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SIR DAVID HARDY CHAIRMAN

look forward to achieving its fundamental objective of returning
to profit as a first step in providing 2 sasisfacrory return to
shareholders.

I am very pleased to welcome Paul Sellars to the position of
Finance Director. Paul has considerable experience of the
construction sector and I leok forward 1o the contribution that
I am sure he will make to the Company. He replaces Gerard
McCormack, who has accepted an offer of an appointment as
Finance Director with another plc. Gerry was appointed Finance
Direcror in April 1994, following a period as Group Financial
Controller. He has been an integral part of the execucive team
since the reconstruction and I thank him for his excellent
contribution during that period. In addition to the reduction
in the number of Board members at the beginning of the
financial year, Alun Rees, formerly managing director of
Partnership Homes, resigned from the Board in January 1996.

Chairman’s statement

At this time last year I reported to shareholders the appointment
of a new Chief Executive, together with the implementarion of a
clear strategy of debt reduction and a focusing of fucure activities
into the Construction and Partnership Homes divisions.

T'am now pleased to report that during the year there has been a
significant reduction in Lovell’s borrowings. The major portion
of the reduction has come about from the successful sale of land
and units in Lovell Homes, with cash inflows also from the other
discontinuing businesses. This has enabled Lovell to reduce its year
end on balance sheet net debt o £13.1 million (1995; £42.2m)
and its total debt to £31.5million (1995: £66.4m). The Board
remains committed to an ongoing programme to reduce debr.

Your Board was expecting a difficult trading year but the
exceptional loss declared at the half year in Partnership Homes
came as a deep disappointment. As a result, the Company
approached its banking group and re-negotiated its facilities and
excended them to 1999.

The Group has recorded a loss before taxation for the full year
of £11.756 million (1995: £32.393m loss). [ regrer thar the
Company will not be in a position to pay a dividend to its
Preference or Ordinary shareholders until the profit and loss
reserve is retutned to credic.

Market conditions have remained difficult throughout the year
for our core businesses, although there have been signs of an
improvement in private commercial work in the South East,
Lovell has actively pursued opportunities in the health care
sector. However, it has been disappointing to note that the
Government has made licdle progress, despite a lot of walk, in
establishing a satisfactory framework to enable PFI-funded
health sector schemes to proceed. Furthermore, the Government
is showing little commitment to providing the necessary funding
to the social housing sector, where there is clearly a demand for
higher levels of investment in both refurbished and new homes.

Against this background, Partnership Homes and Construction
have adapted their stracegies accordingly and Lovell can now
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Geoffrey Taylor was appointed to the Board in June 1987,

He is now approaching his 70ch birthday and has decided

not to stand for re-election at the forthcoming Annual General
Meeting. I am very grateful for the assistance he has given me
since my appointment and for the invaluable benefit to the
Company of his banking experience.

The Company continues to suppore the Codes of Best Practice
as enunciated by the Cadbury and Greenbury Committees.

The retitement of Geoffrey Taylor at the Annual General
Meeting will teduce the number of non-executive Directors o
two, one of whom is myself as Chairman, and three executive
Directors. I believe that two non-executive Directors will
continue to carry significant weight in the Board's decisions and,
since 1t is not proposed at the present time to appoint a third,
this will be a further economy.

The Board has passed a resolution permitting dealings in its
Ordinary shares to be sertled in the CREST system. In order
to meet the requirements of the system it is not cost effective
to conrinue to have an in-house Registrar and the Board has
appointed Connaughe St Michaels Limited to act as its
Registrars with effect from early 1997.

[ would like o thank management and staff for their commitment
and loyalty in a period of continuing change, including those
who have known thar because of restructuring they would only
have a limited period of employment. The people who work for
Lovell remain the Company’s most important asset.

The Remuneration and Nomination Committee has been
conscious thar during the last year there has been no incentive
scheme in place for senior executives, and after careful consideration
has decided 1o propose to the sharcholders a long term incentive
scheme designed to align the interests of senior employees and
shareholders. I would commend the scheme to you.

The strong action that has been taken to reduce Lovell’s
borrowings and cost base mean that Lovell is now well
positioned to improve trading in its core businesses.






Core Businesses

Operational review

Steady progress
in difficult markets

Positive marketing strategies help the Division to trade profitably

The year has been one of transition, with the Construction
Division completing 2 number of contracts secured in the
depths of recession, while increasing its investment in
marketing, aimed at generating new business under
innovative methods and ar acceprable margins.

