DANUBIUS HOTELS Rt.

Flash report on the first three quarters of 2001 

Through increased occupancy Danubius Hotels Rt. achieved a growth of 10.8% revenue, 0.35% GOP and 3.3% profit before tax in the first nine months of 2001 based on the profit and loss statement prepared by the IAS. In achieving these figures, the group overcame significant negative market conditions as described below, but also remains fully aware of the new challenges presented by the events of September 11  and we would rather refer shareholders to the separate extraordinary announcement also published the day before.
In order to be able to evaluate the performance of the activities pursued in the first three quarters of the year the following events and aspects influencing the B/S and profit and loss statement have to be taken into consideration. 

Increasing assets and the impact of their financing

· Our company increased its share in Lecebne Lázné Rt. in the Czech Republic from 68.06 % to 95.36 % in the past year. In accordance with the purchase, 90.06 % of the profit is consolidated from 1 December 2000 and 95.36 % from 1 April 2001.

We would point out that whereas this year’s results include the data of the entire first nine months of the year, the comparative figures only include the figures of June-September 2000, as our company purchased the above mentioned property share in Lecebne Lázné Rt. in May 2000.

· Because of purchasing further shares in the Czech company as well as financing the accelerated reconstruction programme of Margitsziget our loan stock in the B/S increased by DEM 25 million and EUR 9 million over the past year. The new loans increased our interest payment obligation by HUF 160 million.

Dynamically growing capacity, stagnating number of guests

The 5-star hotel capacity extended by 24.1 % at national level, the 4-star by 11.8 % and the 3-star by 9.9 % compared to last year. This total capacity increase of 2880 rooms produced an average increase of 12%. The increase of number of hotel guests and guest nights was unfortunately lagging behind (by + 2.8% and +3.4%). All this had a negative effect especially on the occupancy of 4-star hotels in Budapest. Unfortunately the new hotels (chains) attracted relatively few new guests to the market, contrary to the expectations. 
From among the hotels of Danubius Hotels Rt. primarily the performance of Flamenco and Béke were adversely affected by the substantial capacity extension, influencing both room and banqueting turnover, whereas Budapest Hilton achieving an occupancy figure in the first half year way below last year’s managed to recover the shortfall prior to the events of September 11.

Operation break because of overall reconstruction

In the first half of the year we accelerated the full reconstruction of Thermal Hotel Margitsziget amounting to HUF 4 billion including capacity and service extension. During the reconstruction the whole hotel was closed down for only two months following which the renewed parts were continuously being reopened in the order of reconstruction. The hotel operated at full capacity only from the first days of August. Taking into account the benefits from the turnover directed to Grand Hotel Margitsziget, the reduction in profit attributable to the refurbishment during the first seven months of the year is some HUF 246.5 million.

Technical loss of rate of exchange on the own share stock

On 3 May 2001 we sold our own share stock of 374 523 pieces at HUF 4 100, compared with the purchase price of HUF 5 300 a year earlier, because of legal requirements. Our rate of exchange loss of HUF 450 million is not reflected in the profit and loss statement in the IAS report, but decreases the capital reserve. 

Increasing forint, decreasing price income

The new foreign exchange instructions issued by the National Bank of Hungary made significant changes to the system of exchange rate application. Instead of the former crawling peg devaluation of the HUF a continuous appreciation was started which had a negative impact on our revenues. The revenue and profit loss related between May and September was HUF 453,7 million.  The company quotes its prices in DEM and Euro in accordance with the market habits and the requirements of its guest circle. These prices seriously oblige our company towards our contracting partners until the end of March 2002. As a result of the contracts concluded a year ago our prices had been known on the market since September 2000 and generally cannot be modified subsequently. Our partners (guests) would not even accept this. The strengthening forint does not urge our guests for extra spending either. 

Entertainment tax rule

The new tax rule on entertainment expenses also affected our banqueting turnover and our F&B performance adversely. 

Consequences of the terror attacks on America

The majority of the direct cancellations after the tragic events on 11 September were primarily owing to the American air traffic being suspended, and unfortunately the major effect was felt by the 4 and 5 star Budapest properties. We must be prepared to expect further cancellations, postponements of trips and events owing to the fear from the consequences of the retaliation. 
Consolidated balance sheet

The major part of the more than HUF 8 billion asset value increase is the consequence of the significant reconstruction programme (HUF 6.8 billion was spent on investments in the past nine months, including the complete reconstruction of Thermal Hotel Margitsziget). The decrease of financial assets is equally owing to the completion of the above mentioned investments. 

