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“International Hotel Investments p.l.c.
Directors’ Report
For the Year Ended 31 December 2003 .
-The directors present their repori, together with the audited ﬁnancml statements of lntematlonal Hotel
Tnvestments p.l.¢. (“the Company”) and the Group of which it s the parent for the year ended 31 December
: .2003
Board of Directors
Mr Alﬁed Pisani (Chau‘man and Chief Executive Officer)
Mr Louis E Galea (Deputy Chairman) -
Mz Joseph Fenech (Managing Director)
Dr Joseph J Vella
Mr Lawrence Zammit
Principal Activities
International Hotel Investments p.l.c. carries on the business of an investment company in connection with
" the ownership, development and operation of hotels, leisure facilities, and other activitiés- related to the
tourism industry. The Company holds a iumber of investrments in subsidiary and associated companies
(refer to Notes l2(b) and 13(c) to the financial statements),. through which it furthers the business of the
" Group.
Review of Business Development and State of Affairs
The resu]te of thé operatio'ns for the year are as set out in the profit and. loss account on page 12.
The Managmg Director’s Report reviews the business of the Group for the year and the state of affairs at 31
: December 2003. o :
- Futuare Deve]opmente
The Chairman’s Report details the developments in the business of the Group expected to materialise after
the date of this report. ' :
Reserves

The movements on reserves are as set out on pages 15 and 16 of the financial statements.

Approved by the Board of Directors on 4 June 2004 and signed on its behalf by:

g—'ﬁ:‘%\.
——— —

- MzpAlfred Pisani :
hairman and Chief Executive Officer -

22 Europa Centre
Floriana.
Malta

Mr Josgph Fengeh



International Hotel Investments p.l.c.

‘Shareholder Infonnat_iqn

The following shareholder mformatron 1s belng published in terms of Bye-Law 6.05. 06(11) (in force at 31

December 2003) of the Malta Stock Exchange

D1rectors Interest in the Shareholdmg of the Company at 31 December 2003.

Mr Louis E Galea .
Mr Joseph Fenech’
" Dr Joseph J Vella

Number of Shares

5,053
64,487
49,605

* Shareholders Holding 5% or more of the Share Capital at 30 Apri] 2004

" Ordinary Shares of EURI ‘each
Corinthia Palace Hotel Company Limited

. Shareholdlng Details at 30 April 2004

Number of Shares

74.99

3,418 shareholders held the Company s issued share cap1ta1 amountlng to EUR] 19,053, 489

_Shareholders. are entitled to vote at meetings of the shareholders of the Company on the basis of one vote
The shares in

. for each share held. ‘They are entitled to receive dividends as declared from time to time.

issue shall, at all times, Tank pari passu with respect to any d.lstnbutlon whether of dividends or capital, in a

winding up or otherwise.
Number of Shéreholders at 30 April 2004

Band

1t0 500 -

501 to 1000
1001 to 5000
5001 and over

Company Secretary and Registered Address

Mr Alfred Fabri
22 Europa Centre
Floriana VLT 15
Malta

Telephone (+356) 21 233 141

-Total Shareholders

45
331
2,244
798

3.418

Percentage Holdin
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International Hotel Investments p.l.c.

Corporate Governance - Directbrs" Statement of Compliance

Since the issuance of-the Statement of Comphance covering. the year ended. 31 December 2002 there has -
been & change in the regulatory environment surrounding listed comipanies. As from January 2004 the
MFESA has assumed responsibility for the monitoring of the compliance of listed companies in Malta.- The
Code of ‘Principles of Geod Corporate Governance (“the Code™ or.“the Principles™) was originally issued
by the Malta Stock Exchange (“the. MSE”) and now features as part of the new Listing Rules. For the year
2003 TInternational Hotel Investments ple (“the ‘Company” or:“IHI”) ‘was subject to the Malta Stock
Exchange. Bye-Laws and this Statement is ‘being made accordlngly The Code is intended as a set of
recommendations and adherence 1s not mandated on Jisted companies. However-the MSE in its preamble to
the Code states that “it is expected that companies adopt these Principles and implement effective measures
t6 ensure compliance therewith”. *By virtue of Bye-Law 6.05.07(ii), listed companies are required to
include 4 Statement. of Comphance in their Annual Report setting out the extent to which they have adopted
these Prmc1ples '

- The Board 6f Directors (“the Directors™ or “the Board”) of THI reiterate their support for the Code and note
that adoption of the Code has resulted in positive effects accruing to the Company. ‘

Comipliance -

The Board deems that, during the repomng period in question, the Company has been in compliance with’
the Code to the extent that was considered complementary to the size and operations of the Company.
Instances of divergence from the Code are disclosed and explained below.

" The Board

The Board of Directors is entrusted with the overall direction and management of the Company, including
‘the establishment of strategies for future development, and the approval of any. preposed acquisitions by the
Company in pmsmng its investment strategies. IHs responsibilities also involve the oversight of the
Company’s internal conirol procedures and financial performance, and the review of business risks. facing
the Company, thus ensuring that these are adequately identified, evaluated, managed and minimised. All
the Directors have access to independent professmnal advice at the expense of the Company, should they. so-
Tequire.

The Company is -headed by a Board of Directors consisting of two executive directors and three non-:
executive directors. . The present mix of executive and. non-executive directors is considered to create a
healthy balance and serves:to unite all shareholders” interests, whilst providing direction to the Company’s
management to help maintain a sustainable organisation. The Board is made up as follows:

Executive Directors ' _ Date of first appointment

Mr Alfred Pisani Chairman and Chief E_xecuﬁve Officer 29 March 2000

Mr Joseph Fenech Managing Director . 29 March 2000-
Non-Executive Directors o - Date of first appointment
Mr Louis E Galea Deputy Chairman : 29 March 2000

Dr Joseph I Vella 29 March 2000

Mr Lawrence Zammit 27 e 2001

" Mr Alfred Fabri acts as Secretary to the Board of Directors.
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International Hotel Investments p.l.c.

Corporate Governance - Directors’ Statement of Compliance

In accordance with the requirements of the Articles of Asseciation the term of office of the d1rectors lapsed -
" ai the Annual General Meéeting’ held on 27% June 2003. They were all re- appomted at that same meetlng

The roles ‘of Chamnan and Chief Executive Officer are both carried out by Mr Alfred Pisani. Although the
Code recommends that the role of Chairman. and Chief Executive Officer are kept separate, the Directors
believe that, in view of the particular c1rcu:mstances of the Company, Mr Pisani should occupy both -
posmons

- The non-executive directors constitute a majority on the Board and are independent of Corinthia Palace
*. Hotel Company Limited (IHI's parent) and its other subsidiaries. Their main functions are to monitor the -
operatioris -of the executive directors and - their performance as. well as to analyse “any - investment
opportunitiés.that are proposed by the executive directors. In addition, the non-executive directors have the-
role of acting as an important check on the possible conflicts of interest of the executive directors; which-

" may exist as a result of their dual role as executive directors of the Company and their fole as ofﬁcers of :

Corinthia Palace Hotel Company Limited and/or its other subs1d1ar1es

T_he Boarc_l met twenty times during the period u:nder Teview.
“Terms of Appointment of the Directors

~ Pursuant to the Company’s Articles of Assomat]on the appomtment of directors to the Board is reserved
exclusively to the Compariy’s share¢holders. During the last Annual General Meeting held on 27" June
2003,.a resolutmn was passed whereby the maximum number of directors on the Board was increased from '
five to nine. The minimum number was retained at four.

~  The. appointment of directors to the Board is reserved to ‘sharcholders or a: mumber: of members who

. individually- or between them have a “qualifying holding”. During the last Annual General Meeting a
resolution was passed to revise downwards the definition of qualifying ho]dmg from 20% to 11% of the
. total lssued share capital of the.Company havmg voting rights.

A shareho]der or.a number of members who 1nd1v1dually or between them hold the qualifying holding
(11%) plus one share of the issued share-capital of the Company ‘are entitled.to appoint ene director for
every such 11% held. ‘Any shareholder who- does net appoint a director or directors in terms of the
qualifying helding, will participate in the annual election of directors at the Annual General Meeting of the
Company. Sharehiolders who are entitled to appoint directors in terms of the qualifying holding shall be
. entitled to participate in the annual election of directors, provided that in such an election they only use
such shares, not, otherwise used as part of the qualifying holding, '

Moreover, during the Extraordinary General Meeting held on 9 December 2003, a resolution was passed
to the effect that the Chairman of the Board is now appoinied by the members of the Board of Directors.
Previously, the right to appoint 2 Chairman was reserved to the one single shareholder holding the highest
* number of shares in the Company, being more than 25% of the issued share capital.

Corinthia Palace Hotel Company Limjted currently owns 74.99%.of the share capital of IHI. In terms of
the Memorandum and Articles of Association of the Company, Corinthia Palace Hotel Company Limited is
therefore entitled to appoint-a majority of the directors of the Company.
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International Hotel InvestmentS'p.I.e'.

Corporate Governance - Directors’ Statement of Compliance

All directors may be removed from their.post by the shareholder appointing them, or by an:ordinary-
- resolution of the sharcholders in general meeting. Unless appomted for a longer of shorter period-or unless -
"they resign or are removed, the directors shall, unless otherwise specified in the letter of their. .appointment

hold. office for a period of one year. Directors are eligible for re- appointment upon the lapse of the period
" stated in their letter of appomtment

. Save for the service contracts of the executive directors, none of the other directors of the Company. have a
service contract with the Company. The contracts signed w1th the executlve directors cover a three-year
period. : ‘ .

As recommended by the Code, a Nomination Committee was set up by the Company late in 2002. During
the year under réview, no need was felt for the Nominations Conimittee to meet. - The members of the

. Committee consist of the non-execuiive directors on the Board, namely, Mr Louis E Galea (Chairman), Dr
Joseph.J Vella and Mr Lawrence Zammit. .

Remuneration

There are'no loans outstanding by the Company to any of its directors, nor any guarantees issued for their
benefit by the Company.. For the financial year ending 31 December 2003, the Company paid an aggregate
of EURY4,765 to its directors. .The Board has resolved to disclose directors’ fees in an aggregate format
rather than as separate figures for each director as required by the Code

The Articles of ‘Association set out that the maximum hmlt of aggregate emoluments of the directors is to
be established by the shareholders in Aniual General Meeting. The Annual General Meeting held on 27"
June 2003 increased the aggregate amount of emoluments to directors to EUR145,230 (Lm60, 000Y. W]thm
‘this limii, the directors have the power to fix their remuneration levels. The Company has adopted a
practice whereby the executive directors vote at meetings deciding the remuneration packages of the non- .
executive directors, from which the latter abstain. The Remuneration Committee is made up of the non-
executive directors on the Board, namely, Mr Louis E Galea (Chairman), Dr Joseph J Vella and Mr
Lawrence Zammit, with Mr ‘Alfred Fabri acting as Secretary to the Committee. The function of this
‘Committee is to propose the remuneration packages of the, executive directors and senior executlve staff of
‘the Group, for deliberation by the Board.

During an Extraordmary General Meeting held on the 9th December 2003, a resolut:on was passed whereby -
the share capital of the Company was convetted- from Maltese Liri to Euro. It was also resolved that the
nominal value of the shares will be Euro 1 per share. Shareholders were therefore allotted 2.48 shares for
every share of Lm1 held. Fractional entitlements were rounded upwards to the nearest whole share. As at
the date of this statement, the interests of the directors in the shares of the Company were as follows:

Number of Shares Held
Mr Alfred Pisani _ : -
Mr Louis E Galea . 5,953
- 'Mr Joseph Fenech 64,487
Dr Joseph I Vella 49,605

Mr Lawrence Zammit -

The directors are fully aware of their obligations regarding dealings in securities of the Company- as
required by:the MSE Bye-laws in force during the year. Moreover they are notified by means of a letter of
block-out periods, prior to the issue of the Company’s interim and annual financial information, during
" which they may not trade in the Company's shares.




L L e T Y AL L TS et S T

Page 6

International Ho_tél. Investments p_.l.c.

| Corporate Governance - Directors’ Staté:méxit of Compliance

Boarﬂ—épplointed' Committees
The Board has e‘stab]ished the following Committees:

‘Audit Commiittee
The: Andit Committee’s primary objectwe is to assist the Board in fulfilling its oversight responsihbilities .
~ovet the financial reporting processes,. financial policies and internal control structure. The. Commitiee
oversees the conduct of the internal and external audit and acts to facilitate communication between the
* Board, management, the external auditors and the internal audit team.

.During' the year under review, the Committee met three times. The internal and external auditors attended
these meetings, upon the direct request of the Audit Comnuttee The Audit Committee reports directly to
_the Board of Directors.

The Committee is made up of a majority of non-executive directors who are appointed for & period of three
years. Mr Louis E Gales, a non-executive director, acts as Chairman, whilst-Mr Joseph Fenech (the
Managing Director) and Mr Lawrence Zarmmt act as members. The Company Secretary, Mr Alfred Fabri
~ acts as Secretary to the Commiittee.

Internal Audit _

The role of the internal auditor is o carry out systemanc risk-based reviews and appraisals of the operations

. of the Company (as well as of the subsidiaries and associates of the Group) for the purpose of advising
‘management and the Board, through the Audit Committee, on the efficiency and effectiveness of internal

- management policies, practices and controls. The function is expected to promote the application of best
practices within the organisation, During 2003, the internal audit function has taken on-another dimension,
namely that of advising the Audit Committee on‘aspects of the regulatory. framework which affect the day- -
to-dzy operations of the hotels, such as for example data protection. :

The internal auditor reports directly to the Audit Committee.

Monitoring Committee

The Committee is responsible for ensuring that proper budgets are set for every hotel owned by the
" Company in order to achieve maximum returns on investment. The Commitiee also monitors closely the

performance of the hotels throughout the year to ensure that such budgets are actually achieved and that

corrective action is taken as necessary, in the light of changing circumstances.

Mr Joseph M Pisani acts as Chairman, with Mr Joseph C Caroana, Eng. Al] B Edlew, and Mr Lino Soler as
‘members. Mr Lino Soler acts as Secretary to the Monitoring Committee. The members are appointed for a
period of two years.

