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Abstract
On September 2019 Thomas Cook Group Travel company filed for bankruptcy leaving over 150,000 British holiday makers stranded abroad which led to the largest repatriation since second world war. The study intends to understand the reason behind the collapse of the largest and oldest travel company in the UK. The research will critically analyse Thomas Cook’s financials and its investment strategy using the five-year accounts, SWOT, and PESTLE analysis. The company’s financial performance will be compared with Tui Travel group in the same industry to further understand the fall of the company. Financial ratios will be considered to understand the extends of Thomas Cooks investments and returns. The report will mainly use quantitative data and information using annual accounts, online newspaper, books, and journals. The research will also seek to understand, a qualitative approach the effect and impact on the stakeholders of Thomas Cooks. The outcome of the report based on the research established that Thomas Cook had declined due to its large debts accumulated due to its aggressive investments strategy pursued by its CEOs. An extensive examination was performed on companies investments and portfolio from 2007 to 2008 to determine the extent of their finance. In Thomas Cook merged with MyTravel in an effort to create one of the largest travel firms in Europe, later Thomas Cook recorded the largest loss of 1.5b, 1bn pound was from the merger. Thomas Cook’s CEOs continued to expand as debt grew it finally collapsed in 2019 as it was unable to secure 200m loan. Finally, the paper report will conclude by giving recommendations based on the findings to avoid similar scenario in the future.  










Contents
Introduction	6
Overview of Thomas Cook Group	6
A. The rise and fall of Thomas Cook.	7
The Rise of Thomas Cook	7
Thomas Cook IPO Entering FTSE 100	8
Disastrous Mergers	8
The Online Threat from Competitors	9
Climate Change and Brexit	9
Thomas Cooks Accumulated Debts	9
B. Critical Analysis of Thomas Cooks Financial Performance	9
Comparison of Thomas Cook & Tui Group’s Revenue, Cost and Profit	10
Thomas Cook & Tui Group’s Gross Profit Margin	10
Operational Expense	11
Thomas Cook & Tui Group’s Profit/(Loss) for the Year 2014 - 2018	12
Thomas Cook & Tui Group’s Earnings Per Share (EPS)	13
Thomas Cook & Tui Group’s Trade Payables	13
Thomas Cook and Tui Group’s Total Current Liabilities	14
Thomas Cook & Tui Group’s Interest Cover	14
Thomas Cook & Tui Group’s Cash, and Cash Equivalents	15
C. The Reasons Behind the Collapse of Thomas Cook Group	16
Thomas Cooks Outdated Business Strategy	16
Thomas Cook’s Failed Strategy	17
Strategic Choices Made by Thomas Cook	18
Leadership	19
Thomas Cook Crippled by Debt	19
Thomas Cook’s Capital structure	20
Debt Impacting Profit	20
Finance Cost and Net Profit	20
Cash Flow and Gearing	21
Dividend Payment Policy	21
Corporate Governance	21
The Ripple Effect of The Collapse	22
Shareholders and Debt Holders	22
Stakeholders and Suppliers	22
Governments Response to Thomas Cooks Collapse	23
Conclusion	23
Recommendations	23
Reference Page	24
Appendices	28
Appendix 1. SWOT Analysis of Thomas Cook Group	28
Appendix 2. PESTLE Analysis of Thomas Cook Group	30
Appendix 3. Thomas Cook Group Income Statement	32
Appendix 4. Thomas Cook Group Cashflow Statement	33
Appendix 5. Thomas Cook Group Balance Sheet	34
Appendix 6. Income Statement of Tui Group	35
Appendix 7. Financial Position of Tui Group	36
Appendix 8. Tui Groups Cash Flow Statement	36

List of Figures
Figure 1 Thomas Cook’s Share Price Performance and History, Source (Canocchi, 2019).	8
Figure 2. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).	10
Figure 3. Source, Thomas Cook & Tui Annual Group’s Report (2014 - 2018).	10
Figure 4. Source, Thomas Cook & Tui Annual Group’s Report (2014 -2018).	12
Figure 5. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).	13
Figure 6. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).	13
