Danubius Hotels Rt.
First quarter 2001 Flash report

The following events and aspects influenced the B/S and profit and loss statement of Danubius Hotels Rt. which have to be considered when evaluating the performance of the activities pursued in the first quarter.

Increasing assets and the impact of their financing on the factual figures:

· Our company purchased 64.98 % of Lécebné Lázné Rt. in the Czech Republic in the second quarter of 2000, which share was increased to 90.06% by the end of the year.

64.98% of the profits are consolidated from 31 May 2000, 68.06% from 1 July and 90.06% from 1 December. 

Our company had the above mentioned ownership share by the end of the announcement period, however, our ownership share increased by a further 5% to 95.06% in April of this year.

· 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 791 million alongside an equal increase of the capital reserves. 

The 285 437 pieces of ordinary shares newly issued after the conversion were introduced on the Budapest Stock Exchange on 7 August 2000. 

· In order to be able to improve professional property protection and personal safety to our guests our company acquired 51% shares in Preventív Security and Consulting Rt. This company does not only render the above-mentioned services but has also taken over the experts pursuing similar activities formerly in our company. Figures of the company are being consolidated from 5 July 2000.

· The loans raised for the purchase of HungarHotels and the investment in Helia went down during the last year by DEM 7.5 million according to the repayment obligations. The company financed the Czech acquisition (90.06% of the shares) by taking out loans to the tune of USD 6.6 million and Euro 7.5 million and DEM 10 million. We have taken out further loans of DEM 15 million and Euro 2 million in the first quarter of 2001 for hotel reconstruction and the financing of Lécebné Lázné shares owned by the Mariánské Lázné local government, which increased the loans in the B/S and financial expenditures in the profit and loss statement. 

At the time of B/S making Danubius group had DEM 57.5 million , USD 6.6 million and Euro 9.5 million loan, which are increased at a consolidated level by Euro 3.1 million from the original Euro 5 million loan raised by Lécebné Lázné Rt. for reconstruction works.

· With our Director for Marketing and Sales we have established a foreign representation in Nuremberg, Germany in August to co-ordinate the activities of the offices in Stuttgart, Hannover, Nuremberg and Linz with the aim of driving local sales of the services of Hungarian and Czech spa hotels.  

Increasing competition, fight for the guests

Owing to the opening of new hotels in 2000, in this first quarter 1600 more 3-4-5* hotel rooms were operated in Budapest and 1200 more in the country than in the previous year. This significant surplus capacity was used by a moderately increased number of guest nights (+4.8%) at a national level and rates per sold room increased by 12%.

 Close down owing to entire reconstruction

Thermal Hotel Margitsziget was closed down in the majority of the quarter owing to a full reconstruction being carried out on the hotel. (2000 1Q revenue: HUF 244 million and operating profit: HUF 135 million). Fixed costs of the closed hotel in the 1Q 2001 caused a loss of HUF 121 million.  

Modification of the accounting law and reporting according to IAS

The ownership structure of the company (one majority owner, determining foreign property), the international expansion (Czech Republic, merger of representations in Germany) as well as the changes in the accounting law  require the application of unified principles for evaluating the assets and liabilities and consolidating and comparing the profit and loss statements with every member of the company group. This means the application of the international accounting standards. In last year’s 1Q flash report the company published its results according to both accounting standards and we have continued to follow this principle throughout the year. This year the figures of the B/S and the profit and loss statement will only be issued based on the IAS. However, considering the fact that in the 1Q 2000 the figures have only been published according to the Hungarian accounting law, our report in this 1Q will be complemented with comments explaining the differences and consequently the fact figures of last year’s flash report will not correspond with this year’s figures of the prior year.

Consolidated Balance Sheet 

The consolidated fixed assets of the company were HUF 53,8 billion on 31 March 2001, 87,8% of which is embodied in domestic and foreign real estate. The rate of increase is 37,8% compared to the prior year in other words HUF 14,8 billion owing to the interests purchased in the Czech Mariánské Lázné and the investments activated in the course of the last year. 

Within the working assets the stock of actual financial assets did not change significantly in spite of the fact that it already contains by the end of the reporting period the HUF equivalent of the DEM 15 million loan taken out on 12 March 2001 but not yet used up (the purchase of a further 5% share in Lécebné Lázné Rt. in April 2001). The approx. HUF 700 million decrease of securities is the consequence of  investments carried out in the last year. 

Intangible assets went up by the value of the positive goodwill of HUF 700 million as a result of the consolidation of Lécebné Lázné.

The value of properties went up by HUF 13.7 billion in the last 12 months from which the asset value of Lécebné Lázné purchased in 2000 is HUF 9 billion and investments were activated to the tune of HUF 4.7 billion.