While overall output in the Industry remained flat,
London and the South East saw signs of recovery which,
led by increased activity in the commercial sector, benefited
both Lovell Construction and Walter Lilly. By contrast

the Midlands and North West saw no real upturn,
particularly in the public sector, where Bullock has a
significant market niche.

Over-capacity continued to dominate the market, restricting
the Industry’s scope to raise tender margins to realistic levels
and depressing the Division’s turnover by 20% compared
with the previous year. All three operations within the
Division remained profitable after attributable interest,
although at lower levels than last year.

Against a continuing difficult background, the Division

was successful in avoiding the worst of the thin margin work
available, by concentrating on its strategy of developing
preferred relationships with clients and by reducing
dependence on competitive tendering. As a result, a real
shift in procutement patterns was achieved wich 70% of
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new business being secured through partnering or negotiated
COMIIACT ALTANEIMENS.

With a forward order book of £135.6 millicn, the Division
has made a satisfactory start to the new year and looks set

to benefir from its markering investment, particularly in the
context of private finance initiatives and partnering contracts,

Lovell Construction

The Company not only maintained a strong foothold in its
core markets of major new-build and refurbishment projects
by securing £133 million of new business, but also improved
its ratio of work gained under preferred contract forms.

In particular, the Company achieved notable success in its
strategy of secking to maximise premium returns through
the Partnering procutement route.

The Company'’s leading role in developing this concepr is
reflected in its continued success during the year, both in

the private and public sectors. In central London, two
commercial contracts secured under project partnering
illustrate the growing potential of this style of positive
working relationship. At St Jamess Square, an £18 million
office redevelopment is being undertaken for NatWest Group
Property and in Grosvenor Street, a £3.5 million office
project is being carried out for Grosvenor Developments.

In the public secror, the award of a £50 million strategic






Core Businesses

Operational review

partneting contract by Railtrack for backlog maintenance
reflected, in part, the successful partnering relatonship
pioneered with London Underground, for whom the
Company carried out projects worth a further £12 million
during the yeat.

The Company’s reputation for quality of product and
performance has been demonstrated during che year by the
award of a £15 million contract at Hampstead which includes
the conversion of the listed Mount Vernon Hospital into
one of the most prestigious residential schemes in London,
Alongside this, an £8 million contract was secured for
restoring bedrooms, suites and public faciliies at the
historically sensteive Claridge’s hotel. Another prestige project
is the Shakespeare Globe theatre at Southwark, where work
is continuing apace on this unique development under a

£12 million contract.

Other work secured duting the year included a £9.5 million
project at Grey Coat School, Westminster, and further health
sector contracts at Horsham, Hove and Brighton. At the years
close, work was starting on an extension for Heathrow Express
at Terminal One and the installation of ticket offices at
stations on the new Jubilee Line for London Underground.

In the health secror, sole partner status was artained on the
£25 million PFI scheme at the Royal Berkshire and Bacte
Hospital redevelopment which is due to start early in 1997
and, more recently, the Company has been shortlisted on
two further PFI projects with a total value of £30 million.

Completions included the £15 million Cannon Street, EC4
office project for Land Securities; a £3 million leisure centre
for Richmond Hill Hotels; a £5 million office development
for NIG Scandia in Cardiff; a £7 million office reconstruction
at Holbom for Scoutish Amicable; officers’ quarrers ac

HMS Sultan, Gosport for £4 million; and a Sainsburys
distribution centre under a £2.5 million contract for the

Ladbroke Group.

Bullock Construction

Against a background of reduced public sector spending
within its core housing refurbishment business, Bullock
maintained profiable performance while increasing turnover
through strong relationships with existing clients and by work
secured with new private sector contacts.

Throughout the Midlands and North West a strong
programme of work conzinued with local authoriries and
housing associations, with new projects being awarded by
local authorities at Manchester, Birmingham, Walsall, Preston,
Vale Royal, Chester, Sandwell, Dudley, Bristol and Nuneaton.
Further work was gained from the William Sutton Trust,
while the Company secured two contracts at Walsall with the
newly formed Beechdale Community Housing Association
and a scheme with the Housing Action Trust at Castle Vale,
Birmingham.
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Other public secror contracts were secured with the Liverpool
& Broadgreen University Hospitals NHS Truse for
refurbishment of wards and theatres, construction of a new
fire station for the Greater Manchester Fire & Civil Defence
Authority, and the refurbishment and extension of the
Jonathon Notth Community College for Leicestershire
County Council.

