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SUMMARY
I have made this project is made with the purpose of getting more in touch with
finance and economic knowledge in order to apply techniques and methodologies
to given information by existing companies operating in the current market of the
lodging industry. Therefore, with the help of my professor, I have been able to
elaborate an accurate analysis of two hotels chain companies, compared them
with the sector, applied financial techniques and methodologies, propose interim
solutions through different policies learned in finance subjects and last but not
least, put together practical and theoretic knowledge to achieve the best possible
result.
Everything, with the unique goal of getting closer to the labour activity life outside
the university. The life that comes the next.
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INTRODUCTION
Barceló Group

LATIN AMERICA

EUROPE

Barceló Group is a family hotel chain founded 85 years ago by two brothers from
Mallorca. Nowadays, the firm is leaded by the second generation. The company
began in Palma of Mallorca, Spain, where their head office is still located in, and
now is spread all over 18 countries and two continents (Europe and America)
under the name of four brands: Royal Hideaway, Barceló Hotels, Occidental
Hotels and Allegro Hotels. Each one focused on a different type of guest in order
to englobe a huge range of the global market.

(Own

COUNTRY
GERMANY
BULGARIA
EGYPT
SPAIN
GREECE
ITALY
CZECH REPUBLIC
TURKEY
MOROCCO
ARUBA
COLOMBIA
COSTA RICA
CUBA
ECUADOR
GUATEMALA
MEXICO
NICARAGUA
DOMINICAN
REPUBLIC
elaboration

HOTELS
1
1
2
50
1
4
4
1
2
1
1
4
2
1
1
20
2
7
based

on

Barceló

Annual

Accounts,

http://www.barcelogrupo.com/publicaciones/

Its portfolio, in 2015, consists in 105 hotels and 32,547 rooms split in three
different strategies by continent and contract.
Over time, the company has grown considerably, hotels suffered different
refurbishments and many transactions were made to perform a good expansion.
In 2015, the aim of the company is to keep growing in the sector settling their
know-how in the industry and implementing, at the same time, their management
portfolio in order to get better recognition on this field.
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LOCATION
EUROPE
LATIN AMERICA & THE CARIBBEAN
TOTAL
PERCENTAGE
(Own

elaboration

based

OWNED
18
29
47
45%

on

LEASED MANAGED
39
9
1
9
40
18
38%
17%

Barceló

Annual

Accounts,

http://www.barcelogrupo.com/publicaciones/

Few time ago, Barceló Group began an integral new strategy that consisted in
implementing their hotels in order to grow percentages of 4*, 5* and 5* grand
luxury. This way, the company has achieved the following numbers and is always
trying to implement its portfolio at the same time demand is in continuous
evolution.
CONTINENT
EUROPE
LATIN AMERICA & THE CARIBBEAN
TOTAL
PERCENTAGE
(Own

elaboration

based

5* GL 5*
4*
3*
2
12
49
3
2
27
10
0
4
39
59
3
4% 37% 56% 3%

on

Barceló

Annual

Accounts,

http://www.barcelogrupo.com/publicaciones/

Also, the hotel division of the company is mainly composed by holiday hotels
(67%). But, recently, demand of city hotels began to grow and this current
portfolio may be increased as time goes by.
CONTINENT
EUROPE
LATIN AMERICA & THE
CARIBBEAN
TOTAL
PERCENTAGE
(Own

elaboration

based

HOLIDAY
38

URBAN
28

32
70
67%

7
35
33%

on

Barceló

Annual

Accounts,

http://www.barcelogrupo.com/publicaciones/

Referring to results, the company improved its number comparing to the activity
before, 2014, and their forecast provides the company with a continuous
increment in the following activities. Here are their general results in detail:
RESULTS
TURNOVER
EBITDA
PROFIT AFTER TAXES
OCCUPATION

2015
2480.2 €
302.6 €
100.2 €
71.8%

2014
2056.6 €
216.7 €
46.4 €
70.3%

DIFFERENCE %
20.6
39.6
115.9
2.1
4

69.7 €
50 €

ADR
REVPAR
(Own

elaboration

based

61 €
42.9 €
on

14.3
16.6

Barceló

Annual

Accounts,

http://www.barcelogrupo.com/publicaciones/

Moreover, the company succeed in reducing the high amount of debt presented
in 2014.
By this time, Barceló Group is in continuous expansion, trying always to improve
their numbers with the implementation of their service offered to an always
changing demand, who only settle with the best service.

Millennium Hotels
Millennium & Copthorne Hotels was founded in 1989 in Singapore by the owner
of a bank group, who started its expansion all over the world. The company is
currently listed in the London Stock Exchange and Singapore Stock Exchange
and their head office is located in Kensington, London, United Kingdom.
The group pretends to be characterized by its sense of place, energy, innovative
design, architecture, amenities and public spaces.
Here is a detailed
geographical distribution:
LOCATION
ASIA
EUROPE
EEUU
AUSTRALASIA
(Own

HOTELS
32
48
19
27

elaboration
based
on
Millennium
https://investors.millenniumhotels.com/)

Hotels

Annual

Accounts,

In 2015, the firm closed the activity with 126 hotels and 34,718 rooms split into
four different strategies by contract. They bet to keep taking advantage from their
owned hotels and strive to implement other contracts portfolio.
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LOCATION

OWNED /
LEASED
12
21
19
13
65
52%

ASIA
EUROPE
EEUU
AUSTRALASIA
TOTAL
PERCENTAGE

MANAGED

FRANCHISE

INVESTMENT

9
26
0
2
37
29%

2
0
0
6
8
6%

9
1
0
6
16
13%

(Own

elaboration
based
on
Millennium
https://investors.millenniumhotels.com/)

Hotels

Annual

Accounts,

Millennium Hotels is a company that seeks for recognition of the market and not
for category, even their hotels are divided into four and five stars all.
The activity in 2015 resulted worse than in the period before. This failure comes
from a huge impairment that the company had to face and, also, due to the
economic and political uncertainty of many places where the company is located
in.
RESULTS
TURNOVER
EBITDA
PROFIT AFTER TAXES
OCCUPATION %
ADR
REVPAR

2015
£
£
£
£
£

2014
847,00
190,00
97,00
71,80%
100,19
71,98

£
£
£
£
£

826,00
257,00
151,00
74,20%
98,31
72,90

DIFFERENCE
%
0,02
-0,35
-0,56
-0,03
0,02
-0,01

By this time, Millennium Hotels keep operating under their vision, which is to
become the leading global hospitality real state ownership group. Their main goal
is to be located in the most important cities of the word and consolidate the
company as one of the industry’s leading groups worldwide.
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OBJECTIVES
The aim of this projects consists in knowing how a hotel chain works and
performs its activity within a period, comparing their results with the period
before and interpret imbalances that may occur within that period.
After it, to read, understand and dissociate the information given in an annual
report that is normally given in the website of the each company. Then, to be
able to transform given information into specific tools needed for analysing,
explain them in the methodology and follow learned guidelines to perform a
good project analysis.
Apply knowledge and techniques learned during all courses of the grade in
Tourism to the extrapolated information of annual reports and achieve logic
results. Then, interpret that results obtained from the calculations and recognise
the strategy followed by the company in order to understand how the analysed
company acted in the market and how their decisions affected their results.
Read and understand sectorial ratios to know within the figures the market is
located and apply it to results obtained with methodology procedure. After
words, to do a comparison between the sector and the company to detect
imbalances and think about possible solutions.
With all results, identify appropriate policies for both companies that may
improve figures taking in account all results obtained in the company’s analysis
and in the sector analysis too.
Finally, apply bailout policies and suggest appropriate solutions to imbalances
presenting interim balance sheets and profit and loss accounts with good
results.

7

METHODOLOGY
With the aim of figuring out results in the analysis of the two hotel chains, some
procedures and calculations must be taken in account.
The first step is to know about the finance structure of each company through the
balance sheets and profits and loss accounts, which Barceló Group and
Millennium Hotels include every year in the annual report that can be found on
their web pages once each activity period concludes. These are free documents
that stakeholders can easily get.
In this project, the analysed activity periods are 2014 and 2015 of both
companies. For this reason, the figures of both companies have been gotten from
the annual report of 2015 of each hotel chain group.
Transformation of data
Annual reports of hotel companies include financial statements with a high level
of detail. For this reason, it has been developed a work before designing and
completing balance sheets and income statements.
The information found shows all subcategories that a balance sheet of a hotel
chain might have. And the same happens with the profit and loss account.
All these information has been summarized in order to create completed financial
statements with the same data but also with a better understanding, order and
cohesion for the calculation and analysis of each company.
Balance Sheet
In order to elaborate a vertical analysis, it is important to elaborate a balance
sheet of the company. This balance sheet shows the information about the
economic and financial situation of the activity of the company. Thus, it must be
transported into a standardized structure, which has been used for the analysis
and calculations of both firms. This structure follows the following order:
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NON-CURRENT ASSETS
INTANGIBLE ASSETS
EQUIPMENT
FINANCIAL INVESTMENT
CURRENT ASSETS
INVENTORIES
REALISABLE ASSETS
CASH
TOTAL ASSETS
EQUITY
CAPITAL SHARE
RESERVES
PROFIT OR LOSS
NON-CURRENT LIABILITIES
LONG TERM DEBT
LONG TERM PROVISIONS
CURRENT LIABILITIES
SHORT TERM DEBT
SHORT TERM PROVISIONS
CREDITORS
TOTAL LIABILITIES
Own elaboration from (SUAREZ, 1994)