The Committee reports directly to the directors of the Company. .

Tn 2003, the Committee met evéry month to review the performance of every hotel. Meetings were also
held as necessary with C.H.L Limited, the operator of the Company’s hotels.
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International Hotel Investments p.l.c.

Corporate Governance - Directors’ Statement of Compliance

‘Related Parties Transactions Commzrtee : ‘

The directors are fully aware that the close association-of the Company with Corinthia Palace Hotel
Company Limited and its other subsidiaries is eentral to the attainment by the Compény of its investment
objectives and 1mplementat10n of its strategies. In compliance with the thrust of the Code; which aims to
instil ‘greater transparency in the operations of listed companies, and due to the fact that the Company
transacts extensively with such and other related entities, the directors have felt the need to set upa Related
Parties Transactions Committee.  The primary objective. of the Committee is to assist the Board in ensuring
that transactions entered into with related parties are carried out on an arm’s length basis and are for the'
benefit of the Company, and that the Company and its subsidiaries accurately report all related party -
transactions it the notes to its financial statements. Tt is expected that this. Committee will take on added
relevance with the issuing of the new L1st1ng Rules and in-particular, the rules dealing with transactlons‘
with related parties. :

The Committee is made up of three members namely, Mr Louis E Galea, Mr ‘Joseph Fenech a.nd Dr Joseph
T Vella. Mr Louis E Galea acts as Chairmam to the-Committes, whilst Mr Alfred Fabri acts as- Secretary

Managemer_lt and Employees

The Company is. an investment Company,. which. does not require an elaberate -management structure,
particularly at this stage of'its development.” The Company’s CEQ and Managing Director are the only two
executive officers of the Company. They are supported in their executive roles by Corinthia Palace Hotel
Company Limited, with whom the Company entered into an Administrative Suppert Services Agi‘eement
which was renewed on 26™ April 2002 and covers two years from that date At present this agreement isin
the process of being renegotiated. : : - o

The Agreement ensures that the Company can sustain its streamiined organisational stracture at the top

executive and central administrative level by having. continued and guaranteed access to the top executive

staff and support personnel of Corinthia Palace Hoigl Company Limited and its other subsidiaries. The fees

for services rendered are considered reasonable by the Board. The Agreement further- evidences the

commitment of Corinthia Palace Hotel Company Limited and its other subsidiaries to THI and its future
development and growth,

Commitment to shareholders and an informed market

The Company is highly committed to having an open and communicative relationship with its sharehclders
and investors at large. In this respect, over-and above the statutory and regulatory requirements relating to
the Annual General Meeting, publication of interim and annual financial statements, and respective
Company announcements, the Company seeks to address the diverse information needs of its broad
spectrum of shareholders in various ways. Thus the Company issues a newsletter to shareholders and
invests considerable time and effort in maintaining its website and making it user friendly, with a section
dedicated specifically to investors. The Company also communicates with the market through regular press
releases published in a number of local newspapers. As a result of thesé press releases, the investing public
is kept abreast of all developments and key events concerning the Company whether these take place in
Malia or abroad. :
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International Hotel Investments p.l.c.

Corporate Governance - Directors” Statement of Compliance.

The Company s'commiitment to its shareho]ders is exemplified by the spec1al reductions and concessions,
which it makes avaﬂable to its investors. ‘

In order to better serve the investing pubhc the Board has- appoitited the Company Secretary, Mr A]fred
Fabri, to be responsible for shareholder relations.

* The Company holds an additional meeting for stockbrokers and institutional investors twice a year to.

- ¢oincide with the publication of the financial statements,

'Approved by the Board of Directors on 4 June 2004-and signed on its béhalf by:

Depﬁty Chairmal_i _ - ' “Managing Director
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Report of the Auditors
To the Members of International Hotel Investments p.l.c.

Pursuant to the Malta Stock EXchange Bye-Law 6.05.07(iii)
in force at 31 December 2003

The -Malta Stock Exchange Bye-Law 6.05.07(ii), in force at 31 December 2003, requires the Company’s
directors to include in their Annual Repoit a Statement of Compliance to the extent to which they have
adopted the Code of Principles of Good Corporate Governance, and the effective measures that they have
taken to ensure compliance with these Principles.

Qur responsibility, as auditors of the Company, is laid down by the Malta Stock Exchange Bye-Law
6.03.07(iii), in force at 31 December 2003, which requires us to include a report on this Statément of
Compliance.

We read the Statement of Compliance and consider whether it is consistent with the audited financial
statements. We consider-the implications for our report if we become aware of any apparent misstatements
or material inconsistencies with these financial statements. Qur responsibilities do not extend to
considering whether this Statement is consistent with other information included in the Annual Report.

We are not required to, and we do not, consider whether the board's statements on internal control included
in the Statement of Compliance cover all risks and controls, or form an opinion on the effectivenéss of the
Company’s corporate governance procedures or its risk and control procedures, nor on the ability of the
Company to continue in operational existence.

In our opi_ﬁion, the Statement of Compliance set out 6n pages3 to § provides the disclosures required by the
Malta Stock Exchange Bye-Law 6.05.07(ii), in fotce at 31 December 2003.

Hoaloaln,

Hilary Galea-Lauri ( Parmer for and on behalf of

KPMG
Ceitified Public Accountants

4 June 2004
Partrers & Directors Eric Muscat
Joseph C. Schernbri Anthony Pace
Raymond Azzopardi Pierre Portelii
David Bamber André Zarh
Mark Bamber Anthony Zarb
David Caruzna
Alfred V Cremona Associate Directors

Hilary Galea-Laud Juanita Bencini
KPMG & member firm of KPMG International, a Swiss cooperative Noel Mizzl Francg Vassallo
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;'Intematlonal Hotel Investments p.l.c

Statement of Dlrectors Respons1b111tles

The Compames Act, 1995 reqmres the directors to prepare ﬁnanma] statements for each financial penod
which give a true and fair view of the state of affairs of the Company and the Group as at the end of the
' ﬁnanc:al period and of the profit or loss of the Company and the; Group for that period.

" In preparing these financial statements, the directors are requn‘ed to:

& adopt the going concern basis unless it is inappropriate to presume that the Group will contmue in
business; .

n _select suit.able accouming polkicies and applly them consistently;
B make judgements and estimates that are rea'soﬁable tmd prudent;
B account for income and charges relating to the accounting period on the accruals basis;
| vatue sepe_lrately the components.of esse_t' .altd liability items; and
m repoxt' comparative figures coﬁeSponding to those of the preceding accounting period.

The directors are respons:ble for keeping proper accounting records which disclose with reasonable
accuracy, at any time, the financial posmon of the Company and to enablé them to ensure that the financial
. statements have been properly prepared in accordance with the provisions of the Companies Act, 1995,
-They are also responsible for safegiiarding the asséts of the Group and hence for takmg reasonable steps for
the prevention and detection of fraud and other Irregulanties :
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Auditors’ Report
To the Members of

International Hotel Investments p.l.c.

We have audited the financial statements set out on pages 12 to 68. As described on page 10, these
financial statements are the responsibility of the Company’s directors. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing issued by the International
Auditing and Assurance Standards Board. . Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also-includes assessing the accounting principles used and significant estimates made
by the directors, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion on the financial statements.

Inm our opinion, the financial staternents give a true and fair view of the state of affairs of the Company and
the Group as at 31 December 2003 and of their results, changes in equity and cash flows for the year then
ended in accordance with the requirements of International Financial Reporting Standards promulgated by
the International Accounting Standards Board and the provisions of the Companies Act, 1993 enacted in
Malta.

Whilst not qualifying our opinion, we draw attention to note 1(b) to the financial statements, explaining the
going concern basis underlying the preparation of the financial statements.

/%CL[M’QUA

Hilary Galsa-Lauri ( Partner) for and on behalf of

KPMG
Certified Public Accountants

4 June 2004

Partners & Diractors Eric Museat
Joseph C. Schembri Anthony Pace
Ravrnond Azzopardi Piemre Portelli
David Bamber Anclré Zarb

Mark Barnber Anthony Zarb
David Caruana

Adfred V Cremona Asscoclate Directors
Hilary Galea-Lauri Juznita Bencirii

KPMG a mmember firrn of KPMG International, a Swiss cooperative Noel Mizzi Franco Vassallo




Intemational Hotel Investments plc.

_ Prbﬁt and Loss Accounts

.Fbr_ the Year Ended 31 December 2003

“Page 12 -

Revenue:

Direct Costs

Gross Profit/(Loss)

Marketing Costs
Administrative Expeﬁées )
Amortisation of .Goodwiil
Negative Goodwill

Other Net Operating Income

~ Impairment Losses

: Revaluaﬁon to Fair Vglué of
Available-for-Sale Investments -

" Operating Net Exchange Diiferences

Operatirig (Loss)/Profit

Staff Indemnities

Pre-Operating Expenses

‘Neét Financing Costs
Realised Exchange Differcnces

- Unrealised Net Exchange Differences

on Intra-Group Balances

Other Unrealised Net Exchange

Differences

Revaluation to Fair Value of

- Investment Property
- Income from.Associates

.(Loss)/Proﬁt before Taxation

Taxation

{Loss)/Profit for-the Year

(Loss)/Earnings per Share

Note

29(a)

9(a)

6(a)
6(b)

11

- 13(b) |

The Group The Company
2003 2002 2003 2002
EUR " EUR EUR EUR
34719489 33166863 1252891 1126519
'(23,_929,800) (22,7'24,-156) (2,822,045) (2,253;7'88_)_
10,789,689 10,442,713 (1,569,154)  (1,127,269) |
(2,991,418)  (2,544,435) . -
(10,050,737) - (8,472,227)  (1,156,976) -('467,615}.
@22,166)  (255.406) - ;
- _551,‘154' - -
209,207 459,318 - -
(17,838,218) - . -
- - 10,084,494 -
(155,244) 491,124 788,566 9,994
(20,458,887) 672241 8,146,930  (1,584,890)
(1,165,000) - - -
C(2,926000)  (2,703,534) . -
(7,544,284)  (3,365,803) - -
608,444 349,154 - -
(314,752) (454,252 - .
1,317,868 3,174,640 - -
24442102 - . .
360,877 600,879 - -
(5:679.632)  (1,726,675) 846,930  (1,584,890)
(3.634,648) 100,005 (3378,538) 147212
(9314,280) - (1,626,670) 4,768,392 (1,437.678)
(0.08)- (0.01) 0.04 (0.01) -
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- Internati'onal, Hotel 'Inve'_s'tm_ents p.l;c.

~ Balance Sheets

At 31 Decentber 2003
The_Group - . The Comp'any.
Note 2003 2002 2003 2002
, o EUR EUR EUR EUR
" Fixed Assets : ‘ e :

Intangible Assets 9 . - (4,767,670) - 378,779
Property, Plant and Equipment .10 285,109,941 275,041,369 S= 12,614
Investment Property - 11 35,000,000 11,468,150 - . -
Investments in Subsidiary Companies 127 - S - 81,458,881 71,374,387
Investments in Associated Companies -~ 13 71,982,455 - 1,718,961 913,496 - . 913.496
Derivative Financial Investments . 14 178,083 - 178,083 -
Loans Recetvable SR 15 1,476,000 ‘ 1,470,000 93,884,087 90,177,859

323,740,479 284,930,810 176,434,547 162,857,135

Current Assets ) . -
Stocks : 1,622,386 . 1,869,094 - . -

-Trade Debtors _ - 3,663,368 . 3,824,285 - -
Other Debiors : 16 6,117,574 ]2,'26-1,439 4,875,287 - 4,216,836
Taxation Recoverable - _ 98,112 514,575 - 228,070

~ .Cash at Bank and in Hand 5,228,975 14,015,424 26,284 178,577

116,730,415 32,484,817 4,901,571 4,623,483

Creditors: Amounts falling due |
within One Year o i o
Bank Borrowings ' - 17 11,382,674 - 23,681,661 2,000,000 - .-

Other Interest-Bearing Liabilities 19 1,099,369 1,308,516 454,670 : -
Trade Creditors . ' 4,917,748 4,532,297 "~ 389,689 475,969
* Other Creditors . ‘ 20 28.342.013 30,972,109 3.824,759 9,661,235
Current Taxation - - 703,843 - 413,747

45,741,804 61,198,426 6,669,118 10,550,951

Net Current Liabilities - (29,011,389)  (28,713,609)  (1,767,547) (5,927,468)

Total Assets less Current Liabilities 294,729,090 256,217,201 174,667,000 156,929,667

Creditors: Amounts falling due
after more than One Year

Bank Borrowings : 17 104,808,040 67,032,459 13,000,040 -
Debt Securities in Issue 18 31,887,753 10,593,606 31,887,753 10,593,606
Other Interest-Bearing Liabilities 19 1,888,300 26,670,957 216,825 24,999,482
Other Creditors 20 - 1,500,000 76,558 :

138,584,093 © 105,797,022 45,181,176 35,593,088

Provisions for Liabilities and Charges ‘ :
Deferred Taxation 21 25,315,578 22,467,835 3,545,370 166,841 .
Provision for Charges 345,000 561,000 - : -

25,660,578 23,028,835 3,545,370 166,841

130,484,419 127,391,344 125,940,454 121,169,738
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International Hotel Investments p.l.c.
Balance Sheets B

At 31 December 2003

- The Group The Company

Note 2003 2002 2003 2002
EULR - EUR  EUR  EUR
Share Capital and Reserves S _ _ . _

- Called Up Issued Share Capital - 22 119,053,489 119,051,165 119,053,489 119,051,165 -
~Revaluation Reéserve. ' 23(a) 8,624,343 8,624,343 - -
- Translation Reserve ' 23(by  (1,135,493) (637,916) ‘ - -

Reporting Currency Conversion . )

Difference : _ 23(c) = 443,352 443,352 443,352 443352
Convertible Bonds Reserve 23(d) 832,200 832,200 832,200 832,200
Other Reserve. . I 23(e) . 627,736 - 7,182,657 - -
* Profit and Loss Account. 23(f) = 2,038,792 921,800y  (1,571,244) 843,021

130,484,419 127,391,344 125940454 121,169,738

The financial statements on pages 12 to 68 were approved by the Board of Direciors on 4 June 2004 and
were signed on its behalf by: ' '

Mr JOW

ing Director
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. Internatlonal Hotel Investments p.l.c

Cash Flow Statements

‘ Fbr the Year Endéd 31 December 2003

Page.l?" .

the

29(2)

Operating Activities
(Loss)/Profit before Taxation
Adjustments for:-
Depreciation
Loss on Disposal of Tangible Fixed Assets
Provision for Charges
Other Intangible Assess Written Off
Amortisation of Goodwill
Negative Goodwill
Impairment Losses
Reévaluatton to Fair Value of
Axvailable-for-Sale Investments
- Staff Indemnities
Pre-Operating Expenses
Interest Receivable and Simtilar Income
Interest Payable and Similar Charges
Realised Exchange Differences
Unrealised Exchianige Differences.
Revaluation to Fair Value of-
Investment Property
Incomeé from Associates

Working Capital Changes
Stocks

Debtors )

' Advance Deposits

Other Creditors

Net Cash Generated from/ (Absorbed by)
Operations.

