employee
report being published outlining the achievements of the Group in 1995
and the plans for 1996, Proposals for appointing member trustees of the
two UK Rank pension arrangements as required by the Pensions Act
1995 were published with the most recent Pensions Annual Reports
and have subsequently been accepted. It is planned to have member
trustees in place by the middle of 1997.

The Group continues t¢ operate an effective equal opportunities
policy, and full briefing has been given on the new Disability
Discrimination Act 1995 and its specific codes of practice which came
into effect during 1996. A number of subsidiary companies supported
research by SCOPE into the provision of quality services for disabled

customers in the light of the new Act. The employment, training and
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development of people with disabilities continues to form a key part of

the Group’s overall empleyment policy and practice,

Payment of suppliers

The Company and its subsidiaries agree terms and conditions for
their business transactions with their suppliers. Payment is then made
on these terms, subject to the terms and cenditions being met by

the supplier:

Significant shareholdings
At the date of this Report the Company is aware or has beer notified
of holdings of more than 3% of the Company’s issued Ordinary share
capital by Prudential Portfolio Managers Limited (36,429,941 — 4.4%),
Chase Nominees Limited (29,573,294 - 3.5%) and Schroder Nominees
Limited (27,601,214 — 3.3%).

The Company is not aware of any other person who is interested
whether directly or indirectly in 3% or more of the issued Ordinary
share capitat of the Company.

Charitable and political donations

Charitable denations made in the UK during the year amounted to
£372,000. Overseas companies supported a variety of local and naticnal
charities and, in particular, Hard Rock Cafe International Inc. donated
approximately US$650,000, continuing its focus on humanitarian and
environmental causes. The Company made no political donations in

the year,

Auditors
During the year KPMG Audit Plc resigned as auditors and were replaced
by Price Waterhouse. A resolution will be proposed at the Annual

General Meeting for the reappointment of Price Waterhouse as

auditors of the Company.

By Order of the Board

Charles B. A. Cormick

Secretary, The Rank Group Plc, Registered No. 3140769
26 February 1997
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Report to the Shareholders by the Remuneration Committee

THE REMUNERATION COMMITTEE

The Remuneration Committee is comprised solely of non-executive
Directors who bring a wide range of experience from other
organisations. The Committee is chaired by Mr Peter Jarvis, Chief
Executive of Whitbread Plc, and its other members are Dr David
Atterton, Chairman of Guinness Mahon Holdings ¢lc, and Mr, James
Harmon, former Chairean of Schroder Wertheim & Co. Inc. They have
no personal financial interest other than as shareholders in the matters
to be decided, no potential conflict of interest arising from <ross
directorships and no day to day involvement in running the business of
the Group.

The Committee is a Committee of the Board of Directors and
has been established with formal terms of reference approved by the
Board. It has specific authority to determine the appropriate
remuneration, benefits and employment conditions for the Chairman of
the Company and the executive Directors and regularly reviews the
Company's remuneration policies and practices. In  detersmining
appropriate remuneration the Committee consults with both internal
and external professional advisers,

The Chairman and Chief Executive are in attendance at Committee

meetings except for when their own remuneration is being considered.

COMPLIANCE

The Company has complied throughout the year ended 31 December
1996 with Section A of the best practice provisions regarding
remuneration committees annexed to the Listing Rules of the London
Stock Exchange and, in framing its remuneration policy, the Committee
has given full consideration to Section B of the best practice provisions

regarding remuneration policy, service contracts and compensation.

COMPANY POLICY ON EXECUTIVE DIRECTORS’
REMUNERATION

The Company's policy is to ensure that the Chairman and the executive
Directors are rewarded competitively in relation to other companies in
order to attract, retain and motivate them to meet the reasonable
expectations of shareholders,

The Company’s aim is 10 provide a competitive remuneration
package for executive Directors and this currently contains a balance
between short-term rewards consisting of basic salary, benefits and an
annual bonus scheme, and long-term rewards consisting of share options
and a long-term incentive plan.

During the year, the Committee considered the appropriateness
of the Group’s remuneration policy as set out in the 1995 Review
and Financial Summary of The Rank Organisaticn Pic, in light of
developments since publication of the Greenbury Report in July 1995.

The Committee paid particular attention to its stated policy with regard

to annual bonus payments, executive share options, long term incentive

plans, Directors’ service agreements and pensionability of annual bonus

payments, The Committee concluded that its policy regarding the first
four of these items accorded with competitive practice but agreed that
a change in policy regarding pensionability of annual bonus payments
was desirable. This change is detailed on page 43.

Annual Salary and Benefits
The Remuneration Committee continues to follow the broad principle
that basic salaries should be paid at the mediar level in comparison with
comparable jobs in selected relevant companies. For guidance the
Committee uses published job matched surveys undertaken by
professional remuneration consultants and in addition in 1996 the
Committee commissioned its own independent review of remuneration
of Rank Directors.

Benefits include a car; or cash allowance in lieu, and life, disability

and health insurance.

Annual Bonus
The annual bonus scheme operated in the year provided for cash
bonuses in the range nif to 45% of basic salary: The criteria of the scheme
reflect the individual responsibility of the Directors and comprised
pre-tax profit or divisional profit before exceptional items, return on net
assets and growth in earnings per share before exceptional items. The
bonus for the Chief Executive was guaranteed in his first year of office.

Following a review of competitive practice, with effect from
| January 1997, the maximum bonus has been increased to 50% of basic
salary and an element of the bonus is now related to the use of capital
in the business. This element has replaced the previous criterion of
return on net assets. The criteria for the Chief Executive are now the
same as for other executive Directors

The Committee considers that the performance conditions
applying to the annual bonus scheme are relevant, stretching and
designed to enhance the business and that this results-driven approach
is in the interests of shareholders. The details of bonuses earned in the

year are contained in the table on page 42.

Share Option Schemes

Rank has operated an executive share option scheme for Directors

and other senior managers since 1985, with some 660 executives
participating, During the year the Committee reviewed its policy with
regard to executive share coptions. The Committee conciuded that it
was appropriate 1o retain an executive share option scheme but that for
the time being no grants would be made to members of the Executive
Committee, which includes all the executive Directors, to replace any
options exercised. This decision will be reviewed periodically in the light
of competitive market practice and the appropriateness of Rank’s iong
term incentive arrangements in total, Mr. Teare was however granted an
option over 165.! 18 shares following his appointment as Chief Executive,

and an additional option over 195,647 shares on 21 February 1997.
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Report to the Shareholders by the Remuneration Committee

The Company has decided to amend its policy with regard to
the leve! of allocation and frequency of grant of options to those
employees below the Executive Committee to one of regular annual
grants of smaller allocations in line with the recommendations of the
Greenbury Report.

During the year, as a resuft of the scheme of arrangement
referred to in the Directors’ Report, executive share options held by
executive Directors over Ordinary shares in The Rank Organisation Pic
were replaced by options over an identical number of Ordinary shares
in The Rank Group Plc. These options will only become exercisable if
the Committee determines that earnings per share before exceptional
items of the Group over a three year period have shown average annual
growth of at least 2% over the increase in the UK retail prices index
over that period.

Rank has also operated Save As You Earn Option Schemes since
1985 which are generally open to all full time employees and Directors
who have completed one year's continucus service. Since 1985 over
7000 employees have participated in the schemes. Inland Revenue rules
limit the maximum amount which can be saved to £250 per month.

Options are granted to acquire the number of shares that the total

Directors’ 31 December 1996
Interests

Ordinary Preference ESOS SAYE
Shares Shares RG RG
Dr. . V. Atterton 8,240 - - -
- - - 1,008
Mr. ). F. Garrett 83,500 — 208,840 -
Mr. J. A. Harmon 102,500 - - -
Sir Denys Henderson 50,000 10,000 - -
Mr. M. C.]. Jackarnan 1,000 - - -
Mr. B ). Jarvis 5,000 - - -
Mr. H. R. Jenking 2,300 10,000 - -
Mme. C. Morin-Postel - - - -
Mr T H. North 29,730 — 93,340 -
- — 27,695 -
Mr. A, W. P. Stenham 15,000 - - -
- - - 1,008
Mr. A, H. Teare 50,000 20,000 16518 -
Mr N Y, Turnbull 29,070 - 161,680 -
- - 41,198 -
- - - 1,008
Mr. D, M. Yates 38962 —~ 208,840 -
- - - 3,026

savings will buy when the savings contract matures. Options are offered
at a 20% discount to the market price at the commencement of the
savings contract, in accordance with the rules of the schemes. The
scheme of arrangement, previously referred to, triggered the early
exercisability of options outstanding under The Rank Organisation Share
Savings Scheme introduced in 1985 but participants in The Rank
Organisation 1995 Share Savings Scheme were given the opportunity to
exchange their options for new options over Ordinary shares in The
Rank Group Pic.

The Directors interests in shares or stocks of the Company,
including options to purchase Ordinary shares under the terms of the
Group's Executive Share Option Schemes (“ESOS") and Share Saving
Schemes (“SAYE") given below relate to the Ordinary and convertible
preference shares of The Rank Organisation Plc up to and including
& October 1996 and to the Ordinary and convertible preference shares
of the Company thereafter. -

QOptions relating to Ordinary shares in the Company are headed
“RG" and options relating to Crdinary shares in The Rank Organisation
Plc are headed "RO™. If exercised, these latter options will result in the

allotment of Ordinary shares in the Compary.

i January 1996 Exercise
{or date of appointment if later) Price
SAYE Crdinary Preference -

RO "~ Shares - Shares P
3,850 8,242 - - 3,850 194.78
3,047 - - - 3,047 226.20

- - - - 1,008 342,00
- 83,500 — 208,840 - 373.50
- 32,500 - - - -
- 30,000 10,000 - - -
1,925 1,000 - - 1,925 194.78
- 2,500 - - - -
- 2,300 10,000 - - -
- 14,484 - 93,340 - 373.50
- - - 27,69 - 427.50
- - - 85342 - 366.73
- - - - 5442 206.56
- - - - 31850 194.78
3,850 11,450 - - 3,850 194.78
3.047 - - - 3,047 226.20
- - - - 1,008 342.00
- 30,000 - - - 484.50
- 29,441 — 161,680 - 373.50
- - ~ 41,198 - 427.50
- - - - 1,008 342.00
- - - - 3,850 194.78
- - - - 3,047 226.20
- 30,926 — 208,840 - 373.50
- - - - 3,026 342.00
- - - - 3850 194.78
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Report to the Shareholders by the Remuneration Committee

Options to subscribe for Ordinary shares of the Company (and where applicable The Rank Organisation Ple) granted to and exercised by
Directors, or which lapsed, in the year ended 31 December 1996 are included in the table below.

- ESOS . . SAYE

Mr. T.H. North - -

Mr. A. H. Teare 165,118 -
Mr. N. V. Turnbull - -

Mr. D. M. Yates - -

- Exercised Market
. ESOS = SAYE :
“exertise -
. SR
- - 85,342 - 366.73 538
- — - 5,442 206.56 5395
- 940 - 2910 194,78 442
- - - ~ | 48450 -
- 1,066 - 2,784 194.78 446.5
- 1,337 - 1,710 226.20 446.5
- 1,003 - 2,847 194.78 412

In addition to the above interests, pursuant to the provisions
of the Companies Act 1985, each executive Director is deemed
to be interested in the Ordinary shares and options over Ordinary
shares of the Company held by The Rank Group Pic Employee Benefit
Trust. As at the date of this report and 31 December {996, the interest
was in a total of 145,739 Ordinary shares and options over 3,500,000
Ordinary shares and as at | January 1996 it was in nil shares and in

nil opticns.

Long-Term Incentive Plan

The Committee continued the Jong-term incentive plan introduced
with effect from January 1995 for executive Directors and certain
senior managers. Each participant including executive Directors will
receive an award under the plan if the Company’s growth in earnings
per share before exceptional items exceeds the increase in the UK retail
prices index by at least 3% on an annual basis over a performance
pericd of three years. The award wilf consist of a grant of a free
option over Rank Ordinary shares; the option can be exercised at the
end of the two years following the three year performance period.
The value of the shares will be related to a percentage of basic salary.
Shares to the value of 10% of salary will be awarded for a
3% compound real growth up to an award of 100% of salary for a

21% compound real growth.

Whilst those executive Directors who were Directors
throughout the year were agair invited to participate in a new three
year performance period of the plan in 1996, following participation in
the first three year performance period commencing in 1995, there
were no entitlements or awards granted or commitments made to any
Director under the plan during the year Another new three year

performance period commenced in January 1997.

REMUNERATION

The remuneration of the Chairman and all Directors in the year is
detailed on page 42.n addition to his emoluments, Mr. H. A. Crichton-
Miller received £370,000 compensation for loss of office and Rank
enhanced the capital value of his pension benefits by £160,000. These
amounts were agreed in light of Mr. Crichton-Miller's age on departure
and the loss of pension benefits which would otherwise have accrued
during his contractual notice period of two years.

The Greenbury Committee recommended that the value of
pension entitlements earned by Directors during a finandial year should
be disclosed in annual reports rather than pension contributions paid by
a company. Whilst the London Stock Exchange has yet to amend its
Listing Rules to make such disclosure obligatory, the table gives details of
the value of pension entitlements earned during the year in accordance

with the recommendation of the Institute and Faculty of Actuaries.
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Directors’ Emoluments
Chairman and executive Directors

Mr, H. A. Crichton-Millert
Mr. |. Daly'"

Sir Leslie Fletcher

Mr. ). F. Garrett

Mr: M. B. Gifford""

Sir Denys Henderson
Mr. T. H. Nerth

Mr. A H. Teare

Mr. N V. Turnbull

Mr. D. M. Yates

Non-executive Directors’ Emoluments

Dr.D. V. Atterton

Mr.|. A. Harmon

Mr M. C. |. Jackaman

Mr. P ). Jarvis

Mr: H. R Jenkins

Mrme €. Morin-Postelf't
Mr: A, W. P Stenham

Pension Entitlements
Defined Benefit Arrangements

Mr. H. A. Crichton-Miller'
Mr. ). Daly'"

Mr. J. F. Garrett

Mr. M. 8, Gifford"

Mr. T.H. North

Mr. A H, Teare

Mr N. V. Turnbuil

Mr. D. M. Yates

Defined Contribution Arrangements

Mr. AL H. Teare

Tresigned on 11 July 1996
" retired on 10 April 1996
" appointed on | October 1996

42

Basic Salary -

9% . 1995
.- Proforma
. £000 £000
145 197
82 197

- 54
217 197
144 400
250 212
222 197
31 -
214 197
214 197

T 1996 1995 -

. == Proforma
TOE000 £000
14 19
9 9
10 7
12 12
18 |
8 8
21 20
12 10

1996 . . 7 1995

.- .Proforma_ :
£000 - £006-
39 79
23 88
56 23
- 180
94 72
75 -
62 77
62 77

* Total Emoluments
. excluding Pensions.

