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PRESENTATION OF FINANCIAL AND OTHER INFORMATION


In this annual report on Form 20-F (the “Annual Report”), references to “William Hill” and the “Company,” unless the context otherwise requires, are to William Hill Limited.  William Hill Limited and its subsidiaries are collectively referred to herein as the “William Hill Group” or the “Group.”  References to the Group refer to the Group as constituted in the time periods to which such references relate.

On September 30, 1998, William Hill, as guarantor, and its wholly-owned subsidiary, William Hill Finance PLC, as issuer (“William Hill Finance PLC” or the “Issuer”) made their initial filing with the U.S. Securities and Exchange Commission (the “Commission”) of a Registration Statement on Form F-4 (together with all amendments, exhibits and schedules thereto, the “Registration Statement”) under the U.S. Securities Act of 1933, as amended (the “Securities Act”).  The Registration Statement related to the exchange of William Hill Finance PLC’s then outstanding 105/8% Senior Subordinated Notes due 2008 (the “Private Notes”) that were issued and sold in reliance upon exemptions from registration under the Securities Act for its new 105/8% Senior Subordinated Notes due 2008 (the “Exchange Notes”). Although a substantial majority of the Private Notes were exchanged for Exchange Notes, some Private Notes remain outstanding.  The aggregate principal amount of the Private Notes and the Exchange Notes (collectively, the “Notes”) is £150,000,000.

The financial statements herein have been prepared in accordance with accounting procedures generally accepted in the United Kingdom (“UK GAAP”), which differ in certain significant respects from accounting procedures generally accepted in the United States (“US GAAP”).  The significant differences between UK GAAP and US GAAP as they related to the Group are summarized in Note 28 to the Consolidated Financial Statements.

In this Annual Report, references to “pounds sterling,” “pounds,” “£,” “pence” or “p” are to the lawful currency of the United Kingdom (“UK”). The Group prepares its consolidated financial statements in pounds sterling.  Solely for the convenience of the reader, this Annual Report contains translations of certain pounds sterling amounts into U.S. dollar amounts at specified rates.  Unless otherwise stated, the translations of pounds sterling into U.S. dollars have been made at the noon buying rate in New York City for cable transfers in pounds sterling, as certified for customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate”), in effect on December 26, 2000, which was $1.4800 = £1.00.  See Item 3 for historical information regarding the Noon Buying Rate.  No representation is made that pounds sterling have been, could have been or could be, converted into U.S. dollars at the rates indicated or at any other rate.


This Annual Report contains certain forward-looking statements and information.  Such statements are subject to certain risks, uncertainties and assumptions.  See “Forward-Looking Statements.”

FORWARD-LOOKING STATEMENTS

Certain statements in this Annual Report and in the future filings made by William Hill with the Commission and in William Hill’s or William Hill Finance PLC’s written and oral statements made by or with the approval of an officer of William Hill or William Hill Finance PLC constitute “forward-looking statements” within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act, and William Hill and William Hill Finance PLC intend that such forward-looking statements be subject to the safe harbors created thereby.  All statements other than statements of historical facts are forward-looking statements.  The words “believes,” “expects,” “estimates,” “intends,” “anticipates,” and “will be” and similar words or expressions, at times identify forward-looking statements made by or on behalf of William Hill or William Hill Finance PLC.  These forward-looking statements reflect William Hill’s or William Hill Finance PLC’s views as of the date they are made with respect to future events and financial performance, but are subject to many uncertainties and factors which may cause the actual results of William Hill or William Hill Finance PLC to be materially different from any future results expressed or implied by such forward-looking statements.  Although William Hill and William Hill Finance PLC believe that the expectations reflected in such forward-looking statements are reasonable, they can give no assurance that such expectations will prove to be correct.


Prospective investors are cautioned that any such forward-looking statements are not guarantees of future performance and involve risks and uncertainties, and that actual results may differ materially from those in the forward-looking statements as a result of various factors.  Factors that could cause or contribute to such differences are set forth in “Item 3 – Key Information – Risk Factors” in addition to being discussed elsewhere in this Annual Report.

GLOSSARY OF TERMS RELATING TO THE BETTING INDUSTRY

The following terms relating to the betting industry used in this Annual Report have the meanings set forth below:

Amusement with prize 

machines or AWPs
Electronic slot machines into which customers insert coins to play games of chance.  Current regulations allow AWPs to pay cash prizes of up to £15.

Betting Act

UK Betting, Gaming and Lotteries Act 1963. 

Betting duty 

A current duty of 6.75% charged by the UK government on off-track revenues payable by bookmakers pursuant to the Duties Act.  This duty is to be replaced by a Gross Profits Tax on or before January 1, 2002. 

BHB

British Horseracing Board.

Dog racing levy

A voluntary levy, currently 0.4% of the Group’s off-track revenues, relating to greyhound racing for the purpose of supporting greyhound racing in the UK.

Duties Act 

UK Betting and Gaming Duties Act 1981.

Fixed odds bet 

A bet in which the odds are fixed by the bookmaker and are not influenced by the number of customers placing bets.

Gaming Board 

The UK Gaming Board.

Gross Profits Tax 

Refers to a new tax on bookmakers gross profits to be implemented on or before January 1, 2002 in place of Betting duty.  It is expected to be based on bookmakers gross profits representing the sum of the value of stakes less the value of winnings paid out to, or credited to the accounts of, winning customers.

Gross win 

Gross revenues less customer winnings.  

Gross win percentage or GWP.

Gross revenues net of customer winnings, as a percentage of gross revenues.

Horse racing levy 

A current levy of 1.52% on the Group’s LBO revenues, a current levy of 1.15% on UK telephone and UK internet revenues and a fixed fee of £126 per annum in respect of on-track revenues, in each case attributable to horse racing and payable to the Horse Race Betting Levy Board primarily for purposes of augmenting the prize money available for winning horses and providing certain racetrack amenities.  Changes to the levy arrangements for the year ending March 31, 2002 are described in this Annual Report.

Index betting 

In index or spread betting, customers can place complex bets on an individual’s or team’s performance in a sporting or other event.  For example, on a given sporting event, the William Hill Index may quote a spread of 25-35 as the number of points that team A will score.  If a customer believes that team will score more than 35 points he or she may “buy” the Index at the higher quote of 35, specifying an amount he or she would like to bet on each point above 35 (or lose on each point below 35).  If the customer bets £5 per point, he or she would then receive £25 if the final score team A achieves is 40.  Alternatively, he or she would lose £25 if team A achieves only 30 points.  If a customer, however, believes that team A will score less than 25 points he or she may “sell” the Index at the lower quote of 25.  If he or she were to bet £5 per point, he or she would win £50 if team A only achieved 15 points but would lose £50 if team A scored 35 points.   

LBO 

Licensed betting office.

Odds 

The ratio of potential winnings to the stake placed by the customer.  For example, if the odds are 2-1, the winnings will be £2 for every £1 staked.

Starting price 

A price reported by independent observers based on prices offered by a selection of on-track bookmakers at the start of a race.

SFA 

The UK Securities and Futures Authority.

VAT 

UK Value Added Tax, currently 17.5%.

PART I

Item 1.
Identity of Directors, Senior Management and Advisors




Not applicable – Annual Report on Form 20-F

Item 2.
Offer Statistics and Expected Timetable




Not applicable – Annual Report on Form 20-F

Item 3.
Key Information

A.
Selected Financial Data

SELECTED HISTORICAL COMBINED AND CONSOLIDATED FINANCIAL INFORMATION


The following table sets forth selected historical combined income statement data and other financial data for the Company’s subsidiaries prior to the Company’s acquisition of them in 1997 (as further discussed in “Item 4 – Information on the Company – History and Development of the Company”) including for William Hill Organization Limited (“WHO”) and Camec Limited and their respective subsidiaries, Laystall Limited and William Hill Trustee Limited (collectively, “Old William Hill”) and selected historical consolidated income statement data and other financial data for the Group.  The selected consolidated financial data as at December 26, 2000 and December 28, 1999, and for the annual fiscal years ended December 26, 2000, December 28, 1999 and December 29, 1998, are derived from the Historical Consolidated Financial Statements which have been audited by Deloitte & Touche, chartered accountants, London, England, and are included elsewhere in this document.  The selected combined financial data as at December 30, 1997 and December 31, 1996 and for the annual fiscal years ended December 30, 1997 and December 31, 1996 are derived from the historical combined financial statements of the entities comprised within Old William Hill.  These statements are not included in this document.


The selected historical combined and consolidated financial data are prepared in accordance with UK  GAAP, which differs in certain respects from US GAAP as described in note 28 to the Historical Consolidated Financial Statements in respect of consolidated financial data.  The following table should be read in conjunction with “Item 5 – Operating and Financial Review and Prospects” and the Historical Consolidated Financial Statements.


Old William Hill
The Group



53 weeks ended
39 weeks ended
13 weeks ended


52 weeks ended


Dec 31,
1996
Sep 30,
1997
Dec 30,
1997
Dec 29,

1998
Dec 28,
1999
Dec 26,
2000
Dec 26,
2000 (1)


£ million
£ million
£ million
£ million
£ million
£ million
$ million

Income Statement Data
UK GAAP:








Revenues 

1,647.5
1,288.3
384.4
1,805.8
1,877.9
2,042.4
3,022.8

Operating income before exceptional items

49.5(2)
57.4
19.0
90.5
75.0
81.4
120.5

Share of operating profit in associated undertaking (6) 

-
-
-
3.5
3.9
5.6
8.3

Impairment of goodwill in associated undertaking (6) 

-
-
-
-
(24.0)
-
-

Exceptional items (3) 

2.0
(5.6)
-
(2.0)
(5.2)
-
-

Income from fixed asset investments

-
-
-
-
-
0.2
0.3

Net interest income/(expense) 

7.4
1.2
(14.7)
(74.3)
(48.8)
(41.2)
(61.0)

Interest exceptional items (4) 

-
-
-
-
(28.8)
-
-

Taxation
-
-
-
(1.4)
(10.9)
(13.7)
(20.3)

Net income/(loss) 

32.2
40.6
4.3
16.3
(38.8)
32.3
47.8

US GAAP:
Operating income

42.7
53.6
15.2
74.3
51.4
66.5
98.4

Net income/(expense) 

29.4
42.5
1.6
5.4
(52.4)
15.6
23.1

Other Financial Data:








Cash dividends paid

-
38.5
-
-
-
-
-


Old William Hill
The Group



Dec 31,
1996
Dec 30,
1997
(restated)(5)
Dec 29,
1998
(restated)(5)

Dec 28,
1999
Dec 26,
2000

Dec 26,
2000 (1)


£ million
£ million
£ million
£ million
£ million
$ million

Balance sheet Data:







UK GAAP:
Total assets

507.3
750.2
769.8
759.2
814.0
1,204.7

Total debt

6.5
690.1
701.4
478.4
471.7
698.1

Shareholders’ equity 

158.1
4.3
20.6
212.3
244.7
362.2

US GAAP:








Total assets

499.4
782.6
783.2
743.0
781.2
1,156.2

Total debt

6.5
718.6
725.9
492.0
483.0
714.8

Shareholders’ equity

149.4
1.6 
6.3
184.7
200.4
296.6

(1)
U.S. dollar amounts in this column have been translated solely for the convenience of the reader, at an exchange rate of £1.00 = $1.4800, the Noon Buying Rate on December 26, 2000.

(2)
This includes the negative effect of Dettori Day on September 28, 1996, when jockey Frankie Dettori rode seven consecutive winning horses at Ascot against very high odds, resulting in an £8.0 million loss to the Group.

(3) Operating exceptional items consisted of: provisions for diminution in fixed assets of £1.3 million in 1997, impairment of pension assets of £5.2 million in 1997, £2.0 million of abortive flotation costs in 1998 and £0.9 million of abortive flotation costs and £4.3 million of acquisition costs in 1999. Non-operating exceptional items consisted of profit on disposal of fixed asset investments of £2.0 million and £0.9 million in 1996 and 1997, respectively.  Operating income under US GAAP does not take into account exceptional items which are fully charged or credited as appropriate.

(4) Exceptional interest items in 1999 relate to finance fees incurred in relation to an aborted refinancing, fees paid to high yield bond holders to obtain their consent regarding the change of control of the Group, unamortized finance fees relating to the convertible unsecured loan stock (“CULS”) which were waived or repaid during the year, unamortized finance fees relating to the bank loan facilities that were refinanced during the year and the cost of terminating an interest rate swap agreement that was replaced with new hedging arrangements.

(5) 1997 and 1998 balance sheet data has been restated for a change in accounting policy, relating to the reinstatement of goodwill previously written off to reserves.

(6) Prior to the year ended December 29, 1998 Satellite Information Services (Holdings) Limited (“SIS”) was accounted for as an investment and income was accounted for on a dividend basis.  Since 1998 SIS has been accounted for as an associated undertaking and the Group accounts for its share of SIS profits less amortization of goodwill.  In the year ended December 28, 1999, a provision was made for the goodwill relating to SIS.

Exchange rate information

The following tables set forth certain information regarding the Noon Buying Rate as certified for customs purposes by the Federal Reserve Bank of New York for pounds sterling, expressed in U.S. dollars per pound sterling.

Fiscal Year Ended 
At Period End
Average Rate(1)
High
Low

December 31, 1996

1.71
1.57
1.71
1.50

December 30, 1997

1.64
1.64
1.70
1.58

December 29, 1998 

1.68
1.66
1.72
1.61

December 28, 1999 

1.62
1.61
1.68
1.55

December 26, 2000

1.48
1.52
1.65
1.40

(1) The average of the Noon Buying Rate for pounds sterling on the last business day of each period.

Period
High
Low

5 weeks ended March 27, 2001

1.47
1.42

4 weeks ended February 20, 2001

1.48
1.44

4 weeks ended January 23, 2001

1.50
1.46

5 weeks ended December 26, 2000

1.49
1.44

4 weeks ended November 21, 2000

1.45
1.40

4 weeks ended October 24, 2000

1.48
1.43

B.
Capitalization and indebtedness




Not applicable – Annual Report on Form 20-F

C.
Reasons for the offer and use of proceeds




Not applicable – Annual Report on Form 20-F

D.
Risk Factors

Significant Leverage and Ability to Service Debt


The Group has a significant amount of indebtedness, both as a result of the 1997 Acquisition (as defined and discussed in “Item 4 - Information on the Company - History and Development of the Company”) and William Hill Finance PLC’s issuance of the Notes in 1998.  For a detailed description of the Group’s indebtedness, see “Item 5 - Operating and Financial Review and Prospects - Liquidity and Capital Resources.”


The Group’s debt service obligations could have important consequences for holders of the Notes (the “Holders”), including the following: (a) a substantial portion of the dividends and other payments to William Hill from its subsidiaries will be dedicated to the payment of principal and interest on its indebtedness, thereby reducing the Group’s ability to fund the Group’s operations, (b) the Group’s ability to obtain additional financing in the future may be limited, (c) certain of the Group’s borrowings will be at variable rates of interest, which could cause the Group to be vulnerable to increases in interest rates, (d) all of the senior debt incurred in connection with the 1997 Acquisition (as defined) is secured and ranks in priority to the Notes and will become due prior to the time the principal payments on the Notes will become due, (e) the Group’s indebtedness imposes numerous financial and other restrictive covenants that limit the ability of the Group and its subsidiaries to, among other things, borrow additional funds, dispose of assets or pay cash dividends, and the failure to comply with such restrictions may result in an event of default, which, if not cured or waived, could have a material adverse effect on the Group, (f) the Group’s indebtedness could place the Group at a competitive disadvantage compared to those of its competitors that have less debt and (g) the Group’s substantial degree of leverage may hinder the Group’s ability to adjust rapidly to changing market conditions and could make the Group more vulnerable in the event of a downturn in general economic conditions or its business. There can be no assurance that the Group’s revenues will be sufficient for payment of the Group’s and the Issuer’s indebtedness, including the Issuer’s indebtedness under the Notes.

The Group’s and the Issuer’s ability to make scheduled payments of the principal of, to pay interest on or to refinance its or their indebtedness and to make scheduled payments under the Group’s operating and capitalized leases depends on the Group’s future performance, which to a certain extent is subject to economic, financial, competitive and other factors beyond the Group’s control. Based upon the current level of operations and anticipated growth, management believes that available cash, together with available borrowings under a credit agreement between, among others, William Hill, certain lenders in their capacity as lenders, and Deutsche Bank, as agent, relating to the 1997 Acquisition, as amended, and other sources of liquidity, will be adequate to meet the Group’s and the Issuer’s anticipated requirements for working capital, capital expenditures, interest payments, scheduled principal payments and other general corporate requirements. There can be no assurance, however, that the Group’s business will continue to generate sufficient cash flow from operations in the future to pay principal and interest on indebtedness. If unable to do so, the Group and the Issuer will be unable to repay their existing debt and may be required to refinance all or a portion thereof (including the Notes), sell assets or obtain additional financing. There can be no assurance that any such refinancing would be possible or that any such sales of assets or additional financing could be achieved. See “Item 5 – Operating and Financial Review and Prospects – Liquidity and Capital Resources.”

Risks Associated with the Gambling Industry


The operation of gambling facilities in the UK is generally subject to extensive governmental regulation, and, in particular, the activities of the Group are subject to the Betting Act. Regulatory authorities typically require various permits, licenses, findings of suitability and approvals to be held by operators of bookmaking activities. The regulatory authorities in the UK have discretion in the granting, renewing and cancellation of permits and licenses and require that such permits and licenses be renewed periodically. In addition, gambling debts may not be enforced legally in the UK and, therefore, the Group may be unable to collect gambling debts from its customers in certain circumstances. While the Group carries out its business in such a manner so as to reduce this risk, there can be no assurance that the Group will be able to recover all gambling debts from its customers in the future. Each of the Group’s operational subsidiaries and all of its applicable key personnel currently hold all requisite permits, licenses and approvals and are otherwise currently qualified to operate in all the jurisdictions in which the Group operates. No assurance can be given, however, that any new, renewed or subsequent permits, licenses or approvals that may be required of the Group or its key personnel in the future will be granted or that existing permits, licenses or approvals will be renewed or will not be cancelled.


The operation of the Group’s gambling facilities in Antigua and Barbuda is subject to regulation by the Government of that jurisdiction.  The Group holds three licenses in respect of such offshore operations.  See “Item 4 – Information on the Company – Business Overview – Offshore Regulation.”  As part of the UK Government’s changes to replace betting duty with a Gross Profits Tax (described below), it is expected that there will be a repatriation of the Group’s offshore internet and telephone bookmaking operations to the UK.  The Group is considering whether it can or should retain any of its three licenses to operate in the jurisdiction of Antigua and Barbuda.  See “Item 4 – Information on the Company – Business Overview – Offshore Regulation.”  No assurance can be given, however, that any new, renewed or subsequent licenses that may be required by the Group in the future will be granted or that the existing licenses will be renewed or will not be cancelled.


The Group has a company registered in Ireland (a director of which has a bookmaker’s permit) which is capable of operations in accordance with Irish legislation affecting betting.   See “Item 4 – Information on the Company – Business Overview –  Offshore Regulation”.  No assurances can be given that any new, renewed or subsequent permits that may be required by the Group to operate in Ireland in the future will be granted or that existing permits will be renewed or will not be cancelled.


The UK Government has announced a review of the gambling industry by an independent body which is expected to report in the second half of 2001.  The majority of UK gambling legislation was written in the 1960s.  One of the intentions of the review is to examine the appropriateness of current legislation.  While this review will offer opportunities to the betting industry, there also is a possibility of certain proposals being put forward, e.g. betting in public houses, that will be less attractive to the industry.  Although the Group does not expect any significant changes for several years, it cannot predict whether any changes will be implemented before several years have passed, nor can it guarantee that any changes will be implemented at all.  Furthermore, the Group cannot give any assurance that all proposals and changes eventually implemented, if any, will be in the interests of the betting industry.

In the UK the Betting Act restricts the use of advertisements relating to the bookmaking business.  See “Item 4 – Information on the Company – Business Overview – UK Regulation – Advertising and Promotion.”  There can be no assurance that new restrictions will not be imposed.  Current UK legislation also restricts the advertisement of the Group’s offshore operations in the UK.  See “Item 5 – Operating and Financial Results and Prospects – Recent Developments – Regulatory Developments.”  There can be no assurances that existing and potential future law and regulation will not have a material adverse effect on the the Group’s offshore operations.

Bookmakers in the UK generally are subject to significant taxation and fees, including, in particular, Betting duty, which is currently imposed at a rate of 6.75% of off-course betting revenues. Such taxes and fees are subject to increase at any time. Following a period of consultation with the betting industry, the UK Government, in its fiscal budget, announced on March 7, 2001, the replacement of Betting duty by a 15% Gross Profits Tax effective at the latest from January 1, 2002.  This change is expected to have a significant positive effect on the overall profitability of the Group but its effect is dependent on factors outside the control of the Group.  There can be no assurances that other changes will not be made to tax legislation that would have a detrimental effect on the Group’s results of operations.

The Group pays substantial taxes and fees, such as Horse racing levy and Dog racing levy, mainly with respect to its bookmaking operations and will likely incur similar taxes and fees in the future. Any material increase or the adoption of additional taxes or fees could have a material adverse effect on the Group.  There have also been recent proposals to alter the levy system and the financing of horse racing in the UK generally.  See “– Horse Racing Financing” and “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Regulatory Developments.”  Management cannot predict what, if any, alternative financing arrangements will be imposed upon the bookmaking industry and the consequences for the Group as a result of these regulatory changes, and no assurance can be given that such arrangements will not materially and adversely affect the Group’s results of operations.


In common with the other major bookmaking operators in the UK, the Group is not a pari-mutuel betting operation.  The Group’s primary products involve fixed-odd betting where winnings are paid on the basis of the stake placed and the odds quoted rather than derived from a pool of stake money received from all customers. Consequently, although the Group utilizes risk management procedures and engages in certain hedging transactions to limit its exposure with respect to a substantial majority of the Group’s revenues, there is no upper limit on the losses that could be incurred by the Group in relation to each betting outcome.  A bookmaker’s odds are determined so as to provide an average return to the bookmaker over a large number of events.  There is an inherently high level of variation in Gross win percentage event by event and day by day.  In the long term the Gross win percentage remains fairly constant, but in the short term there is less certainty of profitability.  In spite of this, daily losses in the LBO business have been rare. Since the beginning of 1996 to March 30, 2001, a daily loss on a Gross win level has occurred in the LBO business on a limited number of occasions, including, for example, on Dettori Day. Although on an annual basis the Group has never suffered a loss as a result of payouts to winning customers made on its bookmaking operations, the Group has from time to time experienced significant losses with respect to individual events or betting outcomes. There can be no assurance that the Group will not suffer such fluctuations and single-event losses in the future, the effect of which on the Group’s operating results could be material. 

Competition 


 The Group faces competition from other bookmakers in the business areas in which it operates as well as from suppliers of other gambling products, such as the National Lottery. Management believes that its major competitors in the UK among bookmakers are Ladbrokes International, a Hilton Group PLC company (“Ladbrokes”) and Coral Eurobet plc (“Coral”). Management does not believe that the Group currently faces significant competition from other participants in the gambling industry, namely bingo halls and soccer pools. The competition from offshore bookmakers offering both telephone and internet based services and the Group’s response to this threat is discussed in “Item 5 – Operating and Financial Review and Prospects – Recent Developments” and in “Item 4 – Information on the Company – Business Overview.”  The Group proposes to repatriate its offshore bookmaking operations to the UK by January 1, 2002 at the latest in response to the changes in taxation discussed above.  There can be no assurances that competition from telephone and internet bookmakers that retain offshore operations, or from new competitors emerging in the UK as a result of changes in the UK tax legislation, will not have a material adverse effect on the Group’s results of operations.


Significant competitive factors among participants in the bookmaking business include, among other things, the location of a participant’s LBOs, the total number of LBOs in a participant’s portfolio, the fixed odds offered, the number and type of products offered and the quality of service provided in connection with betting products. Competition in the bookmaking industry in the UK is heavily constrained by the regulatory environment in a number of respects. In particular, UK regulations restrict the location and, effectively, the number of new LBOs. A key factor in determining the success of a bookmaker’s operations, therefore, is the quality and location of its existing LBOs. Management believes that it is unlikely that the Group or its competitors will be able to significantly expand the number of LBOs operated other than through the acquisition of smaller bookmaking chains. Management believes that for the Group, significant growth opportunities via acquisition are limited.

Management intends to seek real underlying growth via the further development of its products and channels and through continued investment in its facilities. There can be no assurance, however, that such initiatives will result in increased revenues for the Group. In addition, there can be no assurance that any further development or investment by the Group will not be copied by the Group’s competitors.

Seasonality; Cyclicality


The Group’s operating results are affected by seasonality and, in particular, the schedule of the horse races on which the Group accepts bets and from which a high proportion of the revenues of the Group is derived.  The horse racing schedule in the UK is weighted towards the spring and summer months, with certain high profile races which attract significant betting activity, such as the Grand National and Derby, occurring during this period.  Accordingly, the Group has historically recorded higher revenues in the second quarter.  Outdoor sporting events, particularly horse races, are subject to cancellations due to adverse weather conditions.


William Hill’s operating results are also affected by the schedules of other significant sporting events which may occur at regular time intervals, such as the European Football Championships and the soccer World Cup. Cancellation of one or more significant sporting events could cause fluctuation in revenues over the short term, which could have a material adverse impact on the Group’s cash flow. 


In addition, the Group’s operating results, like those of other participants in the gambling industry, have historically been cyclical in nature, with demand for the Group’s products influenced to a certain degree by general economic trends. While the Group believes that the continued development of product distribution channels and geographic markets reduces the Group’s exposure to specific cyclical events and it can minimize the effects of these trends by, among other things, delaying certain capital expenditure programs, there can be no assurance that the Group’s operating results will not be affected by general economic trends in the future. 

Foot and Mouth Disease


In February 2001, horse racing in the UK was suspended for a seven day period due to an outbreak of foot and mouth disease, and the UK horse racing program has since been significantly reduced.  See “Item 4 – Information on the Company – Business Overview – Seasonality” and "Item 5 – Operating and Financial Review and Prospects – Recent Developments – Foot and Mouth Disease."  Over the period during which the horse racing program has been curtailed, the Group has mitigated the loss in revenues and profits by increasing and vigorously promoting alternative betting products and by including increased coverage of overseas horse racing in its LBOs.  Nevertheless, there can be no assurance that the duration of the disease and its continuing effects on the UK horse racing program will not have a material adverse effect on the results of operations of the Group.  It is not possible to predict how long the outbreak of foot and mouth disease might last or its impact on the sporting program and the Group future performance.

Dependence on Key Personnel

The Group depends on the efforts and skills of a number of key personnel, including John Brown, Executive Chairman; David Harding, Chief Executive; Robert Lambert, Group Finance Director and Deputy Chief Executive (until his retirement from the Group in May 2001); Thomas Singer, Group Finance Director who replaced Robert Lambert on March 1, 2001; William Haygarth, Managing Director for E-commerce; David Lowrey, Managing Director for Telephone Betting; and Ian Spearing, Managing Director for Retail Betting, together with other directors and senior management.  In addition, the Group’s future success depends to a large extent on its ability to continue to attract, motivate and retain highly experienced and qualified employees. The loss of the services of such individuals, to the extent that the Group could not replace them, or an inability to attract new personnel could have a material adverse effect on the Group’s business.  The Group has entered into employment agreements with the directors who exercise day to day management of the Group.  Among other things, these agreements require all the executive directors of the Group to give one year’s notice of their intention to resign. The Group has not obtained “key man” life insurance policies for any of its personnel.

Horse Racing Financing


In January 1998, BHB issued a report concerning the financing of horse racing in the UK.  Although the report recommended, among other things, an increase in the horse racing levy, the Government has since accepted proposals that the horse racing levy be completely abolished.  See “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Regulatory Developments.”


The UK Government announced on March 2, 2000 that the Levy Board and the current levy process is to be abolished.  The Government invited the BHB to produce a realistic plan for the funding of racing, taking into account income generated from all sources, including the bookmaking industry.  The plan is still under discussion by interested parties and its recommendations are still subject to discussion between bookmakers and the horse racing industry.  It is considered unlikely that a change will be implemented for at least two years and the effect of such a change on the Group’s results of operations remains uncertain. The Horse Racing Levy for the year commencing April 1, 2001 was agreed by the Horse Race Betting Levy Board on October 30, 2000.  See “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Regulatory Developments.”

Renewal of SIS Contract

As discussed in “Item 4 – Information on the Company – Satellite Information Services,” the Racecourse Association (“RCA”) served notice to SIS that it intends to terminate the current agreement between it and SIS with effect from April 30, 2002.  The RCA invited SIS to tender for a new contract with negotiations to be completed by September 30, 2000 and stated that if an agreement had not been concluded by that date SIS would not be granted a further license to make transmissions.  The RCA would then make new arrangements to provide services to the betting industry with effect from May 1, 2002.  SIS is still seeking to negotiate a new contract, although this deadline has effectively been deferred with the RCA focused on the wider issues of non-betting shop media rights.  The RCA intends to achieve a significant increase in revenue from this contract, and while SIS will seek to renegotiate an acceptable increase, the Group cannot guarantee that any additional contract fee, payable by SIS or its successor, will not have to be passed on to its betting office operation via an increase in the fee.

In the interim, SIS has secured long term agreements to transmit foreign racing, greyhound racing and numbers betting and will attempt to continue supplying a betting shop service regardless of the outcome of the RCA negotiations.  However, there can be no assurance that the continuing uncertainty with respect to such negotiations, coupled with the Group's reliance on services supplied by SIS, will not have a material adverse effect on the Group's financial condition or results of operations.

Year 2000 Compliance


The Group completed all phases of its Year 2000 compliance program prior to December 31, 1999, in order to effect the transition of dates from 1999 to 2000 without functional or data abnormality and without inaccurate results related to such dates.  The costs of implementing the Year 2000 compliance program to date have not been material.  However, there can be no assurance that further additional costs will not be incurred in connection with such program.   Any failure on the part of the Group or any third party upon which the Group relies to ensure that its equipment and software is Year 2000 compliant could have a material adverse effect on the Group’s results of operations.

In view of management’s assessment of the Group’s state of readiness for Year 2000, no compliance contingency plans were created. If for any reason the Group’s preparations for Year 2000 compliance were inadequate, the failure to have a contingency plan could have a material adverse effect on the Group’s financial condition and results of operations.