Staff Indemnities

Pre-Operating Expenses

Taxation (Paid)/Refunded

Net Cash from/(used in) Operating Activities

Investing Activities
Payments for Costs Incidental to the Acquisition
of Investments in Group Companies

Payments to Acquire Properiy, Plant and Equipment
Proceeds from Disposal of Property, Plant and
Equipment .

Payments to Acquire Shares in Group Companies
Loans Advanced to Group Companies
Repayment of Loans Advanced to

Group Companies
Funds Advanced to' Associated Companies
Loan Advanced to Related Company
Interest Received

Net Cash used in Investing Activities

- 'Carried Forward

.Th_e Group The Company
. 2003 2002 2003 2002
EUR EUR EUR EUR
(5.679,632)  (1726,675) 8,146,930 . (1,584,890)
6,974,981 6,195,905 12,614 - 12,612
416,000 - - -
(216,000) - 261,000 - - -
443,410 221 443,410 221
422,166 255,406 - -
- (551,154) - -
117,838,218 - - -
- - (10,084,494) -
© 1,165,000 - - -
2,926,000 2,703,534 - -
(526,787 (150,742) - -
8,071,071 - 3,516,545 . -
(604,629)  (349,154) (901 '(9,994)
(1,269,927)  (2,720388)-  (787,665) -
(24,442,102 . . - . .
(360.877). . (600,879) - -
5,156,892 6,833,619  (2,270,106) - (1,582,051) "
230,134 - (1,207,902) S
1,856,906 (569,979) (842, 952) (1,145,832)
- 2,585,979 523,176 «
(521,451)  (901,379) 1,351 790 350,865
9,308,460 4,677,535 (1,761,268) (2,377,018
(1,165,000) - - -
(2,926,000) (2,703,534) - : :
(875,493) (1,034.950)  (185,676) . 2,674
4341967 939,051  (1,946,94d) (2,374,344)
(64,631) (193,695 64,631y (193,695)
(30,804,068) (98,195919)  (878,01%) -
54,698 - - -
- (2,911,000) - -(2,911,000)
- - (11,112,232) (44,938.755)
- S - 9,930,945 -
- (73,891) - -
- (1,470,000) - (1,470,000
297,881 96,717 - .
(30,516,120) (102,747,788)  (2,123,937) (49,513,450}
(26,174,153 (101,808,737)  (4,070,881)

(51,887,794)



Intematlonal Hotel Investments p.l.c |

Cash F low Statements

“For the Year Ended».?] December 2003

Page'18

Note

29(a)

Brought Forward

Financing Activities ~
Proceeds from Issue of Shares
Funds Previously Held by Custodian Bank
" Bank Finance
Repayment-of Bank Bon-owmgs
Proceeds from Issue of Bonds
" Loans Advanced by Parent Company and
its Other Subsidiary Companies
.Repayment of Loans Advanced by Parent
Company and its Other Subsidiary Companies
~ Loan Advanced by Group Company
Repaymient of Loans Advanced by -
.. Group Companies
~ Repayment of Loan Advanced by
* Related Companies
: Repayment of Othér Borrowings
Interest Paid

Net Cash from Financing Activities
Effect of Exchange Rate Fluctuations on the
Translation of Cash Flows of Foreign Operations
" Net Decrease in Cash and Cash Equivalents
- Cash-and Cash Equivalents at Beginning of Year
Effect of Exchange Rate Fluctuatjons on the
Translation of Cash Flows arising from the
Change in Reporting Currency

Cash and Cash Equivalents at End of Year 24

‘Fhe Group The Company
2_603 2002 2003 2002
EUR EUR EUR BUR
(26,174,153) (101,808,737)  (4,070,881)

(51,887,704)

2,324

3,440,128 2324 3440,128
1,718,000 - T o

- 45,500,040 88,619,635, 15,000,040 -
(19,152,750)  (3,067,179) L ]
21,835,887 . 21,835,887 -
. 25,532,945 - 25,093,783
(26,148,254) - (26214,367) -
. - 76,558 -
. . (6,781:854) - -

L (265617) - -
- (19,464901) - -
(6:344,543)  (4,564,022) - ;
17,410,704 90,230,989 = 3,918,588 28,533,911
50,643 (46,963) L .
(8,712,806) (11,624,711)  (152,293) (23,353,883)
12,096,455 22,748,476 178,577 24,473,184
- 972,690 - (940,724
3,383,649 12,006,455 26,284 178,577 .




'Intejrnati_oznai Hotel Investments p.l.c.

Notes to the Financial Statements

For the Year Ended 31 December 2003

-1 Significant Acéounting Policies -

- International Hotel Investments- p.l.c. (referred.to as.“THI”) is'a company domiciled in Malta. - The
' ¢onsolidated financial statements comprise those of THI (also teferred to as “the Company”) and its
subsidiaries (together referred to as “the Group™) and the Group’s interesi in associates. "1HI:is, in
turn, a subsidiary. company of Connth1a Palace Hotel Company Limited (reférred to as “the: Parent
Company” or “CPHCL"™).

(@

Siatement of Compliance

The financial statements ‘have been prepared in accordance with the requirements of
International Financial Reporting - Standards promulgated by the International Accountmg

. Standards Board, and the provisions of the Companies Act, 1995 enacted in Malta.

T ®

-IFRS 3, Business Combinations, IAS 36 (Revised 2004), Impairment of Assets, 'aﬁd IAS 38
(Revised 2004), Tntangible Assets, have been adopted before their effective date.

Basis of Preparation

The financial statements are prepared on the going concern basis and on the historical cost basis,
except that the following assets are- stated at. their value: property, invesiments in subsidiary
companies and derivative financial 'instr-uménts.

The accountmg policies have been consustentiy applled by Group enterprises and, except for the
changes ‘in accounting policy relating to intangible assets {refer accountmg policy (£)) and
investments (refer accounting policy (i)), are consistent with those used in previous years.

Going Concern Basis

The ‘directors have considered the going concern basis underlying the preparation of these
financial statements,” which assumes that the Group’s lenders will continue to provide the

- ﬁnanmal support necessary to enable it fo finance its ongoing investment and refurbishment

programmes relating to its hotel pI‘Opel‘tleS and meet its debts as they fall due.

' Dunng the past three years, the Group has undertaken substantial capital mvestm_enn incﬁrﬁng

costs in the acguisition and redevelopment of four hotel properties which created a heavy
outflow of capital withno significant returns. Such acquisitions have been financed, through the

~ raising of capital by way of equity and bonds listed on the Malta Stock Exchange and loans

advanced by its bankers.

The Group’s business is in the main dependent on the operation of city centre hotel properties.
The hotel industry -globally has been characterised by changes in geonomic and market

- conditions, which have adversely affected the Group’s business and operating results.

Furthermore, during the year under review, one of the Group’s hotels, the Corinthia Alfa Hotel
and Congress Centre in Lisbon was closed down for refurbishment with substantial costs being
incurred by way of write-off of staff indemnity payments, other pre-operating expenses and
interest payable, without a corresponding income stream. - Similarly, the Cerinthia Grand Hotel
Royal i Budapest was. officially launched on the market mid-way through the financial year
under review and, in line with industry norms, witnessed a slow build-up in its performance in
its first months of operation. '
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Intemat10nal Hotel Investments p.l.c

Notes to the Flnanc:lal Statements

For the Year Ended 31 December 2003

1.  Significant Accounting Policies (Cont.)

(b)’ B_asis of Preparation (Cont.)

Going Concern Basis (Cont.}

The directors envisage that the removal of the economic embargo against Libya, the re-opening

of the Corinthia Alfa Hotel and Congress Centre in Lisbon in May 2004, together with the recent. . -

accession of Malta and Hungary to the European Union, will contribute positively and will serve -
to enhance the Group’s ablh‘ty to gengérate fiture income streams. The directors. are confident
that the Group will survive the difficult period the hospitality industry is experiencing and will

. retain market share across all its hotel operations at room rates sufficient to sustaim profitable

operatlons such that the recoverable amounts of the hotel properties are at least equal to the
carrying amounts at which they are stated at 31 December 2003,

On the strength of their assessment, the dlrectors anthlpate that the Group will continue to

operate within thé banking limits currently agreed and within those that they expect will be
agreed when the Group’s bankers consider renewing the facilities for further terms. In order to
address the working capital deficiency between the énd of 2003 and the time when an equity .
increase is-expected to materialise, the Group has :secured Jong-term funding for EUR12.5
million in connection with the Corinthia Alfa Hotel dnd: Congress Centre refurbishment. . This

facility is expected. to- be utilised during 2004. and, in view of an initial moratorium  on

repayments, will substitute an:equal amount of liabilities falling due within one year from '
balance sheet date.” In addition, the Group is at an advanced stage of negotiations with an
Austrian. bank for the re- ﬁnancmg of a present bank loan amounting to EUR44.3 million into a

"new loan facility of EURGO million. As an alternativé option the Group is considering retaining
. the present bank loan and ﬁnahsmg a new bank loan facility amounting to EUR15 million. The -

Group, in. 2004 also concluded two bank bridge loan facilities, as vet mot fully utilised,
amounting to EUR20 million; which will ‘be repaid’ from the proceeds of an expected equity
issue. :

Based on the foreoomg, the d]rectors believe that it remains appropriate to prepare the financial
statements on a going concern basis. As a result, the financial statements do not include any

~ adjustments should the economic scenario as described above remain unchanged, and/or the

(©)

directofs’ expectations do not materialise, and/or the :Group does not succeed to secure
additional funding arrangements.

Measurement and Presentation Currencies

" During the year, the Company changed its.measurement currency from the Maltese Lira to Euro

(EUR), since the latter currency betier provides information that reflects the economic substance
of the underlying events and 01rcmnstances relevant to the Group of which it is the parent. 'With
the exception of a subsidiary company registered in Malta, all the significant subsidiary
companies use the Euro as the currency for measuring items in their financial statements. - The
Group has determined the Euro as the currency for presenting its financial statements.
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International Hotel Investments ‘p.l.c.

Notes to the .Finéncial Statements

For the Year Ended 31 December 2003

1

Significant Accounting Policies (Cont.)

{(d) ‘Basis of Consolidation

)

Subsidiaries

Subsidiaries are those comp'aﬁies controlied by the Company. . Control exists. when the
Company has the power, directly or indirectly, to govern the financial and operating policies
of 'an enterprise-so as to obtain benefits from its activities. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control-
commences until the date that control ceases.

(ii} . Associates

Associates are those companies in -which the Group has significant influence; but not
control, over the financial and operating policies, The consolidated financial statements
include the Group’s share of the total recognised gains and losses of associates en an equity .
accounted basis, from the date that significant influence commences until the date that
significant influence ceases.. When the Group’s share of losses exceeds the carrying amount
of the investment in the associate, the carrying amount is reduced to nil and recognition of
further losses is discontinued, except to the extent that the Group has incurred obhgatlons in
respect of the associate. :

I(iii)_ Eliminations on Consolidation

Intra-group balances and- transactions, and any unrealised profits arising from intra-group g
transactions, are éliminated in preparing the consolidated financial statemerits.. Unrealised
profits arising from transactions with associates are eliminated to the extent of the Group’s
interest in the enterprise, against the investment in the associate. Unrealised losses are
climinated in the same way as unrealised profits, but only to the extent that there is no
evidence of impairment. :

(e) Foreign Currency

{i}

(i)

Foreign Currency Transactions

Transactions in foreign currericies are translated to Euro at the foreign exchange rate ruling
at the date of the transaction. Monetary assets' and liabilities” denominated. in foreign
cuwrrencies at the balance sheet date are translated to Euro at the foreign exchange rate ruling
at that date. Foreign exchange differences arising on translation are recognised-in the profit
and loss account. -Any unrealised exchange gains are transferred from the profit and loss
(reserve) account t¢ a non-distributable reserve. WNon-monetary. assets and liabilities
denominated in foreign currencies stated at fair value, are translated to Euro at the foreign
exchange raté ruling at the dates the values were determined.

Financial Statements of Foreign Entities

The assets and liabilities of foreign entities; including geodwill and fair vahic adjusiments |
arising on consolidation, are transiated to Euro at foreign exchange rates ruling at the
balance sheet date. The revenues and expenses of foreign entities are translated to Euro at
rates approximating the foreign exchange rates ruling at the dates of the transactions.
Foreign exchange differences arising on translation are recognised directly in equity,
through the Translation Reserve.
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International Hotel Investments p.L.c.
Notes to the Financial Statements

For the Year Ended 31 Dece:ﬁber 2003

1 . Significant Accounting Policies (Cont.)
(e) Foreign Currency (Cont.)

