DANUBIUS HOTELS Rt.

Flash report on the first quarter activities of the company in 2003 

Unfavourable international situation and its impact on tourism

In recent months, the international tourist industry has borne the brunt of the preparations for the outbreak of war in Iraq and the still unforeseeable consequences of the conflict itself. This has made this year’s business uncertain and very difficult to plan.

The situation has been further worsened by the SARS epidemic which has spread to several countries and has definitely delayed recovery in several important markets, as well as creating a more general disincentive to travel. 

In the Danubius Hungarian hotels the number of guest nights decreased in the first quarter as compared to the previous year in all categories of hotel. This decrease was 12% in the Budapest hotels and 4-5% in the country hotels. Gross room revenues in the 4/5 star hotels fell back to a greater extent by an average of 15%.  

The number of foreign guests continue to be lower than the previous year and this downturn was particularly noticeable in the number of German guests.

Fortunately, the unfavourable international situation has had much less effect on the Czech and Slovakian hotels, which rely more on regional and domestic tourism. The advantage of Marienbad’s location, close to Germany and Austria, has been well exploited despite the economic problems in Germany. In Slovakia, business has been supported by an increasing regional market. However, there is a serious risk that the new Slovakian visa regulations could affect the number of Arab guests visiting in the summer months.

Management is working hard to control costs in these difficult conditions. We are also investing in marketing programmes to take advantage of an upturn when and if it occurs, but this is still uncertain and dependent on a settled situation after the war, a reduction in international terrorism, improving economic conditions and the SARS epidemic being brought fully under control.  

The changes of exchange rates of national currencies

Against the Euro 

Following the 2002 appreciation the rates of the Forint and the Czech crown show a 4,6% and 1,1% depreciation in the first quarter of 2003.

Consequently, the loan revaluation difference recorded and booked as exchange rate gain by the companies in the prior year turned into a loss in 2003. The significance of this is shown by indicating  the exchange rate effect on a different row in our profit and loss statement.

Against the USD

The depreciation of the USD against the Euro resulted in 18-20% appreciation of national exchange rates, which had a negative effect on the USD revenues. 

Consolidated B/S

As a result of acquisitions and capitalised investments total assets of Danubius Hotels Rt. were up by HUF 15,1 billion to HUF 70,8 billion at 31 March 2003 compared to the similar period of the previous year.

million HUF
	Assets /Liabilities
	31 March

2003
	31 March

2002
	Changes
	Of which

Piestany
	Of which Sovata

	Current assets
	6 432
	5 449
	983
	1 043
	454

	Non current assets
	64 410
	50 258
	14 152
	11 299
	1 501

	TOTAL ASSETS
	70 842
	55 707
	15 135
	12 342
	1 955

	Short term liabilities
	8 866
	6 110
	2 756
	2 199
	144 

	Long term liabilities
	22 710
	15 226
	7 484
	106
	561

	Provisions
	929
	185
	744
	701
	

	Minority shares
	2 450
	401
	2 049
	- 66
	130

	Own capital
	35 887
	33 785
	2 102
	9 402
	1 120

	TOTAL LIABILITIES
	70 842
	55 707
	15 135
	12 342
	1 955


· Without the new investments cash and cash equivalents went down by HUF 600 million within current assets as a result of CAPEX programs carried out in the first quarter in Hungary and the Czech Republic.

· The changes of loan stocks show the balance of loans paid back (EUR 8,3 million) and taken out (EUR 36 million). Our loans at group level were EUR 81,3 million (of which Piestany EUR 5,7 million) and USD 6,6 million on 31 March 2003. 

· The share of outside members increased significantly through the acquisition of SLKP (+ HUF 1,3 billion) and as a result of the capital increase in Salina Invest Rt. (+ HUF 706 million).

· The value of own capital was changed by the 2002 profits.

Consolidated profit and loss 

Our company achieved a profit of HUF 2831 million (+ HUF 192 million) from departmental operating activities, on revenues of HUF 6439 million. This weakened to a HUF 2,2 billion loss before tax through general expenses, exchange rate loss and interest on the loans and depreciation.

million HUF

	 
	31 March
2003 *
	31 March
2002
	Change
	Change 
(%)
	Of which
SLKP
	Of which
Sovata **

	
	
	
	
	
	
	

	Room departmental profit
	        1 807    
	       1 765    
	         42    
	102.4%
	      274    
	 

	      Profit margin (%)
	71.1%
	73.8%
	-2.7%
	 
	69.4%
	 

	F&B profit
	          336    
	         440    
	-      104    
	76.4%
	        39    
	 