1996 1995,
" "Proforma
STE000 - £000
198 295
114 294

- 54
283 227
156 592
268 213
324 277
386 -
297 294
288 284

.. Proforma

1995 .

" £000-

Accrued
 entitlement
at 31.12.96%

£000

162
155

291
184

85
127

Additional pension
earned during

- year ended
31296

£000

17

36

16
20

Transfer value of
increase in pension
{less Directors'
contributions)

£060 -

175
114
72
431
6

153
183

Directors'
contributions
paid during year
ended 31,12.96

" £000

10

3
4
14

- Contributions

paid during year

“ended 31,1296
‘ © £000

167
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Report to the Shareholders by the Remuneration Committee

PENSICNS AND PENSIONABLE REMUNERATION

Each executive Director is 2 member of Rank’s Pension Plan which is a
defined benefit scheme and provides, subject to Infand Revenue Limits,
for a pension at age 60 equal to 1/30th of the individual's pensionable
earnings multiplied by his pensionable service, subject to 2 maximum of
twenty years. Pensionable earnings are defined as PAYE earnings.

The amount of pension which can be provided by the Plan
is restricted in the cases of Messrs. Garrett and Teare as they joined
the Company after 31 May 198% and are thus subject to the limits
imposed by the Finance Act 1989 on that part of an employee's
pension which can be funded through an approved scherme. The current
limit is a pension on a salary of £82,200. The Company has given
a promise to Mr Garrett that his pension shall be as if this limit
did not apply and the Company will be responsible for making payment
of any pension in excess of the approved maximum, In the case of
Mr. Teare, no such promise has been given but the Company has
agreed instead to pay an amount equal to 55% of his basic salary into
an unapproved retirement benefits scheme, which is a defined
contribution scheme.

In addition to basic salary, pensionable earnings has previcusly
included payments made to Directors under the annual bonus scheme;
the Committee ¢onsidered that as bonus payments are a variable
performance refated component of Directors remuneration they should
be pensionable while basic salaries are set in relation to only median
salaries in comparable companies, As noted on page 39, this policy was,
however, reviewed by the Committee during the vear and it was
decided that annual bonus payments made to executive Directors
appointed in the future would not be pensionable. Accordingly, annual
bonus payments received by Mr Teare are not pensionable. Annual
bonus payments received by Messrs. Garrett, Turnbuli and Yates remain
pensionable. The cash value of other benefits in kind are not included
within pensionable earnings and this element of remuneration

is non-pensionable.

DIRECTORS’ SERVICE AGREEMENTS
The Chairman and the executive Directors have service agreements

with the Company, but the non-executive Directors do not.

The Chairman has a service agreement for an initial term expiring
on 28 February 1998 and continuing thereafter with a one year
notice period.

The executive Directors have service agreements with notice
periods of two years, save that in the case of Mr. Teare the earliest date
for expiration of any notice is | April 19%9; they are required to retire
at age 62.

The Committee considers such lengths of notice periods to be
appropriate given competitive practice. In reaching this view the
Committee has taken into account the views of external advisers. Rank
operates in a very competitive environment and in order to attract and
retain key people at senior levels, including executive Directors, the
Committee considers that less than a two year pericd of notice would
give inadequate security to the individual concerned, to the Board and
to shareholders.

Any Director leaving service at the request of the Company
{other than for gross misconduct) will be provided with compensation
related to age, service and the circumstances relating to his dismissat.
The duty to mitigate will also be faken into consideration when
determining any severance payment.

Details of the service agreements of the Directors proposed for
reappointment at the forthcoming Annual General Meeting are

contained in the Directors Repert on page 38.

NON-EXECUTIVE DIRECTORS

The remuneration of the non-executive Directors is determined by the

Board, The remuneration consists of annuat fees of £25,000 and additional

fees of £4,000 for chairing the Audit and Remuneration Committees.
The Chairman and the non-executive Directors de not

participate in the annual bonus scheme, any company pension scheme,

the Executive Share Option Scheme or the long term incentive plan.

On behalf of the Board

- Peter }, Jarvis

Chairman, Remuneration Committee
26 February 1997
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Corporate Governance

Code of Best Practice
Throughout the financial year the Group has complied with all of the
requirements of the Code of Best Practice issued by the Committee on

the Financial Aspects of Corporate Governance.

Internal financial control
The Directors acknowledge that they are responsible for the Group's
system of internal financial control, which is designed to provide reasonable
but not absolute assurance against material misstatement or loss.
Considerable importance is placed on maintaining a strong
control environment. In particular, there is a simple organisational
structure with clearly drawn lines of accountability and delegation of
authority; adherence to specified codes of conduct is required at all
times, and the Board actively promotes a culture of quality and integrity.
Risks are identified and appraised both formally, through the annual
process of preparing business plans and budgets, and informally through
close monitoring of operations. Financial results and various key business

statistics are reported regularly throughout the year and variances from

approved plans and budgets are monitered and foliowed up vigorously.
Detailed control procedures exist throughout the Group’s operations
and compliance is monitored by management, the Group's internal
auditors and, to the extent they consider necessary to support their
audit report, the external auditors.

On behalf of the Board, the Audit Committee has reviewed the
effectiveness of the system of internal financial controls during the year
ended 3] December 1996. This has included consideration of a formal
Group-wide risk assessment by the Board, the results of a controls self-
certification exercise throughout the Group, and reports from the
Group's internal and external auditors.

Going concern

After reviewing the Group's budget for 1997 and its medium term plans,
the Directors are confident that the Company and the Group have
adequate resources to continue in operational existence for the
foreseeable future. They therefore continue 1o adopt the gaing concern

basis in preparing the accounts.

Report by the Auditors to the Directors of The Rank Group Plc
on Corporate Governance Matters

In addition to our audit of the accounts, we have reviewed your
statement concerning the Group's compliance with the paragraphs of
the Cadbury Code of Best Practice specified for our review by the
London Stock Exchange and the adoption of the going concern basis in
preparing the accounts. The objective of our review is to draw attention
to non-compliance with Listing Rules 12.43()) and 12.43(v), if not
otherwise disclosed.

Basis of opinion

We carried out our review having regard to guidance issued by the
Auditing Practices Board. That guidance does not require us to perform
the additional work necessary to, and we do not, express any opinion
on the effectiveness of either the Group's system of internal financial
control or corporate governance procedures, nor on the ability of the

Group to continue in operational existence.

QOpinion

In cur opinion your statement above on internal financial contro! and
going concern has previded the disclosures required by the Listing Rules
referred to above and is consistent with the information which came to
our attention as a result of our audit work on the accounts.

In our opinion, based on enquiry of certain Directors and

“officers of the Company and examination of relevant documents,

your statement appropriately reflects the Group’s compliance with

the other aspects of the Code specified for our review by Listing

Rule 12.43 O)f/\j_,;‘.a LQ&-LM
Price Waterhouse ”

Chartered Accountants
London
26 February 1597
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BACKGROUND
Economic conditions in Ranlk's

entertainment markets in the UK and US remained

main  leisure and
favourable in 1996, Leisure spending in the UK is estimated
by the Henley Centre to have increased by 6% to £113 billion,
Against this background, and with the benefit of recent
investment and

new openings, Rank produced an

improvement in underlying results in the year.

BASIS OF PREPARATION

A reorganisation of Rank's share capital and corporate structure
resulted in The Rank Group Pl acquiring 100% of the issued share
capital of The Rank Organisation Plc in October 1996. Merger
accounting principles have been used, and alt comparisons with 1995
refer to the restated unaudited proforma year to 31 December 1995,
Further details are provided under Accounting Policies on page 58.

ACCOUNTING POLICIES

There have been two changes to accounting policy in 1996. First, casino
turnover now includes gaming win before duty whereas previously it
included the value of gaming chips sold. The Directors believe this
change makes the segmental analysis more comparable with other
businesses in the gaming industry. The change has no effect on
operating profit.

Secondly, land and buildings are now stated on the historical cost
basis having previously been revalued on a rolling cycle and the
valuation incorporated into the accounts. The Directors believe that
this change will make the achieved returns on investment clearer

to shareholders.

SUMMARY OF RESULTS
Turnover for the year increased by 9% to £2,084 million compared to a
restated figure of £1,91% million in 1995, Tumover in continuing operations
increased by 1% to £1,882 million, including £62 million from
"businesses acquired during the vear Turnover increased in each of Rank’s
four divisions. An analysis of results by division is shown on page 46.
Operating profit before exceptional items, at £290 million, was
13% higher than in 1995. Operating profit in continuing operations,
before exceptional items, increased by 15% to £284 million, or by 1%
to £275 million before a £9 million contribution from acquisitions.
Profit before tax and exceptional items was £297 million
compared with £408 million in 1985. The reduction was more than
accounted for by the change in the way that Rank is now accounting for
Rank Xerox, as an investment rather than an associate. If Rank Xerox
had been dividend accounted for in 1995, profit before tax and
exceptionals would have been £279 million and 1996 would have shown
6% growth,
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1995
Proforma
im
Operating profit before
exceptional items 290 256
Profit before tax and
exceptional items 297 408
Effect of change in accounting
for Rank Xerox - (129)
297 279
Exceptional items (232) 236
Profit before tax 65 515

There was a material net exceptional charge of £232 million
before tax in 1996. This comprised a charge of £148 million for the
permanent diminution in values of Group properties; £62 millicn loss on
disposals of businesses and properties; £35 million for restructuring and
£12 milliors in respect of the Group's capital reorganisation, partly offset
by £18 million of exceptional income in Precision Industries and a
£7 million exceptional interest credit.

The excepticnal charges and the change in the way Rank's
interest in Rank Xerox is accounted for distort this year’s results.
However, the Directors believe they will make Ranks future
performance easier to interpret and be the base upon which to
measure future progress.

Earnings per share before exceptional items in 1996 were 24.1
pence compared with 314 pence in 1995 {or 24.3 pence on a similar
accounting basis). Earnings per share for Rank, excluding Rank Xerox
and exceptional items, increased by 7% to 194 pence. After exceptional
iterns, there was a reperted loss of £55 million or a loss per share of 6.6

pence in |996 (1995 earnings per share of 59.7 pence).

EFFECT OF ACQUISITIONS
Acquisitions contributed £62 million to turnover and £9 million to
operating profit before exceptional items in 1596. The major acquisition,
the Hard Rock business previously owned by Peter Morton, contributed
£44 million to turnover and £8 millon to operating profit. The other
main acquisition was Tom Cobleigh, which contributed approximately
£l to operating profit. Duplico made a modest contribution but there
was no contribution from Hard Reck Cafe Canada, which was only
acquired at the year end. The notional interest cost relating to the cost
of funding the acquisitions was £11 million.

There were no material acquisitions in 1995 other than the
acquisition of the outstanding minority interests in A. Kershaw &

Sons Plc.
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Segmental information Turnover Profit before exceptional items

1996 1995 Increase 1996 1995 In¢rease
Proforma Proforma
m £m _ £m fm %
Film and Entertainment Services
Video Duplication and Film Processing 579 518 12 76 64 19
Other 40 40 - 8 4 100
619 558 11 84 68 24
Hard Rock i94 146 33 46 41 12
Holidays
UK Holidays 401 373 § 60 56 7
US Holidays 95 21 4 ] 1 (45}
496 464 7 66 67 (n
Leisure
Gaming 372 346 8 56 51 10
Entertainment 184 154 19 36 33 ki
556 500 (i 92 84 o
Other 17 29 (41) 4) (12) 67
Continuing operations 1,882 1,697 I 284 248 15
Discontinued operations 202 222 (%) 6 8 (25)
2,084 1L219 9 290 256 13

BUSINESS REVIEW
All references to operating profit refer to operating profit before
exceptional items, unless otherwise stated.

Film and Entertainment Services
Turnover increased by 11% to £619 million. Operating margins improved
and operating profit before exceptional items increased by 24% to
£84 miillion, The division again benefited from the range and number of
films and videos released by the Hollywood studios.

Profit increased significantly in both video duplication and film
'processing. Video duplication volumes increased by 16% as Rank’s major
customers, the Hollywood studios, again increased the number of sell-
through titles released in the year. Improved capacity utilisation also
helped margins. Duplico, a Spanish-based video duplicator acquired in
July, made a modest contribution to profit and has significantly expanded
Rank's European capacity and service capability, Film processing volumes
increased by 119, Demand for prints has risen, as the number of cinema
screens has increased, particularly in the US, and the Hollywood studios
have continued the trend of releasing new films onto a greater number
of screens to spread their marketing costs.

Of the two smaller businesses, Pinewood achieved a record
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profit, with stage occupancy exceeding 90%. Rank Film Distributors
continued to increase its investment in new films and profit was higher
than in 1995,

Hard Rock

Hard Rock grew significantly, mainly as a result of the acquisition of the
cafes previously owned by one of the co-founders, Peter Morton,
Turnover increased by £48 million to £194 million and operating profit
rose by 129% to £46 million. The acquisition contributed £44 million to
turnover and £8 million to profit.

Most of Rank's new cafe openings came in the latter part of the
year and had little effect on 1996 performance. Comparable turnover at
owned cafes was 4% lower, mainly due to downturns in Paris and
Nashville and construction work at Universal City Florida which affected
the biggest Hard Rock cafe, in Orlando,

Operating margins narrowed, partly as a result of integration
costs and partly because of Hard Rock’s investment in new
development and sales resources. However, this investment has
strengthened Hard Rock’s site finding capabilities and will allow Hard
Rock 1o capitalise on the increased marketing opportunities available

now that it has international control of the brand.
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Holidays

Turnover increased by 7% to £496 million but profit was slightly lower
at £66 million. An increase in profit in Rank's UK holiday business of 7%
to £60 million was offset by a lower result in the US Holidays business
of Resorts USA.

The volume of holidays sold by Rank in the UK, expressed in full
week equivalents, increased by 3%. Haven UK performed particularly
well and its profit contribution increased significantly, helped by an 11%
increase in the value of caravans sold. Haven Europe’s bookings declined
by 11% and profit was lower, affected by sterling's weakness over the
summer, in common with other similar holiday operators. Butlin's
experienced continued pressure on tariff income, despite a good
improvement in retail spends, and profit was slightly below the 1995
level. Warner UK nearly doubled its profit contribution, to £6 million, as
a result of the success of its country house hotels and holiday villages.

Early booking trends for Rank’s first Crasis Forest RHoliday village,
in Cumbria, have been very encouraging. It is, however, too early to
predict the cutcome for the year.