(iii) Exchaﬁge Differences Arising on ]nlm— Group Balances

‘ Net exchange dlfferences arising .on mtra-group balances recogmsed in the proﬁt and loss

account of the individual group compaties, continue to be recognised as income or an

“expense in the consolidated financial statements unless such differences arise on intra-group

balances that, in substance, form part of the Company’s net investment in a foreign entity,
in which case, they are classified as equity. ‘

(f) Intan 1b]e Assets
(i} ‘Goodwill
] G‘éodwi]] arising on an acquisition represents the excess of the cost of the acquisition

over the Group’s interest in the net fair value of the identifiable assets, liabilities and
contingent liabilities so recognised. On initial recoghition, goodwill is measured at its

cost. Effective 1 January 2003, applying the requirements of IFRS 3, Business

Combinations, before its effective date, as permitted by this Standard, after initial

. -recognition, goodwill is measured at cost less any accumulated impairment losses (see
below). Previously, -goodwill was stated at cdst less accumulated amortlsatmn and
impairment losses.

m. Also effective 1 January 2003, again applying the requiréments of IFRS 3, in the event
that the ‘Group’s interest in the recognised net fair value of the identifiable assets,
-liabilities and contingent Habilities exceeds the cost of the acquisition, any such excess
is recognised immediately in the profit and loss account. Previously, such excess was
accounted for as negative goodwill as follows:

(a) to the extent that it related to expectations of future losses and expenses identified
n'the Group’s acquisition plan, it was carried forward and recognised as income in
the same period in which the future losses and expenses were recognised.

(b) to the extent that it did not relate to expectations of future losses and expenses

identified in-the Group’s acquisition plan, it was recognised-as income as follows:

(i} for the amount of negative goodwill not exceeding the aggregate fair value of
acquired identifiable non-monetary assets, on a systematic basis over the
remaining weighted average useful life of the identifiable depreciable assets.

_(ii) for any remaining excess, immediately.
Asrequired by IFRS 3, the carrying éniount of negative goodwill at 1 January 2003 has

been derecognised at that date, with a correspondmg adjustment to the opening balance
of accumulated losses.

gz et A N oy
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| Intemati()nal.. Hotel Investments: p._l_.é;

Notes to the Financial Statements.

For the Year Ended 31 December 2003

1 - - Significant Accounting Policies (Cont.)

(f) Intangible Assets (Cont.)

(i) Gooa’will (Cont.)

.
amount of ‘the investment in the associate net of any accumulated impairment losses

In respect of associates, the carrymg amount of goodwill is mcluded in the carrying

(refer accountmg policy (0)). Any excess included in"the carrying amount of the
investment of thé Group’s interest in the net fair value of the investee’s identifiable
assets, liabilities and contingent liabilities over the cost of the investment is included as
income in the determination of the Group’s share of the 1nvestee s profits or losses in

the period in which the mvestment is acquired.

+ If the initial a¢counting for an acqui sition can be determined only provisionally by the =
end of the period in-which the acquisition is effected because either the fair values to be -

assigned to the Group®s identifiable assets, liabilities or contingsnt liabilities or the cost
of the acquisition can be determiined only provisionally, the Group accounts for the
acquisition using those provisional values. Any adjustments to those provisional values
as a result of completing the initial accounting, identified within twelve months of the

. acquisition date, shall be recognised as from that date. Accordin'gly-,-cpmparative
_information presented for the periods before the initial accounting for the acquisition,

are presented as if the initial accounting bad been completed from the acquisition date.

- Ad]ustments to the initial accounting for an acquisition after that initial accounting s
-complete is recogmsed only to correct an error, othetwise. such ad_]ustments are

TGCOg]’J]SCd as IIJCOTHE or expense

. _ (i) Other Intangible Assets

Expenditure on hotel acquisitions currently under negotiation is-capitalised as part of the
“eost of mvestment in the period during which the acquisition is successfully completed.
The expenditure includes the cost of overseas travelling, professional fees . paid to
accouritants, legal advisors, valuers and other consultants to effect the acquisition. Should
an acquisition be aborted durmg the course of negotiations, all such expeénditure is expensed
immediately. General administrative costs, including the costs of maintaining the business
development department, and other costs which cannot be directly attributed to the
particular acquisition, are recognised as an expense when incurred.

(iii) fmpairment

Goodwill and other intangible assets are tested annually for impairment, or more frequently
if events or changes jn circumstances indicate that they may be impaired.
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-Intematlonal Hotel Investments p.l.c

Notes to the F 1nanc1a1 Statements

F or tke Year Ended 31 Decem-bef_' 2003

..1‘.

Significant Accounting Palicies (Cont.)

(g) Property. Plant and Equipment

)

(i)

Owned’ As&ets

Tangible fixed assets are initially measuf_ed ateost. Subsequent to initial recognition, land
and ‘buildings are revalued periodically, such that-the carrying amount does not differ

‘materially from that which would be determined using fair value at the balance sheet date. -

EFEEE RIS

All tangible fixed assets, other than frechold land, crockery and utensils and assets inthe =
course of construction, are stated net of: accumulated depreciation (see’ below) and .

1mpanment Tosses (vefer accounting pohcy (o))

Any surpluses arising on revaluation are credited to a Tevaluation reserve. Any deficiencies
resulting from decreases in- value are deducted from this reserve to the extent that it-is
sufficient to absorly them, with any excess charged to the profit and loss account.

The cost of constructed assets includes the cost .of materials, direct labour and an
appropriate proportion of -overheads, and, where applicable, interést costs incurred in

financing (refer aceou;ntmg policy (1)(if)), together with any other costs, to the extent that’

they are mcurred priof to the commencement of the use of these assets: The latter costs also
include local property taxes. Where an item of tangible fixed assets comprises major

‘components. having dlfferent useful lves, they are accounted for as separate 1tems of

tangible ﬁxed assets.
Leased Assets_

Leases in-terms of which the Group assumes substantially all the risks and rewards of

- ownership are classified as finance leases. Tangible fixed assets acquired by way of finance

lease are stated at an amount equal to the lower of their fair value and the present value of
the minimum lease payments at inception of the lease, less accumulated depreciation and
impairment losses (refer accounting policy (0)). Operating lease payments are accounted
for in accordance with accountmg policy (N(G).

(iii) Subsequent Expenditure

Expenditure incurred to replace .a component of an item of a tangible fixed asset that is

accounted for - separately, including major .inspection and overhaul expenditure, is
capitalised Other subsequent expenditure is capitalised only when it increases the future
economic benefits embodied in the item of tangible fixed assets. All other expendltule is
recognised in the profit and loss account as-an expense when incurred.

(iv) Depreciation

Depreciation is calculated to write down the carrying amount of all tangible fixed assets,
other than frechold land, crockery and utensils and assets in the course of construction, by
equal annual instalments over their expected useful .economic lives. Crockery and utensils,
which are included in hotel plant and equipmient, are dealt with on a replacement basis.
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| Intematlonal Hotel Investments p.l.c

Notes to the F1nanc1al Statements

For the Year Ended 31 Decembér 2003

1 Significant Aecounting Po]icies':(Coht.)

A{g) -Preuerty; Plant and Equipment (Cont.)

(iv) Depreciaiion (Cont.)

The rates of deprec:atzon used for the other tanglble fixed assels are based on the fol]owmg

useful lives:

: Years
Freehold Bu1ld1ngs : ' © 25-50
Leasehold Land and Buildings L " Over Term of Lease
Hotel Plant and‘Equipment ‘ : ' 3-15
Furniture, Fixtures and Fittings . ' 3-10

Motor Vehicles = ' - 5

(h) Investment Propem-

)

Investment property is stated at fair value, determined annually by the directors, relying on -
expert opinions. Any gain or loss arising from a change in fair value is Tecognised in the proﬁt
and loss account. Rental income: from investment property is accounted for as descnbed in
accounting pohcy (s)(iv).

Investments

Effective 1 January 2003, investments. in -subsidiaries included in the balance sheet of the
Company are accounted for as available-for-sale financial assets as described. in TAS 39,
Financial Instruments: Recognition and Measuremeni.  Previously, such investments were
carried at cost less any impairment losses. These investments are accounted for in the Group’s
financial statements as set out in accounting pohcy (d)(i).

: On initial recognition, available-for-sale financial assets are measured at cost, being the fair
‘value of the consideration given. Transaction costs are included in the initial measurement of

such assets,. - Afier initial recognition, such assets are measured at their fair values, without any
deduction for transaction costs that-may be incurred on sale or other disposal. Gains or losses
arising from a change in the fair value of these assets are included in net profit or loss for the
period in which it arises. :

This change in accounting policy has been applied prospectively, since the fair value of these
investments at 1 Jamuary 2003, and hence the adjustment to the opening balance of retained
earnings, cannot be reasonably determined:

" Investments in associates are shown in the balance sheet of the Company at cost.  These

investments are accounted for in the Group s f' nancial statements as set out in accounting pohcy

(d)i}.
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International Hotel InveS_t?ménts p.l.c.

| N_dtes to the Financial Statements

For the Year Ended 31 December 2003

1 . Significant Accounting Policies (Cont.)

0

Derivative Financial Instruments

The Compény uses_derivative. financial instruments in ‘the form of interest rate swaps to hedge

its exposure to interest rate risks. Derivatives that do not qualify for hedge accounting are

* accounted. for as trading instruments.

W

Derivative financial instruments are- recognised initially. at cost. Subsequently to initial -

‘Tecognition, derivative financial instruments are stated at fair value. Where a derivate financial

instrument is des:gnated as a hedge, the effective part of any gain or loss on the derivative
financial instrument is recognised dJrectly i equity. The ineffective part of any. gain or loss.is
recogmsed in the profit and loss account immediately. Gains or losses resulting from changes -
in the fair. value of derivatives accounted- for -as trading’ instruments are also recognised in the
profit and loss account

The fair va}ue of interest rate swaps is the estimated amount that the Company would receive or

pay to terminate the swap at the balance sheet date taking into account current interest rates and

“the current crethworthme ss of the swap counterparties.

Loans Receivable

" Loans receivable originated by the Company which have a fixed maturity are- measured at

0

amortised cost using the effective interest rate method whereas those that do not have a fixed
maturity are measured at cost. :

Such receivables are subject to. review forimpairment as:set out in accounting policy {0).

Stocks

Stocks of food, beverage and -consumables are stated: at the lower of ¢ost and net realisable
value. Net realisable value is the estimated. selling price in the ordinary course of business, less.

the estimated costs of compietion and selling expenses.

The cost of these stocks is based on the weighted average principle and includes expenditure
incurred in acquiring and bringing them to their existing location and condition.

{m)} Trade and Other Receivables

{n)

Trade. and .other receivables, excluding loans receivable -originated by the Company (refer
accounting policy (k)), are stated at their cost less: impairment losses (refer accounting policy

{0))..
Cash and Cash Equivalents

Cash and cash equivé]ems comprise cash balances and call bank deposits. Bank overdrafts that
are repayable on demand and form an integral part of the Group’s cash management are
included as a component of cash and cash equivalents for the purpose of the statement of cash
flows.
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Internat1onal Hotel Investments p.l.c

Notes to the Fmanmal Statements

For the Yejar Ended 31 December 2003

1 Significant Accounting Policies (Cont.)

(0) Imnalrment of Assets

The carrying amounts of assets other than goodwill (refer accounting pohcy ), stocks (refer
accounting policy (1)) and defetred tax assets (refer accounting policy (v)), are reviewed at each
‘balance sheet date to determine. whethei there is any indication of impairment. If any such
indication exists, the assets” recoverable amount is estimated. An impairment loss is recognised
whenever the carrying amount of ‘an asset or its ‘cash-generating unit exceéds its recoverable
amount. Impairment Josses are recogmsed in the profit and loss account unless the asset is
carried at revalued amount, in which case the impairment is treated as a revaluation decrease, to
the extent of the éredit balance on the revaluation reserve.

xOUA

(it)

Calculation of Recoverable Amount -

The recoverable amount of recetvables is calculated as the present value of expected future

cash flows, discounted at . the original effective -interest rate inherent in' the asset. .

Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in
use. In assessmg value in use, the estimated- future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the
time value of money and the risks spécific to the asset. For an'asset that does not generate
cash inflows largely independent of those from other assets, the recoverable amoumt is
determined for the cash-generating unit to. which the asset belongs.

Reversals of Impairment

An impairment loss is reversed if the subsequent increase in recoverable amount can be
related objectively to an event occurting after the impairment loss was recognised.

An impairment loss in respect of goodwill is not reversed unless the loss was caused bya
Speciﬁc external event of an exceptional nature that is not expected to recur, and the
increase in recoverable amount relates clearly to the rﬂversal of the effect of that specific
event.

In respect of other assets, an imipairment loss is reversed if there has been a changé in the
estimates used to determine the recoverable amount.

Any impairment loss is reversed only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, met of depreciation or
amortisation, if no impairment loss had been recognised. s
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Notes to the Flnanmal Statements

Fi or the: Year Ended 31 December 2003

B S S A, S

1.

Significant Accounting Policies (Cont.)

®

@

®

Interes't-—Bearing Borrowings .

@) Convertible Bonds -

Convertible bonds that can be couverted to share capital at the option of the holder, where
the riumber of shares issued does not vary with changes in their fair valne, are accounted for
-as compound fimancial instrurhents, net of attributable transaction costs. -The equity
component of the conveitible bonds is calculated as the excess of the issue proceeds over
the present value of the future interest and principal payments, d1seounted at the market rate

of interest applicable to SImllar liabilities that db not have a conversion option. The liability -
component is -stated at “amortised -cost, with the -difference- between such 'cost and

redempt:lon value being récognised in the profit and joss account over the term. of the bonds,
on an effectwe interest basis.

- (ii} Other Interest-Bearing Bor%owings

Other interest-bearing  borrowings are reeogmsed initially at cost less attnbutab]e

transaction costs. Subsequent to initial recognition, interest-bearing borrowings are stated

at amortised cost withi any -difference between cost-and redemption value béing recognised
in the profit and loss account over the period of the borrowings on an effectlve interest
basis.

Trade and Other Pay'ab'les

Trade and other payables are stated at cost.

Provisions

A provision is recognised in the balance sheet when the Group has a legal or constructive

(s)

obligation as a result of a past évent, and it is probable that an outflow of economic benefits will-

be requited to-settle the obligation. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the fime value of money and, where appropriate, the risks specific to the Hability.

A provisien for onercus contracts is recognised when the expected benefits to be derived by the
Group. from a contract are lower than the unavoidable cost of meeting its obligations under the

contract.

