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Date: 

 Wednesday, 28th April 2004 at  10.00 a.m. *
* in case the Meeting has no quorum, it is held on Wednesday, 28th April 2004 at 10.30 a.m.

Place: 

Grand Hotel Hungaria

(1074 Budapest, Rákóczi út 90.)

First floor ball-room

Items of the Agenda:

1.  To submit and review the 2003 Balance Sheet
· To receive the Board’s report about the 2003 business activities
· To receive the report of the Auditor on the 2003 B/S
· To receive the report of the Supervisory Board on the 2003 operating activities and B/S
2. To pass decision on the 2003 profit allocation
3. To inform the Meeting about the 2004 business target
4. To pass decision about the dematerialisation of the printed shares of the company
5. To establish the new Articles of Association *
6. To appoint the Auditor and approve his/her 2004 remuneration
7. To establish the remuneration of the members of the Board of Directors and the Supervisory Board
* The new Articles must be established because of the modification of the Joint Regulations on Business Associations and the dematerialisation of the shares.  

REPORT OF THE BOARD OF DIRECTORS

2003 – Major Problems for Tourism Worldwide

The performance of world tourism in 2003 was presented as the most negative trend in the history of the industry at a conference of the World Tourism Organisation held in Madrid in January this year.  Since the events of September 11th 2001, the projections for the growth of world tourism have been shattered by terrorist activity, conflicts, particularly of course the Iraq war, economic recession and the spread of the SARS virus and other epidemics.  As a result everyone involved in the hospitality and travel industries has suffered and a series of crisis measures were introduced by airlines, travel agents and hotels.

Europe certainly bore its share of these negative developments and within the performance of Danubius Hotels Rt.,  all the domestic Hungarian hotels were affected, but particularly the city centre properties in Budapest.  These trends compounded the problems already being experienced in Budapest through a continuing and substantial growth in hotel capacity.

Overall, the Danubius Group showed a small growth in revenues because the fallback in Hungary was compensated by revenues from  investments from other countries in the region.  However, this moderate growth could not cover cost increases, driven particularly by the inflationary effects on payroll levels (+ HUF 859 million) with EU accession in sight.

All of these factors resulted in a 2003 operational profit of HUF 2.2 billion which was 78.4% of 2002. The depreciation that went up by 15.1% increased costs by HUF 521 million alone. The HUF 867 million loss of financial transactions modified profit from ordinary activities to HUF 1.3 billion, and this was decreased by HUF 225 million, the value of the fee payment obligations undertaken in connection with the sale of Hotel Eger which is included among extraordinary items. The consolidated profit after tax of the company is HUF 831 million according to the Hungarian Accounting Rules.

Overall, the result is above break even and it has been affected by many factors out with the control of management. 

Prospects for 2004

As we anticipated in the third quarter flash report, the fourth quarter of 2003 saw an improvement in business.  At the WTO meeting, somewhat more optimistic signs were emerging from the USA, Japan and Western Europe but the situation is still fragile.  The German economy remains weak and recovery could be a long process whilst the world is getting accustomed to the new conditions created by international tourism and the other factors referred to above.  It is still uncertain how any pickup in world tourism will continue to develop.

If we can go through a more peaceful and settled time then we can hope for improvement.  However, 2004 has already seen tourist scares causing airline cancellations and delays, more burdens on travellers through enhanced security arrangements. Opening of some further new capacity is also expected in Budapest this year.

In terms of our Hungarian business, after the significant set back in guest nights at national level in the first quarter (-6.5%), the rate gradually decreased (-3.1%, - 2.5%, -1.2% in the next quarters) followed by a fourth quarter increase of room revenues which led to only a 1.4% overall annual decrease by the year-end.

With regard to occupancy, the decrease of 2.9% in the first half was moderated to an overall 0.7% by the year end at Danubius Hotels Rt.  Owing to this improvement in the second half and the deteriorating of the HUF, average rates increased by 4.3% at group level as compared to the prior year.

Tourist Market

The cautious improvement in the Hungarian hotels in the second half did not compensate for the first half-year set back, either in the number of guests or in the number of guest nights.  A special change in guest composition was experienced.  The domestic customer continues to grow in importance and the fight for winning guests with good spending power is ever increasing on the Hungarian tourist market.  The ratio of domestic guest nights went up to 15.2% by the end of 2003 but this was even higher at popular holiday resorts (Hotel Löver in Sopron 70.9%, Hotel Helikon in Keszthely 42.2%, Thermal Hotel Bük 30.9%).  The increase of the ratio of domestic guests did not influence revenues and average spend positively, especially in the field of therapies since the domestic guests choose 2-3 day week-end holiday programmes and take less advantage of medical treatments.

This change in the structure of guests is not only characteristic of Hungary.  Most of the European countries have been taking special care for a couple of years to promote domestic holidays to their own citizens to off-set reduced overseas turnover.  Looking at the guest composition of Danubius, the number of guests arriving from the German speaking territories (with the exception of Switzerland) has shown a decreasing trend.  The number of overseas (USA, Canada, Japan) guest nights, which dramatically fell back after September 2001, are still down but by a lesser amount.  A national publicity campaign was launched trying to turn this trend around.  However, the results will only be seen by the end of 2004.  In line with the government agreements drawn up with China, we were able to welcome the very first Chinese guests in our Budapest hotels.  Their share is not yet 1% but we must bear in mind that the official tourist turnover started only in the second-half of January 2004.  The missing overseas and West European guest nights were primarily compensated for by tourism from the surrounding  countries although, as a result of previous efforts made in France and Sweden, satisfactory growth was recorded from these territories.

The guest groups in our Czech and Slovakian hotels were less influenced by the consequence of the world political events mentioned earlier.  Due to their guest composition, occupancy and revenues were adversely affected by the weakening of the German economy and of course the attempt of the German government to motivate own citizens for domestic holidaymaking.

Although German guests are spending less time in fewer numbers at the Marienbad hotels, their share in revenues did not decrease in spite of the fact that their 53.5% share in total guest nights was 3.6% lower compared to the previous year.  A growth in the proportion of local guests in our Czech hotels (from 31.9%) was also experienced.  Russian guests showed the third largest increase of 1%.

The number of guest nights in our Slovakian hotels did not change much.  The 0.3% net drop is worth mentioning only because the majority of the decrease was from the German guest group, which was mostly compensated by spa guests arriving from the Czech Republic.  Approximately 40% of the guest nights was spent by guests referred to the spa by the Slovakian social security, followed by German guests with a 36.6% share.  Czech guests increased by 9.4%, the Austrians by 3.1% but some Arab countries reduced guest nights due to international problems.

Hotel Sovata started operating gradually in the course of 2003 and Hungarian and Romanian guests already show keen interest for the services of the hotel making up 90% of the guests.  Since the summer opening of the spa section it has been in the process of being introduced to the market through significant marketing activities to win spa guests. The hotel was awared Hotel of the Year in 2003 in Romania.

Consolidated Balance Sheet

· 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.

· In 2003 the entire year results of both SLKP and Salina Invest Rt. are included in the value of own capital.

No other network change distorts comparability.

The value of assets went up by the value of the activated investments of Hotel Sovata and other domestic and foreign hotels, while liabilities follow the movements of the loans. The total assets of the company practically remained unchanged compared to 31 December 2002 (HUF –55 million) and its value surpasses HUF 72 billion. 

Invested assets increased by 1%, the majority of which is in connection with the value of activated properties.

The value of total working assets decreased by HUF 355 million. The HUF 365 million moderation of working assets is the result of HUF 287 million decrease of tax overpayment among other working assets, and the HUF 86 million decrease of working assets deriving from deliveries and services. The exchange loss suffered on the compulsory yearly sale and repurchase of own shares was HUF 412 million which was compensated by the HUF 364 million increase of bank deposits.

Among liabilities own capital went up by the B/S profit of the previous year and HUF 644 million subsidiary profits.

The decrease of HUF 114 million in the provisions is due to the disputed rental fee increase of the 5th district properties. According to the agreement drawn up with the local government the company returns the properties as a result of which the local government does not claim the increased rental fees therefore the provisions created for this were withdrawn in 2003.

While long term loans of the company remained at previous year’s level, the short term ones went up by HUF 1 billion in line with 2004 repayments.

Consolidated loans as of 31 December 2003: EUR 72.7 million, USD 6.6 million and ROL 90 billion. 

We have indicated accumulated exchange gain accounted on foreign exchange loans among accruals of previous years, which as a result of exchange rate changes went down this year by HUF 1.45 billion.

Consolidated Profit and Loss Statement

Our company achieved a revenue of HUF 38 billion in 2003 as opposed to HUF 35.2 billion in the previous year. The Slovakian company - as a result of its all year consolidation -   contributed to the 8.1% revenue increase by HUF 7.7 billion compared to the HUF 4.3 billion of the previous period (seven months). The Hungarian companies performed 68.4% of the group level revenues, the Slovakian companies 17.7%, the Czech firms 13.1% and the Romanian units 0.8%. 

