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Date: 

 Wednesday, 23rd April 2003 at 10.00 a.m. *
* in case the Meeting has no quorum, it is held on Wednesday 23rd April 2003 at 10.30 a.m.

Place: 

Grand Hotel Hungaria

(1074 Budapest, Rákóczi út 90.)

First floor ball-room

Items of the Agenda:

1.    To submit and review the 2002 Balance Sheet

· To receive the Board’s report about the 2002 business activities
· To receive the report of the Auditor about the 2002 B/S
· To receive the report of the Supervisory Board about the 2002 operating activities and the B/S
2.   To pass the decision on the 2002 profit allocation

3.   To inform the Meeting about the 2003 business targets

4.   To elect members to the Board of Directors

5.   To elect members to the Supervisory Board

6.   To approve the new Rules of Procedure of the Supervisory Board

7.   To modify the Articles

8.    To appoint the Auditor and approve his/her 2003 remuneration

9.    To establish the remuneration of the members of the Board of Directors and the Supervisory Board

REPORT OF THE BOARD OF DIRECTORS

In many ways, as shareholders will be well aware from our previous announcements, the year 2002 has been the most difficult year in the life of our company. However, the year has also seen the continued regional development of our health spa business which we are convinced is the right strategy for our future success.

The last quarter of the year bore the brunt of the continued weakening of the German economy, the effect on revenues of strengthening local currencies, further new hotel openings in Budapest and elsewhere and the general feeling of uncertainty created by the looming prospect of the war in Iraq. Nevertheless our operations in Hungary and the Czech Republic met the revised forecast published on 14 August, but principally in December, our subsidiary in Slovakia fell behind plan due to weakness in its main markets of the Middle East and Germany.

Despite these circumstances, net profit for the year exceeded the 2001 figure by 1,2%, but we would point out that, if these figures were presented either in US dollars or Euro, there would have been an even greater improvement in net profit due to the significant strengthening of the HUF against these currencies during the year.

In our profit forecast for 2003 we are forced to consider the war against Iraq as a fact. The situation is compounded by the economic troubles of many countries. In such an uncertain time, some guests will defer trips, some companies will delay organising conferences and certain markets, such as the Middle East, Germany and the US will be affected more than others. All this will continue to have a negative effect on hotel revenues. The outbreak of the war could have more severe effects and the potential impact on results is, of course, unquantifiable at the present time.

Management continues to take all possible steps to manage these risks.

Anniversaries

2002 has been a year of anniversaries in the life of our company. We celebrated the 30th year of the establishment of our company in April and the 10th year of our presence on the Budapest Stock Exchange in December. 

We started out 30 years ago with two hotels offering 400 rooms and producing HUF 130 million revenue. We are today the owners of an international hotel chain of almost 10 000 rooms with properties in four countries and a yearly revenue of HUF 37 billion (EUR 145 million). 

During this period we have created the domestic base for Hungarian health tourism and introduced its services to the international market. In the course of our expansion, we have concentrated on developing our health spa network in neighbouring countries. It is the results of these efforts that hotel companies purchased in the famous spa resorts of Marienbad, Piestany and Sovata now form an integral part of Danubius Hotels Group.  

Significant increase of shareholders’ assets

Slovakia

Our company has continued to participate successfully in privatisation tenders of neighbouring countries. As a result of this the Czech Lécebné Lázné Marianske Lázné a.s. 95.36% of which is in our property, acquired 67% of the shares of Slovenske Liecebné Kupele Piestany a.s. a spa complex in Piestany, Slovakia, in May. In two further steps our interest increased to 87,66% by the end of the year. By acquiring control of this famous spa resort, we have become proprietors of a company boasting three health centres and approximately 1500 hotel rooms. Sixty seven percent of the figures of the company have been consolidated from 31 May, 69.84% from 1 September and 87.66% from 1 November 2002. 

In Romania, 

having carried out the capital increase committed for the first year in the privatisation contract and bought out former minority shares, we have increased our ownership to 56.52% in Salina Invest SA. Salina owns 93.98% of Balneoclimaterica Rt. the hotels of which are or will be operated by Danubius following their reconstruction. The results of the company have been consolidated from 30 September 2002, but it should be noted that the main property, Hotel Sovata, was closed for refurbishment from November 2002. 

Unfavourable effects and outlook in the Hungarian and international tourism

Tourism has lost its leading role as the successful industry of the Hungarian economy in 2002 after a long period of time.  The significantly increased hotel capacity was accompanied by decreasing guest numbers in the recent two years furthermore a regrouping took place towards guest circles with less spending power. Government statistics published state that guest nights in Hungary by foreigners decreased by 6.7% in 2002 as compared to the previous year. The seriousness of the situation is characterised by the fact that government level plans are in the pipeline for measures to assist tourism, in co-operation with the industry, to turn around the trend. The marketing plan for 2003 prepared by the National Tourism Board shows that positive changes have begun.

As compared to last year, the depression in overseas turnover was affected by the follow on from the events of September 11, the decreasing number of guests from Germany because of the worsening German economy, as well as the price competition to win the lessening number of guests available for the increased capacity, which decreased average rates.  

Finally the Central European floods that have shaken the tourist season also had an effect, together with the uncertain international situation already mentioned above. 

Negative effects of strengthening national currencies

The appreciation against EUR of the HUF (5.3%) and the CZK (9.5%) negatively affected revenues by 1,28 billion HUF in the Hungarian companies and 522 million HUF in the Czech companies. This could only partly be compensated by the HUF 838 million exchange gain calculated on the receivables, liabilities and business interest sale. 

Revenue loss of two weeks

Hotel Gellért had to be closed due to a broken pipe for two weeks from 10 September until damages and electric power supply were restored. Talks were started about the restoration of damaged and soaked rooms and the assessment of related damages, as well as the compensation of the shortage of turnover based on the third party insurance of the Metropolitan Water Company and our business interruption insurance. This, however, means that our 2002 results have been hit by the loss of two weeks’ Hotel Gellért turnover. The insurance company transferred HUF 50 million in advance to cover the damage of HUF 110 million indicated in the B/S.

Consolidated B/S (HAS)

The consolidated B/S footing of the Danubius group is HUF 72 352 009 thousand, this shows a 26,4% (HUF 15,1 billion) growth compared to the previous year. The changes took place primarily due to asset value of the new acquisitions to which the Slovakian Slovenské Liecebné Kúpele Piestany a.s. contributed with an asset value of HUF 11,8 billion while the Romanian Salina Invest SA with HUF 1,6 billion. 

