DANUBIUS HOTELS Rt.   

Flash report on the 1-3 quarter activities of the company in 2004

The ETC (European Travel Commission) comprising the national marketing organisations for tourism of 33 countries urged joining forces and facilities at its conference held in Budapest in October. In order to be able to enter long distance markets (such as USA, Canada, South America, Japan, etc) the popularity of Europe as a joint tourism destination holds out the promise of success.  This also indicates that experts consider this year’s upswing fragile and the industry should not leave the tourism revenues of the coming years to chance.

Total Hungarian tourism increase  

Hungarian national statistics showed continued growth: the number of hotel guests went up by 9.5% in the first nine months of the year, and room revenues showed an even higher increase of 12.3%. This is the result of the contrasting changes taking place in the performance of Budapest city hotels and country spa hotels, the two key segments of the domestic tourism market. While the Budapest hotels registered an increase not seen for a long time, the country spa hotels suffered a set back this year, similar to that experienced in the past by the Budapest market due to the dramatic capacity increase of recent years. 

The Budapest hotels, especially the higher category ones, recorded a performance exceeding the prior year in the first nine months of 2004: the occupancy of five star hotels went up by more than 10% (to 68%) and room revenues increase by almost 20%. The four star hotels achieved a 17% increase in revenues alongside a 12% occupancy increase. Both the constant development of budget airlines (Ferihegy airport saw approx. 30% more passengers in the 1-3 quarter of 2004 as opposed to the previous period) and also catching up with trips postponed in the past two-three years played a role in the increase of international demand. 

At the same time the performance of country spa hotels significantly deteriorated. This is largely due to the fact that the number of spa- and wellness hotels went up dramatically in recent years, while the demand side shows the lagging behind of German guests compared to the similar period of last year (their number fell in the period between January-September by 6%). The fact that the Hungarian Tourism Rt. gave priority to health tourism in its campaigns in the year 2004 is still not felt in the performance of the spa hotels. 

Our subsidiaries in Marienbad and Piestany have been affected by increasing competition and reduced government funding of insurance business. Our Sovata subsidiary is making encouraging progress since the refurbishment of Hotel Sovata and its spa.

Further interest purchase in Lángasztronómia Kft.

At the beginning of this quarter Danubius purchased a 49% interest in Gundel Restaurant and its related businesses (Bagolyvár, winery, wine cellars in Mád and Eger as well as trading of items with Gundel trademark). After receiving the approval of the Competition Office at the end of September 2004, the company increased its stake up to 66.67% in Lángasztronómia Kft.

In our present report the value of the investment is shown in the Balance Sheet among Other non-current assets, but the company will be fully consolidated according to IFRS standards from 1st October.

Merger of Hungarian subsidiaries

As we have already published in our extraordinary announcement during the quarter, Hungária Property Company – fully owned subsidiary of Danubius Hotels Rt. – merged with Danubius Hotel Management Rt. – also 100% owned subsidiary of Danubius Hotels Rt. This was registered on 23rd September 2004 by the Court of Registration.

The two companies used to deal with hotel property and hotel management activities separately. As the former legal and market advantages – existing at the time of the foundation – ceased to be so significant, both tasks will be handled within one company in the future. With this step the company decreased the number of domestic subsidiaries involved in consolidation, however, this does not affect the consolidated profit and loss figures and the B/S figures of the company.

Consolidated Balance Sheet

The consolidated total assets of Danubius Hotels Rt. were HUF 72.2 billion, 4,2% higher than the balance sheet footing at 30 September last year.

The majority (3.5%) of the increase is due to the purchase of the company operating Gundel Restaurant (HUF 2.4 billion growth in Other non-current assets). Cash and cash equivalents went up by HUF 819 million as a consequence of the increase of the sum deposited for the reconstruction obligations undertaken in Piestany, its interest and the cash surplus originating from the increased business activities. The majority of the 454 million HUF decrease in other receivables and prepayments is a one-off item from last year: a receivable from a co-owner in the Romanian investment settled in the 4th quarter.
After recorded depreciation and capitalised investments, the value of Property, plant and equipment remained at last year’s level.

Among liabilities and shareholder’s equity long term debt increased the most significantly (HUF 2.2 billion), arising primarily from an additional loan taken out for purchasing the Gundel. The current portion of long term debt moderated by HUF 110 million due to the decrease of yearly repayment obligations arising from the refinancing of part of the loans. The value of provisions went down by HUF 251 million (settlement of an earlier deal with the 5th district municipality). 

The loans of the group on 30 September 2004 were: EUR 78.5 million, USD 6.6 million and ROL equivalent to USD 2.6 million.

Consolidated profit and loss

Comparison of the profit and loss to the previous year is only distorted by the data of the HungarHotels Tours travel agency liquidated in 2004 (406 million HUF revenue consolidated in the 1-3 quarter of 2003, 5.3 million HUF profit before tax) and the partial operation of Hotel Sovata in 2003. The acquisition of the Gundel and further changes (the merger of the two Hungarian subsidiaries and the restructuring of the share property of the Slovakian company) have no effect on the items of the profit and loss statement.

