DANUBIUS HOTELS Rt.

Flash report on the first half-year activities of the company in 2003 

Post war market conditions continue to be tough – 

Major impact on half-year results of Forint devaluation in June

Danubius Hotels Rt. continued to suffer from the unfavourable international situation affecting the tourist industry and the special problems of the Budapest market as already highlighted in the 1st quarter flash report.

Group gross operating profit of HUF 1985 million was HUF 625 behind 2002. However the half year’s result was even more influenced by the movement in the HUF exchange rates in June.

Following the significant appreciation of the Forint in the past two years (7.1%, then 4.2%), the Forint was depreciated by 12.9% this June. This change could not be reflected in the revenues but resulted an exchange rate loss (not realised) on the existing loans of the company, five times exceeding the exchange rate gain (also not realised) last year.    
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A provision of HUF 1.85 billion has been booked at June 30, but compared to last year’s profit and loss statement, there is a total HUF 2.2 billion movement, being an unrealised loss deriving from the dramatic HUF exchange rate changes of the recent period.

Changes of the business environment

The operating profit of the Hungarian hotels, that is a decisive figure from the aspect of group profits, has been further weakened, under the cumulative effect of the set back suffered after September 2001, the war in Iraq, the continuing threat of international terrorism, the SARS epidemic that spread to several countries, the weak economies of the key markets, particularly Germany, as well as the over supply in the domestic hotel capacity. 

Slackening demand

At group level we registered 9.3% less number of guests in the first half of 2003 and number of guest nights was down by 5.9%. It is, however, a welcome change that the average period of stay at group level went up from 4.18 to 4.29 days as a result of the improvement in the profile and capacity of the spa segment. The 60.9% room occupancy of last year decreased to 58%. The average room rate of the first half year was 9513 HUF, indicating a 0.5% increase. Average daily spend per head (13 127 HUF or about 50 Euro) shows a favourable increase of 3.6% compared to the corresponding period of last year.  

Unfortunately, the number of guests in the Hungarian hotels decreased over the group average due to the already mentioned reasons. The number of guest nights fell by 9.7% and average room rates went down by 2.1%. The ratio of domestic guest nights remained 15.3%, so the said decrease is reflected in the number of nights spent by foreign guests. The growing demand from the surrounding countries did not seem to be able to compensate the continuing fall back of Austrian, German, Japanese and American guest numbers. 

The difficulties are reflected in the data at national level as well. The number of guests nights spent in the 4-5* hotels in Budapest went down by 8.6–10.7% and gross room revenues fell by 10.8–16.2% which could not be significantly set off by the well performing country hotels of similar category.

The unfavourable international situation also influenced the guest turnover data of the Czech and Slovakian hotels, but to a smaller extent as regional and domestic tourism are their key markets. The advantages arising from the location of Marienbad being in the neighbourhood of Austria and Germany helped the situation and room revenues increased by 7.4% over the previous period. However, it should be noted that during the past three years the number of German guests has shown a small but continuous decrease. Although occupancy went down from 78.3% to 75.1% in the first six months of the year as a result of the war in Iraq and other factors and the number of guest nights also lessened by more than 4%, the departmental profit is only a little behind last years due to a 10% increase in average room rates. 

The Slovakian company - not yet owned by Danubius in the first five months of the prior year  - increased its occupancy from 70.6% to 73.7% in the first half year of 2003. Local guests continue to be a major segment in Slovakia (38.1%) with growth this year due to the doubling of the guests arriving from the Czech Republic. This change in guest mix held back profits approximately to the level of the previous year, on a like for like basis.  

We are unable to give you an analysis of the guest turnover data of our Romanian company in the first half of this year, as the successful reconstruction and technical hand over of the Sovata Hotel was only completed following the closing of the half year. 

Consolidated Balance Sheet

The asset value of the Slovakian company was already consolidated in the 30 June 2002 Balance Sheet. When explaining the major changes we have pointed out the data of our Romanian daughter company which was only consolidated from the 4th quarter 2002.

