DANUBIUS HOTELS Rt.

Flash report on the activities of the company in the first three quarters of 2003 

Market conditions pick up slowly

The negative effects of the international events causing a halt in world tourism growth – and resulting in significant profit deterioration in the business of the company till the end of the first seven months of the year – were followed by a slow and cautious increase in the main season of 2003.

The tourist industry that has been struggling with difficulties since 2001 September, was badly hit by the uncertainty of the prospect of a war in Iraq at the beginning of the year, then the break out of the military conflict. The SARS epidemic also prompted a hesitancy to travel worldwide. The economic recession in Germany, the main source of our guests, also had negative effects on tourism in Hungary, since more than half of the 5.1% national decrease in the guest nights spent in the hotels by foreigners in the first nine months of the year was caused by the shortage of German guests. Domestic tourism enterprises suffered a serious drawback from the lack of marketing of Hungary on the international market. The frequent modification of the decisively important exchange rate policy makes preparation of forecasts, plans and setting of prices very difficult. At the same time a capacity increase to an extent never seen before and a hotel development boom swept through the last years leading up to the EU accession. 

The effect of the exchange rate 

In our first half-year flash report we explained the 12.9% HUF depreciation against the Euro, which moderated to 7.9% by the end of September owing to a HUF appreciation in the third quarter. Thus the HUF 1.85 billion unrealised exchange rate loss indicated in the half-year report decreased to HUF 1 billion by the end of the third quarter. Comparing with the exchange rate gain of HUF 25 million (unrealised) in the previous year, there is negative movement of HUF 1031 million owing to the unrealised exchange rate loss of this year as opposed to the similar period last year. 

Although the 3% average rate devaluation of the HUF against the Euro had a positive effect on revenues, the continuous weakening of the USD (14.4%) led to an opposite effect and overall revenues did not show significant improvement. 

National statistics and hotel performances

Unfortunately statistical data about Hungary exactly reflect not only the set back in world tourism but also the consequences of the significantly increased hotel capacity and the decreasing number of guests. At national level the number of guest nights went down in the Budapest hotels (by 5% in the four and five star category) and gross room revenues fell to an even greater extent (owing to increasing competition by more than 10% in the higher category). An improvement could be experienced in country hotels in both fields, as the number of guest nights went up by 1% and gross room revenues increased by 4-18%. All in all this improvement could not compensate the poor performance of the Budapest units.  

The guest statistics of the domestic hotels of the chain followed national trends. Improvement in the third quarter was experienced in Danubius Hotels Rt. as well since the guest number index which showed a 12% decrease at 30 June improved to 5.1% by the end of September. However, alongside a 5.1% increase in the number of domestic guests, the number of foreign guests continue to be less (by 7.2%). Many fewer guests were arriving from the main source countries (Germany, Austria, Italy, England) but the number of guests from the Czech Republic (+26.3%), Switzerland (+22.9%) and France (+22.2%) went up remarkably. All of the usual hotel figures show an improvement experienced in the high season, but room occupancy was still 3.3% lower (being 59%) in the first three quarters and average rates 1.3% (HUF 11 472) less compared to the previous year.  

The third quarter also brought about improvement in the Czech hotels of Danubius. The deterioration of guest turnover data continued to slow down: the number of guest nights is only 3.2% less than that of the prior year and the set back of occupancy also changed to 2.6% (making the occupancy figure for the first nine months 78.9%). Unfortunately, the number of German guests went down by more than 10% here as well and tourism seems to be picking up from the former socialist countries. In the Czech hotels the third quarter was also favourable on the revenue side, e.g. average rates calculated in HUF went up by 6.9% in the first nine months of the year compared to the similar period of the previous year. 

The Slovakian hotels exceeded the previous years’ performance both in terms of guest number (+3.3%) and occupancy (+2%). Merely 4% of the guests arrived from the Czech Republic last year while in the first nine months of this year this figure amounted to 15%. The increase in the number of guests, including compensation for the 11% decrease of German guests, could be attributed to this. Average rates show 3% decrease  (primarily because of the decrease in other hotel revenues) while occupancy figures are improving. 

It is difficult to compare the performance of the Romanian hotels to previous years because the reconstruction of Hotel Sovata was completed this year. However, it became evident during the quarter year operation that there is increased interest for the services of the newly opened hotel by both Hungarian and Romanian guests comprising 90% of the entire number of guests. 

Occupancy was 64.4% at Group level in the first three quarters lagging behind the prior year by 2.2%, and the HUF 10030 average rate shows a 1.2% decrease to the same period of last year. 

Consolidated Balance Sheet

As we consolidated our Romanian investment only from the fourth quarter of 2002 we continue to highlight them when explaining the major changes.