The HUF 15,1 billion increase of asset value in 2002 can be followed in the table below:

th HUF

	
	31. 12.2001.
	31. 12.2002.

without new investments
	SLKP a.s.
	Salina Invest SA
	31. 12. 2002. consolidated

	Intangible assets
	426 726
	527 416
	21 071
	247
	548 734

	Tangible assets
	47 990 562
	49 911 823
	10 884 158
	1 063 808
	61 859 788

	Financial investments
	381 354
	
	
	
	295 912

	Working assets
	7 836 751
	7 265 584
	856 976
	823 861
	8 946 421

	Accruals
	600 061
	662 588
	38 566
	-
	701 154

	Own capital
	35 667 128
	
	
	
	39 839 123

	Provisions
	437 337
	229 494
	626 515
	
	856 009

	Liabilities
	19 681 330
	
	2 024 669
	145 453
	29 352 320

	Accruals
	1 449 659
	2 112 697
	191 860
	
	2 304 557


Changes in assets at unchanged network level:  

· The 23,6% increase in the intangible assets is the purchase value of the Oracle software to be introduced in the Czech subsidiary, as well as the therapy and F&B operating systems installed in the Hungarian hotels,

· The 4% increase in tangible assets indicates that capital expenditures strongly slowed down in the case of the Hungarian hotels, still, significant reconstruction works were realised in the Czech company, 

· The value of financial investments went down by the consolidation of the Romanian daughter company as a result of the majority shares acquired and went up by the value of the financial investment purchased by Preventív Rt.,

· Working assets were down by HUF 571 million as opposed to the prior year. 

· The majority of the 10,4% increase in accruals are accruals of the Czech subsidiaries.

Changes in liabilities:
· Subscribed capital and capital reserves did not change within the own capital row. Profit reserves went up by the profit achieved in the previous year and the dividend of the own shares and decreased by the total of tied up reserves and exchange gain from the sale and repurchase of own shares. The value of own capital continued to go up with the profit of the daughter companies and the value of assets due to the externalities. The share of externalities increased by HUF 2,2 billion (Slovenské Liečebné Kúpele Pieŝťany a.s. HUF 1,5 billion, Salina Invest SA HUF 608 million). The value of the subsidiaries’ own capital went up by HUF 667 million compared to 2001.

· Provisions doubled compared to the previous year’s HUF 437 million. The total of provisions in the Hungarian companies are HUF 230 million which is almost half of that of the previous year and this includes the debated rental fee of a local government leased property. The increase is due to our Slovakian subsidiary, Slovenské Liečebné Kúpele Pieŝťany a.s. that made a provision of HUF 626 million for its future obligations.

· Increase of long-term liabilities is significant when compared to the previous year. This is mainly made up of the taken out new loans and the loans of new investments. The loans of foreign subsidiaries were also affected by the exchange rate changes when calculating into HUF. Our company took out EUR 36 million loan in 2002, and repaid EUR 8,3 million. The exchange gain on the repaid loans is HUF 210 million in the Hungarian companies taking out the majority of the loans while the total of interests paid after the loans is HUF 785,6 million. Our present stock of loans is: EUR 81,1 million and USD 6,6 million. 

· Accruals went up from HUF 1,5 billion to HUF 2,3 billion as a result of the year end revaluation of almost HUF 600 million exchange gain from loans of foreign exchange base to be repaid in the future and the HUF 192 million accruals of our Slovakian daughter company.  

Consolidated profit and loss statement (HAS)

The results of the new investments are only shown from the time of consolidation, thus 7 months’ results are shown in the case of SLKP a.s. and 3 months’ results from Salina Invest SA considering our ownership shares.

Our company has achieved a profit after tax of HUF 2,3 billion in 2002 based on the HAS (before the deduction of minority interests) lagging behind the performance of last year by HUF 37 million. The changes and the reasons are shown in the table below.

million HUF
	
	Changes: at consolidated level
	Of which:

Effect of                             Effect of                            SLKP                                  Sovata                                 (Piestany)                                      

	Changes taken place in revenues
	4 894
	4 516
	72

	Of which:

· Net domestic sales revenue
	3 218
	4 290
	38

	· Other income
	340
	148
	

	· Financial income
	1 094
	76
	34

	· Extraordinary income 
	242
	2
	

	Costs
	 4 931
	4 526
	225

	Of which:

Material-type expenditures
	3 257
	2 232
	56

	Total payroll and related costs
	2 147
	1 600
	39

	Depreciation
	633
	414
	10

	Other expenditures
	- 945
	97
	12

	Financial expenditures
	- 123
	127
	100

	Extraordinary losses
	244
	2
	

	Taxes payable
	-282
	54
	8

	Profit (before taxes and minority interests)
	- 37
	-10
	-153


The key components of profit changes:

The approximately HUF 4,3 billion sales revenue of the new Slovakian company, the surplus revenue from the sale of Hotel Eger-Park and the termination of the HUF 310 million provision created for the head count reduction in 2001 all contributed to an 11% increase in our revenues in other words HUF 3,6 billion at consolidated level as opposed to the previous year. This increase is 10,1%, HUF 3,2 billion at net domestic sales revenue level. The most, 73.3% of the consolidated net revenue of HUF 35.2 billion is made up of the performance of the Hungarian companies, 14.5% of the Czech companies and 12.1% of the Slovakian company (7 months performance). 

According to basic activities 51,7 % of the revenues derives from room revenues, 32,6 % from F&B and 15,7 % from therapy revenues. Room revenues went down by 1,3 % compared to the basic year, meanwhile F&B increased by 19,6 % and therapy by 51 % owing to the new investments.
The revenue loss of the Hungarian hotels is primarily due to a decrease in average rates (from HUF 12 148 to HUF 11 274) and only secondly to a drop in occupancy (from 63% to 59.6%).

The revenue performance of the Czech hotels was affected by average rates going up (from HUF 10 469 to HUF 10 786) and a small increase in occupancy of 0.6% (as opposed to last year’s occupancy of 78.3%). Total revenues went up by 2.1% calculated in Czech crowns. Czech tourism is affected by the difficulties of the German economy – just like the trends in Hungary – and the appreciation of the Czech crown against the Euro (9.5%) and the USD (13.9%) started this year. The Central European floods also hindered marketing.   

In an unchanged company structure material type costs scarcely changed. The increase of services used shows the effect of inflation on the one hand, on the other it contains the HUF 170 million expert and legal fees related to acquisitions which has not occurred in the previous year. The 37,1% increase in other services includes HUF 180 million costs also related to acquisitions (bank guarantee, bank commissions, bank costs, etc.).

The 4,1% increase in salaries and wages at unchanged network comprise besides the annual wage increase the costs of employment termination in connection with the head count reduction. The average employed head count was 4 656,5 in 2001 and 4 310,8 in 2002. 