This way, figures are organized in groups depending on their reason for living,
either assets (investments), equity (own resources) or liabilities (debt); and on the
deadline, either less than one year (current), or more than one year (non-current).
Furthermore, the order that the table is following corresponds to an order of
liquidity, in the assets, and an order of deadline payments, in the equity and
liabilities. This way, assets are organized from the most liquid to the less and, in
the other hand, liabilities goes from the most enforceable debt to the furthest.
Equity is not considered as debt, that is why is situated at the top of liabilities.
(BOE, 2007. “Plan General de Contabilidad”)
Vertical & Horizontal Analysis of the Balance Sheet
Once the balance sheet is organized, a vertical analysis is produced. This way,
percentages are applied to each group and to totality with the aim of knowing
which portion of the total corresponds to each item. With a vertical structure the
comparison between companies and the sector results easier and more
understandable.
Horizontal comparison is based on comparing one year to another, so this
comparison is applied in the balance of the companies, profit and loss accounts,
ratios analysis, comparison between companies and sector comparison.
(SUAREZ, 1994).
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Profit & Loss Account
After having the balance sheet analysis, profit and loss account comes into play.
This account shows all expenditures that the companies have done within the
activity period, as well as all the results in benefits obtained at the end.
As in the balance sheet, it is also needed a standardized structure to follow
(ARCHEL, 2015):
Revenue
- Cost of Sales
- Supplies
- Personnel
= Gross Operating Profit
- Amortizations
= Profit before Interests and Tax
- Financial Result
= Profit on Ordinary Activities
+ Other Income
- Other Expense
= Profit before Tax
- Income Tax Expense
= Profit of the Year
Own elaboration from (SUAREZ, 1994)

Revenues are the result of the sales that each company got from its activity, in
other words, all the income from the activity generated during the period. But
every sale entails a cost on it (cost of sales, supplies and personnel). Once these
costs are diminished, the result is the Gross Operating Profit, which is the entire
result from the activity. But each investment involves a yearly cost that is the
amortization, which has to be also taken away from the Operating profit. That
results on the Profit before Interests and Tax (MARTORELL, 2009). This profit is
what really measures the profitability of the company since external players do
not play a role on it. Now, interests from external funds like banks have to be
deleted as they are costs and the resulting figure is the Profit on Ordinary
Activities. But a hotel chain can sell and buy other hotels to expand worldwide or
do other activities that are not related with selling stays. That costs are registered
as other income or expense because it is not their main source of business. Then,
the Profit before Tax is calculated and, eventually, the Profit of the Year results
from deleting the tax expense to the total profit.
Vertical analysis of the Profit & Loss Account
This analysis is mainly used to see how well the costs of the company are
structured. Thus, the operational costs, amortizations and financial results stated
in the loss and profit account have been divided into fixed and variable costs to
determine the amount of each costs and, afterwards, see whether the company
could improve its profitability just relocating its cost structure. (SUAREZ, 1994)
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Fixed Costs: are the costs that remain stable when sales vary. It does not
depend on the variation of sales. Amortizations and financial results are the
costs that remain always stable when sales rise or decrease.
Variable Costs: are the costs that depend on sale, so they change when sales
vary. Cost of sales is, in this case the only cost that depend uniquely on the
variation of sales.

But there exist other costs, which are fixed and variable both at the same time.
This means that an amount of the cost will always remain stable and another part
will vary depending on the sales raise. These costs are the personnel cost and
supplies costs.
Break-even Point, Break-even Coverage and Break-even Overhead
After the cost structure, the break-even point, break-even coverage and breakeven overhead are calculated. These operations are used to see whether the
companies have adjusted well costs regarding revenue obtained and its breakeven point. (SUAREZ, 1994).


Break-even point: the amount of revenue that the company must
achieve to start obtaining profit.
𝑩𝒓𝒆𝒂𝒌-𝒆𝒗𝒆𝒏 𝑷𝒐𝒊𝒏𝒕 =



Fixed Costs
Cost of Sales
1 − Total Revenue

Break-even coverage: is the amount of sales that covers the breakeven point.
𝑩𝒓𝒆𝒂𝒌-𝒆𝒗𝒆𝒏 𝑪𝒐𝒗𝒆𝒓𝒂𝒈𝒆 =



Break-even Point
Total Revenue

Break-even overhead: is the opposite percentage of the coverage and
represents the amount of revenue out of the break-even.
𝑩𝒓𝒆𝒂𝒌-𝒆𝒗𝒆𝒏 𝑶𝒗𝒆𝒓𝒉𝒆𝒂𝒅 = 1 − Break-even Coverage

Solvency Ratios
When the Balance Sheet and the Profit and Loss Account are done, then,
calculations of solvency, equity and profitability are carried out (MARTORELL,
2009, ARCHEL, 2015,).
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Short-term solvency
The short-term solvency analysis is the evaluation of the payable debt within the
deadline of one year. It has the aim of make known the liquidity of Barceló
Group and its capacity to face this short-term debt with its own resources.
Different ratios are calculated here:


Working Capital: is the cash available of the company to face the short-term
debt.
𝑾𝒐𝒓𝒌𝒊𝒏𝒈 𝑪𝒂𝒑𝒊𝒕𝒂𝒍 = Current Assets − Current Liabilities



Current Ratio: is the relation between the Current Assets and the Current
Liabilities.
𝑪𝒖𝒓𝒓𝒆𝒏𝒕 𝑹𝒂𝒕𝒊𝒐 =



Acid Test: is the same relation of the Current Ratio but without having
inventories in account. It indicates the importance of inventories in the shortterm.
𝑨𝒄𝒊𝒅 𝑻𝒆𝒔𝒕 =



Current Assets
Current Liabilities

Current Assets − 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

Cash Ratio: is the relation between cash and current assets and indicates the
importance of customer balance in the short-term debt.
𝑪𝒂𝒔𝒉 𝑹𝒂𝒕𝒊𝒐 =

Realisable Assets − Inventories
Cash
=
Current Liabilities
Current Liabilities

Long-term solvency
The long term solvency analysis is the evaluation of the payable debt of a
company within a deadline of more than one year. It has a unique ratio that
reflects the liquidity of a company in a long-term range. (SUAREZ, 1994)


Bankruptcy Ratio: is the relation between total assets and total liabilities. The
bigger the percentage is, the more distant of bankruptcy the company will be.
𝑩𝒂𝒏𝒌𝒓𝒖𝒑𝒕𝒄𝒚 𝑹𝒂𝒕𝒊𝒐 =

Total Assets
Total Liabilities

Profitability Ratios
Obtaining benefits does not necessarily mean that firms are profitable. For this
reason, profitability ratios are used to see how profitable a company is. In order
12

to do so, Return on Investment and Return on Equity are calculated
(MARTORELL, 2009).


ROI: Return on Investment is the ratio that better measures the profitability of
the company through its Margin and Rotation. It is also called the economic
profitability.
𝑹𝑶𝑰 =

Profit Margin Total Revenue
×
= Profit Margin × Rotation
Total Revenue
Total Assets

o Profit Margin: is what the company earns per euro sold.
o Rotation: are the euros that the company sells per euro invested.


ROE: Return on Equity is the financial profitability of the company and the
profitability of the investors.
𝑹𝑶𝑬 =

Profit of the year
Total Equity

Equity Ratios
These ratios are the ones that relation own resources with debt and analyses
the percentage of non-current assets that the company owns. For this reason,
fixed assets ratio, short term debt and indebtedness have been calculated
(SUAREZ, 1994, ARCHEL, 2015, MARTORELL, 2009).


Fixed Assets Ratio: is the percentage of Non-Current Assets that the
company includes in its Balance Sheet.
𝑭𝒊𝒙𝒆𝒅 𝑨𝒔𝒔𝒆𝒕𝒔 𝑹𝒂𝒕𝒊𝒐 =



Non − Current Assets
Total Assets

Short Term Debt: is the real debt that the group have to pay in the deadline
of one year.
𝑺𝒉𝒐𝒓𝒕 𝑻𝒆𝒓𝒎 𝑫𝒆𝒃𝒕 =



Current Liabilities
Total Liabilities

Indebtedness: this ratio indicates the debt that the company has in total.
𝑰𝒏𝒅𝒆𝒃𝒕𝒆𝒅𝒏𝒆𝒔𝒔 =

Total Liabilities
Total Liabilities + Total Equity
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Leverage & Strategies
In order to finish with the analysis of ratios, leverage has a big role in the
management of hotel companies. The leverage is used to know at which
maximum level the amount of debt can improve profits.
These ratios indicate the debt financed by external resources that the company
has. It is calculated in relation to the total equity: Total Liabilities divided Total
equity.
To do so, it is needed to calculate the degree of operating leverage (DOL), degree
of financial leverage (DFL) and degree of combined leverage (DCL)
(MARTORELL, 2009).