Technology Risks

The Group’s operations, including but not limited to its telephone betting and its internet operations, are highly dependent on technology and advanced information systems, and there is a risk that such technology or systems can fail.  In the event of such failure, the Group's disaster recovery procedures would take effect, which include manual methods as well as those reliant on technology, but there can be no assurances that such procedures will prevent or even mitigate any material adverse effect of such failure on the Group's financial condition or operations.  Similarly, there can be no assurances that the technology currently used by and being developed by the Group will be successful, or that it will not be rendered obsolete by new technologies introduced in the industry or adopted by the Group's competitors.

Internet Operations


The Group's internet operations are dependent on the sustained viability of the internet as a commercial medium.  Even with increased customer traffic, the internet's viability as a marketplace may be threatened if it lacks a proper infrastructure to support the increased traffic, or if high-speed connectivity services and other technologies are not widely available, or if the internet becomes subject to excessive government regulation or if there is a general reduction in internet use.  These factors will have a significant impact on the ongoing development and future growth of the Group’s internet operations.

The ongoing development and growth of the Group's internet operations also depends in large part on the continuing and widespread use of the internet by the Group's current and potential customers.  If the Group or any of the third-party services on which it relies failed to transmit customer information and payment details on-line in a secure manner, or if they otherwise failed to protect customer privacy in on-line transactions, there is a risk that the Group's current customers would stop accessing the Group's internet sites or that potential customers would be deterred from using the Group’s internet sites.  There can also be no assurances that the Group's sites will not be subject to disruption by "hackers" or other security breaches. These types of events could expose the Group to potential liability and could materially adversely affect the Group's results of operations.

Factors such as the Group’s ability to access new geographical markets, to attract and retain new customers, to maintain revenues and margins and to manage costs are all factors which have a significant influence on the ongoing development and future growth of the Group’s internet operations.  A management structure has been put in place and business strategy established to meet the commercial objectives while minimizing risk but there can be no assurances that this structure is adequate, or that the strategy will lead to future profitable growth, or that the Group would not be exposed to potential liabilities that could materially adversely affect the Group’s results of operations.

Intellectual Property


The Group operates a policy of protecting its intellectual property rights, for example, by registering its trademarks and internet domain names.  However, there can be no assurances that the Company will be able to protect and enforce its intellectual property rights, or that its failure to do so would not have an adverse effect upon its business and its results of operations.  For  a further discussion of the Company’s intellectual property rights, see “Item 5 – Operating and Financial Review and Prospects – Research and Development, Patents and Licenses, etc.” and “Item 8 – Financial Information – Consolidated Statements and Other Financial Information – Legal Proceedings.”

European Monetary Union


Although the UK government has stated that the UK will not participate in European economic and monetary union (“EMU”) at this time, it is not clear whether, or on what terms, the UK would be permitted to participate at some later time.  The current policy of the government of the UK is that any decision to join EMU will only be taken after a national referendum and, in any event, not before 2002.  The Group may need to adapt certain of its business systems to accommodate the introduction of Euro notes and coins irrespective of whether the UK becomes a member of EMU.  In the event that the UK joins EMU the Group will need to convert its business systems to ensure Euro-compliance and this could potentially have a material adverse effect on the Group.

Cross-border Gambling

Most countries regulate or, in some cases, prohibit gambling activities.  Historically, the regulation of the gambling industry has been organized at a national level.  No international gambling regulatory regime exists.  Accordingly, while the Group is satisfied that it complies with the laws and regulations of the UK, the Isle of Man (where it had betting operations until February 20, 2001), Antigua and Barbuda, and Ireland (where it has limited betting activities), the question of whether, or the extent to which, existing domestic legislation in other countries applies to the international betting activities of the Group is uncertain.  In addition, certain countries have enacted specific legislation prohibiting internet gambling, such as the People’s Republic of China, and similar legislation has been proposed, but not yet enacted, in others, including the United States. Although the Group follows legal developments in certain jurisdictions the Group has not undertaken a comprehensive review of the gambling law and regulation in every jurisdiction in which it advertises or from which it accepts bets.  Accordingly, there can be no assurances that the application of existing and potential future law and regulation will not have a material adverse effect on the development and operation of the Group’s international activities.  

Item 4.
Information on the Company

General

Introduction

The William Hill Group is a leading provider of off-track bookmaking services in the UK and elsewhere in connection with a wide variety of sporting and other events to UK and international customers.  The Group provides its customers with a full range of traditional betting products as well as a number of newer innovative betting products.

The Group offers odds on a large number of events at any given time and delivers its betting products to its customers principally through three distinct channels: (a) a UK nationwide network of LBOs; (b) its telephone betting operations and (c) its internet betting operations.  The Group’s LBOs operate largely on the basis of cash transactions with customers whereas telephone betting is a non-cash operation which primarily utilizes customer lines of credit, debit card facilities and advance deposits; and internet betting utilizes debit and credit card facilities. At December 26, 2000, the Group operated 1,526 LBOs throughout the UK, of which 45% were located within the London and Southeast England area. The Group is the UK’s second largest operator of LBOs, based on publicly available information including financial statements of the Group’s principal competitors.  Inside LBOs, customers have access to real-time race information; normally 13 television screens provide live race coverage and commentary, as well as race prices and results through satellite links.  The Group has also installed AWPs in virtually all of its LBOs.  In the year ended December 26, 2000, LBOs, including AWPs, generated approximately 73% of the Group’s total revenues.  The Group believes, based on a review of the Group’s principal competitors’ financial statements, that it is the market leader in telephone betting services to UK customers.  The Group provides telephone bookmaking services through its operations in the UK and a deduction free service (low deduction during 2000) for UK and international customers from operations launched on January 23, 2000 in Antigua.  The Group also provided deduction free bookmaking services to non-UK customers through its international telephone betting facility formerly based in the Isle of Man.  In the year ended December 26, 2000, telephone betting generated approximately 19% of the Group’s total revenues. The Group offers a full bookmaking service on its sportsbook websites, one based in Antigua and one in the UK.  The Group also operates an internet casino which was launched on January 12, 2000.

The following chart provides certain information about the Group, including: (a) total revenues of the Group and revenues associated with each of its principal product channels and each of its individual betting products, and (b) the approximate percentage of the Group’s total revenues attributable to each of its principal product channels and each of its individual betting products, in each case for the year ended December 26, 2000.
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Includes on-track betting and Group promotions.
(2)
Revenues from AWPs are reported as customer losses, net of VAT.

(3)
Internet betting and gaming revenues include revenues from the Group’s casino site which are stated as the customer drop.

A.
History and Development of the Company


William Hill Organization Limited (“WHO”), a principal subsidiary of the Company, was founded in London in the 1930s as a telephone bookmaking business.  WHO has expanded considerably since its founding and by 1988 was the second largest off-track bookmaker in the UK in terms of revenues, with a total of 908 LBOs and approximately 25,000 credit account customers.  In 1988, WHO was acquired by Grand Metropolitan plc for approximately £331 million.  Subsequent to such acquisition, Grand Metropolitan plc began the process of integrating the operations of WHO with the bookmaking operations of its subsidiary, Mecca Bookmakers Limited (“Mecca”), now called Camec Limited.  This process was continued by the Brent Walker Group, which purchased WHO and Mecca from Grand Metropolitan plc in 1989 for approximately £685 million (which was subsequently reduced by £117.5 million).  Subsequent to such purchase, the existing bookmaking operations of the Brent Walker Group (then held by Laystall Limited), Mecca and WHO were combined under a holding company, The William Hill Group Limited (“WHGL”).

In December 1997, William Hill, a limited company incorporated in Great Britain on October 6, 1997, for acquisition purposes, acquired WHO, Laystall Limited, Camec Limited and William Hill Trustee Limited, along with their respective subsidiaries from WHGL (then known as Blueslate Limited) for approximately £700 million plus fees and expenses (the “1997 Acquisition”).  William Hill is a company subject to the laws of England and Wales.  The address and telephone number of the Company’s registered address is provided in “Item 10 – Additional Information – Memorandum and Articles of Association.”  Subsequent to the 1997 Acquisition, William Hill Finance PLC, a public limited company incorporated in Great Britain on November 6, 1997, was a wholly-owned subsidiary of William Hill, which in turn was, until March 1999, a wholly-owned subsidiary of Grand Financing Limited (formerly “The Grand Bookmaking Holdings Limited”), a company indirectly and beneficially owned by Nomura International plc (“Nomura”).

Pursuant to the terms of a sale and purchase agreement (the “Sale and Purchase Agreement”), dated February 20, 1999 and amended March 26, 1999, between Chartley Limited (now William Hill Holdings Limited) (“WHH”) and Nomura International plc, WHH acquired, through a subsidiary formed for this purpose, all of the shares and certain securities of William Hill (the “Acquisition”) on March 29, 1999 (the “Acquisition Date”).  The total consideration for the Acquisition was £824 million (including £494 million of acquired debt) net of transaction expenses (the “Consideration”).  The Consideration reflected the levels of surplus cash and outstanding debt specified in the Sale and Purchase Agreement.

Prior to the Acquisition Date, William Hill Finance PLC successfully solicited consents from the Holders of the Notes with respect to, among other things, the change of control provisions of the indenture governing such Notes (the “Indenture”).  The change of control provisions would otherwise have given the Holders of the Notes the right to require William Hill Finance PLC to offer to repurchase such Notes at 101% of the principal amount, together with accrued and unpaid interest to the date of such repurchase.  The fee for such consents was £10 in cash for each £1,000 in principal amount of the Notes with respect to which a consent was received.

Under the terms of an inter-creditor agreement (the “Intercreditor Agreement”), dated December 2, 1997, between, among others, William Hill Finance PLC and Deutsche Bank, the above-referenced amendment to the Indenture required the consent of Deutsche Bank, which consent was given.  In connection therewith the parties entered into a new inter-creditor agreement (the “New Intercreditor Agreement”).

The Group’s indebtedness includes a senior term loan and revolving facilities agreement (as amended on March 26, 1999, the “Senior Facilities Agreement”) provided to William Hill and WHO.  There was no increase in the gross amounts of the Group’s indebtedness as a result of the Acquisition but certain fees and expenses of  approximately £24 million net resulting from the Acquisition and a cancelled initial public offering of William Hill was paid by members of the Group.  The Group also incurred a charge of £3.8 million from William Hill Holdings Limited in respect of a management bonus scheme entered into at the time of the acquisition by William Hill Holdings Limited.  The intention is that payment to William Hill Holdings Limited will not be made before all monies due by the Group under its senior debt facilities and Exchange and Private Notes have been discharged in full.  


Subsequent to the Acquisition, William Hill is ultimately owned and controlled by William Hill Holdings.  William Hill Finance PLC continues to be a wholly-owned subsidiary of William Hill.

B.
Business Overview

The UK betting industry is highly regulated under the Betting Act which establishes a regulatory regime that, among other things, imposes a variety of licensing requirements on bookmakers. It is illegal to operate as a bookmaker in the UK without a permit, and each LBO is required to hold an individual license.  The Betting Act governs the requirements for the granting of UK permits and licenses.  See “– UK Regulation – Requirements of the Betting Act.”

The principal channel through which the Group offers its betting products is via its network of UK LBOs. At December 26, 2000 the Group operated 1,526 LBOs in the UK.  The Group’s principal competitors in the LBO market are Ladbrokes with approximately 1,900 LBOs, Coral with approximately 870 LBOs, Stanley with approximately 540 LBOs and the Horserace Totalisator Board (the “Tote”) with approximately 330 LBOs. The remaining part of the betting market is highly fragmented and is characterized by a large number of small operators, none of which operates more than 250 LBOs. Over the past few years, there has been significant industry consolidation, as smaller independent bookmakers, unable to match the technology and breadth of service offered by the major bookmakers and/or adversely affected by the National Lottery, have either sold out to the major operators or closed. This consolidation has reduced the number of LBOs operating in the UK from over 9,400 in 1993 to approximately 8,200 currently.

The second principal channel for betting is via the telephone.  The Group believes, based on a review of the Group’s principal competitors’ financial statements, that it is the market leader in the provision of telephone betting services to UK customers.  In 2000 the Group established its own offshore telephone betting operations and this segment has continued to grow due to the attractions of betting offshore that is not subject to duty and only low or no deductions.  See – “Item 5 – Operating and Financial Review and Prospects – Operating Results – Recent Developments.”

The third channel for betting is via the internet, which continued its development in the year although it remains relatively new to the bookmaking industry as compared with LBOs and telephone betting.  The Group’s internet betting sites became operational in 1998 and from August 1999 the Group has provided a full betting service.  See “Item 5 – Operating and Financial Review and Prospects – Operating Results – Recent Developments.”

The launch of the National Lottery in 1994 brought about a significant change to the Government’s attitude to gambling which impacted across the whole gambling industry and resulted in a number of piecemeal deregulation and other initiatives.  On December 8, 1999 the government announced that a total review of the industry would take place with the setting up of an independent Gambling Review Body.  In March 2000, the Government announced a review of the basis of taxing betting and in March 2001 announced a replacement of Betting duty with a 15% Gross Profits Tax, to be implemented from January 1, 2002 at the latest.   See “Item 5 – Operating and Financial Review and Prospects – Operating Results – Recent Developments.”

Business Strategy


The Group’s objective is to maximize long term profitability through increasing revenues and gross profits while tightly managing the level of overheads across its whole business.  The Group is also seeking to improve its range of products and delivery channels, to maximize the benefits of new technology and to expand its target market internationally.

Products


The Group’s principal product consists of taking traditional bets on sporting and other events. The most popular event on which the Group offers odds is horse racing, followed by greyhound racing and soccer, and the Group offers odds on many other sports events, including rugby, cricket, tennis, golf, grand prix racing, American football, baseball, basketball and ice hockey. Horse racing is widespread in the UK. There are 59 tracks staging over 1,200 fixtures and approximately 7,600 races a year. The Group also takes traditional bets on non-sporting events, such as the outcome of political elections, Academy Award winners and popular music chart results. In addition to traditional betting, the Group provides numbers and index betting products and operates AWPs.

The following table sets forth approximate revenues attributable to the Group’s betting products for the periods indicated:


52 weeks
ended
December 29,
1998
52 weeks
ended
December 28,
1999
52 weeks
ended
December 26,
2000


(£ millions)
(£ millions)
(£ millions)

Products




Horse racing

1,237
1,303
1,362

Greyhound racing

281
289
291

Soccer

114
133
172

Other traditional betting and gaming

72
60
121

Numbers betting

48
42
44

Total traditional and numbers betting and gaming

1,752
1,827
1,990

AWPs

23
26
27

Index betting

31
25
25






Total

1,806
1,878
2,042

Note:
The breakdown of revenues from traditional betting products above is derived from management information.

Traditional and Numbers Betting and Gaming

The Group offers odds and accepts traditional bets on a wide variety of sporting and non-sporting events, such as the outcome of political elections and current events. Traditional bets can be simple win or lose type bets on a single selection or can be more complex, such as when a customer makes an accumulator bet on the outcome of a number of different races or sporting events. 


Numbers betting is a type of fixed-odds wager in which customers place bets on the odds of one or more numbers being drawn from a pool of numbers. The Group currently offers betting on three different games.  The Irish Lottery bet (previously called “Lucky Choice”) allows clients to bet on the outcome of the twice weekly Irish Lottery by choosing one to five numbers out of six or seven drawn from a total of forty-two.  “49s” allows customers to bet on the odds of their selecting one to five numbers out of a total of six drawn from forty-nine. Numbers are drawn twice daily and are shown live in LBOs via satellite. Rapido, which was introduced on August 25, 1999 following the withdrawal of an earlier game, Magic Numbers, involves customers betting on one to ten numbers out of a total of twenty drawn from eighty. Draws are currently made every ten minutes during non horse racing time and are shown live in LBOs.  “Magic Numbers” was a numbers betting game involving bets on between four and  twelve numbers out of twenty drawn every ten minutes throughout the day.


The numbers games are marketed in conjunction with Ladbrokes, Coral and the trade associations representing the smaller bookmakers.


William Hill estimates that a significant proportion of revenues from numbers betting arises from the migration of traditional betting revenues and that it now forms part of the total bet offering to, mainly LBO, customers.  The higher margin earned on numbers betting, however, provides opportunities for profit enhancement. 


The Group launched an internet casino in November 1999, in ‘play for fun’ mode and in January 2000 in ‘play for real’ mode, giving the customer the opportunity to play all of the traditional casino games.  See “– Information Systems.”  


In the year ended December 26, 2000, traditional and numbers betting and gaming accounted for 97% of the Group’s total revenues.

Amusement with Prize Machines


Since June 1996, a maximum of two AWPs have been allowed in each LBO. AWPs are electronic slot machines into which customers insert coins to play games of chance. Current UK regulations allow AWPs to pay out cash prizes of up to £15. At December 26, 2000, the Group had installed a total of 2,879 AWPs, or 1.89 AWPs per LBO.


AWP machines were previously leased from four suppliers but as of August 11, 1999 the Group contracted with a single supplier for the entire estate. Insofar as individual games have a short life span as a result of the eventual loss of interest by customers, individual machines are rotated among the Group’s LBOs on a regular basis. On a Group-wide basis, each month a proportion of AWPs are replaced with new machines. A significant part of managing the Group’s AWP business consists of monitoring each machine’s performance so as to determine the appropriate time to replace machines and the appropriate machines with which to replace them. 

Index Betting

Index betting (also known as spread betting) is a type of betting where customers can place bets on, for example, an individual’s or team’s performance in a sporting or other event.  Bets are placed through the Group’s telephone betting facilities in London.  The Group offers spread betting on a variety of sporting events, including horse racing, soccer, rugby, cricket, tennis, golf, grand prix racing and American football, as well as on other events, such as political elections. Index bets taken by the Group are regulated by the SFA insofar as index betting is deemed to be a “contract for differences.”  

Principal Channels of Product Delivery


The Group offers its betting products to customers through three principal channels: its LBOs, its telephone bookmaking operations and its internet bookmaking operations.

Licensed Betting Offices


The principal business of the Group is carried out primarily through its LBOs. In the year ended December 26, 2000, 73% of the Group’s total revenues were attributable to betting and AWP business in LBOs. At December 26, 2000, the Group operated a total of 1,526 LBOs in the UK.


The Group’s LBOs offer a wide selection of betting products, and also offer AWPs. In addition, the Group provides live coverage of horse racing, greyhound racing and other significant sporting events, as well as light snacks and beverages.  Virtually all betting transactions in the Group’s LBOs are settled in cash.  


The Group’s LBOs are distributed throughout the UK, although there are a number of regional concentrations that have arisen as a result of the historic growth of the Group by the acquisition of smaller local chains of bookmakers. In particular, the Group has a significant concentration (approximately 45%) of its LBOs in the London and Southeast England area as a result of the merger with Mecca in 1988.

The following table sets forth certain information about the Group’s LBOs and revenues at December 26, or during, 2000:


LBOs(1)
Revenues(2)
Revenues per LBO(3)

Region
(number)
(%)
(£ millions)
(%)
(£ thousands)

London and Southeast

689
45
714.3
49
1,033.8

North

371
24
318.4
22
858.2

Midlands, West and Southwest .

254
17
227.6
15
899.5

Scotland 

212
14
202.9
14
975.3

Total

1,526
100
1,463.2
100
960.7

(1)
At December 26, 2000. 
(2)
For year ended December 26, 2000 and excluding AWPs. 
(3)
Based on average number of LBOs during the fiscal year ended December 26, 2000.


The number of LBOs operated by the Group has varied from year to year, primarily due to an on-going development program to enhance the quality and geographical positioning of its LBO portfolio. Because of the regulations relating to LBOs in the UK, it has been historically difficult for bookmakers to open large numbers of new LBO facilities. Since 1991, the Group has opened or acquired 133 LBOs. Prior to 1990, the Group acquired already-established LBO facilities from local bookmakers; between 1991 and 1996, cash constraints prevented the Group from making significant acquisitions of LBOs. The Group therefore adopted the strategy of merging, closing or disposing of loss-making, marginally profitable and redundant facilities and enhancing existing LBOs by re-siting, expanding and refurbishing them. Partly as a result of these strategies, the number of LBOs has been reduced by 43 from 1,569 to 1,526 in the past five years with revenues attributable to LBOs increasing from £1,408 million to £1,490 million (including AWPs) in the same period.


The Group’s LBOs are linked to its main operations headquarters in Leeds via a number of telephone and satellite links. These links are critical to the Group’s operations and its risk management as they provide the LBOs with the latest information on betting odds and allow statistical and other information (such as risk management information) to be passed between the LBO managers and the Group’s main operations headquarters. Satellite links provide LBO customers with real-time, pre-event information and results as well as live television broadcasts of races, number draws and sporting events.  The Group continues its investigation into the possible installation of electronic, automated bet capture facilities in its LBOs having taken the view that currently available technology does not provide a suitable platform for the future.  In addition, the Group has installed AWPs in virtually all of its LBOs. 

Telephone Betting


Telephone betting is the second most important business channel of the Group in terms of total revenues.  The Group believes, based on a review of the Group’s principal competitors’ financial statements that it is the market leader for UK customers in telephone betting services and has been a leader of innovation in telephone betting, based on its having introduced toll-free betting and having been the first major bookmaker to offer debit card betting to the industry. The Group’s telephone betting operations offer all of the Group’s traditional betting products, as well as index betting. The Group’s telephone betting services allow UK and international customers to place bets with the Group via toll-free telephone lines. Telephone betting is a non-cash operation, which utilizes customer lines of credit, credit and debit cards and deposit betting. In the year ended December 26, 2000, telephone betting accounted for 19% of the Group’s total revenues, representing total revenues of £396 million.

For 1999 and earlier years under review the Group’s UK telephone betting operations are broken down into three categories, namely, credit betting, debit card betting and deposit betting, international deposit betting and index betting. On January 26, 2000 an additional telephone betting business was opened based in Antigua providing credit betting, debit card betting and deposit betting (see “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Offshore Telephone Betting Operations”).

The following table sets forth the revenues generated by each of these categories.


52 weeks
ended
December 29,
1998
52 weeks
ended
December 28,
1999
52 weeks
ended
December 26,
2000


(£ millions)
(£ millions)
(£ millions)

UK Telephone betting




Credit/debit card/deposit betting 

264
283
159

Offshore telephone betting

Credit/debit card/deposit betting

-
-
181

Index betting

31
25
25

International telephone betting

28
41
31






Total
323
349
396






Customers wishing to bet with the Group’s telephone betting operation (other than index betting) have calls routed to the Group’s telephone call center facilities in Leeds, UK or Athlone, Ireland where calls are taken. Bets are recorded on the Group’s computer systems either in Leeds or Antigua respectively.  The Group’s facility in Leeds can handle more than 250 simultaneous calls and has a queuing capacity for a further 350 calls.  The Group’s facility in Athlone has recently been expanded and can now handle more than 240 simultaneous calls and has a queuing capacity for a further 240.  The Group’s telephone betting operations are highly dependent on, and integrated into, the Group’s information systems.


UK Credit betting.  Credit betting is made available to customers who meet the Group’s creditworthiness criteria. For each qualifying customer, the Group opens a telephone credit account from which the customer places bets and into which winnings are paid. Statements of account are periodically sent to customers. Most of the Group’s credit betting customers are low or medium stake customers who place bets via the Group’s “Action Line” telephone facility. The second largest type of telephone credit betting customer consists of high staking customers. The final type of customer consists of other bookmakers who use the Group’s telephone credit betting facilities to “lay-off” risk or hedge their own positions. Over the three years ended December 26, 2000, the charge for credit betting bad debts has averaged less than 0.6% of credit betting revenues.


UK Debit card betting.  Debit card betting was set up to allow customers to place bets via bank cards that debit funds directly from customers’ bank accounts to the Group’s bank accounts when bets are placed. The Group was the first major bookmaker to introduce telephone bookmaking for debit card holders in April 1991. 


UK deposit betting.  The Group has set up facilities that allow its UK based customers to place bets from funds placed on deposit with the Group, either via cash deposited at an LBO or over the telephone via a debit card. The Group markets its UK telephone deposit betting business under the trademark “Phonabet.” 


In the year ended December 26, 2000 UK credit, debit card and deposit betting produced total revenues for the Group of £159 million.


Offshore telephone betting.  In January 2000 the Group’s offshore telephone betting operation commenced trading offering low deduction (an administration charge of 3% was added to the majority of stakes) betting to customers worldwide (other than to residents of Ireland and the Isle of Man) including UK residents.  On March 24, 2001 the 3% administration charge was removed, making William Hill the first major bookmaker to offer all of its customers deduction free betting.  Customers place calls to a call center in Athlone, Ireland and the bet is passed on to the Group’s bookmaking operation in Antigua where the bet is struck and the risk is taken. Customer lines of credit and debit card and deposit betting facilities are offered. In the year ended December 26, 2000 offshore credit, debit card and deposit betting produced total revenues for the Group of £181 million.  The offshore telephone betting operation is expected to be repatriated to the UK during the course of 2001. See “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Offshore Telephone Betting Operations.”


Index betting.  The Group offers an index betting service via its telephone betting facilities in London allowing customers to place bets via lines of credit, debit cards or from deposited funds.  In the year ended December 26, 2000 Index betting produced total revenues for the year of £25 million.


International deposit betting. The Group provided a service based in the Isle of Man for non-UK and non-Isle of Man residents to place bets from funds placed on deposit with the Group either by bank transfer, check or credit card.  In the year ended December 26, 2000, international telephone deposit betting produced total revenues for the Group of £31 million.  The business closed on February 20, 2001 and individual clients were given the opportunity to transfer to either the Group’s offshore telephone or offshore internet business.

Internet betting


The Group established its first internet site in June 1996 to promote its telephone betting business.  The Group went on to develop and launch its first interactive sports betting site based in the Isle of Man to coincide with the soccer World Cup in May 1998.  The amount of business taken during the tournament prompted the Group to expand the service to other sports and ultimately to re-develop the entire site in order to offer a comprehensive betting service.  A new site, launched in August 1999, targeted an international audience but from January 2000 also took bets from UK customers.  The site supported nine languages in addition to English, offered betting in 19 currencies and accepted deposits by credit and debit cards and other means.  This site ceased operating on May 29, 2000 and on May 30, 2000 the Group opened an international internet sportsbook site in Antigua offering the same facilities.  Business levels have grown and the site capacity is continually reviewed and upgraded as required. 
The Group also has a company registered in Ireland (a director of which has a bookmakers permit) which is capable of operations in accordance with Irish legislation affecting betting.


The Group launched a separate UK site in August 1999, shortly after the new international site, covering a similar range of sports.


The Group launched a “play for fun” internet casino (the “Casino”) in November 1999 ahead of a “play for money” version in January 2000.  The Casino is promoted to a worldwide audience.


Total internet betting revenues in the year ended December 26, 2000 amounted to £133 million.


Approximately one third of internet sportsbook revenues were generated on soccer betting, a further third on horse racing and the remainder on other sporting events.

Other Betting

The Group operates on-track betting facilities at 51 of 59 racetracks in the UK. Although small in terms of total revenue generation, on-track betting is an important part of the Group’s activities insofar as it: (a) allows the Group to provide a “seamless” service to existing customers by allowing them to place bets with the Group while visiting racetracks, (b) allows the Group to gather race information, which helps it to manage risk effectively, (c) allows the Group to hedge its positions and “lay-off” certain of its bets with other bookmakers and (d) helps maintain the Group’s high profile in the racing industry. Bets made on-track are not subject to betting duty or horse racing levy.


In the year ended December 26, 2000, on-track betting and group promotions together produced total revenues for the Group of £23 million.

Customer Base

The following information is extracted from internal surveys:

90% of the Group’s LBO customers are male; approximately 25% are from socio-economic groups A, B and C1, with approximately 75% relatively evenly drawn from groups C2, D and E (these references relate to a standard UK socio-demographic classification).  

Customers of the Group’s telephone bookmaking operations, while still mostly male, are typically more affluent than LBO customers. The age profile differs between credit betting customers, on average older, and debit betting customers, on average younger, than LBO customers.  

The Group’s internet customers are typically younger than the Group’s LBO or telephone betting customers and they are generally more conversant in the use of technology.  

The Group’s objective is for geographical diversification in its internet customer base and to attract a large number of low staking customers.  Although the UK presently provides the largest proportion of customers to the Group, the process of geographical diversification and expansion is continuing.

Marketing


In common with its competitors, the extent and manner by which the Group can advertise its products in the UK are limited by the current UK regulatory regime (see “– UK Regulation – Advertising and Promotion” and “Item 3 – Selected Financial Data – Risk Factors – Risk Associated with the Gambling Industry”). In the UK the Group advertises almost daily in the major sporting newspapers and frequently in the national daily newspapers, particularly when national newspapers are covering major sporting events. The Group also engages in indirect advertising through the sponsorship of horse and dog races and by ensuring that its name is prominently displayed at sports venues.  The Group advertises its services in selected overseas markets where it is able to do so as there are different regulations in different jurisdictions. See “Item 3 – Selected Financial Data – Risk Factors – Cross-border Gambling.”

Competition


The Group faces competition primarily from other bookmakers in the business areas in which it operates and from the National Lottery. Management does not believe that the Group currently faces significant competition from other participants in the gambling industry, namely casinos, bingo halls and soccer pools.

Competition from Bookmakers


Significant competitive factors among participants in the bookmaking business include, among other things, the location of their LBOs, the total number of LBOs in their portfolios, the fixed odds offered, the number and type of products offered and the quality of service and facilities provided at LBOs and in connection with other products. 


The Group’s chief competitors in the UK are Ladbrokes and Coral and additionally, with respect to telephone betting, the Tote. Management estimates that the Group’s share of the UK bookmaking business in 2000 in terms of total revenues was approximately 22% (including telephone and LBO betting) based on the proportion of the Group’s revenues generated from bets placed in the UK compared to total industry revenues as submitted to Customs and Excise for Betting duty purpose. Management estimates that the Group’s LBO market share by number of LBOs has increased slightly over the past eight years, from 16% in 1992 to 18% in 2000. The Group believes, based on a review of the Group’s principal competitors’ financial statements, that it is the market leader in telephone betting services for the UK market.

The further development of offshore telephone bookmaking and internet betting operations is both an opportunity for and a threat to the Group’s business.  The Group faces competition in respect of its internet operations from a large number of sites but very few have a recognizable or long established brand name (see below).  A number of UK based operations have established offshore telephone betting operations. However, proposed changes to the taxation regime in the UK will lead to the repatriation of the Group’s offshore bookmaking operations to the UK, and major competitors are also likely to repatriate their offshore bookmaking businesses.  Certain other competitors, previously not in the UK, have indicated that they will establish UK based operations.  For more information on the Group’s competitors and changes to the taxation position, see “Item 5 – Operating and Financial Review and Prospects – Recent Developments.”