The long-standing relationship with Zeneca was strengthened
with the establishment of a further three year partnering
agreement, which incorporates the benefics of a joine Quality
Assurance system, focusing on their crirtical success objectives.
The Company also won contracts with Direct Line Insurance
and Great Portland Estates while, during the year, it secured
and completed a design-and-build project for a joint venture
berween Barberry Properties and Richardson Developments
for the fase-track conversion of the former Maples store in
the centre of Birmingham into high quality offices.

By raking selective opportunities in the private sector and
with newly formed housing companies, while maintaining its
well-established relationship with existing clients, Bullock will
remain well-positioned in the present competitive market.

Wailter Lilly

The specialist skills of Walter Lilly in high-class
refurbishment and ficting-out, together with its concencration
on projects in the laboratory research sector, have played

a major part in the success of the Company in the year.
Workload has grown directly as a resulc of new and repeat
business clients recognising the benefits of working with a
contractor who takes time and effort to understand their
needs and thereby provides value for money. Among
Waleer Lilly's repeat customers during the year were
Cadogan Estates, The Crown Estate, SmithKline Beecham,
GlaxoWellcome, Banque Paribas, Bank of Scotland,

British Telecom and Nortel.

Major contracts undertaken in the year include office fitting-
out for Schroder Investment Management in the Cigy and a
further contract for Tesco, where extensions and fitting-out
at their store in Bethnal Green were carried out in a short
close-down peried. The Company’s continued reputation

in the refurbishment of listed buildings has been further
enthanced during the year by two addicional projects at the
Royal Mifitary Academy, Sandhurst and by the completion
of renovation works at Palace Green, Kensingron for

The Crown Estate.

The Company’s marketing strategy of offering a partnering
approach, with early project involvement, has been
particularly successful and will provide a route towards
future growth.







Core Businesses

Operational review

Market leadership maintained
in year of re-organisation

Innovative solutions provide way forward in successful partnerships

Partnership Homes has been at the forefront of social housing
development since its beginning. Through its wide experience
and capabilities, the Company remains the acknowledged
market leader in partnership housing and,by a variety of
iniriatives, enables local authorities and housing associations
to meet their extensive needs in affordable housing.

This ability to provide solutions to a constant range of
differing housing problems is reflected by the fact that, in spite
of a marker held in decline by constraints on public funding,
Partnership Homes sold 2,592 homes, an increase of 8% over
the previous year.

Following the problems identified early in the year, the
Division has been subject to a thorough re-appraisal, relating
both to its structure and its operational basis. The result has
been the reorganisation of the Division under a new
centralised executive and financial management team

at its divisional headquarters in Tamworth. Additionally,
there has been a restructuring and regrouping of the regional
businesses to reflect market and geographical considerations.
Central to this change has been the appointment of regional
managing directors in the North and South, a new finance
director and additional business development resources at
national level. The cost of restructuring, together with a
further review of losses on two major projects, required
exceptional provisions of £4.26 million which were declared

at the half year.
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Partnership Homes is now confident that, following
identification of the problems within the business, the
necessary action has been taken in order to return it
to profit. Support for this is evidenced by improved
performance in the second half, with strengthening
profitability undetpinned by a substantal increase

in underlying liquidity.

The forward order book of £115.5 mitlion will benefit
from the new management and controls, The schemes
secured within this workload include rental housing under
design-and-build contracts, affordable housing for sale
either in the open marker or to local authority nominaced
purchasers, and open market housing where the proceeds
provide cross-subsidy to finance other affordable housing
needs, An increasing proportion of the Division’s workload
is being planned under concepts that combine these various
products into completely mixed tenure solutions.

The variety of partnership solutions is illustrated by some
examples of the Division’s workload during the year.

A notable success was achieved in the National Housing and
Town Planning Council’s “Partnerships Awards” with a major
estate regeneration project in Warrington. In parmership
with Warrington Borough Council, Grosvenor Housing
Association, Muir Housing Association and The Housing
Corporation, ouedated system-built accommodation is being
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Qperational review

Core Businesses

demolished to make way for homes for sale and rent, together
with bungalows for the elderly.

Following the transfer of housing stock from Basingstoke
and Deane District Council to two housing associations,
Partnership Homes has secured projects with both. Ar the
larger, in South Ham, it is working with Basingstoke & Upper
Test Housing Association on 2 £9 million development over
4 years to replace defective PRC homes with a mixed scheme
of houses, flats and bungalows. Key to this was a highly
successful tenant consultation programme which, apart from
involving residents in the planning of the move from their
existing homes, also enabled them to participate in decision-
making relating to the future development.