DOL: is the variation in benefits before taxes in consequence of a variation
in sales. To obtain a result, not only the EBIT must be taken into account,
but fixed cost (except interests) too
𝑫𝑶𝑳 =



EBIT + Fixed Costs (except interests)
EBIT

DFL: is the variation of the EBT in result of a variation in the EBIT. The
financial leverage has to do with the interests and debt. Thus, when
interests are taken out from the benefits before interests and taxes, it
results with the benefits before taxes (EBT).
𝑫𝑭𝑳 =



EBIT
EBIT − Interests

DCL: is the combination of both leverages, so it means a variation of EBT
in consequence of the changes in sales.
𝑫𝑪𝑳 = 𝐷𝑂𝐿 × 𝐷𝐹𝐿

Once the Degree of Combined Leverage is done conjointly with the break-even
overhead, it is now observable whether a company has failed or not in its
management by comparing it with fixed costs volume. In this case, the
percentage of DCL and break-even overhead will be indicators of failure, so DCL
means what the firm has done and break-even overhead, what the firm should
have done. This way, different scenarios are given by break-even point situation
and fixed cost volume:
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GRAPHIC 1
Income
Total Cost

Fixed Cost

(Own elaboration)

In the graphic 1, the company presents low fixed costs and a short break-even.
It indicates that it is needed a short volume of production to start obtaining profits.
So, the ideal would be to obtain a DCL under 200% and a break-even overhead
lower than 20%.
GRAPHIC 2

Income

Total Cost

Fixed Cost

(Own elaboration)

In the graphic 2, the company presents middle-high fixed costs and a larger
break-even. It indicates that it is needed more volume of production than in the
graphic 1 to start obtaining profits. So, the ideal would be to obtain a DCL between
200% and 300% and a break-even overhead between 20% and 40%.
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GRAPHIC 3
Income

Total Cost

Fixed Cost

(Own elaboration)
In the graphic 3, the company presents high fixed costs and a large break-even.
It indicates that it is needed a lot of production in order to start obtaining profits.
So, the ideal would be to obtain a DCL higher than 300% and a break-even
overhead higher than 40%.
In this case, the higher the leverage, the higher the risk is. So, this is a point to
bear in mind as this risk can result either in benefits or loses.
Sectorial comparison
After having the economic analysis of the selected corporations, it is not only
important to compare them between each other, but also among the global
competition, what means the sector.
This sector analysis mainly departs from the sectorial ratios, which are
published in “Banco de España” (Spanish Central Bank) web page, Central
Balance Sheet Data Office, sectorial rates of non-financial corporations.
The following table shows the main ratios applied to hotel lodging industry for
corporations with a revenue higher than 50 million euros in 2014 and 2015:
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RATIOS

SECTOR (%)
2014

Operating costs, earning and profitability

Q1

Q2

2015
Q3

Q1

Q2

Q3

Added value / Net Turnover

43,83 49,20 62,24 40,71 48,38 55,13

Staff costs / Net Turnover

32,13 36,58 37,87 30,73 34,08 37,09

Gross operating profit / Net Turnover

1,04

10,58 22,55

3,24

11,70 17,90

Gross operating profit / Total net Debtors

-1,32

10,84 17,94

5,93

11,55 21,31

Net operating profit / Net Turnover

-3,32

4,91

-1,21

2,81

Net turnover / Balance sheet

22,34 40,05 68,59 24,59 37,86 81,57

Net operating profit / Balance sheet

-1,30

2,84

5,09

-0,80

1,61

5,22

Profit or loss of the year before taxes / Cap. + Reserv.

-5,76

6,03

11,69

-1,97

2,73

21,25

Profit or loss of the year / Cap. + Reserv.

-4,90

4,95

9,95

-1,92

2,20

18,01

Stocks / Net Turnover

0,70

1,11

1,75

0,60

1,12

2,08

Trade Debtors / Net Turnover

3,52

6,56

10,77

5,15

8,32

10,80

Trade Creditors / Net Turnover

3,55

5,78

7,05

3,44

5,21

7,94

Operating working capital / Net Turnover

-1,79

1,85

6,85

-4,59

0,64

4,34

Interest and similar charges / Net Turnover

0,88

2,02

3,75

0,30

1,49

5,92

Interest and similar charges / Gross op. profit

2,74

13,68 30,37

6,57

10,45 28,76

Financial income net of charges / Net Turnover

-2,31

-0,67

4,48

-3,23

-0,86

Financial income net of charges / Gross op. profit

-28,44 -6,54

9,60

-16,96 -5,72 10,35

12,70

12,50

Working Capital

Financial Income and Charges

0,21

Assets Structure
Financial fixed assets / Balance sheet

10,41 32,04 55,47 14,42 40,01 58,11

Tangible fixed assets / Balance sheet

22,88 30,43 45,43 23,02 28,80 47,41

Current assets / Balance sheet

8,96

15,81 27,47 11,30 12,48 20,75

Liabilities Structure
Capital and Reserves / Balance sheet

41,42 59,20 74,38 22,54 48,78 76,24

Provisions / Balance sheet

0,06

0,23

1,64

0,11

0,41

2,06

Bank loans / Balance sheet

0,00

6,81

28,56

0,02

5,33

28,48

Long and medium-term bank loans/Balance sheet

0,00

2,87

16,11

0,00

1,20

14,68

Short term bank loans / Balance sheet

0,00

2,28

5,39

0,01

1,43

5,30

Long and medium-term debt / Balance sheet

3,76

11,02 40,87

2,21

14,74 33,84

Short term debt / Balance sheet

10,06 15,39 17,60 12,57 17,85 38,61

(BDE, 2014 / 2015)

In this table, Q2 means the average percentage of the sector, while Q1 and Q3,
are the average either the best positioned companies or the worst positioned
companies, depending on its ratio, if it is related to costs or revenues.
So, applying the same ratio calculation to the selected corporations, the result
can be compared within the same sector and it will be possible to see where the
company is positioned, always with an economic and financial point of view.
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LIMITATIONS
Doing a final project of two different hotel companies involve a deep analysis in
calculations and in their conclusions. For this reason, the importance of reliable
data is crucial.
This project uses data from annual report of both companies published on their
website, respectively. But, for some calculations, other methods have been
applied with the purpose of achieving the greatest and closest result possible.
Here are explained the limitations of this final project:


The cost structures
As it is explained before, there exist costs that are fixed and variable at the
same time and they must appear in a well-done cost structure with different
proportion in both kinds of costs.
Unfortunately, public annual reports do not reflect the exact percentage or
proportion of costs belonging to fixed or variable. This seems to be
reserved data.
So, despite this lack of information and with the aim of carrying out the
structure of costs, it has been necessary to compare the results of the last
year that is worked with, 2015, with the results of the oldest year found. In
this case, for Barceló Group is used the annual report of the year 2000,
and for Millennium Hotels the annual report of the year 1999. This way,
there is a differentiation between the results before with the ones after. So,
the amount of the year 2000 (for Barceló) and 1999 (for Millennium) will
remain stable as fixed cost and the rest will be considered variable.



Sectorial comparison (Millennium Hotels case)
As Barceló Group is a Spanish company, the comparison with the sector
has been successfully done. However, Millennium Hotels is not Spanish,
but an English company. Therefore, in this case, Millennium has been
considered as a Spanish company only at the time of elaborating the
comparison with the Spanish sector. That might not reflect the truth of its
competitive situation as they should have been compared with their own
national hotel industry sector. But it does reflect their competitive situation
in Spain in the hypothetical case they were also located in the country.

In the following section, firms of this project will be analysed according
calculations explained before.

18

BARCELÓ GROUP ANALYSIS
In this section, Barceló Group will be analysed. To do so, it departs from its
balance sheet and the profit and loss account.
It is important to mention that all numbers shown in this section represent a fair
image of the company as said in the audit report developed by KPMG Auditores,
S.L. (7th April 2016).
Balance sheet
The following table shows the figures obtained from the Annual Account of 2014
and 2015 corresponding to Balance Sheet that Barceló Group registered in those
periods:
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BALANCE SHEET
NON CURRENT
ASSETS
EQUIPMENT
INTANGIBLE ASSETS
FINANCIAL
INVESTMENT
CURRENT ASSETS
INVENTORIES
REALISABLE ASSETS
CASH
TOTAL ASSETS
EQUITY
CAPITAL SHARE
RESERVES
PROFIT OR LOSS
NON CURRENT
LIABILITIES
LONG TERM DEBT
LONG TERM
PROVISIONS
CURRENT LIABILITIES
SHORT TERM DEBT
SHORT TERM
PROVISIONS
CREDITORS
TOTAL LIABILITIES

YEAR 2014

%

YEAR 2015

%

1,480,183,264 €

57,78%

2,102,259,932 €

74,82%

1,246,750,229 €
71,887,781 €

48,67%
2,81%

1,783,028,642 €
56,315,999 €

63,46%
2%

161,545,254 €

6,31%

262,915,291 €

9,36%

1,081,703,708 €
7,236,458 €
960,574,984 €
113,892,266 €
2,561,886,972 €

42,22%
0,81%
37,49%
4,45%
100%

707,646,483 €
11,323,356 €
369,714,060 €
326,609,067 €
2,809,906,415 €

25,18%
0,40%
13,16%
11,62%
100%

901,336,489 €
44,560,899 €
889,055,738 €
- 32,280,148 €

35,18%
1,74%
34,70%
-1,26%

1,038,430,059 €
44,560,899 €
930,632,599 €
63,236,561 €

36,96%
1,59%
33,12%
2,25%

1,012,163,287 €

39,51%

1,131,856,132 €

40,28%

983,810,485 €

38,40%

1,069,904,949 €

38,08%

28,352,802 €

1,11%

61,951,183 €

2,20%

648,387,196 €
402,517,363 €

25,31%
15,71%

639,614,224 €
329,272,712 €

22,76%
11,72%

859,196 €

0,03%

764,103 €

0,03%

245,010,637 €
2,561,886,972 €

9,56%
100%

309,577,409 €
2,809,900,415 €

11,02%
100%

(Own elaboration based on Barceló Group Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)

