DANUBIUS HOTELS Rt.   

Flash report on the first half-year activities of the company in 2004

World tourism shows a come back

According to a study by the WTO (World Tourism Organisation) published at the end of June, tourism may recover from a three year set back. Despite repeated terror acts, experts forecast a growth of 5% following last year’s fall back of 1.2%.

After the first six months, Europe is again the most popular travel destination and Great Britain and Italy boast an increase exceeding 15%. Among countries of Central-Eastern Europe, Poland and Hungary achieved a growth above 10%, which can be largely credited to the accession to the EU and a certain degree of depreciation of the national currencies. 

In the United States of America the number of tourists went up this year for the first time since 2001, however the number still does not approach the level at that time. Figures in Asia show improvement again in 2004 following the set back caused by the 2003 SARS epidemic.  

Growth in Hungary

At national level the occupancy of hotels went up to 56.7% (+7.7%) primarily due to the exceptionally high occupancy figures (64.1% +12-13%) of the four-five star hotels in Budapest, which in addition also managed to sell their services at higher average rates (HUF 13 800).

Regarding the major hotel figures (REVPAR, room revenues, number of guest nights) some 20% average growth was experienced in the hotels of the capital, while four-five star hotels in the country produced more moderate figures. Occupancy was down 4.3% and average rates hardly exceeded the previous period. In the case of three star country hotels, however, an occupancy increase was registered but average rates were under those of the previous year.

Hotels in the spa resorts of international reputation such as Hévíz, Bükfürdő, Hajdúszoboszló etc. faced a more difficult situation. A lot of new capacity was established (the number of 4* spa hotels went up from 9 to 19 in three years) but the number of spa guests did not follow this development. It is also these hotels that are mostly hit by the decrease in German guests.  

Consolidated balance sheet

The consolidated total assets of Danubius Hotels Rt. were HUF 69.6 billion, 98.7% of the balance sheet footing at 30 June of the previous year. The HUF 883 million reduction is primarily due to a HUF 2.3 billion decrease in real estate net book value (HUF 2 billion accounted depreciation and the exchange rate difference deriving from the revaluation of the CZK and SKK), more than half a billion HUF cash increase (part of the not used EUR 5 million loan taken out in December 2003) and approximately half a billion HUF change in other non-current assets (the increase of the sum deposited for the coverage of the bank guarantee for the reconstruction obligations undertaken in Piestany from HUF 358 million to HUF 790 million). 

Among liabilities and shareholder’s equity the HUF 3.4 billion reduction of total liabilities is due partly to the decrease of yearly repayment obligations arising from the refinancing of part of the loans, as well as the 2003 year-end repayments. A further decrease of HUF 510 million was recorded among other liabilities (the use of last year’s tax overpayment) and the value of provisions decreased by HUF 230 million  (the withdrawal of the provisions created for the increase of the rental fees of the V. district property). 

The loans of the group on 30 June 2004 were: EUR 75.1 million, USD 6.6 million and ROL equivalent to USD 2.7 million. 

The value of the revaluation difference changed in accordance with the CZK, SKK and HUF exchange rate movements.         

Consolidated profit and loss

The 2004 first half-year consolidation of the company differs from that of the previous period by the figures of the liquidated HungarHotels Tours (the 2003 first half year revenue: HUF 209 million, profit before tax: HUF -4 million). The share restructuring between LLML and Hungária Property Rt. in SLKP (see 1Q flash report, post quarter events) did not change the comparability of the figures at consolidated level as the shareholders restructuring took place within the group. (SLKP shareholder’s structure: 24% LLML, 43% Hungária Property Rt., 20.66% Danubius Hotels Rt. 12.34% other owners).

Consolidated revenues

The hotels of Danubius Group achieved HUF 17 920 million revenues in the first half of 2004, exceeding that of the similar period of the previous year by 9.5%. 

Sixty-eight point two percent of departmental revenues were realised by Hungarian hotels (64.5% in 2003), 16.7% by Slovakian, 13.6% by Czech and 1.5% by Romanian hotels. While the HUF 1.59 billion increase of Hungarian hotels and HUF 191 million

growth realised by the Romanian hotels (Hotel Sovata was closed due to reconstruction in most part of the first half of the prior year) was moderated by the revenue decrease of the other consolidated companies by HUF 1.47 billion.  

