



Danubius Hotels Rt.

First half 2002 Flash Report

The Board of Danubius Hotels Rt. disclosed in its 1st quarter Flash Report and subsequently, being aware of the preliminary results of the first 5 months, in the 2nd July issue of "Magyar Tőkepiac" and on the homepages of Budapest Stock Exchange and Danubius, that the company’s performance had deteriorated as compared to plan and the previous year, mainly as a result of:

· the further strengthening of the HUF and the CZK,

· the weakening of German economy and the absence of the overseas guests' expected desire to travel,

· the decreasing number of guests both at national and at company level, and

· the significant increase in hotel capacity - especially in Budapest .

The company has continued to be adversely affected by these factors. In the first 6 months of the year, further strengthening of the HUF resulted in a revenue loss of some HUF 775 M at the Hungarian hotels, whilst strengthening of the CZK reduced the Czech company’s revenue increase by some HUF 250 M.

Despite these difficulties, we continued our policy of expanding our operations outside Hungary through the acquisition of the spa complex in Piestany, Slovakia.

Besides the foregoing, several significant events had an influence on our company's unaudited B/S and P/L data, prepared according to IAS:

Effect of investment in Piestany Spa

· In the volume of 8th May, 2002 of Magyar Tőkepiac, we have disclosed that the Czech Lecebne Lázné Rt., owned by the company as to 95.36 %, won the privatisation tender for the spa complex (“Piestany”) sale of 67 % of Slovenské Liecebné Kúpele a.s. spa complex (“Piestany”). Danubius Hotels Rt. has consolidated Piestany with effect from 31st May, 2002, which, compared to the previous year, influences this half year's accounts, with the following main figures:


Value of invested assets (on 30.06.2002):
HUF
10 673 M


Value of current assets (on 30.06.2002):
HUF
930 M


Value of net assets (on 30.06.2002):
HUF
8 807 M


Value of liabilities (on 30.06.2002):
HUF
2 769 M


Minority interests (on 30.06.2002):
HUF
27 M


Revenue (June 2002):
HUF
641 M


Profit Before Taxation (June 2002,


prior to deduction of minority interests)
HUF
72 M
· With new borrowings taken out to finance the Slovakian capital expenditure (EUR 23.3 M) and last year's highlighted reconstructions (EUR 13.5 M), and with the decrease of DEM 17.5 M, paid back during 2nd half of 2001, our company's loan portfolio was EUR 78 M on 30th June, 2002.

Consolidated Balance Sheet

The value of company assets is HUF 71.5 bn which, compared to the base, increased by HUF 15.6 M as a result of the net value of activated capital expenditure projects and investments in Sovata and Piestany.

Invested assets increased by the HUF 10.7 M of property assets in Piestany, HUF 4 bn of activated reconstruction (primarily at Thermal Hotel Margaret Island) and with the HUF 889 M-worth investment in Sovata which, overall, after provision for depreciation, means a HUF 14.7 bn increase in net invested assets.

Among the current assets, the HUF 1 bn increase in cash is part of the EUR borrowing taken out at the end of last year and not yet utilised. The decrease in other current assets results from the repayment of cash following rejection of Marcali Kft's bid to the Széchenyi plan.

Of the HUF 9.1 bn increase in liabilities, HUF 2.2 bn relates to the Piestany, whilst the other increases are related to the new borrowings taken out by the company. The alteration in the value of the negative goodwill reflects the effect of the difference between the Piestany net assets and the purchase price paid.

The minority interest is the 4.3 % proprietorship share of Lecebne Lázné and the 33 % proprietorship share of Piestany.

Consolidated Profit and Loss

Revenue decreased by HUF 54 M at consolidated level, for the reasons mentioned above. The foreign subsidiaries represented 21.3% of the consolidated revenue.

Operational profit before tax and minority interest was behind the previous period by HUF 446 M, mainly as a result of:

· the already mentioned HUF 1,025 M worth of revenue lost due to the strengthening of the HUF and the CZK,

· cca. HUF 428 M of revenue lost as a result of the 4.3 % lessening of occupancy at the Hungarian hotels,

· HUF 540 M increase in the departmental costs,

· the HUF 238 M increase in depreciation,

· HUF 370 M of exchange rate gains which helped to offset the negative developments.

Hungarian Hotels

The 55.4 % occupancy of Hungarian hotels lags behind that of the previous year by 4.3% points. Although the number of guests hardly fell, they spent less guestnights at our hotels, and the average rate realised in HUF was lower by 11.5 %. The 18 % decrease in the revenue per room could not be offset by the 5.1 % increase in Food & Beverage revenue, and the 52.3 % increase in fitness revenue. Overall, the profitability level of departments decreased by 4.8 %.