Vertical and Horizontal Analysis of the Balance Sheet
Firstly, it is seen that total assets are equivalent to the sum of equity and liabilities,
so the balance tally perfectly. If not, that can be a symptom of wrong calculation
or wrong numbers.
Once the balance sheet is well done, vertical and horizontal comparison can be
applied:
As liabilities plus equity is the same number as total assets, they have the 100%
assigned, so the other items will be compared with total assets and total equity
and liabilities, depending on the group they belong to.
Following an order from the top to the bottom, non-current assets account for
more than a half of the total assets, with 57.8% of the total in 2014 and
experimenting an increase in the following year up to 74.8% of the total. This
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increase comes due to an increment of equipment and a reduction of intangible
assets. Financial investment has also grown in 100 million euros, being the 10%
of the total if added to intangible assets (almost 2% in both years).
Current assets, opposed to non-current assets, have suffered a decrease in its
numbers, going from 42.2% in 2014 to 25.18% in 2015. This fall is a consequence
of a reduction in realisable assets (from 37.5% to 13.2% of the total), even though
cash is increased in seven points.
Moving to the other part, the first item is the equity, that is to say own resources,
which have a regular amount between 35% and 37% in both years. So in the
equity of the Barceló Group, the capital share or own investment accounts for
44,560,899 € in 2014 and 2015, showing that additional injection of capital was
not necessary that year. After capital, reserves rise up to 34.7% in 2014 and
33.1% in 2015 of the total equity and liabilities. It is also appreciable in the table
before that Barceló accounted loses of -1.26% of the total liabilities, which were
solved in 2015 accounting a total of 2.25% of the total, that means having profits.
That is why the equity could maintain its numbers and even raise a bit in 2015.
As it is explained in the methodology, non-current assets are mainly composed
by long term debt and a very little part of long term provisions, which do not
exceed 1.11% in 2014 and 2.20% in 2015 of the total. The debt has been
maintained in both years (38% of the total debt).
Current liabilities, however, have changed their numbers experiencing a
reduction from 25.3% to 22.7%. The main reason of that comes from the drop of
short term creditors that is bigger than the increment in the creditors item (from
9.5% to 11% of the total debt).
In conclusion, there is an important increase of non-current assets. This raise
comes from the change in the portfolio of the company, which has changed
decreasing 10% the hotels in property and increasing from 27% to 38% its leased
portfolio.
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Profit and Loss Account
INCOME STATEMENT
REVENUE
COST OF SALES
PERSONNEL
SUPPLIES

YEAR 2014
1,325,803,126 €
349,141,062 €
294,004,993 €
471,195,019 €

YEAR 2015
1,596,846,579 €
416,558,147 €
329,564,237 €
553,469,214 €

GROSS OPERATING
PROFIT

211,462,052 €

297,254,981 €

AMORTIZATIONS

105,152,579 €

154,311,480 €

PROFIT BEFORE
INTERESTS AND TAX

106,309,473 €

142,943,501 €

FINANCE INCOME
FINANCE EXPENSE
FINANCIAL RESULT
PROFIT ON ORDINARY
ACTIVITIES

11,927,300 €
51,045,793 €
-39,118,493 €

11,392,347 €
48,393,934 €
-37,001,587 €

67,190,980 €

105,941,914 €

OTHER INCOME
OTHER EXPENSE

3,900,000 €
-

3,600,000 €
-

PROFIT BEFORE TAX

71,090,980 €

109,541,914 €

INCOME TAX EXPENSE

13,539,689 €

5,036,339 €

PROFIT OF THE YEAR

57,551,291 €

104,505,575 €

(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)

Horizontal Analysis of the Profit and Loss Account
In 2014 revenue reached 1,325.8 million euros with operating costs of 1,114
million euros approximately, which led to an operating profit of 211.4 million
euros. After one year, in 2015, Barceló Group presented a growth of sales,
implementing its figures in 271 million euros and its operating costs, 184 million
euros more than the activity before, assuring a gross operating profit of roughly
300 million euros, which will have a positive effect in net profit.
Amortizations changed from 105, in 2014 to 154 million euros, the following year.
This change may be related with the increment of its properties portfolio. But as
it is explained in the methodology, amortization is not a real cost. This item is
added again to net profit to obtain cash flow figures. At this point, profit before
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interests and tax is calculated, 106.3 million euros in 2014 and almost 143 million
euros in 2015.
After gross profit and amortizations, interests are deducted to the last result. So
in the case of Barceló Group, finance expense overcame finance income and
produced a financial result of -39.1 million euros in 2014 and the same story was
repeated in 2015 with a result of -37 million euros. After knowing the financial
result, profit on ordinary activities (selling lodging nights) can be figured out. This
profit results in approximately 67.2 million euros in 2014 and around 106 million
euros in 2015.
But not all income comes from selling hotel nights, but also from other operations
that might concern hoteliers, such as selling or purchasing hotel buildings. This
is named other income or expense and for Barceló the result in this item was 3.9
million euros of income in 2014 and 3.6 in 2015, which added to profit on ordinary
activities obtained a profit of 71 million euros in 2014 and 109.5 million euros in
2015, approximately.
Eventually, for getting net profit, which is the final profit of the year for the
company, taxes must be deducted from the result. In this case, there was a
difference in tax expense in the year 2015. Barceló accounted a tax expense of
13.5 million euros in 2014 against only 5 million euros that the company paid in
2015. So, now the net profit is calculated.
Barceló Group registered in 2014 a net profit of 57.5 million euros and 104.5
million euros in 2015, almost the double than in 2014.
Vertical Analysis of the Profit and Loss Account

Barceló Group
Supplies
Personnel
Cost of Sales
VARIABLE COSTS
Financial Results
Amortization
Supplies
Personnel
FIXED COSTS

YEAR 2015
YEAR 2014

0,00% 20,00%40,00%60,00%80,00%100,00%
(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)
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As the graphic shows, costs of the profit and loss account are divided into fixed
and variable costs. Also, personnel and supplies are repeated in both costs. This
is because both do not fully belong to any cost.
In this graphic, variable costs are only supplies, personnel and cost of sales and
only the last one fully depends on sales variation, counting almost 28% of total
variable cost in both years. Personnel maintain its figures regular in both years
around 18% of the total variable cost. Lastly, supplies are the major cost in the
part of variables reaching 34% of variable cost both years.
On the other hand, fixed costs also maintained its numbers within 2014 and 2015.
The fixed part of human capital cost was 25% in 2014 and 21% of the total cost
in 2015. Fixed supplies were reduced three points in 2015, going from 18% to
15% of the total costs. Then, amortization and interest are totally fixed costs, so
amortization increased from 42% in 2014 to 51% of the total fixed cost in 2015
and interests were, in contrary, reduced from 15% to 12% of the total fixed cost
in the same period as the other costs.
Break-even point, Break-even coverage and Break-even overhead
For Barceló Group, the calculation of the break-even point resulted in
343,323,632.50 euros in 2014 and 405,816,131.91 euros to start obtaining profits
in 2015.
In the following graphic are found the percentage of the break-even coverage and
break-even overhead, whose addition between each other is the 100%, that
refers to the break-even point of the company.

Barceló Group
YEAR 2014

YEAR 2015
74%

26%

75%

25%

BREAK-EVEN COVERAGE

BREAK-EVEN OVERHEAD

(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)

As the graphic shows, percentages remain stable in both periods. So break-even
coverage and break-even overhead, in 2014, sum up to 26% and 74%
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respectively. So, in that period, Barceló only needed 26% of its revenue to assure
benefits (74% of the revenue obtained).
In 2015, even growing sales, the break-even coverage was roughly the same and
started gaining benefits from 25% of the revenue on. The resting 75% was
entirely for benefits.
Solvency Ratios
Once the balance sheet and the profit and loss account is done and studied,
ratios must be calculated.


Short term solvency



Working Capital: in the case of Barceló Group, the company reached a
working capital of 433,316,512 € in the year 2014 and then experienced a
drop in the ratio in 2015 up to 68,032,259 €. In both years the ratio had a
positive result, but it does not necessary mean that the company is able to
face short term debt.
200%

Barceló Group

150%
CURRENT RATIO
100%

ACID TEST
CASH RATIO

50%

0%
YEAR 2014

YEAR 2015

(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)



Current Ratio: as it is shown in the graphic above, the company obtained in
2014 a current ratio of 167% and 111% in 2015. Despite of a decrease of 57
points in 2015, Barceló presents a current ratio in both years superior than 1,
what indicates that the company did not suffer suspension of payments. But
it is necessary to bear in mind that it also depends on the time that the
company cashes and pays.



Acid Test: as it is the case of a lodging company, realisable assets and cash
have a bigger role in the company’s current assets. Thus, the stability of acid
test and current ratios inform that inventories do not play a big role on it.
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Cash Ratio: here, a drop related with the other ratios in both periods for
Barceló can be appreciated. The decrease in relation with acid test and
current ratio means that customer balance is very important for the company
to analyse its solvency. So, there were probably a problem with collection
management and, the raise on sales could have led to an increase of
customer balance. In 2014, the ratio of Barceló was 18% and increased up to
51% in the following year. Therefore, the decreasing in both years of more
than 50% indicates the importance of customers in the industry. Here, a better
collection management has influenced more in this ratio than the growth of
customers, which had a minor effect on it.



Long term solvency


Bankruptcy Ratio: in the year 2014, Barceló Group presented a ratio of
154%, which was raised in 5 points in the following year. In both years, the
ratio was bigger than 1, so there is no bankruptcy.

Profitability Ratios

Barceló Group
YEAR 2014
52%

8%

57%

9%

PROFIT MARGIN

YEAR 2015

4.15% 5.09%
ROTATION

R.O.I.

6.39%

10.06%

R.O.E.

(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)



ROI
o Profit Margin: in this case, Barceló had a result in its profit margin of
8% in 2014 and 9% in 2015, which means that for every single euro
sold, the firm obtained only an 8%. So, to increase margin, the
company should increase PBIT more than revenue, reducing either
cost of sales, supplies or personnel.
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o Rotation: Barceló Group had a rotation in 2014 of 52% and 57% in
2015. These results mean the percentage of euros sold for euro
invested. Thus, the big asset amount and great number of sales gives
the company this ratio.
At the end, Barceló achieved a ROI of 4.15% in 2014 and 5.09% of economic
profitability in 2015. The firm succeeded in maintaining self-liquidity
investment. The reason of this growth is shown in the balance sheet of the
company, which presents a reduction in its fixed assets from 1,081.7 million
euros to 707.6 million euros and its realisable assets (clients) from 960.5
million euros to 3,697 million euros in the last period, 2015, keeping sales
constant.


ROE: Barceló obtained a ROE of 6.39% and 10.06% in the years 2014 and

2015, respectively. So, Barceló, despite increasing its equity, has known how
to even duplicate its benefits after interests and tax.
So, to increase this ratio, own resources should decrease and the final profit
of the year should grow.
From the point of view of the company, the social capital is the last resource
that firms resort to. Thus, it will be always better to increase in benefits than
to reduce in own resources for implementing ROE.
Equity Ratios


Fixed Assets Ratio: in 2014, Barceló closed the year with 58% of non-current
assets. Although the group sold properties, the ratio increased up to 75% in
2015. It is also known that company raised its equipment and finance assets
and that is the reason of the growth.