Working with Runnymede Borough Council, which received
no housing grant allocation for 1995/96, Partership
Homes was able to propose five alternacive solutions for
the redevelopment of a pre-war estate of over 100 rented
properties. Even within the constraints of some demanding
design criteria, which included the site being within an
existing flood plain, the selecred scheme still provides

173 homes to replace the original 104. The mixed

scheme includes rented houses, cross-subsidised by

the sale of some open market homes and Lovell re-sale
covenant properties.

In London, work is now well under way with the
Metropolitan Housing Trust at the Hillyfields Estate in
Walthamstow. Demolition of a vacant 21-storey tower
block and adjoining occupied low-tise flats precedes the
construction of 106 Partnership New Generation homes,
including unirs specifically designed for the disabled. These
homes will, in toral, provide accommodation for some 400
people. To ensure wider economic advantages for the local
community, links have been established with Waltham Forest
Housing Action Trust, contributing to a network of local
labour opportunity.

In the Midlands, the Division won a competitive cross-
subsidy project redeveloping over 8 acres of Birmingham Cicy
Council land at Northfield. The capital receipt generated
from the sale of open market homes is partly recycled as
Local Autherity Secial Housing Grant. This, coupled with
private finance introduced by Mercian Housing Association,
provides houses for rent to council nominees, as well as
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allowing environmental improvements to existing propertics.
To balance the high level of capital outlay in acquiring

the site, Partnership Homes was able to introduce Redrow
as development parener for the mid-marker housing, thus
further optimising the tenure mix.

Following successful completion of the Brynhyfryd Estate
development in Llanelli, the Division has furthered ics
relationship with the Welsh Office by securing Estate
Partnership funding for two schemes with a combined value
of £6 million. Starting chis year, the projects will provide 150
new homes with 2 mix of rented housing and afferdable open
matket homes to satisfy local current needs. The replacement
of defective system houses on these run-down estates will
help improve social and economic prospects in the area and
is a good example of solving housing problems through
innovative partnership solutions.

For the future, the Division’s experience and abiliry to
identify land and development opportunities utilising, where
necessary, the funding of other agencies, will enable it o
respond to the challenge of meeting housing needs within
the pressures of a constanzly changing marker.

The regeneration of inner city estates has gained momentum
and the introduction of further renewal funds will underpin
the transfer of housing stock. The provisions of the recent
Housing Acr, promoting the formation of local housing
companies, will enable focal authorities to maintain
involvement in housing transfers, while also raising

privace finance for refurbishment and redevelopment
programmes. This should provide significant opportunities
for Partnership Homes, where its record of working

with local authorities in creating successful estate
regeneration initiatives, togcrhcr with its success in renant
consultation programmes, will put it in the forefront

of this emerging marker.

Overlying this, the Division is increasingly able to combine
its own specialist marker sector experience with the strengths
of the rest of the Lovell Group, particularly that of the
Construction Division. The composite skills within
commercial, retail, transport and strategic partnering
programmes, facilitate a fully integrated approach to urban
and rural regeneration problems which should increase

the potential for additional market share.







Otwher Businesses

Operational review

Solid progress in withdrawal
from non-core businesses

Targets achieved from planned disposals during the year

Lovell Homes

The programme of withdrawal from the market was
accomplished successfully during the year. A total of 320 unis
were sold at an average price of £98,000 (1995: 473 units at
an average price of £92,200). The majority of the remaining
land bank has also been sold.

As a discontinuing business, full provision for closure costs
was made last year. In addition, the debt of the Division has
been repaid more rapidly than planned.

The remaining assets continue to be managed in accordance
with the original programme.

Lovell America

Land development

The strategy of recovering land values through development
continued this year. In furtherance of the Group’s
commitment to reduce investment in the USA, 436 plots
were sold in spite of an erratic marker (1995: 744 plots).

Planning consent has now been obtained on all remaining

projects with the exception of 38 plots ac West River/South
Creek and ar Montpelier. Site work has been difficult in the
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face of unusually prolonged and heavy rainfall but, nevertheless,
all of the conseruction work planned for the year was complered.

At Russett, progress was achieved with the completion of
phase [ and the setlement of 226 plots. This pushes plot
sales 1o dare beyond the half way mark. Addicionally,

a long term negotiation with the local authority was settled
favourably. Lyndwood has had 2 particularly good year with
the settlement of 167 plots, 53 of which were sold in bulk.
A conrract was obtained on the shopping centre area (which
completed just after the year end) and the County’s golf
course was finished and opened.