46.7% of the revenues came from room sales, 30.1% from food and beverage, 16.2% from spa at group level.

HUF thousand

	Items
	Net sales revenue

2003
	Compared to prior year

	
	38 048 149
	+ 2 838 465

	
	Items of decreasing effect
	Items of increasing effect
	

	Other revenues and cap. value of own production
	
	450 365
	- 383 173

	Revenue from financial transactions
	
	1 548 360
	- 255 098

	Extraordinary revenues
	
	6 096
	- 247 110

	Matrial type expenditures and payroll and rel. cost
	31 120 184
	
	- 2 574 239

	Depreciation
	3 958 338
	
	- 520 513

	Other expenditures
	1 266 223
	
	+ 45 527

	Expenditures of financial transactions
	2 415 389
	
	- 845 606

	Extraordinary expenditures 
	231 560
	
	+ 123 896

	Total
	38 991 694
	2 004 821
	- 4 656 316

	Profit before income tax and minority interests
	1 061 276
	- 1 817 851


The HUF 383 million decrease of other revenues is the result of one-off items included in the previous year P/L statement, such as the sale of HUF 200 million fixed assets of Hotel Eger and the termination of provisions.

The changes of costs exceeding revenue increase reflect the inflation surpassing increase of raw material prices and public utility fees. The majority of the significant increase in administrative and general costs was caused by the five months consolidation cost surplus of SLKP. Costs benefited by the settlement of rental disputes in connection with 5th discrict properties and certain receipts from the insurance claim concerning the Gellért flood in 2002. The HUF 2.6 billion total personnel and material type expenditure increase was covered by the HUF 2.8 billion revenue surplus but the significant growth of depreciation decreased operating profit by HUF 594 million. 

The HUF 521 million increase in depreciation is primarily due to the asset value increased as a result of investments in the Slovakian and Romanian hotels, the different consolidation period of the Slovakian hotels and the one-time write-offs of the Romanian small value fixed assets. 

Comparison of the revenues of financial transaction is distorted by HUF 653 million, which is the exchange gain won from the sale of Eger Szálloda Kft. in 2002. In the balance of other financial revenues and expenditures the exchange loss on own shares represents HUF 412 million and due to the exchange rate accounting technics (gross) of the foreign subsidiaries exchange rate changes also have an effect.

The HUF 1061 thousand profit before tax is burdened by 21.7% (HUF 230 million) tax payment obligation owing to a far higher corporate tax rate of the foreign subsidiaries.

Revenues of the Hungarian hotels show 2.2% lessening as a result of occupancy going down by 1.3% and alongside the same average rates as last year, which is a slight improvement as opposed to last year’s (2002/2001) 5.8% decrease.

It seems expedient to valuate the profitability figures of the subsidiaries in the national currencies owing to the distorting effect of the exchange rate changes.

Although the occupancy figures of the Czech hotels moderated by 2.4% (76.5%) total revenues went up by 5% through a notable 23% improvement of the average rates (calculated in CZK).

The 2.7% revenue decrease of the Slovakian hotels calculated in SKK is the consequence of the 3.8% (75.6%) occupancy increase (calculated for the entire year at base level) and the 8.3% decrease of average rates.

Wage and head count management

We have carried out wage management and streamlined head count thoughtfully and endeavoured to increase efficiency and work with an optimal head count adjusted to the turnover. We have realised 5.8% cut on head count alongside 2.3% increase of wages at group level. A part of the reduced work force was replaced by outsourcing from professional companies. The modification of employee contracts enabled us to move staff from one hotel to another.

We have organised more than 60 further education and development training courses for our employees with the aim of creating value at our company, best internal practices and outside experience. Around one thousand students from industrial trade and vocational schools as well as one hundred high school students spent their practical training course in our hotels.  

Reconstruction and developments

The ongoing recession of the tourism industry largely determined our development and investment activities enabling us to carry out exclusively the most necessary works and reconstructions. This comprised mainly maintenance and development works ensuring the smooth operation of the hotels including mandatory works. 

In 2003 development expenditures totalled HUF 1.5 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. The entire water supply system was changed in the tower building. 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 furniture, new floor covering and a new meeting room for guests was added. Seventy-three bathrooms were also refurbished.  

· the completion of the entire refurbishment of the brasserie of Hotel Gellért that suffered water damages earlier was of vital importance, producing one of the most popular brasserie restaurants opened to the public before the Christmas holidays,

· the refurbishment of the mud section of the therapy department in Thermal Hotel Aqua was completed by the beginning of the year as the first phase of the reconstruction of the most used therapy department,

· 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 first phase of the front face lift of Hotel Marina is ready, currently cooling chamber developments are in process in line with new HACCP stipulations, 

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

· Hotel Lővér in Sopron has a 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,

· the elevator renewal programme was set forth in several hotels in line with requirements set by the supervisory authorities

3./  A new computer programme package supporting maintenance work was developed and installed in all units of our hotel company by the end of the year providing up to date central supervision over cost sensitive fields of decisive importance such as energy use and technical operations and maintenance.

Technical preparations are in process for outstanding developments of the near future as well.

· The renewal of the dilapidated facade and roof structure of the building will soon be started as the first phase of the reconstruction of Hotel Nádor in Pécs together with execution works of the under surface parking area connecting to the earlier built public road access.

· We have invited a tender for a reconstruction of the historical wing of Hotel Astoria and in February we start the main building service system and simultaneously the air conditioning of 33 rooms on the Magyar street side.

· In order to be able to find a solution to meet the pressing guest requirements for air conditioning, it will be introduced to Hévíz Thermal, Bük, Sárvár, Palatinus, Pátria and Stadion. 

According to preliminary results, at the company Lecebné Lázné, in Marienbad the total costs of reconstruction and repairs reached CZK 91.5 million (HUF 729 million) in 2003.

Main works done:

· Full refurbishment of the basement and 1st floor of the Hotel Pacific, including new kitchen and 9 new rooms of 4-star category. Working out a master plan for the realization of the 2nd and 3rd reconstruction stages of the hotel.

· At the Nové Lázné reconstruction, extension and modernization of service areas in the hotel, including new Vienna Coffee Shop with summer terrace and new air-conditioning, kitchen and equipment was completed. A new mineral water drinking facility was built in the basement. A new health department for doctors and guests in the basement was executed. Two lifts in the hotel were modernized. Refurbishment of 6 new luxury rooms (of which 3 apartments) is under way, starting on 1st December 2003.

· Following works were made compulsory by the local Construction Office: securing and maintaining the landmark buildings Kavkaz (Edward) and Snezka, repairing and painting steel construction and repairing roof insulations of the main Colonnade.

· New boring for mineral water (New Forest Spring).

The main reconstruction works in Piestany in 2003 were the following: refurbishment of the kitchen in the Pro Patria and rooms on two floors in Balnea Esplanade, the renewal of the transformer stations in Balnearehabilitation Centre II. as well as the replacement of two lifts in Spa Hotel Balnea Grand were completed, works on the golf course were also finished and the boiler house in Hotel Zahorie in Smrdaky was renewed. The refurbishment of the cupola in Irma bath was launched, and the reconstruction of Thermia Palace and the pools and traction bath in Balnearehabilitation Centre II. is  in the phase of preparation. The planning of the general reconstruction of the Island’s heating system was started. Together with the long-term development plan of the information technology system the company has spent SKK 83.6 million (HUF 511 million) on reconstructions completed during the year 2003. 

In Sovata we have refurbished in several phases and opened to the public all rooms and common areas in Hotel Sovata in the first quarter of 2003 and the reconstruction of the spa section was completed by the end of July. We have spent USD 6 million on these works and in connection with the extensive reconstruction of the hotel the integrated information technology system supporting the front office restaurant and spa activities was also introduced. (Through this we have lived up to our contractual capital increasing obligations in 2003).

The lessee of the Bradet left the hotel making it possible for us to take it into possession and start repair, renewal and painting works already in the fourth quarter, which we plan to complete before the spring opening in 2004. 

Stock Exchange trading, ownership structure 

According to 31 December 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%). Further 29.16% of the shares is owned by foreign financial investors among whom Citibank as safe custody manager nominated 20.42% shares. 

The share of the employees of the company is 1.15%, and the company continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 11.77% of shares.

A total of 4256 deals were made for 1 356 439 shares of Danubius Hotels Rt. on 250 trading days to the tune of HUF 4340 million in 2003 producing an average share price of 3199 HUF /share. The closing price in 2003 was HUF 3305.

The organisation of the company has not changed during 2003, and changes in the rows of leading office bearers were published with the AGM resolutions.

BALANCE SHEET 2003 (not consolidated)
Hungarian Accounting Standards

ASSETS
LIABILITIES
HUF 000

	Title
	2003
	2003
	Title

	
	1 January
	31 Dec.
	1 January
	31 Dec.
	

	Invested assets
	39 501 054
	39 241 399
	33 771 436
	32 708 642
	Own capital

	Intangible assets
	263 461
	245 371
	8 285 437
	8 285 437
	Subscribed capital

	Cap.value of transformation
	 
	 
	374 523
	374 523
	From this: repurchased share

	Cap.value of exper., developm.
	 