At Resorts LISA, turnover increased by 4% but profit fell by
£5 million to £6 million. Sales of campground memberships and
timeshare properties increased, but margins were lower as a result
of higher marketing costs. The real estate business continued to

experience weak demand.

Leisure

The Leisure Division benefited from new openings and higher leisure
spending in the UK. Turnover increased by 11% and cperating profit by
10% to £92 miltion, with both Gaming and Entertainment improving.

In Gaming, Rank’s new style binge clubs achieved an encouraging
turnaround in performance in the second half of the year as the
benefits from the investment in new dubs started 10 come through.
Rank opened sixteen new clubs in the year, bringing the total of new
style clubs to forty. After an 8% decline in the first half, Rank's UK bingo
admissions increased by 10% in the second half, to end the year slightly
higher than in 1995. Comparisons with 1995 were more favourable
following the anniversary of the launch of lottery scratchcards in March,
but Rank's performance was alsc better than the market average and
binge profit increased.

Casino admissions were 2% higher than in 1995 and handle per
head increased by 4%. The win ratio improved in both London and the
provinces, and profit increased. The amusement machine business also
improved its resuit.

In Entertainment, Odeon cinemas had a record year A wide
range of popular films, including Independence Day and Toy Story,
boosted admissions by 19% and profit increased significantly. Nightclub
and multi leisure profit was marginally below the excelient 1995 result,

with the benefit of a 3% increase in night-club admissions partly offset
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by temporary disruption as new Hotshots sports bars were successfully
added to a number of the existing mutti-leisure centres. The multi-leisure
centre at Glasgow traded successfully foliowing its opening in August.
Jom Cobleigh opened nine new pub-restaurants and contributed
approximately £1 million to operating profit, following its acquisition

in October.

Other
Other unallocated corporate and property costs were lower than
in 1995.

Discontinued
Discontinued activities comprise Precision Industries, Shearings and The
Royal Garden Hotel. Other minor disposals were not material encugh

to be included in this category.

GEOGRAPHICAL CONTRIBUTIONS
UK operations contributed 56% of turnover of continuing operations in
1996 and 54% of operating profit before exceptional items. This
compared with 58% and 56% respectively in 1995. North America
contributed 39% of turnover and operating profit before exceptional
items increased by 21% to £116 million, representing 41%. The Rest of
the World contributed 5% of turnover and operating profit.

The chart below shows the analysis of operating profit before
exceptiongl items by geographical area in 1996:

Operating profit £284m*

North America s
55%

5%
Rest of the World

UK

* Continuing operations
Before exceptional items

INTEREST

Net interest payable for the year was £56 million, before a £7 million
exceptional credit, compared with £44 millicn in 1995. The increase was
the result of higher average debt levels during the year, partly offset by
the benefit of a lower average net interest rate. The average rate paid
on net debt was 7.5% compared with 9.4% in 1995. Interest cover,
expressed as the ratio of Rank businesses’ operating profit before
exceptional items plus dividends and distributions received to net
interest was 6.1 times, compared with 7.2 times in 1995. The fixed

charge cover was 4.1 times compared with 4.5 times in 1995.
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UNIVERSAL CITY FLORIDA

Universal Studios Florida had 3 good year and Rank's share of profit
increased significantly, from £10 million 1o £14 million. The “Terminator 2
3-D" aftraction, which opened in May, proved extremely popular,
as did the launch of a 5-day ‘Vacation Value Pass’ marketed in
conjunction with Sea World and Wet "n’ Wild. Overall, there was a 6%
increase in paid admissions, Spend per head also improved and local
currency revenue increased by 9% to US$349 million. Profit was also

helped by lower amortisation charges.

Universal Studios Florida

1995
£m

Turnover 223 202

Operating profit 38 30

Net interest (10} {n
Profit before tax 28 19

Rank’s share 14 10

Carrying value of Rank's investment

in Universal Studios Florida 129 138

In addition, Rank's investment to date in the Universal City Florida
development partnerships totals £64 million. Site clearance and
construction work is now progressing for the second theme park
and entertainment zone, which will include a major new Hard Rock cafe

and Live music amphitheatre.

RANK XEROX
In 1996, as a consequence of the Beard's decision that it no longer
intends to hold its interest in Rank Xerox for the long term and the
reduction in the Group’s role in its management, Rank is accounting for
Rank Xerox as an investment rather than an associate. The dividend
receivable for 1996 was £49 millien gross of Advance Corporation Tax,
or £39 million net of tax. This compared with £58 million gross
(£52 million net) in I995, with the reduction being the result
of lower participation profit and of Rank's reduced financial interest
in Rank Xerox after 28 February 1995.

Financial information on Rank Xerox is given on pages 86 and 87.

Underlying trading reflected weaker economic environments in Rank

48

Xerox's major markets. Revenue dedlined by 1% compared with the
record 1995 (although it increased by 1% before unfavourable currency
translation). Reported Participation Profit was £776 million, £70 million
or 8% lower than in 1995. Modest underlying profit growth was offset
by adverse currency translation and by restructuring charges of
£38 million.

Rank Xerox results

(Years to 31 December) meoﬁ:z
fm

Turnover
Profit before Xerox charges

and restructuring 563 601
Restructuring costs (38) -
Net interest (n {i5)
Income from associates 181 173
Profit participation adjustments 84 89
Minorities (3) (2)
Participation profit before tax 776 846

About two-thirds of Participation Profit is derived from the Rank
Xerox operations, where the benefit of improved margin was offset by
higher costs and the underlying contribution was slightly lower. The -
other third comes from Fuji Xerox, including royalties, whose contribution

increased by 6% (or by 16% before the adverse effect of currency).

PROFIT BEFORE EXCEPTIONAL ITEMS

Profit before tax and exceptional items was £297 million in 1996
compared with £408 million in 1995. The change in accounting
treatment for Rank Xerox had a material effect on the reported profit
but no effect on Rank's cash flows. The profit and loss account for 1596
includes £49 millior: of dividend receivable, whereas in 1995 a share of
prefit of £187 million was included. This change more than accounted
for the decline in profit before tax and exceptional items. If Rank Xerox
had been dividend accounted for in 1995, profit before tax and
exceptionals would have been £279 million and 1996 would have shown
6% growth.

THE RANK GROUP




EXCEPTIONAL ITEMS

Exceptional items in 1996 were a net charge of £232 million before tax.
Exceptional items charged against operating profit were £148 million in
respect of the permanent diminution in the value of properties (explained
below), £35 million of restructuring and £12 million associated with Rank's
capital reorganisation, partly offset by £18 million of exceptional income
that arose in Precision Industries. The table below shows the breakdown

of restructuring charges and permanent diminution by division:

Exceptional items Permanent

diminution

Restructuring

Film and Entertainment Services 13 6
Hard Rock - -
Holidays 9 66
Leisure 11 76
Other 2 -

35 148

In Film and Entertainment Services, the restruciuring charges
mainly relate to & recrganisation of the UK film lzboratories and to
process re-engineering in video duplication. In Holidays and Leisure, the
charges mainly relate to the process of regrouping — the consolidation
of businesses into single divisional offices and the associated
introduction of new computer systems. Within the overall charge for
permanent diminution, the biggest write-downs are in bingo and Butlin's,
which make up mere than hzlf of the total,

Exceptional items also included a non-operating loss of
£62 million, which was mainly goodwill write-backs and losses on
disposals, and a £7 million exceptional interest benefit that arose on a
hedge position when yen borrowings were repaid.

Excepticnal items in 1995 were a net profit of £236 million
before tax, of which the biggest item was the £299 million profit on the
partial disposal of the interest in Rank Xerox,

EXCHANGE RATES
The net translation effect of changes in foreign currencies was to

increase pre-tax profit by £1 million. The principal exchange rate
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affecting Rank's results is the US dollar: There was little variance in the
average rate for the year, of 1.57 compared with 1.58 in 1995. At the
year end, the rate was |.70 compared with .55 at the end of 1995. The
yen is no fonger an important exchange rate for Rank because of the

much lower indirect contribution from Fuji Xerox.

TAXATION

The reported tax rate in 1996 was 148% compared with 19% in 1995.
Excuding exceptional items, the tax rate on the Rank subsidiary
businesses was 26% versus 23% in 1995. Advance Corporation Tax was
charged on the grossed-up value of the franked dividend receivable
from Rank Xerox at the rate of 20%. Tax charged on the exceptional
iterns was mainly in respect of prior year adjustrents, which will reverse

in future years, resulting from the group reorganisation.

EARNINGS

Earnings per share before exceptionat items in 1996 were 24.1 pence
compared with 3.4 pence in 1995. If Rank Xerox had been dividend
accounted in 1995 (when the gross dividend receivable was £58 million)
the comparative figure would have been 24.3 pence. The table below
shows Rank Xerox's contribution to earnings per share before
exceptional items in 1996 and 1995:

Earnings per share (EPS)

1996 1995
before exceptional items: Proforma
pence pence
Rank businesses
(including Universat City Florida) 19.4 18.1
Rank Xerox contribution as reported® 4.7 133
Total as reported 24.1 314
Rank businesses 19.4 18.1
Rank Xerox dividend contribution 4.7 6.2
EPS on a Rank Xerox dividend
accounting basis 24.1 243

* reported as an investment in 1996 and an asscdiate in 1995.

After exceptional items, there was 2 loss per share of 6.6 pence in 1995

(1995 earrings per share of 59.7 pence).
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DIVIDENDS

The proposed final dividend of 1200 pence per Ordinary share,
together with the interim dividend of 5.00 pence per Ordinary share
already paid, makes a total for the year of 17.00 pence per Ordinary
share, an increase of 8% over 1995, which was a fourteen month period.
The total dividend for 1996 was covered | .4 times by earnings before
exceptional items, When recommending the final dividend, the Board
took into account the underlying progress in the business and the
changed accounting treatment of Rank Xerox.

INVESTMENT EXPENDITURE

Rank has continued to invest to expand its leisure and entertainment
businesses. In 1996 investment expenditure, comprising capital
expenditure, leased assets and acquisitions including debt, totalled
£928 million compared with £366 million in 1995.

Capital expenditure

Capital expenditure, induding leased assets, increased by 55% to
£468 million. Of this, almost haif arose in the Leisure division where
Rank continued to invest in new style bingo clubs, multiplex cinemas and
multi-leisure centres. Other significant areas of expansion were the
extension of the video duplication facility in Arkansas; four new Hard
Rock cafes; construction of the first Oasis Forest Holiday Village and
two new Warner holiday hotel properties. An analysis of capitai

expenditure by division is shown below:

Capital expenditure by division

1995
Proforma
Film and Entertainment Services 73
Hard Rock 17 I
Holidays 120 63
Leisure ‘ 2158 67
Other/discontinued 29 92
Universal City Florida I4 14
468 301

Rank’s cash investment in Universal City Florida in 1996 was
£14 million, as financing was provided principally by the associate’s own

borrowings; however, Rank’s investment will increase significantly in 1997,
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Acquisitions

Acquisitions, including debt, totalled £460 million compared with
£65 million in 1995. There were four main acquisitions during the year,
In June, Rank acquired the Hard Rock cafes and brand rights previously
owned by one of the jeint founders, Peter Morton, for US$410 million
and in December Rank acquired Hard Rock Cafe Canada for
USE6! million (the two together totalling £298 million). In July, Duplico,
Europe’s largest video duplicator, was acquired for £29 millicn, In
Ocicber, Rank acquired the independent pub retaiter, Tom Cobleigh, for
£123 million including £36 million of debt and loan notes,

RETURN ON CAPITAL

Rank's investment criteria have been reviewed and the more stringent
target set of 15% pre-tax return on capital in the second full year of
operation. Where appropriate, management performance is now also
appraised on the basis of use of capital, in addition to cther
performance benchmarks. The graph below shows return on capital
employed in 1996, defined as the ratio of operating profit before

excepticnal items to average capital employed {which includes goodwill).

1996 Return on Capital
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CASH FLOW

The net cash inflow from cperating activities was £317 million compared
with £332 million for the calendar year 1995. The reduction was
the result of an increase in working capital, partly in the Film and
Entertainment Services division and partly in LS Holidays. Cash received

from Universal Studios Florida and Rank Xerox totalled £51 million,
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excluding £10 million of ACT credit, compared with £63 million in 1995.

Investment expenditure increased to £928 million, as described
above. Disposals of peripheral businesses and other assets realised
£261 million (1995 £663 million). Net proceeds in the year from the
major disposals were: Precision Industries for £66 million {excluding
£9 million of loan notes); Shearings for £75 million; Kingston Plantation
for £3C milion; and the inland amusement arcade business for
£25 million. Other disposals included the completion of the sale of the
Royal Garden Hotel. The major disposal in 1995 was the partial disposal
of the interest in Rank Xerox, for £620 million.

Overall, there was a cash outilow before use of liquid resources
and financing for the year of £498 million compared with an inflow of
£450 miflion in 1995.

BORROWINGS

At 31 December 1996, net debt was £930 million compared with
£426 million at 31 December 1995. The increase was the result of
acquisitions, which were all funded by debt, and the accelerated rate of
investment expenditure. Just over half of net debt was denominated in
US dollars and most of the balance in sterling. Currency movements
had the effect of reducing net debt by £45 million.

Net debt as a percentage of shareholders’ funds was 52%,
compared with 23% at 31 December 1995.

As part of the US$:.5 billion bank facilities arranged for the
expansion of Universal City Florida, Rank has guaranteed US$600 million
or £353 million of debt. Of that guaranteed debt, US$14S million or
£85 million had been drawn down at 31 December 1996. The drawn
amount is shown as a contingent liability in the Accounts. Rank’s share
of drawn, unguaranteed debt is US$129 million or £76 millicn.

At the end of the vear, the Group had committed facilities
available amounting to £1.73 billion. Only £40 million of these facilities
mature by December 1997 and the balance is adequate 10 meet Rank's
immediate requirements,

The Compary’s Articles of Association provide that borrowings
shall not exceed one and-a half times the adjusted share capital and
consolidated reserves of Rank, As at 31 December 1996, this limit was

£1.95 billion compared with relevant borrowings of £1.06 billion.

TREASURY POLICY

Rark seeks to minimise the impact of movements in exchange rates on
its purchases and sales by buying or selling forward a portion of its
estimated net currency requirements up to a year ahead, or longer
where a longer external commitment exists. Balance sheet exposure in
respect of investments in overseas subsidiaries is minimised by hedging

the underlying asset position with currency borrowings, At the year end,
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just under 60% of borrowings were US dollars, with the balance being
mainly sterling. During the year, yen debt (which had been held as a
hedge against an indirect interest in Fuji Xerox) was repaid as Rank
Xerox is now accounted for as an investment.