The value of depreciation is 22,6% higher than the previous year. The reason for this is the long-term effect of the amortisation of the Thermal Hotel Margitsziget investment started and completed in 2001 and the capitalised value of the reconstruction work made in 2002.

The total of other expenditures went down by HUF 945 million as a result of the termination of the tourist contribution, provision creation of a lesser degree and less created loss of value.

Net revenues from the sale of Eger Hotel Management Kft. represent HUF 652,7 million in the revenues from financial transactions. We have accounted HUF 785 million loan interest among financial expenditures.

The most important item in the extraordinary income and extraordinary losses is the sale of tangible assets by Danubius Hotel Management Rt. in connection with the sale of Hotel Eger.  
As opposed to the tax obligation of HUF 865 million in 2001 this year our company took advantage of the possibility for creating a development reserve provided by the new accounting law, producing a tax saving of HUF 100 million. The tax decrease on the loss of profit is HUF 39 million.

Reduced reconstruction programme

In this year our company has carried out mandatory renewals and investments essential for a smooth operation complemented by the necessary security and technical developments. We have spent HUF 1.6 billion in 2002 at group level on the following works as opposed to last year when we spent HUF 7 billion on complex hotel reconstruction. 

· The last phase of the renewal of the large kitchen in Hotel Pátria was completed.

· Reconstruction of the 43 guest rooms on three levels together with the connecting corridors and development of the fire alarm system in Hotel Erzsébet was set forth.

· The partial renewal and interior modernisation of the lobby in Grand Hotel Hungária has come to an end producing a significantly larger scale common guest area connected to the previously completed group check in area to meet today’s requirements at moderate costs. 

· To be able to ease parking problems a rented car parking area was arranged to accommodate 40 cars parallel to the reconstruction works carried out in front of Hotel Gellért.

· An individual gas boiler house was installed in Hotel Stadion by the heating season ensuring a more economical heat supply than earlier at an up to date technical level.

· Next to the neighbouring Budapest Arena being built as the largest investment project of the capital, refurbishment of 135 rooms on three hotel levels was completed in Hotel Stadion including connecting guest corridors.

Further reconstruction works:

The roof structure of the historical building wing of Hotel Astoria was completed as well as the main repairing of the 7 elevators. A new unit of the Belgian brasserie, that has become a new chain of pubs throughout the whole country, was opened in Hotel Rába. The main laundry machinery unit and other connected equipment have been replaced in Hotel Hilton. An up to date electric shock protection system was introduced in line with standard requirements in the same hotel. Renewal of the essential emergency light system was completed in Hotel Béke as well as the changing of the scheduled air treatment equipment. Fire-rated doors were placed in Hotel Budapest, cooling chambers renewed and the main pipe of the drainage system in the kitchen was replaced.  

Recovering damages and restoring works due to the water damages done in September in Hotel Gellért have been partly completed. A temporary CATERPILLAR generator has been installed in Hotel Marina as a power source and execution plans for the boiler house necessary for switching over to gas-power operation have been completed.  A new gas-powered heating system was developed to heat the indoor tennis court in Thermal Hotel Bük and a new conference room was built in the place of former offices.

The execution plans for the reconstruction of Hotel Sovata, in Romania and its medical treatment centre have been completed and reconstruction works of the hotel have been launched. 

Eight large size room units have been refurbished in Hotel Berounka in the Czech Marianske Lázné including the common areas belonging to it. In Hotel Nové Lázné the construction of a new kitchen and the restaurant has been completed, together with 24 new rooms and 7 refurbished all at a four-star standard top level. A reception area, a lobby bar and a roof terrace have equally been constructed at a total value of HUF 615 million. As a result of this a four-star superior category hotel of 90 rooms awaits the guests. The refurbishment of 11 rooms in Hotel Pacific was finished. The introduction of the Oracle Financials management information system is in process.

The complete refurbishment of the main kitchen of Pro Patria in Piestany, a spa resort in Slovakia was completed.

Stock Exchange trading, ownership structure 

According to 31 December 2002 data 53.4% of the subscribed capital made up of 8 285 437 ordinary shares is owned by domestic and foreign investments of CP Holdings Ltd., of which a share over 5% is owned by Interag Rt. (29.38%), the Kenyon Phillips Acquisition LLC (11.63%), Israel Tractors (6.12%) and CP Holdings Ltd. (6.27%). 

Foreign financial investors own 32.76% of the remaining shares, from among which, Citibank Rt. as safe custody manager nominated 18.44% shares and Bank Austria/HVB 8.33%. The share of the employees of the company is 1.38% and the company continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 7.94% of shares.

A total of 4 246 deals were made for 1 475 634 shares of Danubius Hotels Rt. on 244 trading days to the tune of HUF 5 659 million in 2002 producing an average share price of HUF 3835/share at yearly level.

The management of Danubius Hotels Rt. has informed its shareholders with deep sorrow about the death of Gábor Cséti, Chairman of the Supervisory Board.  Members of the Supervisory Board elected Tibor Antalpéter to be Chairman at the meeting held on 18 October.
No changes took place in the organisational structure of the company. The rows of its senior managers have changed only by the Chairman of the Supervisory Board as mentioned above. 

BALANCE SHEET (audited, not consolidated)
Hungarian Accounting Standards

ASSETS
LIABILITIES
HUF 000

	Title
	2002
	2002
	Title

	
	1 January
	31 Dec.
	1 January
	31 Dec.
	

	Invested assets
	36 936 694
	39 501 054
	32 088 599
	33 382 020
	Own capital

	Intangible assets
	228 033
	263 461
	8 285 437
	8 285 437
	Subscribed capital

	Cap.value of transformation
	
	
	374 523
	374 523
	From this: repurchased share

	Cap.value of exper., developm.
	
	
	
	
	Not yet paid subscrib. capital

	Intangible assets
	68
	45
	7 138 139
	7 138 139
	Capital reserve

	Intellectual products
	227 965
	163 283
	13 846 895
	15 039 629
	Profit reserve

	Goodwill
	
	
	1 535 544
	1 642 996
	Tied-up reserve

	Advance payment for intang.a.
	
	100 133
	
	
	Revaluation reserve

	Revaluation of intang.assets
	
	
	1 282 584
	1 275 819
	Profit per balance sheet

	Tangible assets
	7 663 081
	7 447 124
	9 306
	0
	Provisions

	Real estates and rel. intang.ass
	7 553 475
	7 373 600
	9 306
	
	Provision for possible liability.