The internet Casino site faces considerable competition from a large number of casinos that have entered the internet market (see below). 


According to one industry analyst there are 1,200 – 1,400 gaming websites up from 600-700 a year ago.  The sites offer all types of gaming activity, including lottery style games, horseracing, sports wagering and virtual casino games.  The number of betting and gaming sites is likely to continue expanding. 

The National Lottery


The National Lottery offers a number of gambling products, the most important of which is a twice-weekly lottery which pays prizes based on customers choosing correctly three or more numbers from a total of six or seven drawn from 49. In addition, the National Lottery offers a number of scratch card games that offer prizes of up to £100,000 and a Saturday only game called Thunderball with a top prize of £250,000 and a twice weekly lottery draw which pays a single prize based on customers choosing correctly six numbers from a total of six drawn from 49.


National Lottery annual turnover has remained at approximately £5.0 billion for the last three years although it has been reducing and is now seen as a ‘normal’ competitor in the gaming market.  The current operator, Camelot, has a license which expires in 2001 but which has recently been renewed for a further period of seven years.

Seasonality


The Group’s operating results are affected by seasonality and, in particular, the schedule of the horse races on which the Group accepts bets and from which a high proportion of the revenues of the Group is derived. The horse racing schedule in the UK is weighted towards the spring and summer months, with certain high profile races which attract significant betting activity, such as the Grand National and Derby, occurring during this period. Accordingly, the Group has historically recorded higher revenues in the second quarter.


In February 2001, however, horse racing in the UK was suspended for a seven day period due to an outbreak of foot and mouth disease, and the UK horse racing program has since been significantly reduced.  See "Item 5 – Operating and Financial Review and Prospects – Operating Results – Recent Developments – Foot and Mouth Disease."  Over the period during which the horse racing program has been curtailed, the Group has mitigated the loss in revenues and profits by increasing and vigorously promoting alternative betting products and by including increased coverage of dog and overseas horse racing.


William Hill’s operating results are also affected by the schedules of other significant sporting events which may occur at regular time intervals, such as the European Football Championships and the soccer World Cup.  Outdoor sporting events, particularly horse races, are subject to cancellations due to adverse weather conditions. Cancellation of one or more significant sporting events could cause fluctuation in revenues over the short term, which could have a material adverse impact on the Group’s cash flow. In addition, the Group’s operating results, like those of other participants in the gambling industry, and, historically, have been cyclical in nature, with demand for the Group’s products influenced to a certain degree by general economic trends.  Management believes that the continued diversification of product distribution channels and geographic markets reduces the Group’s exposure to specific cyclical events. 

UK Regulation

Off-course cash betting was legalized in the UK in the early 1960s and is now a mature and regulated industry with estimated total revenues in the UK of £7.3 billion in the year ended  January 2001.  The market is regulated principally by the Betting Act to which, since its enactment in 1963, there have been a number of amendments including in 1996 legislation to regulate AWPs.  For further regulatory developments, see “Item 5 – Operating and Financial Review and Prospects – Operating Results –  Recent Developments.”

Requirements of the Betting Act


Pursuant to the Betting Act, bookmakers must apply for and obtain a bookmaker’s permit from the appropriate authority.  Thereafter, permits must be renewed every three years.  Permits are granted to persons found by the authorities to be “fit and proper.”  In addition to a bookmaker’s permit, a person who wishes to operate an LBO must apply for and obtain a license from the relevant local government authority for each LBO he operates.

Due to recent regulatory changes, LBO licenses, like bookmakers’ permits, were renewed during 2000 and will expire on May 31, 2003 and must be renewed before that date.  Local magistrates have discretion in determining whether to grant or renew LBO licenses.  They may refuse a license on grounds that: (a) the premises to be used by the bookmaker are of an unsuitable layout, character, condition or location; (b) there is insufficient demand in the locality for additional betting facilities; or (c) the bookmaker’s business has not been properly conducted in the past.  An application for a new LBO license is likely to result in objections from existing bookmakers in the area on grounds of insufficient demand.  In practice, while new licenses are difficult to obtain, magistrates do not tend to refuse renewals of licenses for well run LBOs.

Advertising and promotion

In the past, the Betting Act and associated regulations severely restricted the advertising of LBOs.  In particular, the names and locations of, and the services offered by LBOs were banned from television, radio and print media.  Since April 1997, such information may appear in advertisements in print media.  William Hill and other UK bookmakers who provide telephone betting services have typically advertised these services quite heavily in the UK sporting and national press and continue to do so.


Under current UK legislation, foreign-based bookmakers are prohibited from advertising their services in the UK.  See “Item 5 – Operating and Financial Review and Prospects – Operating Results –  Recent Developments – Regulatory Developments” for information on recent developments with respect to this prohibition.


With regard to the Casino, for UK purposes this is controlled under the Gaming Act, which allows the Company to advertise the web address of the Casino but does not allow the Group to invite ‘the public to subscribe any money or money’s worth to be used in gaming’.

Betting duty, horse racing levy and dog racing levy and other license fees


Pursuant to the Duties Act, William Hill is required to remit to the UK Government general betting duty of 6.75% of the Group’s domestic revenues in respect of off-course bets.  In March 2001 the UK government announced the replacement of general betting duty by a 15% Gross Profits Tax effective at the latest from January 1, 2002.


In addition, the Group is required to remit to the Horse Race Betting Levy Board a levy (currently equating to 1.52% of the Group’s LBO revenues, 1.15% of the Group’s UK telephone and internet betting revenues and a nominal one-off fee of £126 per annum in respect of the Group’s on-course revenues, in each case, attributable to horse racing) primarily for purposes of augmenting the prize money available and improving certain racetrack amenities. For a discussion of regulatory developments affecting the horse racing levy, see “Item 5 – Operating and Financial Review and Prospects – Recent Developments – Regulatory Developments”  The Group also pays to the British Greyhound Racing Fund a voluntary dog racing levy of 0.4% on all its UK off-course revenues attributable to dog racing, for the purpose of supporting the dog racing industry.

The Group is currently involved in litigation with the BHB concerning the alleged infringement of the BHB's UK database rights arising from the Group's use of lists of runners on the internet for the purposes of accepting bets on horse races taking place in England, Scotland and Wales.  The Group did not accept the BHB’s position with respect to its intellectual property rights, and therefore did not apply for a license for its use of such rights.  In February 2001, judgment was given against WHO in the Chancery Division of the High Court, and the Court ordered (a) an inquiry into damages, (b) an injunction restraining the Group from infringing the BHB's database rights, (c) an order that the Group pay the BHB's costs of the litigation (to be assessed by the Court if not agreed between the Group and the BHB) and (d) that the Group make an interim payment of £100,000 in respect of the BHB's costs.  The Group has appealed the Court's decision, and the appeal is currently scheduled to be heard in July 2001.


As a result of the Court's decision, the Group has obtained a license from the BHB for use of the data on the internet in consideration for payment of a royalty to the BHB of 1% of the gross sums received by the Group from websites on which the Group reproduces all or part of BHB's data and which are concerned with horse racing taking place in England, Scotland and Wales.  The amount payable has been provided for in the financial statements.  Furthermore, amounts payable in respect of the next levy year will be deducted from any payment of levy.  This license has been backdated to May 1999 when the Group first started using the data on the internet.  The Group has referred the license it has taken from the BHB to the Office of Fair Trading ("OFT") in the UK, as the Group believes that it is anti-competitive.  The OFT is carrying out a preliminary enquiry.  Because of the backdated license and the OFT's investigation, the Court has stayed its inquiry into damages.  Consequently, the inquiry into damages will only commence if the BHB applies to the Court. 

SFA

Index bets placed with William Hill are regulated by the SFA, since index betting is deemed to be a “contract for differences.”  The Group conducts its index betting operations through its subsidiary, William Hill Index (London) Limited (“WHIL”).  As a result of being regulated by the SFA, the Group is subject to certain reporting, staffing and record keeping requirements in respect of all index betting transactions.  In particular, WHIL’s directors must meet certain SFA criteria, and certain management personnel are SFA approved and qualified.  Client funds must be segregated and proper records must be kept of client accounts.

Offshore Regulation

The operation of licensed gambling facilities in Antigua and Barbuda is generally subject to regulation by that Government.  The relevant authority in these jurisdictions (the “Directorate of Offshore Gaming”) typically requires various licenses to be held by operators of bookmaking activities.  The Directorate of Offshore Gaming has discretion in the granting, renewing and cancellation of licenses and requires that such licenses be renewed annually.  The Group holds three licenses in respect of its operations in Antigua and Barbuda and such licenses are the only licenses that are required to be obtained by the Group in respect of such operations.  In relation to the Irish operations, a bookmaker’s license, pursuant to the Irish Betting Act 1931 (as amended), is held by each of Mr. Eugene Fanning and Mr. Ian Spearing.  Mr. Fanning is a director of William Hill Bookmakers (Ireland) Limited, a company which operates from premises at Advance Factory, Dublin Row, Athlone, Ireland.

The advertising and promotion of the Group’s offshore operations may also be regulated by the authorities in each respective jurisdiction in which such operations are conducted.  See “– Marketing” and “Item 3 – Key Information –Risk Factors – Cross-border Gambling.”

Information Systems


The Group operates a number of highly advanced information and communication systems in order to support its business. The principal systems operated by the Group are:

LBO text and audio systems 


The Group operates LBO text and audio systems, which provide information by satellite links to each LBO. The Group’s latest odds, prices from the race tracks and results as they occur are constantly displayed on the multi-screen information display systems and broadcast over audio by the Group’s own commentators. Because of the importance of these systems to the Group’s business, they are backed up by a telephone service from British Telecom, that allows any LBO to obtain text, audio or both in the event of a fault occurring in the Group’s satellite receiving equipment. In the event of a satellite failure, the back-up system capacity is sufficient to support all LBOs.

LBO video system


The Group operates a LBO video system, which transmits live pictures and commentaries of horse and greyhound races and certain numbers draws by satellite to each LBO and which is fundamental to the overall service offered. The service is currently provided by Satellite Information Services Limited (“SISL”), a wholly-owned subsidiary of SIS, an entity co-founded and currently owned jointly by the Group and other entities, including Ladbrokes and the Tote.  As explained in “– Satellite Information Services,” SISL faces competition to remain the system supplier for the transmission of live horse racing pictures to LBOs after March 2002.

UK telephone betting systems


The Group operates a telephone betting system, which comprises call handling, bet capture and bet settling systems. Call handling is provided by British Telecom which allows calls to be routed and prioritized according to client profile. Bet capture is performed on a fault-tolerant computer; client accounting is performed on a Unix machine. The systems have direct links to National Westminster Bank Plc for the authorization of debit card transactions and the payment of winnings.

Offshore telephone betting systems


The Group has an offshore telephone betting operation, based in Antigua.  Call handling is carried out in Athlone, Ireland using an automated call distribution system.  The bet is struck and the risk is taken in Antigua using equipment similar to that used for UK telephone betting.  The Group’s own data network connects the locations to facilitate the overall process.  

Internet betting systems


The Group operates two internet betting websites, www.williamhill.co.uk which is located in Leeds, and www.willhill.com, located in Antigua.  Similar systems are operated in the two locations, each comprising web servers and an application server.  The web servers “serve” the sites’ web pages to customers’ browsers, while the application servers carry out bet settling, client accounting and event management functions.

Internet casino system


The Group’s Casino business is based in Antigua.  The Casino system is supplied under license from Intertainet Overseas Licensing Limited (IOLL), a subsidiary of Cryptologic Inc. (“Cryptologic”) of Toronto, Canada.  Customers install the Casino software on their PCs and connect over the internet to IOLL’s casino server in Antigua.  The Casino software can either be downloaded from the Group’s website (www.williamhillcasino.com) or from a CD, which can also be requested from the website.

Risk management system


The Group’s risk management system provides real-time information on the Group’s liabilities on a race-by-race basis. All bets taken over the telephone, together with the majority from 40 representative LBOs and referrals and notifications from all LBOs, are consolidated and summarized on a series of displays, which are used continually to decide whether to hedge in the on-track market.

Text information system

The Group supplies text information by land-line links to commercial broadcasters for promotional purposes. The information provided comprises the Group’s own odds on future events, live odds on horse and greyhound races as well as recent results.

Satellite Information Services


In 1986, after relaxation of regulations permitted the broadcasting of live television in LBOs and reacting against the then monopoly information supplier, the major bookmakers in the UK formed SIS to provide satellite television, racing commentaries and audio and text information to the UK bookmaking industry.


The Group currently holds 19% of the share capital of SIS; Ladbrokes holds 23% of the share capital. The remaining 58% is owned by Racal Electronics PLC, Racecourse Association Limited, United Media Holdings Limited and the Tote. SISL provides picture and text services to the substantial majority of LBOs in the UK and the Republic of Ireland and to non-UK bookmakers through a separate service. The Group augments the SISL service by overlaying its own promotional audio material and tailored text services.


SISL is able to provide pictures and information from racecourses under a non-exclusive contract with the RCA.  This contract is due to end on April 30, 2002 and the RCA gave SISL only until September 30, 2000 to negotiate a successor agreement and further stated that if no agreement had been concluded by such date, SISL would not be granted a further license to make its transmissions.  The RCA will then make new arrangements to distribute live racing pictures to the betting industry with effect from May 1, 2002.


SIS is seeking to negotiate a new contract.  Its ability to do so successfully will be influenced by the existing competitive situation, and the price it is prepared to pay, as well as the wish or ability of the RCA to grant exclusive rights to any party.  The deadline of September 30, 2000 referred to above has effectively been deferred with the RCA focused on the wider, non-betting shop media rights.  In the interim SIS has secured long term agreements to transmit foreign racing, greyhound racing and numbers betting in its efforts to continue to supply a betting shop service regardless of the outcome of RCA negotiations.

The Group’s 19% interest in SIS was acquired at a total cost of £17.7 million, the Group having invested £11.6 million in SIS shares in September 1994 and £6.1 million in March 1998.  SIS is currently treated as an associated undertaking of the Group for accounting purposes.  In the Group accounts the goodwill associated with this investment is carried at a valuation of £24 million.  In view of the uncertainty regarding the renewal of the contract and in accordance with accounting standards, a full provision was made in 1999 against the carrying value of goodwill associated with the investment in SIS.  In 1998 the Group received dividends from SIS totaling £12.4 million which was considerably in excess of the Group’s share of SIS’s current level of profits.  No dividends have been received since 1998.  See “Item 5 – Operating and Financial Review and Prospects – 52 weeks ended December 28, 1999, compared to 52 weeks ended December 29, 1998 – Operating Expenses and Impairment of goodwill in associated undertakings.”  In view of the continuing uncertainty, no change to this approach has been made.

Risk Management


Bookmaker’s odds are determined so as to provide an average return to the bookmaker over a large number of events. There is an inherently high level of variation in Gross win percentage race by race and day by day. In the long run the Gross win percentage remains fairly constant, but in the short run there is less certainty of profitability. In spite of this, daily losses are rare. Since the beginning of 1996, a daily loss on a Group basis at the Gross win level has occurred on only a limited number of occasions, as of March 27, 2001.


The large majority of racing bets are placed at starting prices which are not established by the Group but are derived from the on-track betting markets. The risk from accepting potentially losing bets is significantly reduced because of the averaging effect from taking a very large number of individual bets over a very large number of events and is also tightly controlled through a four-stage risk management process which relies on: (a) access to up-to-date information; (b) tight bet acceptance limits; (c) effective hedging; and (d) expert odds compilation. The averaging impact takes effect on over 10,000 events and approximately 240 million bets that are placed through the Group annually.

Up-to-date Information

Access to market information before the race is important. The Group relies on information from various sources:

· Industry Knowledge.  Knowledge of odds compilers (see “Expert Odds Compilation” below) and senior management of both the industry and of individual races and runners.

· Outside Sources.  Odds compilers and senior management rely on a variety of outside sources including consultants, newspapers, sporting publications and other media comments to obtain relevant information about individual races and runners.

· Warm Sources.  Betting patterns of customers known to have access to information or whose opinion on individual horses or events is respected by management (“warm sources”). Significant bets placed through the telephone betting department from warm sources are monitored by management. This information may help in the assessment of a selection’s true chances.

· Overall Telephone Betting Pattern.  Telephone betting information recorded on computerized systems is summarized as a field book which identifies how much has been staked on each selection, total stakes and the potential liability for each horse. This indicates the weight of money on each horse in both the credit and debit departments.

· Overall Internet Sports Betting Pattern.  Information is recorded and summarized in a manner similar to the overall telephone betting pattern above.

· Betting from Sample LBOs.  A total of 40 typical LBOs, placed throughout the estate, record all bets before racing commences and all single bets during racing on computerized systems in the same way as in the telephone betting operation. This information, designed to be representative of the entire LBO population, is summarized in a separate field book in the Group’s betting control center in Leeds and represents the betting patterns in the LBOs operating the sampling system. Extrapolation of this sample indicates both the weight of betting in LBOs overall and the overall potential liability on each horse.

· LBO Referrals and Notifications.  Bets which exceed LBO local house limits, are received from warm sources, or are received from unusual or unidentified sources, or bets which are of a type notified to LBO managers as being of interest to risk management, are telephoned to the Group’s betting control center in Leeds and entered on computerized systems to be included in the LBO fieldbook. A referred bet requires authorization before acceptance. A notification is for information purposes after a bet has been accepted.

· Monitoring of Individual Horses.  The ten most backed horses in the morning prior to commencement of racing are identified for risk management from both LBO sampling and telephone betting.

· On-track Information.  Telephone lines are open to the Group’s race track representatives ten minutes before a race is due to commence. The representative provides information on the on-track market, market movement and strengths of the market.


The above information enables management to reassess the chances of each selection based on a wide range of information, to assess potential exposure on each selection and to determine whether bet acceptances should be limited on certain selections, the odds reduced or whether to consider hedging to reduce the risk.

Bet Acceptance Limits

The Group is under no obligation to accept any bet. Where a bet is considered undesirable by management, it will be refused or offered in part, with or without adjusted odds. For different types of bets the Group sets limits for LBOs on stake value and potential liability at which bets must be “notified” (i.e., reported after acceptance) or “referred.” Referred bets are accepted only after approval from the Group’s central betting control department. In practice, the proportion of bets refused is extremely small.

The UK and offshore telephone businesses operate separately and in a similar way.

The internet sports betting system provides an automatic procedure whereby liability limits are pre-set on individual events, for customers generally and, if appropriate, for specific customers.

Hedging

The purpose of hedging or laying-off is to reduce potential liabilities by affecting the starting price of a selection. The large majority of the Group’s racing bets placed off-track are at the starting price. Bets placed on-track will shorten the odds of a selection and hence reduce the Group’s potential liabilities, but extend the odds on other horses in the race. The decision to lay-off is dependent on a number of factors:

· Size of Potential Liability.  The total liability on an individual horse will be considered, the critical level varying from race to race. In addition, LBO sampling will also be considered in circumstances where the potential liability on a single selection exceeds total stakes on the race by around 100%.

· Number of “Losers” in a Race.  The number of “losers” is the number of horses running that would cause a loss for the race as a whole to the bookmaker if that horse won. It is not uncommon to have three or four “losers” in a race, especially where the total number of runners is high. To hedge by betting on one horse in the racecourse market might lengthen the odds on the others, increasing their potential liability.

· Management’s Assessment.  Management’s own assessment of the chances of a selection winning, taking into account information from all available sources, can affect marginal decisions to hedge.

· Ability to Influence Odds.  It is normally much easier to shorten high odds (e.g. 20-1) than low odds (e.g. 5-4).

· Cost of Hedging.  At small race meetings, when the market is weak, a hedging bet of as little as several hundred pounds may be sufficient to significantly affect odds. At large race meetings a hedging bet of even several thousand pounds may have little impact.  Hedging on dog racing is less significant than on horse racing.


Most bookmakers engage in hedging.  The bookmakers may have similar risk profiles and, accordingly, benefit from the hedging policies of other bookmakers. Using the above factors, the Group annually hedges about £3 million to £5 million, or 0.2% to 0.3% of the Group’s revenues.


The Group does not hedge in some betting areas including numbers, index, soccer and certain sporting and other events. In such areas, risk management primarily comprises careful compilation and, where possible, management of odds and acceptance or non-acceptance of bets.  The nature of the internet casino makes hedging unnecessary.

Expert Odds Compilation


The Group employs a team of fourteen Odds Compilers and seven online traders all of whom control liabilities.  For sports events a minimum of two opinions are sought on each event, however, in practice this quorum is usually greater.  For racing events a minimum of three opinions is sought when the Group advertises its prices in the news media.  The Group also employs outside consultants of a high standard to assist its Odds Compilation and news gathering on certain events (e.g. horse racing, overseas soccer and tennis).

Management considers the Group’s team of compilers and controllers to be of a very high quality and well able to compete in the ever changing market.  


The majority of racing bets are placed at starting price and are not affected by the Group’s odds compilation.

C. Organizational Structure


William Hill is part of the WHH group of companies.  WHH was formed for the purpose of the Acquisition of the Company (see “ – History and Development of the Company”) and the activities of the WHH group are similar to those of the Group.


The Company’s position in the WHH group is shown in the following chart.  A list of the Company’s significant subsidiaries, including name, country of incorporation and proportion of ownership interest, is presented in note 27 to the Consolidated Financial Statements.
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(1) See note 27 to the Consolidated Financial Statements. 

(2) William Hill Investments Limited owns 100% of the issued ordinary share capital of the Company of 100,000 shares of £1 each.  Baseflame Limited owns 100% of the issued deferred share capital of the Company of 50,001 shares of £1 each.  The holders of deferred shares are not entitled to dividends or assets of the Company, other than on liquidation an amount not exceeding the par value of the shares.  Deferred shareholders are not entitled to attend or vote at general meetings.  See “Item 10 – Additional Information – Memorandum and Articles of Association.”

D. Property, plants and equipment


The majority of the Group’s real property is occupied under leasehold arrangements and constitutes the premises from which its LBOs operate. Of the Group’s 1,721 property interests, at March 30, 2001, 1,533 are leaseholds, with 193 leases expiring prior to December 31, 2001, the majority of which will have statutory renewal rights. The Group owns a total of 188 freehold properties. The Group’s principal administrative offices are located in London and are occupied under a lease expiring in 2111. The Group’s main UK operational facilities in Leeds are occupied under two leases expiring in 2011 and 2016. The call center facilities in Athlone, Ireland and the Antigua facilities are occupied under leases also expiring in 2009 and 2010 respectively. 


The Group annually develops and refurbishes a proportion of its LBO estate.  Annual expenditure varies and was £12.7 million, £16.3 million and £15.3 million in 2000, 1999 and 1998, respectively.  The expenditure was funded from cash flow from the Group’s operations.

Item 5.
Operating and Financial Review and Prospects

The following discussion relates to the consolidated financial condition and results of operations of the Group and should be read in conjunction with the historical financial statements included elsewhere in this document. The historical financial statements have been prepared in accordance with UK GAAP, which differs in certain respects from US GAAP. The most significant differences between UK GAAP and US GAAP as they relate to the Group are described in note 28 to the Consolidated Financial Statements included herein.

Overview

The Group’s principal business activity involves the provision of retail off-track betting services primarily through its LBOs, its telephone betting operations and more recently its internet betting operations. The principal source of the Group’s revenues are betting stakes paid by the Group’s customers. Total revenues increased 13.1% from 1998 to 2000.  Of this total, revenues attributable to LBOs (including AWPs) increased by 2.9%, revenues derived from the Group’s telephone betting operations increased by 22.5% and revenues attributable to the Group’s internet operations increased from £1.2 million to £133.4 million. The mix of revenues by channel each year is influenced by the availability and location of channels in each year and the deduction rates offered through each channel.  The revenues attributable to the Group’s LBOs compared to the Group’s other channels have shown a reduction with the percentage contribution of the Group’s LBOs (including AWPs) to the Group’s total revenues showing a decrease from 80.2% in 1998, compared to 73.0% in 2000. The average number of the Group’s LBOs in fiscal periods 1998, 1999 and 2000 was 1,510, 1,516 and 1,523 respectively.

Total Gross wins increased by 8.7 % from 1998 to 2000. Of this total Gross wins attributable to the Group’s LBOs (including AWPs) increased by 5.0%. Gross win derived from the Group’s telephone betting operation increased by 8.6% from 1998 to 2000.  There was a substantial increase in Gross wins from the Group’s internet operations.

The percentage of total Gross win attributable to LBOs (including AWPs) decreased from 87.9% in 1998 to 84.9% in 2000.

Contribution increased 12.4% from 1998 to 2000.  Of this total, contribution attributable to LBOs (including AWPs) increased by 5.6%.  Contribution attributable to the Group’s telephone betting operations increased by 45.8% and there was a substantial increase in contribution from the Group’s internet operations.

AWP Gross win represents cash in box, or the “drop,” from AWP machines.  VAT is charged on AWP cash in box at a rate of 17.5%.  AWP revenue is reported net of the VAT due.

Operating expenses increased by 23.1% from 1998 to 2000.  These increases were inevitable due to the changes which have occurred in the Group’s business including the establishment of an offshore telephone betting business during 2000 and the continuing development of the internet business.  Investment in infrastructure to support increasingly complex business activities will continue.

Poor weather and the recent outbreak of foot and mouth disease have adversely impacted the UK horse racing program in the first quarter of 2001.  Since restrictions in the horseracing program due to foot and mouth disease began, a loss in revenues has been suffered but Group revenues in the first quarter of 2001 are not materially different to the level achieved in the first quarter of 2000, and due to strong margins, the Group expects to report gross profits in the first quarter of 2001 that will not be less than the level achieved in the corresponding period last year.  It is not possible to predict how long the outbreak of foot and mouth disease might last or how it may impact the sporting program and the Group’s future performance.

Management has actively supported the development of the business by (a) continuing the development and refurbishment of its LBO portfolio, (b) developing and promoting higher margin numbers betting products, (c) actively managing its AWPs, (d) developing its telephone betting facilities, (e) developing its internet betting facilities, (f) managing bookmaking risk and operating costs tightly and (g) promoting deregulation of the bookmaking industry.

Relationship Between Revenues, Gross Win Percentage and Gross Profit

The interpretation of the Group’s results of operations, and the information presented in “Selected Financial Data” is affected by the relationship between revenues on the one hand and Gross win (revenues less customer winnings) and Gross win percentage (Gross win as a percentage of total revenues (“GWP”)) on the other hand. Revenues are measured by the total amount bet by the Group’s customers in LBOs and via the Group’s telephone betting and internet betting operations as well as by cash winnings on the Group’s AWPs net of VAT. Revenues and Gross win percentage are significantly influenced both by average customer behavior, by betting results and by the level of customer deductions which vary by channel and location of the betting operation.  In general, the average customer will earmark a specific maximum sum that he is prepared to “lose.” If an average customer loses such maximum sum rapidly, he is less likely to place further bets, resulting in lower revenues and a higher Gross win percentage. On the other hand, if the average customer wins, he is more likely to continue to reinvest his winnings in additional bets until he has lost the sum which he had originally earmarked as the amount he was prepared to lose. Under these circumstances, revenues will be increased, but Gross win percentage will be reduced. Because Betting duty and the horse racing levy are calculated as a percentage of revenues, such increases in revenues may result in decreases in gross profit or vice versa. The effects of the relationship between revenues, Gross win percentage and gross profit (otherwise known as contribution and representing the amount retained by the Group net of Betting duty, levy, commissions, license fees, VAT, royalties or other deductions) on the Group’s results of operations can be significant in the short term but are less significant over the long term due to the averaging impact of a large number of small betting transactions. For the foregoing reasons, management believes that Gross win, Gross win percentage and contribution are often more accurate comparative indicators than total revenues of the Group’s results of operations.

A.
Operating Results


The following table sets forth certain revenue data for the Group’s betting products for the periods indicated. The following data are not necessarily indicative of the results for any future period.


52 weeks ended December 29, 1998ADVANCE \d3

ADVANCE \u3
52 weeks ended December 28, 1999ADVANCE \d3

ADVANCE \u3
52 weeks ended December 26, 2000ADVANCE \d3

ADVANCE \u3


(£ millions)
(£ millions)
(£ millions)

Revenues by Products




Traditional betting and gaming products 

1,703.6
1,784.8
1,946.6

Numbers betting products 

48.3
42.2
44.1

Index betting products 

31.1
24.9
24.6

AWPs(1) 

22.6
26.0
27.1

Other 

0.2
-
-

Total revenues 

1,805.8
1,877.9
2042.4

 (1)
Revenues are cash winnings less VAT. 

The following table sets forth, also as a percentage of the Group’s total revenues, certain revenue data for the periods indicated.  The following data are not necessarily indicative of the results for any future period. 


52 weeks ended
December 29, 1998
52 weeks ended
December 28, 1999
52 weeks ended
December 26, 2000


Revenues by Channel
 Percentage of Revenues by Channel
Revenues by Channel
 Percentage of Revenues by Channel
Revenues
by
Channel
Percentage of Revenues by Channel

Revenues by Channel
(£ millions)
(%)
(£ millions)
(%)
(£ millions)
(%)

LBOs(1) 

1,425.5
78.9%
1,461.4
77.8%
1,463.2
71.7%

Telephone Betting (2) 

323.3
17.9
348.8
18.6
396.0
19.4

AWPs (3) 

22.6
1.3
26.0
1.4
27.1
1.3

Internet (4) 

1.2
0.1
9.9
0.5
133.4
6.5

Other (5) 

33.2
1.8
31.8
1.7
22.7
1.1

Total

1,805.8
100.0
1,877.9
100.0
2,042.4
100.0

(1)
Excludes AWPs. 

(2)
Includes UK telephone betting, offshore telephone betting which commenced on January 26, 2000, international telephone betting operated from the Isle of Man and index betting.

(3) Revenues calculated on the basis of cash winnings, less VAT. 

(4) Includes revenues from the UK sportsbook site which commenced trading on August 20, 1999, the international sportsbook site located in the Isle of Man until May 29, 2000 and Antigua thereafter and the internet casino which commenced trading on January 12, 2000 and is located in Antigua. Revenues in respect of the internet Casino are included as the customer drop.

(5) Principally including on track betting and Group promotions and Norwich Enterprises Limited (“Norwich”), a lottery kiosk operation which was divested in February 1998.

The following table sets forth the principal components of the Group’s net income for the periods indicated.


