DANUBIUS HOTELS Rt.

Flash report on the economic activities of the company in 2002 

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, we recorded a HUF net profit for the year only a little behind 2001, but we would point out that, if these figures were presented either in US dollars or Euro, there would have been an improvement in net profit due to the significant strengthening of the HUF against these currencies during the year.

Whilst we make no profit forecast for 2003 at this stage, it is a fact that the unclear international situation concerning a possible attack on Iraq, hangs like a cloud over the tourism industry. 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. If a war comes, the effects will be more severe 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 Rt. 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 just 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 603 million exchange gain calculated on the receivables and liabilities. 

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 (IAS)

Our company has increased the B/S footing by HUF 14.8 billion during the past year details of which can be followed in the table below:

During the past one year our company has increased the value of invested assets by HUF 13.6 billion almost all of which derives from new investments.

HUF million

	Assets


	Change of consolidated items
	Of which:
	Notes and other changes compared to 31 December 2001

	
	
	Effect of Sovata


	Effect of SLKP

(Piestany)
	

	Working assets
	1 195
	824
	926
	

	
	
	
	
	

	Invested assets
	13 620
	1 113
	10 900
	Investments in Hungarian and Czech hotels

	
	
	
	
	

	Changes in total assets
	14 815
	1 937
	11 826
	


The liabilities are equally in connection with the increase of assets. We had EUR 81.3 million  and USD 6.6 million loans on 31 December 2002 at group level (of which Piestany has EUR 5.7 million). 

 HUF million 

	Total liabilities and shareholders equity


	Change of consolidated items
	Of which:
	Notes and other changes compared to 31 December 2001

	
	
	Effect of Sovata


	Effect of SLKP

(Piestany)
	

	Liabilities
	9 363
	688
	2 150
	Balance of repaid (EUR 8.3 million) and taken out (EUR 36 million) loans

	
	
	
	
	

	Minority interests
	2 244
	130
	
	Minority interests of Slovenské Liecebné Kúpele a.s. and Salina Invest Rt.

	
	
	
	
	

	Own capital
	2 777
	
	
	· Yearly results 

· Changes related to the price of sold and repurchased own shares

· Differences deriving from exchange rate conversions.


Consolidated profit and loss statement (IAS)

Our company has achieved a profit of HUF 4.069 billion in 2002 based on the IAS (before the deduction of tax and minority interests) lagging behind the performance of last year by HUF 308 million. The changes and the reasons are shown in the table below.

HUF million

	
	Changes at consolidated level
	Of which:

	
	
	Effect of Sovata
	Effect of SLKP

(Piestany)

	Revenue
	4 597
	72
	3 942

	Costs
	5 266
	123
	3 516

	Of which:

· Operating
	3 340
	
	2 618

	· Administrative and general
	1 447
	
	392

	· Interest costs
	84
	
	51

	· Exchange loss (gain)
	- 479
	
	- 1

	· Depreciation 
	617
	
	418

	· Other costs
	257
	
	38

	Costs of restructuring
	- 361
	
	

	Profit contribution

(before deduction of tax and minority interests)
	- 308
	- 51
	426


Main components of the changes in the results:

It was the HUF 3.9 billion revenue of the new Slovakian company and revenue from the sale of Hotel Eger Park that led to our revenues going up by 14.3% (HUF 4.6 billion) at consolidated level as compared to the previous year. 

(This increase would be 12.1%, HUF 3.9 billion without the sales price of Hotel Eger).  

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.   

The costs of the Hungarian and Czech companies in connection with operation went up by HUF 723 million which could not be compensated by increased revenue thus operating profit stayed below the results of last year for an unchanged network. The consolidation of the new Slovakian company increased our operating costs by HUF 2 618 million and our total costs by HUF 3 516 million. 

Our company accounted HUF 799 million interest during the past one year. 

As opposed to the tax obligation of HUF 858 million in 2001 our company took advantage of the possibility offered by the new accounting law to create a reserve for development, the income tax saving on which is HUF 100 million, although the deferred tax charge is increased by a similar amount. The income tax decrease because of the shortfall in profit was HUF 250 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 1.581 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.

Our company has published extraordinary announcements in 2002 related to the acquisition of 67% of the shares of Slovenské Liecebné Kúpele a.s. in Piestany and later increasing its shares to 87.66%, about purchasing and selling own shares without modifying the share capital, and about the capital increase and further acquisitions carried out in Salina Invest Rt. We also announced that Danubius Hotels Rt. signed a contract about the sale of Hotel Eger-Park, therefore its results are not included among figures of the company from 1 October 2002. The management of Danubius Hotels Rt. has informed its shareholders with deep sorrow on 10 October 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. In line with our reporting obligations we have also announced the sale of Danubius shares by two members of the Board. 

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. 
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