	 
	 
	 
	Not yet paid subscrib. capital

	Intangible assets
	45
	22
	7 138 139
	7 138 139
	Capital reserve

	Intellectual products
	163 283
	184 932
	15 039 629
	17 186 840
	Profit reserve

	Goodwill
	 
	 
	1 642 996
	1 161 021
	Tied-up reserve

	Advance payment for intang.a.
	100 133
	60 417
	 
	 
	Revaluation reserve

	Revaluation of intang.assets
	 
	 
	1 665 235
	-1 062 795
	Profit per balance sheet

	Tangible assets
	7 447 124
	7 262 034
	0
	0
	Provisions

	Real estates and rel. intang.ass
	7 373 600
	7 194 607
	 
	 
	Provision for possible liability.

	Techn. equipments, machines
	38 516
	23 799
	 
	 
	Provision for possible losses

	Other equipments, accessoire
	33 171
	25 929
	 
	 
	Other provisions

	Breeding stock
	 
	 
	10 829 406
	12 367 368
	Liabilities

	Capital projects
	1 837
	17 699
	0
	0
	Subordinated liabilites

	Advance payments for projects
	 
	 
	 
	 
	Subord. liab.to daughter co

	Revaluation of tangible assets
	 
	 
	 
	 
	Subord. liab.to other investm.

	Financial investments
	31 790 469
	31 733 994
	 
	 
	Other subordinated liabitities

	Shares in daughter co-s
	30 877 056
	30 999 510
	8 900 995
	9 633 837
	Long term liabilities

	Loans to daughter co-s
	896 170
	717 919
	18 000
	9 000
	Long term loans

	Other investments
	15 218
	15 218
	 
	 
	Convertible bonds

	Loans given to other investm.
	 
	 
	 
	 
	Liability from bond issue

	Other long term loans
	2 025
	1 347
	4 219 983
	3 364 189
	Project loans

	Long term securities
	 
	 
	4 663 012
	6 260 648
	Other long term loans

	Revaluation of financ. investm.
	 
	 
	 
	 
	Long t. liab. to daughter co-s

	Working assets
	6 286 811
	5 946 765
	 
	 
	Long t. liab. to other investm.

	Stocks
	114
	1685
	 
	 
	Other long term liabilities

	Raw materials
	 
	 
	1 928 411
	2 733 531
	Short term liabilities

	Intermed. & semi-finished prod
	 
	 
	15 667
	9 000
	Short term credits

	Livestocks
	 
	 
	 
	 
	From this: convertible bonds

	Finished goods
	 
	 
	1 715 222
	2 573 823
	Short term loans

	Goods
	114
	1685
	 
	5 967
	Advance paym. from debtors

	Advance payments for stocks
	 
	 
	20 352
	70 547
	Creditors

	Receivables
	3 484 891
	2 547 196
	 
	 
	Bills of exchange

	Debtors
	1 432
	9 427
	12 162
	6 785
	Short t. liab. to daughter co-s

	Amounts owned by daugh.co-s
	3 443 030
	2 461 968
	 
	 
	Short t liab. to other investm.

	Amounts owned by other inv.
	12 848
	12 848
	165 008
	67 409
	Other short term liabilities

	Bills of exchange
	 
	 
	1 218 380
	148 537
	Accruals

	Other receivables
	27 581
	62 953
	 
	 
	Accrual of revenues

	Securities
	1 572 996
	1 161 021
	168 068
	146 919
	Accrual of costs and expend.

	Shares in daughter co-s
	 
	 
	1 050 312
	1 618
	Deferred revenues

	Other investments
	 
	 
	 
	 
	

	Treasury shares
	1 572 996
	1 161 021
	 
	 
	

	Short term securities
	 
	 
	 
	 
	

	Total cash and bank
	1 228 810
	2 236 863
	 
	 
	

	Cash at hand
	49
	946
	 
	 
	

	Bank deposits
	1 228 761
	2 235 917
	 
	 
	

	Accruals
	31 357
	36 383
	 
	 
	

	Accruals of revenues
	2 765
	5 711
	 
	 
	

	Accruals of costs and expend.
	28 592
	30 672
	 
	 
	

	Deferred expenditures
	 
	 
	 
	 
	

	
	 
	 
	 
	 
	

	TOTAL ASSETS
	45 819 222
	45 224 547
	45 819 222
	45 224 547
	TOTAL LIABILITIES


PROFIT AND LOSS STATEMENT  2003  (not consolidated)
Hungarian Accounting Standards

HUF 000

	
	
	Distribution in revenue

%

	
	2002
	2003
	index
	2002
	2003

	Net domestic sales revenue
	3 166 874
	1 869 826
	59.0%
	100%
	100%

	Cap.value of own performance
	
	 
	 
	 
	 

	Other income
	36 483
	31 254
	85.7%
	1.2%
	1.7%

	    From this:rewritten loss of value
	
	 
	 
	 
	 

	Raw material costs
	27 023
	32 833
	121.5%
	0.9%
	1.8%

	Value of services used
	967 403
	859 467
	88.8%
	30.5%
	46.0%

	Value of other services
	33 359
	26 187
	78.5%
	1.1%
	1.4%

	Purchase price of goods sold
	
	 
	 
	 
	 

	Value of services sold
	90 870
	129 621
	142.6%
	2.9%
	6.9%

	Material-type expenditures
	1 118 655
	1 048 108
	93.7%
	35.3%
	56.1%

	Salaries and wages
	682 728
	676 304
	99.1%
	21.6%
	36.2%

	Other payments for personnel
	114 616
	129 029
	112.6%
	3.6%
	6.9%

	Contribution to salaries and wages
	250 407
	253 208
	101.1%
	7.9%
	13.5%

	Total payroll and related costs
	1 047 751
	1 058 541
	101.0%
	33.1%
	56.6%

	Depreciation
	429 576
	430 745
	100.3%
	13.6%
	23.0%

	Other expenditures
	154 439
	101 985
	66.0%
	4.9%
	5.5%

	    From this: loss of value
	8 434
	 
	 
	0.3%
	 

	Operating profit
	452 936
	-738 299
	 
	14.3%
	 

	Dividend and profit sharing receiv.
	1 408 416
	5 493
	0.4%
	44.5%
	0.3%

	    From this: mother - daughter
	1 408 285
	5 493
	0.4%
	44.5%
	0.3%

	Exchange gain on sale of shares
	
	 
	 
	 
	 

	    From this: mother - daughter
	
	 
	 
	 
	 

	Interest, exch.gain of inv.fin.assets
	
	 
	 
	 
	 

	    From this: mother - daughter
	
	 
	 
	 
	 

	Other interests received
	69 161
	194 168
	280.7%
	2.2%
	10.4%

	    From this: mother - daughter
	13 626
	141 758
	 
	0.4%
	7.6%

	Other financial income
	214 688
	275 499
	128.3%
	6.8%
	14.7%

	Financial income
	1 692 265
	475 160
	28.1%
	53.4%
	25.4%

	Exchange loss of inv.financial asset
	
	 
	 
	 
	 

	    From this: mother - daughter
	
	 
	 
	 
	 

	Interests payable
	377 606
	347 191
	91.9%
	11.9%
	18.6%

	    From this: mother - daughter
	5 262
	 
	 
	0.2%
	 

	Loss of value of share,sec., deposit
	 
	 
	 
	 
	 

	Other financial expenditures
	2 667
	418 602
	 
	0.1%
	22.4%

	Financial expenditures
	380 273
	765 793
	201.4%
	12.0%
	41.0%

	Financial profit or loss
	1 311 992
	-290 633
	 
	41.4%
	 

	
	 
	 
	 
	 
	 

	Profit from ordinary activities
	1 764 928
	-1 028 932
	 
	55.7%
	 

	Extraordinary income
	384
	74
	19.3%
	 
	 

	Extraordinary losses
	56 812
	33 937
	59.7%
	1.8%
	1.8%

	Extraordinary profit or loss
	-56 428
	-33 863
	 
	-1.8%
	 

	Profit before tax
	1 708 500
	-1 062 795
	 
	53.9%
	 

	Taxes payable
	43 265
	 
	 
	1.4%
	 

	Profit after tax
	1 665 235
	-1 062 795
	 
	52.6%
	 


CONSOLIDATED BALANCE SHEET OF Danubius Hotels Rt. 2003
 Hungarian Accounting Standards

ASSETS
LIABILITIES
HUF 000

	Title
	2003
	2003
	Title

	
	1 January
	31 Dec.
	1 January
	31 Dec.
	

	Invested assets
	62 704 434
	63 022 418
	40 228 539
	41 055 508
	Own capital

	Intangible assets
	548 734
	486 151
	8 285 437
	8 285 437
	Subscribed capital

	Cap.value of transformation
	 
	 
	374 523
	374 523
	From this: repurchased share

	Cap.value of exper., developm.
	 