The value of not consolidated financial investments changed by the capital increase effected in Marcali Kft.

The difference in the Czech and Hungarian tax accounting is shown in the deferred tax row both in the assets and liabilities columns.

In the figures of the short-term loans among the liabilities we have undertaken the repayment of DEM 17.5 million as opposed to last year’s DEM 12.5 million.

The HUF 9 billion increase of the long-term loans last year is the consequence of the purchase of Lécebné Lázné – 95% of ownership share purchased in several steps - and the DEM 25 million and Euro 9.5 million and USD 6,6 million loan taken out for the financing of the accelerated reconstruction programme. The HUF 400 million changes in the negative goodwill are owing to the settlement of the difference between the purchase price and the value of the Czech Gama 45 Kft.

The subscribed capital and the changes in the capital reserve are in connection with the already mentioned withdrawal of employee shares and the consequently issued 285 437 pieces of new ordinary shares. The HUF 200 million value increase of own shares is also the technical gain from their sale before the AGM and repurchase after the AGM.

The profit reserves – modified by the depreciation of the negative goodwill – went up by the value of the consolidated 2000 profit after tax, while the share of outside members in Lécebné Lázné is still indicated at the end of the reporting period as being in conformity with the share of the local government and private persons.

Consolidated profit and loss

Consolidated revenue of the company went up by 14.1%, which is entirely owing to the extra income on the investments purchased during the last one year.

When putting expenditures to account it is stipulated by the international standards that the company has to create monthly reserves for capital expenditures to be accounted for once in a business year and for significant seasonal fluctuations and book its costs monthly in line with the budgeted amounts. The 1Q amounts of regularly paid 13th and 14th month salaries, bonuses and material and energy costs put to account according to the budget was HUF 501 million in 2000 and HUF 590 million in 2001. Therefore these costs are shown pro-rata in the results stated according to the international standard. 

Including the pro rata cost of newly consolidated companies, material costs and value of subcontractors’ performance among expenditures went up exceeding the average.

The wage costs went up by 9.9% excluding the new companies. Consolidation of the new companies also played a vital role in the increase of depreciation.

When comparing operating profit to that of last year, losses are HUF 174 million higher. One of the decisive factors is the loss owing to the 1Q closing down of Thermal Hotel Margitsziget (HUF 121 million, included in the budget with similar volume). The other factor is, the poorer than expected business in the 1Q. This approx. HUF 53 million surplus loss can be regained according to our plans in the 2 and 3Q and the original business policy objectives remain in place.

Despite of the considerable changes the financial results of the company are in conformity with our budget since from the HUF 257 million setback stated as opposed to last year’s similar period HUF 183 million are the financial expenditures owing to the pro-rata interest costs of the loans taken out for the Czech acquisition and the difference caused by the loan revaluation.  The decrease in income of interests, which limited the stock of free financial assets owing to the accelerated reconstruction activities, caused another HUF 74 million deviation in financial results. (According to our budget and business forecasts, the profit contribution of the Czech companies to the results of the Danubius group should exceed at yearly level the interest cost paid by the company for the loans taken out for the acquisitions.)

Profit before tax shows a HUF 432 million loss compared to the prior year from which about HUF 350 million was included in our budget therefore the relative poorer performance of the first quarter will require an over-performance of HUF 82 million in the remaining period.

The Hungarian hotels of Danubius Hotels Rt. achieved an average occupancy of 46.3% being a 1.1 percentage point increase. The number of guests went up by 0.1% while the number of guest nights by 0.4%. Looking at the domestic guest nights the increase is considerable with almost 15% at the same time the foreign guest nights went down by 2.1%. The rate of domestic guest nights went up to 16,6%. This rate went up in the case of guests coming from France, Great Britain, the Netherlands, Italy, Norway, Spain and Switzerland and decreased by those arriving from Austria and Germany. Occupancy of the spa hotels increased by 4.1% (60.6%) and those of the city hotels by 0.4% (38.9%).

The value of revenues close to the prior year figure (-0.9%)  indicates that the revenue shortage (Thermal Hotel Margitsziget reconstruction) and the great competition (poorer than expected figures of Budapest Hilton) affected primarily the results of the generally best performing hotels. Their set back could not be compensated neither by the increasing occupancy of the spa hotels nor by the improving performance of certain three star city hotels.                                                                                                                                                                                                                                                                                                                                                                                        

The occupancy of the hotels in the Czech Marienbad was 62.4% in the 1Q which is 3% higher compared to the similar period of the prior year. 11.3% of the guests were Czech while the 88.7% foreign guests came primarily from Germany and Russia. 88% of the guests stayed in the hotels for health reasons.  

The total revenue of the Czech companies were 64% higher than the 1Q 2000 owing to the increase in occupancy and rate. Costs went up by 27%.

