Danubius Hotels Rt.

Flash report on the economic activities of the company in the first half year of 2000

The operation and development of our company was influenced by the following major changes in the first six months:

· In May 2000 we purchased 64,98 % of Lécebné Lázné Rt. shares in Marianské Lázné in the Czech Republic. The consolidated value of total assets was increased by the value of more than 30 properties including operating hotels and some houses up for reconstruction, spa houses, other tourist and health properties and the right for the use of medicinal springs.

The investment was evaluated at purchase price calculated with the foreign exchange selling rate valid on the day of the share purchase. The active difference of consolidation is shown in the value of the properties among the assets, which reflects that we paid a purchase price of approx. HUF 1,9 billion more than the book value for the shares of the company.

From 31  May 2000 64,98 % of the profits of the HUF 132 342 thousand , being HUF 85 996 thousand will be consolidated among the Danubius group profits. The 35,02 % minority stake of HUF 46.346 thousand increased the stake of outside members.

· The new share capital of the company HUF 8 285 million, changed by the conversion of employee shares into ordinary shares, was approved by the Court of Registration on 30 May 2000. Based on a resolution made at the AGM held on 27 April 2000 the subscribed capital was thus decreased by HUF 831 million alongside an equal increase of the capital reserves.

· The original loan (raised for the purchase of HungarHotels and the investment in Helia) went down during the last year by DEM 5,3 million according to the repayment obligations. The company financed the Czech acquisition (64,98% of the shares) by raising a loan of  USD 6,6 million and Euro 7,5 million increasing the loan in the B/S. 

At the time of preparing the B/S Danubius Group had raised DEM 40 million, USD 6,6 million and Euro 7,5 million loan which is increased at a consolidated level by the USD 5 million loan raised by Lécebné Lázné Rt. for the reconstruction works.

Our company has achieved considerable improvement in the field of operations, primarily due to the increase in room occupancy, the many events organised and a strict cost management. This is also remarkable as we only just started feeling the negative impact of the Kosovo crises a year ago in other words the prior year’s data do not reflect the fall back coming later in the main season. When evaluating the profits it has to be taken into consideration that the German Mark – also regarding the inflation – was devalued against both the USD and the Forint during the past year. The financial profits were further improved by the technical gain produced by the sale and repurchase of own shares, which was an obligation to meet legal regulations.

Consolidated balance sheet

As opposed to the similar period of the previous year fixed assets were increased significantly by approx. HUF 10 billion including the HUF 1,4 billion asset value of Hotel Villa Butterfly, the asset value of HUF 7,1 billion of Lécebné Lázné and the capitalised investments.

It is the shares that show a rather significant growth within invested financial assets which is partly owing to the capital increase made in Marcali Kft. and the stake in the Marienbad Waters Co. mineral water bottling works consolidated by the purchase of Lécebné Lázné Rt.

Liabilities from transport of goods and services went up by HUF 523 million due to an increase in guest turnover. The value of shares owned by Danubius Hotels Rt. went up by HUF 859 million as a result of the sales and repurchase.

The value of own shares increased in accordance with the 1999 results being included in the profit reserves. The increase in the stake of outside members is related to the already mentioned Czech acquisition which includes the value of 35,02 % shares held by other shareholders.

The liabilities were increased by the loans taken out for the Czech acquisition (USD 6,6 million and EURO 7,5 million) and by the consolidated USD 5 million loan raised by Lécebné Lázné Rt.

Consolidated profit and loss

Revenues of the company went up by 13,9 % which includes the turnover figures of Hotel Villa Butterfly in the first six months and the June figures of Lécebné Lázné.

The increase of other revenues was effected by technical factors. Approx. HUF 90 million reserves made the previous year were re-entered owing to the write off of irrecoverable debts. 

The occupancy of the Danubius hotels together with the operated houses increased by 6,1 % (4.6% regarding the 24 leading hotels). The occupancy figures were the highest among country hotels in Thermal Hotel Sárvár at 80,6 %, while Thermal Hotel Helia headed the Budapest houses by 74,3 %. The number of guest nights were 10,7 % up compared to that of the similar period of the last year, from which the foreign guest nights went up by 10,4 % and domestic guest nights by 13,6 %.  Eighty-eight point two percent of guest nights were spent by foreign guests mostly from Germany (27,2 %), Austria (8,9 %), North America (8,8%), Italy (6,4 %), Britain (4,4 %) and Switzerland (3,6 %). 

As the degree of increase in costs was smaller than that of the price revenue it produced a 35,9 % increase at operating level and 2,1 % improvement in margins. Among miscellaneous expenses the expert fees which are related to the acquisition produced the most significant increase and according to the Hungarian accounting rules these burden the profit of the year in review. The higher than average increase of other expenditures is partly of a technical type and is connected to the accounting settlement of the GAMA 45 debts towards Danubius which did not only concern the other expenditures but other revenues as well. Further considerable increase of other expenditures are contributed to local taxes which have to be paid both to the operator and the property management companies thus producing extra costs.

Other financial income went up owing to the technical gain as a result of the sale of the entire own shares before the AGM and their repurchase after the AGM made obligatory by the capital decrease while the growth of paid interests is due to the increase of the loan stock of the company.

The 43,1 % increase in profit before tax is due to HUF 1.8 billion revenue and HUF 139 million changes in the financial profits, which were decreased by HUF 1,4 billion expenses.