Short Term Debt: it can be seen that short-term debt of Barceló in 2014 was
bigger than in 2015. So, the company reduced debt from 39% to 36%. The
firm increased the debt of creditors, but reduced provisions and bank debt.



Indebtedness: here can be observed that indebtedness of Barceló almost
duplicates the short-term debt in both periods. The figures are 65% in 2014
and a reduction of 2 points in 2015.

Leverage
The next graphic shows the figures of leverage for Barceló Group.
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Barceló Group
YEAR 2014

YEAR 2015
476%
383%

301%

284%
158%

DOL

135%

DFL

DCL

(Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)



DOL: the company had an operating leverage of 301% in 2014 and 284%
in the following year, so numbers did not vary so much from one year to
another. This means that if Barceló vary sales revenue in 10% upwards or
downwards, profit before interests and tax would have increased or
decreased in 30% in 2014 and in 28.4% in 2015. So, having a high
percentage of operating leverage involves risk.



DFL: the financial leverage resulted in 158% in 2014 and 135% in 2015.
So, for a variation (10% upwards or downwards as before) of profit before
interests and tax (normally given by the DOL), would have grown or
decreased profit in ordinary activities in 15.8% in 2014 and in 13.5% in the
following activity period. Again, risk varies depending on the percentage
of leverage.



DCL: for combined leverage, Barceló Group had 476% in 2014 and 383%
in 2015. So, at a positive or negative variation in revenue of 10%, benefits
in ordinary activities would have raised or decreased 47.6% in 2014 and
38.3% in 2015.

Now it is deductible the management of the company in both periods. Its DCL
expresses that the company has used that model, which fixed costs are high
and break-even point needs a high volume of production.
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GRAPHIC 3
Income

Total Cost

€
Fixed Cost

Qbe
(Own elaboration)

This model, according with break-even overhead, is the appropriate as it
overcame 40% in both years and DCL overcame, in both years too, 300%.
It is important to mention that leverage in 2014 was too risky for the company
as it was too high. In 2015, leverage was reduced almost the half.
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MILLENNIUM HOTELS ANALYSIS
In this section, Barceló Group will be analysed. To do so, it departs from its
balance sheet and the profit and loss account.
It is important to mention that all numbers shown in this section represent a fair
image of the company as said in the audit report developed by KPMG LLP,
Statutory Auditor (18th February 2016).
Balance sheet
The following table shows the figures obtained from the Annual Account of 2014
and 2015 corresponding to Balance Sheet that Millennium Hotels registered in
those periods:
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BALANCE SHEET
NON CURRENT
ASSETS
EQUIPMENT
INTANGIBLE ASSETS
FINANCIAL
INVESTMENT
CURRENT ASSETS
INVENTORIES
REALISABLE ASSETS
CASH
TOTAL ASSETS
EQUITY
CAPITAL SHARE
RESERVES
PROFIT OR LOSS
NON CURRENT
LIABILITIES
LONG TERM DEBT
LONG TERM
PROVISIONS
CURRENT
LIABILITIES
SHORT TERM DEBT
SHORT TERM
PROVISIONS
CREDITORS
TOTAL LIABILITIES

YEAR 2014

%

YEAR 2015

%

4,850,238,662 €

13,85%

4.916.810.565€

9,98%

4,391,028,391 €
133.143.806 €

0,10%
4,30%

4.442.655.581€
127.709.365 €

0,10%
3,96%

326.066.465 €

9,46%

346.445.619 €

5,92%

779.842.295 €
5.434.441 €
241.832.628 €
532.575.226 €
5.630.080.956 €

86,15%
77,99%
2,36%
5,79%
100%

544.802.718 €
5.434.441 €
216.019.033 €
323.349.244 €
5.461.613.283 €

90,02%
81,34%
2,34%
6,34%
100%

3.715.799.087 €
1.918.357.701 €
279.873.716 €
1.517.567.671 €

66,00%
34,07%
4,97%
26,95%

3.684.551.051 €
1.869.447.731 €
260.853.172 €
1.554.250.148 €

67,46%
34,23%
4,78%
28,46%

1.048.847.128 €

18,63%

1.233.618.125 €

22,59%

1.039.336.856 €

18,46%

1.222.749.2425 €

22,39%

9.510.272 €

0,17%

10.868.882 €

0,20%

865.434.742 €

15,37%

543.444.108 €

9,95%

542.085.497 €

9,63%

241.832.628 €

4,43%

8.151.662 €

0,14%

2.717.221 €

0,05%

315.197.583 €
1.914.281.870 €

5,60%
100%

298.894.259 €
1.777.062.232 €

5,47%
100%

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)
Firstly, it is seen that total assets are equivalent to the sum of equity and liabilities,
so the balance tally perfectly. If not, that can be a symptom of wrong calculation
or wrong numbers.
Once the balance sheet is well done, vertical and horizontal comparison can be
applied:
As liabilities plus equity is the same number as total assets, they have the 100%
assigned, so the other items will be compared with total assets and total equity
and liabilities, depending on the group they belong to.
Following an order from the top to the bottom, non-current assets account for
more than a half of the total assets, with 86.15% of the total in 2014 and
experimenting an increase in the following year up to 90% of the total. This
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increase comes mostly due to an increment of financial investment that rose
around 20,000 € from one year to the other.
Current assets, opposed to non-current assets, have suffered a decrease in its
numbers, going from 13.85% in 2014 to 9.98% in 2015. This fall is a consequence
of a reduction in cash (from 9.46% to 5.92% of the total) and in realisable assets,
which decreased more than 1% of the total.
Moving to the other part, the first item is the equity that means own resources,
which have a regular amount between 66% and 68% of the total in both years.
So, in the equity of Millennium Hotels, the capital share or own investment
accounts for 1,918 million euros in 2014 and 1,869 million euros in 2015, showing
that a withdrawal of capital was made in 2015. After capital, reserves rise up to
4.97% in 2014 and 4.78% in 2015 of the total equity and liabilities. It is also
appreciable in the table before that Millennium Hotels did not account loses but
retained earnings from the past year of 26.96% of the total equity and liabilities in
2014 and 28.46% in the following activity period.
As it is explained in the methodology, non-current assets are mainly composed
by long term debt and a very little part of long term provisions, which did not rise
more than 1% of the total in any analysed activity. The long-term debt grew 3%
from 2014 to 2015.
Current liabilities, however, have changed their numbers experiencing a
reduction around 5% of total equity and liabilities. The reduction involves a
decrease in all aspects of current debt.
In conclusion, there is an important decrease of 154 million euros in cash. There
is also a decrease in the short-term debt and a growth in long term debt. These
three items may have relation among them. Cash could be used to pay short term
debt or, in the contrary, the company has just move short term debt into long term
debt. But none of the numbers match themselves.
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INCOME STATEMENT
REVENUE
ADMINISTRATIVE
EXPENSES
PERSONNEL

YEAR 2014
1.122.212.083 €

YEAR 2015
1.150.742.898 €

379.052.265 €

377.693.655 €

444.265.558 €

479.589.425 €

GROSS OPERATING
PROFIT

298.894.259 €

293.459.818 €

AMORTIZATIONS

70.647.734 €

82.875.226 €

PROFIT BEFORE
INTERESTS AND TAX

228.246.525 €

210.584.592 €

FINANCE INCOME
FINANCE EXPENSE
FINANCIAL RESULT
PROFIT ON ORDINARY
ACTIVITIES

23.096.375 €
32.606.646 €
-9.510.272 €

29.889.426 €
33.965.257 €
-4.075.831 €

218.736.253 €

206.508.761 €

OTHER INCOME
OTHER EXPENSE

39.399.698 €
2.717.221 €

55.703.021 €
114.123.263 €

PROFIT BEFORE TAX

255.418.731 €

148.088.519 €

INCOME TAX EXPENSE

50.268.580 €

16.303.323 €

PROFIT OF THE YEAR

205.150.151 €

131.785.196 €

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)
Horizontal Analysis of the Profit and Loss Account
In 2014 revenue reached around 1,122 million euros with operating costs of 823
million euros approximately, which led to an operating profit of around 299 million
euros. After one year, in 2015, Barceló Group presented a growth of sales,
implementing its figures in 28.5 million euros and its operating costs, 34 million
euros more than the activity before, assuring a gross operating profit of 293
million euros, which despite of the growth of sales in 2015 was less than in the
year before. This reduction is caused due to the increment in personnel cost.
Amortizations changed from 70.6, in 2014 to 82.8 million euros, the following
year. This change is related with the increment of non-current assets and with the
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depreciation of its investment properties. But as it is explained in the
methodology, amortization is not a real cost. Actually, this item is added again to
net profit to obtain cash flow figures. At this point, profit before interests and tax
is calculated, more than 228 million euros in 2014 and 210.5 million euros in
2015.
After gross profit and amortizations, interests are deducted to the last result. So,
in the case of Millennium Hotels, finance expense overcame finance income and
produced a financial result of -9.5 million euros in 2014 and the same story was
repeated in 2015 with a result of -4 million euros. After knowing the financial
result, profit on ordinary activities (selling lodging nights) can be figured out. This
profit results in approximately 218.7 million euros in 2014 and around 206.5
million euros in 2015.
But not all income comes from selling lodging nights, but also from other
operations that might concern hoteliers, such as selling or purchasing hotel
buildings. This is named other income or expense and for Millennium Hotels the
result in this item was 39.4 million euros of income in 2014 and 55.7 in 2015,
which added to profit on ordinary activities obtained a profit of 255.4 million euros
in 2014 and 148 million euros in 2015, approximately.
Eventually, for getting net profit, that is the final profit of the year for the company,
taxes must be deducted from the result. In this case, there was a difference in tax
expense in the year 2015. Millennium accounted a tax expense of 50.2 million
euros in 2014 against only 16.3 million euros that the company paid in 2015. So,
now the net profit is calculated.
Millennium Hotels registered in 2014 a net profit of 205.1 million euros and 131.7
million euros in 2015, around 74 million euros less than in 2014.
Vertical Analysis of the Profit and Loss Account