52 weeks ended


December 29, 1998
December 28, 1999
December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Revenues 

1,805.8
1,877.9
2,042.4

Cost of sales 

(1,527.2)
(1603.6)
(1,729.3)

Operating Expenses:




   Amortization and depreciation 

(12.6)
(11.8)
(14.0)

   Other

(175.5)
(187.5)
(217.7)

Total 

(188.1)
(199.3)
(231.7)

Exceptional items 

(2.0)
(5.2)


Income from associated undertakings 

4.8
5.2
5.6

Amortization of premium arising on acquisition of associated undertakings 

(1.3)
(1.3)
-

Impairment of goodwill in associated undertaking

-
(24.0)
-

Investment income 

-
-
0.2

Interest expense 

(74.3)
(48.8)
(41.2)

Exceptional interest expense 

-
(28.8)
-

Net income/(loss) before tax 

17.7
(27.9)
46.0

Recent Developments


There have been a number of recent developments in the Group’s business that have occurred as a result of continuing advances in technology, the competitive environment, the practicability of establishing betting operations in jurisdictions offering more favorable duty rates than the UK and the Group’s ability to take advantage of these duty rates.  These are described below, along with certain recent developments in regulatory matters affecting the Group and the implications of the outbreak of foot and mouth disease in the UK in February 2001.

Internet Operations; Other Technologies


In 1998, the Group established a fledgling internet operation based in the Isle of Man, catering to customers residing outside of the UK and the Isle of Man, and offering betting services on a nil deduction basis.  The service was in a very basic form and offered only a limited range of bets in pounds sterling on the basis of pre-arranged deposit accounts. Further investment was committed to the internet operation with the objective of creating betting sites which offered a wide range of sports on which to bet, were easy to use and, in the case of the Isle of Man site (the “International Site”) could operate in multiple currencies and languages.  On August 16, 1999, the Group relaunched the International Site with all of the sports betting otherwise offered by the Group’s traditional businesses (including all major US sports) and began accepting bets on a nil deduction basis from UK and Isle of Man residents as of January 2000.  On August 20, 1999, the Group established a UK-based internet site offering similar features.  The Group also introduced betting on horseracing and greyhound racing, with real time changes in the odds being offered, on the International Site and the UK site on February 3, 2000 and March 13, 2000, respectively.  

The Group has also sought to attract and retain customers by reducing its rate of deductions. In January 2000, the Group began accepting bets via its UK internet site at a deduction rate of 5%.  As of February 2000, this 5% deduction rate was reduced to nil, with, in both cases, the Group absorbing the balance of the duty and levy liabilities.  As stated above from January 2000 the Isle of Man site began accepting bets on a nil deduction basis from UK and Isle of Man residents.  The Group absorbed the duty of 6% of stakes on bets accepted from Isle of Man and UK customers and the 0.3% duty on bets accepted from customers elsewhere payable to the Isle of Man Government.

On May 30, 2000 the Group opened its international internet sportsbook betting site in Antigua and the site in the Isle of Man ceased operations on May 29, 2000. No betting duty is payable on bets accepted in Antigua.


The Group’s international internet sportsbook website now supports nine languages in addition to English and betting is offered in 19 currencies.


An interactive betting service was introduced on the cable television digital platform operated by Telewest in June 2000.  This service is similar to those provided on the Group’s internet sportsbetting websites.  


A service on mobile phones using Wireless Application Protocol technology was launched in early June 2000 to cover the Euro 2000 championships and has subsequently been extended to cover other sports and events.

An exclusive agreement was reached with 24 Dogs (Ireland) Limited (“24 Dogs”), a subsidiary of Wembley plc, for the provision of the fixed odds bookmaking service to the 24 Dogs website which users can access directly.  The site is dedicated to the sport of greyhound racing, featuring live and archive race action, information, entertainment and related services.  A royalty is payable to Wembley plc based on a percentage of the income generated by the Group and additional sums will be payable based on the number of customers recruited through the arrangements.

The Group has continued to invest in its websites to introduce new facilities and improve performance.


In November 1999, the Group launched an internet casino in “play for fun” mode and in January 2000, established one in a “play for real” mode.  See “Item 4 – Information on the Company – Business Overview – Information Systems.”

Offshore Telephone Betting Operations


The existence of differing rates of duty on betting transactions between the UK and other jurisdictions led to some of William Hill’s competitors moving at least parts of their businesses to jurisdictions with more favorable rates.  For example, on May 17 1999, Victor Chandler Limited (“Victor Chandler”), a small competitor offering telephone betting services closed its UK telephone business and expanded its Gibraltar operation offering to accept bets from UK customers with a 3% administration charge.  Bookmakers based in Ireland also gained a competitive advantage over UK bookmakers as of July 1, 1999, when the Irish Government reduced the duty payable on bets taken in Ireland from 10% to 5%.


Other competitors have followed the move offshore and/or have offered “price” concessions in their UK businesses.  


The Group initiated important changes to its own business in order to remain competitive.  In January 2000, the Group commenced trading from its own offshore telephone operation offering betting with a 3% administration charge betting to international (other than residents of Ireland and the Isle of Man) and UK customers.  Telephone calls are received in the Group’s call center in Athlone, Ireland and are passed to the Group’s bookmaking center in Antigua where the bet is struck and the risk is taken.  To date, the Group’s offshore telephone betting operations have been successful, and in 2000 generated over 45% of the Group’s total telephone betting revenues with a significantly higher proportion of these revenues generated towards the end of 2000.


On March 24, 2001 the 3% administration charge was removed, making the Group the first major bookmaker to offer all customers deduction free betting.


The Group responded to the changing competitive environment described above by lobbying the UK Government for reductions to the rate of the UK betting duty.  Changes to the betting taxation regime have been announced by the UK Government which will lead to changes in the way the Group conducts its business.  See “ – Regulatory Developments.”

Regulatory Developments

There have been a number of recent regulatory developments that impact or have the potential to impact upon the Group’s operations. In response to the increased threat from offshore bookmakers offering betting services to UK customers, see “– Offshore Telephone Betting Operations,” the Group, in conjunction with other UK bookmakers, made strong representations to the UK Government that the rate of UK betting duty should be substantially reduced.  In its March 2000 budget, the UK Government made no change to the rate of betting duty but recognized the need to modernize the system of taxing bets and announced a consultation process with interested parties including the betting industry.  Following the period of consultation the UK government, in its fiscal budget, on March 7, 2001 announced the replacement of betting duty by a 15% Gross Profits Tax effective at the latest from January 1, 2002.

The Group was instrumental in bringing about this change in the belief that it would have a significantly positive impact on the future profitability of the Group and be of significant benefit to the Group’s customers who will, providing that reasonable arrangements can be reached with the BHB (see below), suffer no deductions from the date the new measures come into force.  The changes will also lead to structural changes in the Group’s operations, including the repatriation of the Group’s offshore telephone and internet bookmaking operations to the UK.

With respect to the levy on revenues attributable to horse racing, on March 2, 2000 the UK Government announced that it had accepted the recommendations of the Quinquennial Review of the Levy Board that the levy system and the Board itself be abolished.  The Government also invited the BHB to produce a realistic plan to demonstrate how horse racing will be funded as a national sport without a statutory levy, taking into account racing’s potential income from a wide variety of sources, not just that income emanating from bookmakers.  The racing industry has submitted to the UK Government its proposal for replacing the current Levy scheme.  A consultation document was issued by the government in November 2000 inviting comments by February 2001.  The Group has responded to the request in a submission made by the Bookmakers Committee.  The consultation document also included a proposal to sell the Tote to a racing consortium.  The Bookmakers Committee also responded to this proposal by identifying a number of areas unacceptable to the Betting Industry.  Any eventual decision on replacing the levy will require legislation which is unlikely for at least two years.  Pending replacement, the present system continues and on October 31, 2000 agreement was reached for the year ending March 31, 2002 between the racing and bookmaking industries for the levy.  The agreement retains the rates of levy which apply in the current scheme in respect of LBOs and telephone betting and recognizes internet betting as a separate category with a levy rate of 1.2% of which up to 1.0% can be offset against any payments to the BHB in respect of copyright (see Item 8 – Financial Information – Consolidated Statements and Other Financial Information – Legal Proceedings).  The agreement includes a further contribution by all bookmakers of £1.9 million to the Levy Board’s marketing budget in addition to which the Group, Coral and Ladbrokes will together contribute a further £500,000 in total for the same purpose.  The agreement includes a mechanism by which rates of levy reduce above certain thresholds if turnover increases following any reduction in betting duty (see above).

Current UK legislation also restricts the advertisement of the Group’s offshore operations in the UK.  In 1999 Victor Chandler, a Gibraltar-based competitor, obtained a High Court ruling to the effect that its advertising through Teletext was legal, but this ruling has since been overturned by the Court of Appeal.  The Group has accordingly adjusted how it advertises its offshore operations so as to comply with the current state of the law.

The UK Government has announced a comprehensive review of UK gambling laws by an independent review body to be led by Professor Alan Budd.  The body is expected to report to the Government in the second half of 2001.  Any major legislative changes arising from the review are unlikely for several years.  See “Item 3 – Key Information– Risk Factors – Risks Associated with the Gambling Industry.”  

Foot and mouth disease

In February 2001 an outbreak of foot and mouth disease in the UK led to the suspension of UK horse racing, initially for a seven day period, commencing on February 28, 2001.  Subsequently there has been a much reduced UK horse racing program including the cancellation of the Cheltenham National Hunt Festival. Over the period during which the horse racing program has been curtailed, the Group has mitigated the loss in revenues and profit by increasing and promoting more vigorously alternative betting products, including increased overseas horse racing.  Although a loss in revenues has been suffered since the restrictions were introduced, due to strong margins the Group expects to report gross profits in the first quarter of 2001 that will not be less than the level achieved in the corresponding period last year.  It is not possible to predict how long the outbreak of foot and mouth disease might last or how it may impact the sporting program and the Group’s future performance.

52 Weeks Ended December 26, 2000 Compared to 52 Weeks Ended December 28, 1999


Revenues.  Revenues consist principally of betting stakes placed by customers in LBOs and via the Group’s telephone betting operations and internet betting operations, and cash winnings on the Group’s AWPs net of VAT.  The Group’s total revenues increased 8.8% from £1,877.9 million in 1999 to £2,042.4 million in 2000.  This increase was influenced by increased revenue from its LBOs, its telephone betting and its internet betting operations, offset by a reduction in other revenues.  In the same period, the Group’s Gross win increased 8.5% from £416.8 million in 1999 to £452.3 million in 2000.  This represents increases in its LBOs, its telephone betting operations and its internet operations offset by a reduction in other Gross wins.  Changes to long standing regulations and working practices affecting the on-course market in late 1998 indirectly affected margins on horse racing bets.  In early 2000 the Starting Price Executive, the body responsible for the collection of starting prices on racecourses, redefined the criteria under which starting prices were collected to make the process of collection more formal and transparent.  Independent consultants were then appointed to conduct a review of the new mode of operation and recommended minor changes to this mode of operation which became effective on October 30, 2000.  The position continues to be monitored.  Comparisons of Gross win from period to period or between channels can now be significantly affected by the location of the betting operation.  In comparison to bets accepted in the UK, the customer betting offshore will be charged a lower deduction, which on constant results, will adversely impact the Gross win earned by the Group but the Group’s duty and levy liability will be lower, thereby restoring wholly or partly or increasing, the margin at the Contribution level.  Reference is made below to both Gross win and Contribution.  Contribution increased 14.1% from £274.4 million in 1999 to £313.1 million in 2000.


Results were generally more favorable to bookmakers in 2000 than in 1999, although the results of some events during 2000 including European Football Championships, the Derby and Royal Ascot fell below expectations.

Revenues attributable to the Group’s LBOs consist of stakes placed by customers in LBOs for traditional and numbers betting products, but exclude revenues derived from the Group’s AWPs, which are reported separately.  LBO revenues increased 0.1% from £1,461.4 million in 1999 to £1,463.2 million in 2000.  The increase in revenues was influenced by the higher Gross win percentage achieved and general increases in the traditional business and in numbers betting.  In the same period, the Group’s Gross win attributable to LBOs increased 4.4%.  General betting results in 2000 were more favorable than in 1999 as discussed above.  In the same period Contribution increased by 6.2%.

Revenues attributable to the Group’s telephone betting operations consist of stakes placed by customers via the Group’s telephone betting operations in the UK, its international telephone betting operation in the Isle of Man and through its offshore telephone betting operation in Antigua which commenced operating on January 26, 2000.  Revenues increased 13.5% from £348.8 million in 1999 to £396.0 million in 2000.  There was a reduction in revenues from the UK operations, and from the Group’s international telephone deposit betting operations in the Isle of Man but these decreases were more than compensated for by the revenues from the new Antigua operation.  In the same period, the Group’s Gross win attributable to telephone betting operations increased by 10.4%, and the Group’s Contribution by 60.5% which reflects the higher revenues, the underlying margins and the different rates of deduction applied by the UK and offshore betting operations and the duty liabilities of each.

Revenues attributable to the Group’s AWPs consist of cash winnings from customers playing the Group’s AWPs, less VAT.  Revenues increased by 4.2% from £26.0 million in 1999 to £27.1 million in 2000 due to an increased density of AWPs.  In the same period the Group’s Gross win attributable to AWPs increased 4.2%.

The Group’s internet operations have shown significant increases in Revenues and Contribution although due to the costs of establishing these businesses a loss was incurred for the year.  Revenues increased from £9.9 million in 1999 to £133.4 million in 2000.  In the same period, the Group’s Gross wins attributable to internet operations increased substantially as did the Group’s Contribution.  They are now profitable after direct expenses including marketing expenses.

Cost of Sales.  Cost of sales consists principally of customer winnings, betting duty, horse racing and dog racing levies and license fees.  Cost of sales increased 7.8% from £1,603.6 million in 1999 (representing 85.4% of the Group’s revenues in that period) to £1,729.3 million in 2000 (representing 84.7% of the Group’s revenues in that period).

In the quarterly results reported by the Group, license fees payable to Cryptologic were included as operating expenses.  In this document they are included as cost of sales.  This revised treatment will continue to be used in future quarterly reporting.

Operating Expenses.  Operating expenses consist of direct costs incurred in running the Group’s businesses and include (a) staff costs, (b) property expenses, (c) amortization and depreciation, (d) costs associated with the Group’s satellite information systems and (e) other costs, including administrative and advertising expenses.  The Group’s operating expenses increased 16.3% from £199.3 million in 1999 to £231.7 million in 2000.  The net increase in operating expenses was primarily due to increases in staff costs, property expenses, satellite information systems costs, amortization, depreciation and in general administrative expenses, including those relating to the establishment and ongoing development of the offshore telephone and internet businesses.

Staff costs are comprised primarily of employee wages and salaries, non-wage benefits and UK National Insurance contributions.  Staff costs increased 12.6%.  The increase primarily reflects the increased salaries following the Group’s annual pay review, increased costs of the telephone betting and internet operations, an increase in other staff costs and a charge for the annual bonus scheme.

Property expenses are comprised primarily of rent, property tax, utility charges and insurance premiums with respect to the Group’s LBO portfolio and its operating and administrative facilities in Leeds, London and Athlone.  Property expenses increased 2.4% primarily due to increases in rent, rates and insurance costs partly offset by a reduction in utility charges, premises repair and dilapidation costs.


Amortization and depreciation costs are comprised of amortization of the Group’s leasehold properties and depreciation of the Group’s fixtures and fittings, equipment and other personal property.  Amortization and depreciation costs increased 18.8%.  Increases were recorded in all categories, the most significant of which was in equipment depreciation including computer equipment.

Satellite Information Systems costs increased by 2.2% due to the increased number of LBOs operated and an increase in the cost for the supply of services.

Other costs including general administrative and advertising expenses, increased 41.3%.  The increase reflects costs related to the new offshore telephone and internet operations, a reduction in non-trading profit and an increase in free bet costs.

Income from associated undertakings.  The Group’s investment in SIS has been accounted for as an associated company in both years.

Impairment of goodwill in associated undertaking. A provision of £24.0 million was made in 1999 in respect of the carrying value of the Group’s investment in SIS.  No changes have been made to this provision in 2000.


Exceptional items.  The exceptional charge in 1999 of £5.2 million reflects costs incurred on the cancelled flotation (£0.9 million) and costs of the Acquisition (£4.3 million). No exceptional charges were incurred in 2000.


Investment income.  In 2000 investment income of £0.2 million was received by the Group.


Interest.  In 2000 and 1999, the Group incurred net interest expense of £41.2 million and £48.8 million, respectively.  This includes cash interest of £38.7 million and £41.5 million respectively, and non-cash interest of £2.5 million and £7.3 million respectively.  The reduction in cash interest is due to a reduction in interest on senior bank borrowings and an increase in interest receivable on cash held on deposit.  The reduction in non-cash interest in the same period is primarily due to £4.4 million of CULS interest charged in the first quarter 1999 compared to no charge in the first quarter 2000 due to the waiver and repayment of the CULS.

Exceptional interest.  The exceptional interest charge in 1999 reflects finance costs incurred and written off in relation to the refinancing that took place during the year, loan notes that were waived, hedging agreements that were terminated, and consents that were solicited and obtained from the holders of the Notes in relation to the change of control of the Group.  No exceptional interest charges were incurred in 2000.

52 Weeks Ended December 28, 1999 Compared to 52 Weeks Ended December 29, 1998


Revenues. The Group’s total revenues increased 4.0% from £1,805.8 million in 1998 to £1,877.9 million in 1999.  This increase was influenced by the lower Gross win percentage achieved, and general increases in the traditional business including the increasing popularity of soccer betting, offset by a reduction in numbers betting and the absence in 1999 of the soccer World Cup which takes place every four years, and was held in 1998.  In the same period, the Group’s Gross win increased 0.1% from £416.2 million in 1998 to £416.8 million, in 1999.  This represents a fall in the Gross win percentage which was due to the absence of the soccer World Cup and the relatively greater success of favored horses and soccer teams during the period.  In addition, the margin on horse racing bets was also affected as an indirect consequence of changes to long-standing regulations and working practices affecting the on-course market.  

LBO revenues increased 2.5% from £1,425.5 million in 1998 to £1,461.4 million in 1999.  The increase in revenues was influenced by the lower Gross win achieved and general increases in the traditional business including the increasing popularity of soccer betting offset by a reduction in numbers betting and the absence of the soccer World Cup. In the same period, the Group’s Gross win attributable to LBOs decreased 0.6%.  General betting results in 1999 were less favorable than in 1998 as discussed above.

In the figures presented in this document free bets associated with the aborted flotation have been excluded from revenues and costs and the net cost included as an exceptional item.

Telephone betting revenues increased 7.9% from £323.3 million in 1998 to £348.8 million in 1999.  The increase in revenues represents increases in UK and international telephone betting offset by a decrease in revenues from index betting.  (Index betting revenues are the total of client losses as determined by the final result of a particular event). In the same period, the Group’s Gross win attributable to telephone betting operations decreased 1.7%, due to the factors discussed above.

AWP revenues increased by 15.0% from £22.6 million in 1998 to £26.0 million in 1999 due to an increased density of AWPs, and benefits arising from changes to coinage (introduction of £2 coin) and the increase in the maximum payout (£10 to £15) introduced in 1998.  In the same period the Group’s Gross win attributable to AWPs increased 15.5%.  

The decline in revenues from numbers betting continued in 1999, from £48.3 million in 1998 to £42.2 million in 1999.  The decline is due to customer preferences as to which betting products to bet on.  Management considers that the level of numbers betting is influenced by the migration to or from the other betting opportunities offered by the Group.  On average, numbers betting enjoys a higher margin and migration can impact profit levels.  

The international telephone betting operation and internet betting operation in the Isle of Man continued to operate in 1999, each catering to non-UK customers on a nil betting duty basis with lower than expected Gross wins from the international telephone betting operation.

Cost of Sales. Cost of sales increased 5% from £1,527.2 million in 1998 (representing 84.6% of the Group’s revenues in that period) to £1,603.6 million in 1999 (representing 85.4% of the Group’s revenues in that period).

Operating Expenses. The Group’s operating expenses increased 6% from £188.1 million in 1998 to £199.3 million in 1999.  The increase in operating expenses was due to an increase in staff, property, Satellite Information Systems and other costs, offset by a decrease in amortization and deprecation costs.

Staff costs increased 2.2%.  The increase primarily reflects the impact of higher salaries following the Group’s annual pay review offset by a reduction in the annual bonus payable to senior employees and a net decrease in other staff costs.

Property expenses increased 4.3% primarily due to increases in the charges for rent and rates offset by decreased charges for insurance and light and heat.

Amortization and depreciation costs decreased 6.2% due to decreases in depreciation on computer and general equipment was offset by increases in the amortization of property assets, and depreciation on fixtures and fittings and motor vehicles.

Satellite Information Systems costs increased by 4.1% due to the increase in the number of LBOs operated in the period, a general price increase of 3% levied by the supplier from July 1, 1999 and additional charges for evening and Sunday opening.

Other costs, including general administrative and advertising expenses, increased 24.2%  mainly due to increases in costs of advertising promotion and sponsorship, cleaning expenses, legal expenses, consultancy costs including those relating to the development of the internet operation and costs of establishing the offshore operations and lower profit on disposal of fixed assets.  These additional costs are offset by the decrease in costs of outside hedging.

Income from associated undertakings.  The Group’s investment in SIS has been accounted for as an associated company in both years.

Impairment of goodwill in associated undertaking. In 1999 a provision of £24 million was made in respect of the carrying value of the Group’s investment in SIS. No provision was made in 1998.


Exceptional items.  The exceptional charge in 1999 of £5.2 million reflects costs incurred on the cancelled flotation (£0.9 million) and costs of the Acquisition (£4.3 million). In 1998 £2.0 million exceptional costs represent costs incurred on the cancelled flotation up to the end of that year.


Interest.  The net interest charge in 1999 is significantly less than in 1998, reflecting repayments made towards bank loans, and the waiver of loan notes in the first quarter of 1999 which represented approximately 31% of the Group’s total debt at December 29, 1998.

Exceptional interest.  The exceptional interest charge in 1999 reflects finance costs incurred and written off in relation to the refinancing that took place during the year, loan notes that were waived, hedging agreements that were terminated, and consents that were solicited and obtained from the holders of the Notes in relation to the change of control of the Group.

Recently issued accounting standards


The impact of recently issued accounting standards is detailed in note 28 to the Consolidated Financial Statements.

Year 2000 Compliance


The Group took appropriate measures to ensure that its business critical application software, hardware and any other systems (including non-IT systems) were Year 2000 compliant.  The Group experienced a small number of Year 2000 related problems in the early part of 2000, all of which were minor in nature, had no impact on day to day operations and have been resolved.  The Group has recorded no material Year 2000 problems.  Management is not aware of any critical third-party supplier whose operations have been materially disrupted by year 2000 problems.  Management believes that all its IT systems are year 2000 compliant as of this date.

B.
Liquidity and Capital Resources 

The Group’s net cash flow from operating activities totaled £94.9 million, £87.1 million and £101.2 million for the fiscal periods ended December 29, 1998, December 28, 1999 and December 26, 2000 respectively.  Such cash flow was used to fund capital expenditures (£21.7 million, £17.9 million and £20.2 million in 1998, 1999 and 2000 respectively) and to pay interest and other finance costs in relation to indebtedness to third parties (£50.5 million, £63.1 million and £26.2 million in 1998, 1999 and 2000 respectively).  The remaining cash was used primarily for servicing the Group’s indebtedness to third parties, including repayment of £16.7 million drawn under the Revolving Facility (as defined below) in 1998 and £8.0 million and £9.0 million of senior debt in 1999 and 2000 respectively.


Capital expenditures primarily consist of the development and refurbishment of the Group’s LBOs, the capital cost of establishing its offshore telephone and internet betting operations and investment in system upgrades.  In 1998 the Group also purchased an additional 4.2% holding in SIS, a company incorporated in Great Britain for £6.1 million. In 1999 the Group purchased a small bookmaking company, Brooke Bookmakers Limited for £2.6 million (net of £0.7 million cash acquired).  The Group financed these capital expenditures primarily through cash generated from its operations.

The Group incurred significant indebtedness in connection with the 1997 Acquisition.  As of December 29, 1998, the Group’s total indebtedness was £725.9 million (£701.4 million net of financing fees).  This included £350.0 million of senior debt, £150.0 million of Notes and £200.0 million of convertible unsecured loan stock (“CULS”) with accrued discount of £25.9 million thereon. 

On March 29, 1999, the Group was sold to a subsidiary of WHH pursuant to the Sale and Purchase Agreement.  As a consequence:

(1)
On January 26, 1999, £100 million of the nominal amount of CULS were waived.

(2)
On March 26, 1999, William Hill repaid the balance of the CULS including accrued discount thereon by the issue of a new loan note in a principal amount of £130.3 million on similar terms to the CULS but without conversion rights.  On March 29, 1999, the new loan note was purchased by Baseflame Limited and subsequently waived by Baseflame Limited.

(3)
On March 26, 1999, the terms of certain senior debt facilities were supplemented and amended.  There was no change to the level of debt or period of repayment.  The margins and covenants were amended and the cash sweep in respect of 1998 (payable 1999), waived.

(4)
On March 8, 1999, consent was sought from the holders of the Notes to waive the change of control provisions in the Indenture which was subsequently granted.

(5)
Total costs incurred by the Group in respect of the cancelled flotation and the Acquisition were approximately £24 million.

(6)
The Group also incurred a charge of £3.8 million from William Hill Holdings Limited in respect of a management bonus scheme entered into at the time of the acquisition of William Hill Holdings Limited.  The intention is that payment to William Hill Holdings Limited will not be made before all the monies due by the Group under its senior debt facility and Exchange Notes and Private Notes have been discharged in full.  

At December 26, 2000 the Group’s total indebtedness was £483.0 million (£471.7 million net of finance fees). This comprises £333.0 million of senior debt and £150.0 million of Notes.  This compares to £492.0 million (£478.4 million net of finance fees) at December 28, 1999. 

The Group’s shareholders’ equity as of December 26, 2000, was £244.7 million compared to £212.3 million at December 28, 1999 due to retained profit for the year of £32.3 million together with £0.1 million gain on foreign currency net investments. 

Cash interest expense for the 52 weeks ended December 26, 2000, was £38.7 million compared to £41.5 million for the 52 weeks ended December 28, 1999 and £46.6 million for the 52 weeks ended December 29, 1998.  In 1999 £28.8 million in fees were expensed in connection with the refinancing of the Group, terminating the interest rate swap taken out in 1997 with Nomura and obtaining a consent from the Note holders in relation to a change of control of the Group.  The Group also incurred non-cash interest expense of £2.5 million, £7.3 million and £27.7 million in the 52 weeks ended December 26, 2000, December 28, 1999 and December 29, 1998, respectively, in relation to the accrued discount on the CULS, the amortization of the financing fees and the Group’s share of its associate’s net interest expense.

William Hill entered into interest rate swap arrangements with Nomura International plc to reduce the impact of changes in interest rates on a substantial portion of the Senior Debt Facilities (as defined below).  This interest rate swap agreement, which was due to mature on December 22, 2000, was terminated by William Hill on March 29, 1999, and new hedging arrangements with Westdeutsche Landesbank Girozentrale, Greenwich NatWest Limited, and Royal Bank of Scotland plc were entered into as part of the Acquisition.  For a discussion of the financial instruments currently used by the Group see “Item 11 – Quantitative and Qualitative Disclosures of Market Risk.”

Principal and interest payments under certain senior debt facilities relating to the 1997 Acquisition (as subsequently amended) (the “Senior Debt Facilities”), a certain revolving facility relating to the 1997 Acquisition (the “Revolving Facility”) and the Notes represent significant liquidity requirements for the Group.  The Group will be required to make principal payments totaling £500 million (consisting of £350 million pursuant to certain term loan facilities relating to the 1997 Acquisition (the “Term Loan Facilities”) and £150 million pursuant to the Notes) over the term of the Notes in addition to interest payments and repayments of amounts drawn down under the Revolving Facility.  As of July 21, 1998, the Revolving Facility was fully paid down and has remained so subsequently.

On May 14, 1998, William Hill Finance PLC issued the Notes.  After deduction of underwriting discounts and legal, printing and accounting fees, William Hill Finance PLC received total net proceeds of approximately £146 million which was used to pay a portion of a certain interim facility (the “Nomura Interim Facility”).  The balance of the principal of the Nomura Interim Facility was repaid from the Group’s internally generated funds. 

The Indenture restricts, among other things, William Hill’s ability to (a) incur additional indebtedness, (b) incur liens, (c) pay dividends or make certain other restricted payments, (d) enter into certain transactions with affiliates, (e) incur Indebtedness (as defined in the Indenture) that is subordinate in right of payment to any Senior Debt (as defined in the Indenture) and senior in right of payment to the Notes, (f) impose restrictions on the ability of a subsidiary to pay dividends or make certain payments to William Hill, (g) merge or consolidate with any other person or (h) sell, assign, transfer, lease, convey or otherwise dispose of all or substantially all of the assets of the Group.


The Senior Facilities Agreement restricts, among other things, William Hill’s and certain of its subsidiaries’ ability to (subject to certain specified exemptions) (a) incur any Financial Indebtedness (as defined in the Senior Facilities Agreement), (b) create or agree to create or permit to subsist any Security Interests (as defined in the Senior Facilities Agreement), (c) enter into arrangements other than on an arm’s length basis and in the normal course of business, (d) amend, vary or waive certain documents relating to the 1997 Acquisition without the prior written consent of the majority lenders, (e) dispose of any of its assets, (f) amalgamate, merge or consolidate with or into any other person, (g) grant or agree to grant or permit to subsist any guarantee or make or agree to make or permit to be outstanding any loans or grant or agree to grant any credit to any person or (h) acquire additional subsidiaries, businesses or investments.


The Group’s principal source of liquidity is cash generated from its operations.  The Group believes that these sources, together with available borrowings under the Revolving Facility or other sources of liquidity, will be adequate to meet the Group’s anticipated short term (less than twelve months) and long term (greater than twelve months) requirements for working capital, capital expenditures and investments and scheduled payments of principal and interest on its existing indebtedness.  However, there can be no assurance that the Group will generate sufficient cash flow from operations or that future working capital borrowings will be available in an amount sufficient to enable the Group to service its indebtedness, including the Notes, or to make necessary or planned capital expenditures.  If unable to do so, William Hill and William Hill Finance PLC may be unable to repay their existing debt and may be required to refinance all or a portion thereof (including the Notes), sell assets or obtain additional financing.   There can be no assurance that any such refinancing would be possible or that any such sales of assets or additional financing could be achieved.  The ability of the subsidiaries of William Hill to pay dividends or make other payments (“Distributions”) to William Hill may be restricted by, among other things, applicable corporate and other laws and regulations and by the terms of agreements, if any, to which William Hill and the Group become subject, or to which they are subject, in particular, the Indenture, certain credit agreements, the Intercreditor Agreement and the New Intercreditor Agreement.  Therefore, as all of William Hill Finance PLC’s revenues are derived from Distributions paid by the subsidiaries of William Hill, these restrictions may negatively affect the ability of William Hill or William Hill Finance PLC to pay its interest obligations to the extent they restrict sufficient distributions to be made to William Hill.