HUF million

	Assets /Liabilities
	30 June 2002


	30 June 2003


	Changes
	Of which Sovata

	Current assets
	7 473
	8 034
	561
	415

	Non current assets
	64 005
	66 425
	2 420
	2 481

	TOTAL ASSETS
	71 478
	74 459
	2 981
	2 896

	Short term liabilities
	8 431
	10 391
	1 960
	636

	Long term liabilities
	22 426
	23 660
	1 234
	983

	Provisions
	656
	927
	271
	

	Minority shares
	4 090
	2 434
	-1 656
	95

	Own capital
	35 875
	37 047
	1 172
	1 182

	TOTAL LIABILITIES
	71 478
	74 459
	2 981
	2 896


· Through the consolidation of the Romanian company and the value of the activated investments in Hotel Sovata and other domestic and foreign hotels, total assets of the company went up by almost HUF 3 billion.

· The changes in the consolidated loans were made up of the balance of repaid (EUR 10.3 million) and taken out (EUR 12,7 million) loans. Our loans at group level were EUR 82,6 million and USD 6.6 million on 30 June 2003. 

· The minority shareholding in SLKP was decreased by further share acquisitions in the second half of 2002.

Consolidated Profit and Loss Statement

Our company has achieved HUF 16.5 billion revenue in the first half of the year as opposed to the prior year’s HUF 15,3 billion. The Slovakian company has contributed to the growth by HUF 3.2 billion as a result of its entire half year consolidation. 19.9% of price revenues at group level were realised by the Slovakian company, 14,8% by the Czech company, 0,5% by the Romanian subsidiary and 64,8% by the Hungarian businesses. The group level departmental profit was HUF 8,6 billion in the first six months of the year.

Analysing the departmental profit changes we continue to separate the figures of our Slovakian company too, since only June was consolidated in the prior period with HUF 641 million revenue.

HUF million

	
	30 June

2002
	30 June 2003
	Of which

	
	
	
	SLKP
	Sovata *

	Room departmental profit
	5 792
	5 815
	624
	40

	F&B profit
	1 579
	1 164
	110
	19

	Spa profit
	1 023
	1 850
	999
	

	Other departmental profit
	210
	-205
	-305
	3

	Departmental profit
	8 604
	8 624
	1 428
	62

	Departmental profit margin
	57.8%
	52.8%
	43.9%
	77.6%


* Hotel Sovata was closed down in the first quarter of 2003 owing to ongoing reconstruction works. Half of the rooms were completed in April the other half was opened to the public in June.

The HUF 8.62 billion group level departmental profit was modified to a loss of HUF 2.3 billion profit before tax by the following factors: 

HUF million

	Items
	Departmental profit

1st half 2003
	Compared to prior year

	
	8 624
	+ 20

	
	Items of decreasing effect
	Items of increasing effect
	

	Other revenues 
	
	125
	- 246

	Interests received 
	
	 46
	  - 18

	Administrative and general costs
	6 218
	
	- 400

	Depreciation 
	2 064
	
	- 501

	Other expenditures
	 546
	
	   + 1

	Interests paid
	 419
	
	  - 71

	Foreign currency loss (gain)
	1 850
	
	    - 2 220

	Restructuring charges of the Slovakian daughter company 
	    32
	
	        - 32

	Total
	       11 129
	171
	    - 3 487

	Profit (loss) from ordinary activities before income tax and minority interests
	- 2 334
	   - 3 467


Besides the significant cost increase of technical type (exchange rate losses calculated on the loans, increase of depreciation due to changes in the asset value) the different content of the consolidation of the two periods also played a role in the turnout of the profit. We have not consolidated Sovata, our daughter company that is presently producing a loss, in the prior period neither the first (off season) five months performance of SLKP. 

In the following segmental analyses the costs of professional management relating to the holding functions, central marketing, technical and financial fields have not been allocated to the operating subsidiaries.

Accordingly the key business figures considering the segmentation are as follows:

HUF million

	
	Basic activity
	Holding
	Grand total

	
	Hungary
	Czech Rep.
	Slovakia
	Romania
	
	

	Total revenues
	10 551
	2 444
	3 281
	89
	107
	16 472

	Departmental profit
	5 567
	1 672
	1 428
	62
	- 105
	8 624

	Operating profit
	352
	586
	30
	- 99
	- 948
	- 79

	Financial and other expenditures
	- 63
	- 101
	- 21
	5
	- 2 075
	- 2 255

	Profit before tax
	289
	485
	9
	- 94
	- 3 023
	- 2 334


The Hungarian hotels achieved a 3.3% operating profit and a 2.7% profit before tax in wake of the detrimental market and business environmental effects, while the price revenues were lagging behind last year’s by 11.1%, approx. HUF 1.3 billion. 

