Danubius Hotels Rt.

Flash report on the economic activities of the company in the first nine months of 2000

The operation and development of our company was influenced by the following major changes in the first nine months:

· In May 2000 we purchased 64,98 % of Lécebné Lázné Rt. shares in Marienbad in the Czech Republic. The consolidated value of total assets was thus increased by the value of more than 30 properties including operating hotels and some houses up for reconstruction, spa houses, other tourist and health properties and the right for the use of medicinal springs. Pursuant to the Czech legal regulations our company made an offer to certain minority shareholders, from which we purchased 3,08% till the closing day of the balance. Hence our interest increased to 68,06% by 30 September and it has to be noted that the purchase period was still open on the turning day.

The investment was evaluated at purchase price calculated with the foreign exchange selling rate valid on the day of the share purchase. The active difference of consolidation is shown in the value of the properties among the assets. This is supported by internal asset valuation and arises because we paid a purchase price of approx. HUF 2 billion more than the book value for the shares of the company.

From 31 May 2000 64,98 % and from 1 July 68,06 % of the profits (HUF 434 million from HUF 644 million) will be consolidated among the Danubius group profits. The minority stake is HUF 209 658 thousand.

· The new share capital of the company HUF 8 285 million, changed by the conversion of employee shares into ordinary shares, was approved by the Court of Registration on 30 May 2000. Based on a resolution made at the AGM held on 27 April 2000 the subscribed capital was thus decreased by HUF 791 million alongside an equal increase of the capital reserves. 

The 285 437 pieces of ordinary shares newly issued after the conversion were introduced on the Budapest Stock Exchange on 7 August 2000. 

· In order to be able to ensure professional asset protection and personal safety to our guests our company acquired 51% shares in Preventív Security and Consulting Rt. This company does not only render the above-mentioned services but has also taken over the experts pursuing similar activities formerly in our company. Figures of the company are being consolidated from 5 July 2000. 

· The original loan (raised for the purchase of HungarHotels and the investment in Helia) went down during the last year by DEM 7,5 million according to the repayment obligations. The company financed the Czech acquisition (64,98% of the shares) by raising a loan of  USD 6,6 million and Euro 7,5 million increasing the loan in the B/S. 

At the time of preparing the B/S Danubius Group had raised DEM 37,5 million, USD 6,6 million and Euro 7,5 million loan which is increased at a consolidated level by Euro 3,6 million from the original Euro 5 million loan raised by Lécebné Lázné Rt. for the reconstruction works.

Another change compared to last year is that Danubius Hotels Rt. purchased Gama 45, a Czech company and the owner of Hotel Villa Butterfly, in December 1999. 

Our company has achieved considerable improvement in the field of operations. This is due to the increase in room occupancy, the many events organised, strict cost management carried out in the Hungarian hotels and also to the excellent performance of the Czech investments. When evaluating the profits it has to be taken into consideration that the German Mark –taking into account inflation – was devalued against both the USD and the HUF during the past year. The financial result was significantly affected by the sum of the interest paid after the loans increased in the second quarter, which could only partly be eased by the technical gain produced by the sale and repurchase of own shares, which was an obligation to meet legal regulations.

Consolidated balance sheet

As opposed to the similar period of the previous year fixed assets were increased significantly by more than HUF 10 billion, including HUF 1,4 billion asset value of Gama 45 (Hotel Villa Butterfly), the asset value of HUF 7,2 billion of Lécebné Lázné and HUF 1,4 billion of capitalised investments.

Liabilities from transport of goods and services went up by HUF 409 million due to an increase in guest turnover. The value of shares owned by Danubius Hotels Rt. went up by HUF 727 million as a result of the sales and repurchase.

The decrease of bonds and other securities purchased for sale was related to the financing of different acquisitions.

The value of share equity increased in accordance with the 1999 results being included in the profit reserves. The increase in the stake of outside members is related to the already mentioned Czech acquisition, which includes the value of 31,94 % shares held by other shareholders.