	Techn. equipments, machines
	50 082
	38 516
	
	
	Provision for possible losses

	Other equipments, accessoire
	45 422
	33 171
	
	
	Other provisions

	Breeding stock
	
	
	10 572 209
	11 237 844
	Liabilities

	Capital projects
	14 102
	1 837
	0
	0
	Subordinated liabilites

	Advance payments for projects
	
	
	
	
	Subord. liab.to daughter co

	Revaluation of tangible assets
	
	
	
	
	Subord. liab.to other investm.

	Financial investments
	29 045 580
	31 790 469
	
	
	Other subordinated liabitities

	Shares in daughter co-s
	28 123 428
	30 877 056
	8 224 584
	8 900 995
	Long term liabilities

	Loans to daughter co-s
	904 604
	896 170
	33 666
	18 000
	Long term loans

	Other investments
	15 218
	15 218
	
	
	Convertible bonds

	Loans given to other investm.
	
	
	
	
	Liability from bond issue

	Other long term loans
	2 330
	2 025
	4 889 015
	4 219 983
	Project loans

	Long term securities
	
	
	3 301 903
	4 663 012
	Other long term loans

	Revaluation of financ. investm.
	
	
	
	
	Long t. liab. to daughter co-s

	Working assets
	6 314 199
	6 305 833
	
	
	Long t. liab. to other investm.

	Stocks
	3 353
	114
	
	
	Other long term liabilities

	Raw materials
	
	
	2 347 625
	2 336 849
	Short term liabilities

	Intermed. & semi-finished prod
	
	
	15 667
	15 667
	Short term credits

	Livestocks
	
	
	
	
	From this: convertible bonds

	Finished goods
	
	
	1 240 752
	1 715 222
	Short term loans

	Goods
	3 353
	114
	
	
	Advance paym. from debtors

	Advance payments for stocks
	
	
	139 843
	20 352
	Creditors

	Receivables
	3 239 736
	3 503 913
	
	
	Bills of exchange

	Debtors
	14 392
	1 432
	326 040
	12 162
	Short t. liab. to daughter co-s

	Amounts owned by daugh.co-s
	3 126 238
	3 443 030
	
	
	Short t liab. to other investm.

	Amounts owned by other inv.
	12 848
	12 848
	625 323
	573 446
	Other short term liabilities

	Bills of exchange
	
	
	613 773
	1 218 380
	Accruals

	Other receivables
	86 258
	46 603
	
	
	Accrual of revenues

	Securities
	1 535 544
	1 572 996
	58 781
	168 068
	Accrual of costs and expend.

	Shares in daughter co-s
	
	
	554 992
	1 050 312
	Deferred revenues

	Other investments
	
	
	
	
	

	Treasury shares
	1 535 544
	1 572 996
	
	
	

	Short term securities
	
	
	
	
	

	Total cash and bank
	1 535 566
	1 228 810
	
	
	

	Cash at hand
	234
	49
	
	
	

	Bank deposits
	1 535 332
	1 228 761
	
	
	

	Accruals
	32 994
	31 357
	
	
	

	Accruals of revenues
	5 595
	2 765
	
	
	

	Accruals of costs and expend.
	27 399
	28 592
	
	
	

	Deferred expenditures
	
	
	
	
	

	
	
	
	
	
	

	TOTAL ASSETS
	43 283 887
	45 838 244
	43 283 887
	45 838 244
	TOTAL LIABILITIES


PROFIT AND LOSS STATEMENT   (audited, not consolidated)
Hungarian Accounting Standards

HUF 000

	
	
	Distribution in revenue

%

	
	2001
	2002
	index
	2001
	2002

	Net domestic sales revenue
	2 539 250
	3 166 874
	124.7%
	100%
	100%

	Cap.value of own performance
	
	
	
	
	

	Other income
	9 069
	36 483
	402.3%
	0.4%
	1.2%

	    From this:rewritten loss of value
	
	
	
	
	

	Raw material costs
	8 231
	27 023
	328.3%
	0.3%
	0.9%

	Value of services used
	704 741
	967 403
	137.3%
	27.8%
	30.5%

	Value of other services
	15 093
	33 359
	221.0%
	0.6%
	1.1%

	Purchase price of goods sold
	
	
	
	
	

	Value of services sold
	537 391
	90 870
	16.9%
	21.2%
	2.9%

	Material-type expenditures
	1 265 456
	1 118 655
	88.4%
	49.8%
	35.3%

	Salaries and wages
	359 888
	682 728
	189.7%
	14.2%
	21.6%

	Other payments for personnel
	74 672
	114 616
	153.5%
	2.9%
	3.6%

	Contribution to salaries and wages
	140 735
	250 407
	177.9%
	5.5%
	7.9%

	Total payroll and related costs
	575 295
	1 047 751
	182.1%
	22.7%
	33.1%

	Depreciation
	370 292
	429 576
	116.0%
	14.6%
	13.6%

	Other expenditures
	300 092
	154 439
	51.5%
	11.8%
	4.9%

	    From this: loss of value
	146 981
	8 434
	5.7%
	5.8%
	0.3%

	Operating profit
	37 184
	452 936
	1218.1%
	1.5%
	14.3%

	Dividend and profit sharing receiv.
	2 458 937
	1 408 416
	57.3%
	96.8%
	44.5%

	    From this: mother - daughter
	2 458 421
	1 408 285
	57.3%
	96.8%
	44.5%

	Exchange gain on sale of shares
	10 080
	
	
	0.4%
	

	    From this: mother - daughter
	
	
	
	
	

	Interest, exch.gain of inv.fin.assets
	
	
	
	
	

	    From this: mother - daughter
	
	
	
	
	

	Other interests received
	88 626
	69 161
	78.0%
	3.5%
	2.2%

	    From this: mother - daughter
	50 747
	13 626
	26.9%
	2.0%
	0.4%

	Other financial income
	167 891
	214 688
	127.9%
	6.6%
	6.8%

	Financial income
	2 725 534
	1 692 265
	62.1%
	107.3%
	53.4%

	Exchange loss of inv.financial asset
	8 400
	
	
	0.3%
	

	    From this: mother - daughter
	
	
	
	
	

	Interests payable
	539 455
	377 606
	70.0%
	21.2%
	11.9%

	    From this: mother - daughter
	71 256
	5 262
	7.4%
	2.8%
	0.2%

	Loss of value of share,sec., deposit
	
	
	
	
	

	Other financial expenditures
	456 868
	2 667
	0.6%
	18.0%
	0.1%

	Financial expenditures
	1 004 723
	380 273
	37.8%
	39.6%
	12.0%

	Financial profit or loss
	1 720 811
	1 311 992
	76.2%
	67.8%
	41.4%

	
	
