DANUBIUS HOTELS Rt.

Flash report on first half year of 2001 

Through increased occupancy and revenues our group managed to maintain profits at very close to the year 2000 1st half level despite unfavourable market conditions as more fully described below. Our Czech investment made an improving contribution to group revenues and profits.

The following events and aspects influenced the B/S and profit and loss statement of Danubius Hotels Rt. which have to be considered when evaluating the performance of the activities pursued in the first half of the year:

Increasing assets and the impact of their financing

· Our company increased its share in Lecebne Lázné Rt. in the Czech Republic from 64.98 % to 95.36 % in the past year. In accordance with the purchase, 68.06 % of the profit is consolidated from 1 July 2000, 90.06 % from 1 December 2000 and 95.36 % from 1 April 2001.

We would point out that whereas this year’s results include the data of the whole first half of the year, the comparative figures only include the figures of June 2000, as our company purchased the above mentioned property share in Lecebne Lázné Rt. in May 2000.

· In order to be able to improve professional property protection and the personal safety of 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 formerly pursuing similar activities in our company. The figures of the company are consolidated from 5 July 2000. 

· Because of purchasing further shares in the Czech company as well as financing the accelerated reconstruction programme of Margitsziget our loan stock in the B/S increased by DEM 25 million and EUR 4 million over the past year. 

Dynamically growing capacity, stagnating guest number

The 5-star hotel capacity extended by 24.1 % at national level, the 4-star by 11.8 % and the 3-star by 9.9 % compared to the base, whereas the increase of the number of the hotel guests (at national level) did not exceed the usual annual increase. Since this increase, especially regarding the number of the businessmen and quality tourists using the services of the 4-5-star hotels, is under the capacity extension, the occupancy was unfavourable, primarily in Budapest. Unfortunately the new hotels (chains) attracted relatively few new guests to the market, contrary to the expectations. This was partly due to the uncertain situation of the national foreign representations in the past year, as well as the frequent change of directors and concepts in the national tourism policy.

From among the hotels of Danubius Hotels Rt., primarily the performance of Budapest Hilton, Flamenco and Béke were adversely affected by the substantial capacity extension, influencing both their room and banqueting turnover. 

Operation break because of overall reconstruction

In the first half of the year we accelerated the full reconstruction of Thermal Hotel Margitsziget amounting to HUF 4 billion including capacity and service extension. During the reconstruction causing substantial noise and inconvenience first the whole hotel, later a part, was closed down. The hotel operated at full capacity only from the first days of the second half of the year. Taking into account the benefits from the turnover directed to Grand Hotel Margitsziget, the reduction in profit attributable to the refurbishment is some HUF 225 million.

Technical loss of rate of exchange on the own share stock

On 3 May 2001 we sold our own share stock of 374 523 pieces at HUF 4 100, compared with the purchase price of HUF 5 300 a year earlier, because of legal requirements. Our rate of exchange loss of HUF 450 million is not reflected in the profit and loss statement in the IAS report, but decreases the capital reserve. 

Increasing forint, decreasing price income

Although our incomes in DEM slightly increased, the 6.4 % increase of forint (against DEM) resulted in decreasing forint revenues. The company quotes its prices in DEM in accordance with the market habits and its guest circle. These prices seriously oblige our company towards our contracting partners until the end of March 2002. As a result of the contracts concluded a year ago our prices had been known at the market since September 2000 and generally cannot be modified for currency movements. The strengthening forint does not urge our guests for extra spending either. As we calculate the resulting loss of income and profit is some HUF 215 million in the first half of the year.

New entertainment tax rule

The new tax rule on entertainment expenses that has been valid since 1 January affected our banqueting turnover rather adversely in the first half of the year. The change in the rule from July should have a beneficial effect.

Outlook

Despite the reopening of Thermal Hotel Margitsziget trading conditions are expected to be difficult in the second half. At the date of this report the forint remains strong and the effects of the ever increasing competition have also continued to be felt in the July results. We remain cautious until we can see consistent trends emerging.