	 
	 
	 
	Not yet paid subscrib. capital

	Intangible assets
	40 156
	21 530
	7 138 139
	7 138 139
	Capital reserve

	Intellectual products
	408 212
	403 971
	15 039 629
	17 186 840
	Profit reserve

	Goodwill
	 
	 
	1 642 996
	1 161 021
	Tied-up reserve

	Advance payment for intang.a.
	100 366
	60 650
	 
	 
	Revaluation reserve

	Revaluation of intang.assets
	 
	 
	2 309 638
	951 236
	Profit per balance sheet

	Tangible assets
	61 859 788
	62 200 190
	3 343 185
	4 067 557
	Change in subsidiar.own cap.

	Real estates and rel. intang.ass
	55 914 364
	57 117 954
	2 469 515
	2 265 278
	Profit sharing of externalities

	Techn. equipments, machines
	3 799 922
	3 241 973
	856 009
	741 769
	Provisions

	Other equipments, accessories
	978 953
	805 788
	850 318
	741 769
	Provision for possible liab.

	Breeding stock
	 
	 
	 
	 
	Provision for possible losses

	Capital projects
	1 164 734
	1 019 774
	5 691
	 
	Other provisions

	Advance payments for projects
	1 815
	14 701
	28 962 904
	30 008 655
	Kötelezettségek

	Revaluation of tangible assets
	 
	 
	0
	0
	Subordinated liabilites

	Financial investments
	295 912
	336 077
	 
	 
	Subord. liab.to daughter co-s

	Shares in daughter co-s
	251 603
	220 671
	 
	 
	Subord. liab.to other inv.

	Loans to daughter co-s
	 
	 
	 
	 
	Other subordinated liabitities

	Other investments
	15 550
	15 550
	 
	 
	Capital consol.diff. fr. subsid.

	Loans given to other investm.
	 
	 
	21 290 814
	21 362 895
	Long term liabilities

	Other long term loans
	28 759
	99 856
	18 000
	9 000
	Long term loans

	Long term securities
	 
	 
	 
	 
	Convertible bonds

	Revaluation of financ. Investm.
	 
	 
	 
	 
	Liability from bond issue

	Working assets
	8 946 421
	8 591 600
	4 219 983
	3 906 444
	Project loans

	Stocks
	526 892
	566 818
	11 525 261
	11 913 827
	Other long term loans

	Raw materials
	462 235
	508 641
	 
	 
	Long t. liab. to daughter co-s

	Intermed. & semi-finished prod.
	 
	 
	 
	 
	Long t. liab. to other inv.

	Livestock
	60
	 
	4 070
	10 124
	Other long term liabilities

	Finished goods
	 
	 
	5 523 500
	5 523 500
	Capital consol.diff. fr. subsid.

	Goods
	64 597
	57 482
	7 672 090
	8 645 760
	Short term liabilities

	Advance payments for stocks
	 
	695
	15 667
	9 000
	Short term credits

	Receivables
	2 869 980
	2 504 831
	 
	 
	From this: convertible bonds

	Debtors
	1 681 929
	1 596 396
	4 425 464
	5 028 311
	Short term loans

	Amounts owned by daugh. co-s
	54 502
	61 924
	164 774
	216 736
	Advance paym. from debtors

	Amounts owned by other inv.
	12 848
	12 848
	1 576 691
	1 556 658
	Creditors

	Bills of exchange
	 
	 
	 
	 
	Bills of exchange

	Other receivables
	1 120 701
	833 663
	286
	145
	Short t. liab. to daughter co-s

	Securities
	1 602 077
	1 255 401
	 
	 
	Short t. liab. to other inv.

	Shares in daughter co-s
	 
	 
	1 489 208
	1 834 910
	Other short term liabilities

	Other investments
	 
	 
	2 304 557
	491 196
	Accruals

	Treasury shares
	1 572 996
	1 214 223
	206 712
	141 971
	Accrual of revenues

	Short term securities
	29 081
	41 178
	648 672
	342 230
	Accrual of costs and expend.

	Total cash and bank
	3 947 472
	4 264 550
	1 449 173
	6 995
	Deferred revenues

	Cash at hand
	187 950
	141 160
	 
	 
	

	Bank deposits
	3 759 522
	4 123 390
	 
	 
	

	Accruals
	701 154
	683 110
	 
	 
	

	Accrual of revenues
	449 615
	420 839
	 
	 
	

	Accrual of costs and expend.
	251 539
	262 271
	 
	 
	

	Deferred expenditures
	 
	 
	 
	 
	

	
	 
	 
	 
	 
	

	TOTAL ASSETS
	72 352 009
	72 297 128
	72 352 009
	72 297 128
	TOTAL LIABILITIES


CONSOLIDATED PROFIT AND LOSS STATEMENT

OF Danubius Hotels Rt. 2003
 Hungarian Accounting Standards


HUF 000

	
	
	Distribution in 

revenue

%

	
	2002
	2003
	index
	2002
	2003

	Net domestic sales revenue
	35 209 684
	38 048 149
	108.1%
	100%
	100%

	Cap.value of own performance
	165
	9
	5.5%
	 
	 

	Other income
	833 373
	450 356
	54.0%
	2.4%
	1.2%

	    From this:rewritten loss of value
	21 375
	12 134
	56.8%
	0.1%
	 

	Raw material costs
	6 005 049
	7 018 039
	116.9%
	17.1%
	18.4%

	Value of services used
	7 293 857
	8 447 099
	115.8%
	20.7%
	22.2%

	Value of other services
	993 590
	924 266
	93.0%
	2.8%
	2.4%

	Purchase price of goods sold
	117 202
	218 282
	186.2%
	0.3%
	0.6%

	Value of services sold
	1 204 005
	592 375
	49.2%
	3.4%
	1.6%

	Material-type expenditures
	15 613 703
	17 200 061
	110.2%
	44.3%
	45.2%

	Salaries and wages
	8 755 921
	9 614 766
	109.8%
	24.9%
	25.3%

	Other payments for personnel
	932 920
	885 636
	94.9%
	2.6%
	2.3%

	Contribution to salaries and wages
	3 243 401
	3 419 721
	105.4%
	9.2%
	9.0%

	Total payroll and related costs
	12 932 242
	13 920 123
	107.6%
	36.7%
	36.6%

	Depreciation
	3 437 825
	3 958 338
	115.1%
	9.8%
	10.4%

	Other expenditures
	1 311 750
	1 266 223
	96.5%
	3.7%
	3.3%

	    From this: loss of value
	27 876
	21 518
	77.2%
	0.1%
	0.1%

	Operating profit
	2 747 702
	2 153 769
	78.4%
	7.8%
	5.7%

	Dividend and profit sharing receiv.
	2 131
	6 813
	319.7%
	 
	 

	Exchange gain on sale of shares
	652 732
	 
	 
	1.9%
	 

	    From this: mother - daughter
	 
	 
	 
	 
	 

	Interest, exch.gain of inv.fin.assets
	34 371
	 
	 
	0.1%
	 

	    From this: mother - daughter
	 
	 
	 
	 
	 

	Other interests received
	147 831
	106 541
	72.1%
	0.4%
	0.3%

	    From this: mother - daughter
	5 625
	 
	 
	 
	 

	Other financial income
	966 393
	1 435 006
	148.5%
	2.7%
	3.8%

	Financial income
	1 803 458
	1 548 360
	85.9%
	5.1%
	4.1%

	Exchange loss of inv.financial asset
	3 261
	 
	 
	 
	 

	    From this: mother - daughter
	 
	 
	 
	 
	 

	Interests payable
	785 631
	763 968
	97.2%
	2.2%
	2.0%

	    From this: mother - daughter
	302
	 
	 
	 
	 

	Loss of value of share,sec., deposit
	 
	 
	 
	 
	 

	Other financial expenditures
	780 891
	1 651 421
	211.5%
	2.2%
	4.3%

	Financial expenditures
	1 569 783
	2 415 389
	153.9%
	4.5%
	6.3%

	Financial profit or loss
	233 675
	-867 029
	 
	0.7%
	 

	
	 
	 
	 
	 
	 

	Profit from ordinary activities
	2 981 377
	1 286 740
	43.2%
	8.5%
	3.4%

	Extraordinary income
	253 206
	6 096
	2.4%
	0.7%
	 

	Extraordinary losses
	355 456
	231 560
	65.1%
	1.0%
	0.6%

	Extraordinary profit or loss
	-102 250
	-225 464
	 
	 
	 

	Profit before tax
	2 879 127
	1 061 276
	36.9%
	8.2%
	2.8%

	Taxes payable
	583 145
	230 070
	39.5%
	1.7%
	0.6%

	Profit after tax
	2 295 982
	831 206
	36.2%
	6.5%
	2.2%


RECONCILIATION

OF THE PROFIT ACCORDING TO THE HUNGARIAN ACCOUNTING STANDARDS

TO THE PROFIT ACCORDING TO THE iNTERNATIONAL ACCOUNTING STANDARDS

in million HUF

	 
	Changes in income

	
	+
	-

	Profit after tax according to the HAS 
	831
	

	Exchange loss on loans
	
	1 450

	Difference in negative goodwill depreciation
	244
	

	Difference in positive goodwill depreciation
	
	192

	Exchange difference of foreign subsidiaries’ revaluation
	144
	

	Deferred tax
	744
	

	Other minor items
	26
	

	Profit for the year according to the IFRS
	347
	


PROFIT ALLOCATION 2003

The Board of Directors of Danubius Hotels Rt. decided not to propose the payment of dividends to the General Meeting owing to the significantly decreased profit after tax in 2003 due to extraordinary circumstances drafted in the report of the Board of Directors.