The exposure of earnings to movements in interest rates is
managed by fixing rates on a portion of Rank’s borrowings. At the year
end just under 40% of borrowings were at rates fixed for more than
one year.

The Directors review and agree the broad policies and guidelines
for all significant areas of treasury activity, including key ratics, funding
and risk management. implementation of these policies is carried out by
the Group treasury department, under close management direction. The
treasury function is not operated as a profit centre.

Rank uses off-balance sheet financial instruments, including foreign
exchange forward contracts and interest rate swaps in its management
of exchange rate and interest rate exposures. Off-balance sheet financial
instruments are only used to hedge underlying commerdial exposures.
Therefore while these instrumenits are subject to the risk of loss from
changes in exchange rates and interest rates, such losses would be offset
by gains in the related exposures. Rank does not speculate in derivative
financial instruments. Realised and unrealised gains and losses on
forward contracts that hedge firm third party commitments are
recognised in income in the same period as the underlying transaction.
Net interest paid or received on interest rate swap contracts is included

in net interest expense.

RISK MANAGEMENT
Ranks financial exposure to risk is reduced by its geographical spread,
the wide range of products and services offered, its treasury policies
and insurance. As a leisure and entertainment company, Rank is primarily
affected by levels of consumer spending and trends in leisure activities.
Rank dedicates significant resources to product innovation, market
research and marketing activity to stimulate demand continually and to
explore new opporiunities. Diligent cash management is aiso an
important feature of its business.

Rank carries catastrophe insurance, but self-insures at lower levels
of exposure. Overall, considerable emphasis is placed on the need for
strict internal financial controls in ali Rank's operations and these are

regularly reviewed by its internal auditors.

SHAREHOLDERS’ FUNDS

Sharghelders' funds were £1,796 million at the end of 1996 compared
with a restated £1,816 million at the end of 1995. The reduction in 1996
was the result of the retzined loss for the year of £195 million and

goodwill written off in respect of acquisitions of £368 million, partly
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Year ended 31 December 31 December 31 December 31 October 31 October
1995 1995 1994 1993 1991
Proforma Proforma Proforma Proforma
Turnover £m tm im £m
Current operations [,865 1,668 1,557 1,385 1,241
Former operations 219 251 278 389 452
2,084 1,919 1,835 1,774 1,693
Operating profit before exceptional items
Current operations 282 249 243 207 166
Former operations 8 7 4) 6} 12
290 256 239 201 178
Associates (excluding Rank Xerox) 14 9 10 11 7
Interest excluding exceptional items (56) 44 74 (88) 87
Profit before Rank Xerox and tax and exceptionals 248 221 175 124 98
Rank Xerox before exceptional items 4% 187 210 151 137
Profit before tax and exceptional items 297 408 385 275 235
Exceptional items (232) 236 (59) 65 1
Profit before tax 65 644 326 340 236
Earnings per Ordinary share before exceptional items
— Rank businesses 19.4p 18.1p 13.0p 8.0p 52p
- Rank Xerox 4,1p 13.3p 14.2p 10.6p 10.2p
—Total 24.1p 3l4p 27.2p 18.6p 15.4p
Dividend per Ordinary share (net) 17.00p 15.75p 13.25p 12.16p 12.16p

offset by the upward revaluation of Rank’s investment in the Rank
Xerox companies by £498 million to £930 millien (the value implied by
the February 1995 transaction).

Rank announced with its interim results that it had decided to
revert to the historical cost basis in determining the carrying values of
property assets. Accordingly, the property revaluation reserve, which
stood at £186 million at 31 December 1995 was reversed. In addition,
and following an independent review, Rank decided to write down the
net bock amounts of certain properties by a further £148 million in
respect of permanent diminution (charged against operating profit and
included in exceptional iterns).

Net assets per Ordinary share at 31 December 1996 were
189 pence, compared with 193 pence at the end of 1995.

FIVE YEAR RECORD

The table above shows the key trends in Rank's results, excluding Rank
Xerox, over the period | November 1992 to 31 December 1996.
Turnover in current operations increased at a compound annyal growth
rate of 10% and operating profit before exceptional items increased by
[2%. Profit before tax in the Rank businesses, excluding excepticnal
items and Rank Xerox, was £248 million in 1996 compared with £98

millior in 1992, representing a compound annual growth rate of 25%.
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Earnings per share before exceptional items in the Rank
businesses in 1996 were 19.4 pence compared with 5.2 pence in 1992, a
compound annual increase of over 35%. Total earnings per share before
exceptional items in 1996 were 24.1 pence compared with 15.4 pence
in 1992 which, despite the effect of the change in accounting for Rank
Kerox in 1996, represents a compound annuat increase of 11 %.

The net dividend per Ordinary share of 17.00 pence in 1996
compared with 12,16 pence in 1592, a compound average annual growth
rate of 8%.

SHAREHOLDERVALUE
During 1996, Rank Ordinary shares fluctuated between a low of
403'2 pence and a high of 545 pence, finishing the year at 4357
pence. The Convertible Preference shares fluctuated between
13142 pence and 17112 pence and ended the year at 135'2 pence.
At 31 December [996 Rank's total capitalisation was just under
£4 billion.

Over the year, Ordinary shareholder value, defined as share
price appreciation plus gross dividends reinvested, declined by 3%.
However, over the period | November 1991 to 31 December 1995,
shareholder value increased at a compound rate of 16%. This compared
with a compound rate of 15% for the FT-SE-All Share Index.
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Directors’ Responsibilities in relation to 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 for the financial year.

In preparing the accounts the Directors are required to select
appropriate accounting policies and apply them consistently, to make
reasonable and prudent judgments and estimates, and 10 state that all
accounting standards which they consider to be applicable have been

followed, save as disclosed in the notes to the accounts. The Directors

REPORT OF THE AUDITORS TOTHE MEMBERS OF THE
RANK GROUP PLC

We have audited the accounts set out on pages 54 to 84, which have
been prepared under the historical cost convention, as modified by the
revaluation of certain investments, and the accounting policies set out
on pages 58 and 59, and the information set out in the tables within
pages 39 to 43 of the Report of the Remuneration Committee.

Respective responsibilities of Directors and Auditors

As described above, the Company's Directors are responsible for the
preparation of accounts. it is our responsibility to form an independent
opinion, based on our audit, on those accounts and to report our

opinion to you.

Basis of opinion

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

THE RANK GROUP

are also required to prepare the accounts on the going concern basis
unless it is inappropriate to do so.

The Directors have responsibility for ensuring that the Company
keeps accounting records which disclose with reasonable accuracy at
any time the financial position of the Company and which enable them
10 ensure that the accounts comply with the Companies Act 1985.

The Directers also have responsibility for taking such steps as are
reasonably open 1o them to safeguard the assets of the Group and to

prevent and detect fraud and other irregularities,

Report of the Auditors

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 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.

Opinion

In our opinion the accounts give a true and fair view of the state of

affairs of the Company and the Group as at 31 December 1996 and of

the loss and cash flows of the Group for the year then ended and have

been properly prepared in accordance with the Companies Act 1985.
/?i,u, LD oeshorne

Price Waterhouse

Chartered Accountants

Registered Auditors

London

26 February 1997
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Group Profit and Loss Account

for the year ended 3I December 1996

Turnover

Continuing operations

Acquisitions

Discontinued operations

Operating profit

Continuing operations

Acquisitions

Discontinued operations

Non-operating items

(Loss) on disposal of continuing operations’ properties
(Loss) on disposal of continuing operations

Profit on disposal of interests in associates

(Loss) profit on disposal of discontinued operations

Income from interests in associated undertakings
Universal City Florida

Rank Xerox
Others

Income from other fixed asset investments

Rank Xerox dividends receivable

Profit before interest

Net interest payable and other similar charges
Profit on ordinary activities before tax

Tax on profit on ordinary activities

Profit {loss) on ordinary activities after tax
Minority interests {including non-equity interests)
Profit (loss) for the financial year
Dividends and other appropriations
Preference

Ordinary

Transfer {from) reserves

(Loss) earnings per QOrdinary share

54

Note

LIS T Y R PF N 5 )

23

2

1996 1995 Proforma
Before Exceptional Before Exceptional
Exceptional Items Exceptional Items
Items Items
£m im im £m
1,820 - 1,820 1,697 - 1,697
62 - 62 - - -
1,882 - 1,882 1,697 - 1,697
202 - 202 222 - 222
2,084 - 2,084 1,919 - 1,919
275 (195) 80 248 - 248
9 - 9 - - -
284 (195) 89 248 - 248
6 18 24 8 - g
290 (77) 113 256 - 256
- an an - (44) (44
- B3 (33 - ey e
- - - - 300 300
- (18) (i8) - | |
14 - 14 10 - i0
- - - 187 - 187
- - - ) - 0
49 - 49 - - -
353 239) 114 452 236 688
(56) 7 (49) {44) - {44)
297 (232) 65 408 236 644
(72) (24) (96) (123) N (124}
225 (256) 31) 285 235 520
3) - (3) (3) - 3)
222 {256) (34) 282 235 5i7
@n - Qn
(142) - (142)
59 (256) (197
24.1p  (30.7)p (6.6)p| 3l4p  283p 59.7p
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Balance Sheets
at 31 December 1996

Group Company
1996 1995 19%6
Proforma
Note £m fm £m
Fixed assets
Tangible assets 9 1,574 1,518 -
Investments 1} 1,124 622 605
2,698 2,140 605
Current assets
Stocks 15 124 151 -
Debtors (amounts falling due within one year) 16 312 338 -
Debtors (amounts falling due after more thar one year) 16 235 203 27
investments 17 19 17 -
Cash and deposits 17 58 296 -
748 1,005 27
Creditors (amounts falling due within one year)
Loan capital and borrowings i8 (118) (63) -
Other 19 (536) (528) (136)
(654) (591) (136)
Net current assets (liabilities) 94 414 (109)
Total assets less current liabilities 2,792 2,554 496
Creditors (amounts falling due after more than one year)
Loan capital and borrowings 18 (889) (676) -
Other 19 (18) (12) -
(907) (688) -
Provisions for liabilities and charges 20 (63) (25) -
1,822 1,841 496
Capital and reserves
Called up share capital 2 129 129 129
Share premium account 2 | - I
Revaluation reserves n 498 - -
Other reserves 2 1,168 i,687 366
Sharcholders’ funds 1,796 [.816 496
Equity interests 1,582 1,604 282
Non-equity interests 214 212 214
Minority interests (including non-equity interests) 23 26 25 -
1,822 1,841 496

These accounts were approved by the Board on 26 February 1997 and signed on its behalf by:

Sir Denys Henderson ~ Chairmon
N. V. Turnbull

e—), =3

Finance Director é / ,’——4—63'

\\.5.:--|v—-sh'——"="‘.b
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L3

Group Cash Flow Statement

for the year ended 31 December 1996

1995
Proforma

Note £m

Net cash inflow from operating activities 24 317 332

Returns on investment and servicing of finance

Interest received 16 41
Interest paid (75) (106)
Distributions from associated undertakings 10 63
Distributions from investments 41 -
Dividends paid to preference shareholders (9 (19
Oividends paid to minority shareholders in subsidiary undertakings (2) ®
(29) (30)
Taxation paid (net) (46) 47)
Capital expenditure
Purchase of tangible fixed assets {444) (275)
Investment in associated undertakings (14) (14)
Purchase of own shares )] -
Sale of fixed assets and assets held for disposal 10 45
(449) {244)

Acquisitions and disposals

Purchase of subsidiaries and minorities 25 (409) (65)
Sale of businesses and investments 6 251 618
(158) 553

Ordinary dividends paid (133) (114}
Cash (outflow) inflow before use of liquid resources and financing (498) 450
Management of liquid resources 27 (2) (14
Financing
Issue of Ordinary share capital 10 8
Debt due within one year:

drawdown (repayment) of short-term loans and borrowings 32 {165)
Debt due after more than one year:

new sterling syndicated facility 189 -

new US dollar syndicated facility 188 -

other new foreign currency facilities 41 -

repayment of yen facilities : (132) {76)

repayment of acquired borrowings (37 -
Capital element of finance lease rental payments (22) (6)
Increase (decrease] ir: debt and lease financing 27,28 259 {247)
(Decrease) increase in cash 17,28 (231) 197
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Group Recognised Gains and Losses
for the year ended 3 December 1996

1995

Proforma

£m

(Loss) profit for the financial year (34) 517
Surplus on revaluation of investment in Rank Xerox 498 -
Currency transtation differences on foreign currency net investments (28) 27
470 27

Total recognised gains and Josses for the year 436 544
Prior year adjustment (as explained below™) (186) -
Total gains and losses recognised since last annual report 250 544

Group Historical Cost Profits and Losses
for the year ended 3] December 1996

There is no difference between the result as disclosed in the profit and loss account and that on an unmodified historical cost basis.

{Loss) profit for the financial year
Dividends payable excluding provision for redemption premium
Retained (loss) profit for the year

Other recognised gains and losses (net)
Issue of Ordinary share capital

Goodwill realised on closures or disposals
Elimination of goodwill arising in the year
Net movement in shareholders’ funds
Shareholders’ funds at 1 January

As previously stated

Prior year adjustment {as explained below®)
As restated

Shareholders’ funds at 31 December

Movements in Shareholders’ Funds
for the year ended 3| December 1996

1995

Proforma

£m

(34) 517
') (150)
(195) 367
470 27
10 8

63 45
(368) (49
(20) 398
2,002 1,562
(186) (144)
1,816 1,418
1,796 1,816

* The Proforma figures for the Group are those previously reported for The Rank Organisation Plc and subsidiaries adjusted to the Group's revised accounting pelicy for land and

buildings which are now based on historical cost as oppesed to professional valuation (Accounting Policy | and note 22),
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Accounting Policies

BASIS OF PREPARATION

The Company was incorporated on 22 December 1995 as Megastorm Pic and changed its name to The Rank Group Plc on 23 July 1996. Up to
7 October 1996, the Company’s assets and paid in capital amounted to only £2, and it did not trade or declare or pay any dividends or make any other
distributions. Effective from 7 October 1996, the Company became a holding company owning 100% of the issued share capital of The Rank
Organisation Plc following implementation of a scheme of arrangement under 5.425 Companies Act 1985. The acquisition has been accounted for as
a merger combining the accounts of the Company for the period from 22 December 1995 10 3] December 1996 with those of The Rank Organisation
Pl and its subsidiaries for the year ended 31 December 1996,

The accounts are prepared under the historical cost convention, modified by the inclusion of an investment at Directors’ valuation, and comply with
applicable accounting standards on a basis censistent with the previous year, except for two changes explained below. The Group's profit and oss
account and balance sheet include the accounts of the Company and its subsidiary undertakings, and the Group's share of profits or losses and
reserves of its associated undertakings. The profits or losses of subsidiary undertakings acquired or sold during the period are included as from or up

to the dates on which control passes.