	
	
	
	

	Profit from ordinary activities
	1 757 995
	1 764 928
	100.4%
	69.2%
	55.7%

	Extraordinary income
	80 106
	384
	0.5%
	3.2%
	

	Extraordinary losses
	166 101
	56 812
	34.2%
	6.5%
	1.8%

	Extraordinary profit or loss
	-85 995
	-56 428
	
	
	

	Profit before tax
	1 672 000
	1 708 500
	102.2%
	65.8%
	53.9%

	Taxes payable
	
	43 265
	
	
	1.4%

	Profit after tax
	1 672 000
	1 665 235
	99.6%
	65.8%
	52.6%


AUDITED, CONSOLIDATED BALANCE SHEET OF DANUBIUS HOTELS RT. 2002
Hungarian Accounting Standards
ASSETS
LIABILITIES
HUF 000

	Title
	2002
	2002
	Title

	
	1 January
	31 Dec.
	1 January
	31 Dec.
	

	Invested assets
	48 798 642
	62 704 434
	35 667 128
	39 839 123
	Own capital

	Intangible assets
	426 726
	548 734
	8 285 437
	8 285 437
	Subscribed capital

	Cap.value of transformation
	
	
	374 523
	374 523
	From this: repurchased share

	Cap.value of exper., developm.
	
	
	
	
	Not yet paid subscrib. capital

	Intangible assets
	55 046
	40 156
	7 138 139
	7 138 139
	Capital reserve

	Intellectual products
	367 453
	408 212
	13 846 894
	15 039 629
	Profit reserve

	Goodwill
	
	
	1 535 544
	1 642 996
	Tied-up reserve

	Advance payment for intang.a.
	4 227
	100 366
	
	
	Revaluation reserve

	Revaluation of intang.assets
	
	
	1 896 568
	1 920 222
	Profit per balance sheet

	Tangible assets
	47 990 562
	61 859 788
	2 676 438
	3 343 185
	Change in subsidiar.own cap.

	Real estates and rel. intang.ass
	43 396 902
	55 914 364
	288 108
	2 469 515
	Profit sharing of externalities

	Techn. equipments, machines
	2 769 436
	3 799 922
	437 337
	856 009
	Provisions

	Other equipments, accessories
	1 011 343
	978 953
	418 857
	850 318
	Provision for possible liab.

	Breeding stock
	
	
	
	
	Provision for possible losses

	Capital projects
	777 208
	1 164 734
	18 480
	5 691
	Other provisions

	Advance payments for projects
	35 673
	1 815
	19 681 330
	29 352 320
	Liabilities

	Revaluation of tangible assets
	
	
	3 312 756
	5 523 500
	Subordinated liabilites

	Financial investments
	381 354
	295 912
	
	
	Subord. liab.to daughter co-s

	Shares in daughter co-s
	314 864
	251 603
	
	
	Subord. liab.to other inv.

	Loans to daughter co-s
	8 434
	
	
	
	Other subordinated liabitities

	Other investments
	15 550
	15 550
	3 312 756
	5 523 500
	Capital consol.diff. fr. subsid.

	Loans given to other investm.
	
	
	11 239 274
	15 767 314
	Long term liabilities

	Other long term loans
	42 506
	28 759
	33 666
	18 000
	Long term loans

	Long term securities
	
	
	
	
	Convertible bonds

	Revaluation of financ. Investm.
	
	
	
	
	Liability from bond issue

	Working assets
	7 836 751
	8 946 421
	5 199 215
	4 219 983
	Project loans

	Stocks
	323 137
	526 892
	5 847 797
	11 525 261
	Other long term loans

	Raw materials
	292 809
	462 235
	
	
	Long t. liab. to daughter co-s

	Intermed. & semi-finished prod.
	
	
	
	
	Long t. liab. to other inv.

	Livestock
	60
	60
	158 596
	4 070
	Other long term liabilities

	Finished goods
	
	
	5 129 300
	8 061 506
	Short term liabilities

	Goods
	28 397
	64 597
	15 667
	15 667
	Short term credits

	Advance payments for stocks
	1 871
	
	
	
	From this: convertible bonds

	Receivables
	2 068 172
	2 869 980
	2 286 723
	4 425 464
	Short term loans

	Debtors
	1 416 059
	1 681 929
	251 494
	164 774
	Advance paym. from debtors

	Amounts owned by daugh. co-s
	260 168
	54 502
	880 018
	1 576 691
	Creditors

	Amounts owned by other inv.
	12 848
	12 848
	
	
	Bills of exchange

	Bills of exchange
	
	
	27 491
	286
	Short t. liab. to daughter co-s

	Other receivables
	379 097
	1 120 701
	
	
	Short t. liab. to other inv.

	Securities
	2 107 537
	1 602 077
	1 667 907
	1 878 624
	Other short term liabilities

	Shares in daughter co-s
	
	
	1 449 659
	2 304 557
	Accruals

	Other investments
	
	
	191 424
	206 712
	Accrual of revenues

	Treasury shares
	1 535 544
	1 572 996
	406 546
	648 672
	Accrual of costs and expend.

	Short term securities
	571 993
	29 081
	851 689
	1 449 173
	Deferred revenues

	Total cash and bank
	3 337 905
	3 947 472
	
	
	

	Cash at hand
	186 807
	187 950
	
	
	

	Bank deposits
	3 151 098
	3 759 522
	
	
	

	Accruals
	600 061
	701 154
	
	
	

	Accrual of revenues
	431 328
	449 615
	
	
	

	Accrual of costs and expend.
	168 733
	251 539
	
	
	

	Deferred expenditures
	
	
	
	
	

	
	
	
	
	
	

	TOTAL ASSETS
	57 235 454
	72 352 009
	57 235 454
	72 352 009
	TOTAL LIABILITIES


audited, consolidated profit and loss statement

of danubius hotels rt. 2002
Hungarian Accounting Standards

HUF 000

	
	
	Distribution of revenue %

	
	2001
	2002
	index
	2001
	2002

	Net domestic sales revenue
	31 991 753
	35 209 684
	110.1%
	100%
	100%

	Cap.value of own performance
	595
	165
	27.7%
	
	