The change of receivables is on one hand owing to the increase because of the larger than average extent of number of guests - both in the Hungarian and Czech hotels - usual for the main season.  On the other hand it increased by the financial needs of Thermal Hotel Marcali deposited for taking part in the Széchenyi plan tender.
The HUF 637 million increase of the asset value rights was produced as a result of the HUF 700 million which is the value decreased by the depreciation of the positive goodwill arising from purchasing further 22% stock in Lecebne Lázné Rt last year. 

Our liabilities grew by the value of the new loans mentioned, in total by HUF 5.2 billion. The capital reserve decreased due to the loss of the rate of exchange on own shares, whereas the profit reserve increased by the profit of the year 2000. 

The minority share decrease is in connection with the increase of the investment in Lecebne Lázné Rt.

Consolidated profit and loss statement

The consolidated revenue grew by 10.8 % meaning only an increase of 0.5 % regarding the Hungarian hotels because of the forint rate of exchange growth mentioned and the effect of the refurbishment of Thermal Hotel Margitsziget. 

Hotel occupancy shows an increase of 2.2 percentage point against the base in the hotels of Hungary (from 64.2 % to 66.4 %). This positive tendency, however, did not result in an automatic, appropriate proportion increase of the revenues, as the improving occupancy and the growing revenues of the 3-4-star hotels could not compensate the occupancy and income loss of the 4-5-star hotels.

From among the hotels in Budapest the highest occupancy was reached by Thermal Hotel Helia with 78.6 % and from among the hotels in the country by Thermal Hotel Sárvár with 83.8 %. Foreigners spent 87.9 % of the guest nights (+2.6 %) and domestic guests 12.1 % (+ 7.1 %). 

The average prices show a decrease of 3 % (from HUF 12 864 to HUF 12 480) whereas the revenue per person increased by 9.6 % while the staff numbers moderated by 8.3 %. 

The occupancy of the Czech hotels was 80 %, 2.1 % higher than last year. Their total performance shows an increase of 21.2 % compared to last year representing a 28.7 % share of revenues within Danubius Group. 

The total operation expenditure increased at group level by 13.2 %, by the amount of HUF 

2.59 billion, staying below revenue increase in its volume. As a result the operation expenditure level of the group changed from 80.9 % to 82.7%. 

The interests paid increased in accordance with the costs of the new loans taken out.  The foreign exchange loss decrease on loans is equal to the HUF strengthening.
Reconstruction, renovations

Our company spent HUF 6.8 billion on extensive hotel reconstruction and renewals in the first nine months of the year aiming above all at improving the quality of and extending our services in our hotels, bearing in mind the competition we face from the 4-5 star hotels in the capital which were opened recently or are under construction. 

Our most significant such reconstruction is the overall renovation of Thermal Hotel Margitsziget started in October last year with an increase of capacity (two new hotel floors with 64 new room units) and widening of services (the best equipped fitness centre of the capital in one of the most beautiful locations offering different plastic and laser surgery, treatments alongside the already known therapy services). The execution costs of the whole reconstruction were HUF 4 billion.

Besides this significant investment we continued our hotel reconstruction projects launched at the beginning of the year and scheduled for several years. Further rooms and bathrooms were renovated in Hotel Annabella at the Lake Balaton as well as in Hotel Béke, Hilton and Erzsébet. The completion of the fitness wellness programmes in Flamenco, Stadion, Aqua, Sárvár and Bük were continued and the widening of the fitness services in Hotel Helia were completed.

By the end of the 1Q the two year long facade renewal programme was finished in Hotel Hilton through which the outside five–star appearance of the building as well as the technical stability was ensured for another 20-25 years. 

The execution of a conference room complex in the place of the former casino was also carried out in this quarter offering alongside the state of the art conference equipment a unique panorama for those attending the events.


Miscellaneous

53.4 % of the subscribed capital made up of 8 285 437 ordinary shares is owned by domestic and foreign investments of CP Holdings on 30 September 2001, from which a share over 5 % is owned by Interag Rt. (29.38 %), the Nasdaq listed American IIC (11.63 %) Israel Tractors (6.12 %) and CP Holdings (6.27 %). Foreign financial investors own 31.6 % of the shares, from among which British Empire Security, a safe custody manager nominated more than 5 % shares (9.06 %). 

The share of the employees of the company of 2.38 % embodies 196 823 pieces of shares. The company continues to own 4.52 % own shares. 

A total of 6224 deals were made for 1 705 808 shares of Danubius Hotels Rt. on 186 trading days to the tune of HUF 6.61 billion in the first nine months of the year producing an average share price of HUF 3873 /share at three quarterly level.
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