Revenues

The revenues of the Danubius group between January - September 2004 were 29.5 billion HUF, which is a 5.4% increase compared to the previous year.

The improvement in performance of the Hungarian and Romanian companies contributed to the 1.5 billion HUF revenue increase (Hotel Sovata with the first full-year operation). The revenue of the Czech hotels calculated in CZK stayed at the prior year’s level, however, the effect of the exchange rate changes weakens consolidated revenues by - 52 million HUF. The Slovakian companies under-performed both in SKK and HUF (by 451 million HUF). 

In the main season, that is the 3rd quarter, the rate of growth went down in the Hungarian hotels, moderating the 1-3 quarter increase to 8.7%. Revenues in HUF continued to fall in the Czech hotels 
(- 2.3% in the 3rd quarter) in the meantime the rate of revenue decrease slowed down in the Slovak company (- 17.8% in the 3rd quarter).

From the 3% VAT increase accounted on the revenues approx. 340 million HUF could not be charged to guests.

Departmental profit

Departmental revenue went up at consolidated level by 4.9%. 49.8% derived from room sales, 31.2% F&B activities, and 13,4% spa and fitness activities.

Hungarian companies produced 68.2% of the revenues, 13.8% Czech, 15.9% Slovak and 2.1% Romanian subsidiaries.

	
	
	
	Million HUF

	
	2003

I-III. Q
	2004

I-III. Q
	Of which

	
	
	
	Hungarian
	Czech
	Slovak
	Romanian

	Revenue
	27 920
	29 300
	19 994
	4 043
	4 645
	618

	   Share
	 
	 
	68.2%
	13.8%
	15.9%
	2.1%

	Profit from room sales
	10 909
	11 759
	8 472
	1 927
	1 167
	193

	Profit from F&B
	2 189
	2 598
	1 967
	260
	277
	94

	Profit from spa
	3 081
	2 317
	726
	593
	956
	42

	Other departmental profit
	-277
	-313
	-1
	62
	-416
	42

	Departmental profit
	15 902
	16 361
	11 164
	2 842
	1 984
	371

	Profit level
	57.0%
	55.8%
	55.8%
	70.3%
	42.7%
	60.0%


Spa revenues compared to 2003 went down by almost 15%, unfortunately affecting all of the subsidiaries. The weak performance indicated by the national statistical data was also felt in the Hungarian hotels of Danubius, the number of German guests moderated by more than 20% in certain country spa hotels. Spa revenues went down to the highest extent in our Slovakian hotels (by approx. 30%), which is primarily owing to the lagging behind of Slovakian social security guests.

The costs went up – with the exception of F&B – in almost all departments exceeding the extent of revenue increase. Furthermore the spa costs also increased.

At consolidated level this resulted in 459 million HUF increase of departmental profit (+2.9%), decreasing the profit level by 1.2%points.

Operating profit

The increase of administrative and general costs and the growth in the balance of other revenues and expenditures (the 135 million HUF decrease is due to a one off item last year, made up of a missing VAT payment by SLKP and the related penalty paid) led to operating profit only increasing by 174 million HUF.  

Profit before tax 

The most changes in the profit before tax were made by the accounted - and partly realised – exchange rate difference, which as a result of the strengthening of HUF against the Euro and the USD (5.8% and 3.6% compared to the end of 2003) produced 759 million HUF exchange rate gain in the 1-3 quarter of 2004.

Items affecting the Profit before tax:

	
	Effect of items on profit 

	
	positive
	negative

	Departmental profit
	459 million HUF
	

	Other revenues
	20 million HUF
	

	Administrative and general costs
	440 million HUF

	Other costs 
	135 million HUF
	 

	Operating profit
	174 million HUF
	

	Depreciation
	
	140 million HUF

	Financial profit
	137 million HUF
	

	Accounted exchange rate gain
	1 765 million HUF
	 

	Profit before tax
	1 936 million HUF
	


Profit of major consolidated companies

With 66.8% occupancy (+7.8 %) and 95.6% average rate index the Hungarian hotels achieved 8.7% increase of revenue. The total of 1.6 billion HUF revenue increase was followed by 988 million HUF cost decrease, producing an operating profit of 2.6 billion HUF higher than the similar period of the previous year. Almost all of the hotels of the capital achieved significant increase of occupancy and a revenue increase surpassing 10%, which was moderated by the weaker performance of the country spa hotels (and the seasonal Balaton hotels). We took steps to compensate the set back of guests (primarily German) or those trying new hotels by domestic demand and the result reflects an increase in the number of guests who take advantage of the services for a short period of stay (2-3 days) and do not require the traditional health services that last for a longer period of time. We are thinking of the future during these hard times the country hotels are facing and we are striving to upgrade services (e.g. reconstruction of the spa department in Thermal Hotel Bük), and introduce new services to win new clientel (Emporium beauty salons).

