DANUBIUS HOTELS Rt.   

Flash report on the first quarter activities of the company in 2004

Encouraging signs

Contrary to the first quarter of last year that was burdened by the preparations for the war, the SARS epidemic and the outbreak of the Iraqi conflict, the number of guest nights in Hungary in the first quarter of 2004 went up by 20%. Gross room revenues increased by 24%, and the hotels had an average room occupancy of 46%, six percentage points higher than in the first three months last year. 

The 12,2% increase in guest nights in the Budapest five star hotels was coupled with a 20,8% gross room revenue increase. In the case of the four star hotels the increase in guest nights in the capital shows an even more favourable picture: 35.9% over last year’s but this increase has produced 27.7% higher gross room revenues. 

In the view of the secretary general of the World Tourism Organisation, following the EU enlargement, the number of tourists travelling to accession countries from the old member states is expected to grow significantly. The director of Magyar Turizmus Rt. (Hungarian National Tourist Office) said that the attractive figures at the beginning of this year, are not likely to be maintained, nevertheless, a 5-8% increase in tourist turnover seems reasonable. The growing number of budget flights should introduce a new target group of tourists to the market.  

Consolidated Balance Sheet

Total assets of the company were HUF 66.8 billion on 31 March 2004, HUF 53 million more compared to the end of last year’s first quarter.  

Among working assets (in the previous and current period) we have reclassified the amount of overpayments of corporate tax in the previous year from other receivables, so working assets were changed by the increase of the cash at hand and the decrease of other tax categories within other working assets. 

The reduction in the value of properties indicates that the provisions for depreciation were accompanied by a restricted capital expenditure programme. 

Positive and negative goodwill are now reclassified within intangible assets. Other invested assets went up by HUF 402 million, the sums separated and tied up for the refurbishment of the hotels in Piestany. 

From the HUF 574 million increase of short term liabilities HUF 535 million is the increase of the loans to be repaid this year.  

Other liabilities went up due to the increase in local taxes related to turnover. 

As the payment terms for bookings were controlled, the advance payments from partners and guests exceed by HUF 108 million those of last year.

Long-term liabilities decreased by the repayments of the past year. Consolidated loans as of 31 March 2004 are EUR 72.7 million, USD 6.6 million and ROL 90 billion (the same as it was on 31 December 2003).

The capital reserve decreased by the loss on the sale and repurchase of treasury shares, while retained earnings increased by the profit of 2003.

Consolidated profit and loss statement

Revenues

The company achieved HUF 7 billion revenues in the first quarter of 2004, 9.4% and HUF 603 million higher, than the similar period of the previous year. The growth was mainly produced by the Hungarian companies. From among the foreign daughter companies alone Hotel Sovata contributed to the increase of the revenues by its full revenue of HUF 117 million (the hotel was closed for refurbishment during this period in 2003), the performance of the Czech and Slovakian companies were together HUF 225 million weaker compared to the prior year. In line with the increase, the ratio of the Hungarian hotels went up to 66.8% within consolidated revenues (as opposed to last year’s first quarter 62.9%). The ratio of the Slovakian company is 19.1% while that of the Czech firm is 12.4% and the Romanian firm is 1.7%. 

Within revenues the most dynamic increase was recorded in the room revenues (19%) with its ratio going up to 43.3%. The 13.2% increase of revenues in the F&B category shows that conference tourism picked up and the number of events went up. Unfortunately, however, the spa revenues decreased by HUF 220 million at group level. 

Revenues significantly increased in the Hungarian hotels alongside a 6.9 percentage point occupancy and a 3.5% average rate increase. Revenue per available room shows an even brighter picture (+20.6%). The increase was achieved despite the fact that the 3%point increase of the VAT rates had a negative effect on revenues, according to our calculations to the tune of F 62 million HUF 

 HUF 62 million – eliminating the effect of the turnover increase and without the part received from the guests.

The total number of domestic guests in Hungary increased mostly in the country spa hotels (guest nights up by 19.4%) where 2-3 day stays of domestic guests dynamically increases with limited recourse to the spa services. However, this means less revenue shortfall from volume aspect due to the increased use of the wellness services. 