Millennium Hotels
Administrative Expenses

Personnel
VARIABLE COSTS
Administrative Expenses

YEAR 2015

Financial Results

YEAR 2014

Amortization
Personnel
FIXED COSTS
0,0%

20,0% 40,0% 60,0% 80,0%

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)
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As the graphic shows, costs of the profit and loss account are divided into fixed
and variable costs. Also, personnel and administrative expenses are repeated in
both costs. This is because both do not fully belong to any cost.
In this graphic, variable costs are administrative costs and personnel. Only the
last one fully depends on sales variation, counting almost 40% of total variable
cost in 2014 and overcoming that percentage in 2015. Administrative costs, which
include supplies and cost of sales in it, maintain its figures regular in both years
27.3% and 26% respectively of the total variable cost.
On the other hand, fixed costs also maintained its numbers within 2014 and 2015.
The fixed part of human capital cost was 30% in 2014 and 29% of the total cost
in 2015. Fixed cost of administration remained in 14% in both periods.
Amortization and interest are totally fixed costs, so amortization increased from
23% in 2014 to 27% of the total fixed cost in 2015 and interests were, in contrary,
reduced from 3% to 1% of the total fixed cost in the same period as the other
costs.
Break-even point, Break-even coverage and Break-even overhead
For Millennium Hotels, the calculation of the break-even point resulted in
458,341,357.82 euros in 2014 and an increase up to 461,226,238.10 euros to
start obtaining profits in 2015.
In the following graphic are found the percentage of the break-even coverage and
break-even overhead, whose addition between each other is the 100%, that
refers to the break-even point of the company.

Millennium Hotels
YEAR 2014

YEAR 2015
59%

41%

60%

40%

BREAK-EVEN COVERAGE

BREAK-EVEN OVERHEAD

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)

As the graphic shows, percentages remain stable in both periods. So break-even
coverage and break-even overhead, in 2014, sum up to 41% and 59%
respectively.
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In 2015, even growing sales, the break-even coverage was roughly the same and
started gaining benefits from 40% of the revenue on. The resting 60% was
entirely for benefits.
Solvency Ratios
Once the balance sheet and the profit and loss account is done and studied,
ratios must be calculated.


Short term solvency



Working Capital: in the case of Millennium Hotels, the company obtained a
negative working capital of -85,592,446.97 € in the year 2014 and then
experienced an increase in the ratio in 2015 with a positive result of
1,358,610.27. The negative result of 2014 is an indicator that the company
had troubles at the time of facing short term debt. So, the firm could have been
in suspension of payments that year. The opposite happened in the following
activity, whose positive result was a guaranty of the company at the time of
facing debt.

Millennium Hotels
120%
100%
80%

CURRENT RATIO

60%

ACID TEST

40%

CASH RATIO

20%
0%
YEAR 2014

YEAR 2015

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)



Current Ratio: as it is shown in the graphic above, the company obtained in
2014 a current ratio of 90% and 100% in 2015. Millennium Hotels presents a
current ratio in 2014 below 100%, what indicates that the company suffered
suspension of payments. But it is important to know that a company can
operate its activity even with a negative working capital depending on the time
they cash and pays. In 2015, the ratio, which stays above 1, indicates that
suspension of payments was solved in one period.
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Acid Test: as it is the case of a lodging company, realisable assets and cash
have a bigger role in the company’s current assets. Thus, the stability of acid
test and current ratios inform that inventories do not play a big role on it.



Cash Ratio: here, a drop related with the other ratios in both periods for
Millennium Hotels can be appreciated. The decrease in relation with acid test
and current ratio means that customer balance is very important for the
company to analyse its solvency. So, there were probably a problem with
collection management and, the raise on sales could have led to an increase
in customer balance. In 2014, the ratio of the firm was 62% and remained
stable with 60% in the following year. Thus, this decrease in both years
represents the importance of customers in the industry. So, a better collection
management has influenced more in this ratio than the growth of customers,
which had a minor effect on it.



Long term solvency


Bankruptcy Ratio: in the year 2014, Barceló Group presented a ratio of
154%, which was raised in 5 points in the following year. In both years, the
ratio was bigger than 1, so there is no bankruptcy.

Profitability Ratios

Millennium Hotels
YEAR 2014
20%

18%

20%

YEAR 2015

21%

4.05% 3.86%

PROFIT MARGIN

RETURN ON ASSETS

R.O.I.

5.52%

3.58%

R.O.E.

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)


ROI
o Profit Margin: in this case, Millennium Hotels had a result in its profit
margin of 20% in 2014 and 18% in 2015, which means that for every
single euro sold, the firm obtained 20% of each one. So, to increase
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margin, the company should increase PBIT more than revenue,
reducing either administrative costs or personnel.
o Rotation: Millennium had a rotation in 2014 of 20% and 21% in 2015.
These results mean the percentage of euros sold for euro invested.
At the end, the company achieved a ROI of 4.05% in 2014 and 3.86% of
economic profitability in 2015. The reason of this reduction is shown in the
balance sheet of the company, which presents an increment in its fixed assets
from 4,850.2 million euros to 4,916.8 million euros and a reduction of cash
from 532.5 million euros to 323.3 million euros in the last period, 2015,
keeping sales constant.


ROE: Millennium Hotels obtained a ROE of 5.52% and 3.58% in the years

2014 and 2015, respectively. So, because of the big numbers of extraordinary
expenses in 2015, the company could not achieve a gut result in its ROE.
From the point of view of the company, the social capital is the last resource
that firms resort to. Thus, it will be always better to increase in benefits than
to reduce in own resources for implementing ROE.
So, to increase this ratio, own resources should decrease and the final profit
of the year should grow. But Millennium had to face a huge charge amount of
impairment that period, guiding results of ROE to establish under ROI
percentage.
Equity Ratios


Fixed Assets Ratio: in 2014, Millennium Hotels closed the year with 86% of
non-current assets and with 90% in 2015. Its non-current assets come from
the equipment of the company, which is their biggest and most important
asset.



Short Term Debt: the debt of Millennium Hotels in 2014 was bigger than in
2015. So, the company reduced debt from 45% to 31%. The firm decreased
creditors and provision in 2015 and, probably, they moved part of short-term
debt to long term debt, as it is shown increased in that period.



Indebtedness: here can be observed that indebtedness of the firm remained
stable with 34% and 33% in both periods. So, even increasing long term debt,
reduction of short-term debt turns back the ratio to its original percentage.

Leverage
The next graphic shows the figures of leverage for Millennium Hotels.
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(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)


DOL: the company had an operating leverage of 215% in 2014 and 306%
in the following year, so numbers were almost duplicated from one year to
another. This means that if Millennium vary sales revenue in 10% upwards
or downwards, profit before interests and tax would have increased or
decreased in 21.5% in 2014 and in 30.6% in 2015. So, having a high
percentage of operating leverage involves risk.



DFL: the financial leverage resulted in 104% in 2014 and 102% in 2015.
So, for a variation (10% upwards or downwards as before) of profit before
interests and tax (normally given by the DOL), would have grown or
decreased profit in ordinary activities in 10.4% in 2014 and in 10.2% in the
following activity period. Again, risk varies depending on the percentage
of leverage.



DCL: for combined leverage, Millennium Hotels had 224% in 2014 and
313% in 2015. So, at a positive or negative variation in revenue of 10%,
benefits in ordinary activities would have raised or decreased 22.4% in
2014 and 31.3% in 2015.

Now it is deductible the management of the company in both periods. So, in
2014, DCL of Millennium Hotels expressed that the company used the model,
which fixed costs are not so high and break-even point does not need high
volume of production:
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GRAPHIC 2
Income

Total Cost

€
Fixed Cost

Qbe
(Own elaboration)

Actually, break-even overhead indicates that it was a wrong management as
the company had to present higher numbers of fixed costs to operate in a better
manner. Thus, Millennium Hotels should have used the Graphic 3, as they did
well in 2015:
GRAPHIC 3
Income

Total Cost

€
Fixed Cost

Qbe
(Own elaboration)
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SECTORIAL COMPARISON
BARCELÓ GROUP
Following the methodology, sectorial ratios for Barceló Group have been
calculated:

RATIOS

BARCELÓ GROUP (%)
2014
2015

Operating costs, earning and profitability
1
2
3
4
5
6
7
8
9

Added value / Net Turnover
Staff costs / Net Turnover
Gross operating profit / Net Turnover
Gross operating profit / Total net Debtors
Net operating profit / Net Turnover
Net turnover / Balance sheet
Net operating profit / Balance sheet
Profit or loss of the year before taxes / Cap. +
Reserves.
Profit or loss of the year / Cap. + Reserves.

38,13
22,18
15,95
13,67
8,02
51,75
4,15
7,89

39,25
20,64
18,62
20,57
8,95
56,83
5,09
10,55

6,39

10,06

0,55
72,45

0,71
23,15

3,85
24,14
-2,95
-18,50

3,03
16,28
-2,32
-12,45

6,31
48,67
37,49

9,36
63,46
25,18

35,18
1,14
54,11
38,40
15,71
39,51
25,31

36,96
2,23
49,79
38,08
11,72
40,28
22,76

Working Capital
10
11

Stocks / Net Turnover
Trade Debtors / Net Turnover

Financial Income and Charges
12
13
14
15

Interest and similar charges / Net Turnover
Interest and similar charges / Gross op. profit
Financial income net of charges / Net Turnover
Financial income net of charges / Gross op. profit

Assets Structure
16
17
18

Financial fixed assets / Balance sheet
Tangible fixed assets / Balance sheet
Current assets / Balance sheet

Liabilities Structure
19
20
21
22
23
24
25

Capital and Reserves / Balance sheet
Provisions / Balance sheet
Bank loans / Balance sheet
Long and medium-term bank loans/Balance sheet
Short term bank loans / Balance sheet
Long and medium-term debt / Balance sheet
Short term debt / Balance sheet

Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/ and Banco de España, 2017,
http://app.bde.es/rss_www/Ratios
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The next graphic is not a lineal sequence, but helps to visualize differences
between the company and the sector with lines that represents each one. This
way, each point means one ratio of the sector.