Forty-eight point six percent of departmental revenues were room revenues, 32.1% F&B, 13.5% health, wellness and fitness and 5.8% others (garage, telephone, laundry, etc.). The most dynamic improvement was recorded in room revenues (+16.5%) followed by the 13.3% growth achieved in F&B. The decrease in health, wellness and fitness revenues is in connection partly with the price decrease due to the oversupply on the market of spa hotels and partly to the growth of the domestic guest segment staying for two-three nights and utilising less health services. 

In case of domestic hotels which realised the majority of room revenue increase - despite the negative effect of unfavourable VAT rate changes at the beginning of the year -  the HUF 981 million growth in room revenues was mostly due to the increase in the number of rooms sold, as the changing of the HUF against the USD and the EUR only caused a minor increase. However, the decrease of average rates somewhat offset (approx. HUF 110 million) the increase of room revenues.     

Positive changes in the number of guest nights, which is a decisive factor for growth, can be observed outside of the main traditional source countries (e.g. USA, Japan, Great Britain, Norway, Greece).

Departmental profit

The HUF 1 472 million departmental revenue increase was coupled with HUF 488 million (33.2% of the revenue increase) departmental cost increase, which led to departmental profit increasing by HUF 984 million at consolidated level. Within this, the most favourable changes took place in the F&B area with a 4.5% margin growth, while due to sales difficulties in the field of health, the spa department suffered a 6.9% profit level deterioration. 

Operating profit

The HUF 384 million increase of administrative, general and other costs affected operating profit which nevertheless increased by HUF 690 million. The increase of energy costs was particularly significant while there were also three new tax-types under other costs.   

Profit before tax 

The growth of depreciation was HUF 121 million. The results of financial transactions include the interest and related costs on the company’s loans (HUF 471 million) as well as the HUF 343 million exchange rate gain (including the HUF 309 million unrealised part on the loans) accounted due to the changes in exchange rates. Taking into consideration all the above mentioned the consolidated profit before tax of the company in the first half year of 2004 is made up as follows:

	Increase of departmental profit
	HUF   984 million
	

	Increase of other revenues
	HUF     90 million
	

	Increase of administrative and general costs
	
	HUF   328 million

	Increase of other costs
	
	HUF     56 million

	Increase of operating profit
	HUF   690 million

	Increase of depreciation
	
	HUF   121 million

	Increase of financial profit
	HUF     20 million
	

	Changes in the accounted exchange rate gain 
	HUF 2 193 million
	

	Changes in the profit before tax
	HUF 2 782 million


Profit of key consolidated companies 

The Hungarian hotels achieved 14.9% revenue increase, 60.1% occupancy (+8.4%) and 17.9% revenue per available room increase. The number of guest nights went up by 18%. The improvement experienced at the Hungarian hotels is entirely due to the excellent performance of the Budapest hotels (and Hotel Helikon in Keszthely and Hotel Rába in Győr) but also includes the effect of the decreasing occupancy and revenue of the country, primarily spa hotels. These trends are confirmed by the movement of the number of guest nights as well. The composition of the 18% increase reflects the guest circle of the city hotels with the increase of mainly foreign business and tourist trips, while the number of guests arriving from the German speaking countries continued to go down.

The dramatic drop of the Slovakian social insurance guests already mentioned in the first quarter flash report resulted in a revenue loss of HUF 279 million but the tight control of costs produced a minimum of profit increase at profit before tax level. The occupancy set back of 9.2% of the first quarter was cut back to 5.3% alongside raising the revenue per available room by 4.2%. As to the composition of the guests the number of German and Austrian guests went down here as well, but that was partly compensated by the growing demand from the Middle East and the surrounding countries. 

Parallel to 0.2% occupancy increase (75.3%) and 4.4% revenue per available room increase and due to 3.6% less guest nights, the Czech hotels produced a revenue equal to that of the previous year. However, the 5.7% cost increase (including provision for HUF 100 million foreign exchange losses) caused HUF 145 million reduction at profit before tax level.

The number of German and Czech guests continued to reduce, but the interest shown by British guests went up. The average length of stay lessened by more than one day. 