	      Profit margin (%)
	16.1%
	24.0%
	-7.9%
	 
	10.0%
	 

	Spa profit
	          789    
	         426    
	       363    
	185.2%
	      432    
	 

	      Profit margin (%)
	61.3%
	63.8%
	-2.5%
	 
	64.5%
	 

	Other minor departmental profit
	-         101    
	             8    
	-      109    
	-1262.5%
	-     150    
	 

	      Profit margin (%)
	-22.6%
	4.0%
	-26.7%
	 
	 
	 

	Departmental profit
	       2 831    
	      2 639    
	      192    
	107.3%
	     595    
	 

	      Profit margin (%)
	44.5%
	51.8%
	-7.3%
	 
	40.5%
	 

	 
	 
	 
	 
	 
	 
	 

	Other incomes:
	 
	 
	 
	 
	 
	 

	   Other revenue
	            83    
	         370    
	-      287    
	22.4%
	        38    
	 

	 
	 
	 
	 
	 
	 
	 

	Other costs:
	 
	 
	 
	 
	 
	 

	   Administrative and general costs
	        2 996    
	       2 737    
	-      259    
	109.5%
	      466    
	 

	   Depreciation
	          951    
	         722    
	-      229    
	131.7%
	      171    
	 

	   Other expenses
	          288    
	         548    
	       260    
	52.6%
	        44    
	 

	 
	 
	 
	 
	 
	 
	 

	Operating profit
	-     1 321    
	-       998    
	-     323    
	 
	-      48    
	 

	 
	 
	 
	 
	 
	 
	 

	   Interest income
	            19    
	           45    
	-       26    
	42.2%
	          1    
	 

	   Interest expense
	          208    
	         133    
	-       75    
	156.4%
	        13    
	 

	   Foreign currency loss
	          615    
	           40    
	-      575    
	 
	-       42    
	 

	   Restructuring charges
	            47    
	 
	-       47    
	 
	        47    
	 

	 
	 
	 
	 
	 
	 
	 

	Profit from ordinary activities
(before income tax

& minority interests)
	-     2 172    
	-    1 126    
	-  1 046    
	 
	-      65    
	 


* In order to be able to measure departmental profit, from this year on, we will show separately revenues and costs that are in connection with basic activities. For proper comparison we have represented the base data as well. 

** Hotel Sovata was closed down in the first quarter owing to ongoing reconstruction works.

The Slovak company contributed HUF 1,5 billion to the HUF 978 million net revenue increase. This means that calculated on an unchanged network – primarily as a result of the poor performance of the Hungarian hotels – the fall was HUF 530 million. Of the HUF 6439 million group revenue 25.5% was produced by the Slovak hotels, 13,7% by the Czech daughter company and 60,8% by the Hungarian hotels.

Occupancy of the Hungarian hotels dropped by 4,6 percentage points compared to the similar period of the previous year, besides 1,5% decrease of average room rates. Foreigners spent 81% of all guest nights in the hotels and, with the exception of Switzerland, there were fewer guests from all major foreign countries. The significant strengthening of the HUF against the USD had a negative impact chiefly on the revenues of 4-5 star Budapest hotels.  

Despite a revenue increase in local currency, the Czech hotels achieved an unchanged HUF revenue of HUF 858 million reflecting a HUF 766 average room rate increase and a 0,8% fall in occupancy. The departmental profit is HUF 574 million, HUF 22 million higher that the base period, burdened by HUF 76 million loan interest and HUF 160 million other financial expenses and HUF 441 million administrative and general costs before profit before tax. 

The Slovak hotels contributed to the consolidated revenues by HUF 1508 million as well as by 70% average occupancy (+1,1%) and HUF 4623 average room rates (+HUF 503). The HUF 595 million departmental profit was reduced by general expenses interest on the loans and exchange rate loss to HUF -65 million at profit before tax level.  

Costs increased through the consolidation of the Slovak company which were only partly offset by cost savings in Hungarian hotels. Operating profit is further reduced by the HUF 615 million exchange rate loss calculated on the loans owing to the first quarter weakening of the HUF against the USD and the Euro.

Costs for restructuring, aiming at increasing efficiency in the Slovak company  total to HUF 47 million.

Preventív Rt.

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 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. 

Reconstruction works, developments

In the first quarter of 2003 we have concentrated on damage prevention, energy saving, mandatory repairs in addition to finishing the remaining room and common area reconstructions started last year. The capital expenditures for the first quarter therefore amounted to HUF 692 million in the Hungarian hotels. 