The liabilities were increased by the loans taken out for the Czech acquisition (USD 6,6 million and EURO 7,5 million) and by the consolidated Euro 3,6 million loan raised by Lécebné Lázné Rt.

Consolidated profit and loss

Revenues of the company went up by 19,8% which includes the turnover figures of Hotel Villa Butterfly in the first nine months and the four months figures of Lécebné Lázné. Fifty three percent of the increase of HUF 3,8 billion sales revenue was generated by the consolidation of the new companies.

The increase of other revenues was affected by technical factors. 

· Approx. HUF 90 million reserves made the previous year were re-entered owing to the write off of irrecoverable debts, 

· accounting settlement of the GAMA 45 debts towards Danubius.

When examining the costs it has to be considered that figures of Preventív Rt, Gama 45 and Lécebné Lázné Rt. are not included in last year’s figures whilst in the period under review the figures have been consolidated. As opposed to this the degree of cost increases was smaller than that of the price revenue. This produced a 28,9 % increase of operating profit and 1,4 % improvement in margins. 

 The higher than average increase of other expenditures is partly due to a technical loss - revaluation loss – deriving from making the Czech B/S meet the Hungarian accounting regulations. A further considerable increase in other expenditures arises from local taxes, which have to be paid both by the operating and property management companies.

Other financial income went up owing to the technical gain as a result of the sale of the entire own shares before the AGM and their repurchase after the AGM made obligatory by the capital decrease, while the growth of paid interests is due to the increase of the loan stock of the company.

The 18,1 % increase in profit before tax is due to HUF 4 billion revenue which was decreased by HUF 3 billion operating expenses and HUF 186 million negative changes in the financial profits and HUF 169 million extraordinary loss. 

In general the company realised HUF 708 million higher profit before tax in the first nine months of the year at a consolidated level (this is decreased by a minority interest of HUF 197,4 million).

The occupancy of the Hungarian hotels of Danubius Hotels Rt. increased by 6 % as opposed to last year. This is an outstanding result if we consider that several new 4 star hotels were opened in Budapest and in the country (Hévíz) in the third quarter. (Art Hotel, West End, Starlight Suiten, Hotel Pava, Hotel Europa FIT Hévíz). The highest occupancy, 82,2%, was reached in Thermal Hotel Sárvár while from among the Budapest houses Thermal Hotel Helia came first with 79,1%. The occupancy of the spas and resort hotels is 6,5% higher than that of the city hotels, at the same time the latter produced a more dynamic increase in occupancy.

To our pleasure both the number of foreign and domestic guest nights went up by an average of 9,5%. The breakdown of our guests remains to be unchanged the most guests arrived from Germany (27,3 %), domestic (11,6%), America (8,3%), Austria (7,2 %), Italy (5,9 %), Britain (4,6 %), Spain (4,0% ) and Switzerland (3,1 %). As regards guest nights 56% of the guests is tourist, 16% spa guest, 15 % business, 8% taking part in different meetings and conventions and 2% show an explicit interest in our sports services. Seventy percent of our guests reserved their room at a domestic or foreign tour operator or through a reservation system.

The achieved average room rate calculated in DEM remained unchanged. The 3% REVPAR increase is the result of the occupancy improvement and the movements of the DEM exchange rate.  

Reconstructions, renewals

Reconstruction works and renewals in the first nine months of the year cost HUF 3,289 billion, the majority of which was spent on this year’s phase of large projects planned for several years. These are primarily renewals and rebuildings aiming at raising the level of quality and widening the sphere of services which will enhance the competitive strength of our hotels in comparison to the services offered by the new four –five star hotels to be opened this year.

With this aim air conditioning was installed in Grand Hotel Margitsziget its rooms and corridors were entirely refurbished including painting, carpeting and new furniture. The partial refurbishment of the bathrooms is also in process. The up dating of the telephone exchange was launched. A high standard entrance was made to allow internal access to the Gösser Brasserie, which could only be entered from the outside till now.