	Other income
	492 841
	833 373
	169.1%
	1.5%
	2.4%

	    From this:rewritten loss of value
	531
	21 387
	
	
	0.1%

	Raw material costs
	5 182 286
	6 005 049
	115.9%
	16.2%
	17.1%

	Value of services used
	5 593 824
	7 293 857
	130.4%
	17.5%
	20.7%

	Value of other services
	503 748
	993 590
	197.2%
	1.6%
	2.8%

	Purchase price of goods sold
	52 629
	117 202
	222.7%
	0.2%
	0.3%

	Value of services sold
	1 024 005
	1 204 005
	117.6%
	3.2%
	3.4%

	Material-type expenditures
	12 356 492
	15 613 703
	126.4%
	38.6%
	44.3%

	Salaries and wages
	7 262 186
	8 755 921
	120.6%
	22.7%
	24.9%

	Other payments for personnel
	746 962
	932 920
	124.9%
	2.3%
	2.6%

	Contribution to salaries and wages
	2 776 135
	3 243 401
	116.8%
	8.7%
	9.2%

	Total payroll and related costs
	10 785 283
	12 932 242
	119.9%
	33.7%
	36.7%

	Depreciation
	2 804 667
	3 437 825
	122.6%
	8.8%
	9.8%

	Other expenditures
	2 256 964
	1 311 750
	58.1%
	7.1%
	3.7%

	    From this: loss of value
	256 268
	27 876
	10.9%
	0.8%
	0.1%

	Operating profit
	4 281 783
	2 747 702
	64.2%
	13.4%
	7.8%

	Dividend and profit sharing receiv.
	1 327
	2 131
	160.6%
	
	

	Exchange gain on sale of shares
	10 080
	652 732
	
	
	1.9%

	    From this: mother - daughter
	
	
	
	
	

	Interest, exch.gain of inv.fin.assets
	
	34 371
	
	
	0.1%

	    From this: mother - daughter
	
	
	
	
	

	Other interests received
	159 833
	147 831
	92.5%
	0.5%
	0.4%

	    From this: mother - daughter
	49 747
	5 625
	11.3%
	0.2%
	

	Other financial income
	538 439
	966 393
	179.5%
	1.7%
	2.7%

	Financial income
	709 679
	1 803 458
	254.1%
	2.2%
	5.1%

	Exchange loss of inv.financial asset
	8 400
	3 261
	38.8%
	
	

	    From this: mother - daughter
	
	
	
	
	

	Interests payable
	716 336
	785 631
	109.7%
	2.2%
	2.2%

	    From this: mother - daughter
	40 868
	301
	0.7%
	0.1%
	

	Loss of value of share,sec., deposit
	
	
	
	
	

	Other financial expenditures
	968 170
	780 891
	80.7%
	3.0%
	2.2%

	Financial expenditures
	1 692 906
	1 569 783
	92.7%
	5.3%
	4.5%

	Financial profit or loss
	-983 227
	233 675
	
	
	0.7%

	
	
	
	
	
	

	Profit from ordinary activities
	3 298 556
	2 981 377
	90.4%
	10.3%
	8.5%

	Extraordinary income
	10 933
	253 206
	2316.0%
	
	0.7%

	Extraordinary losses
	111 562
	355 456
	318.6%
	0.3%
	1.0%

	Extraordinary profit or loss
	-100 629
	-102 250
	
	
	

	Profit before tax
	3 197 927
	2 879 127
	90.0%
	10.0%
	8.2%

	Taxes payable
	864 943
	583 145
	67.4%
	2.7%
	1.7%

	Profit after tax
	2 332 984
	2 295 982
	98.4%
	7.3%
	6.5%


PROFIT ALLOCATION 2002

As a consequence of the tense international situation and the outbreak of the war which prompted a recession on the tourist trade, the Board of Directors of Danubius Hotels Rt. shall pass a decision concerning the allocation of profit at its meeting prior to the Annual General Meeting the outcome of which will be made public to the shareholders at the AGM.

Election of THE members of the board of directors 

The term of Mr Robert Levy elected to be a member of the Board of Directors on 28 April 1998 comes to an end this year. The Board expresses its thanks for his work over the past five years and requests the General Meeting to re-elect him for another period of five years. 

As a result of the international expansion of the company, more than one third of our consolidated revenues and profit are produced by our foreign daughter companies. Therefore the Board of Directors finds it necessary to add one more member in the person of dr. Leo Novobilsky, who has a leading position both in Lečebné Lázně Mariánské Lázně a.s., and Slovenské Liečebné Kúpele Pieŝťany a.s. He will be representing the foreign daughter companies in the Board of Directors.

Election of THE members of the supervisory board
The term of Mrs Imre Surányi and dr. Gábor Boér elected to be members of the Supervisory Board on 28 April 1998 comes to an end this year. The Board expresses its thanks for both their works over the past five years and requests the General Meeting to re-elect these members for another period of five years. 

MODIFICATION OF THE ARTICLES




PROPOSAL FOR THE MODIFICATION OF THE ARTICLES

	Articles in force:


	
	Proposal for the modification:



	2.2. According to the object clause in effect from 1 January 1998 the scope of activities of the company is:
	
	2.2.   According to the object clause in effect from 1 January 2003 the scope of activities of the company is:



	5511 Hotel services with restaurant
	
	5510 ’03 Hotel services

	5523 Providing other commercial accommodation
	
	5523 ’03 Providing other accommodation

	5530 Restaurant and confectionery catering
	
	5530 '03 Eating place catering

	5540 Other public sales catering
	
	5540 '03 Bars and similar catering

	5551 Operating staff canteen
	
	5551 '03 Operating staff canteen

	6330 Organisation of travels
	
	6330 '03 Organisation of travels

	6332 Guiding
	
	

	6713 Other financial services not classified otherwise
	
	6713 '03 Other financial auxiliary activities not classified otherwise

	
	
	7020 '03 Property lease, management

	7210 Hardware advising
	
	7210 '03 Hardware advising

	7230 Data processing
	
	7230 '03 Data processing

	7260 Other activities related to information technology
	
	7260 '03 Other activities related to information technology

	7412 Other accounting activities
	
	7412 '03 Other accounting activities

	7414 Management consulting
	
	7414 '03 Management consulting

	7484 Other services aiding economic activities not classified otherwise
	
	

	8512 Out-patient service
	
	8512 '03 Out-patient service

	8514 Other human medical services
	
	8514 '03 Other human medical services

	9261 Operating of sports grounds, stadions
	
	9261 '03 Operating sport establishments

	9262 Other sports activities
	
	9262 '03 Other sports activities

	9272 Other free-time activities not classified otherwise
	
	9272 '03 Other free-time activities not classified otherwise

	
	
	

	6.8. Passing a resolution at the general meeting concerning the withdrawal of the shares from the stock exchange may only take place if any group of shareholders previously undertakes to make a public purchase offer for the shares, the shareholders of which did not vote for the resolution about withdrawal of the shares.
	