Revenue

(i) Revenue from services is recognised when the outcome of the transaction can be estimated
reliably and there are no significant uncertainties concerning the derivation of consideration
or associated costs,

(ii) Interest income is recognised in the profit and loss account on a time proportion basis that
takes into account the effective yield on the asset.

s s e
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Notes to the Fi_hahcial Statements

For the Year Ended 31 December 2003 .

1 Significant Accounting Policies (Cont.) -
() Revenue (Cont.)

" (iii) Dividend income is recognised in the prof it and loss account on the date when the nghrt to
receive payment is estabhshed

(iv) Rental incbm_e from investment property is recognised in the profit and loss account on a
straight-line basis over the term of the lease. Lease incentives granted are recognised as an
integral part of the total rental income. ‘

{t) Expenses
(i) - Opérating Lease Paymen'ts

Payments made under operating leases are recognised in the profit and loss account ona
straight-line. basis over the term of the lease.- Lease incentives received are recognised in
the profit and loss account as an integral part of the total lease payments made,

- (i) 'Borrowing Costs

Borrowing costs are recognised as an expense during the period in which they are incurred,
except to the extent that they specifically relate to-a qualifying asset, in which case they are
capitalised. The interest expense component of finance lease payments is recognised in the
profit and loss account using the effective interest rate method.

(u) Emplovee Benefits

" The Group contributes towards .State pensions in accordance with legislation applicable in the
various furisdictions in which it operates.  Related costs are expensed in the period in which they
are incurred. :

(\}} Income Tax

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is
recognised in the profit and loss account except to the extent that it relates to items recogmsed
directly to equity, in which case ii is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in
respect of previcus years. :

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. The following temporary differences are
not provided for: goodwill not deductible for tax purposes, the initial recognition of assets or
liabilities that affect meither accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that they will probably not reverse in the foreseeable
future. The amount of deferred tax provided is based on the expected manner of realisation or
settlement of the carrying amount-of assets and liabilities, using tax rates enacted or substantially
enacted at the balance sheet date.

R TP S
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International Hotel Investments p.l.c.
Notes to the Financial Statements

' _For the Year Ended 31 December 2003

1 Signiﬂeant‘ Accounting Policies (Cont.)

(v) Income Tax (Cont.)

A deférred tax asset is recogmsed on]y to the extent that 1t is probab]e that future taxable prof' its -

will be available against which the unused tax losses and credits can be utilised and/or sufficient
taxable temporary differences exist. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realised.

w) -Se,tz'ment'Rel:uozrtin}.r

LA segment is a distinguishable component of the Group that is engaged either in prov1d1ng
services (businéss segment), or in providing services rendered within a particular economic
environment (geographical segment), whjch is subject to risks and rewards that are different

. from those of other secgments.

2 Segment Disclosures

The -Group is- principally engaged in. one spec1ﬁc busmess segment namely,: the ownership,
development and operation of hotels and other leisure facilities, all related to the tourism industry. It

operates in three principal geographical areas, namely, the Mediterranean basin, in European member

countries and other countrigs situated in Europe Segment information is only presented for the
Group’s geographlcal segments

~.In presentlng information on the basis. of - geographlcai segments, ségment revenue and segment
assets are based on the geographical location of the hotels and other leisure facilities. Segment
results, dssets and labilities include those directly attributable to a segment, as well as those that-can
be allocated on a reasonable basis. Unallocated items comprise mainly income-earning assets and
revenue, interest-bearing loans, other borrowings and expenses, and corporate assets and expenses.

Segment capital expenditure is the total cost incurred during the year to acquire segment assels that
are expected to be used for more than one year.
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International Hotel Investments p.l.c.
Notés- to the Fina{ncial Statements

For the Year Ended 31 December 2003

-2 S.e'gment Disc].osures'(Cont'.) :
" The Company : . 2003 2002
' EUR EUR
Interest Receivable on: _ : .
- -Loans Advanced to Group Companies j _ - 685417 . 727,069
Loan Advanced to Related Company ' S ALTT -
Bank Deposm ' 27,460 53,678
763,954 780,747
Fair Value Gain on Intérest Rate Swap (Note 14¢a) ' 178,083 -
_ Interest Rate Differential of Interest.Rate Swap (Note 14(b)) S . 54,690 -
Management Fees Charged to Group Compames ' - 256,164 345,772

1,252,801 - 1,126,519

3 Operating (Loss)/Profit
_(a) The operating results are stated after charging/(crediting) the following:

"~ The Group " The Compény

2003 2002 - - 2003 - 2002

EUR . EUR ~ EUR EUR

 Depreciation _ 6,974981 6195905 12,614 12,612

Operating Lease Charges 333,427 288,556 - . -

" Directors’ Fees ‘ : 94,765 - - 83,633 90,0672 81,433

Auditors” Remuneration : 109,971 120,900 © 23,167 - - 6,100

Realised Exchange Differences - 422,055 (491,124 = (901} 9, 994)
Unrealised Exchange Differences (266,811) oo (787,665)

(b) The impéirment lossées incurred by the Group are made up as follows:

2003 . 2002
EUR EUR
Goodwill (Note 9(c)) 7,333,993 -

" Property (Note 10(e)) 10,504,225 -
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International Hotel Investments p.l.c.
Notes to the Financial Statements |

For the Year Ended 31 December 2003

3.  Operating (L'oss)/Profit‘ (Cont.)

(c) Staff costs incurred by the Group dui'ing the year are analysed as follows:

2003 2002
EUR EUR
© Wages and Salaries I - 10,663,486 10,936,162
Social Security Costs L S ' 1,802,069 1,879,111
_ . | 12,465,555 12,815,273
" Staff Indemnities (Note 4) . (1,165,000 - -
Payroll Costs Included Within SRR - ‘
" Pre-Operating Expenses. (Note 4) o (1,253,000)  (692,589)
Capitalised Payroll Costs - (1,638,906)

10,047,555 10,483,778

The weekly average number of persons employed by the Group during the year was as Tollows:

2003 2002 -
Neo. No.
‘Management and Administration ' - 120 o150
Operating ' 547 - 692
667 842
4. Staff Indemnities and Pre—Operatihg Expenses
2003 2002 -
EUR - EUR
Staff Indemnities:. ‘ . '
Alfa Investimentos Turisticos Lda - 1,165,000 -
Pre-Operating Expenses:
Alfa Investimentos Turisticos Lda _ T 2,926,000 -
'THI Hungary Rt : _ - 2,703,534

In February 2003, the operations of the Corinthia Alfa Hotel and Congress Centre in Lisbon were
suspended to enable the Company proceed with the refurbishment works. of the hotel. The staff
indemnities and pre-operating expenses relate to costs incurred in relation to the period from the date
the activities of the hotel were suspended to balance sheet date.
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| Intemat10na1 Hotel Investments p.l. c -

Notes to the Fmanmal Statements

For the Year Ended 31 December-2003

5 Net Financihg Costs

The Group,
2003 2002
Interest Payable and Sllllllal‘ Charges
Initerest Payablé on: : : ; :
Bank Borrowings - A 5,779,880 1,670,747
Debt Securities in Issue - - 1,793,054 609,986 -
- Loatis Advanced by Parent Company. :
. and:its Subsidiaries (Note 25(d)) : : 307,993 1,146,597
- Net Waiver of Interest Payable - (46,034)

_ : 7,880,927 3,381,296
TImputed Interest on Convertible Bonds and . -
Amortisation of Bond Issue Costs (Note 18)-- ' 190,144 135,249

8,071,071 . 3,516,545 .

I.ntei'est Receivable and Similar Income
Interest Receivable on: o _ : '
‘Loan Advanced to Related Company {Note 25(d)) (51,077) (66,992)

Bank Deposits _ (242,937) (83,750)
o L (294,014) - (150,742
Fair Value Gain on Interest Rate Swap {Note 14(a)) . (178,083) -

Interest Rate Differential of Interest Rate Swap (Note 14(b)) - (54,690) -

(526,787)  (150,742)

7,544,284 - 3,365,803

6 Unrealised Net Exchange Differences -

(a) Unrealised pet exchange differences on intra-group balances represent those arising on balances
which are' due to/by group companies, the settlement of which will occur over the foreseeable
future.

(b) Other unrealised net exchange differences on monetary assets and labilities arise from the
strengthening or weakening of foreign currencies against the respective reporting currencies of
.group companies.
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17 . Taxation

@

Current Taxation

Income Tax on the Taxable Income
" for the Yeear

. Tax Over/(Under) Provided for . -

in Prior Years
Fmal Withholding Tax on Interest '
Received '

Deferred Taxation . .
'Organisation and Reversal of -

Temporary Differences
Reduction ini Tax Rates in
Foreign Jurisdictions - -

. Impairment Liosses on Property

Revaluation-to Fair Value of
‘Investment Property

- Benefit of Tax Losses Recognised

- Note 21(a)

Tax (Expense)/Income

- The Group The Company
2003 2002 2003 2002
'EUR EUR "EUR EUR
(885,494) (1,159,195) - .
200,855  (89.442) - (83861
-(9j - (1,054) ©  (1054)
(.634,6‘4#) (1,249,601) ©)  (34,915)
3941,281" 1,22(_),429 (3378,529) 232,127
2,569,803 : . .
2,450979 - - A
(8:554,736) - - ]
186,673 129,267 - -
(2.950,000) 1,349,696 (3378,529) 232,127
| (3,634,648) 100,005 (3,378,538) 147212
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International Hotel Investments ipil‘.c.
Notes to the Financial Statements I_

For the Year Ended 31 December 2003

7 Taxation (Cont.)

(b) The tax -expense for the year and the result of the accounting “(loss)/profit multiplied. by the
applicable tax rate’ enacted in Malta, the Company S country of mcorporatlon, are "reooncﬂed as

follows: -
~ The Gi‘oup. : The Company
2003 . 2002 2003 - 2002
(Loss)/Profit beforc Taxation ' ] (5,079,632) . (1,726,675) 8,146,930 (1,584,890)
Tax' at the dﬂmestic rate of 35%. 1,987,871 604,336 (.2,851,426)‘ 554,712 _.
m - Effect of different tax rates in forelgn _ -
. jurisdictions (2,911,842)  (162,386) - -
- m. Effect of reduction in tax rates in ' S,

foreign jurisdictions . 2,569,803 - - -
B Tax effect of double taxation treaty o ' : ‘ _ ‘ o

relief 621,651 1,427,202 - S
m_ Effect of different tax rates on bank _ - . .o

interest received ) 11 925 11 925
B Tax effect of exempt Group share of ' _ : _ : o

profits of associated company 64,897 130,947 - -
m  Tax effect of expenses not deductible _ ; .

for tax purposes | (789,090)  (635,201)  (527,123)  (324,564)
M Tax benefit of unrelieved losses - '

not recognised _ 1(2,902,299) (1,530,331) - -
m  Tax over/(under) provided for _ o .

in prior years 200,855 (89,442) - (83,861)
B Tax effect of amcertisation of ' : . -

goodwill (166,718) 84,552 - : -
m  Tax effect of impairment loss on : ' . :

goodwill . (2,566,898) - - -
m  Tax effect of consclidation _ :

adjustments : 275,575 | 264,713 - -
m  Tax effect of other non- -temporary ' :

ditferences (18.464) 4,690 - -

Tax (Expense)/Income for the Year (3,634,648) 100,005 (3,378,538) 147,212
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"8 .  (Loss)/Earnings per Share
All shares in‘issue are ordinary by class of shares.

(a) Basic (Loss)/Earnings per Shar

The calculation of the basw {loss)/earnings. per share for the year is based on the (loss)/prof t
attributable to the sharcholders and the welghted average number of shares outstanding. during

the year calculated as follows:

{(Loss)/Profit A itrfbutable to Shareholders

“The Grouia _
The Company

Weighted Average Number of Shares”

2003

2003 2002

EUR*  EUR

(9,314,280) (1,626,670)

4,768,392 (1,437,678)

2002
Issued o Weighted Issued Weighted
Shares Average Shares” Average:
Ne. " No. No. No.’
At Beginning of Year 48,000,000 48,000,000 46,582,793 . 46,582,793
+ Effect of Shares Issued
in June 2002 ’ - - 1,417,207 788,200
Effect of Change in the .
Nominal Value of Shares
- from EUR2.48 to EUR1 .
- (Note 22(c)) 71,051,165 71,051,165 - 71,051,165
Effect of Shares Issued
in Décember 2003 :
(Note 22(c)) 2324 140 - -
At End of Year 119,053,489 119,051,305 48,000,000 118,422,158
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-8 (Loss)/Earnings per Share (Cont.)