Domestic and foreign guests contributed to the approx. 21% increase of guest nights to the same extent. It is our pleasure to report that after two years of shortfall significant growth can be experienced in the number of nights spent by guests from overseas. However, we deem, the most important sign is that the decrease in the number of German guest nights stopped and even a moderate increase was booked. As to the composition of guest nights following order can be set up: 19.2% Germany, 9.7% Austria, 8% Italy, 5.8% Great Britain, 4.2% USA and 3.4% Switzerland. 

The occupancy of the Czech hotels in the first quarter of 2004 was 66.6%, 1.5% point less compared to the last year, primarily owing to decreases in the hotels Hvezda, Vltava and Nové Lázné. 

The Slovakian hotels achieved 62.2% occupancy in the period in review, 9.2%points less than in the first quarter last year. This was seen mostly in the hotels of Smrdaky and Hotel Park and Hotel Jalta, which have been welcoming till now the majority of social insurance guests.  

The majority of decrease in spa revenue was recorded in the Slovakian hotels  (more than HUF 200 million) as a result of the cost saving programme introduced by the Slovakian social insurance, 60% less guests visited the spa hotels, where formerly in the first quarter the majority of guests came from this segment. 

95.8% of the 16.2% decrease in the number of guest nights in the Slovakian hotels was caused by the shortfall of Slovakian social insurance guests. There was a further fall in the number of German guest nights (- 7.5% compared to the prior year).

The average occupancy of the Romanian Hotel Sovata and Hotel Faget was 43.5% in the first quarter of 2004. 

Costs

The 7.3% operating cost increase at consolidated level (HUF 498 million) stayed below the increase of revenues although total costs surpassed the revenues. This was achieved through a programme of strict control and cost cutting, especially in Slovakia to partially offset the revenue reduction. 

The HUF 330 million increase of administrative and general costs is due to the significant increase in energy prices, and inflation. 

Costs were further burdened by the introduction of three new tax categories (innovation tax, environment pollution tax, and soil contamination tax). 

Operating results  

The HUF 105 million increase of operating profit at consolidated level is the difference of HUF 603 million revenue and HUF 498 million cost increase. 

Hungarian hotels contributed to this growth by HUF 183 million which was decreased at consolidated level by the revenue of the Czech hotels being under the previous year’s, parallel to 12.4% increase in costs, primarily due to the increase of administrative costs. The Slovakian hotels contributed to the improvement of the operating profit by HUF 76 million as they managed to achieve significant cost reduction beside moderate revenues. The performance of Hotel Sovata in the first quarter was a loss of HUF 93 million.

Other factors influencing profit and loss

The more than HUF 1 billion depreciation exceeded that of the previous year’s by HUF 105 million of which HUF 55 million was recorded by Hotel Sovata (due to the reconstruction works completed in the 3rd quarter of 2003). 

The HUF 1.2 billion change in technical exchange rate difference is due to the strengthening of the HUF against the EUR and the USD. From last year’s HUF 1.4 billion not realised loss HUF 585 million was booked as profit owing to the strengthening of the HUF till 31 March. 

Loss before tax (and minority interests)










Million HUF 

	Items
	Departmental profit

2004 Q1
	Compared to prior year

	
	3 227
	396

	
	Items of decreasing effect
	Items of increasing effect
	

	Other revenues
	 
	57
	31

	Interests received
	 
	66
	47

	Administrative and general costs
	3 353
	 
	-330

	Depreciation
	1 009
	 
	-105

	Other expenditures
	290
	 
	8

	Interests paid
	175
	 
	33

	Exchange rate gain calculated on foreign exchange loans  
	 
	585
	1 200

	Total
	4 827
	708
	884

	Loss before tax (and minority interests)
	-892
	1 280


During the course of operation the company achieved HUF 105 million decrease of operating loss, moderated to HUF 80 million by the increase of depreciation and the result of financial transactions.  From the HUF 1.3 billion reduction in loss before tax HUF 1.2 billion derives from the change of exchange rates, being an unrealised, technical difference arising from the revaluation of the loans. The remaining improvement was largely due to the Hungarian activities, partially offset by the results elsewhere.

Reconstruction and development

In the first quarter of 2004 reconstruction works improving the safety of operations and developments increasing the comfort feeling of the guests in the Hungarian hotels were carried out to the tune of HUF 425 million. 

Following is a list of the major projects:

· The reconstruction of the mud treatment area was completed in Thermal Hotel Aqua, 15 guest rooms including their bathrooms were partially refurbished.

· The guest staircase connecting the lobby and the restaurant floors was made slip free in Hotel Annabella.