William Hill Finance PLC is a special purpose finance vehicle and has no operations of its own and only limited assets.  William Hill is a holding company for its subsidiaries, with no material operations of its own and only limited assets.  Accordingly, William Hill is dependent upon the distribution of the earnings of its Restricted Subsidiaries (as defined in the Indenture), whether in the form of dividends, advances or payments on account of inter-company obligations, to service its debt obligations.  Claims of creditors of a subsidiary, including trade creditors, secured creditors and creditors holding indebtedness and guarantees issued by such subsidiary, and claims of preferred stockholdings, if any, of such subsidiary will have priority with respect to the assets and earnings of such subsidiary over the claims of the creditors of its parent company, except to the extent the claim of creditors of the parent company are guaranteed by such subsidiary or to the extent security has been provided by the subsidiary, or to the extent that the parent company has lent money to such subsidiary. The Notes, therefore, are effectively subordinated to creditors (including trade creditors) and holders of preference shares, if any, of the direct and indirect subsidiaries of William Hill.  Although the Indenture limits the incurrence of indebtedness and the issuance of preference shares of certain subsidiaries, such limitation is subject to a number of significant qualifications.  Moreover, the Indenture does not impose any limitation on the incurrence by such subsidiaries of liabilities that are not considered Indebtedness or preference shares under the Indenture.  In addition, the ability of the Group to pay dividends may be restricted by, among other things, applicable corporate and other laws and regulations and by the terms of agreements to which such subsidiaries become subject.  Although the Indenture limits the ability of such subsidiaries to enter into consensual restrictions on their ability to pay dividends and make other payments, such limitations are subject to a number of significant qualifications. 

C.
Research and Development, Patents and Licenses, etc.


The Group has registered or applied to register the William Hill name and a range of associated trademarks and various domain names relating to the internet in the UK, the EC and other international jurisdictions. The Group uses a mixture of packaged software under license and internally developed software for which it owns the copyright. For additional information on licenses held by the Group, please see “Item 8 – Financial Information – Consolidated Statements and Other Financial Information – Legal Proceedings.”

D.
Trend Information 

For trend information responsive to this Item, see "Item 3 – Key Information – Risk Factors," "Item 4 – Information on the Company – Business Overview" and "Item 5 – Operating and Financial Review and Prospects – Operating Results."

Item 6.
Directors, Senior Management and Employees

A.
Directors and Senior Management

Directors and Senior Management of William Hill and William Hill Finance PLC

The members of the Board of Directors of William Hill are:

Executive Chairman
John Brown

Chief Executive
David Harding

Deputy Chief Executive
Robert Lambert* 

Group Finance Director
Thomas Singer

Managing Director for E-commerce
William Haygarth

Financial Director
Shailen Wasani

The members of the Board of Directors of William Hill Finance PLC are:

Executive Chairman
John Brown

Chief Executive
David Harding

Deputy Chief Executive
Robert Lambert* 

Group Finance Director
Thomas Singer

Managing Director for E-commerce
William Haygarth

Financial Director
Shailen Wasani

Non-Executive Director
Yagnish Chotai

Non-Executive Director
Guy Davison

Non-Executive Director
Donald Mackenzie

Non-Executive Director
Iain Parham


The titles noted above (and discussed in the biographies below) are operational titles with respect to the Group rather than the Company alone.


* Mr. Lambert is resigning from the Board of Directors (of each of William Hill and William Hill Finance PLC) on April 12, 2001 and is retiring from the Group on May 16, 2001.

The Group has examined its management structure and established three distinct business units: Retail Betting, Telephone Betting and E-commerce.  The new structure became effective from July 1, 2000, with Ian Spearing appointed Managing Director for Retail Betting, David Lowrey appointed Managing Director for Telephone Betting and William Haygarth appointed Managing Director for E-commerce.

The remaining members of management remain in their roles although certain reporting lines have changed to reflect the new structure.  New members to the senior management team have also been appointed as noted below.

Biographies

William Hill Finance PLC and William Hill

John Brown is Executive Chairman of the Group, having been a Managing Director of the Group since December 1989.  Until David Harding succeeded him as Chief Executive, Mr. Brown served as Chairman and Chief Executive of the Group.  As Executive Chairman, Mr. Brown is responsible (in conjunction with the Chief Executive) for the overall business strategy of the Group.  Mr. Brown joined the Group in 1959, worked his way up through different parts of the business and was appointed Assistant Managing Director of WHO in 1985.  He became a director of William Hill on January 15, 1999 and of William Hill Finance PLC on January 29, 1999.


David Harding was appointed a director of the Issuer, the Company and certain other companies in the Group on August 1, 2000 and, after a period of induction, assumed the position of Chief Executive. Mr. Harding is responsible (in conjunction with the Executive Chairman) for the overall business strategy of the Group and is also responsible for the Group's day to day operations. For the two years prior to joining the Group, Mr. Harding was with the Prudential Group initially as Managing Director of their Life and Pensions business and latterly as Deputy Chief Executive of Scottish Amicable, a wholly owned Prudential subsidiary.  Prior to that Mr. Harding was Managing Director of Charles Schwab Europe and has also held posts in telecommunications, as a consultant with the PA Group and Jaguar Cars.


Robert Lambert is Deputy Chief Executive of the Group, having been Deputy Managing Director of the Group since December 1989.  Mr. Lambert had also been Group Finance Director since December 1989 until he was succeeded in that position by Thomas Singer on March 1, 2001.  As Deputy Chief Executive, Mr. Lambert is, along with the Chief Executive, responsible for the Group's day to day operations.  Mr. Lambert will resign from the Board of Directors (of each of William Hill and William Hill Finance PLC) on April 12, 2001 and is retiring from the Group on May 16, 2001.  Mr. Lambert became a director of William Hill on January 15, 1999, and of William Hill Finance PLC on January 29, 1999.

Thomas Singer joined the Group on January 8, 2001 and was appointed a director of the Issuer, the Company and certain subsidiaries of the Company on February 20, 2001 and certain of the Company’s other subsidiaries on March 21, 2001. Effective March 1, 2001, he assumed the position of Group Finance Director. His responsibilities cover finance, financial and strategic planning, security and internal audit.  For the last three years Mr. Singer has been with Moss Bros plc, latterly as Group Finance Director, and prior to that was with McKinsey & Company, London.

William Haygarth  has been the Group’s Managing Director for E-commerce since July 1, 2000.  He was previously responsible for the Group’s AWP business, Information Services function and E-commerce activities.  He joined the Group in June 1990, became a director of William Hill Limited on May 26, 1999 and of William Hill Finance PLC on January 29, 1999.

Shailen Wasani, joined the Group as Group Financial Accountant in 1990 and was appointed Financial Controller in 1992 and Financial Director in July 1997.  Mr. Wasani is responsible for the finance function for the Group’s operating companies and reports to Thomas Singer, Group Finance Director.  Mr. Wasani became a director of William Hill and of William Hill Finance PLC on March 21, 2001.

Yagnish Chotai became a director of Cinven Limited in 1996 and was appointed a director of William Hill Finance PLC on April 14, 1999, pursuant to an agreement among, inter alia, Chartley Limited (now William Hill Holdings Limited), CVC Capital Partners Limited and Cinven Limited.

Guy Davison became a director of Cinven Limited in 1988 and was appointed a director of William Hill Finance PLC on April 14, 1999, pursuant to an agreement among, inter alia, Chartley Limited (now William Hill Holdings Limited), CVC Capital Partners Limited and Cinven Limited.

Donald Mackenzie is Managing Director International, CVC Capital Partners and was appointed a director of William Hill Finance PLC on April 14, 1999, pursuant to an agreement among, inter alia, Chartley Limited (now William Hill Holdings Limited), CVC Capital Partners Limited and Cinven Limited.

Iain Parham is Managing Director International, CVC Capital Partners and was appointed a director of William Hill Finance PLC on April 14, 1999, pursuant to an agreement among, inter alia, Chartley Limited (now William Hill Holdings Limited), CVC Capital Partners Limited and Cinven Limited.

Executive Management

In addition to those members of executive management on the Board of William Hill, the day to day management of the Group is conducted by the following additional executive officers:  

David Hart was appointed Development Director of the Group in 1990.  He is responsible for the development of William Hill’s LBO estate and all license and permit related matters.  Mr. Hart has worked in the bookmaking industry for 33 years, including 17 years with Ladbrokes prior to joining William Hill in his current role.

David Lowrey has been Managing Director for Telephone Betting since July 1, 2000. Prior to that, he had served as Group Racing Director since 1992.  He has overall control of telephone betting, the sports information department, racecourse representatives and betting control.  Mr. Lowrey has over 35 years experience in the industry.  He joined WHO in 1967 and has held various senior positions within the Group.

Ian Spearing has been Managing Director for Retail Betting since July 1, 2000.  He joined William Hill in 1991 as Business Development Director from Ladbrokes, where his 20 year career included six years as a senior executive in their international operations based in Belgium.  He was appointed to the Board of WHO in July 1999 and has additional responsibility for the Group’s spread betting operation.  Mr. Spearing works with the Executive Chairman and Chief Executive on all major betting industry issues.

David Steele is a Chartered Surveyor.  Having joined the Group as Estates Controller from Ladbrokes in May 1990, Mr. Steele was appointed Property Director in July 1997.  He is responsible for all surveying and shopfitting, including the installation and maintenance of equipment in LBOs, lease renewals, disposals, letting regulations and other property related matters.

Gordon Oliver was appointed Operations Director on March 1, 2000 and has assumed responsibility for the operation of the Group’s LBOs.  He joined the Group in 1968 as an LBO manager and prior to his current role was the Regional Director for London East.

Ralph Topping was appointed Operations Director E-commerce on July 1, 2000.  Since October 1998 he has overseen the growth and development of the Group’s UK and International sportsbooks.  Mr. Topping has worked within the betting industry for the past 30 years, having spent all that time with William Hill.  He has held various positions in the Group, most recently as Regional Director for Scotland, a post he held for 4 years.

Nigel Blythe-Tinker was appointed Group Company Secretary on January 20, 1999 and has responsibility for the Group’s legal and company secretarial functions.  Immediately prior to joining the Group he was Group Company Secretary and Head of Legal for TLG plc.  Prior to that he has held a number of senior executive positions in companies including The Rank Organization Plc, Framlington Group PLC and CGU plc.

Mike Ellis was appointed to the position of Information Technology Director on July 1, 2000.  Mr. Ellis has been with the Group ten years, most recently as IT Manager and earlier as Telecoms Manager. Prior to joining William Hill, he spent ten years with a public telecommunications operation in the UK where he held various positions.

David Russell was appointed to the position of Human Resources Director on March 5, 2001.  He is responsible for the development and maintenance of HR policies for the Group.  For the last ten years Mr. Russell handled senior HR positions in Alpha Airports Group Plc and Courtaulds Textiles PLC.

Peter Nolan was appointed to the position of Marketing Director on March 19, 2001. Mr. Nolan has spent the majority of his career at Royal & Sun Alliance Assurance Group Plc in marketing, operations and business development roles.  Since April 1999 he was Vice President of Marketing for TD Waterhouse, a US owned discount stockbroker.

Except as provided otherwise by their respective employment agreements, members of the executive management generally serve at the discretion of WHH, the ultimate parent of William Hill, except for Mr. Oliver, Mr. Ellis, Mr. Russell and Mr. Nolan.

B.
Compensation 


The aggregate compensation payable by William Hill Limited and its subsidiaries to its directors for the 52 weeks ended December 26, 2000, was £1.1 million, including bonuses and benefits in kind.


For the year ended December 26, 2000, the highest paid director earned £0.4 million from William Hill Limited and its subsidiaries, including bonuses and benefits in kind.


The compensation amounts noted above include bonuses payable under the Group's Annual Operating Bonus Scheme.  Under this plan, participants are entitled to receive bonuses equal to certain predefined percentages of their respective salaries if the Group's actual profits (excluding interest and taxes) exceed, by certain percentage thresholds, the budgeted profits (excluding interest and taxes) for the same period.  Participation in the Annual Operating Bonus Scheme is by invitation only to those employees of the Group above a certain grade or level.

The compensation amounts noted above also include amounts equivalent to interest earned during the year ended December 26, 2000 on bonuses accrued under a bonus scheme entered into at the time of the acquisition of the Group by William Hill Holdings Limited.  Only certain senior executives at the time of the Acquisition were eligible for participation in the scheme.  Under this bonus scheme, payments to continuing directors are to be made no earlier than in equal installments on each of the first three anniversaries following the date of the acquisition subject to immediate payments at normal, ill health or agreed early retirement.  Payment will be deferred in respect of directors who leave in other circumstances.  Payments will be increased by a sum equivalent to interest earned while the bonus sum is retained by the Group and further augmented, in respect of service prior to retirement or leaving, in the event of a disposal of the Group by the shareholders.


The Group did not provide for any pension, retirement or similar benefits to its directors and officers in the year ended December 26, 2000.

C.
Board Practices

There is no fixed term for the members of the Board of Directors of William Hill or William Hill Finance PLC.  With respect to William Hill, the Board may appoint members as appropriate, acting by a majority of the members of the Board present at Board meetings.  Any member of the Board may be removed by an ordinary resolution of the shareholders of William Hill, or following a request to resign from not less than three quarters of the other members of the Board.  

For additional information on Board practices, see "Item 10 – Additional Information – Memorandum and Articles of Association."  For information on the period during which each current Board member has served in that office, see "—Directors and Senior Management."


Each directors’ service contract provides for 12 months' notice of termination by either party thereto.  No other termination benefits are available to the Board members pursuant to these contracts.

The Company does not have an Audit Committee or a Remuneration Committee. However, the Company is subject to the authority of WHH’s Audit Committee and Remuneration Committee.


The membership of WHH’s Audit Committee comprises non-executive directors of that company, namely, Charles Scott, Yagnish Chotai, Guy Davison, Donald Mackenzie and Iain Parham, and the Executive Chairman, Chief Executive and the Group Finance Director by invitation.  The chairman of the Audit Committee is Charles Scott.  The Audit Committee is responsible for reviewing the accounting policies and procedures of the Group, its internal financial control systems and its compliance with statutory requirements.  The Audit Committee is also responsible for considering any matter raised by the Group's external and internal auditors.


The membership of WHH’s Remuneration Committee consists of all non-executive directors of WHH (listed above) and the Executive Chairman and Chief Executive by invitation. (However, a committee member is obliged to withdraw from any meeting while his own remuneration is considered.)  The chairman of the Remuneration Committee is Donald Mackenzie.  The Remuneration Committee is responsible for considering and making recommendations on the remuneration of all directors, the appointment or dismissal of such directors, and the terms of appointment or dismissal and the remuneration of senior employees of the Group who are not directors and whose annual salary is in excess of £60,000 per annum.

D.
Employees 


As at March 27, 2001, the Group had a total of 9,182 employees, comprising 2,733 full-time and 6,449 part-time staff (less than 35 hours per week).  Approximately 87% of these employees were directly involved at the LBO level.


A significant number of the Group’s employees (approximately 70% at March 27, 2001) are part-time and/or part-year employees. This reflects the need to staff the LBOs on a cost effective and flexible basis. Seasonal staff are recruited to work during the summer months (April to August) when the LBOs are permitted to remain open later in the evening.


The Group’s employees are not covered by any collective bargaining agreements, and the Group does not negotiate employees’ remuneration with unions. Pay reviews are held annually. The most recent pay review was held in March 2001, when pay rates were increased by 3.0%.


The Group operates an employee LBO incentive scheme, the Permanent Employees Regional Commission Scheme, and an annual bonus scheme for certain senior employees.


The Group has no history of strikes or work stoppages and no material labor-related claims are pending. The Group has a Staff Council consisting of directors, senior management and employee representatives in order to encourage consultation with respect to, and employee involvement in, Group business decisions. Management believes that relations between the Group and its employees are good.

E.
Share ownership 


None of the persons identified above in “Item 6 – Directors, Senior Management and Employees” hold any shares in the Company.  For further detail on shareholdings in the Company, see “Item 7 – Major Shareholders and Related Party Transactions” below.

Item 7.
Major Shareholders and Related Party Transactions

A.
Major shareholders 


As of March 27, 2001, all of William Hill Finance PLC’s outstanding equity interests are owned directly or indirectly by William Hill.  The following table sets forth certain information as of such date with respect to William Hill’s equity interest in William Hill Finance PLC.

Title of Class
Identity of Person

or Group
Amount Owned
Percentage
of Class

Ordinary Shares

William Hill Limited
3,809,999
100%

Ordinary Shares

William Hill Organization Limited
1
-

At the same date all the outstanding capital stock of William Hill Organization Limited is directly owned by William Hill Limited.

The following table sets forth certain information as of such date with respect to the ownership of William Hill’s outstanding equity interests.

Title of Class
Identity of Person
or Group
Amount Owned
Percentage
of Class

Ordinary Shares

William Hill Investments Limited
100,000
100%

Deferred Shares

Baseflame Limited
50,001
100%

The voting rights associated with each class of securities are described in “Item 10 – Additional Information – Memorandum and Articles of Association.”


All the outstanding capital stock of William Hill Investments Limited and Baseflame Limited is directly or indirectly owned by William Hill Holdings Limited.  William Hill Holdings Limited acquired its interest in William Hill on the Acquisition Date pursuant to the Sale and Purchase Agreement.  Management holds 11.1% of the outstanding ordinary shares of William Hill Holdings Limited, with the remainder held by funds and investors managed or advised by Cinven Limited or CVC Capital Partners Limited or an affiliate thereof.  Neither Cinven Limited  nor CVC Capital Partners Limited nor any other party controls WHH. 


For a discussion of significant changes in the percentage ownership held by the major shareholders in the Company during the past three years, see “Item 4 – Information on the Company – History and Development of the Company.”

B.
Related Party Transactions 


William Hill had no material related party transactions during the year other than those set out below:

Ultimate Parent Company


In the 52 weeks ended December 26, 2000 £2.7 million of costs incurred by the Group’s ultimate parent company (WHH) were recharged to the Group.  In addition, the Group incurred a charge of £13.3 million for Group relief in respect of tax losses surrendered by the Group’s intermediate parent company, William Hill Investments Limited.

Associates


During the 52 weeks ended December 26, 2000 the Group made purchases of £11.9 million from SISL, a subsidiary of the Group’s associated undertaking SIS.  At December 26, 2000 the amount payable to SISL was £5,000.  The Group also sold tax losses for £1.7 million to its associated undertaking.

C.
Interests of Experts and Counsel




Not applicable – Annual Report on Form 20-F

Item 8.
Financial Information

A.
Consolidated Statements and Other Financial Information

Legal Proceedings


William Hill is party to a number of legal proceedings that arose in the ordinary course of the Group’s business.  Management does not believe that the outcome of such proceedings in which it is involved at the date of this Annual Report will have a significant impact on the Group’s financial condition or results of operations. 

The Group is currently involved in litigation with the BHB concerning the alleged infringement of the BHB's UK database rights arising from the Group's use of lists of runners on the internet for the purposes of accepting bets on horse races taking place in England, Scotland and Wales.  The Group did not accept the BHB’s position with respect to its intellectual property rights, and therefore did not apply for a license for its use of such rights.  In February 2001, judgment was given against WHO in the Chancery Division of the High Court, and the Court ordered (a) an inquiry into damages, (b) an injunction restraining the Group from infringing the BHB's database rights, (c) an order that the Group pay the BHB's costs of the litigation (to be assessed by the Court if not agreed between the Group and the BHB) and (d) that the Group make an interim payment of £100,000 in respect of the BHB's costs.  The Group has appealed the Court's decision, and the appeal is currently scheduled to be heard in July 2001.

As a result of the Court's decision, the Group has obtained a license from the BHB for use of the data on the internet in consideration for payment of a royalty to the BHB of 1% of the gross sums received by the Group from websites on which the Group reproduces all or part of BHB's data and which are concerned with horse racing taking place in England, Scotland and Wales.  The amount payable has been provided for in the financial statements.  Furthermore, amounts payable in respect of the next levy year will be deducted form any payment of levy.  This license has been backdated to May 1999 when the Group first started using the data on the internet.  The Group has referred the license it has taken from the BHB to the Office of Fair Trading ("OFT") in the UK, as the Group believes that it is anti-competitive.  The OFT is carrying out a preliminary inquiry.  Because of the backdated license and the OFT's investigation, the Court has stayed its inquiry into damages.  Consequently, the inquiry into damages will only commence if the BHB applies to the Court.  

Dividend Distribution Policy


According to the Group's current policy, the Group will not distribute dividends while its present debt and capital structure continues.

B.
Significant Changes




There are no additional significant changes other than those mentioned in “Item 5 – Operating and Financial Review and Prospects – Operating Results – Recent Developments.”

Item 9.
The Offer and Listing

A.
Offer and Listing Details




Information regarding the price history of the Notes is provided on “ – Markets” below.

B.
Plan of Distribution




Not applicable – Annual Report on Form 20-F

C.
Markets 


The Private Notes were issued by William Hill Finance PLC on May 14, 1998.  On September 30, 1998, William Hill Finance PLC and William Hill made their initial filing of the Registration Statement with the Commission with respect to the exchange of the Private Notes for the Exchange Notes. The outstanding Exchange Notes were issued on November 23, 1998.  Although a substantial majority of the Private Notes were exchanged for Exchange Notes, some Private Notes remain outstanding.  The aggregate principal amount of the Private Notes and the Exchange Notes is £150,000,000.


The Notes are listed on the Luxembourg Stock Exchange.  The Notes have been accepted for clearance through the Euroclear System and Clearstream Banking, SA.


The Private Notes are eligible for trading in the Portal Market of The Nasdaq Stock Market, Inc. (“Portal”).

The following table sets forth, for the periods indicated, (i) the reported high and low sales prices for the Notes on the Luxembourg Stock Exchange and (ii) the reported high and low sales prices for the Private Notes on Portal: 


Luxembourg Stock Exchange
Portal


Private Notes
Exchange Notes
Private Notes


High
Low
High
Low
High
Low


US dollars
US dollars
US dollars

Fiscal Year Ended







December 29, 1998 (1) 

103.0
88.0
103.0
88.0
103.0
88.0

December 28, 1999

112.5
100.5
112.5
100.5
112.5
100.5

December 26, 2000

105.5
98.0
105.5
98.0
105.5
98.0









First Quarter 1999

112.5
103.5
112.5
103.5
112.5
103.5

Second Quarter 1999

110.25
102.25
110.25
102.25
110.25
102.25

Third Quarter 1999

102.25
100.5
102.25
100.5
102.25
100.5

Fourth Quarter 1999

106.5
100.5
106.5
100.5
106.5
100.5



First Quarter 2000

103.5
102.0
103.5
102.0
103.5
102.0

Second Quarter 2000

105.5
102.0
105.5
102.0
105.5
102.0

Third Quarter 2000

105.5
103.5
105.5
103.5
105.5
103.5

Fourth Quarter 2000

104.0
98.0
104.0
98.0
104.0
98.0

Period







5 weeks ended March 27, 2001

103.5
100.0
103.5
100.0
103.5
100.0

4 weeks ended February 20, 2001

104.1
103.5
104.1
103.5
104.1
103.5

4 weeks ended January 23, 2001

105.0
102.5
105.0
102.5
105.0
102.5

5 weeks ended December 26, 2000

102.5
100.0
102.5
100.0
102.5
100.0

4 weeks ended November 21, 2000

101.5
98.0
101.5
98.0
101.5
98.0

4 weeks ended October 24, 2000

104.0
101.5
104.0
101.5
104.0
101.5









(1)    Beginning on May 14, 1998 in the case of the Private Notes and November 23, 1998 in the case of the Exchange Notes.
Management does not have reliable information as to the portion of the Notes held in the U.S. or the number of record Holders of the Notes in the U.S.
D.
Selling Shareholders




Not applicable – Annual Report on Form 20-F

E.
Dilution




Not applicable – Annual Report on Form 20-F

F.
Expenses of this Issue




Not applicable – Annual Report on Form 20-F

Item 10.
Additional Information

A.
Share Capital




Not applicable – Annual Report on Form 20-F

B.
Memorandum and Articles of Association


The company number of William Hill is 3447836. The registered address of William Hill is Greenside House, 50 Station Road, Wood Green, London N22 7TP, England.  The telephone number of this address is +44 208 918 3600.


The Company's Memorandum of Association grants broad corporate powers to the Company and, with the Articles of Association (together the "Articles") sets out the basis upon which these powers shall be exercised.  

Directors


Directors need not hold shares in the Company to qualify and be appointed as a director of the Company.


A director is entitled to vote as a director and be counted in the quorum in respect of a resolution concerning a matter in which he has, directly or indirectly, an interest or duty (whether or not it may conflict with the interests of the Company), provided that he has disclosed to the board the nature and extent of any material interest of his.  Provided that such notice is given to the Company, the director may  (a) be a party to, or interested in, any transaction or arrangement with the Company or in which the Company is interested, (b) act in a professional capacity for the Company (otherwise than as an auditor) and be entitled to remuneration as if he were not a director, (c) be a director or officer of or employee of or party to any transaction or arrangement with or be otherwise interested in any body corporate promoted by the Company or in which the Company is otherwise interested and (d) the director shall not, by reason of his office, be accountable to the Company for any benefit or profits from the foregoing interests.  A director’s compensation may be fixed by ordinary resolution in a general meeting or by the board from time to time.


Subject to applicable English law but without prejudice to any indemnity to which a director may otherwise be entitled, each director of the Company is entitled to be indemnified out of the assets of the Company against any liability incurred by him in defending any proceedings, whether civil or criminal, in which judgement is given in his favor or in which he is acquitted, or in connection with any application in which relief is granted to him by a court from liability for negligence, default, breach of duty or breach of trust in relation to the affairs of the Company.


The board of directors may exercise all the powers of the Company, including without limitation the power to dispose of all or any part of the undertaking of the Company and the power to raise and borrow money.  No person shall be disqualified from being appointed or reappointed a director, and no director shall be required to vacate that office, by reason only of the fact that he has attained the age of 70 years (or any other age), nor is it necessary by reason of his age to give special notice of any resolution under applicable English law.  Where the board convenes any general meeting of the Company at which (to the knowledge of the board) a director who will have attained the age of 70 or more will be proposed for appointment or reappointment, the board shall give notice of his age in years in or with the notice convening the meeting, but the accidental omission to do so shall not invalidate any proceedings, or any appointment or reappointment of that director, at such meeting.


There is no fixed term for the members of the board of directors.  The board may appoint directors by ordinary resolution, acting by a majority of the directors present at the board meeting at which such resolution is considered.  Any director on the board of directors may be removed by an ordinary resolution of the shareholders (also referred to as "members") of the Company, or following a request to resign from not less than three-quarters of the other directors on the board.

Shareholder Rights


The authorized share capital of the Company is divided into 399,999,998 ordinary shares of £1 each and 50,001 non-voting deferred shares of £1 each.  


The deferred shares have the following rights and are subject to the following restrictions: (a) the holder of the deferred shares shall not be entitled to any participation in the profits or assets of the Company (save as provided for in (c)), (b) with respect to income, the holder of the deferred shares shall not be entitled to participate in the profits of the Company available for distribution, (c) with respect to capital, on a liquidation or other return of capital, the assets of the Company available for distribution shall be applied in repaying to the holder of the deferred shares an amount not exceeding the par value thereof (with no further right conferred on the holder thereof to participate in the assets of the Company) and (d) the deferred shares shall not carry any right to receive notice of or attend and vote at any general meeting of the Company.


Subject to the terms of allotment as set out under English law and the residual allotment powers in the Company's Articles, the board may from time to time make calls on the members in respect of any monies unpaid on their shares (whether in respect of nominal value or premium).  Each member shall (subject to receiving at least 14 clear days’ notice specifying when and where payment is to be made) pay to the Company the amount called on his shares as required by the notice.  A person on whom a call is made shall remain liable for calls made on him even if the shares in respect of which the call was made are subsequently transferred.  If a call or any installment of a call remains unpaid in whole or in part after it has become due and payable, the person from whom it is due and payable shall pay interest on the amount unpaid from the day it became due and payable until it is paid.  Interest shall be paid at the rate fixed by the terms of allotment of the share or in the notice of the call or, if no rate is fixed, the rate determined by the board, not exceeding 15% per annum, or if higher, the appropriate rate (as defined under applicable English law).  The board may waive payment of interest wholly or in part with respect to an individual member.  If a call or any installment of a call remains unpaid in whole or in part after it has become due and payable, the board may give to the person from whom it is due not less than 14 clear days’ notice requiring payment of the amount unpaid, together with any interest which may have accrued and any costs, charges and expenses incurred by the Company by reason of such non-payment.  The notice shall name the place where payment is to be made and shall state that if the notice is not complied with the shares in respect of which the call was made will be liable to be forfeited.  If such notice is not complied with, any share in respect of which it was given may, at any time before the required payment is made, be forfeited by a resolution of the board.


The Articles of the Company provide for altering shareholders’ rights subject to the provisions of applicable English law, as follows: if at any time the capital of the Company is divided into different classes of shares, the rights attached to any class may (unless otherwise provided by the terms of allotment of the shares of that class) be varied or abrogated, whether or not the Company is being wound up, either with the consent in writing of the holders of three-quarters in nominal value of the issued shares of the class or with the sanction of an extraordinary resolution passed at a separate general meeting of the holders of the shares of the class (but not otherwise).  The rights attached to any share or class of shares (if there is more than one class) shall be deemed to be varied by (a) the reduction of the capital paid up on that share or class of shares otherwise than by a purchase or a redemption by the Company of its own shares and (b) the allotment of another share ranking in priority for payment of a dividend, or in respect of capital or which confers on its holder voting rights more favorable than those conferred by that share or class of shares, but shall not be deemed to be varied by the creation or issue of another share ranking equally with or subsequent to that share or class of shares or by the purchase or redemption by the Company of its own shares.


There are no limitations on the right to own securities of the Company.

General Meetings


All general meetings other than annual general meetings are called extraordinary general meetings.  The board of directors may call general meetings and, on the request of members pursuant to English law, proceed to convene an extraordinary general meeting for a date not later than 21 days after receipt of the request, in accordance with applicable English law.  If there are not within the UK sufficient directors to call a general meeting, any director may call a general meeting, but where no director is willing or able to do so, any two members of the Company may summon a meeting for the purpose of appointing one or more directors.