The total performance of our Czech hotels show a better picture. Revenues expressed in HUF were down by 5.2% (HUF 133 million) but the level of operating profit was almost 24% and profit before tax level was 19.8%.

The results of our Slovakian hotels do not mean a significant contribution to the total performance of the group, considering the different period and extent of consolidation since this half year’s performance including the significant off-season period must be less than last year’s consolidated profit, being only the month of June. 

The number of staff employed went down from 6164 to 5803 (Hungarian company –6.5%, Slovakian company –7.3%). Daily revenue per capita went up by 3.5%. 

Preventív Rt. 

Our company held 51% of the shares in Preventív Rt., the company responsible for the safety and security of all Hungarian hotels, which was included in the consolidated statements of the group. Preventív Rt. carried out a capital increase at the end of the year 2002 in which Danubius Hotels did not participate. In consequence, our ownership share decreased to 32,75% and so Preventív Rt. is no longer among the companies consolidated. 

Reconstruction works, developments

Following the major reconstruction of Thermal Hotel Margitsziget our company has merely carried out necessary face-lifts and mandatory works both in 2002 and still during the past half year (to the tune of HUF 1025 million) as follows:

1./ Among the modernisation of service areas the following should be highlighted:

· kitchen reconstruction works in Hotel Aqua were completed, and connecting technical units were installed (refridgeration block, dish washer, extractor fans)  

· the replacement of the complete boiler house in Hotel Marina in Balatonfüred means both the modernisation of the heating system and cost reduction on the supply of hot water and heat. A lift for the disabled was built to connect the lobby and the restaurant. 

· the kitchen in Hotel Rába in Győr was furnished with a deep freeze and a cooling chamber.

2./  In the area of face lifting and operational aspects, the following projects should be pointed out:

· the lobby of Hotel Béke was renovated with a new attractive front office counter and sitting furniture, new floor covering and a new meeting room for guests was added. Seventy-three bathrooms were also refurbished.  

· refurbishment of 49 room units was completed on the 8th floor of Hotel Stadion,

· on the 5th and 6th floors of Hotel Helia a total of 90 room units were refurbished including the connecting corridors and lift halls,

· the front of Hotel Marina had a face lift,

· new windows and doors were put in 56 rooms in Hotel Annabella accompanied by black out curtains,

· Hotel Lővér in Sopron has new signage,

· sixty rooms were freshened up in Thermal Hotel Sárvár by partial renewal of the furniture, wall papering, wall to wall carpet laying and some new room textiles,

· the outer windows in the historical wing of Hotel Astoria were replaced by sound proof, insulated window structures and heat-proof aluminium shutters,

· the coffee shop in Hotel Budapest was furnished with a new counter system, 

· some built in furniture in 80 rooms of Grand Hotel Margitsziget was renewed,

3./  In addition to the above some other planning and execution works i.e. the renewal of the fan coil system in Hotel Béke and the reconstruction of the brasserie in Hotel Gellért were also completed.

The refurbishment of the kitchen in Pro Patria in Piestany was completed and the 7th and 8th floors were refurbished in Balnea Esplanade. The transformer plant was replaced in Balneorehabilitation Centre II. and two lifts were replaced in Spa Hotel Balnea Grand. Preparations are continuing for works on the Irma spa, the golf course and Thermia Palace. Prior to the introduction of the new IT system a status report was made with the aim of creating the basis for the restructuring of the information technology system. We have spent HUF 98.3 million on the listed reconstruction works and the IT development.

In Marienbad the extensive reconstruction of Hotel Pacific was completed including the infrastructure in the basement, the entire area of the kitchen and the restaurant, the partial renewal of the ground floor, and 8 new 4-star category rooms. The Wiener Coffee Shop was renewed and extended in Nové Lázné, a new kitchen and air conditioning was added and the reconstruction of the spa area was launched. A new restaurant module was introduced in the framework of the IT development. The costs of the first half year renewals and developments mounted to nearly HUF 380 million. 

In Sovata all the rooms and common areas in Hotel Sovata were refurbished in several phases and opened to the public. The reconstruction of the spa area was completed by the end of July. Six million USD was spent on these works. From the planned new information technology systems the front office and the restaurant modules are in the process of testing and the introduction of the spa module will be started soon.