Figure 7. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).	14
Figure 8. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).	14
Figure 9. Source, Thomas Cook & Tui Group’s Cash, and Cash Equivalents	15
Figure 10. Source, (Farrell and Goodley, 2014).	19

List of Tables
Table 1. Number of Personnel Employed Between (2013-2018)	11
Table 2. Personnel Expenses	11
Table 3. Net Operating Profit Margin	11
Table 4. Thomas Cook's Income Statement (2017 - 2018).	12
Table 5. Current Ratio	15
Table 6. Return on Capital Employed (ROCE)	16
Table 7. Gearing (%)	16
Table 8. Thomas Cook's Income Statement (2017 - 2018).	20
Table 9. Thomas Cook's Annual Account (2014 - 2018).	32
Table 10. Thomas Cook's Annual Account (2014 - 2018).	33
Table 11. Thomas Cook's Annual Account (2014 - 2018).	34
Table 12. Tui Group's Annual Accounts (2014 - 2018).	35
Table 13. Tui Group's Annual Accounts (2014 - 2018).	36
Table 14. Tui Group's Annual Accounts (2014 - 2018).	36

A Critical Analysis of Thomas Cook’s     Financial and Investment Strategies
[bookmark: _Toc99876222]Introduction
Corporate finance is the essential element of all corporations, whether it is a limited company, public limited, sole trader or even a charity organisation. Corporate finance is more concerned with how a business is financed. Corporate finance's main objective is to increase the company's value by utilising the company's fund through investment and creating profit with minimum risk (Corporate Finance Institute, 2022). The report will observe Thomas Cooks (TCG) financial activities from 2014 to 2018 and compare against Tui Group (TG). The area of the research will focus on corporate financing, capital budgeting, capital structure, investments, financial institutes, working capital, cash flow, and markets. The study's goal is to understand the reason behind the collapse of the most iconic brand in the UK.
[bookmark: _Toc99876223]Overview of Thomas Cook Group
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Source, (Prescott and Gillett, 2019).
[bookmark: _Toc99876224]A. The rise and fall of Thomas Cook.
This part of the report will explore company’s life cycle, the rise and fall of Thomas Cook. 
[bookmark: _Toc99876225]The Rise of Thomas Cook
When it comes to the travel business in the last 175 years, Thomas Cook was a leader and an innovator in the industry; it had a broad, diverse business portfolio constantly growing and adding new product services. The company was the first to offer pleasure trips by air in 1919. 1990 the company acquires Deak International to become the leading foreign exchange retailer. It also acquired Inter-payment Services Limited from Barclays Bank to become the largest supplier of traveller's cheques outside of the USA. 1992 the company was acquired by Westdeutsche Landesbank, a German Bank. 1997 it decides to expand its business online by offering holiday packages, foreign currency, and traveller's cheques through Thomas Cook Online. 
In 1999 Thomas Cook Merged with Carlson Leisure Group’s UK travel interests. By 2001 Thomas Cook decides to sell its Global and Financial Services division to Travelex. 2007 the company decides to form a larger company by merging with My travel Group PLC to be more efficient and create a more robust business tie with the Nordic countries. 2011 Thomas Cook combines with UK’s Co-operative and Midlands Co-operative Society and expands its travel agent chain. By 2019 the company had 560 high streets shops (Reuters, 2019). However, the company's fame would come to an end, Dmitracova (2019) wrote; Thomas Cook collapsed and ceased trading it had failed to find additional funding of 200 million pounds to continue trading. 
Next part of the report will explore the reasons behind the failure of the most iconic British brand.





Thomas Cook's share price performance and history since 2007
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[bookmark: _Toc99876293]Figure 1 Thomas Cook’s Share Price Performance and History, Source (Canocchi, 2019).