An annual general meeting and an extraordinary general meeting called for the passing of a special resolution or a resolution appointing a person as director must be called by at least 21 clear days' notice (where "clear days" do not include the day when notice is given nor the day on which it is deemed to take effect).  All other extraordinary general meetings shall be called by at least 14 clear days' notice.


The notice shall specify the time and place of the meeting and the general nature of the business to be transacted and, in the case of an annual general meeting, shall specify the meeting as such.  All business shall be deemed to be special that is transacted at an extraordinary general meeting, and also that is transacted at an annual general meeting, with the exception of the declaration of dividends, the consideration of accounts, balance sheets and the reports of the directors and auditors, the appointment and reappointment of directors, the appointment of auditors (except where special notice is required under English law) and fixing of the remuneration of the directors or the auditors.  The accidental omission to give notice of a meeting to, or the non-receipt of notice of a meeting by, any person entitled to receive notice shall not invalidate the proceedings at that meeting.

Votes of Members (or Shareholders)


On a show of hands every member, or shareholder, who (being an individual) is present in person or by proxy, or (being a corporation) is present by a duly authorized representative, shall have one vote for every share of which he is the holder, or in the case of a proxyholder or authorized representative, for every share held by the grantor of the proxy or by the corporation, as applicable.


The voting rights of the holders of the deferred shares are described in "Shareholder Rights," above.

Dividends


Subject to English law, the Company may by ordinary resolution declare dividends in accordance with the respective rights of the members, but no dividend shall exceed the amount recommended by the board.  However, the directors may pay interim dividends if it appears to them that they are justified by the profits of the Company available for distribution.


Except as otherwise provided by the rights attached to shares (as described in " Shareholder Rights" above), all dividends shall be declared and paid, but no amount paid on a share in advance of the date on which a call is payable shall be treated as paid on the share. All dividends shall be apportioned and paid proportionately to the amounts paid up on the shares during any portion or portions of the period in respect of which the dividend is paid; but, if any share is allotted or issued on terms providing that it shall rank for dividends as from a particular date, that share shall rank for the dividend payment accordingly. 


A general meeting declaring a dividend may, on the recommendation of the board, by ordinary resolution direct that it shall be satisfied wholly or partly by the distribution of assets and, where any difficulty arises in regard to the distribution, the directors may oversee the distribution and may (a) fix the value for distribution of any assets, (b) determine that cash may be paid to any member on the basis of the value so fixed in order to adjust the rights of members and (c) vest any assets in a trustee.  The board may deduct from any dividend or other monies payable to any member in respect of a share any monies presently payable by him to the Company in respect of that share.


No dividend or other monies payable in respect of a share shall bear interest against the Company unless otherwise provided by the rights attached to the share.  Any dividend which has remained unclaimed for 6 years from the date when it became due for payment may not be recovered under English law.  However, as stated in "Item 8.A - Consolidated Statements and Other Financial Information," the Company will not be distributing dividends while its present capital and debt structure continues.

Capitalization of Profits


The directors may, with the authority of an ordinary resolution of the Company: (a) resolve to capitalize any undistributed profits of the Company not required for paying any preferential dividend or any sum standing to the credit of any reserve or other fund, including without limitation the Company's share premium account and capital redemption reserve if any, (b) appropriate the sum resolved to be capitalized to the members who would have been entitled to it if it were distributed by way of dividend and in the same proportions, (c) apply that sum on their behalf either in or towards paying up the amounts, if any, for the time being unpaid on any shares held by them respectively, or in paying up in full unissued shares, debentures or other obligations of the Company of a nominal amount equal to that sum, but the share premium account, the capital redemption reserve, and any profits which are not available for distribution may only be applied in paying up unissued shares to be allotted to members credited as fully paid, (d) allot the shares, debentures or other obligations credited as fully paid to those members, or as they may direct, in those proportions, or partly in one way and partly in the other and (e) where shares or debentures become, or would otherwise become, distributable in fractions, make such provision as they think fit for any fractional entitlements, including, without limitation, authorizing their sale and transfer to any person, resolving that the distribution be made as nearly as practicable in the correct proportion but not exactly so, ignoring fractions altogether or resolving that cash payments be made to any members in order to adjust the rights of all parties.  


In addition, the directors may by ordinary resolution authorize any person to enter (on behalf of all the members concerned) into an agreement with the Company providing for the allotment to them respectively, credited as fully paid, of any shares, debentures or other obligations to which they are entitled upon such capitalization, or providing for the payment by the Company on behalf of the members of the amounts remaining unpaid on their existing shares by the application of their respective proportions of the sum resolved to be capitalized, with any agreement made under such authority being binding on all such members.


The powers described above are restricted under the limitations assumed in connection with the 1997 Acquisition and under the Indenture, as discussed in "Item 5 – Operating and Financial Review and Prospects –  Liquidity and Capital Resources."

Winding Up

If the Company is wound up, the liquidator may, with the sanction of an extraordinary resolution of the Company and any other sanction required by English law: (a) divide among the members in specie the whole or any part of the assets of the Company and may, for that purpose, value any assets and determine how the division shall be carried out as between the members or different classes of members, (b) vest the whole or part of the assets in trustees for the benefit of the members and (c) determine the scope and terms of those trusts, but no member shall be compelled to accept any assets upon which there is a liability.  The power of sale of a liquidator shall include a power to sell wholly or partially for shares or debentures or other obligations of another body corporate, either then already constituted or about to be constituted for the purpose of carrying out the sale.

Change of Control

Under the Company’s Articles, the board may, in its absolute discretion and without giving any reason, refuse to register the transfer of a share which is not fully paid.  The board may also refuse to register a transfer unless the instrument of transfer (a) is lodged at the office or at such other place as the directors may appoint, accompanied by the certificate for the shares to which it relates and such other evidence as the directors may reasonably require to show the right of the transferor to make the transfer, (b) is in respect of only one class of shares and (c) is in favor of not more than four transferees.

C.
Material Contracts


There are no material contracts for the two years immediately preceding the publication of this Annual Report to which the Company or any member of the Group is a party, other than those entered into in the ordinary course of business. 

D.
Exchange controls 


There are currently no governmental laws, decrees or regulations in the UK that restrict the export or import of capital, including, but not limited to, foreign exchange controls, or that affect the remittance of dividends, interest or other payments to non-resident Holdings of the Notes, except that, under current English law, a transfer of, or payment in respect of, a Note involving the government of any country which is currently the subject of United Nations sanctions, any person or body resident in, incorporated in or constituted under the laws of any such country or exercising public function in any such country or any person or body controlled by any of the foregoing or by any person acting on behalf of any of the foregoing may be subject to restrictions pursuant to such sanctions as implemented in English law.


There are no limitations under English law or William Hill Limited or William Hill Finance PLC’s respective Memoranda and Articles of Association on the right of non-resident or foreign owners to hold the Notes. 

E.
Taxation

Certain United Kingdom Tax Consequences


The following summary describes certain UK tax consequences of the ownership of the Notes as of the date hereof, assuming that the interest paid on the Notes will not exceed a reasonable commercial return. Except where noted, it relates only to the position of persons who are the absolute beneficial owners of their Notes and may not apply to special situations, such as those of dealers in securities. Furthermore, the discussion below is based upon the provisions of the UK tax laws and UK Inland Revenue practice as of the date hereof, and such provisions may be repealed, revoked or modified so as to result in UK tax consequences different from those discussed below. Persons considering the purchase, ownership or disposition of Notes should consult their own tax advisers concerning UK tax consequences in light of their particular situations as well as any consequences arising under the law of any other relevant tax jurisdiction. No representations with respect to the tax consequences to any particular holder of book-entry interests relating to the Exchange Notes recorded in book-entry form by The Depository Trust Company (“DTC”) are made hereby.

Payments on the Notes


Following changes in UK tax legislation effective from 1 April 2001, no withholding or deduction on account of UK income tax will be required from payments of principal or interest, as long as the Notes are represented by one global note without coupons (the “Global Notes”), and are listed on a “recognized stock exchange”. A recognized stock exchange is defined by section 841 of the Income and Corporation Taxes Act 1988. The Luxembourg Stock Exchange is currently recognized for these purposes.

Interest on the Notes constitutes UK source income for tax purposes and, as such, may be subject to income tax by direct assessment even where paid without withholding. However a Holder who is not resident for tax purposes in the UK will not be liable to United Kingdom tax on interest on the Notes unless that Holder is chargeable to income tax or corporation tax on a branch or agency in the United Kingdom through which it carries on a trade, profession or vocation and in connection with which the interest is received or to which the Notes are attributable. There are certain exemptions for interest received by certain specified categories of agent (such as some brokers and investment managers).

Proposed EU Withholding Tax Directive


In May 1998, the European Commission presented to the Council of Ministers of the European Union a proposal to oblige Member States of the European Union (the “Member States”) to adopt either a “withholding tax system” or an “information reporting system” in relation to interest, discounts and premiums.


The “withholding tax system” would require a paying agent established in a Member State to withhold tax at a minimum rate of 20 per cent from any interest, discount or premium paid to an individual resident in another Member State, unless such an individual presents a certificate obtained from the tax authorities of the Member State in which he is resident confirming that those authorities are aware of the payment due to that individual.  The “information reporting system” would require a Member State to supply to other Member States details of any payments of interest, discount or premium made by paying agents within its jurisdiction to an individual resident in another Member State.  For these purposes, the term “paying agent” is widely defined and includes an agent who collects interest, discounts or premiums on behalf of an individual beneficially entitled to them.


Following a meeting of the Economic and Finance Council of Ministers in November 2000 it appears that the Member States have decided to adopt the “information reporting system.” A draft Directive is being drawn up to that effect. While the impact of such proposals on interest payments is not yet known, they may affect the circumstances under which interest on the Global Notes may be paid gross.

United Kingdom Corporation Taxpayers


In general, Holders which are within the charge to UK corporation tax will be subject to tax as income on all returns and fluctuations in value of the Notes broadly in accordance with their statutory accounting treatment. Such Holders will generally be subject to tax in each accounting period by reference to interest accrued in that period.

Other United Kingdom Taxpayers - Relevant Discounted Securities

Although the position is not free from doubt it is considered that technically the Notes may constitute “relevant discounted securities” for the purposes of Schedule 13 of the Finance Act 1996.  If the Notes do constitute relevant discounted securities, Holders of the Notes who are within the scope of United Kingdom income tax will be liable to United Kingdom income tax on any profit (including a profit representing accrued interest) made on the sale or other disposal (including redemption) of the Notes.

Taxation of Chargeable Gains

On the assumption that the Notes will be “relevant discounted securities” as described above, the Notes will constitute “qualifying corporate bonds” within the meaning of Section 117 of the Taxation of Chargeable Gains Act 1992.  Accordingly, a disposal by a Holder will not give rise to a chargeable gain or an allowance loss for the purposes of United Kingdom capital gains tax.

Accrued Income Scheme

On the assumption that the Notes will be “relevant discounted securities” as described above, the United Kingdom income tax rules known as the Accrued Income Scheme should not apply to the Notes.

Stamp Duty and SDRT


No UK stamp duty or stamp duty reserve tax is payable on the issue or the transfer of the Global Notes.

Finance Bill 2001


The Finance Bill 2001 was published on 30 March 2001. The bill does not contain any provisions which would affect the holders of the Notes.

F.
Dividends and Paying Agents




Not applicable – Annual Report on Form 20-F

G.
Statement by Experts




Not applicable – Annual Report on Form 20-F

H.
Documents on Display




The documents concerning the Company which are referenced to herein may be inspected at the Company’s principal offices, at Greenside House, 50 Station Road, Wood Green, London N22 7TP, United Kingdom.

I.
Subsidiary Information




Not applicable – Annual Report on Form 20-F

Item 11.
Quantitative and Qualitative Disclosure of Market Risk


The Group’s principal market risk arises from changes in interest rates.  William Hill is exposed to interest fluctuations on its borrowing.  William Hill  manages this exposure through entering into interest rate hedging agreements to turn exposure to variable rates into a fixed rate liability.

The table below provides information about William Hill’s derivative financial instruments and other financial instruments that are sensitive to changes in interest rates, consisting of interest rate swaps and debt obligations.  For debt obligations, the table presents principal cash flows and related weighted average interest rates.  For interest rate swaps, the table presents notional principal amounts and average interest rates.  Notional amounts are used to calculate the contractual payments to be exchanged under the contract.


December 26, 2000
Expected maturity date
(in £ millions except interest rates)

Debt:
2001
2002
2003
2004
2005
Thereafter
Total
Fair value

Senior(1)(2)(3)(4)  

36.4 LIBOR
+1.78
23.3 LIBOR
+1.78
12.6 LIBOR
+1.78
47.5 LIBOR
+1.78
75.6
LIBOR
+1.89
137.6
LIBOR
+2.16
333.0
333.0

Senior subordinated notes 






150.0
150.0
154.5

Average interest rate

10.625%
10.625%
10.625%
10.625%
10.625%
10.625%



Interest rate swaps









Swaps (5)

100.0
100.0
-
-
-
-
-
(0.5)

Average pay rate

5.285%
5.285%
-
-
-
-
-


Average receive rate

LIBOR
LIBOR
-
-
-
-
-


Collars(6)

133.5
107.0
-
-
-
-
-
(0.3)

Average pay rate

5.170%
5.170%
-
-
-
-
-


Average receive rate


LIBOR
LIBOR
-
-
-
-
-


(1)
LIBOR is the London Inter-Bank Offer Rate.  As at December 26, 2000, the applicable LIBOR for the Senior Debt Facilities and interest rate swap was 6.33625%.  

(2)
The average margin rate for the Senior Debt Facilities shown above for fiscal 2001 onwards includes a reduction of 0.25% which occurred on January 1, 2000 and will continue as long as there is no event of default.  A further reduction of 0.25% applied since November 29, 2000 which will continue as long as certain financial targets are met.  This reduction is not included in the figures shown in the table.  A further reduction of 0.25% is possible if certain other financial targets are met.  If an event of default occurs and is continuing the margin will revert to the margins prior to any reduction, of between 2.0% and 2.5%.

(3)
The annual amounts are based on the Group’s fiscal period ends which do not necessarily fall on December 31, in each year.

(4)
These do not take into account other mandatory repayments that may be required under the Senior Debt Facilities except for amounts payable in respect of excess cashflow (as defined in the loan documentation) for 2000 payable in 2001.

(5)
Two swaps for notional principal sums of £50 million each were entered into in each case, effective from June 23, 1999 until March 31, 2002.

(6)
Two collar arrangements were entered into, in each case effective from June 23, 1999 until March 31, 2002 with cap rates of 5.65% and floor rates of 4.69%.

Further disclosures of financial instruments are located in note 16 of the Consolidated Financial Statements.

Item 12.
Description of Securities Other Than Equity Securities


None.

PART II

Item 13.
Defaults, Dividend Arrearages and Delinquencies


None.

Item 14.
Material Modifications to the Rights of Security Holders and Use of Proceeds


In connection with the Acquisition, consents were obtained from the Holders of the 105/8% Senior Subordinated Notes due 2008 to permit amendment to the “change of control” provisions of the governing Indenture.  The change of control provisions would otherwise have given the Holders the right to require William Hill Finance PLC to repurchase such Notes at 101% of their principal amount, together with accrued and unpaid interest to the date of such repurchase.  See “Item 4 – Information on the Company – History and Development of the Company.”  This change in the Indenture is also discussed in Note 2 to the Unaudited Condensed Interim Consolidated Financial Statements in the Company’s November 1999 Report on Form 6-K, which report is incorporated by reference herein.

PART III

Item 15.
[reserved]

Item 16.
[reserved]

PART IV

Item 17.
Financial Statements

Not applicable (see item 18).

Item 18.
Financial Statements

See pages F-1 to  F-37.

Item 19.
Financial Statements and Exhibits

(a)
Financial Statements filed as part of this Annual Report

Index to Financial Statements
F-1

Independent Auditors’ Report of William Hill Limited 
F-2

Consolidated Financial Statements of William Hill Limited
F-3

Financial Statement Schedule II 
S-1

(b)
Exhibits filed as part of this Annual Report.


EXHIBIT INDEX


Exhibit No
Description
Location of Document in Sequential Numbering System





1.1
Memorandum and Articles of Association of William Hill Finance plc
(1)

1.2
Memorandum and Articles of Association of The Grand Bookmaking Company Limited
(1)

1.3
Amendment, dated January 15, 1999, to the Memorandum of Association of The Grand Bookmaking Company Limited changing its name to William Hill Limited 
(2)

1.4
Amendment, dated March 26, 1999, to the Memorandum of Association of William Hill Limited changing its name to William Hill plc
(2)

1.5
Amendment, dated April 23, 1999, to the Memorandum of Association of William Hill plc changing its name to William Hill Limited
(2)

2.1
Indenture, dated as of May 14, 1998 among William Hill Finance plc, The Grand Bookmaking Company Limited and The Bank of New York, as Trustee
(1)

2.2
Form of 103/8% Senior Subordinated Notes due 2008 (the “Private Notes”) (included in Exhibit 4.1 hereto)
(1)

2.3
Form of 103/8% Senior Subordinated Notes due 2008 (the “Exchange Notes”)
(1)

2.4
Supplemental Indenture, dated March 26, 1999, relating to the Indenture, dated as of May 14, 1998, among William Hill Finance PLC, The Grand Bookmaking Company Limited and The Bank of New York, as Trustee
(2)

2.5
Deposit agreement, dated as of May 14, 1998 among, inter alia, William Hill Finance plc and The Bank of New York as Book-Entry Depository
(1)

2.6
Agency Agreement, dated as of May 14, 1998 among William Hill Finance plc, The Grand Bookmaking Company Limited and The Bank of New York, as Trustee, Principal Paying Agent, Exchange Agent, Registrar and Transfer Agent
(1)

Exhibit No
Description


2.7
Exchange Agent Agreement, dated September 23, 1998 among William Hill Finance plc and The Bank of New York
(1)

2.8
Senior Term Loan and Revolving Facilities Agreement dated December 2, 1997 among The Grand Bookmaking Company Limited, Bankers Trust International PLC, Bankers Trust Company and Bankers Trustee Company Limited
(1)

2.9
Guarantee and Debenture, dated December 2, 1997 among William Hill Finance plc, The Grand Bookmaking Company Limited and Bankers Trustee Company Limited
(1)

2.10
Intercreditor Deed, dated December 2, 1997 among William Hill Finance plc.  The Grand Bookmaking Company Limited, Bankers Trust Company, Nomura International plc, Bankers Trustees Company Limited and the Original Hedge Counterparties named therein
(1)

2.11
Accession Document, dated December 2, 1997 among William Hill Organization Limited, The Grand Bookmaking Company Limited and Bankers Trust Company
(1)

2.12
Intercreditor Accession Deed, dated December 2, 1997 among Bankers Trustee Company Limited and the New Obligors named therein
(1)

2.13
11% Senior Subordinated Notes Deed, dated December 1, 1997 among William Hill Finance plc and Nomura International plc
(1)

2.14
11% Senior Subordinated Term Loan Facility Agreement, dated December 2, 1998 among William Hill Finance plc, The Grand Bookmaking Company Limited, Bankers Trust Company, Bankers Trustee Company Limited and the Lenders named therein
(1)

2.15
Note Issuance Facility, dated November 24, 1997 between The Grand Bookmaking Company Limited and Nomura International plc
(1)

2.16
Instrument dated, December 1, 1997 constituting £88,117,084 Deep Discount Bonds by The Grand Bookmaking Company Limited
(1)

2.17
Instrument, dated December 1, 1997 constituting £167,753,425 Deep Discount Bonds by The Grand Bookmaking Company Limited
(1)

2.18
Finco Loan Agreement, dated December 1, 1997 between The Grand Bookmaking Company Limited and William Hill Finance plc
(1)

2.19
Loan Agreement, dated December 2, 1997 among The Grand Bookmaking Company Limited and the Companies named therein
(1)

2.20
Funding Agreement, dated December 2, 1997 among The Grand Bookmaking Company Limited and the Trading Companies named therein
(1)

2.21
Instrument constituting £352,468,337 Convertible Unsecured Redeemable Loan Stock 1997-2002 dated December 2, 1997
(1)

2.22
Amendment Agreement, dated March 26, 1999, between William Hill plc and William Hill Organization Limited, as borrowers, and Bankers Trust International PLC, as arranger, among others, relating to the Senior Term Loan and Revolving Facility Agreement, dated December 2, 1997, among The Grand Bookmaking Company Limited, BT Alex. Brown Incorporated, Bankers International PLC and Bankers Trust Company Limited
(2)

2.23
Intercreditor Deed, dated March 26, 1999, between Chartley Limited, William Hill Investments Limited, Baseflame Limited, William Hill plc, the New Equity Investors (as defined therein), Management (as defined therein), Bankers Trust Company and Bankers Trustee Company Limited
(2)

2.24
Agreement for Surrender of Losses, dated March 26, 1999, between William Hill plc and Grand Financing Limited
(2)

Exhibit No
Description


2.25
Loan Note  Instrument, dated March 26, 1999, by William Hill plc in the aggregate principal nominal amount of £130,293,950
(2)

2.26
Deed of Waiver, dated March 29, 1999, between William Hill plc and Baseflame Limited relating to the Loan Note Instrument, dated March 26, 1999, by William Hill plc in the aggregate principal nominal amount of £130,293,950
(2)

3.1
Registration Rights Agreement, dated as of May 14, 1998 among William Hill Finance plc, The Grand Bookmaking Company Limited, BT Alex. Brown Incorporated and Bankers Trust International PLC
(1)

8.1
Subsidiaries of Registrant
(3)

10.1
Subscription Agreement, dated May 13, 1998 among William Hill Finance plc,  The Grand Bookmaking Holdings Limited, BT Alex. Brown Incorporated and Bankers Trust International PLC
(1)

10.2
Subscription Agreement, dated December 1, 1997 between The Grand Bookmaking Company Limited and The Grand Bookmaking Holdings Limited
(1)

10.3
Acquisition Agreement, dated October 9, 1998 among The Brent Walker Group PLC and The Grand Bookmaking Company Limited
(1)

10.4
Acquisition Closing Agreement, dated December 1, 1997 among The Brent Walker Group PLC, Brent Walker Limited, Blueslate Limited, William Hill Organization Limited, The Grand Bookmaking Company Limited, Nomura International plc, Standard Chartered Bank and Lloyds Bank plc
(1)

10.5
Deed of Assignment dated December 1, 1997 between Blueslate Limited and William Hill Organization Limited
(1)

10.6
Deed, dated December 1, 1997 among The Brent Walker Group PLC, Brent Walker Limited, Blueslate Limited and the Companies named therein
(1)

10.7
Agreement, dated December 1, 1997 between Blueslate Limited and William Hill Organization Limited
(1)

10.8
Deed of Novation, dated December 2, 1997 among Blueslate Limited, The Grand Bookmaking Company Limited and the Subsidiaries named therein
(1)

10.9
Deed of Accession, dated October 27, 1997 among Blueslate Limited, The Grand Bookmaking Company Limited and The Brent Walker Group PLC
(1)

10.10
Deed of Substitution, dated December 1, 1997 among Blueslate Limited, William Hill Trustee Limited and William Hill Organization Limited
(1)

10.11
Deed of Indemnity dated December 2, 1997 among The Grand Bookmaking Company Limited and Blueslate Limited
(1)

10.12
Deed of Amendment, dated May 14, 1998 among the Company, the Issuer and Bankers Trustee Company Limited
(1)

10.13
Agreement for the Acquisition of the Entire Share Capital of William Hill Organization Limited, Laystall Limited, Camec Limited and William Hill Trustee Limited, dated October 9, 1997, among The Brent Walker Group plc and The Grand Bookmaking Company Limited
(1)

10.14
Form of Form T-1 Statement of Eligibility of Trustee (Form T-1 to be filed separately)
(1)

10.15
Form of Letter of Transmittal
(1)

10.16
Form of Notice of Guaranteed Delivery
(1)

Exhibit No
Description


10.17
Form of Letter to DTC Participants
(1)

10.18
Form of Letter to Clients and Form of Instruction to DTC Participants
(1)

10.19
Consent Solicitation Statement
(2)

(1) Incorporated by reference to the respective exhibit to the Company’s Form F-4 Registration Statement No. 333-9486.

(2) Incorporated by reference to the respective exhibit to the Company’s Form 20-F Annual Report filed on April 28, 1999.

(3) Incorporated by reference to note 27 to the Group’s Historical Consolidated Financial Statements at Item 18 of this Annual Report.
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WILLIAM HILL LIMITED

INDEPENDENT AUDITORS’ REPORT

To the Directors and Shareholders of William Hill Limited


We have audited the accompanying consolidated balance sheets of William Hill Limited (a wholly-owned subsidiary of William Hill Holdings Limited) and subsidiaries as of December 28, 1999 and December 26, 2000, and the related consolidated statements of income, cash flows and changes in shareholders’ (deficit)/equity for each of the 52 week periods ended December 29, 1998, December 28, 1999 and December 26, 2000.  Our audits also included the financial statement schedule listed in the Index at Item 19.  These financial statements and the financial statement schedule are the responsibility of the Company’s management.  Our responsibility is to express an opinion on the financial statements and financial statement schedule based on our audit.


We conducted our audits in accordance with the auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audits provide a reasonable basis for our opinion.


In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of William Hill Limited and subsidiaries as of December 28, 1999 and December 26, 2000, and the results of their operations and cash flows for each of the 52 week periods ended December 29, 1998, December 28, 1999 and December 26, 2000, in conformity with generally accepted accounting principles in the United Kingdom, which differ in certain significant respects from generally accepted accounting principles in the United States of America — see note 28.  Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

DELOITTE & TOUCHE

Chartered Accountants & Registered Auditors

London, England

9 April 2001

WILLIAM HILL LIMITED

CONSOLIDATED STATEMENTS OF INCOME


Notes
52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26,

2000



(£ millions)
(£ millions)
(£ millions)

Revenues


1,805.8
1,877.9
2,042.4

Cost of sales


(1,527.2)
(1,603.6)
(1,729.3)

Gross profit


278.6
274.3
313.1

Selling, general and administrative expenses

3
(190.1)
(204.5)
(231.7)

Operating income

4
88.5
69.8
81.4

Share of operating profit in associated undertaking

5
3.5
3.9
5.6

Impairment of goodwill in associated undertaking

5
—
(24.0)
—

Investment income

13
—
—
0.2

Net interest expense

6
(74.3)
(48.8)
(41.2)

Exceptional interest expense

6
—
(28.8)
—

Income before taxes 


17.7
(27.9)
46.0

Taxes on income

7
(1.4)
(10.9)
(13.7)

Net income/(loss)


16.3
(38.8)
32.3

STATEMENTS OF RECOGNIZED GAINS AND LOSSES


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Profit/(loss) for the financial period
16.3
(38.8)
32.3

Currency translation differences on foreign currency net investments
—
—
0.1

Total recognized  gains and losses relating to the year

16.3
(38.8)
32.4

Prior period adjustment (1) 

-
57.8
-

Total gains recognized since the last annual report

16.3
19.0
32.4

(1) The prior period adjustment in 1999 relates to the reinstatement of goodwill previously written off to reserves.

The accompanying notes on pages F-7 to F-37 are an integral part of these consolidated financial statements.

WILLIAM HILL LIMITED

CONSOLIDATED BALANCE SHEETS


Notes
At December 28, 1999
At December 26, 2000



(£ millions)
(£ millions)

ASSETS




Current assets:




    Cash and cash equivalents


34.1
80.4

    Trade receivables

8
3.4
3.1

    Inventories

9
0.3
0.3

    Prepaid expenses and other current assets

10
7.2
12.0

Total current assets


45.0
95.8

    Goodwill and intangibles

11
631.5
631.5

    Property, plant and equipment

12
82.7
86.7

Total assets


759.2
814.0

LIABILITIES AND SHAREHOLDERS’ EQUITY




Current liabilities:




    Accounts payable and accrued liabilities

14
69.5
115.8

    Corporation tax payable


2.2
2.6

Total current liabilities


71.7
118.4

    Long term borrowings

15
469.6
449.2

    Deferred taxation liability

7
0.7
0.7

    Share of net liabilities of associated undertaking

13
4.9
1.0

Total liabilities


546.9
569.3

Shareholders’ equity:




    Share capital

17
0.2
0.2

    Reserves


212.1
244.5

Total shareholders’ equity


212.3
244.7

Total liabilities and shareholders’ equity


759.2
814.0

The accompanying notes on pages F-7 to F-37 are an integral
part of these consolidated financial statements

WILLIAM HILL LIMITED

CONSOLIDATED CASH FLOW STATEMENTS


Notes
52 weeks ended December 29, 1998
52 weeks ended December 28, 1999
52 weeks ended December 26, 2000



(£ millions)
(£ millions)
(£ millions)

Net cash inflow from operating activities

22
94.9
87.1
101.2

Dividends received from associate

13
12.3
—
—

Returns on investments and servicing of finance

23
(50.5)
(63.1)
(26.2)

Taxation


—
—
0.5

Capital expenditure and financial investment

23
(15.6)
(15.3)
(20.2)

Acquisitions

23
(6.1)
(2.6)
—

Cash  inflow before use of liquid resources and financing


35.0
6.1
55.3

Financing

23
(16.7)
(7.9)
(9.0)



18.3
(1.8)
46.3

Reconciliations of net cash flows to movements in net debt (see note 24)


52 weeks ended

December 29,

1998ADVANCE \d3

ADVANCE \u3
52 weeks ended

December 28,

1999ADVANCE \d3

ADVANCE \u3
52 weeks ended

December 26,

2000ADVANCE \d3

ADVANCE \u3


(£ millions)
(£ millions)
(£ millions)






Increase/(decrease) in cash in the period

18.3
(1.8)
46.3

Cash outflow from decrease in debt net of debt issue costs paid

22.0
16.1
9.0

Decrease in net debt resulting from cashflows

40.3
14.3
55.3

Other non cash changes

(5.6)
230.3
—

Interest and amortization and write off of finance costs

(27.7)
(23.4)
(2.3)


7.0
221.2
53.0

Net debt brought forward.

(672.5)
(665.5)
(444.3)

Net debt carried forward.

(665.5)
(444.3)
(391.3)

These statements of cash flows are prepared in accordance with UK Financial Reporting Standard 1 “Cash Flow Statements” (Revised) (“FRS1”) which differs in certain respects from the US accounting standard, SFAS 95 “Statement of Cash Flows.” The principal differences are explained in note 28.