In the frame of a capital expenditure to be carried out in Thermal Hotel Margitsziget within two years with a budget exceeding HUF 3 billion we have started the preparations for the reconstruction of the swimming pool and pool areas, which are to be complemented by fun bath, steam bath, sauna, aroma chamber. A new fitness room is to be built on 300 m2  with aerobic facilities and a lifestyle studio. The plans for the reconstruction will be completed this year, which also include the enlargement of capacity and the forming of executive levels to welcome more demanding guests. 

The important room and bathroom refurbishment of Hotel Hilton is being carried out. In the first phase 208 rooms were completed. The planned refurbishment of the remaining rooms will take place in the first quarter of 2001. The renewal of the ballroom was finished in September. The entire technical background was renewed supported by state of the art technical equipment, audio-visual appliances and multi-function mobilising machinery.

The bathroom refurbishments that started last year in Hotel Helikon will be completed this year. We have renewed the Szondi restaurant in Hotel Béke Radisson together with the rebuilding of the hall in front. A function room to seat 350 in the place of the former Casino was completed this September.

We have put air conditioning in 280 rooms and common areas in Hotel Budapest and have modernised the hotel cooling and heating system. The success of the new fitness room in Hotel Helia completed this year in March made it possible to enlarge the ground area by 320 m2. The refurbishment of the restaurant of the hotel was completed by September with new interior architecture and illumination. The refurbishment of 90 rooms on the 5th and 6th floor will launch the reconstruction of the ten-year-old hotel in the last two months of the year.

We continue the room and bathroom refurbishment programmes in the other Budapest and country houses like Stadion, Erzsébet, Flamenco as well as Lővér in Sopron and Palatinus in Pécs.

Miscellaneous

Slightly more than 50% of the voting shares (share capital less own shares) is owned by domestic and foreign interests of CP Holdings, 35,5% by foreign financial investors, 2,88% by domestic individuals, 3,02% by employees of the company and 8,6% by domestic institutional investors on 30 September 2000.

A total of 16 710 deals were made for 5 647 006 shares of Danubius Hotels Rt. on 189 trading days to the tune of HUF 30,7 billion during the last nine months. 

IAS report

Owing to the international expansion of the company, Danubius Hotels Rt. started publishing its balance sheet and profit and loss statement under international accounting standards (IAS), simultaneously to the flash report. The difference between the Czech and Hungarian accounting systems requires complicated consolidation technics - whereas IAS offers a joint ground – therefore in the future we regard IAS to be primary in consolidation. Figures prepared based on the HAS are stated only for comparison. The figures of the flash report worked out based on the usual Hungarian accounting regulations are fully equivalent to the contents of those of the previous years offering a way of evaluation of development and growth. Interim basic data are not attached to the statements prepared by the international accounting standards since in former years the modifications necessary for the international system were carried out once, at year-end. We would like to ensure a way for comparison for the year 2001 in this field as well by regularly publishing both statements parallel. A separate justification is to follow in every quarter year explaining the differences between the Hungarian and international systems.

Essential differences in evaluation

The almost HUF 30 million difference between the financial statements prepared based on HAS and IAS means that the items increasing and decreasing the figures have nearly counterbalanced each other. The following two items are worth mentioning:

· Based on international standards it is not possible to state the gain as a financial profit, the gain realised in book keeping as a result of the transaction of sale and repurchase of own shares related to the capital decrease carried out owing to the employee share conversion decided on at the 27 April 2000 AGM. It is an item concerning the capital reserves. Therefore financial income decreases by HUF 282 million and consequently profit before tax will be less in the international system than in the Hungarian one.

· HungarHotels and Gama 45 were purchased by Danubius below book value, the difference being recorded as negative goodwill. As opposed to Hungarian accounting, the international system stipulates the write off, “depreciation” of the negative goodwill on a straight line annual basis which increases the profit stated under the international standard by HUF 137 million. 
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