Changes in accounting policy

The proforma comparatives for the year ended 31 December 1995 are based on previously published results and on unaudited internal management

accounts of The Rank Organisation Plc and its subsidiaries adjusted for two changes in accounting policy:

{2) Casinos' turnover includes gaming win before duty whereas previously it included the value of gaming chips sold. The effect has been to reduce
turnover of the Gaming segment of the Leisure Division by £393 million for the year ended 3} December 1995. The Directors believe that this

change makes the segmental analysis more comparable with other businesses in the gaming industry. The change has no effect on operating profit.

(b) Land and buildings are stated on the historical cost basis. Previously they had been revalued on a rolling cycle and the valuation incorporated
in the accounts. The effect of this change, which has been shown as a prior year adjustment, has been to reduce the profit for the year ended
31 December 1995 by £4 million and to reduce Shareholders’ funds at that date by £186 million. The Directors believe that this change facilitates

analysis of returns in the Group's business segments.

The Group has adopted Financial Reporting Standard | (Revised) and the [995 proforma cash flow figures have been restated accordingly.

FOREIGN CURRENCY

Revenues, costs and cash flows of overseas undertakings are included in the Group profit and loss account at average rates of exchange. Assets and
liabilities denominated in foreign currencies are translated into sterling at rates of exchange ruling at the balance sheet date except where a forward
exchange contract has been arranged when the contracted rate is used. Exchange differences on the retranslation of opening net assets and results
for the period of foreign subsidiary undertakings are dealt with through reserves net of differences on related foreign currency borrowings. Cther gains

and losses arising from foreign currency transactions, including trading, are included in the consolidated profit and loss account.

The principal exchange rates affecting the Group were:

Year-end Average Year-end Average

United States dollar
Canadian doilar
German mark

Spanish peseta

INCOME RECOGNITION

Turnover consists of sales of goods and services and is generally recognised as goods are shipped or services are rendered. Turnover for casinos
includes the gaming win before deduction of gaming duty. The sales value of work carried out on property developments in progress is recognised in

relation to the progress towards completion and the estimated profit on the total development contract.
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Accounting Policies

DEFERRED EXPENDITURE

Deferred expenditure comprises (a} those costs, including interest, incurred prior to the commencement of trading which are regarded as a
prepayment against future profits to be earned, {b) other intangible assets including rights acquired and (¢) advance payments on supply contracts,
The expenditure is included in prepayments and is written off over periods of three to eight years, the pericd over which the related benefits are
expected to arise.

GOODWILL

Goodwill arising on acquisition is eliminated against reserves in the year that it arises. The profit or loss on the disposal or termination of a business

includes any goodwill previously eliminated against reserves,

STOCKS

Stocks include work in progress and are valued at the lower of cost (including an appropriate proportion of overhead) and net realisable value.

DEPRECIATION

No depreciation is provided on freehold land or on certain properties, which are freehold or held on lease for a term exceeding 20 years unexpired,
where the Directors are of the opinion that the properties concerned are currently sufficiently well maintained to ensure that the residual values of

such properties are such that the depreciation would be insignificant.

Other freehold properties are depreciated on a straight line basis over 100 years or usefud life, if less. Other leasehold properties are depreciated over
the lesser of 100 years, their useful life or the term of the lease. Expenditure on major refurbishment of properties is amertised over periods of

between 3 and |5 years. Other fixed assets are depreciated mainly at rates between 5% and 25% per annum on a straight line basis.

LEASED ASSETS

Assets acquired under finance leases are included in tangible fixed assets. Depreciation is provided at rates designed to write off the cost in equal
annual amounts over the shorter of the estimated useful lives of the assets (which are the same as those for assets purchased outright) and the period
of the leases. The capital element of future rentals is treated as a liability and the interest element is charged to the profit and loss account over the
period of the leases in proportion to the balances outstanding. Operating lease payments are charged to the profit and loss account as incurred, No

provision is made for future costs on vacant leasehold properties. Such costs are expensed as incurred.

PENSIONS

The pension costs relating to the UK defined benefit scheme are assessed in accordznce with the advice of 2 qualified actuary using the projected unit
method. Actuarial surpluses and deficiencies are amortised on z straight line basis over the expected average remaining service lives of the employees.
The pension costs relating to the UK defined contribution scheme represent the contributions payable by the Group. Overseas schemes are accounted
for in accordance with local conditions and practice such that the costs are charged against profits on a systematic basis aver the service lives of the
employees.

TAXATION

Current taxation is applied to taxable profits at the rates ruling in the relevant country. Deferred taxation, computed under the lability method, is
provided in respect of timing differences to the extent that it is probable that a liability will arise in the foreseeable future, Advance Corporation Tax
on dividends paid is set off against United Kingdom current tax liabilities and deferred tax provisions to the extent that it is considered recoverable.

Irrecoverable Advance Corporation Tax is written off as part of the tax charge for the period.
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Notes to the Accounts

| SEGMENTAL INFORMATION

Turnover Profit before Profit after Capital employed
exceptional items exc¢eptional items
1996 1995 19%6 1995 1996 1995 19%6 1995
Proforma Proforma Proforma Proforma
Analysis by division (a) fm fm £m fm £m fm fm fm
Film and Entertainment Services
Video Duplication and Film Processing 579  5I8 76 64 57 64 481 435
Cther 40 40 8 4 8 4 40 35
619 558 84 68 65 68 521 470
Hard Rock (b) 194 146 46 41 46 4] 622 334
Holidays
UK Holidays 401 373 60 56 (15) 56 547 536
US Holidays 95 91 6 11 6 Il 227 229
496 464 66 67 '§)) 67 774 765
Leisure
Gaming 372 346 56 51 (10} 51 617 600
Entertainment 184 154 36 33 15 33 339 176
556 500 92 84 5 84 956 776
Cther 17 29 {4) (12) {18) (i2) N 40
Continuing operations 1,882 1,697 284 248 89 248 2,866 2385
Discontinued operations (c) 202 222 6 8 24 8 6 194
2,084 1,919 290 256 I3 256 2,872 2,579
Share of investments:
Universal Studios Florida 14 {0 14 10 144 154
Universal City Florida developments - - - - 64 5!
Rank Xerox 49 187 49 187 9230 432
Other - (D - (N 1 I
63 196 63 196 1,139 638
Total capital employed (d) 4,011 3,217
Non-operating items {net} (62) 236
Net interest payable and other similar charges {56) (44) 49) (44)
Profit on crdinary activities before-tax 297 408 65 644

(@} The divisional analysis has been prepared on the new divisional basis with figures for 1995 restated accordingly.
Inter-segmental turnover is not materfal.

{t) Hard Rock includes £44m turnover and £8m operating profit from acquisitions in 1996.

{c) Discontinued operations comprise the Rark Precision Industries companies, Shearings and The Royal Garden Hotel,

{d) Capital employed comprises net assets plus purchased goodwill.
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I SEGMENTAL INFORMATION
continued

Analysis by division

Film and Entertainment Services
Video Duplication and Film Processing
Other

Hard Rock
Holidays
UK Holidays
US Holidays

Leisure
Garning
Entertainment

Other
Continuing operations

Discontinued operations

Investments
Universal Studios Florida
Universal City Florida developments
Rank Xerox
Other

Interest paid (net)

Tax and dividends

Other non-operating lizbilities (net)
Acquired debt and other non-cash items
Net debt

Geographical analysis

United Kingdom
North America
Rest of the World

Continuing operations

Turnover by destination is not materiatly different from turnover by origin.

1996

1995

Notes to the Accounts

Investment
expenditure

1996

1995

Net cash flow

1996

1995

Net assets .

1996

1995

Proforma Proforma Proforma Proforma
fm Em £m £m £m fm

26 20 101 53 (22) 8 290 234
H | 2 | 3 13 40 35
27 21 103 54 (19) 21 330 269
L 3 315 | (268) 32 81 65
27 27 113 57 (¢2] 36 513 502
4 3 7 6 an o 4 201 200
31 30 120 63 (20) 22 714 702
40 37 149 88 (22) 5 458 425
12 10 200 44 (144) 10 277 170
52 47 349 132 (166) I5 735 595
2 2 2 6t (49) 559 %) 34
118 103 889 321 (522) 649 1,853 1,665
8 8 25 31 185 (6) é 160
126 11 214 352 (337 643 | 1,859 1,825
- - 10 10 129 138

I4 14 a4 (14 64 5

- - 41 52 930 432

- - - [ | |

14 14 37 49 1,124 622

928 366 (300) 692 | 2,983 2,447

(59  (65)
(200) (189)| (169) (120)
(62)  (60)
()] 61 12

(930)  (426)

867 354 (498) 450 1,822 1,841

Turnover
by origin

Before

exceptional items

Operating profit by origin

After
exceptional items

Net assets

1995 1996 1995 1996 1995 1695

Proforma Proforma Proforma Proforma

£m fm fm £m

1,065 986 155 138 (23) 138 1,305 1,148
732 639 116 96 102 96 479 463
85 72 13 14 10 14 69 54
1,882 1,697 284 248 89 248 1,853 1,665
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Notes to the Accounts

Continuing Discontinued Continuing Discontinued Total
operations  operations operations  operations
Em fm £m £m im
Turnever 1,882 202 2,084 1,697 222 1,919
Cost of sales (1,328) (152) (1,480) (1,199) (164} (1,363)
Gross profit 554 56 604 498 58 556
Distribution costs (107) (25) (132) (92) @ (119
Administrative expenses 217 21) (238) (162) (24) (186}
Other operating income (costs) (141) 20 (121) 4 1 5
Operating profit 8% 24 13 248 8 256
Exceptional items included above are:
In cost of sales {11) - {an - - -
In administrative expenses (36) - (36) - - -
In other operating income (costs) (148) 18 (130) - - -
(195) 18 (7 - - -

The total figures for continuing operations in 1996 include the following amounts relating to acquisitions: cost of sales £44m, distribution costs £2m,

and administrative expenses £7m.

1995
Proforma

£m

Operating profit is stated after charging (crediting) the foliowing items:

In normaj trading

Depreciation of tangible fixed assets 126 i
Operating lease payments — land and buildings 39 34

- plant and machinery 2 2

In exceptional iterns

Permanent diminution of cperating assets 148 -
Restructuring costs 35 -
Costs of capital reorganisation 12 -
Income from revision of contractual arrangements (18) -

The total audit fee for the year was £1.1m (1995 £1.6m). The fee in respect of the Company was £50,000. The total audit fee for 1996 includes
ameunts paid to KPMG as they have continued to audit certain subsidiaries.

Fees for non-audit work paid by the Company and its UK subsidiaries to the Group auditor were £0.8m {1995 £0.8m) and for non-audit work for
overseas subsidiaries was £0.1m (1995 £0.1m}. The figures for 1996 relate to Price Waterhouse and in 1995 to KPMG.
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3 NON-OPERATING ITEMS

Profit on disposal of continuing operations' properties

Loss (including provision for loss) on disposal of continuing operations' properties

Loss on disposal of continuing operations (after deducting goodwill of £29m (1995 £NILY)

Profit on disposal of interests in associates in 1995 (after deducting goodwill of £45m and

exchange losses on related foreign currency borrowings of £6m)

Profit (including release of provisions) on disposal of discontinued operations
Loss (including provision for loss) on disposal of discontinued operations

(after deducting goodwill of £34m)

Nen-operating items before tax

The tax charge attributable to non-operating items is £4m (1995 £1m).

4 NET INTEREST PAYABLE AND OTHER SIMILAR CHARGES

Interest payable on bank loans and overdrafts

Interest payable on other loans

Net gain on cancellation of interest rate swaps in 1995 (gains £15m, losses £14m)
Finance charges on finance leases

Interest capitalised in period

Amortisation of interest capitalised (note 13)

Interest payable and other similar charges

Interest receivable from deposits and current asset investments

Net interest payable and other similar charges before exceptional items
Exceptional gain on repayment of foreign currency debt

Net interest payable and other similar charges

Notes to the Accounts

1995

Proforma

£m

H 7
22| 6
(n (44)
(33) @n
- 300

23 |
4)) -

(18) [
62) 236

1995
Proforma
£m
- m
2 2
(10) &Y
I |
64 72
(8) (28)
56 44
™ -
49 44

The exceptional gain on repayment of foreign currency debt arose from the repayment of yen-denominated debt held to hedge the Group's

underlying investment in Fuji Xerox, an associate of the Rank Xerox companies. As a result of ceasing to equity account for the Group's investment in

the Rank Xerox companies, the hedge was no longer required and the borrowings were consequently repaid.
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Notes to the Accounts

5 TAXATION ON PROFIT ON ORDINARY ACTIVITIES

United Kingdem corporation tax

Current

Deferred

Advance Corporation Tax written off (recovered)

Attributable to franked investment income

Owerseas tax
Current
Deferred

Share of associated undertakings' taxation {note 13)

Company and its subsidiaries

Before Exceptional Total Before Exceptional Total
exceptional items exceptional items
items items
£m fm
55 58 M3 36 - 36
@  (10) (14 12 - 12
I 25 (@9 (6) ! )
10 - 10 - - -
62 23 85 42 | 43
10 | il 6 - &
10 t 11 6 - &
- - - 75 - 75
72 24 26 123 | 124

United Kingdom corporation tax on profits for the year has been provided at 33.0% (1995 33.0%). The United Kingdom tax charge is stated after

crediting double tax relief of £1m (1995 £1m) in respect of income of subsidiary undertakings.

Tax charged on exceptional ftems is mainly in respect of the planned disclaimer of capital allowances claimed in earlier years, partially offset by the

recovery of Advance Corporation Tax.

6 PROFITATTRIBUTABLETO THE PARENT COMPANY
The profit for the financial year in the accounts of The Rark Group Plc was £303m. As allowed by $. 230 Companies Act 1985, no profit and loss

account is presented in respect of The Rank Group Pic.

7 DIVIDENDS

Convertible Redeemable Preference shares
Dividends payable for the period

Provision for redemption premium

Ordinary shares
Interim paid by The Rank Crganisation Plc of 5.00p per share
Final proposed by The Rank Group Pic of 12.00p per share
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Em

19 19

2 2

21 21
42
100
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Notes to the Accounts

8§ EARNINGS PER ORDINARY SHARE

1995
Proforma
£m
Net profit for the year before exceptional items 222 282
Less: Preference dividends an (20
Earnings before exceptionat items 201 261
Exceptional items after tax (258) 235
(Loss) earnings after exceptional items (55) 496
Weighted average number of Ordinary Shares 834.9m 830.9m
Earnings per share before exceptional items 24,1p 3l4p
(Loss) earnings per share (6.6)p 59.7p

Eamings per share before exceptional items has been calculated to show the impact of exceptional items as these can have a disterting effect on

earnings and therefore warrant separate consideration.