The accompanying notes on pages F-7 to F-37 are an integral
part of these consolidated financial statements

WILLIAM HILL LIMITED

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ (DEFICIT)/EQUITY



Share capital
Reserves
Total



(£ millions)
(£ millions)
(£ millions)







Balance at December 30, 1997


—
(53.5)
(53.5)

Prior year adjustment 


—
57.8
57.8

Balance at December 30, 1997 (as restated)


—
4.3
4.3

Net income


—
16.3
16.3

Balance at December 29, 1998 (as restated)


—
20.6
20.6

Net income


—
(38.8)
(38.8)

Issue of share capital


0.2
—
0.2

Waiver of loan stock


—
230.3
230.3

Balance at December 28, 1999


0.2
212.1
212.3

Net income


—
32.3
32.3

Currency translation differences on foreign currency net investments


—
0.1
0.1

Balance at December 26, 2000


0.2
244.5
244.7

The accompanying notes on pages F-7 to F-37 are an integral
part of these consolidated financial statements

1. BASIS OF PREPARATION OF FINANCIAL STATEMENTS


William Hill Limited (the “Company”) (a wholly-owned subsidiary of William Hill Holdings Limited) and its subsidiaries (collectively, the “Group”) is engaged principally in providing off-track bookmaking services in the United Kingdom (the “UK”) and elsewhere in connection with a wide variety of sporting and other events to UK and international customers.  The Group provides its customers with a full range of traditional betting products as well as a number of newer innovative betting products.


The accompanying consolidated financial statements of the Group have been prepared in conformity with generally accepted accounting principles in the United Kingdom (“UK GAAP”) and are presented under the historical cost convention. These principles differ in certain significant respects from generally accepted accounting principles in the United States (“US GAAP”); see note 28. All amounts are expressed in pounds sterling.

The accompanying consolidated financial statements do not represent the UK statutory financial statements of the Group as certain reclassifications and changes in presentation have been made to the UK statutory financial statements in order to conform more closely with accounting presentation and disclosure requirements applicable in the United States.

ACCOUNTING POLICIES

The significant accounting policies adopted are as follows: 

Basis of Consolidation and Acquisitions


On the acquisition of Licenced Betting Offices (“LBOs”) the excess of purchase consideration over the fair value of tangible fixed assets, other assets and liabilities acquired is capitalized as an intangible fixed asset. 


The consolidated financial statements include the audited accounts of the Company and all its subsidiaries. All significant intercompany balances and transactions have been eliminated.  On the acquisition of a company the excess of purchase consideration over the fair value of tangible fixed assets, other assets and liabilities acquired represents an intangible asset comprising license value, goodwill and brand value which is capitalized.

Intangible fixed assets


Intangible fixed assets represent license value, goodwill and brand value.  It is not considered appropriate to show these components as separate asset categories.  Intangible assets are not amortized but are subject to impairment testing in accordance with FRS 10 and 11.  
1.
BASIS OF PRESENTATION OF FINANCIAL STATEMENTS (continued)

Property, plant and equipment and depreciation


Property, plant and equipment are stated in the consolidated balance sheet at fair value at the date of acquisition, less provision, if any, for impairment in value, together with additions at cost less accumulated depreciation.

The values incorporated for Licensed Betting Offices include the value of fixtures and fittings and the property of all which are considered to be an integral part of the valuation.


Depreciation on properties has been provided on the element of the property that requires replacement. These assets together with other tangible fixed assets are depreciated over their estimated useful lives on a straight line basis as follows:

Long leasehold properties

65 years

Short leasehold properties

Over the unexpired period of the lease

Fixtures, fittings and equipment and motor vehicles

at variable rates between 3 and 10 years 





No depreciation is provided on the element of the property which represents freehold land and buildings. In the opinion of the Company’s management, annual expenditure on freehold buildings is sufficient to ensure that the residual value approximates cost and therefore no provision for depreciation is required.  Freehold and long leasehold properties are subject to impairment testing in accordance with FRS 15.

Investments


Investments are stated in the consolidated balance sheet at fair value at the date of acquisition less provision, if any, for impairment in value.


Shares in associated undertakings are accounted for using the net equity method.  The consolidated profit and loss account includes the Group’s share of pre-tax profits and attributable taxation of associated undertakings.  In the consolidated balance sheet, the investment in associated undertakings is shown as the Group’s share of net assets or liabilities of associated undertakings, and the unamortized element of goodwill relating to the acquisition of associated undertakings.

Cash and cash equivalents


For the purposes of the cash flow statement, cash includes cash in hand and deposits repayable on demand including deposits denominated in foreign currencies. Deposits are repayable on demand if they can be withdrawn at any time without notice and without penalty or if a maturity or period of notice of not more than one working day has been agreed.

1.
BASIS OF PREPARATION OF FINANCIAL STATEMENTS (continued)
Inventories

Inventories represent stocks of consumables in stores. They are stated at the lower of cost or net realizable value.  

Revenues


Revenues represent amounts receivable in respect of bets placed on events which occurred by the year end.

Operating leases


Operating lease rentals are charged to the income statement on a straight line basis over the periods of the leases.

Dilapidations


Provision is included in the financial statements of an estimate of the liability for dilapidations expenditure. Dilapidations expenditure is the cost of returning leasehold property to the condition existing at the commencement of the lease, including removal of all assets installed by the lessee.  The provision is based on dilapidations notified at the balance sheet date.

Taxation


Deferred taxation is provided on timing differences, arising from the different treatment of items for accounting and taxation purposes, which are expected to reverse in the future, calculated at the rates at which it is expected that tax will arise.

Pensions


A defined contribution scheme (the “Investment Plan”) and a defined benefit scheme (the “Retirement Plan”), open to eligible employees, commenced on October 1, 1990. The Investment Plan closed on April 5, 1997 and existing members were offered membership of a new defined contribution section of the Retirement Plan. The pension cost charged for the year in respect of the defined contribution arrangements represents contributions paid or payable under such arrangements.

The expected costs of providing pensions under the defined benefit arrangements, as calculated by the scheme’s actuaries, are charged to the profit and loss account so as to spread the cost over the service lives of employees in the scheme in such a way that the pension cost is a substantially level percentage of current and expected future pensionable payroll.

1.
BASIS OF PREPARATION OF FINANCIAL STATEMENTS (continued)
Financial instruments


Derivative instruments utilized by the Group are interest rate swaps and collar arrangements.  The Group does not enter into speculative derivative contracts.  All such instruments are used for hedging purposes to alter the risk profile of an existing underlying exposure of the Group in line with the Group’s risk management policies.  Amounts payable or receivable in respect of interest rate swaps and collar agreements are recognized as adjustments to interest expense over the periods of the contracts.  

Foreign exchange

Transactions denominated in foreign currencies are translated into sterling at the rates ruling on the date of the transaction or at an average rate. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are retranslated at the rates ruling at that date.  These translation differences are recognized in the profit and loss account.

The results of foreign subsidiaries are translated into sterling at the average rates of exchange and the assets and liabilities at closing rates of exchange.  Differences arising from the retranslation of opening net assets and from translating results at average rates and assets and liabilities at closing rates are dealt with as a movement on reserves.

Use of Estimates


The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from these estimates.

SIGNIFICANT EVENTS

Acquisitions

On March 11, 1998, William Hill Organization Limited, a principal subsidiary of the Company, increased its stake in SIS from 14.8% to 19.0% as a result of the purchase of 4.2% of the issued ordinary share capital of SIS from Bass Plc, for cash consideration of £6.1 million.  The investment has been accounted for as an associated undertaking using the net equity method (see note 13).  The additional premium arising as a result of the acquisition was fully provided for in the 52 weeks ended December 28, 1999 (see note 13).  The table below sets out the acquisition of the additional 4.2% shareholding in SIS.


52 weeks ended December 29, 1998


(£ millions)

Cash consideration

6.1

Net assets acquired

(0.3)

Goodwill arising on acquisition

5.8

No fair value adjustments were required to be made to the book value of assets acquired.

On May 13, 1998 the Company subscribed for a further 3,760,000 £1 ordinary shares in William Hill Finance PLC.

2.
SIGNIFICANT EVENTS  (continued)

On April 7, 1999 William Hill Organization Limited, a principal subsidiary of the Company, acquired the entire share capital of Brooke Bookmakers Limited for a consideration of £3.3 million. 


Book
amount
Fair value
adjustment
Fair value


(£ millions)
(£ millions)
(£ millions)

Net assets acquired

Intangible fixed assets

—
2.7
2.7

Tangible fixed assets 

0.2
(0.1)
0.1

Cash 

0.7
—
0.7

Creditors 

(0.2)
—
(0.2)


0.7
2.6
3.3






Satisfied by:




Cash


3.3

Change of controlling party

In accordance with a Sale and Purchase Agreement dated February 20, 1999, as amended on March 26, 1999, Nomura International plc, the Company’s indirect ultimate controlling entity, agreed to procure the sale by Grand Financing Limited of the entire issued share capital and certain securities of the Company to Baseflame Limited.  The ultimate parent company of Baseflame Limited is William Hill Holdings Limited, a company formed for the purpose of the acquisition of  the Company.  The sale was completed on March 29, 1999.

EXCEPTIONAL ITEMS


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Staff costs

1.5
—
—

Professional fees


0.5
0.9
—

Other

—
4.3
—


2.0
5.2
—

Included within administrative expenses in the consolidated profit and loss account for the 52 weeks ended December 29, 1998 is £2.0 million relating to costs associated with a planned flotation of the Company which was abandoned after the period end, which the Group had paid or was committed to pay at the balance sheet date.  


Included within administrative expenses in the consolidated profit and loss account for the 52 weeks ended December 28, 1999 is £0.9 million relating to costs associated with the aborted flotation.  

3.
EXCEPTIONAL ITEMS (continued)


Other costs for the 52 weeks ended December 28, 1999 include a charge of £3.8 million from William Hill Holdings Limited in respect of a management bonus scheme entered into at the time of the acquisition by William Hill Holdings Limited.  The charge represents the full outstanding liability under the scheme (other than interest payable when the bonus is paid) and the intention is that payment to William Hill Holdings Limited will not be made before all monies due by the Group under its senior debt facilities and Exchange and Private Notes have been discharged in full.  Any such payment will be subject to the obligations under the Term Loan facility.  The remaining costs relate to the refinancing of the Group’s borrowings which is explained in note 15 below.  

No tax credit has been recognized in respect of these charges as there were excess tax losses in the relevant period.

OPERATING INCOME


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Operating income is arrived at after charging:




Operating lease rentals

26.3
28.1
29.0

SHARE OF OPERATING PROFIT IN ASSOCIATED UNDERTAKING


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Share of profit in associated undertaking

4.8
5.2
5.6

Amortization of goodwill

(1.3)
(1.3)
—


3.5
3.9
5.6

The Group owns 19.0% of Satellite Information Services (“SIS”) which operates to provide pictures and information from racecourses under a non-exclusive contract with the Racecourse Association (“RCA”), a body representing the interests of all UK racecourses. This contract is due to end on April 30, 2002 and the RCA gave SIS only until September 30, 2000 to negotiate a successor agreement and stated that if no agreement has been concluded by that date SIS would not be granted a further license to make its transmissions.  The RCA would then make new arrangements to provide services to the betting industry with effect from May 1, 2002.


SIS is seeking to negotiate a new contract.  Its ability to do so will be influenced by the existing competitive situation and the price it is prepared to pay as well as the wish or ability of the RCA to grant exclusive rights to any party.  The deadline of September 30, 2000 referred to above has effectively been deferred with the RCA focused on the wider, non-betting shop media rights.  In the meantime SIS has secured long term agreements to transmit foreign racing, greyhound racing and numbers betting in its efforts to continue to supply a betting shop service regardless of the outcome of RCA negotiations.  However, in view of the uncertainty and in accordance with accounting standards a provision of £24.0m was made against the carrying value of the Group’s interest in SIS in the 52 weeks ended December 28, 1999 and a charge was made against profits.  No change to this approach has been made in view of the continuing uncertainty.

NET INTEREST EXPENSE


52 weeks ended

December 29, 1998 
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Interest on bank loans and overdrafts

32.0
27.1
25.6

Interest on Convertible Unsecured Loan Stock


24.0
4.4
—

Interest on the Nomura Interim Facility/Private 
Notes and Exchange Notes

16.2
15.9
15.9

Amortization of financing costs

3.7
2.5
2.4

Share of net interest payable in associated undertaking

—
0.3
0.1


75.9
50.2
44.0

Interest receivable

(1.6)
(1.4)
(2.8)


74.3
48.8
41.2

Exceptional interest expense


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Unamortized finance fees written off on waiver/repayment of CULS
—
7.5
—

Finance fees related to aborted refinancing
—
2.0
—

Swap termination costs
—
9.0
—

Unamortized finance fees written off on refinancing of bank facilities
—
8.8
—

Bond solicitation fees
—
1.5
—


—
28.8
—


Exceptional interest costs relate to finance fees incurred in relation to an aborted refinancing, fees paid to high yield bond holders to obtain their consent regarding the change of control of the Group, unamortized finance fees relating to the convertible unsecured loan stock (“CULS”) which were waived or repaid during the year, unamortized finance fees relating to the bank loan facilities that were refinanced during the year and the cost of terminating an interest swap agreement that was replaced with new hedging arrangements.

2. TAXES ON INCOME

(a)
Taxes on income charged to earnings were as follows:


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)






  Group relief payable

—
9.4
13.3

  Consortium relief receivable

—
—
(1.7)

  Overseas taxation

—
—
0.4

  Share of associated undertaking tax charge

1.4
1.5
1.7


1.4
10.9
13.7

7.
TAXES ON INCOME (continued)

The tax charge in the 52 weeks ended December 29, 1998 represents the Group’s share of the tax charge of its associated undertaking, Satellite Information Services (Holdings) Limited.


There is no corporation tax for the Group during this period due to the availability of tax losses brought forward in the trading companies and interest expense in the period.


The tax charge in the 52 weeks ended December 28, 1999 represents amounts payable for tax losses surrendered from other group companies which do not form part of this consolidation and the Group’s share of the tax charge of its associated undertaking, Satellite Information Services (Holdings) Ltd.


A tax charge arises although the Group made a loss during the period because (i) the provision against the carrying value of the Group’s investment in SIS explained in note 5 above is not deductible for tax purposes in the current period and (ii) deferred tax assets have not been recognized in respect of tax losses carried forward whilst capital allowances claimed are less than depreciation.  


The tax charge in the 52 weeks ended December 26, 2000 represents amounts payable for tax losses surrendered from other group companies which do not form part of this consolidation, tax payable by overseas subsidiaries whose profits cannot be sheltered by other losses and the group’s share of the tax charge of its associated undertaking, Satellite Information Services (Holdings) Limited, partially offset by amounts receivable in respect of tax losses sold to SIS.


The tax charge has been calculated on the basis that each company is a separate tax payer.  There are readily accessible tax losses of approximately £2.8 million carried forward at December 26, 2000 and there is no time limit on the use of these losses.

 (b)
The table below reconciles the UK statutory tax rate to the effective rate obtained by computing the tax charges as a percentage of income before taxes.


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Tax charged/(credited) at UK statutory rate

5.5
(8.3)
13.8

Deferred tax not (provided)/recognized

(5.5)
10.7
0.1

Permanent differences

1.4
8.5
1.5

Prior year adjustments

—
—
(1.7)

Actual tax charge

1.4
10.9
13.7

(c)
Deferred taxation


The closing balance is analyzed as follows: 


December 28, 1999
December 26, 2000


(£ millions)
(£ millions)

Deferred tax liabilities:



Other timing differences

0.7
0.7


0.7
0.7

8. TRADE RECEIVABLES

 
December 28, 1999
December 26, 2000


(£ millions)
(£ millions)

Trade accounts

3.4
3.1

9. INVENTORIES

 
December 28, 1999
December 26, 2000


(£ millions)
(£ millions)

Raw materials and consumables

0.3
0.3

10. PREPAID EXPENSES AND OTHER CURRENT ASSETS


December 28, 1999
December 26, 2000


(£ millions)
(£ millions)

Called up share capital not paid

0.1
0.1

Other receivables

0.8
3.7

Prepayments

6.3
8.2


7.2
12.0

11. Intangible fixed assets


(£ millions)

Cost and net book value:


At December 28, 1999

631.5

Additions

0.1

Disposals

(0.1)

At December 26, 2000

631.5

12. PROPERTY, PLANT AND EQUIPMENT


Land and buildings
Fixtures, fittings and equipment
Motor vehicles
Total


(£ millions)
(£ millions)
(£ millions)
(£ millions)

Cost:





At December 28, 1999

82.6
60.8
3.5
146.9

Additions

10.7
7.0
0.9
18.6

Disposals

(2.3)
(0.7)
(0.6)
(3.6)

At December 26, 2000

91.0
67.1
3.8
161.9

Accumulated depreciation:





At December 28, 1999 

15.4
47.0
1.8
64.2

Charge for year

8.9
4.3
0.8
14.0

Disposals

(2.1)
(0.4)
(0.5)
(3.0)

At December 26, 2000

22.2
50.9
2.1
75.2

Net book value:





At December 26, 2000

68.8
16.2
1.7
86.7

At December 28, 1999

67.2
13.8
1.7
82.7

The net book value of land and buildings comprises: 


December 28, 1999
December 26, 2000


(£ millions)
(£ millions)

Freehold property

19.7
20.1

Leasehold property, more than 50 years unexpired

6.0
5.9

Leasehold property, less than 50 years unexpired

41.5
42.8


67.2
68.8

The gross value of assets on which depreciation is not provided amounts to £12.5 million (1999 - £12.3 million).

Out of the total land and buildings, £2.3 million (1999 - £2.4 million) relates to administration buildings and the remainder represents Licenced Betting Offices.

3. INVESTMENT IN ASSOCIATED UNDERTAKING


Goodwill
Provision for impairment of goodwill
Share of net liabilities
Total


(£ millions)
(£ millions)
(£ millions)
(£ millions)

At December 28, 1999

24.0
(24.0)
(4.9)
(4.9)

Movement in share of net liabilities

—
—
3.9
3.9

At December 26, 2000

24.0
(24.0)
(1.0)
(1.0)

13.
INVESTMENT IN ASSOCIATED UNDERTAKING (continued)

The investment in SIS has been accounted for as an associated undertaking using the net equity method.

In the 52 weeks ended December 28, 1999 a provision has been made against the goodwill in the associated undertaking to recognize an impairment in the carrying value.  In the balance sheets at December 28, 1999 and December 26, 2000 the Group’s share of the net liabilities of its associated undertaking is included within liabilities.


On July 1, 1998 and November 12, 1998 William Hill Organization Limited (“WHO”) (a wholly-owned subsidiary of the Company) received dividends of £2,850,000 and £9,500,000 respectively from SIS, the Group’s associated undertaking.  No dividends were received in the 52 weeks ended December 28, 1999 or the 52 weeks ended December 26, 2000.


At December 26, 2000, WHO holds directly or indirectly 33% of the entire share capital of Lucky Choice Limited and of 49's Limited.  These companies were formed for the purpose of promoting and publicizing certain numbers betting formats. In the opinion of the directors, the results of these companies are not material to the results of the Group.  Consequently, the investments have been stated at cost and have not been accounted for under the net equity method which would normally be appropriate for an associated undertaking.  Investment income comprises £0.2 million of dividends receivable from these investments in the 52 weeks ended December 26, 2000.

14. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

 
December 28,

1999
December 26,

2000


(£ millions)
(£ millions)

Short term borrowings

8.8
22.5

Accounts payable

12.8
13.5

Payable to parent companies

14.7
28.1

Taxation and social security

11.0
10.4

Accruals

18.7
36.8

Other creditors

3.5
4.5


69.5
115.8

4. LONG TERM BORROWINGS

 
December 28,

1999
December 26,

2000


(£ millions)
(£ millions)

Bank loans

342.0
333.0

Private notes and Exchange notes

150.0
150.0


492.0
483.0

Less: expenses on loans

(13.6)
(11.3)


478.4
471.7

Less: included in creditors; amounts falling due in less than one year

(8.8)
(22.5)


469.6
449.2

15.
LONG TERM BORROWINGS (continued)

The £350 million bank loan, the “Term Loan Facilities”, and a £30 million revolving credit facility provided by certain banks and financial institutions (“Senior Banks”), are secured by a fixed charge on shares owned by the Company, an assignment by way of security of loans owed to the Company by its subsidiaries and a floating charge over all other assets of the Company.


William Hill Limited has entered into interest rate hedging arrangements to reduce the impact of changes in interest rates on a substantial portion of the Term Loan Facilities.  Because the use of the interest rate swap and collar arrangements is limited to hedging activities, no trading position results from their use.  On March 29, 1999 the Company terminated its existing interest rate swap agreement, which was due to mature on December 22, 2000 at a cost of £9.8 million and entered into two new interest rate hedging arrangements effective from June 23, 1999 to March 31, 2002.  At December 26, 2000 interest on £100 million of the Term Loan Facility is fixed at 5.285% plus a margin of between 2.00% and 2.50%.  Interest on £165 million (reducing to £107 million by December 23, 2001) is subject to collar arrangements, with cap rates of 5.65% and floors of 4.69% plus a margin of between 2.00% and 2.50%.  The remaining £68 million, and the revolving facility, if drawn, bear interest at a margin of between 2.00% and 2.50% above LIBOR. If certain financial ratios or other conditions are met, a margin reduction of up to 0.75% is possible on the full amount of the Term Loan Facility.  A reduction of 0.25% has applied from January 1, 2000 and a reduction of 0.50% has applied from November 28, 2000.  William Hill Limited is exposed to credit loss in the event of non-performance by the other parties to the interest rate swap and collar agreements.  However, William Hill Limited does not anticipate non-performance by the counterparties.


At December 30, 1997, William Hill Finance PLC, a wholly-owned finance subsidiary of William Hill Limited, had outstanding 11% £150 million senior subordinated loan notes, which were redeemable at face value on November 25, 1998, unless redeemed at an earlier date.  On May 14, 1998 William Hill Finance PLC issued £150 million of 10 5/8% High Yield Bonds (“Private Notes”) due to mature in 2008.  On the same date, the £150 million senior subordinated loan notes were repaid, largely from the proceeds of this issue.


On November 23, 1998, pursuant to an exchange offer, £149.7 million of the Private Notes were exchanged for an equal amount of 10 5/8% Senior Subordinated Notes Due 2008 (the “Exchange Notes”), with terms substantially identical to the Private Notes, except that the Exchange Notes are registered on Form F‑4 under the US Securities Act of 1933, as amended.


Interest on the Exchange Notes and the remaining Private Notes accrues at a rate of 10 5/8% per annum and is payable semi-annually in arrears on April 30 and October 31 each year.


Unless previously redeemed the Exchange Notes will be redeemed by the issuer on April 30, 2008 for the principal amount.  The Exchange Notes are redeemable in full or in part after April 30, 2003 at the option of the issuer at a redemption price in 2003 of 105.313% of the principal amount, reducing to 100% of the principal amount in 2007.  Prior to April 30, 2001 the issuer may use the proceeds of one or more public equity offerings to redeem up to 35% of the Exchange Notes at a redemption price of 110.625% of the principal amount.


William Hill Finance PLC has granted a senior guarantee to the Senior Banks and a first ranking assignment by way of security over loans made by it to the Company, and a second ranking assignment to the holders of the Private Notes and Exchange Notes.

5. LONG TERM BORROWINGS (continued)


The repayment terms of long term borrowings as at the balance sheet date are analyzed below: 


December 28,

1999
December 26,

2000


(£ millions)
(£ millions)

Analysis of loan repayments:



Bank loans:



less than one year

9.0
22.8

Between one and two years

13.0
21.3

Between two and three years

22.0
28.1

Between three and four years

29.0
47.5

Between four and five years

49.0
75.6

After five years

220.0
137.7

Loan stock and other loans:



Less than one year

—
—

Between one and two years

—
—

Between two and three years

—
—

Between three and four years

—
—

Between four and five years

—
—

After five years

150.0
150.0


492.0
483.0

The maturity profile is analyzed on the basis of years from the balance sheet date.  The Group’s fiscal year end changes from year to year and every five years there is a 53 week year.  On this basis £36.4 million falls due within one year, £23.3 million falls due between one to two years, and £12.6 million falls due between two and three years. The amounts falling due between three and four years and between four and five years are as presented above.

Certain mandatory prepayments are required to be made under the terms of the loan documentation, including, but not limited to, the net proceeds of certain asset sales, and an amount equal to 50% of available “excess cash flow”, as defined in the loan documentation.  This has been reflected in the table above.

6. FINANCIAL INSTRUMENTS

The Group’s relevant risks relate to liquidity and interest rates.  The Group’s policy is to use derivatives and financial instruments to ensure the Group has a financing structure which is appropriate to meet its working capital and financing requirements for the foreseeable future.  Derivatives are used to convert a significant proportion of the Group’s floating rate financial liabilities into fixed rate liabilities or to cap the floating rate liability exposure.  The Group does not trade in derivatives or financial instruments.

16.
FINANCIAL INSTRUMENTS  (continued)
The Group’s interest rate risk arises under its senior bank borrowings at floating rates of interest based on LIBOR.  This exposure has been largely hedged up to March 31, 2002 through the use of interest rate swaps and collar arrangements in line with the Group’s policy.  The High Yield Bond is at fixed rates of interest.

Liquidity risk arises from the Group’s ongoing trading as well as its obligations under its borrowings.  The Group is funded by a mixture of share capital, retained profits, senior bank borrowings and a High Yield Bond.  The maturity profile of borrowings was established having regard to projections demonstrating the Group’s ability to meet repayments over the short and medium term.  Short term flexibility is achieved through cash balances and the availability of a small overdraft facility coupled with a £30 million revolving credit facility.


The Group is also exposed to credit risk from credit customers who may default on their debts.  The risk is controlled through procedures for vetting potential credit clients before they are allowed to open a credit account, the imposition of credit limits and the monitoring of debtors.

The Group has a small exposure to foreign currency risk through its international telephone and internet businesses.  The Group’s foreign currency liabilities are not hedged as it is considered that any exchange rate fluctuations would be immaterial to the Group.  Foreign currency exposures are, however, regularly monitored.


Short term debtors and creditors (other than the current portion of long term borrowings) have been omitted from the following disclosures other than the currency profile in note (b) below.  Borrowings are included gross of the related expenses.

(a)
Interest rate risk

Financial assets at December 26, 2000:

Currency
Total
Floating rate financial assets
Fixed rate financial assets
Non-interest bearing financial assets


(£ millions)
(£ millions)
(£ millions)
(£ millions)







Sterling
76.0
68.6
—
7.4

Other currencies
4.4
2.0
—
2.4


80.4
70.6
—
9.8

Financial assets at December 28, 1999:

Currency
Total
Floating rate financial assets
Fixed rate financial assets
Non-interest bearing financial assets


(£ millions)
(£ millions)
(£ millions)
(£ millions)







Sterling
33.0
30.4
—
2.6

Other currencies
1.1
0.8
—
0.3


34.1
31.2
—
2.9

Financial assets comprise cash at bank and in hand.  Interest on floating rate financial assets is based on the overnight or weekly deposit rate available in the money markets.

16.
FINANCIAL INSTRUMENTS  (continued)

Financial liabilities at December 26, 2000:  






Fixed rate financial liabilities

Currency
Total
Floating rate financial liabilities
Fixed rate financial liabilities
Non-interest bearing financial liabilities
Weighted average interest rate
Weighted average period for which rate is fixed


(£ millions)
(£ millions)
(£ millions)
(£ millions)
(%)
(Years)









Sterling
483.1
233.0
250.0
0.1
9
5

Financial liabilities at December 28, 1999:






Fixed rate financial liabilities

Currency
Total
Floating rate financial liabilities
Fixed rate financial liabilities
Non-interest bearing financial liabilities
Weighted average interest rate
Weighted average period for which rate is fixed


(£ millions)
(£ millions)
(£ millions)
(£ millions)
(%)
(Years)









Sterling
492.1
242.0
250.0
0.1
9
6

The profile of the financial liabilities takes account of the Group’s interest rate hedging arrangements which are described in note 15.  Included in floating rate financial liabilities is that portion of long term borrowings which are hedged under collar arrangements.

Six month LIBOR is the benchmark rate for determining interest payments on the floating rate financial liabilities.

Non-interest bearing financial liabilities comprise the non-equity deferred shares.

 (b)
Currency exposures


The main functional currency of the Group is sterling.  A number of transactions are conducted in other currencies which give rise to monetary assets and liabilities denominated in other currencies.  None of these currency amounts are considered material enough to disclose separately.

16.
FINANCIAL INSTRUMENTS (continued)

Net foreign currency monetary assets at December 26, 2000:

Functional currency

Sterling
Other currencies
Total



(£ millions)
(£ millions)
(£ millions)







Sterling
—
1.2
1.2

Other currencies
1.5
—
1.5


1.5
1.2
2.7

Net foreign currency monetary assets at December 28, 1999:

Functional currency

Sterling
Other currencies
Total



(£ millions)
(£ millions)
(£ millions)







Sterling

—
0.5
0.5

 (c)
Liquidity


The maturity profile of the Group’s financial liabilities at December 26, 2000 was as follows:


Total
Bank loans
High Yield Bond
Deferred shares


(£ millions)
(£ millions)
(£ millions)
(£ millions)







Amounts falling due:






In one year or less, or on demand
22.8
22.8
—
—


In more than one year but not more than two years
21.3
21.3
—
—


In more than two years but not more than five years
151.2
151.2
—
—


In more than five years
287.8
137.7
150.0
0.1


483.1
333.0
150.0
0.1

The maturity profile of the Group’s financial liabilities at December 28, 1999 was as follows:


Total
Bank loans
High Yield Bond
Deferred shares


(£ millions)
(£ millions)
(£ millions)
(£ millions)







Amounts falling due:






In one year or less, or on demand
9.0
9.0
—
—


In more than one year but not more than two years
13.0
13.0
—
—


In more than two years but not more than five years
100.0
100.0
—
—


In more than five years
370.1
220.0
150.0
0.1


492.1
342.0
150.0
0.1

16.
FINANCIAL INSTRUMENTS (continued)

The group had the following undrawn committed borrowing facilities at December 28, 1999 and December 26, 2000:



December 28, 1999
December 26, 2000



(£ millions)
(£ millions)






Expiry date:





In one year or less


—
—


In more than one year but not more than two years


—
—


In more than two years


30.0
30.0



30.0
30.0

 (d)
Fair value of financial assets and liabilities as at December 28, 1999 and December 26, 2000:


December 28, 1999
December 26, 2000


Book value
Fair value
Book value
Fair value


(£ millions)
(£ millions)
(£ millions)
(£ millions)







Primary financial instruments held or issued to finance the group’s operations





Cash

34.1
34.1
80.4
80.4

Current portion of long term borrowings

(9.0)
(9.0)
(22.8)
(22.8)

Long-term borrowings

(483.0)
(488.3)
(460.2)
(464.7)

Non-equity deferred shares

(0.1)
(0.1)
(0.1)
(0.1)

Derivative financial instruments held to manage the interest rate profile





Interest rate swaps

—
3.2
—
0.5

Interest rate collars

—
3.9
—
0.3

Market value has been used to determine the fair value of listed debt.  Derivative pricing models have been used to calculate the fair values of interest rate swaps and collars.