Figure 1 above, the company’s action decisions can be seen on the graph above; the shares have been volatile from 2007 to 2019. The reasons behind the volatility of the shares reflect the decisions, actions, and strategies taken by the company's CEO and managers; the report will further discuss the implication of those decisions below.
[bookmark: _Toc99876226]Thomas Cook IPO Entering FTSE 100
(Robertson, 2007) wrote, Thomas Cook entered the FTSE 100 coming at 96th position after its merger with MyTravel, the shares were valued at £2.76 at the end of the trading day. According to Blitz, Spike and Wiesmann (2007), the merger with MyTravel would promise superiority in the travel sector for Thomas Cook against its rival Tui group (TP); the merger gives the group a combined turnover of £8bn, compared with Tui’s £9bn. 
[bookmark: _Toc99876227]Disastrous Mergers
Thomas Cook believed the union would help it fight the rising threat from online businesses. However, a closer inspection uncovered the company only made profit once in its prior six years trading. Furthermore, it had the deal had put Thomas Cook in substantial debt. In May of 2007, Thomas Cook recorded a £1.5bn loss on their accounts, £1bn loss would come from the disastrous merger with MyTravel (Faurschou, 2019).
[bookmark: _Toc99876228]The Online Threat from Competitors
Many travellers were now booking and buying holiday packages online from the cheaper competition. Rivals like Ryanair, EasyJet and Airbnb were mainly internet-based booking systems benefiting from cost leadership. Thomas Cook was unable to match the efficiency of the competitors as the added cost of high street outlets made travel packages more expensive. Many holidaymakers were choosing city breaks over more expensive beach holidays. 
[bookmark: _Toc99876229]Climate Change and Brexit
In May 2018, Europe suffered from a record heatwave that led people to delay holidays as they enjoyed the summer heat in their homes. Thomas Cook suffered another dilemma in 2019 as customers were uncertain about Brexit (Gough, 2017). Thomas Cooks's customers started to avoid travelling abroad, this was worsened when the pound plummeted, leaving many to worry about the weak buying power of the pound abroad. 
[bookmark: _Toc99876230]Thomas Cooks Accumulated Debts
As of 2011, Thomas Cooks's debt had already reached £1.1bn. To continue it trading, it needed additional cash injection on top of its original debts that’s already accumulated. Thomas Cook has already paid interest payments of £1.2bn on its debt. The company's revenue was generating from its £11m holiday sales; one-quarter of it would be used to pay the loans. 2015 Fosun Group, a Chinese investor called Guo Guangchang, bought his first stake in the group as his plan to expand his global brand. Thomas Cook published its restructuring plan, including a £450m cash injection from Fosun Group. The deal was that the bank would need to write off the debt of £1.7bn, and Fosun will be the majority shareholder in Thomas cook. Many shareholders will also be wiped off with the deal (Collinson, 2019). Astonishingly Thomas Cook failed to find an additional fund of £200m to continue trading and collapsed in September 2019, ending its life cycle after 178 years.
[bookmark: _Toc99876231]B. Critical Analysis of Thomas Cooks Financial Performance
This part of the report will examine the financial activities using Thomas Cook’s accounts; the report will compare Tui Group’s accounts, the closest rival operating in the same industry. The report will analyse the income statement, cash flow statement and balance sheet. 
Examining Income Statement
[bookmark: _Toc99876232]Comparison of Thomas Cook & Tui Group’s Revenue, Cost and Profit
	[image: A screenshot of a computer

Description automatically generated with medium confidence]
[bookmark: _Toc99876294][bookmark: _Hlk98015192]Figure 2. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).
Revenue, Cost and Profit of Thomas Cook Observing the graph above figure 2, TCG has substantial gains of £8,588m on from its operations in 2014, and in 2018 it had reached £9,584m. The gross profit for 2014 was £1,868m, and 2018 finished at £1,933m (see appendix 3). The cost of providing the services has been marginal similar in line with the revenues from £6,720m in 2014 to £7,651 in 2018.