In general the company realised HUF 550 million higher profit before tax in the first six months of the year at a consolidated level.

Reconstructions, renewals

Reconstruction works and renewals in the first six months of the year cost HUF 2,178 billion, the majority of which was spent on this year’s phase of large projects planned for several years. These are primarily renewals and rebuildings aiming at raising the level of quality and widening the sphere of services which will enhance the competitive strength of our hotels in comparison to the services offered by the new four –five star hotels to be opened this year.

For this reason air conditioning was installed in Grand Hotel Margitsziget its rooms and corridors were entirely refurbished including painting, carpeting and new furnitures. The partial refurbishment of the bathrooms is also in process, pending on occupancy. The up-dating of the telephone exchange was launched. A high standard entrance was made to allow internal access to the Gösser Brasserie, which could be entered only from outside till now.

In the frame of a capital expenditure to be carried out in Thermal Hotel Margitsziget within two years with a budget exceeding HUF 3 billion we have started the preparations for the reconstruction of the swimming pool and pool areas which are to be complemented by fun bath, steam bath, sauna, aroma chamber. A new fitness room is to be built on 300 m2  with aerobic facilities and a lifestyle studio. The plans for the reconstruction will be completed this year, which also include the enlargement of capacity and the forming of executive levels to welcome more demanding guests. 

The new hotels opening this year forced us to carry out the room and bathroom refurbishment in Hotel Hilton. In the first phase 105 rooms and 62 bathroom were completed by April 2000 and a further 81 rooms are to follow in September. The planned refurbishment of the remaining 124 rooms will take place in the first quarter of 2001. The renewal of the ballroom will also be finished in September comprising an entire contractor’s, machinery and theatre technical renewal.

The bathroom refurbishments that started last year in Hotel Helikon will be completed this year. We have renewed Szondi restaurant in Hotel Béke Radisson together with the rebuilding of the hall in front. A function room to seat 350 in the place of the former casino will be completed this year in September.

We have put air conditioning in 280 rooms and common areas in Hotel Budapest and have modernised the hotel cooling and heating system. The success of the new fitness room in Hotel Helia completed this year in March made it possible to enlarge the ground area by 

320 m2  

We continue the room and bathroom refurbishment programmes in the other Budapest and country houses like Stadion, Erzsébet, Flamenco as well as Lővér in Sopron and Palatinus in Pécs.

Miscellaneous

50,02 % of the voting shares (share capital – own shares) was owned by domestic and foreign interests of CP Holdings, 38,5 % by foreign financial investors, 4,1 % by domestic individuals, 3,6 % by employees of the company and 3,4 % by domestic institutional investors on 30 June 2000.

A total of 13 753 deals were made for 5 079 432 shares of Danubius Hotels Rt. on 125 trading days to the tune of HUF 27,7 billion.   

IAS report

Owing to the international expansion of the company Danubius Hotels Rt will publish its balance sheet and profit and loss statement by international accounting standards (IAS) as well, simultaneously to the flash report prepared about activities of the first half year in 2000 standards. The difference in the Czech and Hungarian accounting systems requires complicated  consolidation technics - whereas IAS offers a joint ground – therefore in the future we regard IAS to be primary in consolidation. Figures prepared based on the HAS will be stated only for comparison. The figures of the flash report worked out based on the usual Hungarian accounting regulations are fully equivalent to the contents of those of the previous years offering a way of evaluation of development and growth. We will not attach interim basic data to the statements prepared by the international accounting standards since in former years the modifications necessary for the international system were carried out once, at year-end. We would like to ensure a way for comparison for the year 2001 in this field as well by regularly publishing both statements parallel. A separate justification is to follow in every quarter year explaining the differences between the Hungarian and international systems.

The international expansion of Danubius lead us to represent the Czech investments’ results in line with international accounting rules. These figures have then been used for Danubius Group consolidation purposes.

Essential differences in evaluation

· In the books of Danubius Hotels Rt. in line with international standards the commission paid to travel agencies is not deducted from the revenues but are settled among the costs, therefore HUF 483 Million higher revenues and the same sum of growth in costs are stated. This modification has no effect on the profit before tax.

· Based on international standards the gain, realised in book keeping as a result of the transaction of sale and repurchase of own shares related to the capital decrease carried out owing to the employee share conversion decided on at the 27 April 2000 AGM, cannot be stated as a financial profit. It is an item concerning the capital reserves. Therefore financial income decreases by HUF 282 Million and consequently profit before tax will be less in the international than in the Hungarian system.

· According to the Hungarian accounting standards expert’s fee in connection with the Czech acquisition are settled to the burden of the yearly profit. Such expenditure types are valued by the international standards as expenses increasing the value of the investment. Consequently miscellaneous expenses in Danubius will go down by HUF 50 million compared to the Hungarian system and the value of investment will grow. This has a profit improving effect in the international statements.

· HungarHotels and Gama 45 Kft. were purchased by Danubius below book value. The assets, however, did not have to be depreciated but the difference is recorded as a negative goodwill. Opposed to the Hungarian accounting the international system stipulates the write off “depreciation”of the negative goodwill on a straight line annual basis which increases the profit stated by the international standard by yearly HUF 91 million .

· Lécebné Lázné has produced reserves in its books for reconstruction in line with the Czech regulations to the burden of the profit. This is not allowed by either the Hungarian nor the international practice. The reserves have been re-booked by approx. CZK 50 million to the benefit of the profit reserve. No effect on the profit.