Margate has been brought substantially to completion and
other sites have performed adequately, but reflected weakness
in the market for detached houses. Progress was made with a
start in developing the Montpelier site where an arca of land
is under contract and the purchaser has secured most of

the approvals required under the terms of the conerace.

Home-building

The decision to withdraw from speculative home-building was
effected with the completion of a sale of the Company’s interest
in Lovell Regency for the sum of $3 million in cash and the
balance of $3.6 million being paid evenly over a 3-year pericd.




Commercial properties
Of the Company’s two commetcial properties in Washingron

DC, 2501 Pennsylvania Avenue was sold to a developer in
June. The mixed use properry, 2311 M Street, remained
virtually fully ler throughout the year and the sale of this
property is anticipated in the early part of 1997.

Lovell Developments

Two further lettings have been achieved at the Group's
shopping centre at Grantham in a very difficult trading
period. A higher level of enquiries has been evident in the
last quarrer.

The serviced office centre at Wyvol’s Court, Swallowfield,
near Reading maincained its virtual full occupancy and was
sold after the year end.

At Rushy Plate, Swindon, the sale of the industrial site was
completed in December 1995,

Lovell Urban Renewal

Satisfactory progress has been made with disposals, with all
the principal assets having now been sold, or contracted to
sell, other than the development site at Newark and seven
small office/shop units in Cardif.

The last 25 residential units were sold during the year

(1995: 66 units). One of the land parcel sales is conditional
on obtaining derailed planning consent. The Newark sire
now has planning permission for the residential and office
portions of the scheme. The local authority has resolved

to grant consent for the retail parc of che site, which will
facilitate sale negotiations,

Lovell Espaia

During the year demand for second and leisure homes on
Lovell Espaiia’s two Costa del Sol developments gathered

momentum. German and Scandinavian interest remained
particularly strong, with significant signs of recovery from
the British marker.

The projected sale of 26 units was atrained and, while chis
was lower than last year (36 units), it represented ail the
available stock.

On the Puebla Aida development, adjoining Mijas Golf
Course, work is under way on the next phase of 21 units,
of which some 30% are already reserved. Detailed design
work is in progress for later phases.

At Whire Pearl Beach, the first apartments in the latest
beachside phase will be ready for handover to purchasers early
in the new year and, meantime, planning approval is being
sought for the next phases.of the development.
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GERARD McCORMACK FINANCE DIRECTOR

Finance Director’s review

Last year we indicated that debr reduction was a priority.

By that year end we had set in train a strategy for 1996 and
beyond, the first phase of which was designed to reduce debt
by the disposal of non-core assets. Therefore, it is pleasing to
report success, primarily as the trade-out of Lovell Homes ran
to plan. In addition, the beginning of 1996 saw the Group
dispose of its plant hire business at a profit. Further successes
were also achieved in the several operations which comprise
the non-core Other Businesses.

FACTFILE FINANCIAL SUMMARY

Following successful renegotiations this Summer with our
supportive Banking Group, covenants were reset and facilities
renewed. The debr reductions and trading result meant that
covenants were met and our revised banking arrangements
provide greater operational flexibility for the Group going

forward.

In the first half there was a disappointing sce back in
Partnership Homes, with exceptional problems identified

Table 1 Core

£|T| .............................................................................. Other Tota'
1996 Construction Partnership Homes Centre*

External tumover 106.9 96.7 - 50.7 254.3
COperating {loss)/profit (1.3) 0.1 (4.8) - (6.0)
Exceptional loss - {4.3) - - (4.3)
Profit on disposal of discontinued business - - 14 - 14
Loss before interest {1.3) {4.2) (3.4) - {8.9)
Interest payable (2.9)
Loss before taxation {11.8)
£m Other Discontinued Total
1995

External turmover 300.6
Operating profit/{loss) 2.0
Exceptional {loss)/profit (30.5)
{Loss)/profit before interest {28.5)
Interest payable (3.9)
Loss before taxation (32.9)

*Centre costs include new provisions of £0.85m in 1996 (1995: £1.97m provisions utilised)

Lovell Annual Report 1998
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Directors

Sir David Hardy, FCA, FCIT, 66

was appointed to the Board as non-executive Chairman on

1 May 1994, He is also Chairman of the Trustees of the
National Maritime Museum, MGM Assurance and Transport
Research Foundation. Formerly he was Chairman of London
Docklands Development Corporation and Chelsea Harbour
Limited, and Deputy Chairman of London Transport. He is
a Director of James Fisher, Hanson, Imperial Tobacco Group,
Conrad Ritblar and Stirling Lloyd and an Advisory Director
of HSBC Investment Bank.