Revenue, Cost and Profit of Tui Group - Tui group had a more significant turnover of €18,714.7m in 2014, and in 2015 it saw a change of 6.9% €20,011.6m. 2016 By 2019, the revenue was trading at €19,523.9. The cost of providing tourism service for Tui Group in 2014 was €16,436.6, and in 2018 it was €17,542.4. The gross profit for Tui Group in 2014 was €2,278.1m and for 2018 €1,981.5m (see appendix 5). In the next paragraph, the awful profit margin formula will be used to analyse the income statement better.
[bookmark: _Toc99876233]Thomas Cook & Tui Group’s Gross Profit Margin
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[bookmark: _Toc99876295]Figure 3. Source, Thomas Cook & Tui Annual Group’s Report (2014 - 2018).
Figure 3, using the formula, gross profit/revenue expressed in percentages, the report will measure the profit margin of both companies. The aim is to understand better the amount the company is retaining from every pound/euro is earning. In contrast to Tui Group, Thomas Cook has a better gross profit margin. For example, in 2014, TCG had a gross profit of 21.75%; it reached 23.32% in 2016 and dropped significantly to 20.17% in 2018. TG has a lower profit margin for 2014 of 12.17% and drops to 10.15% in 2018. Both companies also have declining profit margins, as shown in figure 3 above, related to the rising cost of goods and services. However, Thomas Cook has a better gross profit margin, and TG has much larger revenues in the income statement, reflecting its more significant market capital (Palepu and Healy, 2013).
[bookmark: _Toc99876279]Table 1. Number of Personnel Employed Between (2013-2018)
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[bookmark: _Toc99876234]Operational Expense 
Thomas Cook has made some cost-cutting on their operational expense, one of them was reducing the workforce by 14% in 2014, and further 4% in 2015 see (table 1 above); this had led to a drop in personnel expense and improved gross profit margin in 2014 – 2016. 

[bookmark: _Toc99876280]Table 2. Personnel Expenses
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Table 2 above represents TCG's savings in pounds and percentages from reducing the workforce. In the trading years 2016 and 2017, the cost of personnel expense started to rise again, further impacting profits from operations.
[bookmark: _Toc99876281]Table 3. Net Operating Profit Margin
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[bookmark: _Hlk97637180][image: ]Operational profits have been significantly low for TCG; in 2014, it was £54m, following year, it gained £211m, a 291% increase. The gain was primarily due to lower operating expenses and lower personnel expenses for 2015. Surprisingly the company’s operational profits dipped to £97m due to increased operating expenses in 2018. TG amazingly earned €505.6m 2014, in contrast to TCG earning a meagre £54m in the same year. 2017 TG operational profits reached €1,079.7 and 2018 dipping slightly 10% to €971.5. Note, it is essential to remember that the TG has included financial expenses while TCG has excluded the figure from the operational profits; this makes TCG profits look very healthy. Utilizing the net operating profit margin formula, it is easier to interpret the low-profit margin generated by TCG of 1.01% against its rival TG with a high-profit margin of 4.98% (please refer to table 3 above). This reflects the high operational cost incurred by TCGs before operational profits, reducing the net operating profit margin (Corporate Finance Institute, 2019 a).
[bookmark: _Toc99876235]Thomas Cook & Tui Group’s Profit/(Loss) for the Year 2014 - 2018
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[bookmark: _Toc99876296]Figure 4. Source, Thomas Cook & Tui Annual Group’s Report (2014 -2018).
[bookmark: _Toc99876282]Table 4. Thomas Cook's Income Statement (2017 - 2018).