· In the course of an entire reconstruction project in Hotel Astoria the central machinery main pipe system and the cooling centre were replaced. A fan coil cooling system was fitted in 44 rooms in the Magyar Street wing and the counter in the coffee shop was renewed.

· The service elevator in Hotel Béke was renewed.

· A warm air blower was built above the main entrance in Hotel Budapest. Guest corridors were painted, and simultaneously to building a water pressure increasing equipment the main water pipe system was changed.

· In Hotel Gellért out door candelabra were placed on the terrace of the brasserie

· The refurbishment of the 4th floor rooms and corridors and the renewal of the hotel fire alarm system and the background music amplification system were completed in Hotel Helia.
· Eighty rooms were refurbished in Hotel Helikon using the former furniture of Hotel Helia.

· To ensure safety emergency ventilation equipment was installed in the smoke free staircases in Hotel Hilton.   

· The main entrance windbreak was renewed in Hotel Lövér and a cosy fire-place was built in the lobby. The elevators were equally renewed.

· In Thermal Hotel Margitsziget the elevators were renewed in the spa area and the electric switch area was also repaired while in the lobby and restaurant of the Grand Hotel the heating system was renewed and new carpets were laid.

· The service elevators were modernised in line with official stipulations in Hotel Marina in Balatonfüred, too. The cooling system in the kitchen was changed and some environment protection measures were taken. 

· The service elevators worn out following our room and corridor refurbishment programme were replaced in Hotel Stadion.

In Marienbad we continued the reconstruction of the hotels to the tune of CzK 68.2 million in the first quarter of 2004. Major works were carried out in Hotel Pacifik which was closed for part of the first quarter: the renewal of the lobby and the restaurant parallel to creating a drinking fountain, a lobby bar, a new hotel main entrance and entrance to the restaurant as well as refurbishment of 26 rooms or in Nové Lázné: a new lobby entrance and a reception information office in the basement were built. 

In Piestany the overall reconstruction of the Balnearehabilitation Centre I and the Irma bath was launched already last year. These works continued in the first quarter of 2004 as well. The refurbishment of the entrance hall of Balnea Esplanade was finished in March and the reconstruction of the central heating and air-conditioning system in Balnea Grand and Splendid are under planning. The cost of these projects was SKK 23.7 million.

In Sovata we prepared for the opening of Hotel Bradet in May by putting in new hotel textiles, restaurant equipment, replacing a part of the furniture and completing a conference centre seating 600. The planning of the partial reconstruction of the lake-side spa department is going to be completed soon and execution works are expected to start in May this year. 

Stock Exchange trading, ownership structure 

According to data taken on 31 March 2004, 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 shares over 5% are owned by Interag Rt. (29.38%), CP Holdings Ltd. (17.90%) and Israel Tractors (6.12%). 

Foreign financial investors own a further 29.37% of the shares, among which Citibank Rt. as safe custody manager nominated 20.33%.

The shares of the employees of the company represent 1.12%, and Danubius continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 11.59% of the equities.

A total of 745 deals were made for 441 693 shares of Danubius Hotels Rt. on 62 trading days to the tune of HUF 1479,5 million in the first quarter of 2004 producing an average share price of 3350 HUF /share.           
The organisation of the company did not change during the past quarter, and no changes were in the rank of senior office holders.

Post quarter events

Our company concluded a management contract for running a spa hotel in Visegrád that opened for a trial operation in the last days of the first quarter.  The revenue on a yearly basis is expected to amount to HUF 40 million.

Danubius Hotels Rt. that formerly owned 99.99% of Hungaria Hotel Property Rt. bought out the small shareholders of the company and as full owner initiated the merger of the company into the 100% owned Danubius Hotel and Services Management Rt. This is expected to be approved by the court of registration in the third quarter of the year. The merger is justified by company structuring and economic reasons. 

In May of 2004 our company repaid the EUR loans taken out from the Kereskedelmi és Hitelbank and concluded a contract with OTP Bank Rt. for refinancing under more favourable repayment terms over an 8 year period.  

The changes in the Czech corporate tax system introduced as of 1 May 2004 do not acknowledge the interest in case of investments financed out of loans of a stake surpassing 25% as an item reducing the tax base. Consequently, it became necessary to restructure the stake of LLML in the SLKP company within the company group. This process is under way at the date of preparing the present flash report in accordance with refinancing of the EUR loans. 
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