Consolidated balance sheet

The major part of the asset value increase of nearly HUF 7 billion is the consequence of the significant reconstruction programme (in the past year we activated our investments in value of HUF 3.2 billion), as well as of the uncompleted investment stock of HUF 4.4 billion which is in process in Thermal Hotel Margitsziget and the other hotels, the results of which should be activated in the third quarter. In addition there is a slight increase in the financial asset of Lecebne Lázné Rt. (+ HUF 640 million) and as a result of the increase of HUF 700 million of the asset value rights, which is the value of the positive goodwill arising on purchasing Lecebne Lázné Rt. 

Our liabilities grew by the value of the new loans mentioned, in total by HUF 4.75 billion. The capital reserve decreased due to the loss of the rate of exchange on own shares, whereas the profit reserve increased by the profit of the year 2000. 

The minority share decrease is in connection with the decrease of the external members of Lecebne Lázné Rt., parallel with the increase of property share of Danubius Hotels Rt. 

Consolidated profit and loss statement

The consolidated revenue grew by 13.9 % meaning only an increase of 0.7 % with an unchanged group (without the Czech venture) because of the forint rate of exchange growth mentioned and closing down of Thermal Hotel Margitsziget. 

Hotel occupancy shows an increase of 1.8 percentage point against the base in the hotels of Hungary (from 57.9 % to 59.7 %). This positive tendency, however, did not result in an automatic, appropriate proportion increase of the revenues, as the improving occupancy and the growing revenues of the 3-4-star hotels could not compensate the occupancy and income loss of the 4-5-star hotels.

From among the hotels in Budapest the highest occupancy was reached by Thermal Hotel Helia with 75.3 % and from among the hotels in the country by Thermal Hotel Sárvár with 83.6 %. Foreigners used  87.2 % of the guest nights (+1.3 %) and domestic guests 12.8 % (+ 11.5 %). 

The average prices show a decrease of 0.2 % (from HUF 12 549 to HUF 12 519), whereas the revenue per one person increased by 8.8 % while the staff numbers moderated by 6.4 %. 

The occupancy of the Czech hotels was 76.3 %, 3.5 % higher than the base. Their total performance shows an increase of 23.7 % compared to the base representing a 14 % share of revenues within Danubius Group. 

The total operation expenditure increased at group level by 10.4 %, by the amount of HUF 

1 211 million, which is 76.2 % of the revenue increase of HUF 1 590 million. As a result the operation expenditure level of the group decreased from 87.4 % to 86.2 %. 

The interests paid increased in accordance with the costs of the new loans taken, whereas the re-evaluation loss decreased as a result of forint strengthening. 

Reconstruction, renovations

Our company spent HUF 5.3 billion on extensive hotel reconstruction and renewals in the first half of the year aiming above all at improving the quality of  and extending our services in our hotels, bearing in mind the competition we face from the 4-5 star hotels in the capital which were opened recently or are under construction. 

Our most significant such reconstruction is the overall renovation of Thermal Hotel Margitsziget started in October last year that was completed in four phases by the end of the half year. 

The execution costs of the whole reconstruction was HUF 4 billion, from which HUF 3.4 billion was financially settled until the end of the first half of the year. 

Phase I included the reconstruction of the therapy section, whereby the swimming pool, the changing rooms, the majority part of the ground floor therapy section, the therapy pool and half of the newly established fitness centre were completed. This will be one of the best equipped fitness centres in Budapest, also in one of the country’s most beautiful locations. 

Phase II included the extension of the building by two extra room floors, the structural works of which were completed in the 1Q with the fitting out finished by the end of June. 

Phase III included the refurbishment of the existing rooms and the related corridors.

Phase IV included the renewal of the public areas on the ground floor and the cellar rooms. This was also completed by the end of June. The ground floor offices, the hall, the wardrobe corridor and two conference rooms were fully reconstructed and the hotel kitchen was transformed at this stage. 