. (b) Diluted Eanﬁngé per Share

The calculation of the (loss)/profit for the year attributable to the shareholders for the purpose of .
- calculating the diluted earnings per share i$ arrived at after taking into account changes in
expenses that would result from the conversion of the dilutive potential .ordindry ‘'shares as

follows: _
The Group The Company
2003 2002 2003 2002
EUR . EUR EUR EUR
(Loss)/Profit Attributable to . S .
Shareholders- ‘ ; 9,314,280y (1,626,670) 4,768,392  (1,437.678)
After-Tax Effect of Interest = ‘ o ' :
on Convertible Bonds " 465,228 484,403 465,228 484,403
* (Loss)/Profit Attributable to the . : o .
Shareholders (Diluted) (8,849,052 (1,142,267) 5,233,620 (953.275)

The -weighted average number -of shares outstanding is increased by the weighted average
number of additional shares which would have been outstanding, assuming the conversion of all
dilutive potential shares. The additional. amount of shares to be issued upon conversion is
dependent on the arithmeti¢' average-of the daily trade weighted average price ({TWAP) arrived
at as explained in Note 18(b) to these financial statements. The fully diluted earnings per share
cannot be ascertained since it is not possible to forecast this price at date of conversion.
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9 . Intangible Assets

(a) ' _ - o ‘Negative Other’
' ‘ : e Total =~ Goodwill Goodwill  Intangibles -
EUR - EUR  EUR EUR -
Cost i .
At 01.01.03 : 4, 836 ,582) 8, 449 804 (13,663, 165) 378,779
Impact of Adopting IFRS 3 (Note 9(b)) 13,665,165 - 13,665,165 -
Payments © 64,631 - - 64,631
- Expensed _ o : {443,410) : - S (443,410
At311203 S 8,449,804 8,449,804 - -
Amortisation . : :
At 01.01.03 68,9]2 (693,645) 762,557 S -
Impact of Adopting IFRS 3 (Note 9(b))  (762,557) - {762,557) -
Amortisation for the Year (422,166) (422,166) - - -
Impairment Losses (Note 9(c)) . (7,333,993) (7,333,993). R
At31.12.03 o - (8.449,804) (8,449,804) - -
Carrying Amount . o ’
At 31.12.03 ‘ : - .- - -
At31.12.02 ' O (4,767,670) 7,756,159 (12,902,608) 378,779

(b) In the current financial year, the Group adopted IFRS 3, Business Combinations, before its
effective date, as permitted by this Standard. The effect of the early adoption of ihe Standard is
. explained in accounting policy 1(f)(i) and is arrived at as follows:

EUR
- Negative Goodwill : ' 13,665,165
Accumulated Amortisation o s (762,557)
12,902,608

(c). Impairment Losses

In previous years, the Group acquired ail the shares in two companies, both of which owned a

- hotel property. . The cost of these acquisitions exceeded the net fair values of the identifiable

" assets and liabilities, resulting in. the recognition of goodwill: At 31 December 2003, these
companies estimated the recoverable amount of their hotel properties, in view of mdlcatlons that
their value was impaired (Note 10(e)). In assessing the recoverable amounts for the cash-
generating units to which these hotel properties belong; the Group tested the goodwill acquired
on their acquisition for impairment, resulting in the recognition of impairment losses.
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Iﬁte’rha_t_ional Hotel Investments 'p.l.c'.

 Notes to the Financial Statements

. For the Year Ended 31 December 2003

(b)

10 Property, P.lzint and Equipment (Cont.)

Land underlying the hotel . be]ongmg to. Fwe Star Hotels. Limited, a subsidiary company,

‘comprlses costs attributable to the acquisition, on temporary emphyteusis for a period of ninety-

nine years reckoned from. [ September 1992, of a site situated in' St George s Bay limits of St

Julian’s, Malta. -The land and buildings are sibject to hypothecs in favour of the Group’s

bankers for funds borrowed. (Note 17(b)). - In addition; this property has been hypothecated in
favour of the Parent Company’s bankers in connéétion with borrowing facilities availed of by
this company (Note 25(¢)). These hypothecs rank after a special hypothec in favour of the -
Commlssmner of Lands

. Another sub51d1a1y company, THI Beriel'ux B.V., owns a hotel complex (hotel and shiops/offices)

and an adjacent building, located in St Petersburg, The hotel complex is mortgaged in favour of -
a bank as collateral for funds botrowed (Note: 17(b)) ‘The land underlying the hotel complex is
held on a long-term lease basis. . The initial lease is for 49 years with the option o renew for
further periods of 49 years. o B '

The Corinthia Grand Hotel Royal and the Corinthia Alfa Hotel both hotel properties-ovwned and
operated by the Group, have been hypothecated as-collateral in favour of credit institutions for

- funds borrowed (Note l7(b))

- ©

@

On IS January 2002, the directors accounted for the revalued amount of the Corinthia Nevskij

* Palace Hotel and an adjacent building, owned by LH.I. Benelux B.V., on the basis of a desktop

valuation amounting to- EUR52,200,000. This valuation was carried out by HVS International,
gpecialists in hotel consulting and valuation:  The valuers relied upon information provided by
C.H.I. Limited (the hotel’s operator) and k:nowledge of the St Petersburg hotel market current at
that time.’ :

The ¢arrying amount of the Jand and buildings that would have been.included in these fi nancial
statements had these assets been carried at cost less accumu]ated depreciation thereon amounts
to EUR175,052,911 (2002: EUR171,721 637)

(e) Impazrmenr Losses :

In line with the requirements of IAS 36 (Revised 2004), Impuairment of Assets, the directors have |
assessed whether there are any indications that the value:of the Group’s hotel properties may be
impaired; and, on the basis that:such impairment may have existed for only two of its hotel
properties, estimated their recoverable amounts, based on the values in use of these two hotels.

- In assessing such .indications, the directors considered, inter alia, evidence available from

internal reperting, indicating -that the econamic performances of the hotels did not match-with -
expectations.

In arriving at the value in use of the hotels, the future cash inflows and outflows to be derived
from the. contmumg use of the hotels and from their ultimate disposals were estimated in the
currency in which they will be generated, and discounted using discount rates appropriate for the
respective currencies — 6.51% for one of the properties and 5.33% for the other.
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11

12

Investment Property

EUR
At 1 January 2003 . ' 11,468,150
Additions -~ . .. . . 347,998
Reversal of Prior Year Additions SR ‘ (1,258,250)
Inerease in Fair Value - o : _ 24,442,102
At 31 December 2003 ' o : 35,000,000

Investment property owned by-a subsidiary company, IHI Benelux B.V., comprises two plots of land. .
. and a building, together with its underlying land, adjacent to and surrounding the Corinthia Nevskyj-
Palace Hotel and its adjacent building situated in St Petersburg, also owned by this company (Note

" '10(c)). These properties are held on a long-term lease basis. The initial lease is for 49 years, with
the ~option to renew for further periods of 49 years. - This property is held for -a currently .

undetermmed future use.

-The carrying amount of this property is its fair value as determined by the directors, relying on the

expert opinion of Colliers International, a firm of international real estate' consultants licensed to
conduct property valiiations in the Russian Federation. The valuation has been prepared. in
conformity with International Valuation Standards (IVS) 1 - 3, taking into account information,
including but not limited.to, relévant market and financial data, asse‘mbled by them through direct
research, as well as representations provided. by the directors. Colliers Inteérnational has not
independenﬂy corroborated this information and representations.

The increase in falr value is attributed to the Group obtaining free and unencumbered title of this
property during.2003,

Investments in Subsidiary Companies

@ o - ' " EUR
At 1 January 2003 o 71,374,387
Increase in Fair Value ' . 10,084,494
At 31 December 2003 : 81,458,881

As from the current financial year, the Company accounts for its investments in subsidiary
-companies as available-for-sale financial assets, stated at fair value, with gains or losses
included in net profit for the period in which they arise.  The effect of the change in the
measurement basis from cost to fair value is explained in accounting policy 1{i).
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"12 Investments in Subsidiary Companies (Cont.)_

(b) Unquoted Investments

- Registered Office

Subsidiary Companies — 100% Holdings: '

Five Star Hotels Limited

Alfa Investimentos Turisticos Lda

HT Lisbon Limited -

THI St Petersburg LLC (Note 12(c))

 THI Benelux B.V.-(Note 12(d))

- IHI Hungary Rt (Note 12(¢))
- I Zagreb d.d.

Mediterranean Hotel Resorts. Limnited

. 22 Europa Centre
- Floriana

Maita

Avenida Columbana
Bardolo Pinheiro
Lisboa 1099 — 031. -
Portugal -

22 Europa Centre
Floriana
Malta -

57 Nevskij Prospect

St Petersburg 191025
Russian Federation

Frederick Roeskestraat 123
' 1076 EE Amsterdam

PO Box. 72888
1070 AC Amsterdam
The Netherlands

Erzsebet hrt
43-49

H1073, Budapest

Hungary .

. Centar Kaptol

Nova Ves 11
10000 Zagreb

. Croatia

Sailsbury House
1-9 Union Street,
St Helier

-Jersey JE'4 8§ RH

Channel Islands

Nature of Business

Owns and Operates
the Corinthia San Gorg -
Malta o

- Owns and Operates

the Corinthia Alfa Hotel
and Congress Centre
Lisbon - .

Investment Company
Holding Equity Stake
in Alfa Investimentos

. Turisticos Lda

Held on Operat'in.g_.,T

Lease the Corinthia
Nevskij Palace Hotel
St Petersburg till

30 September 2003

QOwns the Corinthia
Nevskij Patace Hotel
St Petersburg which -
it started to operate -
as from 1 Cctober 2003

Owns and Operates
the Corinthia Grand
Hotel Royal
Budapest

Investment Compary

Investrment Company
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‘12.'

3

Tnvestments in Subsidiary Companies (Conft.)-

©

The Russian Federation has been experiencing political and economic change which. has

- affected, ‘and may continue to affect, the activities of enterprises operating in this-environment.

" Consequently, operations in the Russian Federation involve risks which do not ‘typically exist in

@

@

. other markets. The Group's financial statements reflect management’s assessment of the impact

of the Russian business environment on the operations and the financial position of THI St
Petersburg LI.C, ‘one of the. Company’s subsidiaries operating -in St Petersburg. The future
business environment may differ from management’s  assessment. - The impact of this
enviromment on the operations and fi nancial position of this company is not at present affected
by these risks.

The. éntire issued and pald up share capital of THI Benelux B.V. is pledged in favout of
Creditanstalt A.G., of Schottengasse 6, 1010 Vienna, Austria as collateral for a bank loan,

‘ originally for EURlS 600,000 and which at balance sheet date amounted to EUR17,760,0600

{Note 17(b}), by means of a notarial deed. The shareholders of this company w111 continue to
exercise the voting nghts attached to these shares.

IHI together with its subsidiary company IHI Hungary R, (“the Borrower™} had entered into an
agreement with Kereskedemi Es Hitelbank Rt (“K&H Bank”) and Orszvagos Takarékpénztar Es

" Kereskedemi Rt (“OTP Bank™ for a facility, originally for EUR45,000,000 and which- at

(@

balance sheet date amounted to EUR44,334,000 (Note 17(b)). In accordance with the terms of

. the facility, THI, as owner of the Botrower, has deposited the shares it holds in this subsidiary

into an account held with OTP Bank.

- Investments in Associated Companies

The Group The Company -

‘ EUR EUR
At 1 January 2003 e | 1,718,961 913,496
Group’s Share. of Results of .
Associated Companies (Note 13(b)) _ 263,494 -

At 31 December 2003 - 1,982,455 913,496
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13, Investmentsin Associatéd'_Com'pan_ies {Cont.)-

(b)’ The Group’s Share of Results of Assoc_ia’tjed Cbmpa.nies is arrived at as follows:

2003 2002
EUR EUR -
Group’s Share of Profit for the Year . 415,045 655,047
Amortisation of Goadwill : S (54,168) (54,168)
Income from Associates before Taxation R 360,877 600:879
Group’s Share of Taxation . - (97,383 - (107,605)
| 263,494 493,274
© Unquo.fed Investments : Registered Office Nature of Business
Assocjated Companies - 20% Holdings
CHIL Limited =~ ‘ 22 Europa Centre  Hotel Management Comp'aﬁy_
' ' . Floriana Operating the Hotel Properties
Malta . owned by IHI and its Parent
‘ - Company
Quality Project Management Limited = 22 Europa Centre Project Management Company
: ' ' " Floriana -
Malta
14 - Derivative Financial Instruments
. (.a), o . . The Group The Co'mpany
2003 2002 2003 2Q02
EUR. EUR EUR EUR

Tnterest Rate Swép Held for Trading 178,083 - 178,083 -
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14 - Derivative Financial Instruments.(Cont.)

- (b) The interest rate swap a‘gxee'ment is _subjecf to the following terms:

. Notional Amount with Remaining Life of Mote Than

One Year Maturity - 2008
Interest Rate:

Receive Fixed Interest at the Rate of
Pay Variable Interest at the Rate of

15 Loans R_eceivabie

(@)

At 1 January 2003 .
“Advances to Group Companies
Repayments by Group Companies

At 31 December 2003
6]
Group Company EUR
' Alfa Investimentos ‘

Turisticos Lda . 4,195,589

IHI Lisbon Limited 10,334,240

IHI Benelux B.V. 14,039,835

IH] Benelux B.V. 15,789,428

{HI Himgary Rt. © 48,054,995 .
- 92,414,087

Related Company :
Corinthia Investments Limited 1,470,000

EUR

8,000,000,

o 6.2% per annum .
-6-month EURIBOR + 2.955%

. Group '
Total Companies

FUR  EUR

Related

- Company

EUR

90,177,859 88,707,859 1,470,000

13,637,173 . 13,637,173
(9,930,945) - (9,930,945)

-

93,884,087 92,414,087 1,470,000 _

Terms
Interest Repayable By Security
Nil No Fixed Date None
Nil No Fixed Date None
6 Month 31 Pecember 2010 None
EURIBOR + 3% _
Nil No Fixed Date None
6 Morith . 31 December 2005 None
EURIBOR + 1%*
EURIBOR +1% 31 December 2015 None

* This interest charge is being waived by the Company.
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16 Other Debtors '

(a) o : o The Grqnp ‘ The Company

2003 2002 2003 2002
EUR - EUR EUR EUR
Amounts Owed by: S . '

Parent Company 58,218 222,090 - -
Group Companies ‘ - - - 4,710,547 4,054.471
Associated Companies : 396,786 337,308 15,192 40,451
Related Companies ¢ 201,251 1,558,198 - -
Other Related Parties . 49,072 73,372 - -

Recoverable VAT on Capltal ' - :
Expenditure ~ - 4,050,562 6,645,893 42,942 42,664
- Amounts Held by Custodlan Bank S = 71,812,000 - - -
Other Debtors : 919,585 . 1,242,850 29,800 _ -
Prepayments and Accrued Income 442 100 " 369,628 76,806 . 79,250

6,117,574 12,261439 4,875,287 4,216,836

" {b) The amounts owed by related part1es are all unsecured, mterest free and repayable on demand.