DECISION ABOUT THE DEMATERIALISATION OF THE PRINTED SHARES OF THE COMPANY

Decision of the Board of Directors of Danubius Hotels Rt. about the dematerialisation of the printed shares of the company:

The Board of Directors meeting of Danubius Hotels Rt. held on 19 December 2003 by its resolution pursuant to Act CXLIV of 1997 on Business Associations and Act CXX of 2001 on the Capital Market decided to transform the 8.285.437 pieces of registered shares each with nominal value HUF 1000 issued by Danubius Hotels Rt. traded at the Budapest Stock Exchange into dematerialised shares as follows:

1. The shareholders shall make a decision about the transformation of shares at the next AGM of the company to be held on 28 April 2004.

2. The announcements about turning in the shares shall appear on 28 May 2004 (AGM + 30 days) in the determined papers: Cégközlöny  (Company Gazette) and the Magyar Tőkepiac (Hungarian Capital Market) and home pages of Danubius and the Budapest Stock Exchange. 

3. The commencement of the conversion (the starting day of turning in the shares) 1 June 2004, the closing day: 1 October 2004.

4. Issuing and signature of the dematerialised security: 4 October 2004, date of depositing with the central depository: 4 October 2004.

5. Opening of central securities account on 4 October 2004 for Danubius Hotels Rt. to register the dematerialised shares that shall be issued to replace the printed shares not turned in for conversion. 

6. Annulment of the converted securities on 4 October 2004.

7. Listing the serial numbers of the securities not turned in for conversion on 4 October 2004.

8. The sale of securities not turned in for conversion through a brokerage firm till 4 April 2005.

9. Opening deposit account at credit institution on 5 April 2004 where issuer keeps the counter-value of sold shares until contacted by owner.

10. In the event of abortive sale reducing the capital at next year’s AGM (April 2005).

11. Withdrawn printed shares shall be annulled after 4 April 2005

Establishment of the new articles of association

The new Articles must be established because of the modification of the Joint Regulations on Business Associations and the dematerialisation of the shares

ARTICLES OF ASSOCIATION

The text of the Statutes of Association of Danubius Szálloda és Gyógyüdülő Rt (hereinafter: the Company) adopted by the General Assembly of 28 April 2004.

I. Firm name, seat, type of operation of the company 

1.1. Firm name of the company:

Firm name of the company in Hungarian: 
Danubius Szálloda és Gyógyüdülõ Rt.

Firm name of the company in English:     
Danubius Hotel and Spa Rt.

Firm name of the company in German:    
Danubius Hotel und Kurbad Rt.

Abbreviated name of the company:          
Danubius Hotels Rt.

1.2. Registered seat of the company:

1051 Budapest, Szent István tér 11.

1.3. Registered locations of the company:

Danubius Travels

1052 Budapest, Szervita tér 8.

1.4. Based on Paragraph (3) of Section 177 of the GT the company operates as a public company.

II. Duration of the company, scope of activities

2.1. The company was established for an indefinite period of time. The company was founded as the general legal successor of Danubius Szálloda és Gyógyüdülõ Vállalat on 31 July 1991.

2.2. According to the object clause in effect from 1 January 2003 the scope of activities of the company is:

5510’03 Hotel services (main activity)

5523’03 Providing other commercial accommodation

5530’03 Restaurant and confectionery catering

5540’03 Other public sales catering

5551’03 Operating staff canteen

6330’03 Organisation of travels

6713’03 Other financial services not classified otherwise

7020’03 Property rent, management

7210’03 Hardware advising

7230’03 Data processing

7260’03 Other activities related to information technology

7412’03 Other accounting activities

7414’03 Management consulting

7487'03 Other economic services not classified otherwise 
8512’03 Out-patient service

8514’03 Other human medical services

9261’03 Operating of sports grounds, stadions

9262’03 Other sports activities

9272’03 Other free-time activities not classified otherwise

III. Registered Capital of the Company, Shares

3.1. The registered capital of the company is HUF 8,285,437,000 (in letters: HUF eight billion two hundred and eighty five million - four hundred and thirty seven thousand) which consist of 8,285,437 pieces of registered, dematerialised ordinary shares with the identical face value of HUF 1,000 embodying identical rights. The share capital of the company is exclusively made up of cash contributions, which was entirely placed at the disposal of the company.  

3.2. The shares are securities embodying membership rights. Shares of the company may exclusively be produced as dematerialised shares.  

3.3. A document not qualified as security will be issued in one copy pursuant to the regulations of the CXX of 2001 (hereafter as Tpt.) for the production of a dematerialised security containing:

a/ all items of content of the shares set in the legal regulations with the exception of the name of the owner,

b/ the decision about the issue,

c/ the total face value of the entire series issued,

d/ the number and face value of issued securities,

e/ the signatures of two members of the Board of Directors of the company.

3.4. The company places the document issued based on item 3.2. in the Central Clearing House and simultaneously commissions the Clearing House to produce the security. Following have to be indicated on the dematerialised shares:

- the name and registered seat of the company,

- the series, type and nominal value of the share,

- the rights attached to the category of shares or class of shares in question as 

  defined in the Statutes, 

- the date of issue, the amount of the registered capital and the number of  shares  

   issued 

- the signature of two members of the board of directors, who officially signed the document issued for the production of the dematerialised share, 
- the code of the security,

- in the case of restriction on the transfer of the shares or making the same subject 

  to the consent of the company limited by shares, the content of such restriction or 

  the company’s right of consent.

IV. Register of Shareholders

4.1. The board of directors shall keep a register of the shareholders holding registered shares or their proxies in which the following shall be recorded: the name (company), and domicile (registered seat) of the shareholder or its proxy or the joint representative in case of jointly owned shares, the number of shares based on the types of shares and each series of shares, (the degree of its ownership share) as well as any other data set forth by law or deed of foundation (statutes) of the company.

The board of directors may assign a clearing-house, agency or financial institution with keeping the register of shareholders. The fact of assigning has to be published in the announcement papers of the company and the Company Gazette.

4.2. When the acquisition of shares in the company is subject to approval by the authorities, the proxy must be recorded in the share register exclusively together with the shareholder or with the owner (ultimate beneficiary) of secondary securities issued on the shares of the company. 

4.3. Parties may not be entered into the register of shareholders who have stipulated to this effect on the basis of the statutory provisions on securities, or who have acquired their shares in violation of the regulations on the transfer of shares set forth by law or the deed of foundation.

4.4. Registration into the register of shareholders shall not be denied – with exceptions set forth in item 4.3. –if the share transfer took place in line with the regulations of the law.

4.5. If the shareholder wishes to exercise his/her shareholder rights personally, the security account keeper issues an ownership certificate about the dematerialised share.

V. Rights and obligations of the shareholder, the transfer of the shares

5.1. In line with the conditions set forth in the Gt., the Tpt. and the present Articles shareholders shall be

5.1.1. entitled to 

a/ participate at the general meeting, to require information, to make observations and motions and to vote in possession of the share with voting right (ownership certificate). 

b/ exercise any other rights in possession of the ownership certificate issued by the security account keeper valid for no more than 30 days,

c/ receive a share from the company’s taxed profit established in accordance with the Accounting Act that has been ordered for distribution by the general meeting and from the taxed profit supplemented by available profit reserves in the percentage consistent to the face value of their shares (dividend),

d/ transfer their shares,

e/ receive a share in proportion to the face value of their shares from the assets remaining after the satisfaction of creditors in the event of termination of the company without legal successor, unless otherwise provided by law, 

f/ exercise minority rights for shareholders representing at least one tenth of the votes.

5.1.2. obligated to

a/ pay the entire face value of their shares and the issue value and provide contribution in kind,

b/ notify the Hungarian Banking and Capital Market Supervision and the Board of directors about the acquisition of influencing interest in line with the Tpt. and the decrease of its degree,

c/ report the transfer of their shares to the company within eight days after such transfer if the shareholder has been previously entered into the register of shareholders,

d/ report the existence of a significant interest or a controlling interest pursuant to the Gt. to the court of registration competent for the registered office of the company within a period of thirty days after establishment thereof. 

To the announcement and publication of the acquisition of influencing interest in the company as well as the public purchase offer made for the shares of the company, prevailing provisions of the Tpt. and Gt. shall apply. 