Reconstruction, renovations

Our company spent HUF 2.55 billion on extensive hotel reconstruction and renewals in the first quarter aiming at above all improving the quality of and extending our services, bearing in mind the competition we face by the recently opened 4-5 star hotels.

Such a capital hotel reconstruction project is the renovation of the Thermal Hotel Margitsziget,  started in October last year and still in process. Broken down to four phases the works are expected to be completed by the end of the first half-year in 2001. The budgeted execution costs of the entire project are HUF 4 billion from which amount we have used up HUF 1.25 billion by the end of the 1Q.  In the framework of reconstructing the therapy section in the first phase the swimming pool, the changing rooms, the majority part of the ground floor therapy section, the therapy pools and the half of the newly established fitness centre were completed. Phase II plans to extend the building by two extra room floors the structural works of which we have already finished in the 1Q. 

Phase III includes the refurbishment of the existing rooms and related corridors from which three floors are completed at this stage.

Phase IV. targets to renew the common areas on the ground floor and the cellar rooms. The ground floor offices, the hall, the wardrobe corridor and the two conference rooms are finished and the hotel kitchen is about to be completed.

Launched at the beginning of the year and already finished is the 4th floor room, bathroom and corridor refurbishment in Hotel Annabella resulting in the entire renovation of 66 rooms including painting, wall papering, carpet laying, furniture and loggia renewal. 

Having refurbished all the rooms of Hotel Béke till the end of last year, in the 1Q we have executed the replacement of covers and furnishings in 73 bathrooms on two floors.  Preparations for the replacement of the cooling equipment, necessary for the introduction of air conditioning, has also been carried out to the tune of HUF 45 million.

Hotel Stadion  has gone through a large scale renewal in recent years in the course of which it received a face lift, half of the hotel floors have been refurbished and the kitchen renewed. The hall reconstruction and renewal has been completed parallel to the new front including a new Coffee shop and hinterland alongside the renewal of the reception area, wardrobe and shops.  An up-to-date telephone exchange was installed and the network was also replaced. A videojock pay TV system was also installed and 177 new Philips television sets were put into operation. The renewal of the cooling system for the common area is in process. Besides renewing the swimming pool a fitness complex will be opened.

A conference centre to seat 500 was completed in Hotel Flamenco.  The area to the right hand side of the main entrance was architecturally renewed to make place for a wardrobe and a group check in desk. The plans for the second phase of the fitness centre extension to be built in the basement of the hotel are prepared and the execution is to start in May. Modern solarium and massage rooms will be included.                      

The technical hand over of the fitness-conference room extension in Thermal Hotel Helia took place on 10 April. Preparing the room refurbishment project two sample rooms have been completed.

 We have come to the end of the two year long room refurbishment in Hotel Hilton in the course of which all the rooms have been renewed and received new furniture. An up-to-date fire protection Sprinkler system was installed for improved safety. By changing the antenna network an interactive hotel television system was handed over with Internet access. In the course of the facade renewal  - with the co-operation of the authority for protected and listed buildings - the Dominican court and choir located within the hotel is also being restored. The establishment of a conference room complex in the place of the former casino is in the pipeline as well as a new fitness area and connecting swimming pool.

The hall refurbishment and the replacement of the furniture was completed by the end of February in Thermal Hotel Hévíz. The air conditioning of the common areas is expected to be finished by the middle of May.

Thirty-two rooms, bathrooms and related corridors have been refurbished on the 4th and 8th floors of Hotel Erzsébet. The rooms were repainted, wall papered, and furnished with new furniture, lamps and textiles. The fitted carpet was replaced. Granite built-in wash basins were placed in the bathrooms with mirror, new shower taps, and hairdryers. The corridors were newly painted, new carpet was laid, the suspended ceiling and the electric wires were replaced.  
The building of the joy pools from a joint budget of HUF 256 million in Thermal Hotel Aqua and Thermal Hotel Bük are soon to be completed.

Miscellaneous 

A total of 2 280 deals were made for 519 688 shares of Danubius Hotels Rt. on 62 trading days to the tune of HUF 2 260 million in the first quarter of 2001 producing a average share price of HUF 4 348/share at quarter year level.

Fifty-one point two percent of the subscribed capital made up of 8 285 437 ordinary shares is owned by domestic and foreign investments of CP Holdings. Interag Rt. has slightly more than 5% (29.38%), the American IIC listed on Nasdaq holds 11.63% and Israel Tractors has 6.12%. Foreign financial investors still continue to hold 1/3 of the stakes (33.3%) from among which British Empire Security, safe custody manager nominated more than 5% shares (8.2%). The company continues to own 4.52% own shares while the remaining part is owned by domestic institutional, financial and private investors. 
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