Stock Exchange trading, ownership structure 

According to 30 June 2003 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%).

Our company was informed by KELER Rt., the keeper of the book of shares in July that in line with the June sales they have withdrawn Kenyon Philips Acquisition LLC from the list of owners and modified the ownership of CP Holdings to 17.9%. (Kenyon Phillips Acquisition LLC is a 100% subsidiary of CP Holdings.)

Foreign financial investors own 27.12% of the remaining shares, from among which, Citibank Rt. as safe custody manager nominated 18.57% shares. The share of the employees of the company is 1.33% and the company continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 13.63% of shares.

A total of 2 518 deals were made for 870 700 shares of Danubius Hotels Rt. on 121 trading days to the tune of HUF 2 763 million in the first half of 2003 producing an average share price of 3174 HUF /share.

The organisation of the company has not changed during the first half of 2003, and the circle of leading office bearers remained unchanged.

Outlook

Although the July turnover was good, August is not expected to be strong and only a slow pick up is prognosticated for the rest of the year. Indeed, predicting market development continues to be very difficult and uncertain. The management of the company is continuously introducing cost cutting measures but in order to maintain a top quality operation our costs are still likely to be above the level of the last year. Above all, the final group result for 2003 will be substantially affected by the HUF exchange rates at the year end.
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Munka1

		

						Euro		USD		Czk		SKK

		2002		január		243.49		282.21		7.64		5.76

				február		245.84		283.98		7.75		5.89

				március		243.50		279.18		7.87		5.82

				április		243.48		269.81		7.96		5.76

				május		243.27		259.46		7.99		5.57

				június		244.67		246.72		8.32		5.57

				július		245.05		250.18		8.09		5.53

				augusztus		245.34		249.03		8.05		5.65

				szeptember		243.28		247.36		8.05		5.82

				október		241.49		244.67		7.85		5.83

				november		237.48		239.01		7.70		5.66

				december		235.90		225.16		7.48		5.68

		2003		január		243.93		225.49		7.73		5.84

				február		243.33		226.33		7.67		5.81

				március		246.84		227.02		7.73		5.98

				április		245.82		220.74		7.81		6.00

				május		249.38		210.79		7.96		6.05

				június		266.30		232.98		8.44		6.42

				július		264.41		233.33		8.22		6.31

						Euro

				december		254.92

		2000		január		255.42

				február		256.75

				március		258.33						18,5 LLML

				április		258.17

				május		259.39

				június		260.12

				július		260.43

				augusztus		261.34

				szeptember		263.75

				október		263.15

				november		264.90

				december		264.94		10.02

		2001		január		265.16

				február		266.14

				március		266.7

				április		267.29

				május		253.38

				június		243.59

				július		247.7

				augusztus		253.55

				szeptember		257.75

				október		255.35

				november		251.63

				december		246.33		-18.61

		2002		január		243.49

				február		245.84

				március		243.5

				április		243.48						slkp

				május		243.27						23300

				június		244.67

				július		245.05

				augusztus		245.34						slkp

				szeptember		243.28						7500

				október		241.49

				november		237.48

				december		235.9		-10.43		-29.04

		2003		január		243.93

				február		243.33

				március		246.84

				április		245.82

				május		249.38

				június		266.3

				július		264.41		28.51

				Euro

		1995		178.80

		1996		204.89

		1997		224.54

		1998		255.70

		1999		254.92

		2000		264.94

		2001		246.33

		2002		235.90

		2003		266.30
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		March

		April

		May

		June

		July

		August

		September

		October

		November

		December

		January

		February

		March

		April

		May

		June

		July

		August

		September

		October

		November

		December

		January

		February

		March

		April

		May

		June



266,3

264,9

246,3

235,9

2001

2002

2003

Foreign currency gain

Foreign currency gain

Foreign currency loss

Euro

Changes of exchange rates of Euro

264.94

265.16

266.14

266.7

267.29

253.38

243.59

247.7

253.55

257.75

255.35

251.63

246.33

243.49

245.84

243.5

243.48

243.27

244.67

245.05

245.34

243.28

241.49

237.48

235.9

243.93

243.33

246.84

245.82

249.38

266.3



Munka7

		





Munka8

		





Munka9

		





Munka10

		