David Heppell, MSc, BSc (Econ), 53

was appointed to the Board on 23 October 1995 as

Chief Operating Officer 2nd succeeded to the post of
Chief Executive on 1 December 1995. He joined the Group
in 1994 in the position of President of Lovell America Inc.
Before joining the Group he held senior positions in George
Wimpey ple, including President of its US subsidiary.

Gerard McCormack, LLB, CA, 44

was appointed to the Board as Finance Director on

1 April 1994 and will resign on 9 December 1996 to take
up a Board appointment with another plc. He joined the
Group in 1991 as Group Financial Controller having
gained wide experience in the UK and abroad in the
accounting profession.

Audit Committee

Executive Remuneration

George Miller, FRICS, 54

was appointed to the Board in March 1992. He joined

the Group in 1960 and was Managing Director of the
Construction Division from June 1991 to September 1995.
He was appointed Managing Director of the Partnership
Homes Division in January 1996.

Cedric Scroggs, 55

non-executive Director, was appointed to the Board
in September 1990. He is a former Director and
Chief Executive of Fisons ple.

Geoffrey Taylor, FCIB, CBIM, 62

non-executive Director, was appointed to the Board in
June 1987. He was previously Group Chief Executive
and Vice Chairman of Midland Bank plc. Among several
seniot positions held, he is Chairman of Foster Trading
Company Ltd. In approaching his 70ch birthday,

he is not seeking re-election at the forthcoming

Annual General Meeting.

Paul Sellars, FCA, 42

will be appointed to the Board as Finance Director on

9 December 1996. He has recently been the Finance
Director of Berkeley Homes ple prior to which he had
extensive experience in the property and construction sector.

Environmental Committee

G W Taylor — Chairman and Nomination Committee G W L Miller
Sir David Hardy Sir David Hardy — Chairman G W Tilbrook
C A Scroggs C A Scroggs

G W Taylor

Lovell Annual Report 1996







iif) Clearly defined capital investment guidelines and levels

of authority, with certain martters reserved for the Board.

iv) An organisational structure within which individual
responsibilitics are identified and monitored.

Audit Committee

The Audit Commirttee had two meetings in the year.

The terms of reference of the Committee include
monitoring the auditors performance and reviewing
accounting policies and financial reporting procedures.
The Chief Executive, Finance Director and represencatives
of the auditors are normally invited to the meetings.

Environmental Committee

An Environmental Committee chaired by an executive
Director has been formed to draw up and keep under
review a Group environmental policy.

General Purposes Committee

The General Purposes Committee is constituted by two or
more executive Directors and considers routine day-to-day
business decisions which are then reported o the Board.

The Directors of the Partnership Homes and Construction
divisions have met on a monthly basis during the year wo
consider written and oral reports prepared by the divisions’
management. The Board of the Group’s US division met
quarterly during the year.

Executive Remuneration and Nomination
Committee Report

Structure

The Executive Remuneration and Nomination Committee
consists of the three non-executive Direcrors with Sir David
Hardy as Chairman. The non-executive Directors do not
have any personal interest in the matters to be decided by
the Committee other than as shareholders, no potential
conflicts of interest arising from cross-directorships and

no day-to-day involvement in the running of the Company.

The Executive Remuneration and Nomination Committee
has met when necessary during the year. The Company
seeks to provide competitive salaries and benefits to all it
employees. The policy is to ensure that benefit packages
provided are comparable to those provided by other
companies in the sector.

Terms of reference
The terms of reference of the Executive Remuneration and
Nomination Committee are as follows:

(2) To make recommendations to the Board to assist it
in its appointment and retirement of executive and
non-executive Direcrors including agreeing their terms
of appointment secting out their duries, remuneration
and review terms.
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{b) To review recommendations from the Chief Executive
on the overall remuneration and benefits policy of the
Group, with the power and authority to amend if they
consider appropriate.

{c) To determine the remuneration and benefits, including
all bonus schemes, of the execurive Directors and the
Directors of divisional parent companies and other
exccutives of similar status.

(d) To determine the allocarion of share options granted
under the provisions of the Lovell Share Option
schemes.

Review of key matters

The Execurive Directors all have service contracts requiring
two year periods of notice of termination by either party.
Such contractual obligations were entered into prior to the
publication of the Greenbury Report with the exceptions
mentioned below.