The most important projects were the following:

· Kitchen reconstruction works and modernisation of the guest elevators in Hotel Aqua. 

· Doors and windows were replaced in the common areas of Hotel Annabella.
· Changing of the outside plastic-structure doors and windows in the historical wing of Hotel Astoria were started and are still going on alongside strict supervision from the authorities for protected buildings.

· The complete refurbishment of 73 bathrooms on levels 4 and 5 in Hotel Béke was completed and the restructuring of the hotel lobby and connecting areas are almost ready. 

· Roof isolation and lightning protection works were carried out in Hotel Budapest and the main pipes of the water drainage were replaced.

· The last phase of the room refurbishment program in Hotel Erzsébet was completed.

· The outside doors and windows were changed in 40 rooms in Hotel Flamenco and foundations were laid down for the introduction of the  energy and staff saving Sauter building management system.

· The damage prevention works in connection with last September’s water pipe burst were completed and demolition works to prepare for the reconstruction of the brasserie were carried out in Hotel Gellért.
· Room and corridor refurbishments on levels 5 and 6 in Hotel Helia were completed.

· Balcony doors were changed in 50 rooms in Hotel Helikon. 

· Equipment for utilising the heat content of the available thermal water in Thermal Hotel Hévíz was installed.

· A new electric shock protection system (EPH) in line with the modified electric standards was built out in Hotel Hilton and a digital video monitoring-recording system was installed to increase safety.

· To meet increasing wellness requirements we have opened Kneipp treatment rooms in Thermal Hotel Margitsziget and Hotel Lövér and have completed the refurbishment of the conference rooms in the latter.

· We have replaced outside doors and windows on two levels in Hotel Marina. The old boiler houses were changed to gas heating and  the water supply system of the building was modernised. A special wheel chair lift was placed between the restaurant and the hotel lobby to help disabled guests.

· We have completed the room and corridor refurbishment programme in Hotel Stadion.
The refurbishment of the kitchen and restaurant in Hotel Pro Patria in Piestany was continued and other preparation works were started in connection with the future reconstructions of Spa Irma, golf course and Balnea Grand in an amount of HUF 24.8 million.

In Hotel Pacific, Marienbad, a total refurbishment and modernisation of the rooms and infrastructure of the basement, including the whole kitchen area and partial facelift of the restaurant on the ground floor were made. Also 8 new, 4-star level additional rooms were built. The Vienna Coffee Shop of the Nové Lázné building has been refurbished and extended including a new kitchen and air conditioning system as well. The total cost of 1st quarter reconstruction work amounted to HUF 167.4 million.

The reconstruction of Hotel Sovata in Romania is approaching its end. Guests are already welcomed on three levels and the renewed common areas were equally opened. The reconstruction of the hotel is expected to be completed by 15 June, to be followed by the opening of the therapeutic wing one month later. The company has spent USD 4,1 million on the above works so far.

Stock Exchange trading, ownership structure 

According to 31 March 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%), the Kenyon Phillips Acquisition LLC (11.63%), Israel Tractors (6.12%) and CP Holdings Ltd. (6.27%). 

Foreign financial investors own 29.09% of the remaining shares, from among which, Citibank Rt. as safe custody manager nominated 18.58% shares. The share of the employees of the company is 1.35% and the company continues to own 4.52% own shares. Domestic private persons, institutions and pension funds own 11.64% of shares.

A total of 756 deals were made for 181 606 shares of Danubius Hotels Rt. on 61 trading days to the tune of HUF 607,3 million in the first quarter of 2003 producing an average share price of 3344 HUF /share.

The organisation of the company has not changed during the first quarter of 2003, and the circle of leading office bearers remained unchanged.

Post quarter events

The company has published the resolutions passed at its 23 April 2003 Annual General Meeting on 24 April 2003 in the Magyar Tőkepiac and the Napi Gazdaság dailies and these are also available on the web sites of the Budapest Stock Exchange as well as Danubius Hotels Rt. 

Our Company has purchased and sold 374 523 pieces of own shares on 25 April 2003 as stated on the web sites of the Budapest Stock Exchange and Danubius Hotels Rt. 

According to the privatisation contract, the owners of Salina Invest Rt. shall meet their obligations to increase capital by USD 1 million in the course of May to ensure the financing of the reconstruction of Hotel Sovata by Balneoclimaterica Rt.
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