In the Czech hotels occupancy went down by 1.3% (to 77.6%), while average rates calculated in HUF were up by 5.7%, and average spending went up to a smaller extent by 2.9%. Among departmental units only the revenue from room sales exceeded that of the previous year, and owing to the lagging behind of traditional spa guests (the number of German guest nights –7.2%, Czech guest nights –15.6%) the revenue of the spa department decreased by 4.5%. This – owing to the increase of costs – moderated gross operating profit to a level of 91.8% compared to the first three quarters of last year.

The Slovakian hotels saw an occupancy of 74.6%, in other words the decrease could be further compensated (-0.9%, compared to the first quarter –9,2% and the first half year –5.3%). This was coupled with the increase of average rates calculated in HUF (+8.1%), but a decrease in average spending (-12.6%), as revenues of the previous year could be achieved only through room sales, as F&B and spa revenues both dropped (by 9.2% and 38.6%). The domestic guests enjoying the social security support making up the majority of guests arriving for spa treatments have spent more than 15% less guest nights in the Slovakian hotels, and the 6.6% less guest nights spent by the German guests had a significant effect on the decrease of revenues and profitability. Unfortunately, the set back of the spa profits (-703 million HUF) could not be compensated by the increase in the profit of room sales and F&B (+123 and +76 million HUF). The gross operating profit is almost 25% lower compared to last year.

Hotel Sovata reconstructed last year in Sovata achieved 50.3% occupancy and 6919 HUF average rate, and closed the first three quarters at operating level with a profit level exceeding 30%, however, this was consumed by the depreciation accounted for the renewed hotel and the interest to be paid after the loan taken out.  

Reconstruction and development

In the first three quarters of 2004 we have performed reconstructions with the purpose of raising the all round technical level of our hotels and improve the general guest convenience with special regard to expanding our services in the wellness and fitness area, offering a promising new market segment. During the period under review we have implemented such developments in our domestic hotels to the tune of HUF 1,085 million.  

In the framework of the comprehensive reconstruction of Hotel Astoria, we have replaced the doors and windows of the historical wing on the Magyar street side for modern, energy saving and sound-proofed ones. The sample room to be the basis for the reconstruction of the rooms and corridors in the historical wing was completed to become 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 completed in September. The fitness room was refurbished and newly equipped. In the spring 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. In order to increase security for fire protection in Hotel Stadion we have made the guest area staircases smoke free and at the same time changed the doors and windows of the emergency stairs.

In Hotel Palatinus we have created a 250m2 new function room area in the basement from the former bowling room.

In Hotel Pátria in Pécs we have changed the doors and windows in the restaurant.

On the 6th floor of Hotel Lővér in Sopron the Beauty salon and the connecting tea bar was refurbished and rearranged to meet today’s requirements.

In Hotel Annabella in Balatonfüred we have standardised the furniture in 42 rooms by the main season and a gate with remote control was placed to the car park of the hotel. 

First phase reconstruction works started in Pécs on the Nádor, including outside reconstruction of the old building wing and the underground parking as well as the strengthening of the basis of the neighbouring buildings of the hotel.

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 9 months of 2004 we continued the reconstruction of the hotels to the tune of CZK 92 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 hotel 6 new 4-star hotel rooms and a large whirlpool were added and the hydrotherapy department was upgraded. Also a new lobby entrance and information office were completed.
In Piestany the biggest project of the 2004 January-September period was the reconstruction of the Hotel Balnea Palace as after the total refurbishment of the hotel rooms and the common areas the hotel was upgraded to 4-star level. The refurbishment of the dome and mud pool of the Irma Bath complex was completed. Other major works were carried out in Balnea Esplanade and in Balnea Grand and Splendid. The cost of the reconstruction projects and modernisation works in the first three quarters was SKK 153 million. The operational IT system is being replaced parallel to the reorganisation of the work processes, testing is under process and the set up of connection to the financial system has started.

In Sovata we opened the refurbished conference centre to the public in Hotel Bradet and continued the purchase and replacement of the operating equipment in the 3rd quarter.

Stock Exchange trading, ownership structure

According to 4th October 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 32.70% of the shares. The shares of the employees of the company represent 1.05%, and Danubius continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 8.33% of the equities. 

A total of 2 367 deals were made for 817 826 shares of Danubius Hotels Rt. on 188 trading days to the tune of HUF 2990 million in the first nine months of 2004 producing an average share price of 3656 HUF/share, alongside 3200 HUF/share minimum and 4545 HUF/share maximum price.

The organisation of the company changed during the past quarter as the Court of Registration registered the merger of Hungária Property Rt. into Danubius Hotel Management Rt. 

As  a consequence of the sad death of Dr. Ákos Horvátth, the number of the Supervisory Board members decreased to three.

Post quarter events

Danubius Hotels Rt. fulfilled its legal obligation and converted its 8 285 437 pieces of printed ordinary shares, each with a nominal value of HUF 1000, registered on the BSE into dematerialised ones (new ISIN code: HU0000074067). 

* No extract from the book of shares was made on 30 September 2004, because the turning day of the dematerialisation was very near to this date, and the company required a nomination of shareholders for 4 October 2004.





PAGE  
3