9 TANGIBLE FIXED ASSETS

Land Fixtures, Payments
and fittings, on account
buildings plant and and assets
machinery in course of
construction
Group £m fm
Cost or valuation at 31 December 1995 as previously stated 1,219 942 52 2,213
Prior year adjustment (note 22) (105) - - (105)
Cost at 3t Decernber (995 1,114 942 . 52 2,108
Currency translation adjustment (16) 27 - (43)
New businesses acquired 73 23 5 101
Additions 16 186 168 470
Disposals (147) (188) (N (336)
Transfers including to current assets 48 21 (72) (3)
Cost at 3| December 1995 1,188 957 152 2,297
Depreciation at 31 December 1995 as previously stated 51 490 - 541
Prior year adjustment (note 22) 49 - - 49
Depreciation at 31 December 1995 (restated) 100 490 - 590
Currency translation adjustment (2) (13) - (15)
Disposals (14) (112) - (126)
Depreciation for the year . 16 1o - 26
Provision for permanent diminution 118 30 - 48
Transfers including to current assets 1 {hH - -
Depreciation at 31 December 1996 219 504 - 723
Net book amount at 31 December 1996 969 453 152 1,574
Net book amount at 3] December 1995 (restated) 1,014 452 52 1,518

(a) The amounts at 31 December 1995 have been extracted from the audited accounts of The Rank Organisation Plc and restated to the historical

cost basis by eliminating the effect of previous property valuations.

(b) Land and buildings with a net bock amount of £760m (1995 £798m} are not depreciated. The net book amount of tangible assets for the Group
includes £13m (1995 £9m) interest capitalised.

(€) The net book amount of plant and machinery includes £26m {1995 £32m) in respect of assets held under finance leases. The depreciation charge
in respect of these assets was £4m (1995 £3m).
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Notes to the Accounts

9 TANGIBLE FIXED ASSETS continued

1995
Proforma
fim

The net book amount of fand and buildings comprised
Freeholds 871 697
Long leases {over 50 years unexpired) igs 200
Short leases 110 17
969 | - 1,014

10 COMMITMENTS
Future capital expenditure

At 31 December 1996 commitments for capital expenditure amounted to £162m {1995 £78m) for the Group and £NIL for the Company.

Film production commitments

At 31 December 1996 commitments by a subsidiary undertaking for film productions amounted to £13m {1995 £84m).

Group operating lease commitments

The commitment at 31 December 1996 to make payments under operating leases in the following twelve months was:

Land and buildings Plant and machinery

1995 1995 1995
Proforma Proforma

Leases expiring in one year
Leases expiring in two to five years 7 5 8 2
Leases expiring in more than five years 27 29 - -
35 35 8 2

11 INVESTMENTS

1996 1995
Proforma
Subsidiary undertakings (note 12)
Associated undertakings (note [3) 193 622 -
Other investments (note 14) 931 - |
1,124 622 605

12 INVESTMENTS IN SUBSIDIARY UNDERTAKING

Shares Leoans and Net book

at cost advances amount

£m Em £m

Balances at 31 December 1995 — — _

Additions 298 306 604
Balances at 31 December 1996 298 306 604

Details of principal subsidiary undertakings are given on pages 83 and 84.
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Notes to the Accounts

I3 INTERESTS IN ASSOCIATED UNDERTAKINGS

Participating Group

Associated companies (unlisted)

Balances at 31 December 1995 as previously stated

Prior year adjustment (note 22}

Net book amount at 31 December 1995 (restated)
Transferred to other investments {note 14)

Currency transfation adjustment
Additions

Increase in capital distributions receivable
Disposals

Amortisation of interest capitalised

Profits less losses for the year less dividends receivable (see below)

MNet book amount at 31 December 1996 (b)

interests share
at cost of post
acquisition
reserves
£m £m
208 447 655
- (33) (33
208 414 622
(15) @7 @32)
193 (3) 190
(18) - (18)
19 - 19
4 - 4
2 I Q)
(1) - ()
195 (2) 193

(@) The amounts at 3| December 1995 have been extracted from the audited accounts of The Rank Organisation Plc and restated to the historical
cost basis by eliminating the effect of previcus property valuations.

(0) Indluded in interests in associates is £193m (1995 restated £189m) in respect of the Group's 50% interests in the Universal City Florida, Universal

City Development and Universal Rank Hotel partnerships. These amounts include £19m (1995 £16m) net interest capitalised.

Universal City Florida Rank Xerox Others
companies

Share of retained profit for the period

Share of prefits less losses before taxation

Share of taxation (note 5)

Dividends and distributicns receivable by the Group

Profits less losses for the perfod fess dividends receivable

Minority interests

Amounts rétained attributable to shareholders of the Company

1996 1995 1995 1995 1995
Proforma Proforma Proforma
fm im £m
14 10 187 - 0
- - (75) - -
14 10 12 - (1)
(14) (10) (52) - -
- - 60 - )
- - (N - _
- - 59 - M

No 1996 figures are given for the Rank Xerox companies as the Group’s holding has been accounted for as an investment throughout 1996.
Details of principa! associated undertakings are given on page 85. '
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1995
Proforma
Balances at 3| December 1995 - - -
Transferred from assodiated undertakings (note 13) 432 - -
Revaluation adjustrment (b) 498 - -
Additions (e) ] - |
Balances at 3t December 1996 931 - |
(a) The investment in the Rank Xerox companies has been transferved from associated undertakings. The Directors now consider that the investment

(®)

{©

)

&)

is no tonger held for the long term and that the Group's role in the management of the Rank Xercx companies and Fuji Xerox has been reduced.

Accordingly, it is no longer appropriate to account for the investment as an assodiate.

The Group's investrent fn the Rank Xerox companies was revalued by the Directors to £930 million, the value implied by the transaction in 1995
with Xerox Corporatien (in which the Group secured £620 million for a 40% share of the interest held at that time). The Directors believe that

this gives a fairer reflection of the value of the investment.

In 1996, dividends receivable from the Rank Xerox companies were £49m gross (£39m net of Advance Corporation Tax). Details of the Rank

Xerox companies are given on pages 86 and 87.

The historical cost of the Group's interest in the Rank Xerox companies is £15m. At t January 1996, the date on which the Group ceased to
equity account for this interest, the total book value was £432m.

Cther investments include £1m in respect of 145,732 (1995 NIL) Ordinary shares in The Rank Group Plc held by The Rank Group Plc Employee
Benefit Trust. The Trust also holds options to subscribe for up to 3,500,000 (1995 NIL) Ordinary shares exercisable by 2006. Dividends on the
shares held have been waived by the trustees with the exception of one penny in total. The Trust may make such investments in the shares of the
Company or otherwise as the trustee or trustees may determine to provide benefits to any eiigible employee. The benefits may be provided in
the form of shares, cash or otherwise although any share related benefit will be provided in accordance with an appropriate employee share

scheme or bonus scheme of the Company. None of the shares are under option to employees and none have been conditionally gifted to them.,

15 STOCKS m
1995
Proforma
Em

Raw materials and consumables

Work in progress 3 18
Finished goods and goods for resale 30 42
Film producticns 22 17
Completed properties for resale 28 15
Property developments in progress 6 23
t24 151
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1996 1995
Proforma

Amounts falling due within one year £m

Trade debtors 137 180 -
Gther debtors 44 30 -
Assets held for disposal 8 7 -
Prepayments and accrued income 9 99 -
Instalment sale debtors 1] 1 -
Notes receivable i2 I -
Advance Corporation Tax recoverable 9 - -
312 338 -
Amounts falling due after more than one year
Trade debtors 7 8 -
Other debtors 20 16 -
Prepayments and accrued income 49 27 -
Instalment sale debtors 58 59 -
Notes receivable 74 70 -
Advance Corporation Tax recoverable 27 23 27
235 203 27

IT CASH,DEPOSITS AND CURRENT ASSET INVESTMENTS

1995

Proforma

fm
Cash, current accounts and overnight deposits 44 58 -
Term deposits 14 238 -
58 296 -
Current asset investments 19 17 -
Cash, deposits and current asset investments (note 27) 77 313 -

Current asset investments comprise amounts placed with external fund managers. The majority of the investments could be converted into cash within

7 days and the remainder within 30 days. The investments are with counter parties with strong credit ratings.
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183 LOAN CAPITAL AND BORROWINGS

1995
Proforma

Bank overdrafts
Bank loans repayable:
Within one year or on demand 72 3
Between one and two years 42 -
Between two and five years 3468 -
In five years or more = 132
482 135
Other borrowings repayable:
Within one year or on demand 39 48
Between one and two years 62 43
Between two and five years 270 266
In five years or more — by instalment 147 235
518 592
Total 1,007 739
Secured | 14
Unsecured 990 701
Obligations under finance leases 16 24
Total 1,007 739
Amounts due within one year or on demand 118 63
Amounts due after more than one year ‘ 889 676
Loan capital and borrowings (note 27) 1,007 739

Certain borrowings are secured by either fixed or floating charges on various assets and certain subsidiary undertakings.
Borrowings shown above include:

(a) borrowings repayable by instalments any instalment of which falls due after five years totalling £313m {1995 £364m) for the Group and £NIL for
the Company, with an average rate of interest payable of 9.9% (1995 8.6%),

(b) £99m (1995 £99m) for the Group in respect of an 8%% eurosterling bond redeemable at par in 2000, and

{c) bank foans repayable between one and five years of £410m (1995 £NIL) for the Group and £NIL for the Company have been dlassified according
to the term of the committed facility under which they have been borrowed, aithough they are repayable within one year.
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18 LOAN CAPITAL AND BORROWINGS continued

Financial Instruments
A description of the policies relating to financial instruments is set out in the Operating and Financial Review on page 51.

(a) Interest risk management
Approximately 40% of the Group's underlying borrowings are at fixed rates. The Group uses interest rate swaps to manage the level of floating rate

debt 1o a pre-defined proportion of net debt.

At 31 December 1596, the Group had one US dellar dencminated interest rate swap with a notional principal of $42m designed to float a rate of
interest and maturing in 2002. In addition, the Group had several sterling denominated swaps with an aggregate notional principal of £100m designed
to float a rate of interest and maturing in 2000.

At 31 December 1996, the Group's net debt was 30% dencminated in sterling, 59% in US doliars with the batance in a mix of currencies. After taking
into account interest rate swaps, 42% of the Group's net debt are fixed rate, with a weighted average interest rate of 9.6% and a weighted average
term of 5.2 years.

(b) Exchange risk management
The Group hedges its exposure to the translation of foreign currency net assets using foreign currency borrowings. The table below compares the

Group's net assets by currency with the Group’s net debt in the same currency.

Net

assets

im
Sterling 2,043 281
US dollars 628 553
Canadian dollars 30 40
Spanish pesetas 30 43
Other currencies (net) 21 13
2,752 930

The Group hedges estimated foreign currency transactional cash flows over a |2 month timeframe using foreign exchange contracts. In addition, the
Group also hedges varying percentages of the estimated US dollar receipts by Group companies outside the USA over a 5 year timeframe, the
percentages reducing over the 5 years.

At 31 December 1996, as a result of the transacticnal exposure cover outlined above, the Group had outstanding gross foreign exchange contracts

equivalent 1o approximately £133m. The contracts have maturities ranging to 2001 with an average maturity of 14 months from the balance
sheet date.
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18 LOAN CAPITAL AND BORROWINGS continued

(¢) Fair values
The estimated fair values of borrowings and the associated derivative financial instruments at 31 December 1936 are set cut below. The fair value of
quoted borrowings are based on year end mid-market quoted prices. The fair values of other borrowings and the derivative financial instruments are

estimated by discounting the future cash flows to net present values using appropriate market rates prevailing at the year end.

Net Estimated
carrying Fair
amount value

£m £m

Borrowings (1.007)  (1,055)
Interest rate swaps - 10

Foreign exchange contracts - )

The estimated fair values of cash at bank and in hard and current asset investments are not materially different from their carrying values.

The difference between net carrying amount and estimated fair value reflects unrealised gains or losses inherent in the instrument based on valuations
at 3| December 1996. The volatile nature of the markets means that values at any subsequent date could be significantly different from the values
reported above.

(d) Credit risk
The counterparties t¢ the interest rate swaps, forward exchange contracts and term deposits are major international finandial institutions with strong

credit ratings. The Group continually monitors its positions and the credit ratings of its counterparties.

1996 1995 1996
Proforma
fm
Payments received on account
Trade creditors 132 159 -
Amounts owed to subsidiary undertakings ] - - |
United Kingdom corporation tax 49 e -
Overseas taxation 3 4 -
Advance Corporaticn Tax 35 .20 27
Other tax and social security 16 14 -
Other creditors 61 72 -
Accruals and deferred income 124 128 -
Accrued dividends 8 8 8
Proposed finat dividend on Qrdinary shares 100 92 100
536 528 E36
Amounts falling due after more than one year
Other creditors 9 5 -
Accruals and deferred income 9 7 -
18 2 -
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20 PROVISIONS FOR LIABILITIES AND CHARGES

Deferred Acquisition Other

taxation  provisions  provisions
Group £m
Balances at 31 December 1995 as previously stated
Prior year adjusiment {note 22) ) - - {1
As restated 10 2 13 25
Currency translation adjustment - - ) 4}
Arising on the acquisition of subsidiaries - 2 - 2
Disposals - - 2) (2)
Charged {released) to the profit and loss account in the year (14) (1) 47 32
Advance Corporation Tax 13 - - 13
Utilised during the year = {1 (5) (6)
Balances at 31 December 1996 9 2 52 63

Other provisions at 31 December 1996 principally represent restructuring and reorganisation costs.

21 DEFERREDTAXATION Provided Not provided
{recognised)

1996 1995 1995
Proforma Proforma
£m £m
Capital allowances 15 19 (2) 51
Other timing differences (6) 4 - 4
9 23 )] 55

Advance Corporation Tax - {13) (7 (41)
9 10 (19) 14

The above figures exclude:

(a) taxation payable in the event of the accumulated reserves of certain overseas subsidiary and associated undertakings being distributed as there
is no present intention to distribute them, and

(b) taxation payable on capital gains which might arise from the sale of certain investments at the values at which they are stated in the Group’s
balance sheet.
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Number Mominal Number  Nominal
VYalue Value

US$ Cumulative Preference shares 3 - - 3 - -

Convertible Cumulative Redeemable Preference

shares of 20 pence each 60 22715 45 60 2276 46
Ordinary shares of 10 pence each i20 836.6 84 109 8326 a3
£a3 129 172 129

The share capital at 31 December 1995 relates to The Rank Organisation Plc. As set out in Accounting Policy |, the Company was incorperated
on 22 December 1995 with an issued share capital of £2 and an autherised share capital of £50,000. The authorised share capital was increased by
Special Resolution passed on 7 August 1596 to £180 million ang LIS$5 million. Cn 7 October 1996 it acquired 100% of the issued shares of The Rank
Organisation Plc pursuant to a scheme of arrangement under 5425 Companies Act 1985,

The table zbove relates to the Ordirary and Convertible Redeemable Preference shares (“Preference shares™) of The Rank Organisation Plc up to
and including & October 1996 and 1o the Ordinary and Preference shares of the Company thereafter. Under a scheme of arrangement pursuant 1o
5.425 Companies Act 1985 Ordinary and Preference shares in The Rank Organisation Plc were replaced by an identical number of Ordinary and
Convertible Preference shares in the Company.