Barceló Group in 2015
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20,00
0,00
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-20,00
Sector Q2

Barceló Group

Own elaboration based on Barceló Annual Accounts,
http://www.barcelogrupo.com/publicaciones/ and Banco de España, 2017,
http://app.bde.es/rss_www/Ratios

Operating costs, earning and profitability
The ratio of turnover says that the revenue of the company is positioned under
the minimum of the sector (Q1). So, this means that the group could not achieve
sales enough to get the sector average. This is due to the high costs of sales and
supplies as the staff ratio is situated above the best companies’ ratio of Spain
(Q1, in this case).
Referring to the other ratios, Barceló overcame the average of the sector (Q2)
achieving a progress in 2015 especially in collect management of tour operators
and in the ROE of the company.
Working Capital
In terms of working capital, the corporation overcame in 2015 the average (Q2)
of stock per working capital and reduced its current assets obtaining a better ratio
than the period before. But it was still not enough to seem to the worst companies
of the sector in that terms (Q3).
Financial Income and Charges
By the ratios of the sector for financial income and interests, the company did a
good job as all of them are positioned beside the average line (Q2).
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It is important to say that the financial income was increased in 2015 thanks to
the debt reduction.
Assets structure
This group of ratios vary depending on the analysed company. In this case,
Barceló Group has a big volume of assets, which obviously generate a big volume
of debt. For this reason and because of big amortization, the company could not
get the average (Q2) in none of the three ratios, especially in the ratio of tangible
assets that is much high for the volume of revenue.
Liabilities structure
Related to the equity ratio per total assets, Barceló Group is in good position even
though it is under the average.
Analysing in terms of debt, the group, even having reduced its debt in relation to
2014, the number is still much higher than the normal in Spain. This way, all ratios
referring to medium and long-term are highly over Q3, which indicates the worst
amounts of debt. However, short-term debt ratio of the company is the one that
moves percentage closer to the average (Q2).
MILLENNIUM HOTELS
As it is explained in the limitations, Millennium Hotels does not operate in Spain,
where the sector analysis takes place. For this reason and with the aim of
comparing both companies with the same data sector, Millennium Hotels has
been compared with the Spanish hospitality sector, although the company is not
present in the country.
Following the methodology, sectorial ratios for Millennium Hotels have been
calculated:
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RATIOS

MILLENNIUM HOTELS (%)
2014
2015

Operating costs, earning and profitability
1
2
3
4
5
6
7
8

Added value / Net Turnover
Staff costs / Net Turnover
Gross operating profit / Net Turnover
Gross operating profit / Total net Debtors
Net operating profit / Net Turnover
Net turnover / Balance sheet
Net operating profit / Balance sheet
Profit or loss of the year before taxes / Cap. +
Reserves.
Profit or loss of the year / Cap. + Reserves.

9

66,22
39,59
26,63
21,63
20,34
19,93
4,05
6,14

67,18
41,68
25,50
20,19
18,30
21,07
3,86
4,02

5,52

3,58

0,48
21,55

0,47
18,77

2,91
10,91
-0,85
-3,18

2,95
11,57
-0,35
-1,39

5,79
77,99
4,30

6,34
81,34
9,98

66,00
0,31
28,09
18,46
9,63
18,46
15,37

67,46
0,25
26,82
22,39
4,43
22,59
9,95

Working Capital
10
11

Stocks / Net Turnover
Trade Debtors / Net Turnover

Financial Income and Charges
12
13
14
15

Interest and similar charges / Net Turnover
Interest and similar charges / Gross op. profit
Financial income net of charges / Net Turnover
Financial income net of charges / Gross op. profit

Assets Structure
16
17
18

Financial fixed assets / Balance sheet
Tangible fixed assets / Balance sheet
Current assets / Balance sheet

Liabilities Structure
19
20
21
22
23
24
25

Capital and Reserves / Balance sheet
Provisions / Balance sheet
Bank loans / Balance sheet
Long and medium-term bank loans/Balance sheet
Short term bank loans / Balance sheet
Long and medium-term debt / Balance sheet
Short term debt / Balance sheet

Own
elaboration
based
on
https://investors.millenniumhotels.com/
http://app.bde.es/rss_www/Ratios

Millennium
and
Banco

Annual
Accounts,
de
España,
2017,
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Millennium Hotels in 2015
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Operating costs, earning and profitability
In the case of Millennium Hotels, the number of sales obtained in 2015 was
significantly higher than the best companies in the sector. However, this case is
exactly the opposite of Barceló Group. The big number of sales was, in part,
thanks to the good management of its administrative costs but not because of
staff costs, which overcame the average of the worst companies in the sector
(Q3).
Referring to the rest of the ratios, the firm acted normally according to sector’s
figures. But doing and exception in the ratio of turnover per total assets, which is
smaller than Q1 (worst companies). This figures probably result due to a big
number of their equipment.
Working Capital
In terms of working capital, the corporation could not get, in 2015, the average
(Q2) of stock per working capital and reduced its current assets obtaining a better
ratio than the period before. But it was still not enough to seem to the worst
companies of the sector in that terms (Q3).
Financial Income and Charges
By the ratios of the sector for financial income and interests, the company is well
positioned according to the average line (Q2).
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But it is important to mention that in terms of financial income, Millennium Hotels
did not get good numbers as the company’s ratios are situated below the average
(Q2)
Assets structure
This group of ratios vary depending on the analysed company. In this case,
Millennium Hotels has even bigger numbers than Barceló Group, which obviously
generate a big volume of debt. For this reason and because of big amortization,
the company could not get the average (Q2) in none of the three ratios, especially
in the ratio of tangible assets that is much high for the volume of revenue.
Liabilities structure
As total assets are big and profitability is low, Millennium Hotels could use equity
account to improve its ratio. Even though, the figure was bigger than the average
(Q2).
In terms of debt, it is seen in their balance sheet that current assets decreased
and long-term debt increased barely the same number. So, with these operations,
the company increased long-term debt ratio and, moreover, decreased even
more in 2015 in short-term debt ratio when, in 2014, their figures were roughly
the same as Q2.
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BAILOUT POLICIES AND INTERIM REPORTS
This part of the project has the aim of improving profitability of the companies
through making adjustments in balance sheets and profit and loss accounts
and, consequently, modifying solvency and benefits.
The purpose of this section is to identify the position of the company in the
graphic of a financial diagnosis. This graphic is based on four quarters in two
axes: solvency and benefits (SUAREZ, 1994).
B+

1

2
S-

S+

4

3
B˗
(Own elaboration based on SUAREZ, 1994)

If the analysis says that a company is positioned in the 2 nd quarter, policies are
the following:





Sell unproductive assets
Debt restructure
Improve efficiency of current assets’ management
Injection of capital

If the analysis says that a company is positioned in the 4th quarter, policies are
the following:





Improve prices
Improve sales
Reduce costs
Improve competition

The ideal situation for a company is being in the 1 st quarter as it means having
benefits and available cash to pay. Unfortunately, this does not happen to all
companies and bailout policies must be considered for application. So,
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depending on where the company is located within the 1 st quarter, policies of
2nd and 4th quarter will be applied.
The 3rd quarter means that a company is in a situation of bankruptcy and
entrepreneurial death, so all policies have to be applied.
Barceló Group
Taking the sector analysis into account, it is appreciable that final reports of the
company present some aspects open to improvement. For this reason, balance
sheet and profit and loss account of Barceló Group has been changed in order
to improve profitability through the application of different bailout policies.
The analysis determines that the company is located in the 1 st quarter as they
were able to pay and obtain benefits in the same period, 2015. But, according to
the sector, neither benefits nor solvency were not high.
These are the interim results of Barceló Group after applying bailout policies of
the 2nd quarter:
BALANCE SHEET
CURRENT ASSETS
INVENTORIES
REALISABLE ASSETS
CASH
NON CURRENT ASSETS
EQUIPMENT
INTANGIBLE ASSETS
FINANCIAL INVESTMENT
TOTAL ASSETS

ORIGINAL
707.646.483 €
11.323.356 €
369.714.060 €
326.609.067 €
2.102.259.932 €
1.783.028.642 €
56.315.999 €
262.915.291 €
2.809.906.415 €

INTERIM
657.646.483 €
11.323.356 €
369.714.060 €
276.609.067 €
1.777.259.932 €
1.358.028.642 €
56.315.999 €
362.915.291 €
2.434.906.415 €

EQUITY
CAPITAL SHARE
RESERVES
PROFIT OR LOSS

1.038.430.059 €
44.560.899 €
930.632.599 €
63.236.561 €

888.436.059 €
44.560.899 €
780.638.599 €
63.236.561 €

NON CURRENT LIABILITIES
LONG TERM DEBT
LONG TERM PROVISIONS
CURRENT LIABILITIES
SHORT TERM DEBT
SHORT TERM PROVISIONS
CREDITORS
TOTAL LIABILITIES

1.131.856.132 €
1.069.904.949 €
61.951.183 €
639.614.224 €
329.272.712 €
764.103 €
309.577.409 €
1.771.470.356 €

1.031.856.132 €
969.904.949 €
61.951.183 €
514.614.224 €
204.272.712 €
764.103 €
309.577.409 €
1.546.470.356 €
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(Own elaboration based on Barceló Group Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)