	6.8. The general meeting may only pass a resolution concerning the withdrawal of the shares from the stock exchange, if any investor(s) previously undertakes to make a purchase offer for the shares related to the withdrawal, in line with the instructions of the regulations of the Budapest Stock Exchange.

	
	
	

	7.3. The Board of Directors consists of maximum eleven (11) and minimum three (3) members, who are elected by the general meeting for a period of five (5) years.

The members of the board of directors may be re-called and re-elected after the termination of their mandate.
	
	7.3. The Board of Directors consists of maximum eleven (11) and minimum three (3) members, who are elected by the general meeting for a period of five (5) years.

The members of the board of directors may be re-called and re-elected after the termination of their mandate.

	
	
	

	The board of directors has presently nine (9) members:
	
	The board of directors has presently ten (10) members:

	
	
	

	Bernard Schreier

"Heriots" The Common Stanmore Middlesex HA7 3HG GB
	
	Bernard Schreier

"Heriots" The Common Stanmore Middlesex HA7 3HG GB

	Betegh Sándor

1126 Budapest, Fodor utca 29/A.
	
	Betegh Sándor

1126 Budapest, Fodor utca 29/A.

	John E. Smith

10 Bearswood End Beaconsfield Bucks HP9 2NR GB
	
	John E. Smith

10 Bearswood End Beaconsfield Bucks HP9 2NR GB

	Robert Levy

50/1 Belsize Square London NW3 4HN GB
	
	Robert Levy

50/1 Belsize Square London NW3 4HN GB

	dr. Deák Imre

7622 Pécs, Bajcsy-Zsilinszky u. 10.
	
	dr. Deák Imre

7622 Pécs, Bajcsy-Zsilinszky u. 10.

	dr. Fluck István

1112 Budapest, Eper u. 20.
	
	dr. Fluck István

1112 Budapest, Eper u. 20.

	Tóbiás János

1136 Budapest, Tátra u. 23/a V.3.
	
	Tóbiás János

1136 Budapest, Tátra u. 23/a V.3.

	László József

1016 Budapest, Naphegy u.33.
	
	László József

1016 Budapest, Naphegy u.33

	Iris Gibbor

5. Hall Road London NW8 9PE GB
	
	Iris Gibbor

5. Hall Road London NW8 9PE GB

	
	
	Ing. Lev Novobilsky

Školní náměstí 581/9A,

353 01 Mariánské Lázně, CZ

	
	
	

	The Board of Directors shall elect a chairman and deputy-chairman from among its members.
	
	The Board of Directors shall elect a chairman and deputy-chairman from among its members.

	
	
	

	8.1. The supervisory board of the company consist of 3-15 persons elected for a period of five (5) years by the General Meeting.
	
	8.1. The supervisory board of the company consist of 3-15 persons elected for a period of five (5) years by the General Meeting.

	Should the number of staff employed in full hours at the company exceed the yearly average of two-hundred, one-third of the members of the supervisory board is elected by the employees.
	
	Should the number of staff employed in full hours at the company exceed the yearly average of two-hundred, one-third of the members of the supervisory board is elected by the employees.

	
	
	

	Members of the supervisory board:
	
	Members of the supervisory board:

	
	
	

	Cséti Gábor

1113 Budapest, Tass vezér út 18.
	
	Antalpéter Tibor

1025 Budapest, Kavics u.11.

	Horvátth Ákos

2012 Budakalász, Dobó út 7.
	
	Horvátth Ákos

2012 Budakalász, Dobó út 7.

	Surányi Imréné

2310 Szigetszentmiklós,

Horgász u.2.
	
	Surányi Imréné

2310 Szigetszentmiklós,

Horgász u.2.

	Dr. Boér Gábor

1121 Budapest, Árnyas út 11/a.
	
	Dr. Boér Gábor

1121 Budapest, Árnyas út 11/a.

	Antalpéter Tibor

1025 Budapest, Kavics u.11.
	
	

	
	
	

	9.2. The present auditor of the company is:

KPMG Hungária Könyvvizsgáló, Adó- és Közgazdasági Tanácsadó Korlátolt Felelősségű Társaság 

1139 Budapest, Váci út 99.

registration number at chamber: 000202.

Appointed auditor:

Dr. Cselőtei Istvánné sz.Zimmermann

Erzsébet

2016 Leányfalu, Rigó u.1/b.

registration number at chamber: 001136.
	
	9.2. The present auditor of the company is:

KPMG Hungária Könyvvizsgáló Adó- és Közgazdasági Tanácsadó Korlátolt Felelősségű Társaság

1139 Budapest, Váci út 99.

registration number at chamber: 000202.

Appointed auditor:

Szabó Péter

1028 Budapest, Kisasszony u. 9.

registration number at chamber: 005301.

	
	
	

	
	
	

	14.1. The Company shall publish its announcements in the daily called "Napi Gazdaság", and in the Official Gazette of the Budapest Stock Exchange. Reference to the announcement papers of the company in present Articles or any other statutes means the daily „Napi Gazdaság” and the Official Gazette of the Budapest Stock Exchange.
	
	14.1. The Company shall publish its announcements in the daily Magyar Tőkepiac and on the www.bet.hu home page of the Budapest Stock Exchange as well as among company information on the home page of the Company www.danubiusgroup.com. Reference to the announcement papers of the company in present Articles or any other statutes means the daily „Magyar Tőkepiac”, the home page of the Budapest Stock Exchange www.bet.hu and the home page of the Company www.danubiusgroup.com.

	
	
	

	Budapest, 23 April 2003
	
	

	
	
	

	
	
	Sándor Betegh

Chairman of the AGM

	
	
	

	Countersigned by:
	
	

	
	
	

	dr. Mária Szabó Dr. Gerelyes
	
	

	company solicitor
	
	


Consolidated Balance Sheet

International Accounting Standards

(All amounts in million HUF)

Our company has been publishing its quarterly flash reports prepared by the IAS requirements according to the Regulations of the Budapest Stock Exchange for two years. In order to inform investors and analysts in detail our company feels it is necessary to publish the consolidated figures prepared according to the IAS as well in the Documents of the AGM in spite of the fact that the Annual General Meeting will receive the figures compiled according to the HAS.