HUF million

	Assets /Liabilities
	30

September 

2002
	30

September 2003
	Changes
	Of which: Sovata

	Current assets
	7 766
	8 727
	+ 961
	337

	Non current assets
	64 336
	64 490
	+ 154
	2 130

	TOTAL ASSETS
	72 102
	73 217
	+ 1 115
	2 467

	Short term liabilities
	6 402
	7 710
	+ 1 308
	412

	Long term liabilities
	22 176
	22 794
	+ 618
	1 035

	Provisions
	782
	925
	+ 143
	-

	Minority shares
	3 998
	2 485
	- 1 513
	65

	Own capital
	38 744
	39 303
	+ 559
	955

	TOTAL LIABILITIES
	72 102
	73 217
	+ 1 115
	2 467


Total assets of the company went up by HUF 1.1 billion as opposed to September 30 last year owing to the consolidation of the Romanian company, the value of capitalised investments in Hotel Sovata and other domestic and foreign hotels, the acquisition of a further ownership share in SLKP in the second half of 2002 and a change in the stock of loans. 

The consolidated stock of loans on 30 September 2003 was EUR 70.2 million and USD 9.3 million.

Consolidated Profit and Loss Statement

Our company has achieved HUF 28.2 billion revenue in the first nine months of the year as opposed to the prior year’s HUF 27.3 billion. The Slovakian company has contributed to the 3.4% revenue growth by HUF 5.1 billion as a result of its entire first nine months’ consolidation compared to the HUF 2.5 billion achieved in the last year (four months). 65.8% of price revenues at group level were realised by the Hungarian companies, 18.2% by the Slovakian company, 15% by the Czech subsidiary and 1% the by the Romanian firm. 

The excess consolidated revenue of HUF 2.6 billion (present: 5.1 billion, basis: 2.5 billion) achieved by the Slovakian company is not fully reflected in the revenue increase of HUF 926 million at group level, because of the weaker performance of the Hungarian units. 

HUF million

	
	30 

September

2002
	30 September

2003
	Of which

	
	
	
	SLKP
	Sovata *

	Room departmental profit
	11 011
	10 909
	1 044
	146

	F&B profit
	2 929
	2 189
	201
	51

	Spa profit
	2 321
	3 081
	1 659
	0

	Other departmental profit
	822
	- 277
	- 429
	9

	Departmental profit
	17 083
	15 902
	2 475
	206

	Departmental profit margin
	63,2%
	57,0%
	48,5%
	81,4%


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

The HUF 1.2 billion fall back in departmental profit in the Hungarian hotels arises primarily from reduced hotel and F&B profits and an overhead cost increase of more than HUF 190 million. The shortage in hotel profit (HUF 737 million) was caused by the unfavourable market conditions mentioned several times before, while the regrettable lagging behind in F&B profit (more than HUF 300 million) is a consequence of the cost cutting policy of Hungarian companies as well as the disadvantageous changes introduced in the field of taxation on entertainment.  

The 3.5% room departmental profit increase achieved by the Czech hotels was below that of the prior year due to a decrease in the F&B and therapy results at departmental profit level. The decrease of overhead costs at gross operating level produced a significant improvement. 

The 1.2% hotel and the 10.8% F&B profit reduction of the Slovakian hotels show the effect on revenues of an unfavourable change of the guest composition. However, the 3.2% increase achieved by the therapy section was not enough to make departmental profit reach the previous year’s level. 

HUF million

	Items
	Departmental profit

1-3 Q 2003
	Compared to prior year

	
	15 902
	- 1 181

	
	Items of decreasing effect
	Items of increasing effect
	

	Other revenues 
	
	
290
	
+ 30

	Interests received 
	
	
67
	
- 17

	Administrative and general costs
	
9 752
	
	
- 765

	Depreciation 
	
3 142
	
	
- 622

	Other expenditures
	
1 035
	
	
+ 521

	Interests paid
	
592
	
	
- 60

	Foreign currency loss (gain) – unrealised
	
1 006
	
	
- 1031

	Restructuring charges of the Slovakian daughter company 
	
34
	
	
- 34

	Total
	
15 561
	
357
	
- 1 978

	Profit (loss) from ordinary activities before income tax and minority interests
	698
	- 3 159


Besides the HUF 1.7 billion technical cost increases (exchange rate losses calculated on the loans, increase of depreciation) the different content of the consolidation of the two periods also played a role in the turnout of the profit because our revenue surplus was reduced by HUF 2.8 billion (costs of the first five months of the year) in our Slovakian company while our Romanian company spent more than half a billion Forints (the entire first nine months). 