5.2. The company shall not be entitled to subscribe shares of their own issue, the total face value of the shares acquired during its operation and the own shares in its possession cannot exceed jointly ten percent of the capital at the same time. Voting rights shall not be attached to the own shares acquired by the company, and such shares shall not count for the purpose of quorum or in connection with pre-emptive subscription rights. Any dividend payable on the company’s own shares shall be taken into account as profit reserve. 

5.3. The transfer of the shares shall take place according to Section (3) of 180 of the Gt. 

Whenever acquisition or title to dematerialised securities is conveyed it must take place through securities accounts.   

5.4. The person is to be considered owner of the share – unless otherwise proved – on the account of whom the share is registered.  

5.5. The transfer of the registered share is only valid and the shareholders rights can only be exercised vis-a-vis the company if the shareholder (or proxy) has been previously entered into the register of shareholders.

5.6. If previously entered into the register of shareholders, the shareholder shall announce the transfer of its shares to the company within 8 (eight) days of the day of the transfer. If the shareholder fails to live up to its announcement obligations he/she has to pay a yearly penalty the company equalling 1% of the total face value of the transferred shares.  

5.7. If the extent of acquisition of influencing interest reaches 5 (five) percent in the company determined by the Tpt., the shareholder shall notify the Hungarian Banking and Capital Market Supervision and the Board of directors within 2 (two) calendar days and initiate the publication of the announcement without delay. The shareholder has the same announcement and publication obligations in all subsequent share acquisitions in 5 (five) percent stages (10, 15, 20 % etc.) 

Any acquisition of influencing interest above fifty percent shall be notified and published only when the extent reaches 75% and 90%.

5.8. The above written regulations for announcement and publication also apply if the shareholders influence reduces to the extent set in item 5.7.

VI. General Meeting

6.1. The general meeting is the supreme body of the company limited by shares, which consists of all shareholders.

6.2. The annual general meeting has to be convened no later than 30 April every year.

Extraordinary general meeting has to be convened if:

- initiated by the board of directors, the supervisory board or the auditor,

- a request is submitted in writing - indicating the reasons and objectives - to the 

  board of directors by the shareholders representing at least one-tenth of the votes,

- the company limited by shares is obliged by the Court of registration, 

- the company limited by shares has terminated payments and its property does not 

  cover the debts,

- the shareholder’s equity of the company decreased to two-thirds of the  registered 

  capital due to losses,

- in any other case stipulated by the Gt.

6.3. The shareholders are invited to the general meeting by means of announcement published at least 30 (thirty) days in advance of the first day of the general meeting in the newspapers set for this purpose.

Such announcement shall contain the following:

- the name and registered seat of the company,

- the  place and time of the general meeting,

- the agenda of the general meeting

- the conditions for exercising voting rights, as stipulated in the statutes,

- the place and time of the repeated general meeting in the event of failure to have 

  quorum,

- in the event of annual general meeting taking place key figures of the report  

  prepared based on the Accounting Act and report of the board of directors and the 

  supervisory board. 

6.4. The chairman of the general meeting is assigned by the board of directors. Followings belong to the scope of task of the chairman of the general meeting: 

to examine the voting rights of the participants of the general meeting, to establish if the general meeting has quorum, if it fails to have quorum the chairman postpones the general meeting till the date determined in the announcement made for the general meeting. The chairman shall propose the persons to be assigned chairman of the vote counting committee and the person confirming the minutes, he shall chair the meeting according to the agenda indicated in the announcement, he shall put motion to the vote and set forth the result as well as pass the resolution of the general meeting.

6.5. The general meeting has a quorum if shareholders or their proxy authorised in a public or private document with full probative force representing more than half of the votes embodied by shares with voting rights are present.

If the general meeting fails to have quorum, the repeated general meeting convened for the date and place designated in the announcement shall have quorum in the issues of the original agenda irrespective of the number of those present. 

In issues not included in the published agenda the general meeting may only pass decision if all shareholders are present and consent unanimously to their being put on the agenda.

6.6. Issues falling within the exclusive competence of the general meeting:

a) to establish and to modify the deed of foundation if not stipulated otherwise by the Gt.

b) to pass decision about the modification of the form of operation of the 

     Company,

c) to pass decision upon the transformation of the Company and its termination 

     without legal successor,

d) to elect and to recall members of the board of directors, the supervisory board 

     and the auditor and to set their remuneration,

e) to approve the report on the balance according to the Accounting Act, including 

    the decision on the allocation of profit after tax, 

f) to pass decision upon advance payment of dividends, if not stipulated otherwise by the Gt.

g) to pass decision upon the transfer of share types,

h) to pass decision upon the transfer of printed shares into dematerialised shares,

i) to change the rights belonging to certain share serials or transforming certain 

    types or classes of shares,

j) to pass decision upon the issue of convertible bonds or bonds embodying register 

    rights, if not stipulated otherwise by the Gt.

k) if not stipulated otherwise by the Gt. to pass decision upon the acquisition of own shares and the acceptance of a public bid submitted related to own shares,   

l) to pass decision upon the introduction of the company on the stock exchange or 

    its withdrawal,

m) to pass decision upon the sale of the property share surpassing 25 % of 

     the own capital,

n) to decide upon increasing the registered capital, if not stipulated otherwise by the Gt.

o) to decide upon decreasing the registered capital, if not stipulated otherwise by the Gt.

p) to pass decision to abolish pre-emptive subscription right,

r) to pass decision upon the measures to intervene with the procedure  (concerning capital increase, or acquisition of own shares)  having obtained knowledge about the legal public purchase offer,

s) to pass decision upon all issues that fall into the exclusive competence of the 

    general meeting according to the company act (Gt.) or the deed of foundation. 

6.7. The general meeting passes decision upon items a-c,i,l,m,o,p and r established in 6.6. based on three-quarters majority of the collected votes. 

6.8. Passing a resolution based on item 6.6 l) of the Articles at the general meeting concerning the withdrawal of the shares from the stock exchange may only take place if any shareholder previously undertakes to make a public purchase offer for the shares, in line with the regulations of the Budapest Stock Exchange. 

6.9. Should the general meeting decide on paying dividend, the dividend may be paid within 30 working days following the date of the relevant resolution made by the general meeting.

6.10. In all cases when the Gt. requires the previous consent of shareholders or certain circle of shareholders for passing a decision e.g. the detrimental modification of the right attached to a share serial, the increase or reduction of the capital, if the company issued shares belonging to different serials, declaration of a merger, if there are several share types and class of shares in the company and if the type of operation of the company is modified - the declaration related to this consent or denial shall be submitted by the relevant shareholders or their proxy to the board at least 15 days prior to the general meeting in question as answer to the appeal sent to the shareholders or their proxy together with the invitation posted as notice of receipt, on the voting paper enclosed, with a written declaration in the form of a public or private document with full probative force.

In this case the stipulations related to the restriction or exclusion of voting rights attached to shares – save where voting rights are restricted by Section 226/E of the Gt. - shall not be applied.

The deadline for submitting the declaration is the day before the date of the general meeting.

The declaration shall be posted to the seat of the company addressed to the board or handed over to the president at the seat of the company.

Should the company not receive the declaration by the shareholder at the time stated, his consent is to be regarded given.

In the event that a shareholder and his proxy both make a declaration concerning a share, only the vote of the shareholder is to be considered valid.

Passing of the relevant resolution of the general meeting may only take place after establishing a previous consent of a voting ratio required by the Gt.  

6.11. The shareholder may exercise his general meeting rights personally or through a properly authorised representative or a proxy.

The authorisation is to be submitted to the company in the form of a public or private document with full probative force. 

Members of the board of directors or the president of the company, members of the supervisory board or the auditor may not be authorised to be representatives.

The shareholder may only exercise his voting rights if he has been entered into the share register at least 5 (five) days prior to the day of the general meeting and if the shareholder presents the owner’s certificate issued - for the practise of the participation rights at the general meeting – valid until the day of the general meeting or the repeated day of the  general meeting to the board of the company till the day prior to the general meeting but no later that the general meeting. 

6.12. The shareholders or representatives present at the general meeting shall be entered into an attendance sheet which shall contain the name (company) and domicile (registered office) of the shareholder or its representative, the number of his shares, and the number of the votes he is entitled to.   

The attendance sheet may be made out mechanically - in the event of vote counting by computer - in which case each and every attendance sheet has to be attached indicating the above data and signed by the share-owner or his representative. The attendance sheets shall be confirmed by the chairman of the general meeting and the keeper of the minutes with their signatures. 

6.13. Every registered share of nominal value HUF 1000 entitles to one vote.

6.14. Resolution is made at the general meeting through collecting the voting papers.

6.15. A Minutes shall be kept about the general meeting. The Minutes contains the name and registered seat of the company, the place and time of the general meeting, the name of the chairman, keeper of the minutes, the person confirming the Minutes, the official vote counters, the key events taken place at the general meeting, the proposals made, the draft resolutions, the number of votes cast for and against draft resolutions, and the number of abstentions.

The Minutes shall be signed by the keeper of the Minutes and the chairman and shall be confirmed by a shareholder being present and elected as the person in charge thereof.