	Assets
	2002
	2001
	Index

	HUF 000 000
	31st Dec
	31st Dec
	%

	Cash and cash equivalents
	4 010 
	3 931 
	102.0%

	Accounts receivable
	1 590 
	1 340 
	118.7%

	Other receivables and prepayments
	1 846 
	1 217 
	151.7%

	Inventory
	527 
	321 
	164.2%

	Total current assets
	7 973 
	6 809 
	117.1%

	Fixed asstes (net)
	61 448 
	47 862 
	128.4%

	Intangible assets (net)
	1 500 
	1 561 
	96.1%

	Other non-current assets
	283 
	369 
	76.7%

	Deffered tax assets
	271 
	104 
	260.6%

	Total non-current assets
	63 502 
	49 896 
	127.3%

	Total assets
	71 475 
	56 705 
	126.0%

	
	
	
	

	Liabilities and Shareholders' Equity
	2002
	2001
	Index

	HUF 000 000
	31st Dec
	31st Dec
	%

	Trade accounts payable
	2 279 
	1 307 
	174.4%

	Advanced payments from guests
	173 
	254 
	68.1%

	Provisions
	856 
	419 
	204.3%

	Other payables and accruals
	2 065 
	1 894 
	109.0%

	Current portion of long term debt
	4 396 
	2 408 
	182.6%

	Total current liabilities
	9 769 
	6 282 
	155.5%

	Long-term debt
	15 813 
	11 328 
	139.6%

	Deferred tax liabilities
	2 401 
	1 206 
	199.1%

	Negative goodwill
	4 056 
	2 761 
	146.9%

	Total non-current liabilities
	22 270 
	15 295 
	145.6%

	Total liabilities
	32 039 
	21 577 
	148.5%

	Minority interest
	2 538 
	399 
	636.1%

	Share capital
	8 285 
	8 285 
	100.0%

	Capital reserve
	7 847 
	7 792 
	100.7%

	Treasury shares
	-1 574 
	-1 536 
	 

	Retained earnings
	22 246 
	19 730 
	112.8%

	Translation reserve
	94 
	458 
	20.5%

	Total shareholders' equity
	36 898 
	34 729 
	106.2%

	Total liabilities and shareholders' equity
	71 475 
	56 705 
	126.0%


Consolidated STATEMENT OF INCOME

International Accounting Standards

(All amounts in million HUF)

	Consolidated Statement of Income
	2002
	2001
	Index

	HUF 000 000
	 
	 
	%

	Revenue
	 
	 
	 

	Rooms
	16 452
	16 652
	98.8%

	Food and Beverage
	10 562
	9 437
	111.9%

	Spa
	5 074
	3 375
	150.3%

	Interest income
	195
	187
	104.3%

	Other revenues
	3 653
	2 547
	143.4%

	Total revenue
	35 936
	32 198
	111.6%

	Cost and Expenses
	 
	 
	 

	Rooms
	3 836
	2 849
	134.6%

	Food and Beverage
	7 312
	6 221
	117.5%

	Spa
	2 265
	911
	248.6%

	Administrative and General
	13 095
	12 230
	107.1%

	Interest expense
	846
	715
	118.3%

	Foreign currency loss (gain)
	-558
	-124
	450.0%

	Depreciation
	3 529
	2 916
	121.0%

	Other expenses
	1 761
	1 742
	101.1%

	Total costs and expenses before restructuring charges
	32 086
	27 460
	116.8%

	Restructuring charges
	 
	361
	 

	Income before minority interest and income tax
	3 850
	4 377
	88.0%

	Income tax expense
	934
	1 104
	84.6%

	Income after tax
	2 916
	3 273
	89.1%

	Minority interest
	11
	46
	23.9%

	Net profit for the year
	2 905
	3 227
	90.0%


	 Reconciliation of IAS profit
	Changes in income

	
	+
	-

	PAT according to the HAS  (without the Czech, Slovakian

and  Romanian investments and minority interests)
	1 566 024
	

	 Depreciation of Czech and Slovakian property valuation diff.
	
	152 658

	 Difference in IAS provision
	
	26 296

	 Not realised exchange gain of treasury shares
	
	37 453

	 Exchange loss of Stuttgart investment
	
	1 432

	 Deferred tax of items increasing result
	
	256 865

	 Changes of negative goodwill and other depreciation
	221 263
	

	 Exchange gain on loans
	796 827
	

	 Acquisition costs of SLKP
	342 464
	

	 Deferred tax of items decreasing result
	33 624
	

	 Net profit of LLML according to the IAS
	470 216
	

	 Net profit of SLKP according to the IAS
	- 17 140
	

	 Net profit of Sovata according to the IAS
	- 33 258
	

	 Net profit according to the IAS
	2 905 316
	


BUSINESS TARGETS  2003

In view of the negative trends affecting the Hungarian hotels in 2001-2002, our Company is confronted with doubts and uncertainties in 2003.

The uncertainties ruling over the present international situation have made expressing our concept in figures for this year extremely difficult and the fact that the ending of the conflict in Iraq seems to be dragging on and its other factors will be of decisive significance from the 2003 business aspect. If we are able to clarify our plans by the time of the AGM the Management shall complement these main guidelines.

Having gone through a significant capacity expansion, the market is presently suffering from the fear of terrorism and the consequences of the war. Also, the incalculable exchange rate policy can have a favourable as well as an unfavourable impact on the realisation of our plans.

The preparation for the military action that has kept the world in uncertainty for a couple of months, and then the outbreak of the war which is continuing has a significant detrimental effect on not only the performance of our Hungarian hotels but also that of our foreign daughter companies from the very beginning of the year. The number of guests has not only decreased from overseas countries but guests are arriving from our traditional markets are less too. Formerly many of guests staying in Slovakian hotels came from Arab countries, the number of whom is excepted to drop drastically since the outbreak of the war. Demand for conferences and other business events has gone down in our city hotels due to cost cutting programs introduced in many of the companies on the one hand and on the other hand in case of international events owing to a drop in the desire to travel.

The end of the war and its consequences are today still unpredictable. We concentrate our sales primarily on our traditional sending markets (Austria, Germany, Switzerland) and the domestic market but, of course, we do our utmost to widen this circle as much as possible. As the negative trends have a detrimental effect, above all, on our city hotels, we shall grab every opportunity in the future to totally utilise the services offered by the spas. In order to achieve this, we widen our wellness offers by Kneipp therapies that play an important role in the treatment of disorders of the nervous and artery system.

We expect improved sales in F&B/banquet and fitness services to which all necessary preparations were made in the last couple of years. 

One of the biggest problems we face, besides the negative effect on price revenues due to the appreciating of the HUF during the past two years, are the low room rates created by the oversupply. Introductory rates of the four-five star hotels opening this year will not turn this trend around either. 

We shall continue to tighten our cost management within the limits of reason and quality, considering the rising energy prices and the cost increasing effect of other government measures. 

As to the Hungarian hotels we focus only on mandatory works in 2003 again, the value of which we reckon to stay at around HUF 1 billion. A moderate reconstruction programme of our foreign hotels is to be continued pursuant to the previous concept.
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