Launched at the beginning of the year and already finished by the end of the 1Q is the 4th floor room, bathroom and corridor refurbishment in Hotel Annabella resulting in the entire renovation of 66 rooms including painting, wall papering, carpets, furniture and loggia renewal. 

Having refurbished all the rooms of Hotel Béke by the end of the last year, we have executed the replacement of covers and furnishings in 73 bathrooms on two floors. The cooling equipment required for the introduction of air conditioning was also replaced in this hotel to the tune of HUF 45 million in the 2Q. 

Hotel Stadion has gone through a large-scale renewal in recent years when it received a face lift, half of the hotel floors were refurbished and the kitchen renewed. The hall reconstruction and renewal has been completed parallel to the new front including a new Coffee shop alongside the renewal of the reception area, wardrobe and shops. An up-to-date telephone exchange was installed and the network was also replaced. A videojock pay TV system was also installed and 177 new Philips television sets were put into operation. 

The cooling system of the public areas was reconstructed in the 2Q simultaneously with the instalment of the water and firewater intensifier equipment. 

As the continuation of the Danubius Fitness Programme an impressive fitness saloon was constructed on the place of the former pub and bowling court where the training machines were put into operation early July. In the adjacent area the renewal of the swimming pool area was completed including the full reconstruction of water engineering, suspended ceiling and lighting, constructing a new block of changing cubicles in the swimming pool, a sauna, a hairdressing and a beauty saloon. 

A conference centre to seat 500 persons was completed in Hotel Flamenco. The area to the right hand side of the main entrance was architecturally renewed to make place for a wardrobe and a group check-in desk. In the basement of the hotel the second phase of the fitness centre extension was completed and technically handed over in July. 

The roof area construction project including a fitness-conference room extension in Thermal Hotel Helia has been finished. 

By the end of the 1Q the one and a half year long room refurbishment programme was finished in Hotel Hilton in the course of which all the hotel rooms have been renewed and received new furniture. An up-to-date fire protection Sprinkler system was installed for improved safety. By changing antenna network an interactive hotel television system was handed over with Internet access. In the course of the facade renewal – with the co-operation of the authority for protected and listed buildings – the Dominican court and choir located within the hotel have been restored. The whole facade renewal programme will be completed by mid August. 

The execution of a conference room complex in the place of the former casino on the 6th floor is in process. Three conference rooms will be constructed, Room Trubadur, Tower I and Tower II where up-to-date lighting has been mounted, a sprinkler system will be built out and a modern conference amplifying system installed. The works will be completed by mid August. 

The hall refurbishment and the replacement of the furniture was completed in the first half of the year in Thermal Hotel Hévíz. The system of air conditioning of the public areas has also been built out. 

The renovation of thirty-two rooms and the related corridors have been completed and the bathrooms partially refurbished on the 4th and 8th floors of Hotel Erzsébet.

The building of the joy pools from a joint budget of HUF 256 million in Thermal Hotel Aqua and Thermal Hotel Bük has been completed. 

Miscellaneous

53.4 % of the subscribed capital made up of 8 285 437 ordinary shares is owned by domestic and foreign investments of CP Holdings on 30 June 2001, from which a share over 5 % is owned by Interag Rt. (29.38 %), the American IIC listed on Nasdaq (11.63 %)  Israel Tractors (6.12 %) and CP Holdings itself (6.27 %). Foreign financial investors own 31.7 % of the shares, from among which British Empire Security, a safe custody manager nominated more than 5 % shares (8.84 %). 

The share of the employees of the company of 2.56 % embodies 212 118 pieces of shares. The company continues to own 4.52 % own shares. 

A total of 4 092 deals were made for 1 354 820 shares of Danubius Hotels Rt. on 123 trading days to the tune of HUF 5 616 million in the first half of the year producing an average share price of HUF 4 145/share at half-yearly level. 
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