PROFIT & LOSS ACCOUNT
Revenue
Cost of Sales
Personnel
Supplies
Management income
Gross Operating Profit
Amortizations
Profit before Interests and Tax
Financial Income
Financial Expense
Financial Result
Profit on Ordinary Activities
Other Income
Other Expense
Profit before Tax
Income Tax Expense
Profit of the Year

ORIGINAL
INTERIM
1.596.846.579 € 1.213.603.400,04 €
416.558.147 €
316.584.191,72 €
329.564.237 €
250.468.820,12 €
553.469.214 €
420.636.602,64 €
18.631.414,91 €
297.254.981 €
244.545.200,47 €
154.311.480 €
117.530.029,91 €
127.015.170,56 €
142.943.501 €
11.392.347 €
13.558.890,25 €
48.393.934 €
36.858.829,37 €
37.001.587 € - 23.299.939,11 €
105.941.914 €
103.715.231,44 €
3.600.000 €
3.600.000 €
109.541.914 €
107.315.231,44 €
5.036.339 €
5.642.615,79 €
104.505.575 €
101.672.615,66 €

(Own elaboration based on Barceló Group Annual Accounts,
http://www.barcelogrupo.com/publicaciones/)



As it is exposed in the Annual Accounts 2015, the group has the long-term
aim of equalize the rental and property hotel portfolio and to improve the
management portfolio. This way, in order to reduce the amount of assets, the
sale of equipment with the value of 425 million euros (24% of total properties)
helps the company to improve ROI even loosing revenue and profit. Moreover,
these sales are made with the strategy of changing property into management
so, hotels can keep being managed by the same company, but having
different results. This way, changes made in balance sheet are a reduction of
425 million euros of equipment, which is split into debt, 300 million euros of
long term debt and the resting 125 million euros of short-term debt.
The same way, as there is a change in the portfolio, revenue, costs,
amortization, interests and results are also modified. So, as reducing 425
million euros is the same as removing 24% of the company portfolio, results
must be calculated according this reduction (results shown in the table above
about profit and loss account).
Therefore, because of the change from property to management, Barceló
Group would obtain a different profit from its management activity. This profit
is calculated according to the management policy of each group. In this case,
the firm obtains 3% from gross revenue and 10% from gross operating
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revenue (results shown in the table above in the section of management
income).

Finally, there is an important increment of working capital and bankruptcy ratio
due to the reduction of the debt, and also in the current ratio, acid test and
cash ratio due to the reduction of equipment. Altogether express a growth of
economic profitability even though benefits are reduced (decrease of ROE).
Obviously, this is a very uncommon operation that modifies automatically not
only results, but all strategy of the company. So, because of the complexity of
the operation and the changes it involves, it can only be considered as a
theoretical way of implementing results, but not a real solution at all.


Departing from last results, the ROE should grow as it must be higher than
ROI. To do so, reserves can be reduced up to 32% (300 million euros) and be
moved all towards long-term debt. By doing so, long-term debt will present the
same figures as the original balance sheet, but with the difference of notorious
increment in ROE (from 9.68% to 13.62%). The consequence is a reduction
in bankruptcy ratio, which is still acceptable for the company.



To conclude bailout policies, the sector analysis shows that Barceló Group is
away of the sector average by cash report. Thus, by reducing the amount of
cash in 50 million euros, the ratio of the firm could stay closer to the sector
average. This way, this amount is moved totally to financial investment in
order to obtain some economic retribution. This extra profitability is directly
proportional to the difference in financial investment.

Eventually, the recalculation of overall ratios remains like the following table:

RATIOS
WORKING CAPITAL
CURRENT RATIO
ACID TEST
CASH RATIO
ROI
ROE
BANKRUPTCY

ORIGINAL
68.032.257 €
110.64%
108.87%
51.06%
5.09%
10.06%
158.62%

INTERIM
143.032.259 €
127.79%
125.59%
53.75%
5.33%
13.77%
144.85%

(Own elaboration based on Interim Balance of Barceló Group)
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Working capital increases 52% implementing the situation against debt paying.
Then, current ratio and acid test grow, both, 13% and, cash ratio grows 5%. All
of them helping to implement the solvency of the group.
Moreover, ROI is increased 4.5% of the original results and ROE, 27%; taking
into account that reserves are reduced as the company had high figures and debt
has not increased.
Finally, bankruptcy ratio has decreased 10% of the original ratio, but it is still a
good result.
Millennium Hotels
Taking the sector analysis into account, it is appreciable that final reports of the
company present some aspects open to improvement. For this reason, balance
sheet and profit and loss account of Barceló Group has been changed in order to
improve profitability through the application of different bailout policies.
The analysis determines that the company is located in the 1 st quarter as they
were able to pay and obtain benefits in the same period, 2015. But, according to
the sector, neither benefits nor solvency were not high.
These are the interim results of Barceló Group after applying properly bailout
policies of the 4th quarter:
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BALANCE SHEET
CURRENT ASSETS
INVENTORIES
REALISABLE ASSETS
CASH
NON CURRENT ASSETS
EQUIPMENT
INTANGIBLE ASSETS
FINANCIAL INVESTMENT
TOTAL ASSETS

ORIGINAL
544.802.718,03 €
5.434.441,08 €
216.019.032,83 €
323.349.244,12 €
4.916.810.564,96 €
4.442.655.580,94 €
127.709.365,32 €
346.445.618,70 €
5.461.613.282,99 €

INTERIM
644.802.718,03 €
5.434.441,08 €
216.019.032,83 €
423.349.244,12 €
4.816.810.564,96 €
4.442.655.580,94 €
127.709.365,32 €
246.445.618,70 €
5.461.613.282,99 €

EQUITY
CAPITAL SHARE
RESERVES
RETAINED EARNINGS

3.684.551.050,61 €
1.869.447.730,69 €
260.853.171,72 €
1.554.250.148,19 €

3.684.551.050,61 €
1.869.447.730,69 €
260.853.171,72 €
1.553.250.148,19 €

NON CURRENT LIABILITIES
LONG TERM DEBT
LONG TERM PROVISIONS
CURRENT LIABILITIES
SHORT TERM DEBT
SHORT TERM PROVISIONS
CREDITORS
TOTAL LIABILITIES

1.233.618.124,62 €
1.222.749.242,46 €
10.868.882,16 €
543.444.107,76 €
241.832.627,95 €
2.717.220,54 €
298.894.259,27 €
1.777.062.232,38 €

1.233.618.124,62 €
1.223.749.242,46 €
10.868.882,16 €
543.444.107,76 €
241.832.627,95 €
2.717.220,54 €
298.894.259,27 €
1.777.062.232,38 €

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)
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PROFIT & LOSS ACCOUNT
Revenue
Administrative Expenses
Personnel
Gross Operating Profit
Amortizations
Profit before Interests and Tax
Finance Income
Finance Expense
Financial Result
Profit on Ordinary Activities
Other Income
Other Expense
Profit before Tax
Income Tax Expense
Profit of the Year

ORIGINAL
1.150.742.898,18 €
377.693.654,89 €
479.589.425,10 €
293.459.818,19 €
82.875.226,43 €
210.584.591,76 €
29.889.425,93 €
33.965.256,74 €
4.075.830,81 €
206.508.760,95 €
55.703.021,05 €
114.123.262,63 €
148.088.519,36 €
16.303.323,23 €
131.785.196,13 €

INTERIM
1.150.742.898,18 €
377.693.654,89 €
429.589.425,10 €
343.459.818,19 €
82.875.226,43 €
260.584.591,76 €
21.261.974,95 €
24.115.332,28 €
2.853.357,34 €
263.437.949,09 €
55.703.021,05 €
114.123.262,63 €
205.017.707,51 €
22.570.756,79 €
182.446.950,72 €

(Own elaboration based on Millennium Hotels Annual Accounts,

https://investors.millenniumhotels.com/)



Having a look again to sectorial comparison, it is appreciable that Millennium
Hotels has big figures in their cost structure. This manner, and applying
policies of the 4th quarter, personnel cost is reduced in order to get closer to
the sector. So, saving 50 million euros in the personnel cost, the sector
analysis results the same as the worst companies ratio of Spain (37%, Q3).
Automatically, by doing so, ratios of solvency get higher than original; current
ratio, 16%, acid test, 16% and cash ratio, 24%. Then, profit of the year grows
considerably, economic profitability (ROI) increases 19% and ROE, 30%.



After having increased benefits and profitability, the economic and the
financial, it can be seen that working capital needs to grow to solve that low
amount the company presented in 2015. To do so, 100 million euros can be
removed from financial investment and move them to cash, which rise working
capital 99% higher than the original one.
This operation also involves a reduction in financial income and expense
directly proportional to the reduced volume of financial investment. But it does
not affect achieved ratios at all.



Moreover, shareholders may not be happy with results that the annual account
shows. For that reason, 1 million euros can be transformed from retained earnings
to long-term debt in order to implement shareholders satisfaction as a dividend
distribution.

Eventually, these are the final ratios for Millennium Hotels after applying bailout
policies:
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RATIOS
WORKING CAPITAL
CURRENT RATIO
ACID TEST
CASH RATIO
ROI
ROE
BANKRUPTCY

ORIGINAL
1,358,610.27 €
100.25%
99.25%
59.50%
3.86%
3.58%
307.34%

INTERIM
101,358,610.27 €
118.65%
117.65%
77.90%
4.77%
4.95%
307.34%

(Own elaboration based on Interim Balance of Millennium Hotels)

This table shows how important cost strategy is for a company. Therefore, just
applying a reduction of 50 million euros in personnel cost, current ratio and acid
test are increased in 16%, cash ratio in 24%.
ROI goes upwards getting 19% more than the original and ROE acts the same
with 28% more.
Then, a little change in the assets structure moving financial investment into cash
makes working capital swell up to 99% more.
Bankruptcy remains stable as the percentage is good enough for the company.
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