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. 

It resulted in a decrease of HUF 484 million revenue and HUF 455 million expenditure. 

Reconstruction works, developments

Following the major reconstruction of Thermal Hotel Margitsziget our company has merely carried out necessary face-lifts and mandatory works similar to last year during the first three quarters of the year (to the tune of HUF 1.1 billion) 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 (refrigeration 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.

The parking lot was secured by a remote controlled hydraulic structure instead of a gate. 

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 seating, new floor covering and a new meeting room for guests was added. Seventy-three bathrooms were also refurbished.  

· forty-nine room units were refurbished on the 8th floor of Hotel Stadion, completing the room refurbishment programme started two years ago, 
· 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,

· the north façade of Thermal Hotel Hévíz was renewed to match the landscape and the new insulating cover produces significant energy cost saving,

· balconies were renewed in 50 rooms in Hotel Helikon and the doors on the loggias were replaced.

3./  Among ongoing works the execution of the entire refurbishment  of the brasserie of Hotel Gellért that suffered water damages earlier and the refurbishment of the mud section of the therapy department in Thermal Hotel Aqua are of outstanding importance. 

Following technical preparation works are in process for the developments of the near future:

· to modernise the therapy section of Thermal Hotel Bük,
· to reconstruct the therapy section in Thermal Hotel Sárvár,

· to renew the machinery in the well machine house of Thermal Hotel Sárvár,
· to continue the elevator renewal programme started in several hotels in line with the stipulations set by the supervisory authorities.

In Marienbad an extensive reconstruction of the basement and first floor of the Hotel Pacific was completed, including the refurbishment of 8 four-star category rooms. At the Nové Láznĕ the Wiener Coffee shop was renewed and extended, a new kitchen and air conditioning was added, and the reconstruction of the spa area was launched. A significant investment in to hardware and software was caused by the implementation of a new Oracle IT system, starting from 1 January 2003. Compulsory maintenance works prescribed by the local Construction Office had to be done on the historically protected buildings of Edward the VIIth and the Colonnade. The costs of the renewals and the developments mounted 1-3 Q 2003 to a total of HUF 535 million.

In addition to previously completed reconstructions in Piestany (refurbishment of the kitchen in the Pro Patria and rooms on two floors in Balnea Esplanade and the renewal of the transformer stations in Balnearehabilitation Centre II. as well as the replacement of two lifts in Spa Hotel Balnea Grand) works on the golf course were also finished and the boiler house in Hotel Zahorie in Smrdaky was renewed. The refurbishment of Irma bath and Thermia Palace are in the phase of preparations at the end of the third quarter, just like the reconstruction of the pools and traction bath in Balnearehabilitation Centre II. and the works planned in Hotel Pro Patria. In the interest of improving the level of services the long term development plan of the information technology system was completed. The company has spent HUF 375.5 million on the above listed reconstruction works and on the development of the management information system in the first nine months. 

In Sovata the overall reconstruction of Hotel Sovata was completed by the end of the third quarter in the framework of which all the rooms and common areas were refurbished and it boasts a renewed therapy section to the tune of USD 6 million. In connection with the reconstruction an integrated information technology system was introduced to support the work of the front office and the restaurant and activities of the therapy section. 

After the lessee of Hotel Bradet left the hotel we were able to take the hotel into possession and to carry out minor refurbishments till the spring of 2004.

Stock Exchange trading, ownership structure 

According to 30 September 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%), Israel Tractors (6.12%) and CP Holdings Ltd. (17.90%).

In the course of the third quarter the ownership structure of CP Holdings was modified in the book of shares from the previous 6.27% to 17.90% as the company purchased the Danubius shares owned by Kenyon Philips Acquisition LLC. representing 11.63% of the ownership share (Kenyon Phillips Acquisition LLC is a 100% subsidiary of CP Holdings.)

Foreign financial investors own 27.83% of the remaining shares, from among which, Citibank Rt. as safe custody manager nominated 19.92% shares. The share of the employees of the

company is 1.24%, and the company continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 13.01% of shares.

A total of 3 514 deals were made for 1 127 591 shares of Danubius Hotels Rt. on 186 trading days to the tune of HUF 3 577 million in the first nine months of 2003 producing an average share price of 3172 HUF /share.

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

Outlook

The unfavourable prospect outlined in the first half year unfortunately proved to be true. The outlook for the remaining part of the year continues to be uncertain, despite the slow pick up in business. The improvement achieved at operating level compared to the first half year is expected to moderate by the end of the year owing to the usual tourist off season in November, December. As indicated in the half year report, movements in EUR/USD exchange rates will significantly affect the 2003 profit before tax.  
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