The service contract of the Chief Executive contains
provisions requiring a two yeat period of notice of termination
by either party for the reasons set out in lase years report.

P Sellars’ service contract will provide for a one year period
of notice of termination by cither parry.

D A Rees’ service contract provided for 2 two year notice
period by either party. Notice of termination of employment
was given by the Company on 31 January 1996 and he left
the Company’s employment on 24 June 1996. An offer of
settlement of D A Rees” coneractual entitlement has been
made by the Company but not accepred. Proceedings have
been issued against the Company by D A Rees.

Remuneration policy

After consideration the Committee agreed it was
inappropriate ac this time to inviee shareholders to approve
its remuneration policy at the Annual General Meeting this
year. In forming its remuneration policy, the Committee
has given full consideration to the best practice provisions
set out in Secrions C and D of the Greenbury Report.

Salaries

The salaries and remuneration of the non-executive
Chairman and other non-executive Directors and the
executive Directors are recommended by the Committee
and set by the Board. They are determined by comparison
with emoluments paid to Directors in similar companies
of a similar size and after a review of the performance of
the individual. It is che aim of the Commitree to reward
Directors competitively and on the broad principle that they
should be in the range of median 10 upper-quartile of
remuneration paid to senior management of comparable
public companies. For guidance, the Committee refers to
published survey data.
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Bonus scheme

‘The Company provides a discretionary bonus incentive
scheme for directors and senior execurives of the operating
companies, linked to the performance of the business for
which they are responsible. Maximum bonus potential is set
according to seniority.

There has been no bonus scheme for the Directors of the
Company during the year.

Share Option scheme

The Lovell 1995 Executive Share Option scheme was
established and approved at the Annual General Meering of
the Company on 24 January 1995, The Rules of the scheme
are in accordance with institutional guidelines. No options
have been granted under the scheme during the year.

Long Term Performance Related Incentive Scheme

After careful consideration the Committee has decided that
the most effective method of aligning senior management’s
incentive entitlements with the interests of the shareholders
is by the introduction of 2 Long Term Incentive scheme. A
resolution is being proposed at the Annual General Meeting
for such a scheme, full details of which are provided in the
accompanying Chairman’s letter to shareholders.

Pensions

The Group provides retirement benefics for employees by
way of three independent pension schemes. The assets of
these schemes are held by separate trustees and managed
by independent investment managers. The chairman of
the principal scheme is 2 non-executive Director of the
Company. Other trustees include a current pensioner and
two trustees who ate not associated with the Company.
The practice of including the average of three consecutive
years’ bonuses in the calculation for final pensionable salary
for executive Directors, which commenced in 1985, ceased
prior to D H Heppell’s appointment in 1995.

Safety at Work and Environmental policies

The Group is committed to progressive improvement in
healeh, safery and welfare standards and conduces its
undertakings having regard to the Health & Safety at Work
Act 1974 and other relevant legislation and regularions.

It is the Safety at Work policy of the Group to:

*  Comply with all relevant legislative requirements
pertaining to health, safety and welfare as the minimum
standard;

*  Pursue high standards of health, safety and welfare as an
integral part of efficient management of the business and
to ensure that decisions about other priorities take
proper account of health and safety requirements;

*  Safeguard the health, safery and welfare of all its

employees while at work, and to provide, so far as is
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reasonably practicable, working environments which are
safe and withour risk to health;

e  Conduct its underrakings in such a way as to ensure,
so far as is reasonably practicable, that people not in its
employment, but who may be affected, are not exposed
to risks as regards their health and safety;

* Manage a programme to ensure that the Group
understands and complies with changing legislation and
policies and assists where possible in developing together
with other industry, government and professional bodies
a berterment of safety policy and objectives;

*  Provide the necessary training to enable all employees to
carry out their responsibilities under this policy.