Share options

Foliowing the scheme of arrangement, certain options over Ordinary shares in The Rank Organisation Plc were replaced by options over Ordinary
shares in the Company. Other options over Ordinary shares in The Rank Organisation Plc remain outstanding which, if exercised, will result in the
allotment of Ordinary shares in the Company. The last date for exercise of such options is 2 April 1997, but option holders may elect to exchange
options outstanding under executive share option schemes over Ordinary shares in The Rank Organisation Pic for options over an equal number of

Ordinary shares in the Company on this date.

Under the Share Savings Scheme approved by shareholders on 14 March 1985 and the 1995 Share Savings Scheme approved by shareholders on
28 February 1995, employees hold aptions to subscribe for up to 3.228.153 (1995 7,273,866) Ordinary shares at prices between 194.78p and 342p
per share exercisable by 2001.

Under the Executive Share Option Scheme, approved by shareholders on 14 March 1985 and the 1995 Executive Share Option Scheme approved by
shareholders on 28 February 1995, Directors and executives hold options to subscribe for up to 13,457,663 (1995 11,167,464} Ordinary shares at
prices ranging between 243.08 pence and 484.5 pence per share exercisable by 2007, Under the Overseas Executive Share Option Plan approved by
shareholders on 15 March 989, executives hold options to subscribe for up to 1,889,116 {1995 2,956,267) Ordinary shares at prices ranging between
234.8 pence and 476.5 pence per share exercisabie by 2005,

Options granted under the share savings schemes are exercisable normally within a period of six months after the fifth anniversary of the SAYE
contracts. Options granted under the executive share option schemes are exercisable within a period normally commencing on the third anniversary

and ending on the tenth anniversary of the date of the grant.

Non-equity shareholders’ funds

Non-equity shareholders' funds refate entirely to the Convertible Redeemable Preference shares (“Preference shares”). These shares carry an
entitlement to a dividend at the rate of 8.25 pence (net) per share per annum. They are convertible in any of the years up to 2003 inta Ordinary
shares of 10 pence each at a rate equivalent to 27.0% Ordinary shares for every 100 Preference shares and may be redeemed at £1 per share at
any time after 30 April 2003 at the option of the Campany and, in any event, will be redeemed at £1 per share on 31 July 2007. Holders of the
Preference shares have one vote for every five shares held but only on a resolution for the winding-up of the Company or on a resolution affecting
the rights attached 1o the shares or if the Preference Dividerd has remained unpaid for six months. Holders of Preference shares have the right on a

winding-up to receive, in priority 1o any cther class of shares, the sum of £ per share together with any arrears of dividend.
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22 CAPITALAND RESERVES continued

Share capital and share premium account

Balances at 31 December 1995
Issue of Ordinary shares in the year
Conversion of Preference shares

Batances at 31 December 1996

Notes to the Accounts

Share capital Share

premium

Preference  Ordinary Total account
£m

46 83 129 -

- 1 I |

(H - 0} -

45 84 129 |

20,928 Ordinary shares were issued on 10 June 1996 by virtue of the conversion of 77,257 Preference shares. A further 3,979,745 Ordinary shares

were issued during the year on the exercise of options.

Revaluation reserves

Balances at 31 December 1995 as previously stated

Prior year adjustment:

— Fixed assets (notes 9 ang 13)

- Deferred taxation (note 20)

As restated

Surplus on revaluation of investment in the Rank Xerox companies {note 14)

Balances at 31 December 1996

Qther reserves

Group

Balances at 31 December 1995

Reclassification of associates reserves

Currency translation adjustments

Share premium on the issue of shares in The Rank Organisation Ple
up to 6 October 1996

Deficit on profit and loss account for the year

Provision for redemption premium

Elimination of goodwill arising in the year

Goodwill realised on disposals

Balances at 3| December 1996

Company Associated

and its under-
subsidiaries takings
£m £m
153 33 186
(154 (33 (87
| - I
498 - 498
498 - 498

Company and its Associated
subsidiaries under-
Preference Qther takings
redemption
£m m £m
-  L274 413 1,687
- 45 (415 -
- (28) - (28)
- 9 - 9
- (197 - (9
| | - 2
- (368) - (368)
- 63 - 63
I 1,169 (2) 1,168

Of the £28m loss on other net currency translation adiustments, a loss of £1m arises from the tranglation of foreign currency borrowings less deposits,

The total cumutative goodwill eliminated against reserves at 31 December 1996 amounted to £1,032m (1995 £773m).
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22 CAPITALAND RESERVES continued

Other reserves

Company

Balances at 31 December 1995

Avrising on acquisition of shares

Surplus on profit and loss account for the year
Proviston for redemption premium

Balances at 31 December 1996

23  ANALYSIS OF MINORITY INTERESTS

Balances at 31 December 1995
Minority interest in the profit on ordinary activities after tax
Dividends payable to mincrity shareholders

Balances at 31 December 1996

Preference
redemption

- 167 167
- 198 198
| - |
t 365 366

[ 2 3
- @ @
I 25 26

The non-equity minority shareholders have no rights against Group companies other than the issuing entity, except in the event that the issuer defaults.

In such circumstances, a put option exists to require The Rank Organisation Plc to purchase the shares at par.

24 RECONCILIATION OF OPERATING PROFIT TO OPERATING CASH FLOWS

Operating profit

Provision for permanent diminution of operating assets

Other exceptional operating costs and provisions

Cash payments in respect of other exceptioral operating costs and provisions
Depreciation

(Profit) less toss on sale of tangible fixed assets

{Increase) decrease in stocks

(Increase) in debtors

Increase (decrease) in creditors

Other items

Net cash inflow from operating activities
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1995
Proforma

13 256
148 -
47 -
) -
126 1
- {0
(20) 23
D) (10
(8) 57
0) (4)
317 332




25 PURCHASE OF SUBSIDIARIES AND MINORITIES

Tangible fixed assets

Net current liabilities excluding cash
Net assets (Jiabilities)

Leans and finance leases

MNet book amount of minority interest acquired

Goodwill (provisional)

Satisfied by:

Cash paid

Less: cash acquired with subsidiaries

Cash outflow on purchase of subsidiaries and minorities
Issue of Ordinary shares

Loan notes issued

Consideration

Hard Rock business previously owned by Peter Morton and partners

Tom Cobleigh pic

Hard Rock Cafe Canada
Cuplico Group

Others

Notes to the Accounts

1995
Proforma

£m

52 17
368 49
420 66

1995
Proforma

£m

Net Loans & Goodwill Consideration
assets finance
leases
£m

3 - 256 259

67 (25) 56 98

| - 38 39

20 (15) 2 14

| - 9 10

7] {40) 368 420

There were no material differences between the book values of assets and liabilities in the acquired entities’ baoks immediately before acquisition and

the fair values in the table above.
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26 SALE OF BUSINESSES AND INVESTMENTS

Net assets disposed of:

Tangible fixed assets

Interests in associated undertakings
Stocks

Debtors

Creditors

Goodwil! previcusly eliminated against reserves
Profits less losses on disposal before tax (net)

Sales consideration

Consisting of;

Sales proceeds less related costs

Cash disposed of with subsidiaries

Cash inflow from sale of businesses and investrnents
Accrual for future related costs

Add: deferred consideration receivable

27 RECONCILIATIONTO NET DEBT

{Decrease) increase in cash in the year
(Increase) decrease in debt and lease financing
Increase in liquid resources (a}
(Increase) decrease in net debt from cash flows
Loans and finance leases acquired with subsidiary
Loan notes issued
New finance leases
Foreign exchange differences

" {Increase) decrease in net debt in year
Net debt at | January
Net debt at 31 December
Cash, deposits and current asset investments (note 17)
Loan capital and borrowings (note 18)
MNet debt at 31 December

1995
Proforma
£m
189 20
2 257
44 5
74 3
(75) (h
234 284
63 45
1)) 283
246 612
255 618
) -
251 618
(5) )
- 3
246 612

1995

Proforma

fm

(231) 197,
(259) 247
2 14
(488) 458
(40) -
an -
(10) (12)
45 6}
(504) 440

(426)|  (866)

(930) |  (426)

77 313
(1,007) | (739)

(930)|  (426)

(2) The net increase in liquid resources consisted of purchases of deposits and investments of £54m (1995 £14m) and sales of £52m (1935 £NIL).
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28 ANALYSIS OF NET DEBT

31 Cash  Acquisitions Other Foreign 31
December inflow (excl cash & non-cash exchange  December
1995 (outflow}  overdrafts) changes  differences 1996
Proforma
£m fm £m
Cash In hand, at bank 296 (236) - - (2) 58
Overdrafts (12) 5 - - - 7
(31)
Debt due after one year ©61)  (249) (47) 38 2 (877)
Debt due within one year (42} (32) - (38) 5 (107)
Finance leases 24 22 (4) (10} - (16)
_259)
Liquid resources 17 T2 - - - 9
Total (426) {488) (50 (10) 45 {930)

Liquid resources comprise current asset investments which, as described in note 17, represent amounts readily convertible into cash.

29 DIRECTORS

(2) Directors’ Interests

Directors’ interests relate 1o the Qrdinary and convertible preference shares of The Rank Organisation Plc up to and including 6 October 1996 and
to the Ordinary and convertible preference shares of the Company thereafter. Under a scheme of arrangement pursuant to S. 425 Companies Act
1985 Ordinary and convertible preference shares in The Rank Organisation Plc were replaced by an identical number of Ordinary and convertible

preference shares in the Company.

Foliowing the scheme of arrangement, certain cptions over Ordinary shares in The Rank Organisation Plc were replaced by options over Ordinary
shares in the Company. Other options over Ordinary shares in The Rank Organisation Pl remain cutstanding which, if exercised, will result in the
allotment of Ordinary shares in the Company. The last date for exercise of such options is 2 April 1997, but opticn holders may elect to exchange
options outstanding under executive share option schemnes over Ordinary shares in The Rank Organisation Plc for opiions over an equal number of

Ordinary shares in the Company on this date.

The Directors'interests in shares or stocks of the Company, or The Rank Organisation Plc, including options to purchase Ordinary shares under the
terms of the Group’s executive share option schemes and share savings schemes are detailed in the Report of the Remuneration Committee together
with details of options to subscribe for Ordinary shares of the Company (and, where applicable, The Rank Organisation Plc} granted to and exercised
by Directors, or which lapsed, in the year ended 31 December 1996,

The market price of an Ordinary share at 3| December 1996 was 4355 pence and the range during the preceding twelve months was 403.5 pence
to 545 pence. For the preceding twelve months, the options outstanding at 31 December 1596 were exercisable at varying dates between 2 October
1996 and |5 August 2004 (on the assumption that options over Ordinary shares in The Rank Organisation Pic outstanding under executive share
option schemes are replaced by options over Ordinary shares in the Company). The only changes in Directors' interests between 1 January 1997 and
the date of this report are that Mr. A. M. Teare was granted an option over 195,647 Ordinary shares on 21 February 1997 at an exercise price of
436.5 pence per share and Mr. NV, Turnbull purchased 5000 Ordinary shares on 26 February 1997.

In addition to the above interests, pursuant to the requirements of the Companies Act 1985, each executive Director is deemed to be interested in
the Ordinary shares and options over Ordinary shares in the Company held by The Rank Group Plc Employee Benefit Trust. As at the date of this
report and 3| December 1996, the interest was in a total of 145,739 Ordinary shares and an option over 3,500,000 Ordinary shares and at | January
19956 it was in nit shares and nil options.
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29 DIRECTORS continued

(b) Total emoluments of the Directors of The Rank Group Pic

Fees

Basic salaries, aflowances and taxable benefits
Bonuses

Pension contributions

Compensation for loss of office

Total emoluments
() Emoluments of Chairman
The figure for 1995 includes £209,000 for Sir Denys Henderson for the pericd from | March 1995, his date of

appointment as Chairman, and £54,000 for Sir Leslie Fletcher up to his retirement as Chairman on 28 February 1995.

{d) Emoluments of highest paid Director {including pension contributions)

1995

Proforma

€000

170 135
1,897 1,930
411 596
458 203
370 -
3,306 2,864
268 263
560 650

(e} The table which follows shows the number of Directors of The Rank Group Ple, indluding the Chairman and highest paid Director, whose

emoluments {exclusive of pension contributions) during the period were within the bands stated:

Emoluments £

Emoluments £

Directors

1995

Proforma
5001 - 10600 i | 265001 - 270,000
20001 — 25,000 4 4 275001 — 280,000
25,001 ~ 30,000 2 | 280,001 — 285,000
50001 - 55,000 - 1 285,001 - 250,000
110,001 - 115,000 | - 290,001 - 295,000
155,003 - 160,00C | - 295,001 - 300,000
195,001 - 200,000 I - 320,001 — 325,000
210,001 — 215,000 - | 385,001 — 390,000
225,001 - 230,000 - | 590,001 — 595,000

Directors

1995
Proforma

(f) Company policy on the remuneration of Directors and details of the remuneration of each Director are set out in the Report of the Remuneration

Committee on pages 39 to 43.
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30 EMPLOYEES

1995
Proforma
Employee costs fm
Wages and salaries : 439 406
Social security costs 33 31
Cther pension costs 10 tQ
482 447

S
Average number of employees by geographical area Proforma
United Kingdom 30,329 27,808
North America 8,522 6,733
Rest of the World 1,434 930
Continuing operations ‘ 40,285 35,471
Discontinued operations 3,193 3,634
Average in year 43,478 39,105

Provision for Pension and Similar Obligations

United Kingdom

The Group has two pension schemes for UK employees both of which are contracted-out of the State Earnings Related Pension arrangements.
The schemes are externally funded under separate trusts and the funds’ assets are heid separately from Group assets, The accounts of both schemes
for the year ended 5 April 1996 have been reported upon by their auditors without qualification,

The Rank Pension Plan is a defined benefit scheme with pensions fixed by reference to final pay and length of service. Tae market value of the funds'
assets at 5 April 1996 was £388m (1995 £309m) excluding the value of annuities purchased to match pensions in payment.