VII. The Board of Directors 

7.1. The management body of the company limited by shares is the board of directors. It represents the company vis-a-vis third persons as well as before the court and other authorities, it establishes the working organisation of the company, authorises the employees of the company for signing in the name of the company and exercises all those rights which do not belong to the exclusive sphere of authority of the general meeting.  The board of directors exercises employer rights vis-a-vis the CEO and deputy CEO-s. Any other employer rights vis-a-vis other employees of the company belong to the authority of the CEO.

7.2. In addition to the above mentioned following tasks belong to the sphere of competence of the board of directors:

a) to determine the place and date of the general meeting, and to elect the chairman of the general meeting,

b) to submit the report prepared based on the Accounting Act and the proposal for the allocation of the profit after tax,

c) to issue instructions, recommendations relating to objectives of practical business policy and economy,

d) to conclude, to amend, and to terminate each contract exceeding the value limit of HUF 100,000,000,  (in letters: HUF One hundred million),

e) to decide on the participation in an economic company over the value limit of HUF 50,000,000, (in letters: HUF Fifty million),

f) to exercise employer’s rights vis-a-vis the president, senior vice presidents and vice presidents,

g) to purchase and sell real estates,

h) to approve the organisational regulations and the rules of procedure,

i) to authorise entitlement to representation to employees of the company,

j) to conclude a contract concerning the keeping of the share register, 

k) to take care of the proper keeping of the business books of the company, 

l) to prepare a report relating to the management, the financial situation and the business policy of the company  at least once a year for the general meeting and once in three months for the supervisory board,

m) to meet announcement and extraordinary announcement obligations vis-a-vis the Budapest Stock Exchange and the Hungarian Banking and Capital Market Supervision with the contents set and till the date determined by the provisions of the law.

7.3. The Board of Directors consists of maximum eleven (11) and minimum three (3) members, who are elected by the general meeting for a period of five (5) years.

The members of the board of directors may be re-called and re-elected after the termination of their mandate.

The board of directors has presently ten (10) members:

Bernard Schreier
„Heriots” The Common Stanmore Middlesex HA7 3HG  GB 

Betegh Sándor
1126 Budapest, Fodor utca 29/A.

John E. Smith
10 Bearswood End Beaconsfield Bucks HP9 2NR   GB

Robert Levy
50/1 Belsize Square London NW3 4HN   GB

Dr. Imre Deák
7622 Pécs, Bajcsy Zsilinszky u. 10.

Dr. István Fluck
1112 Budapest, Eper u.20.

Tóbiás János
1136 Budapest, Tátra u. 4.

László József
1016 Budapest, Naphegy u.33.

Iris Gibbor
5 Hall Road London NW8 9PE   GB

Ing. Lev Novobilsky
35301 Mariánské Lázně, Školní náměstí 581/9 A CZ

The Board of Directors shall elect a chairman and deputy-chairman from among its members.

The member of the Board can be senior office bearer upon previous approval of the Board in another business organisation also pursuing similar activities as the Company.
7.4. The members of the board of directors may be employed by the company. The function of the chairman or members of the board may, however, not be exercised within the framework of the employment related.  

7.5. The remuneration of the members of the board of directors is set by the general meeting. All certified travelling, accommodation and other charges occurring in connection with the obligations related to this office shall be refunded. 

7.6. The board of directors shall exercise its rights and tasks as a body.

The division of tasks and competence among the board members and the order of business is set in the rules of procedure, which is approved by the board.

7.7. The board shall normally have a meeting each month but at least once in a quarter. The board is convened by the chairman in his absence by his deputy.

7.8. Invitation to the board meeting shall be posted at least eight (8) days prior to the meeting. In special cases the meeting may be convened personally or per telephone. 

7.9. The board of directors has a quorum if more than half of the board members are present. 

The decisions of the Board are passed by a simple majority vote cast. In the event of tie vote the voice of the chairman shall have a decisive power. 

7.10. Each or any member of the board may participate at the board meeting by way of video-conference system or any other telecommunication system enabling all participants to hear what is said. 

A board member participating in such a way must be considered present and has the right to vote. 

7.11. The Board may pass its decision also without holding a meeting if all of its members approve or refuse in writing the motion sent to them. 

7.12. A Minutes has to be kept about all the board meetings including the place and time of the meeting, the names of the participants, the agenda of the meeting, the essence of the debate, the motions tabled, the poll and the possible no votes. 

7.13. The members of the Board are obliged to manage the company with extraordinary diligence as expected from persons bearing such an office, setting priority to the interests of the company. 

VIII. The Supervisory Board 

8.1. The supervisory board of the company consist of 3-15 persons elected for a period of five (5) years by the General Meeting. 

Should the number of staff employed in full hours at the company exceed the yearly average of two-hundred, one-third of the members of the supervisory board is elected by the employees. 

Members of the supervisory board:

Antalpéter Tibor
1025 Budapest, Kavics utca 11.

Horvátth Ákos
2012 Budakalász, Dobó út 7.

Surányi Imréné
2310 Szigetszentmiklós, Horgász u.2.

Dr. Boér Gábor
1121 Budapest, Árnyas út 11/a.

8.2. The supervisory board is obliged: 

a) to regularly supervise the management of the Company,

b) to review all vital business reports included on the agenda of the general meeting and all proposals concerning matters belonging to the extraordinary sphere of authority of the general meeting.

The general meeting may only pass decision related to the reports according to the Accounting Act and allocation of the profit after tax having received the written report of the supervisory board.

c) to convene the extraordinary general meeting of the company and to make proposals for the items of the agenda if  activities of the board of directors are judged to violate the provisions of the law, the Articles of the company or resolutions of the general meeting or collides with the interests of the company or the shareholders in any other way.   

8.3. The supervisory board is entitled to obtain information from the office bearers and employees of the top management and to review the books and documents of the company.

8.4. Members of the supervisory board take part at the general meeting with advisory right. Should the opinion of the employee delegates within the supervisory board deviate unanimously from the majority opinion of the supervisory board this minority opinion shall be set forth at the general meeting.

8.5. The supervisory board elects a chairman from among its rows.

The meeting of the supervisory board is convened by the chairman. The chairman is obliged to convene the meeting even if a request is submitted to the chairman in writing indicating the reasons and purpose by any member of the supervisory board.  

8.6. The supervisory board shall establish its rules of procedure by itself, which shall be approved by way of a resolution passed by the general meeting. 

IX. The Auditor

9.1. The auditor is elected by the general meeting for a period of one (1) year in line with the relevant legal regulations from among persons included in the register of auditors.

The auditor may not be founder, shareholder, executive officer or supervisory board member of the company nor close relative of the listed, nor an employee of the company for a period of three (3) years after termination of such capacity. 

9.2. The present auditor of the company is:

KPMG Hungária Könyvvizsgáló, Adó-és Közgazdasági Tanácsadó Korlátolt Felelőségű Társaság

1139 Budapest, Váci út 99. 

registration number at chamber: 000202

Appointed auditor:

Szabó Péter

1028 Budapest, Kisasszony u.9.

registration number at chamber: 005301

9.3. The auditor is obliged to review the authenticity and legal compliance of the report prepared by the company pursuant to the Accounting Act, and submit a written report about it to the general meeting. Without a statement of opinion by the auditor the general meeting may not decide on the report prepared pursuant to the Accounting Act.

The auditor is obliged to examine all substantial business reports proposed to the general meeting from the point of view of whether such contain true data and comply with the regulations.

9.4. The board of directors and the supervisory board may at any time ask the auditor to carry out special examination and to prepare a report about it. 

X. Increase of Registered Capital

10.1. The general meeting may pass a decision about the increase of registered capital based on a proposal made by the board of directors.

Registered capital may be increased:

a) by the issue of new shares,

b) to the debit of assets in excess of share capital,

c) by the issue of employees’ shares,

d) by the issue of convertible bonds, as conditional increase of the registered capital.

If the shares of the company are issued in different series, the resolution adopted for the increase of the share capital or for the temporary conveyance of competence for the increase of the share capital shall be valid only if the shareholders of the various securities series have granted their consent in the matter described in item 6.10 of the Articles for the increase of the share capital, or for the conveyance of authorisation therefore, separately for each series involved. In the course thereof, the provisions on any restriction or exclusion of voting rights attached to such shares may not be applied, save where voting rights are restricted under Section 226/E of the Gt.

10.2. The increase of registered capital through the issue of new shares may only take place if the nominal value or issue value of all shares issued previously has been fully paid.

Where the share capital is increased by way of a cash infusion, the company’s shareholders shall have priority for subscribing in the following order: – first, shareholders holding shares belonging to the same series as the ones issued, second – if any – the shareholders holding convertible bonds and bonds with subscription rights.

The company shall notify their shareholders, including the holders of convertible bonds and bonds with subscription rights (hereafter as share category) by publishing an announcement in the Cégközlöny (Company gazette) – concerning the issue of shares for which they have priority for subscription, the manner in which such right is to be exercised, the face value and purchase price of shares in issue and the first and last days of the period during which such right is to be exercised. The company shall also supply information concerning the exercise of pre-emptive subscription rights by electronic means at the request of the shareholder conveyed through electronic mail.