() Recoverable VAT includes EUR144,006 (2002 BUR132 ,585) expected to be refunded after
more than one year from balance sheet date

17 - Bank Borrowings -

(2) T : | The Group The Company
| 2003 2000 2008 2002

EUR 'EUR . EUR  EUR

Bank Loans - 114,345,388 88,795,151 15,000,040 -
Bank Overdraft 1,845,326, 1,918,969 - -

116,190,714 90,714,120 15,000,040 -

Falling due w1th}n ()ne Year : _
Bank Loans ‘ . 9,537,348 21,762,692 2,000,000 -
Bank Overdraft 1.845,326 1,518,969 - -

11,382,674 23,681,661 2,000,000 -

Falling due after more than
One Year _ ‘
Bank Loans 104,808,040 67,032,459 13,000,040 -
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18 Debt Securities in Issue’

()

®

2002

2003
EUR EUR
- Convertible Bonds (Note 18(b)) ‘ 10,375,887 '10;593,606
Lm Bond (Note 18(c)) 13,617,916 -
Euro Bond (Note 18(c)) - 7,893,950 -
31,887,753 10,593,606
Convertible Bonds - EUR
Proceeds from Issue 12,283,000
Transaction.Costs : (365,681
Net Proceeds 11,917,319
Amount Classified as Equity (Note 23(d)) (1,324,500) .
Imputed Interest and Amortisation of Transactlon R
"Costs to 31 December 2002 336,293
Reporting Currency Conversion Difference (335,500) .
At 31 December 2002 10,593,606
Imputed Interest and Amortisation of Transaction - '
Costs for 2003 . _ 145,981
Provision for Exchange Fluctuations . (363,700)
At 31 December 2003 ]0,375,887'

Conversion Terms, Dates and Prices

- During the period ended 31 December 2000 the Company issued 50,000 bonds with-a face value

of Lm100 each, which, unless previously purchased and cancelled or converted in accordance -
with the terms’ of issue, shall be redeemable at par on the 29 May 2010. Any bonds purchased
by the Company on the open market shall be cancelled. The Company reserves the right to
purchase bonds on the open market without notice. '

Bondholders shall be entitled to exercise their conversion option on a conveTsion date during the.
conversion period by converting their bonds, or part thereof, into fully paid ordinary shares of
the Company at the conversion price determined as set oiit below. Upon conversion, the right of -
the converting bondholder to repayment of the bond to be converted and any interest for the
period between the applicable conversion date and redemption date shall be extinguished and
released, and in consideration and in exchange therecf, the Company shall issue fully paid up
ordinary shares as provided in the terms and conditions of issue. A conversion of part of a bond .
shall not be allowed. '
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"18  Debt Securities in Issue (Cont.)
(b) (Cont)
Canversion T efms, Dates and Prices (Cont.)

The bonds, upon issue, shall entitle the holders thereof to an original entitlement of 100 shares
for every bond.  In the event that upon conversion the conversion price is higher than the share

issue price, and a bondholder wishes to retain such original entitlement, such bondholder shall

-pay the cash difference as determined in accordance with the terms of the issue of the bonds. " A
~ bondhel der may elect not to pay such cash difference and in lieu thereof shall accept the issue of

-._a'lower number of shares than his ori gmal entltlement Shares sha]l not be issued at below théir
" nominal value. ‘

. A bondholder 'may exercise the comnversion opt1on during the conversion penod which-

commences on the 29 November 2005 and ends on 29 November 2009. ‘In the case of bonds
converted on any of the following conversion dates during any conversion term, the’ conversion
price shall be determined in accordance with the arithmetic average of the daily trade weighted
average price (TWAP) queted by the, Malta ‘Stock Exchange during the three months
immediately preceding the reference date lessa ‘percentage; as follows:

- C dﬁversion - .
Term Conversion Dates.- : : %
First . 29 November 2003; 29 May 2006 and 29 November 2006 10°
Second ... 29Muay 2007; 29 November 2007 and 28 May 2008 15
Third 29 November 2008; 29 May- 2009 and 29 November 2009 .20
Interest

The bonds carry an interest rate of 5% per annum payable annually in arrears on the 29 May in-
cach year.

- Security _

The bonds constitute the geneéfal, direct, unconditional, unsecured and. unsubordinated.

obligations of the Company and: will rank pari passu, without any priority or preference, with atl
other present and future unsecured and unsubordinated obligations of the Company.
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.18 Debt Securities in Issue (Cont.)
- (c) Lm and Euro Bonds

During the year 2003, the Company offeréd to the general public an aggregate of LmS 200, 000 .
- Bonds. matumng in 2013, subject to an over-allotment option- for ‘a. further amount of
L.m4,170,000 in either or a combination of Bonds denominated in-Maltese Lira and Bonds
denominated in Euros. After the application of the over-allotment option, the bonds allotted by
the -Company amounted to Lm6,017,500 (equwa]ent to EUR14,308,927) 6.3% Bonds and
EURS, 058 000 6.20% - 6.8% Bonds.

Lm Bond  EuroBond

EUR EUR
. Proceeds from Issue ' 14,308,927 8,05 8,'_00.0
Transaction Costs : o ‘ (345,056) {185,984)
Net Proceeds - - R 13,963,871 . 7,872,016
Amortisation of Transacnon Costs _ ' 22,229 - 21,934
Provision for Exchange Fluctuations - . . (368,184) - -
At 31 December 2003 - i . _' ' 13,617,916 . '7_',893,950. .

Terms of R'epaymeht

Unless prev1ously purchased and cancelled, the bonds will be redeemed ar their nominal. value

~ (together with' interest accrued to the date fixed for redemption) on 15 February 2013. The
Company may at any lime purchase Bonds in the open market or otherwise at any price.” Any
purchase by tender shall be made available to all bondholders alike. All bonds so redeemed or
purchased will be cancelled forwith and may not be re-issued or re-sold.

Interest

The L Bond carries an interest rate of 6.3% per anmum whereas the Euro Bond carries interest

at the rate of 6.2% per annum for the interest payment dates falling between the years 2004 up to

and including 2010 and at the rate of 6.8% for the rest of the term of the Bond. In either case

interest shall be payable annuai]y in arrears on 135 February each year between the years 2004
- and 2013.

Security
The bonds constitute the general, direct,. unconditional, unsecured and unsubordinated_ -

obligations of the Company and will rank pari passu, without any priority or preference, with all
other present and future unsecured and unsubordinated obligations of the Company.



_Iliternat_ional Hotel Investments p.l.c.

Notes to the Financial Statements

Fdr the Year Ended 31 December 2003

Page 54

19 Other Interest-Bearing Liabilities

(®)

Amounts Owed to:
Parent Company
- Associated Companies
" Other Related Companies

Falling due within One Year
~ Amounts Owed to: -
Parent Comipany
Associated Companies
Other Related Companies

Falling due after more than _O.ne Year‘ .

- Amounts Owed to:
Parent Company
Other Related Company

The Company

The Group
20030 2002 2003 2002
EUR EUR EUR EUR

656,999 25453487 216,825 24,999,482
454,670 543518 454,670
1,876,000 1,982,468 :

2,987,669 27979473 671,495 24,999.482

440,174 434,005 : -
454,670 543,518 454,670
204,525 310,993 -

1

,099,369

1,308,516 - 454,670

1

671,475

216,825 24,999482 216,825 24,999 482

1,671,475 -

1

,888,300

26,670,957 216,825 24,999,482

(b) The terms of the amoumts owed to the related parties are as follows:

Parent Company
Parent Company

. Associated Companies
Danish Bakery Limited
Garment Finishing Limited
Thermal Hotel Aquincum Rt

EUR

440,174

216,825
454,670
37,018
167,507
1,671,475

2,987.66%

_Terms
Interest Repayable By Secmrity -
6.5% On Demand None
5.0% No Fixed Date None
5.0% On Demand None
7:0% On Demand None
8.0% On Demand None
-~ EURIBOR + 1% 31 December 2015 None
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20 ‘Other Creditors

@ . o o ' " The Grdqp The Company
2003 2002 2003 2002
EUR EUR . © EUR EUR
Falling Due Within One Year _- o _
Advance Deposits 3,262,476 ' 676,497 - L -
Amounts Owed to: o S ' S
Parent Company 833,074 2,236,783 . 486,348 - 1,956,170
Group Companies _ Lo - - - 6,781,854
Associated Companies. 2,930,182+ 2,613,525 : - 521,012
Other Related Companies . 3,577,675 3,396,690 42,036 25,778
Capital Creditors . . 12,034,395 17,984,022 1,646,922 B
Other Creditors - 1,214,306 1,242,519 - -
Accruals o 4,489,905 2,822,073 ' 1,649,453 376,421

28,342,013 30,972,109 - 3,824,759 9,661,235

Falling Due After More than One Year _ e
Amournt Owed to Group Company - - 76,558 : -
Other Creditors - - 1,500,000 _ - -

- 1,500,000 76,558 -

(b) The amounts owed to related parties are all unsecured, interest free and repayable on demand.
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721 Deferred Taxation {Cont.)

" (b) Deferred tax benefits arising out of certain tax losses which m;iy become available for set-off

- against future taxable income have not been recognised in these financial stateménts as it cannot.

" be determined whether the respective group companies.can claim'the right to utilise such losses.

22 Share Capital .

() ' | R 2003 2002
Authansed Share Caplta] . ]
Ordinary Shares of EURI each (Note 22(b)) 750,000,000 243,305,165
Issued and Fully Paid Up
-48,000,000 Ordinary-Shates of EUR2 48 each (Note 22(c)) ' - 119,051,165
119,053,489 Ordinary Shares of EUR]each (Note 22(c) _ 119,053,489 -

- (b) During the year pursnant to the prowsmns “of Section 186 of the Companies -‘Act, 1995 (“the
~ Act™), the Company changed the currency in which its share capital was expressed from Maltese
Liri to Euro,. in accordance with the provisions. of the Eight Schedule (“the Schedule”) to the
Act. Following the conversion from Maltese Liri to Euro, the Company increased its authorised

share cap1ta] from EUR243, 305,165 to EUR750,000,000.

{c) In terms of the provisions of Clause 4(1) of the Schedule the paid-up share cap1ta1 was

converted at the exchange rates applicable on the respective dates when the shares in question .

were issued by the Company. The resulting value in Euros is equivalent to EUR119,051,165,
representing. 48,000,000 shares of EUR2:48 each. Following the conversion. from Maltese Liri
to Euro, the Company changed the nominal value of the shares to EUR] each. - It subsequently
. allotted an additional 2,324 shares of FURI each to those members who became entitfed to

fractions of a share, with a view to rounding up to the nearest one whole share of the aggregate

holdings of such members,

(d) Sharehelders are entitled to vote at meetings of the shareholders of the Company .on the basis of
one vote for each share beld. - They are entitled to receive dividends as declared from time to
time. The shares in issue shall, at all times, rank pari passu with respect to any dlstnbunon
whether of dividends or capital, in a winding up or otherwise.
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73.  Reserves ‘

{a) The Revaluation Reserve is arrived at as follows:-

EUR
_ Excess of Revalued Amount overthe - .
Net Book Value of Tangible Fixed Assets ' . 13,268,220
Deferred Taxation - b - (4.643,877)
8,624,_343

(b) The Translation Reserve comprises all foreign exchange differences arising from the translation
of the financial statements of foreign entities.

" {c)- The Reporting: Currency Convérsi_on_ Difference represents the excess of total assets over the
. aggregate of -total liabilities and funds- atiributable 'to the shareholders, following the re-
~ denomination of the paid up share capital from Maltese Liri to Euro (Note 22(h)).

(d). The Convertible Bonds Reserve comprises the value of the option granted to bondholders to
convert ‘their convertible bonds into’ ordinary shares of the Company, and is amived at-as

follows:
EUR
Amount of Convertible Bonds classiﬁed as Equity (Note 18(a)) 1,324,506
Transaction Costs o ' (44,198)
: _ _ _ - 1,280,308 -
Deferred Taxation (448.108)

832,200
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23

24

Reserves (Cont)

- The Group.

Fair-Value Gain.on Interest Rate Swap

Exchange Gains

- The Company

®

Fair Value Gains:

" Available-for-Sale Investments

Interest Rate Swap.
Exchange Gains

@ The loss for the year has been transferred to the proﬁt and loss (reserve) account as set out

(e) “The Other Reserve represents the following unrealised gains:

Deferred

‘Gain  Taxation = Net

EUR EUR EUR -
178,083 (62,329) . 115,754
787,665 (275.683) 511,982
965,748  (338,012) 627,736
10,084,494 (3,529,573) 6,554,921
178,_083 62,329 115,754
787,665 (275,683). _ 511,982
11,050,242 _(3,867,585) 7,182,657

in the statement of changes in equlty for the year ended 31 December 2003.

(i) Eqmty 1ssue costs amounting to EURS65,705 incurred prior-to 2002 and dccounted for as a
~deduction from equity, have been expensed by testating the balance on the profit and Joss
(reserve) account as at 1 January 2002, since these costs do not meet the definition of costs

of an equity transaction set outin SIC-17, Eguity - Costs of an Equity Transaction.

Cash and Cash Equivalents

(@)

(b) Cash at bank includes an amount of EUR1,851,915 (2002: EURSG, ]01 ,543) p]edged by way of a

(¢) During the year amounts totalling EUR2,524,941 due by a subsidiary company were assigned to

Cash at Bank and in Hand

Bank Overdraft (Note 17(a))

The Group The Company

2003 2002 2003 2002

EUR EUR ~  EUR EUR
5,238,975 14,015,424 26,284 178,577
(1,845,326) (1,918,969) - b
3,383,649 1 2:,096,455 26,284 - 178,577

collateral for amounts borrowed (Note 17(b)).

THIL
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25

Related Party Disclosures

()
®)

©

The Company has a related party relatmnshlp with its Parent Company (Note 30) and other
entities forming part of the Corinthia- Group of Companies, of which THI is a subsidiary. AN -
transactions entered into with Group, compénies. forming part of the THI Group have been

‘eliminated in the preparation of the consolidated financial statements of THI.

In the cburse of its operations,. the Group- has a number of arrangements in. place. with its
officers, executives, shareholders and other related parties, whereby special offers are made -
available for hospitality services rendered to them. All transachons with other related parties

' are carried out on an arm’s length basis.

Information recarchng balances with related parties is set-out in notes 15, 16, 19 and 20 to the _
financial statements. The net balance due at 31 Degcember 2003 by THI Group to its. Parent

. Company and iis other subsidiaries amounted to EURS,202,345 (2002: EUR32,638,875).