Environmentally the Group is committed to the
development and implementation of a corporate
environmental policy and environmental management
system which will ensure that its activities are carried out in
a way which maximises positive benefits o the environment,

It is the Environmental policy and objectives of the Group to:

*  Comply with all relevant legislative requirements and
codes of practice pertaining 1o the environment as che
minimum standard;

*  Pursue high standards of environmental management
and seek to ensure that decisions on other priorities take
due account of environmental issues insofar as they lie
within the Group’s control;

*  Make efficient use of natural resources and manage
waste;

*  Minimise disruption or nuisance on or adjoining its sites
and be sensitive to local concern;

*  Avoid pollution of the air, ground or water;

*  Ensure that waste is handled and disposed of in a proper
manner;

*  Promote awareness and understanding of the Group
environmental policy amengst all employees;

*  Ensure that sub-contractors and suppliers are aware of
relevane parts of the Group environmental policy and,
in particular, the actions required of them;

*  Review performance to ensure that policies and
objectives are being implemented in a manner which
best serves the communities in which the Group does
business and in the interests of shareholders, customers
and employees.
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Options Ordinary shares

30.9.1996  309.1995  30.9.1996  30.9.1995

Sir David Hardy - - 55,000 15,000
D H Heppell 50,000 50,000 60,000 -
G ] MeCormack 52,781 52,781 6,000 6,000
G W L Miller 63,906 63,906 5.911 5,911
C A Scroggs - - 5,000 5,000
G W Taylor - - 6,720 6,720

Share Options granted under The Lovell
Executive Scheme

Total

30 September

1992 1994 1996

D H Heppell - 50,000 50,000
G ] McCormack 2,781 50,000 52,781
G W L Miller 13,906 50,000 63,906

Directors’ interests in contracts

No contracts of significance in relation to the Company’s
or the Group’s business in which Directors had an interest
subsisted at any time during the year.

Fixed assets
Details of the movements in fixed assets are given in notes 9
and 10 to the Accounts.

Donations

No charitable donacions were made during the year
(1995: £6,000). No political donations were made duting
the year (1995: £nil).

Employee involvement

The Directors recognise the need for communication with
employees at every level. All employees receive a copy of the
Annual Report and Accounts which together with briefing
meetings and internal notice board statements keep them
informed of the Group's progtess. Details of the Company’s
Share Option Schemes can be found in note 20 to the
Accounts. A Company SAYE Employee Share Option Scheme
has been established but no options have been granted under
the scheme 1o date. The Group’s Health and Safety and
Environmental policies are set out on page 20.

Post balance sheet event

On 18 November 1996 the Group sold its interests in Wyvols
Court and Swallowfield Office Services Limited. Swallowfield
Office Services is a serviced office business operating from
Wyvols Court, a property located in Swallowfield near
Reading. The sale to HQ Grosvenor Street Limited was made
for a cash consideration of £4 million. The proceeds repaid
the off balance sheet loan of £2.9m secured on the property
with the balance used o reduce Group on balance sheet
borrowings. The sale should not lead to any tax charge.

CREST

CREST is the new computerised system for the settlement of
share dealings on the London Stock Exchange. It will reduce
the amount of documentation currently required and also
make the trading of shares faster and more secure. CREST
will enable shares to be held in an electronic form instead

of the traditional share certificates.
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CREST is voluntary: shareholders can keep their share
certificates if they wish. This may be especially preferable
for sharcholders who do not trade frequently.

This is to give you notice, in accordance with the
Uneerrificated Securities Regulations 1995 (“the
Regulations”), that, on 19 November 1996 the Company
resolved by a resolution of its Directors that title to the
Ordinary shares of 10p each in the capital of the Company,
in issue or to be issucd, may be transferred by means of a
televant system. The resolution of the Direcrors will become
effective immediately prior to CRESTCo Limited granting
permission for the shares concerned to be transferced by
means of the CREST system. g

It is expected that, subject to the approval of the operator
of the CREST system, dealings in the Company’s Ordinary
shares will be settled in CREST from 24 March 1997,

Share capital

Since the last Annual General Meeting no shares have been
issued nor any offer made or agreement entered into which
woulld require shares to be issued.

Disabled employees

It is the policy of the Group that, within the limitations of
its trading activiies, disabled persons are employed on equal
terms. If employees become disabled, every effort is made to
continue their employment with retraining for aleernative
work, if necessary. Opportunities for career development are
available to disabled persons.

Supplier payment policy

The Company recognises the importance of good relationships
with its suppliers and sub~contractors, therefore its established
payment policy is to:

(a) agree payment terms in advance of any commirment
being entered into;

(b} ensure suppliers are made aware of these terms by
inclusion of the terms of payment on the order or
contract;

(¢) ensure that payments are made in accordance with the
terms of the contrace or order providing that the
presented documentation is complete and accurate.

Auditors

Ernst & Young have expressed their willingness to continue
as auditors. A resolution will be proposed at the Annual
General Mecring to reappoint them and to authorise the
Directors to fix their remuneration.

By Order of the Board

ric
ecretary—

5 Decernber 1996
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