The investor shall provide the issue value of the shares to be subscribed to its security account kept with the trader till the last day of the subscription period otherwise the subscription is qualified invalid. In case of oversubscription by those having pre-emptive subscription rights belonging to the same category, allocation is carried out equally among those offering the same price.

According to this subscribers having pre-emptive subscription rights belonging to the same category until their declared subscription requests are satisfied receive 1-1 piece of  share until this is covered by the quantity of traded shares. The owners of the remaining shares will be selected by a random draw.

The increase of share capital by issuing new shares are regulated by the Gt. and the Tpt.

10.3. In the resolution of the general meeting on the increase of the registered capital through the issue of new shares, decision shall be made on the items listed in Subsection (1) of Section 249 of the Gt. and in the case of public issue on the procedure to be followed in the event of oversubscription.

10.4. If the share capital is increased through a private issue of shares for compensation to be provided by means other than money, those persons who, with due consideration of the declaration of purchase intent by them, are authorised by the general meeting to undertake obligations related to the receipt of the shares, shall be specified in the resolution of the general meeting on the increase of the registered capital. In such resolution the type or class of shares, the number, the series as well as the nominal value or issue value of the shares undertaken to be received by the same persons, shall be provided for. 

If the share capital is increased through a private issue of shares for compensation to be provided in money, those persons who, with due consideration of the declaration of purchase intent by them, are authorised by the general meeting to undertake obligations related to the receipt of the shares, shall be specified in the resolution of the general meeting on the increase of the registered capital. In such resolution the type or class of shares, the number, the series as well as the nominal value or issue value of the shares undertaken to be received by the same persons, shall be provided for. 

10.5. The company may increase its share capital by its assets in excess of registered capital, or a part thereof, if, according to the balance sheet of the annual report prepared for the previous financial year according to the Accounting Act, or to the interim balance sheet of the year there are sufficient funds available for the capital increase, and if the company’s resulting share capital does not exceed its equity capital adjusted in accordance with the Accounting Act

10.6. The general meeting may decide on the issue of employee shares free of charge or at a reduced price for full time or part time employees of the company. 

In the event of an issue of employee shares the regulations for the increase of registered capital through the private issue of new shares will apply.

10.7. Unless otherwise regulated by the general meeting deciding upon the increase of registered capital the new shares issued through the increase of registered capital entitle first to a dividend due after the calendar year of the registration of the share capital increase.

XI. Reduction of registered capital

11.1. The general meeting may decide to reduce the registered capital, whereas in the cases set forth by the Gt. the general meeting is obliged to reduce the registered capital. 

If the general meeting is obliged by law to reduce the capital, the Court of registration passes a decision within 15 days upon request by the Company – properly applying the regulations of the legal supervision procedure - about ordering the process of capital reduction or rejecting the petition. 

The board of directors shall inform its shareholders about the resolution of the court no later than at the following general meeting. 

11.2. If the shares of a company are issued in different series, the resolution of the general meeting adopted for the reduction of the share capital shall only be valid if the shareholders – as set in item 6.10 – of the various series that are involved in the capital reduction have granted their consent with at least three-quarters majority vote for the reduction of the share capital separately for each series involved. 

In the course thereof, the provisions on any restrictions or exclusion of voting rights attached to such shares may not be applied, but the company may not vote with own sharers as a shareholder of a share series related to a capital reduction. 

11.3. In the event of reduction of the registered capital, own shares of the company shall be withdrawn first. 

XII. Procuration

12.1.  Procuration is effected when those authorised for procuration attach their signatures to the pre-written, pre-printed or printed name of the company.

Authorised for procuration are: 

- two members of the Board of Directors jointly, 

- two employees jointly authorised for procuration by the Board, 

- one member of the Board of Directors with an employee jointly authorised     

  for procuration. 

XIII. Termination of the company limited by shares

The company terminates if:

a) it decides on its termination without legal successor,

b) it decides on its termination with legal successor (reorganisation),

c) it is declared terminated by the court of registration,

d) the court of registration officially orders its termination,

e) the court terminates it by way of liquidation.  

XIV. Miscellaneous provisions

14.1. The Company shall publish its announcements in the daily called "Napi Gazdaság", and in the Official Gazette of the Budapest Stock Exchange. Reference to the announcement papers of the company in present Articles or any other statutes means the daily „Napi Gazdaság” and the Official Gazette of the Budapest Stock Exchange.

14.2. For the issues not regulated in present Articles the provisions of Act CXLIV. of 1997 of the Company Act (Gt) and Act CXX of 2001 the Tpt. shall apply. 

14.3. Should any dispute arise in connection with or out of this Articles between the Company and its shareholders or among the shareholders, the parties shall try to settle it in an amicable way. 

For the event that their efforts fail to bring any positive result, the parties stipulate the exclusive jurisdiction of the Arbitration acting alongside the Hungarian Chamber of Commerce.

XV. Provisions about entering into effect

The present Articles shall enter into effect on 28 April 2004, the Articles of the company dated 28 April 1999 including all modifications shall simultaneously become invalid.

Budapest, 28 April 2004

Drafted into a unified structure and countersigned by


.........................................


Dr. Mária Szabó Dr. Gerelyes


company solicitor

BUSINESS TARGETS   2004

Danubius Hotels Rt. plans HUF 38.9 billion revenue, HUF 3.6 billion operating profit and HUF 2.7 billion profit before tax for 2004. At the time of the preparation of the budget HUF 265 EUR rate was used, therefore we do not count on any revaluation difference on the loans.

When setting our targets we trust that further success of the international efforts will prevent terrorist acts, safe travel conditions will develop, diseases will be located and controlled and the economic results seen at the end of the year will continue to be improving on our key markets.

The majority of the planned increase in revenues arises from the 4-5% occupancy growth expected at company level that will result in 63% average occupancy at group level. Assuming that despite further increase of the Hungarian hotel capacity this year, the decreasing trend in the domestic hotels experienced in the last couple of years will come to a stop and in 2004 we will manage to surpass the previous year – despite unfortunately significantly increasing spa capacities and beside maintaining the average good occupancy of the Danubius spa hotels – by a better sale of city hotels. According to the forecasts, we reckon with an increasing interest from overseas countries and European states other than the traditional partners. The budget flights of the new airlines will be to our help in this respect. In addition, we still reckon with a strengthening domestic demand. Our action plan for 2004 approved by the Board of Directors also supports these endeavours.  

The performance of our foreign subsidiaries must enhance growth as well, on the one hand by the whole year operation of our Hotel Sovata in Romania and on the other hand by the 1-2% higher occupancy of the Czech and Slovak hotels than the previous year as a result of improving German market conditions. 

From another aspect, the planned revenue increase is based on the improvement of average rates/average spending. In case of our domestic hotels there are a lot of reserves in the average rates of our city hotels, which we hope to exploit by the probable growth in business guests before and after the accession to the EU. A further possibility arises in the increasing number of related events prompting additional revenues. We expect a favourable turn in leisure tourism as well that could stop last year’s decrease in average rates in 2004. As a result of reconstruction works carried out in our foreign hotels in the course of 2003, a reasonable increase of average rates can be expected primarily in the Romanian and Slovakian hotels.

We have budgeted our costs based on 6.5% inflation rate and the increase of wage costs are in line with this. The VAT rates modified as a result of the Hungarian, Czech and Slovakian government measures have the most negative effect on the Hungarian hotels and particularly since these were taken at the end of the year and could not be realised in the contracts concluded earlier. 

We are continuously investigating how to exploit possibilities emerging in spa tourism. We are not only analysing the quality and the range of services but also how to win more guests and from which territories. We are looking to establish sales representations abroad in areas where the Hungarian presence is not strong enough, nevertheless, based on our analysis, interest is shown for our services. On the domestic market the establishment of Health Funds in Hungary could be promising.

A management agreement signed for the operation of a new hotel to be opened in 2004 will also increase revenues.

Our personnel management continues to be determined by the prevailing strict head count stop. We still apply outsourcing in certain areas to ensure efficient management of basic work time and the modification of contracts for the variable work area enables us to shift labour force between units and to increase efficiency.

In addition to the planned HUF 4.5 billion reconstruction costs one significant domestic item serving technical quality improvement needs mentioning. Air conditioning of 6 units will be carried out in the framework of a special rental contract concluded for four years, which will help getting closer in quality to the new hotels opened in the past two-three years. We continue the modernisation of the Czech hotels and the up-grading of the operating three-star hotels to four-star ones. Our EUR 12 million plans include the complete reconstruction of a Slovakian hotel by which we live up to our obligations set in the privatisation agreement not later than 31 December 2006. In Romania we carry on improving the quality of the Sovata units by the small reconstruction of Hotel Bradet.

Our company shall continue to do everything in its power to secure and increase the value of shareholders’ assets. They are regularly informed about the performance of the company from the quarterly issued flash reports and they can find every detailed financial report on the web page www.danubiusgroup.com as well as information about the services of the company.
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