The poor performance of Hungarian hotels, not experienced for years, has been affected, besides the strengthening of the HUF, by a new situation which has emerged in Hungarian tourism. The lack of appropriate national promotion and publicity, the closing of some of the national overseas offices and the uncertain position and lack of funding of the existing offices, was coupled with a major increase in capacity, especially in Budapest regarding the 4-5 * hotel accommodation. Unfortunately, to this was added the permanent threat of terrorism and consequent uncertainty which significantly reduced the number of overseas trips.

The combination of these factors meant increased competition for fewer guests. It seems that the market growth necessary to correct the situation will take several years.

Czech Hotels

The 78.3 average occupancy of the Czech hotels in the first half-year showed a 2 % improvement, in comparison to the previous period, a 5 % increase in average rate and a 7.8 % increase in revenue per room. However, these figures were less than planned due to the strong CZK and did not fully compensate for first half cost increases of 11.6%.

Developments

In the light of the market situation, the refurbishment programme was restricted to essential and urgent developments totalling 350 M HUF.

The main items are:

· The final phase of renewing the large kitchen of Hotel Pátria has been concluded.

· At Thermal Hotel Hévíz, the insulation and panelling renewal of the last 95 loggias was realised.

· At Grand Hotel Hungária, the interior design and refurbishing of the hotel lobby was completed to a four-star hotel standard.

· To ease the parking problems of Hotel Gellért, a rented car-park capable of accommodating 40 cars was acquired.

Other refurbishments:

Construction of the boiler-house at Hotel Stadion, representing an amount of HUF 83 M, awaits completion, creating the basis for the building's independent, energy-saving heat supply. The reconstruction of the roof structure of Hotel Astoria resumes with the construction of the Kossuth Lajos street front. At the Hotels Marina and Béke the systems of emergency lighting have been renewed and replaced. At the Hotel Annabella, replacements of the glass portal structures of the hotel lobby are proceeding. At Thermál Hotel Sárvár, the painting, wall-papering and carpeting works of the atrium from the spa section's side are in process. At Hotel Béke, the programme of air technology modernisation has continued with the replacement of several air-treatment units.

Our planning works, for projects to be launched in the near future include:

· Licence and execution planning of the new so-called Belgian brasserie to be developed at Hotel Rába.

· Tender and licence planning of converting Hotel Helikon to a four-star standard.

· Sovata: planning refurbishment of the hotel and spa treatment premises.

Miscellaneous

On 30th June, 2002, 53.4 % of  the subscribed capital of 8 285 437 pieces of ordinary shares were owned by domestic and foreign investments of CP Holdings Ltd. Owners exceeding 5 %: Interag Rt. 29.38 %, Kenyon Phillips Acquisition Company LLC 11.63 %, Israel Tractors 6.12 %, and CP Holdings Ltd. 6.27 %.

A further 32.07 % of the shares are held by foreign financial investors, of which Citibank Rt. as depositary represents owners of 16.19 % and Bank Austria/HVB 10.15 %. Company employees have 1.57 % and the company’s holding of treasury shares remains unchanged at 4.52 %.

In the first 6 months of the year, on 124 trading days, within the frame of 2,714 transactions concluded, 1,071,850 pcs of Danubius Hotels Rt. shares were traded with a value of HUF 4,098 M, which resulted in an average price of HUF 3,820 / share for the half year.

In the first half of the year, our company informed those interested in the form of extraordinary statements, that it acquired 67 % of Piestany and that it acquired and sold treasury shares, as a result of which, the holding of treasury shares did not change.

No change occurred during the last half-year in corporate organisation and the circle of leading company officials.

Post Quarter Events

Our company published an extraordinary announcement on 12th August 2002 that the Romanian Chamber of Commerce registered the USD 4.1 million capital increase which was the part of the obligation undertaken in the privatisation contract due this year. As a result of this our interest in Salina Invest Rt. increased to 49.5%.

We signed a preliminary agreement to purchase further shares in Salina Invest Rt. which would increase our interest to 56.5%. Hence, we plan to start the consolidation of Salina Invest Rt. during the second half of the year.

We recently purchased a further 2.84% of Piestany for HUF 190 M and current negotiations may lead to further purchases.

In the second half of 2002, further hotel openings can be expected in Hungary which will result in 830 four- and five-star hotel room capacity increases.

Limited Profit Expectations

In the statement published on 2nd July, 2002, we indicated that we would publish a revised forecast together with this flash report. In doing this we wish to emphasise to shareholders and others, in the strongest possible terms, that the very uncertain market conditions referred to in this report make forecasting an especially difficult exercise. As experience in the first half has shown, factors outside our control can have a major effect on our results. Our revised forecast must therefore be viewed in this light, although management remains committed to taking all possible steps to improve performance.

The revised 2002 revenue and profit forecasts (under IAS) take account of current market conditions, the consolidation of Piestany, Sovata and other anticipated property transactions.

The figures are

revenues HUF 34.5 bn (7.1% increase over 2001)

profit before tax and minority interests HUF 4.4 bn (inline with 2001).
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