Reconstruction and development

In the first half of 2004 we have performed reconstructions to raise the general technical level in our domestic hotels to the tune of HUF 871 million, which included a major programme of air conditioning. 

In the framework of the comprehensive reconstruction of Hotel Astoria, we have prepared the machinery works of the historical wing and fitted modern doors and windows on the Magyar street side which are energy saving and sound-proofed. The sample room to be the basis for the reconstruction of the rooms in the historical wing was completed, an elegant room unit with state-of-the-art technical facilities. 

All of the guest rooms of Thermal & Sport Hotel Bük were furnished with air conditioning. The comprehensive refurbishment and extension of the health area of the hotel was launched and is to be finished in September. Having approved the sample rooms, 40 rooms were partially refurbished. 

The instalment of air conditioning in the rooms of Thermal Hotel Hévíz was completed, ensuring cooling of both the common and guest areas. This was an important and necessary development to help fight tough and increasing competition in Hévíz.

Partial or entire completion of air conditioning was performed in Hotel Stadion, Thermal Hotel Sárvár and Hotel Palatinus in Pécs.

First phase reconstruction works started in Pécs on the Nádor, including outside reconstruction of the old building wing and the underground parking. 

In several hotels the machinery was modernised (Budapest, Gellért), the fire alarm system was renewed (Béke) and partial room and corridor refurbishment was completed (Helia, Pátria).

In Marienbad in the first half of 2004 we continued the reconstruction of the hotels to the tune of CZK 87.5 million. Major works were carried out in Hotel Pacifik where 26 rooms were fully refurbished to a 4-star level, new guest lifts were implemented, a new lobby was created with a drinking fountain and a lobby bar. Further at the Nové Lázné 6 new 4-star hotel rooms and a large whirlpool were added and a new lobby entrance and an information office completed.

In Piestany the biggest project of the first quarter 2004 was the reconstruction of the dome and mud pool of the Irma Bath complex. Other major works were carried out in Balnea Esplanade (new entrance hall and equipment to the pool) and in Balnea Grand and Splendid (reconstruction of the lobby, central heating and air-conditioning system). The cost of the reconstruction projects in the first half year was SKK 46.5 million. The operational IT system is being replaced parallel to the reorganisation of the work processes, introduction is expected in September.

In Sovata we prepared for the opening of Hotel Bradet in May by replacing a part of the operating equipment and the furniture and completing a conference centre seating 600. The execution works of the partial reconstruction of the lake-side spa department is going to start in autumn this year.

 Stock Exchange trading, ownership structure 

According to 30 June 2004 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 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 31.43% of the shares, among which Citibank Rt. as safe custody manager nominated 20.69%.

The shares of the employees of the company represent 1.16%, and Danubius continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 9.49% of the equities.

A total of 1684 deals were made for 726 261 shares of Danubius Hotels Rt. on 123 trading days to the tune of HUF 2592,3 million in the first half of 2004 producing an average share price of 3569 HUF/share, alongside 3200 HUF/share minimum and 4300 HUF/share maximum price. 
The organisation of the company did not change during the past quarter (the court registration about the merger of Hungária Hotel Property Rt. mentioned in the first quarter flash report is expected in this third quarter), and there were no changes in the senior office holders.

Post quarter events

The members of the Board of Directors inform the shareholders with deep regret that Dr. Ákos Horvátth, associate professor of the tourism faculty at the Budapest Business School and member of the Supervisory Board unexpectedly passed away in July 2004. The Supervisory Board continues to operate with three members (Chairman: Tibor Antalpéter, members: Dr. Gábor Boér, Mrs Imre Surányi)

Danubius Hotels Rt. and LL Partners, LP became partners on 7 July 2004 in the company running the world famous Gundel restaurant and related businesses (Bagolyvár restaurant, Winery, and wine cellars in Mád and Eger as well as trading of items with the Gundel trademark).

As a first step Danubius purchased 49%, then applied for approval from the Competition office to increase its ownership share by 17 2/3 %. The acquired company recorded HUF 1.7 billion revenue in 2003, 88% of which came from the operation of restaurants and 12% from the production and trading fields.
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