1CY]

During the year, the Group entered into transactions with related partles as detalled below in
addition to those as set out in the Cash Flow Statement: : :

The Group . The. Company

2003 2002 2003 2002
. EUR EUR =~ EUR =~ EUR
Revenue o
Services Rendered to the Parent ]
". Company and its Subsidiaries by’ ] . : _
Five Star Hotels Limited - 193,116 206,728 _— . -
' Services Rendered by Five Star Hotels
Limited to: : ’ c
Associated Companies ) . 87,628 152,302 - -
Other Related Parties 43,510 70,261 . - -
324254 429,321 - -
Direct Costs

Charged by the Parent Company

and its Subsidiaries to: . ) .
Five Star Hotels Limited 362,58% 317,219 - -
THI Hungary Rt 152,944 - - -

515,525 317,219 s - -

Marketing Costs ‘
Charged by C.H.]. Limited to:

Five Star Hotels Limited ‘ 146,690 160,833 - -
‘Alfa Investimentos Turisticos Lda 5,000 73,000 - -
THI St Petersburg LLC 141,284 150,000 - -
IHI Benelux B.V. ) 33,000 - - -

325,974 383 833 . -

“carried forward 841,499 701,052 - -
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- 25 Related Party Disclosures (Cont.)
-~ (d) (Cont) |

brought forward

Administrative Expenses
Managemient Fee Charged by
Parent Company to: -

IHI B

. Management Fee Charged by C.H.L
. Limited to: - o
Five Star Hotels Limited
Alfa Tavestimentos Turisticos Lda

Incentive Fee Charged by C.H.L
Limited. to: .
Five Star Hotels Limited

~ Consultancy and Sub-Licence Fees
charged by C.H.I. Limited to:
- IHI St Petersbarg LLC
[HI Beneluk B.V.

‘Sundry Expenses

Charged by the Parent Company and
its Subsidiary Companies to:
THI '
Five Star Hotels Limited

Charged by C.H.I. Limited to:
N )
Five Star-Hotels Limited
Alfa Investimentos Turisticos Lda
IHI St Petersburg LLC
THI Hungary Rt

Charged by QPM Limited to:
IHI
Five Star Hotels Limited

Recharged io the Parent Company and its
Subsidiary Companies by:

Five $tar Hotels Limited

1HI St Petersburg LLC

IHI Hungary Rt

Recharged to Associated Companies by:
Five Star.Hotels Limited

carried forward

The Group

" The Company

2003 2002 2003 2002
EUR CEUR. EUR EUR
| 841,499 701,052 - -
459,583 388,324 459,583 388,324
195,585 . 214439 - .
10,000 149,000 - -
- 207,952 . - .
1,054,890 1,028,000 - .
218,000 - . -
1,938,058 1,987,715 459,583 383324

20650 323,184 20650 323,184 .
128,900 108,765 - S
9,783 3,288 9,783 8,288
50,416 145,283 R -
- 377,000 . .
39,545 R . .
285,898 - . i
9,228 12,046 9,228 12:947
5,426 - i .
(14,791)  (501,288) - -
(19,455) . . i
(103,213) . - -
(80,148) (2,452) . .
341,239 471,726 48,661 344,419
3,120,796 3,160,493 508,244 732,743
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25 Related Party Disclosures (Cont.) -

(d) (Cont.) = - The Group
' 2003 - 2002
| ~ EUR EUR
bmqgh{forward o 312079 3,160,493

The Company

2003 - " 2002
EUR - EUR

s08244 732,743

Pre-Operating Expenses
. Charged/(Recharged) by/(to) the Parent -
“Company and its Subsidiary Companies:
Alfa Investimentos Turisticos Lda:

Recharged = - . (14,000) -
IHi Hungary Rt: '
Charged ' - -245116
Recharged - (723.822)
" Charged/(Recharged) by/(to) '
CHI Limited and QPM Limited:

" Alfa Investimentos Tiuristicos Ldax . :
Charged o 162,000 ' -
Recharged, _ . (19,000) -

IHI Hungary Rt: - o . ' _
Charged = . ' S 382,792
Recharged : ) - (3,446)

129,000 (99,360)
Net Financing Costs :
. Interest Receivable (Note 5) . GBLOTD) (86,992)
. Interest Payable (Note 5) - 307,993 1,146,597

256,681 - 1,086,883

256,916 1,079,605

256,681 1,086,883

* Expensed 3506,712 4,140,738

764925 1,819,626

Tangible Fixed Assets

Construction and Related Services

Provided by QPM Limited and _
Corinthia Construction Overseas Limited io:

- Alfa Tnvestimentos Turisticos Lda 1,065,000 -
THI Hungary Rt. ‘ 10,120 2,486,815

Capitalised . - : 1,075,120 2,486,815

(e) Five Star Hotels Limited, a subsidiary company, is party to a joint and several guarantee, and a
Y, 18 p -

general and:special hypothecary guarantee over the Corinthia San Gorg Hotel, originally for

FUR14,428,252, now standing at EUR7,965,978, in favour of Cotinthia Palace Hotel Company

Limited (Note 10(b)).
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26 Capital Expenditure Commitments’

2003 2002
EUR EUR
 Tangible Fixed Assets:
Contracted for:
Alfa Investimentos Turisticos Lda (Corinthia Alfa Hote] _ '
and Congress Centre) 20,000,000 -
¥HI Benelux B.V. (Corinthia Nevsklj Palace Hotel) 1,298,000 -
IHT Hungary Rt. (Corinthia Grand Hotel Royal) - 11,554,000
21,298,000 ‘ 11,554,000
Authorised bt not yet Contracted for:
Five Star Hotels Limited {Corinthia San Gorg) 1,683,000 -
Alfa Investimentos: Turisticos Lda (Connthla Alfa Hotel :
and Congréss Centre) . - = 34,000,000
THI Benelux B.V. (Corinthia Nevskij Palace Hotel) - © 2,517,000 Co-
© THI Hungary Rt, (Corinthia Grand Hotel Royal) 4,150,000 - 4,300,000
8,350,000 38,300,000
29,648,000 49,854,000

27 - Financial Instruments

Exposure to credlt interest rate and foreign: currency risks arises in the normal course of the Group’s’ .

business.

(a) Credit Risk™

The Group

Management has a credit policy in place and the exposure to credit risk is menitored on an
angoing basis. Credit evaliations are performed on customers requiring continning credit. The
Group does not require collatéral in respect of financial assets. Credit risk with respect to
debtors is limited due to the spread of customers comprising the Group’s debtor base. Debtors
are presented net of provisions towards doubtful recoverzes. :

The .Group’s cash is held with financial institutions which have' credit ratings, such that
management does not expect any institution to fail to meet repayments of amounts held on
deposit. ' '

At balance shieet date there were no significant concentrations of credit risk. The maximum
exposure to credit risk is represented by the carrying. amount of each financial asset in the
balance sheet.
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"27 - Financial Instruments (Cont.)

(b) Interest Rate Risk

The Group' adopts a policy of ensuring that its’ exposure to changes in interest Tates on interest- . -
- bearing borrowings due to the Parent Company and its other subsidiaries and the bondholders is

limited, by enteting into financial arrangements subject to fixed rates of interest. Other financial

arrangements with banks comprise a combination of facilities subject to fixed, ‘EURIBOR and
LIBOR rates of interest. EURIBOR (Euro Interbank Offered Rate) is the rate at which euro -

inter-bank term deposits within the euro zone are offered by one prime bank to another prime
bank. LIBOR (London InterBanik - ‘Offered Rate) is the rate on dollar-denominated’deposits, also

 known' as Eurodollars, traded between banks in London. Both these OfTered Rates fluctuate

daily,

In addition, with a view of mltlgatmg interest rate risk, the Company entered into.an interest rate
- swap agreement with a local financial institution. Swaps are - over-the-counter agreements
. between two parties to exchange future cash flows based upon agreed notional amounts. As such

therefore, under the interest rate swap agreement, the Company agreed with the counter-party to-

‘exchange at specified intervals, the difference between fixed-rate and ﬂoatmg—rate interest

amounts -calculated by reéference. to-an agreed notional amount. The. Group is- Sllb]ect to credit.

 risk arising from the respective: counterpartles failure to. perform. Market risk arises from the
possibility of urifavorable movements in 1nterest rates relative to the contractial rates of the
contract.

in respect of income-caming financial assets and interest-bearing financial liabilities, the
following table indicates their effective interest rates at the balance sheet date and the penods m-

' W]]lCh they reprlce
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27 " TFinancial Instruments (Cont.)

©) Foreig'n Currencv Risk

The Group operates internationally and is exposed to fofeign currency risk on sales, purchases
. and borrowings that are denominated in a currency other than the Euro. The currencies giving
risé to this risk are the Malta Lira, Hungarian Forint, US Dollar, Russian Ruble, Pound Sterling
and Croatia. Kuna. Tn addition, the Company has a number of investments in- foreign
subsidiaries whose net assets are exposed to ‘currency . translation risk. The Group'does not

hedge against these exposures. As a result, exchange gains or losses may arise on the realisation - -

.of amounts receivable and the settlement of amounts payable in foreign currenc1es, and such
amounts may be 51gmﬁcant

‘During the year ended 31 Deécember. 2003, the Group accounted for net-exchange gains
amounting to 'EUR1,456,316 (2002: net exchange gains EUR3,560,666), arising from-
transactions, and monetary assets and liabilities denominated in foreign currencies. In addition,
the net movement on the Translation Reserve, representing net foreign exchange losses arising
on the translation of the net assets of foreign subsidiaries, amounted to EUR497,577 (2002:
"EUR637,916). ' ‘ '

At balance sheet date, the’ fo]lowmg amounts denommated ini foreign cunenmes, were stated in
Euro at the foreign exchange rate rullng on that date: . : '

" Amount i in Foreign Currency

Equivalent -

Malia Hungarian Us " Russian: Pound Croatia in
Lira Forint . Dollar Ruble. Sterling Kuna - - EUR

Amounts Receivable . . : )
Intra-Group - . 3,541 - _ - - 64,023 S - - 99,087
Other . 5,474,086 500,017,535 . . 500 - 36,137 - 15,286,507
Cash atBauk . 22973 528,122,417 6,534, 21,459,065 17,263 419,870 2,747,390
- Amounts Payable - : )
" Intra-Group 4,508,629 - - - - - 10,445,142
Other 4,684,943 1,049,044,567 3,059,452 - .196,403 260 17,514,570

Net Exposure .
Receivable - - - 21,455,065 - 419,610-
-Payable 3,682,972 20,904,616 3,052,418 - 84,880 -
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28 Contingent Liabilities

" At balance sheet date, the Group had the féllowing contingent liabilities arising from:

(a)

(b)

Guarantees amounting to EUR333 000 issued by the baikers of one of the sub51dlary compames :
in favour of third parties. ‘

‘In addition to the following amounts, another subsidiary company within the Group is involved

in itigation with a former employee, the claim for which cannot be quantified.

EUR
. Litigations with: - : _
Former Employees relating to Termination of Employment : 35,000

(©

(D

Third Party regarding the Termination of a Rental: Agreement _ 163,0.00-

- While liability. is not admitted, if defence against these actions are unsuccessful, the disclosed

amounts, in addition to the unquantified amount, could become die. - Based on legal advice, the
directors do not expect the respective companies to be found liable. ~As a result no provision
towards these amounts have been made in these financial statemens. '

,One of the subs1d1ary companies is involved in a claim made against the former owner of this
_property by the State Authorities in Portugal, regarding the settlement of overdue tax and social

security contributions. This subsidiary company has taken the necessary steps to prové to the
Court that the amounts in question have since been properly settled, however, while not -
admitting the claim, the fines relating to such settlement procedures, if found liable, can vary
from Euro135,600 to Euro678,000,000. Given that the Company has voluntarily settled all
outstanding amounts concerning these claims, the directors believe that the Court will rule in its.
favour and, as such, the probability of any claim against it is minimal. In this fespect, no
provision has been made in these ﬁnancial statements for such claim.

The Group is subject to tax in various Jurlsdmtlons A mumber of possible claims may be raised
by the tax authorities in these jurisdictions which may expose it to'additional amounts payable,
should these authorities find against the respective companies. No provision has béen made
towards such amounts on the basis that the likelihood of occurrence of these claims is
considered by the directors less likely than not.
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S 29

)

Cornparati‘te Amounts

(a) The Group results and cash flows for the comparative year reflect the resulis and cash flows of a
full: year’s operation of the Corinthia Alfa Hotel and Congress. Centre in Lisbon, whereas the '
current year’s figures include the tesults and cash flows for this hotel for the two-morith period -
‘ended February 2003, The Corinthia Grand Hotel Royal commenced operations early in 2003
Accordingly, the comparative results and cash flows do ot reflect those relating to the operatlon
of th1$ hotel. -

(b} In view of the re- denomlnatlon of the share capital of the Company from Maltese Liri to Euro

" (Note 22(b)) ‘and the consequent change in the reporting currency in: which the Company now.

. prepares and publishes its. fihancial statements, the comparative amounts, previously reported in
Maltese Liri, have been converted using the Euro as the reporting' currency, in accordance w:th
‘the following ru]es set out in the Elghl Schedule to the Companies Act, 1995

m  Monetary items were converted at the rate: prevaﬂlng on 1 January 2003 (EUR2.3895 to the
Maltese Lira); and :

m  Non-monetary items were converted at the actual exchange rates prevailing at the date of
acquisition, averaged as follows: :

Exchange Rate-
| "EUR/Lm
Intangible Fixed Assefs - . 24528
Tangible Fixed Assets - . - 2.4739

" Investments ' _ . . 24779

(¢) Certain comparative amounts have been reclassified to conform with the current year’s

presentation.

“Parent Company

The Comipany is a sabsidiary of Corinthia Palace Hotel Company lelted the registered ofﬁce of

_ Whlch 1§ situated at 22 Europa Centre, Floriana, Malta.

The Parent Company prepares the. consolidated financial statements of the Group of which THI and
its subsidiaries form pari. These financial statements are filed and available for public inspection at

 the Registrar of Companies in Malta.