Format actuarial valuations of the Plan are carried out triennially by an independent actuary. Following their appointment as independent actuary in
May 1995, William M. Mercer Limited carried out a review as at 5 April 1995 using the projected unit method. The actvarial value of the assets was
sufficient to cover 106% of the accrued benefits allowing for expected future increases in earnings. The main actuarial assumptions adopied were that,
over the long term, the annual rate of return on investments would be 3% higher than the annual increase in pensionable remuneration and 7% higher

than the annual increase in pensions.

The pension charge for the year to 31 December 1996 was £4m (1995 £4m). The charge was determined after spreading £6m {1995 £6m) of the

actuarial surplus over the average remaining service lives of the active members of the Plan.

The actual Group cash contributions to the Plan in the year to 31 December 1996 totalled £10m (1995-£10m). At 31 December 1996 there
was a prepayment in debtors of £12m (1995 £6m) resulting from the difference between pension costs charged in the accounts and amounts funded
to date.

The Rank Money Purchase Pension Scheme is a defined contribution scheme with benefits which depend on the contribution levels and the emerging
investment performance. The market value of its assets at 5 April 1996 was £22m (1995 £18m). Group contributions to this Scheme in the year to
31 December 1996 totalled £2m (1995 £2m).

USA
The Group operates defined contribution schemes in the USA. The market value of their combined assets at 31 December 1996 was £40m

(1995 £41m), Group contributions to these schemes totalled £4m (1995 £4m).

Other countries

Group contributions to schemes for employees in other countries totafled £NIL (1995 £1m).
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31 CONTINGENT LIABILITIES 1995

Proforma
Group £m
Guarantees by the Company and by subsidiary undertakings, bils discounted by Group

companies and uncalled liability in respect of partly paid shares

The Cempany is involved in a dispute with Serena Holdings Limited over the purchase consideration of an acquisition which has been referred to an
expert for determination. The dispute centres upon the parties’ contentions in relation to the accounts and the profits of the businesses based upon
which an additional purchase Eonsideration may be payable. The Directors are strongly resisting the payment of any further sum. At the present time
the outcome to the Company cannot be determined and the potential liability cannot be quantified. FHowever, it is the opinion of the Directors that

it is unlikely that the outcome of this dispute will have a material effect on: the Company's financial position.

As a result of the scheme of arrangement following which The Rank Group Plc acquired 100% of the issued share capital of The Rank
Organisation Pic on 7 October 1996,it is possible that further liabilities other than those provided for in these accounts may arise. No provision hag
been made for these liabilities at 31 December 1995 as, in the opinion of the Directors, it is unlikely that they will oceur,

A subsidiary undertaking is involved in class action suits in the USA. The actions are being vigorously contested and the Directors believe that none

of these actions will result in a material adverse effect on the financial condition of the Group.

1996
Company £m

Guarantees of advances to subsidiary undertakings, bills discounted and uncalled

liabilities in respect of partly paid shares

No security has been given in respect of any contingent liability.

32 RELATED PARTY TRANSACTIONS
The Group recharges The Rank Group UK Pension Schemes with the costs of administration and independant advisers borne by the Group. The total
amount recharged in the year ended 31 December 1996 was £1,112,000 (1995 £1,016,000).

In December 1996 the Group sold the Shearings businesses (UK and continental coach holidays and UK holiday hotels) for a consideration of
£75 million to Shearings Group Limited, a new company formed by Nat\West Ventures Limited, and Shearings' management team. Mr, H. A, Crichton-
Miller was a Director of The Rank Organisation Plc until Li July 1996 and became a Director of Shearings Group Limited on 18 December 1996.
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Principal Subsidiary Undertakings

Except where otherwise stated The Rank Group Ple (“Rank”) owns indirectly 100% of the ordinary share capital and vating rights of the following

companies. There are also holdings of preference shares which are separately disclosed. The companies are incorporated in Great Britain unless

otherwise indicated after the company name. The principal operations are carried out in the country of registration.

FILMAND ENTERTAINMENT SERVICES

Principal activities

Deluxe Laborateries Inc. (USA)

Deluxe Toronto Limited (Canada)
Pinewood Studios Limited

Rank film Distributors Limited

Rank Film Laboratories Limited

Rank Video Services America Inc (USA)
Rank Video Services GmbH (Gerrmany)
Rank Video Services Iberia, S.L. (Spain)
Rank Video Services Limited

HARD ROCK

Fitm processing laboratory

Film processing laboratory

filn production studios, post-production facilities and services
fnvestment in and international distribution of feature films
Film processing laboratory

Video duplication

Video duplication

Video duplication

Video duplication

Hard Rock Cafe International Inc {USA)

HOLIDAYS

Operates and franchises Hard Rock cafes worldwide

Butlin's Limited

(Rank afso owns indirectly all the
6% cumulative preference shares)

Haven Leisure Limited
Qasis Villages Limited
ParkWorld Holidays Limited
Resorts USA Inc (USA)

Warner Holidays Limited

LEISURE

Holiday Worlds and holiday hotels

Caravan/chalet parks in the UK, France, Spain and italy
Holiday villages

Management of Butlin's and Haven operations

Outdoor World heliday memberships at caravan park resorts, the sale of timeshares,

second homes and land

Holidays just for adults

Grosvenor Casinos Limited

Cdeon Cinemas Limited

Rank Leisure Limited

Rank Leisure Machine Services Limited
Tom Cobleigh plc

op Rank Limited

London and provincial casinos

Film exhibiticn

Operation and development of multi-leisure centres and nightclubs
Amusement machine hire and sales

Operation and development of a managed public house estate
Social and bingo clubs
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Principal Subsidiary Undertakings

HOLDING & OTHER COMPANIES

Principal activities

Rank America Inc (USA)

Rank Greoup Finance Plc

Rank Holding Espafia SA (Spain)

Rank Holdings France SA (France)

Rank Holdings Germany GmbH (Germany)
Rank Holdings {Netherlands) BV (Netherlands)

Rark Leisure Heldings Plc (Rank owns 100%
indirectly of the ordinary shares, none of the
cumulative redeemable preference shares and
100% of the voting rights)

Rank Orlando Inc (USA)

Rank Orlando Il Ing (USA)

Rank Overseas Holdings Limited
Rark Investments Limited

Rank RX Holdings Limited

Rank RX International Limited (Rank owns 100%
indirectly of the ‘A’ shares and 19.8% indirectly
of the ‘B’ shares and 59.9% of the voting rights)

The Rank Organisation Plc

Owns the Group's investments in the USA
Funding operations for the Group

Owns the Group's investments in Spain
Owns the Group's investments in France
Qwns the Group's investments in Germany

Owns the Group's investments in Rank America Inc. and other overseas
subsidiary undertakings

Owns the Group's investments in the UK operating subsidiary undertakings and Rank
Cverseas Holdings Limited

Owns the Group's investments in Universal City Florida Partners
Gwns the Group's investments in Universal City Development Partners
Owns 100% of Rank Holdings (Netherlands} 8Y

Owns 50% of the share capital of Rank RX Holdings Limited

Cwns the Group's investment in Rank RX International Limited

Owns the Group's investment in the Rank Xerox companies

Owns all of the Group's investments

A full list of subsidiary undertakings will be included in the Company's Annual Return.
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UNIVERSAL CITY FLORIDA

Principal Associated Undertakings

In the segmental analysis set out on pages 60 and §1, the Group’s interests in Universal City Florida Partners are referred to as Universal Studios

Florida, and the interest in Universai City Development Partners and Universal Rank Hotel Partners are referred to as "Universal City Florida

developments.” Ali three partnerships are 50% owned jcint ventures between the Group and Universal Studios Inc. and the theme park operations

are managed by Universal Studios Inc.

Universal City Florida Partners operates Universat Studios Florida, a television and film studio and motion picture theme park in Orlando, Florida.

The other two partnerships, referred to below as the "developrnent partnerships”, were formed to develop an 821 acre site in Orlando, Florida on

which s situated Universal Studios Florida and on which will be constructed a second theme park, an entertainment zone and assodiated infrastructure.

A summary of the financial statements of the three partnerships and the Group’s share thereof is set out below:

Profit and loss account
Turnover

Depreciation and amortisation
Cther costs

Operating profit

Net interest payable

Profit before tax

Group share of Universat Studios Florida

Balance sheet

Fixed assets

Net current assets (liabilities)

Net borrowings

Net assets of Universal Studios Florida
Group share of net assets

Additional Group investment

Total carrying value

Of which:

Universal Studios Florida

Development partnerships

The accounting date for the three partnerships is 28 December 1996. The partnerships are registered in the United States of America.
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1996 1995
tm £m
223 202
(36) (38)
(149) (134)
38 30
(19 (n
28 19
14 10

28 30
December | December
1996 1985
£m im
583 476
1 @
eIy @
273 262
136 131
57 58
193 189
129 138
64 51

a5




Principal Investment

RANK XEROX

Rank Xerox is composed of four parent companies owned by Xerox Corporation and Rank RX International Limited (“RRXIL™). Rank owns
approximately 60% of the voting rights of RRXIL and Xerox Cerporation owns the remainder. Xerox Corporation has majority voting rights in all of

the parent companies. Details of Rank's profit participation are given on page 87.
RRXIL has been excluded from consolidation on the grounds that the shareholder agreement entered into with the Xerox Corporation following its
purchase of an interest in RRXIL places restrictions on the Group's ability to exerdise its rights over the Company's assets, namely its interest in the

Rank Xerox companies. RRXIL is accounted for under the equity method.

RRXIL's interests in the four Rank Xerox parent companies are:

Country  Percentage Class of

of voting capital

registration interest owned

Rank Xerox Limited England 488 'B Ordinary

‘D' Ordinary

Rank Xerox Holding BY Netherlands 488 ‘B Ordinary

‘C' Ordinary

Rank Xerox investments Limited Bermuda 490 ‘B Ordinary

R-X Holdings Limited Bermuda 333 ‘B Ordinary
Principal activities

The business of Rank Xerox and its associates is research, development, manufacture, marketing and maintenance of document processing systems
and equipment. This includes copiers and duplicators, laser printers, scanners, electronic typewriters, facsimile machines, workstations, and related
supplies. It is also active in financing through its leasing operations. Rank Xerox has its prindipal menufacturing operations in the United Kingdom, France
and the Netherlands, Its principal associated undertaking is Fuji Xerox Co. Limited, a company incorporated in Japan, which is 50% owned
by Rank Xerox Limited.
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Asummary of the combined financizl statements of the Rank Xerox companies is set out below:

Profit and loss account

Turnover

Cost of sales

Gross profit

Operating expenses

Xerox Corporation charges
Income from associated undertakings
Operating profit

Net interest payable

Profit before tax

Tax

Minority interests

Profit for the financial year

Share capital and reserves

Profit participation

Principal Investment

1996 1995
Proforma
im
3,673 3,693
(2,052)| (2107
1,621 1,586
(1,096)|  (985)
(125)|  (143)
181 173
58! 631
gy| )
570 616
@84)| (253)
©) @
283 351

3l
December

1996
£m

2,090

31
December
1995

fm

2,141

Under an agreement with Xerox Corporation made in 1977, the Group, through RRXIL, is entitled to a share in the combined profits before taxation

of all the Rank Xerox companies owned jointly with Xerox Corporation. RRXIUs share amounts to ene half of such profits up to a maximum sum of

£3.7m plus one third of the amount by which such profits exceed £7.4m from which is deducted the related taxation. For this purpose, the combined

profit before tax as shown above is adjusted for charges made by Xerox Corporation for research and development and corporate overhead costs

and for profit participation adjustments in accordance with the above agreement. The Group's underlying share in the participation profit is

approximately 20%. The participation profit is calculated as follows:

Profit after restruciuring costs and before taxation of the Rank Xerox comparies

Add: Xerox Corporation charges
Add: Profit participation adjustments
Deduct: Minority interests

Profit before tax for participation purposes

Group share of profit before tax

Group share of gross dividend receivable
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1995

Proforma

£m

570 616
125 143
84 89
3 @
776 846
156 187
49 58
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Five Year Review

Year ended

Turnover

Current operations

Former operations

Operating profit before exceptional items
Current operations

Former operations

Exceptional items charged against operating profit
Non-operating items {including share of associates)
Universa! City Florida

Rank Xerox before restructuring costs

Rank Xerox restructuring costs

Cther associates

Dividends receivable from Rank Xerox

Interest (net)

Profit before tax

Tax

Minority interests

Preference dividends and appropriations

{Loss) earnings

(Loss) earnings per Ordinary share

Earnings per Ordinary share before exceptional iterns

Total Dividend per Ordinary share

Group funds employed

Fixed assets

Investments

Other assets {net)

Total funds employed at year end
Financed by

Ordinary share capital and reserves
Preference share capital including premium

Minorities
Net debt

Average number of employees (000%)

31 December 3| December 31 December 31 October 31 October
1996 1995 1994 1993 1992
Proforma Proforma Proforma Proforma
£m £m £m im im
1,865 1,668 1,557 1,385 1,241
219 251 278 389 452
2,084 1,919 1,835 1,774 1,693
282 249 243 207 165
8 7 ) (6) 13
290 256 239 201 178
(77 - - - -
(62) 236 3 65 [
14 10 10 12 8
- 187 210 I51 137
- - (62) - -
- 0) - (1) ()
49 - - - -
(49) (44) (74 (88) 89
65 644 326 340 236
(96) (124) (113) (112) 97)
(3) 3 (5} ) )
@n @1 @) @1 @1)
(55) 496 187 202 i3
(6.6)p 59.7p 22.6p 25.5p 143p
24.1p 31.4p 27.2p 18.6p 15.4p
17.00p 15.75p 13.25p 12.16p 12.16p

31 December
1996

31 December

1995

Proforma

31 Qctober
1994
Proforma

31 Qctober
1993
Proforma

31 Cctober
1992
Proforma

1,574 1,518 1,3% 1,372 1,387
1,124 622 779 779 734
54 127 47 164 64
2,752 2267 2,222 2,315 2,185
1,582 1,604 1,206 1,106 933
214 212 209 207 205
26 25 48 47 45
1,822 1,841 1,463 1,360 1,183
930 426 759 955 1,002
2,752 2,267 2,222 2,315 2,185
43.5 392.1 39.7 41.0 420

The proforma results for the years 1992 to 1995 are those of The Rank Organisation Plc and its subsidiaries. These results have been restated to

reflect the changes in accounting policies relating to casines' turnover and fixed asset revaluations. In addition, operating profit has been restated to

identify exceptional items separately.
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