16.
FINANCIAL INSTRUMENTS (continued)

(e)
Hedging


The Group’s policy is to substantially hedge its interest rate exposure using interest rate swaps and collars.

Gains and losses on instruments used for hedging are not recognized until the expense being hedged is itself recognized.  


Unrecognized gains and losses on instruments used for hedging and the movements therein are as follows:


52 weeks ended December 28, 1999
52 weeks ended December 26, 2000


Total net gains/
(losses)
Total net gains/
(losses)


(£ millions)
(£ millions)





Unrecognized gains and losses on hedges at beginning of period


(9.4)
7.1

Gains and losses arising in previous years that were recognized in the year

(9.4)
(2.1)

Gains and losses arising before beginning of period that were not recognized in the year

—
5.0

Gains and losses arising in the year that were not recognized in the year

7.1
(4.2)

Unrecognized gains and losses on hedges at the end of period

7.1
0.8

Gains and losses expected to be recognized in the next financial year

3.2
0.5

Gains and losses expected to be recognized after the next financial year

3.9
0.3


The 1999 losses arising in previous years that were recognized in the year relate to the termination of the Group’s interest rate swap agreement which was in force at December 29, 1998.

17. SHARE CAPITAL 


December 28, 1999
December 26, 2000


(Number)
(£ millions)
(Number)
(£ millions)

Authorized:





Ordinary shares of £1 each

399,999,998
400.0
399,999,998
400.0

Deferred shares of £1 each

50,001
0.1
50,001
0.1


400,049,999
400.1
400,049,999
400.1

Called up, allotted and fully paid:





Deferred shares of £1 each

50,001
0.1
50,001
0.1

Called up, allotted and unpaid:





Ordinary shares of £1 each

100,000
0.1
100,000
0.1


150,001
0.2
150,001
0.2

17.
SHARE CAPITAL (continued)

On January 26, 1999, the Company increased its authorized share capital from £400,000,000 to £400,049,999 by the creation of 49,999 cumulative redeemable non-voting preference shares of £1 each.  On that date the Company issued 49,999 cumulative redeemable non-voting preference shares of £1 each to Energy Investments Limited.  On March 26, 1999, the existing one ordinary share issued by the Company was converted into a deferred share.  On the same date the Company issued 1 ordinary share of £1 each to Grand Financing Limited.  The entire issued share capital was purchased by Baseflame Limited and subsequently the ordinary and redeemable preference shares were converted to deferred shares.  On May 6, 1999 100,000 ordinary shares of £1 each were issued to William Hill Investments Limited.

The holders of deferred shares are not entitled to dividends or assets of the Company, other than on liquidation an amount not exceeding par value of the shares.  The holders of deferred shares are not entitled to attend or vote at general meetings.

18. LEASING COMMITMENTS


Minimum future rental commitments under non-cancelable operating leases at December 26, 2000, which principally relate to land and buildings and the hire of AWPs were as follows:


Operating

Leases


(£ millions)

2001


28.7

2002


26.7

2003


26.0

2004

22.3

2005

17.8

2006 and thereafter


117.3

Total minimum lease payments


238.8


The 2001 commitments under non-cancelable operating leases are as follows:


(£ millions)

Expiry of operating leases:


Falling due within one year


2.0

Falling due within two to five years

10.0

Falling due after five years


16.7


28.7

Analyzed as: 


Land and buildings

22.6

Other


6.1


28.7

7. CAPITAL COMMITMENTS

 
December 28,

1999
December 26,

2000


(£ millions)
(£ millions)

Contracted but not provided for 

4.6
4.1

20. CONTINGENT LIABILITIES


At December 26, 2000 the Group has given a guarantee in respect of the rental of office premises to third parties on behalf of Satellite Information Services Limited, a subsidiary of SIS.  The guarantees are given by Camec Limited but it has an indemnity from Bass plc, Sears plc, Ladbroke Group plc and The Horserace Totalisator Board for each of those companies’ proportion of the liability.  The guarantees are to the value of:


December 28,

1999
December 26,

2000


(£ millions)
(£ millions)





Guarantees

1.4
1.1

21. PENSION SCHEMES


Eligible employees of the Company’s subsidiaries who choose to join are members of pension plans which provide benefits under defined contribution or defined benefit arrangements described in note 1.


That part of the William Hill Pension Scheme providing defined benefit arrangements is subject to valuation by independent actuaries, the last formal valuation being carried out as at April 5, 1999 using the projected unit credit method, in which the actuarial liability makes allowances for projected earnings.


The principal 1999 valuation assumptions were:  

Annual rate of return of investments
-
active/deferred liabilities

6.00% per annum

-
pensioner liabilities

4.75% per annum

Annual increase in pensionable remuneration

4.25%/4.75% per annum

Annual increase in present and future pensions in payment

2.75% per annum

Inflation

2.90% per annum

The market value of the assets of the scheme was £115.9 million at the date of valuation and the actuarial value placed on the assets was sufficient to cover 120% of the benefits that had accrued to members, after allowing for expected future increases in earnings. The pension cost takes account of the surplus disclosed at the last valuation spread over the average remaining service lives of the members of the scheme.

At December 26, 2000 an accrual of £2.1 million (1999 - £0.5 million) was included in the balance sheet in respect of the scheme, whilst £1.8 million (1999 - £1.3 million) was charged to the profit and loss account in respect of the defined benefit arrangements.


The charge to the profit and loss account in respect of the defined contribution section of the Pension Scheme and for Funded Unapproved Retirement Benefit Schemes amounted to £0.2 million (1999 - £0.1 million).

22. RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW FROM OPERATING ACTIVITIES


52 weeks ended December 29, 

1998
52 weeks ended December 28, 

1999
52 weeks ended December 26, 

2000

 
(£ millions)
(£ millions)
(£ millions)






Operating Income Before Interest

88.5
69.8
81.4

(Profit)/loss from sales of investments, intangible and 
tangible fixed assets

(1.3)
(0.3)
0.2

  Movement in pension prepayment/accrual

1.2
1.1
1.6

  Depreciation

12.6
11.8
14.0

  Decrease in inventories

0.1
—
—

  Increase in trade receivables and other assets

(1.4)
(0.3)
(3.4)

  (Decrease)/increase in accounts payable, accrued expenses and
    provisions

(4.8)
5.0
7.4

Net Cash Inflow From Operating Activities

94.9
87.1
101.2

23. ANALYSIS OF CASH FLOWS FOR HEADINGS NETTED IN THE CASH FLOW STATEMENT


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)

(£ millions)
(£ millions)

Returns on investments and servicing of finance:




  Interest and other investment income received

1.5
1.4
2.7

  Interest paid

(46.7)
(44.0)
(29.1)

  Other finance costs paid

(5.3)
(20.5)
—

  Dividends from fixed asset investments

—
—
0.2


(50.5)
(63.1)
(26.2)

Capital expenditure:




  Payments to acquire tangible fixed assets

(17.4)
(16.4)
(20.7)

  Receipts from sales of fixed assets

1.8
1.1
0.5


(15.6)
(15.3)
(20.2)

Acquisitions:




  Purchase of subsidiary undertaking

 —
(3.3)
—

  Net cash acquired with subsidiary

—
0.7
—

  Payments to increase investment in associated undertaking

(6.1)
—
—


(6.1)
(2.6)
—

Financing:




  Net borrowings/(repayments) 

(16.7)
(7.9)
(9.0)

24. ANALYSIS OF NET DEBT


At December 29, 1998
Cash flow
Other non cash changes
At December 28, 1999
Cash flow
Other non cash changes
At December 26, 2000


(£ millions)
(£ millions)
(£ millions)
(£ millions)
(£ millions)
(£ millions)
(£ millions)

Cash at bank and in hand

35.9
(1.8)
—
34.1
46.3
—
80.4

Debt due within one year

(8.0)
8.0
(9.0)
(9.0)
9.0
(22.8)
(22.8)

Debt due after one year

(717.9)
—
234.9
(483.0)
—
22.8
(460.2)


(690.0)
6.2
225.9
(457.9)
55.3
—
(402.6)

Finance and other costs

24.5
8.1
(19.0)
13.6
—
(2.3)
11.3


(665.5)
14.3
206.9
(444.3)
55.3
(2.3)
(391.3)

In the 52 weeks ended December 28, 1999, other non-cash changes comprise an increase of £4.4 million in the 12% discount accrued on the CULS, the waiver of £100 million of CULS and the waiver of £130.3 million loan stock issued to repay the remaining CULS and a reclassification of bank loans falling due after more than one year to within one year of £9.0 million.  Finance and other costs non cash changes relate to debt issue costs written off of £16.3 million, debt issue costs of £2.4 million amortized and a reduction in debt issue costs unpaid of £0.3 million. 

In the 52 weeks ended December 26, 2000, other non-cash changes comprise a reclassification of bank loans falling due after more than one year to within one year of £22.8 million and amortization of finance and other costs of £2.3 million. 

25. SEGMENT INFORMATION


The directors consider that the Group has only one class of business, betting and gaming.  The Group manages its business by distribution channel which are deemed to be reportable operating segments under SFAS 131.  The most significant of these are Licenced Betting Offices (“LBOs”), telephone betting, internet betting and AWPs.  The accounting policies of the reportable segments are the same as those described in note 1.  The Group evaluates performance based on turnover, gross win, gross win percentage and gross profit.  The Group does not disclose segmental information on interest revenue, interest expense, depreciation and amortization expense or income tax expense as these amounts are not included in arriving at the profit measure disclosed below.  The Group does not disclose total assets by reportable operating segment as the Group does not produce such information internally or make decisions based on this information.  In the periods covered the Group's revenues originate primarily from customers located in the United Kingdom with an immaterial amount originating from customers in the rest of the world and therefore revenues by geographical location are not disclosed. In the periods covered the Group's long-lived assets were located primarily in the United Kingdom with an immaterial amount located in the rest of the world and therefore long-lived assets by geographical location are not disclosed.  A proportion of total revenues is booked through the Group’s offshore telephone and internet operations in Antigua.

8. SEGMENT INFORMATION (continued)


Revenues
Gross Win(2)
Gross Win Percentage


52 weeks ended December 26, 2000
52 weeks ended December 28, 1999
52 weeks ended December 29, 1998
52 weeks ended December 26, 2000
52 weeks ended December 28, 1999
52 weeks ended December 29, 1998
52 weeks ended December 26, 2000
52 weeks ended December 28, 1999
52 weeks ended December 29, 1998


(£ millions)
(£ millions)
(£ millions)
(£ millions)
(£ millions)
(£ millions)




LBOs
1,463.2
1,461.4
1,425.5
352.2
337.3
339.3
24.1%
23.1%
23.8%

Telephone Betting
396.0
348.8
323.3
50.7
46.0
46.8
12.8%
13.2%
14.5%

Internet (4)
133.4
9.9
1.2
16.5
0.6
0.1
8.2%
6.1%
8.3%

AWPs (3)
27.1
26.0
22.6
31.9
30.6
26.5
–
–
–

Other (1)
22.7
31.8
33.2
1.0
2.3
3.5
–
–
–


2,042.4
1,877.9
1,805.8
452.3
416.8
416.2




Other cost of sales (2)



(139.2)
(142.5)
(137.6)




Gross profit (contribution)




313.1

274.3

278.6















(1)
Other includes on-track betting, group promotions and a lottery kiosk operation which was divested in February 1998.

(2)
The difference between gross win and gross profit primarily represents betting duty, horse and dog racing levies, VAT on AWPs and license fees.

(3) AWP revenue is gross win net of VAT.

(4) Internet revenues include revenues from the internet Casino business which are stated at the amount of customer drop.  Internet gross win percentage excludes the internet casino business.

9. ULTIMATE PARENT COMPANY AND RELATED PARTY TRANSACTIONS


The Company is taking advantage of the exemption granted by paragraph 3(c) of UK Financial Reporting Standard 8 not to disclose transactions with companies within the William Hill Holdings Limited group which are related parties.

During the 52 weeks ended December 26, 2000 the Group made purchases of £11.9 million (1999 - £11.6 million) from Satellite Information Services Limited, a subsidiary of the Group’s associated undertaking, SIS.  At December 26, 2000, the amount payable to Satellite Information Services Limited by the Group was £5,000 (December 28, 1999 - £4,000).  The Group also surrendered tax losses for £1.7 million (1999 - £nil) via consortium relief to it associated undertaking.  The amount owed to the Group at December 26, 2000 was £1.2 million (December 28, 1999 - £nil).


At the balance sheet date, the company’s ultimate parent company was William Hill Holdings Limited, a company incorporated in Great Britain.  The financial statements of William Hill Holdings Limited for the 52 weeks ended December 26, 2000, will be available from Companies House, Crown Way, Maindy, Cardiff CF14 3UZ.

10. SIGNIFICANT SUBSIDIARIES

The Company’s significant subsidiaries, their country of incorporation and registration, ownership of their share capital, and the nature of their trade are listed below:

Directly owned
Country of incorporation
Proportion of all classes of issued share capital owned by the Company
Nature of trade






Camec Limited
Great Britain
100%
Betting Services

William Hill Organization Limited
Great Britain
100%
Betting Services

Laystall Limited
Great Britain
100%
Betting Services

William Hill Trustee Limited
Great Britain
100%
Corporate Trustee

William Hill Finance PLC
Great Britain
100%
Finance Company

William Hill Internet Ventures Limited
Antigua
100%
On-line Casino

Ixora Limited
Antigua
100%
Service Company






Held through intermediate companies




Windsors (Sporting Investments) Limited
Great Britain
100%
Investment Holding

Vynplex Limited
Great Britain
100%
Property Investment

William Hill (Course) Limited
Great Britain
100%
Betting Services

William Hill Credit Limited
Great Britain
100%
Betting Services

William Hill (North Eastern) Limited
Great Britain
100%
Betting Services

William Hill (North Western) Limited
Great Britain
100%
Betting Services

William Hill (Southern) Limited
Great Britain
100%
Betting Services

William Hill (Football) Limited
Great Britain
100%
Betting Services

William Hill (Strathclyde) Limited
Great Britain
100%
Betting Services

William Hill (Caledonian) Limited
Great Britain
100%
Betting Services

William Hill (Grampian) Limited
Great Britain
100%
Betting Services

William Hill (London) Limited
Great Britain
100%
Betting Services

William Hill (Midlands) Limited
Great Britain
100%
Betting Services

William Hill (Scotland) Limited
Great Britain
100%
Betting Services

William Hill (Western) Limited
Great Britain
100%
Betting Services

Camec (Provincial) Limited
Great Britain
100%
Betting Services

Camec (Scotland) Limited
Great Britain
100%
Betting Services

Camec (Southern) Limited
Great Britain
100%
Betting Services

James Lane Group Limited
Great Britain
100%
Betting Services

William Hill (IOM) Limited
Isle of Man
100%
Betting Services

William Hill Index (London) Limited
Great Britain
100%
Spread Betting

William Hill (Supplies) Limited
Great Britain
100%
Property Investment

William Hill (Resources) Limited
Great Britain
100%
Property investment

Brooke Bookmakers Limited
Great Britain
100%
Betting Services

William Hill (Goods) Limited
Great Britain
100%
Property Investment

William Hill (Products) Limited
Great Britain
100%
Property Investment

William Hill (Effects) Limited
Great Britain
100%
Procurement

William Hill (Stock) Limited
Great Britain
100%
Procurement

William Hill (Wares) Limited
Great Britain
100%
Procurement

Matsbest Limited
Great Britain
100%
Procurement

Matsdom Limited
Great Britain
100%
Procurement

Matsgood Limited
Great Britain
100%
Procurement

Gearnet Limited
Great Britain
100%
Procurement

Evenmedia Limited
Great Britain
100%
Procurement

Eventip Limited
Great Britain
100%
Procurement

Goodfigure Limited
Great Britain
100%
Procurement

William Hill Offshore Limited
Ireland
100%
Betting Services and Investment Holding

William Hill Call Centre Limited
Ireland
100%
Call Centre

William Hill Bookmakers (Ireland) Limited
Ireland
100%
Betting Services

William Hill International Limited 
Antigua
100%
Betting Services

Betwilliamhill.com Limited
Antigua
100%
Betting Services

William Hill (IOM) No. 3 Limited
Isle of Man
100%
Investment Holding

11. SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP


The consolidated financial statements are prepared in accordance with UK GAAP, which differs in certain significant respects from US GAAP. These differences relate principally to the following items and the approximate effect on net income and shareholders’ equity is shown in the following tables. While this is not a comprehensive summary of all differences between UK GAAP and US GAAP, other differences are considered unlikely to have a significant effect on the consolidated net income and shareholders’ equity.

Goodwill and Betting licenses


Under UK GAAP, goodwill arising on the 1997 Acquisition had been written off against reserves.  Effective January 1, 1998, the Company adopted UK Financial Reporting Standard 10 “Goodwill and Intangibles Assets.”  As a result, goodwill arising on acquisitions from January 1, 1998 is recorded on the balance sheet under UK GAAP.  As a result of a change in accounting policy goodwill arising on the 1997 Acquisition has been written back to intangible assets and betting licenses previously treated as tangible fixed assets have been reclassified as intangible assets.  Intangible assets are not amortized but the carrying values of these assets are reviewed annually to determine whether there has been any impairment in value, by reviewing current and estimated future cash flows on a discounted basis.

Under US GAAP, betting licenses are treated as intangible assets. The goodwill arising on the 1997 Acquisition and the betting license intangible asset are required to be amortized over the period of their estimated lives, to a maximum of 40 years.


As at December 28, 1999 and December 26, 2000 the gross amount of intangibles under US GAAP was £15.7 million lower than under UK GAAP.  Accumulated amortization at December 28, 1999 and December 26, 2000 under US GAAP was £34.5 million and £49.9 million respectively.

Deferred taxation


Under UK GAAP, deferred taxes are accounted for to the extent that it is probable that a liability or asset will crystallize in the foreseeable future. Under US GAAP, deferred taxes are accounted for on all timing differences and a valuation allowance is established in respect of those deferred tax assets where it is more likely than not that some portion will remain unrealized. Deferred tax also arises in relation to the tax effect of other US GAAP adjustments.

Pensions


Pension costs are accounted for under the rules set out in SSAP 24. The objectives and principles of SSAP 24 are broadly in line with those set out in the US accounting standard for pensions, SFAS 87, Employers’ Accounting for Pensions.  However the methods and assumptions used to calculate the cost for the period and balance sheet position under UK GAAP and US GAAP may differ, and certain events are required to be accounted for differently.


Under US GAAP, plan assets are valued by reference to market-related values at the date of the financial statements.  Liabilities are assessed using the rate of return obtainable on fixed or inflation-linked bonds.  Under UK GAAP, pension plan assets and liabilities are based on the results of the latest actuarial valuation.  

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Exceptional items 


Included within administrative expenses in the 52 weeks ended December 28, 1999 there were £5.2 million of exceptional costs under UK GAAP (see note 3).  These items are treated as part of ordinary income under US GAAP.

In the 52 weeks ended December 28, 1999 there were £28.8 million of exceptional interest costs under UK GAAP.  Under US GAAP £9.0 million of these costs would be classified as extraordinary items due to the early extinguishment of debt and the remainder would be included in interest expense.

Effects on net income of differences between UK GAAP and US GAAP:


 52 weeks ended December 29, 1998
 52 weeks ended December 28, 1999
 52 weeks ended December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Net income/(loss) under UK GAAP

16.3
(38.8)
32.3

US GAAP adjustments:




Amortization of goodwill and betting license intangible

(15.3)
(15.4)
(15.4)

  Pensions

1.1
(3.0)
0.5

  Deferred taxation

3.3
4.8
(1.8)

Net income/(loss) under US GAAP

5.4 
(52.4)
15.6

Effects on shareholders’ equity of differences between UK GAAP and US GAAP:


December 28, 1999
December 26, 2000


(£ millions)
(£ millions)





Shareholders’ equity under UK GAAP

212.3
244.7

US GAAP adjustments:



  Goodwill and betting license intangible


(50.2)
(65.6)

  Pensions

21.0
21.5

  Deferred taxation

1.6
(0.2)

Shareholders’ equity under US GAAP

184.7
200.4

Advertising


Advertising costs are accounted for on a similar basis under both UK and US GAAP.  Advertising costs under Uk and US GAAP were £4.0 million, £4.7 million and £12.8 million for the 52 weeks ended December 29, 1998, 52 weeks ended December 28, 1999 and 52 weeks ended December 26, 2000 respectively.

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Cash flow Information


Cash flows under UK GAAP differ in certain presentational respects from the format required under SFAS 95.  Under UK GAAP, cash paid or received for interest and income taxes are presented separately from operating activities and dividends paid are presented separately from financing activities.  Under SFAS 95, cash flows from operating activities are based on net income, which includes interest and income taxes.  Under SFAS 95, dividends paid would be included within financing activities.


Under US GAAP, the following amounts would be reported:


52 weeks ended
December 29, 1998
52 weeks ended
December 28, 1999
52 weeks ended
December 26, 2000


(£ millions)
(£ millions)
(£ millions)






Net cash provided by operating activities

56.7
24.0
75.5

Net cash used in investing activities 

(21.7)
(17.9)
(20.2)

Net cash used in financing activities

(16.7)
(7.9)
(9.0)

Net increase in cash and cash equivalents

18.3
(1.8)
46.3

Pension Plans


The Group provides retirement benefits through contributory and non contributory pension plans for eligible employees.


Pension expense under the defined contribution plan sponsored by the Group represents contributions paid or payable under such arrangements.  Net defined contribution pensionable expense for the 52 weeks ended December 29, 1998, 52 weeks ended December 28, 1999 and 52 weeks ended December 26, 2000 were £0.1 million, £0.1 million and £0.2 million respectively.


Benefits provided under the defined benefit pension plan sponsored by the Group are generally based on years of service multiplied by a percentage of the eligible employee’s pensionable salary at the date of retirement.  Contributions to this pension plan are based on generally accepted actuarial methods which may differ from the methods used to determine pension expense.  The measurement date for the purposes of the disclosures below was September 30, 2000.

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Pension Plans (continued)





The following provides a reconciliation of benefit obligations, plan assets and funded status of the plan:


52 weeks ended

December 29, 1998
52 weeks ended December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)

Change in benefit obligation:




Benefit obligation at beginning of period

76.2
96.5
97.8

Service cost

3.2
3.7
4.2

Interest cost

5.2
5.0
6.3

Participants’ contributions

1.2
1.2
1.4

Actuarial loss/(profit)

11.7
(7.0)
(5.6)

Benefits paid

(1.0)
(1.6)
(1.6)

Benefit obligation at the end of the period

96.5
97.8
102.5






Change in plan assets:




Fair value at beginning of period

94.8
89.6
114.8

Return on plan assets 

(5.6)
25.4
16.7

Employer contribution

0.2
0.2
0.2

Participants’ contribution

1.2
1.2
1.4

Benefits paid

(1.0)
(1.6)
(1.6)

Fair value at end of period

89.6
114.8
131.5






Funded status:




Plan assets in (less than)/excess of benefit obligation

(6.9)
17.0
29.0

Unrecognized net actuarial loss/(gain)

31.5
3.5
(9.7)

Additional minimum liability 

(0.5)
—
—

Net amount recognized

24.1
20.5
19.3


The following table sets forth the components of net periodic costs:


52 weeks ended

December 29, 1998
52 weeks ended

December 28, 1999
52 weeks ended

December 26, 2000


(£ millions)
(£ millions)
(£ millions)






Service cost

3.2
3.7
4.2

Interest cost

5.3
5.0
6.3

Return on plan assets

(8.1)
(7.1)
(9.2)

Recognized net actuarial loss

—
2.7
—

Net periodic benefit cost

0.4
4.3
1.3

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Pension Plans (continued)


The weighted average discount rate used in determining the actuarial present value of the projected benefit obligation was 6.5% per annum for the 52 weeks ended December 26, 2000 and the 52 weeks ended December 28, 1999 and 5.25% per annum for the 52 weeks ended December 29, 1998.  The rate of compensation increase was 4.5% per annum, 4.5% per annum and 3.75% per annum respectively, and the assumed long term return on plan assets was 8% per annum for each period presented.  Pension plan assets consist predominantly of equity securities along with various fixed income investments.

Impact of Recently issued Accounting Standards


The Financial Accounting Standards Board issued Statement of Financial Reporting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”) in June 1998 and, as amended by SFAS 138, is effective for the financial year beginning December 27, 2000.  The standard requires all derivative instruments to be valued at fair value in the balance sheet.  Changes in fair value are accounted for through the profit and loss account or comprehensive income statement depending on a derivative’s designation and its effectiveness as a hedging instrument.  Had SFAS 133, as amended by SFAS 138, been implemented for the 52 week period ending December 26, 2000 a cumulative transition adjustment of £0.8 million profit would have been made in the Statement of Total Recognized Gains and Losses (presented in place of a comprehensive income statement).  Under UK GAAP derivative instruments are recorded at appropriate historical cost amounts, with fair values shown as a disclosure item (see note 16(d)).  The Group is continuing to evaluate the effect SFAS 133 will have on its financial position and results of operations. 


FRS17: Retirements Benefits, was issued by the UK Accounting Standards Board in November 2000.  As under SFAS 87, plan assets and liabilities are determined by, respectively, market-related values at the date of the financial statements and by discounting plan obligations using a market derived discount factor.  Under FRS17, actuarial gains and losses are recognized in full in the balance sheet with movements recognized in the statement of total recognized gains and losses.  This will differ from current US GAAP which does not require the full recognition of actuarial gains and losses, and also requires the amortization of actuarial gains and losses to be recognized in the profit and loss account.  The standard is required to be fully implemented in the 2003 fiscal year, with disclosures of the impact required from the 2001 fiscal year.  The Group has not yet assessed what the impact of this statement will be on the Group’s future earnings or financial position.


FRS19:  Deferred Tax, was issued by the UK Accounting Standards Board in December 2000.  FRS19 requires deferred tax to be provided in full except on timing differences arising where non-monetary assets are revalued and where there is no commitment to sell the asset and on the retained earnings of subsidiaries, joint ventures or associates where there is no commitment to remit such earnings.  FRS19 is required to be implemented in the 2002 fiscal year. The Group has not yet assessed what the impact of this statement will be on the Group’s future earnings or financial position.

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Fair Value of Financial Instruments

The estimated fair value of financial instruments have been determined by using available market information.  The estimates are not necessarily indicative of the amounts the Group could realize in a current market exchange.  The use of different market assumptions and/or estimation methodologies may have a material effect on the estimated fair value amounts.  The following methods and assumptions were used to estimate the fair value for each class of financial instruments:


Cash and cash equivalents.  The carrying amount approximates fair value because of the short-term maturity of these assets.

Trade receivables.  The carrying amount approximates fair value, based upon customer payment experience.


Accounts payable. The carrying amount approximates fair value because of the short-term maturity of these liabilities.


Long-Term borrowings.  The fair value of the Group’s long-term borrowings is based on quoted market prices, or on the discounted cash flow of the respective debt, using current rates and remaining maturities.  The fair values of the Group’s long-term borrowings were £497.2 million and £487.5 million at December 28, 1999 and December 26, 2000 respectively.


Interest rate swap and collar agreements.  The fair value of the Group’s interest rate swap  and collar agreements is the estimated amount that the Group would receive or (pay) upon termination of the agreements, based on estimates obtained from the counter parties.  These agreements are not held for trading purposes, but rather to hedge interest rate risk.  As at December 28, 1999 and December 26, 2000, the estimated fair values were £7.1 million asset and £0.8 million asset respectively. 

Share option scheme


On the acquisition of the Company by Baseflame Limited (see note 2), certain directors of the Company and executive management of the Group were granted options over part of the issued redeemable preference share capital of William Hill Holdings Limited (“WHH”), the Company’s ultimate parent company.


The redeemable preference shares in respect of which the options were granted are owned by William Hill Employee Benefit Trust (“WHEBT”), which was formed for the benefit of the directors and managers to whom the options were granted.


There were no transactions in share options during the 52 weeks ended December 29, 1998.  Transactions during the 52 weeks ended December 28, 1999 and the 52 weeks ended December 26, 2000 were:

28.
SUMMARY OF DIFFERENCES BETWEEN UK GAAP AND US GAAP (continued)

Share option scheme (continued)


Number of preference shares
Exercise price per share (1)



(pence)

Outstanding at December 29, 1998
—


Granted
977,923
0.001

Outstanding at December 28, 1999
977,923


Lapsed
(74,154)
0.001

Outstanding at December 26, 2000
903,769


 (1) The exercise price shown is the average exercise price per share.  Each of the directors and managers has the option to purchase a number of shares for total consideration of £1.


These options are exercisable at any time at a price of £1 per option but will lapse automatically one week prior to the tenth anniversary of the call option agreement (dated March 29, 1999) or following the listing or sale of WHH.


WHH has at any time the right to redeem all or any of the preference shares except those held by WHEBT, for which the prior written consent of the Trust is required.  The preference shares will be redeemed for £1 per share on the earlier of a sale or listing or on March 31, 2009.

FINANCIAL STATEMENT SCHEDULE II

VALUATION AND QUALIFYING ACCOUNTS


Balance at beginning of period
Additions charged to costs and expenses
Deductions
Balance at end of period


(£ millions)
(£ millions)
(£ millions)
(£ millions)







52 weeks ended December 26, 2000





Allowance for doubtful expenses
13.0
1.1
(0.2)
13.9







52 weeks ended December 28, 1999





Allowance for doubtful expenses
12.3
0.8
(0.1)
13.0







52 weeks ended December 29, 1998





Allowance for doubtful expenses
11.6
0.8
(0.1)
12.3













SIGNATURE

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the Registrant certifies that it meets all the requirements for filing on Form 20-F and has duly caused this Annual Report to be signed on its behalf by the undersigned thereto duly authorized.

WILLIAM HILL LIMITED

By:
THOMAS SINGER

Its:
Group Finance Director 

Date:   9 April 2001
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