[image: Table

Description automatically generated]Thomas Cook has seen a decline in its net profits after income tax (see figure 4), since 2014 it had recorded a loss of £115m after-tax, followed by three consecutive moderate gains of £19m in 2015, £9m in 2016, and £12m in 2017. In 2018 the company had recorded its most significant loss after tax of £163m. Thomas had incurred higher costs associated with selling its products and services. Surprisingly, it recorded a 6% improvement in revenues in 2018 (see table 4). Thomas Cook seems to be finding had to decrease personal and financial costs that affect their net profit.
Interestingly, both companies operate in the same industry; Tui Group had a better net profit over the 5-year trading period (see figure 4 above), 2018, Tui Group had a net profit of €818.9m. Analyzing the income statement for Tui Group, the administration cost has been decreasing over the last 5-years, and the interest on its financial commitment has been decreasing too, resulting in better net profit. 
[bookmark: _Toc99876236]Thomas Cook & Tui Group’s Earnings Per Share (EPS)
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[bookmark: _Toc99876297][bookmark: _Hlk98263253]Figure 5. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).
Thomas Cook's earnings per share (EPS) has been significantly low for 2014 at -8.2 pence per share; however, there were some gains in 2015 of 1.6 and 0.8 on 2017 pence per share. In 2018 the share EPS further dropped to -10.6 pence per share. Tui Group gave a better return for the shareholders than Thomas Cook’s shareholders. With a slight dip in 2016, it had rebounded and continued its momentum (see figure 5 above. The EPS ratio represents the net profit earned per ordinary share; it also reflects the loss made per share (Ogilvie, 2009).
Examining Balance Sheet
[bookmark: _Toc99876237]Thomas Cook & Tui Group’s Trade Payables
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[bookmark: _Toc99876298]Figure 6. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).
Tui Group is in a better position with its current short-term liabilities (see figure 6 above for a visual interpretation). The above graph displays materials and services has been increasing from 2014 of £2,083m to £2,314m in 2018. While this is normal for a company to owe money for stocks, inventories, and services from vendors. Thomas Cook’s short-term trade payables that are owed to its vendors for supplies also make up for the large part of a company’s assets. Thomas Cook’s decreasing net profit and increasing payables suggest the company will fail to pay its current liabilities as it is accumulating. On the other hand, Tui Group has a better trade payable as its net profit increases its payables have decreased somewhat. 
[bookmark: _Toc99876238]Thomas Cook and Tui Group’s Total Current Liabilities
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[bookmark: _Toc99876299]Figure 7. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).
Thomas Cook’s current liabilities are short term debt, wages, retirement benefits, and taxes that are paid from revenues proceeds have been accumulating from £3,894m in 2014 to £4,222m to 2018. Tui Group’s current liabilities had been reduced from €7,011.2 in 2014 to €6,506.8 in 2018. Tui Group manages short obligation more efficiently and in addition, have managed to reduce their current liabilities.
Examining Cash Flow
[bookmark: _Toc99876239]Thomas Cook & Tui Group’s Interest Cover
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[bookmark: _Toc99876300]Figure 8. Source, Thomas Cook & Tui Group’s Annual Report (2014-2018).
EBIT divided by the Finance Cost is an interest cover ratio (ICR) formula. Using the formula, the aim is to understand if Thomas Cook can service its loans; in other words, the company generates enough operational profit to pay its debt. Figure 8 shows the extent of Thomas Cooks's inability to generate enough cash to pay the interest on the loans. TCG is in the negative range. Tui Group's interest cover generates enough cash to cover its interest expense; the higher the interest cover, the better.
[bookmark: _Toc99876240]Thomas Cook & Tui Group’s Cash, and Cash Equivalents
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[bookmark: _Toc99876301]Figure 9. Source, Thomas Cook & Tui Group’s Cash, and Cash Equivalents
This short-term liquid investment that are readily available for cash conversion has been in a down trend. Thomas Cooks's cash and cash equivalents declined from £1,776m in 2016 to £1,039m in 2018. This suggests Thomas Cook’s access to funds are reducing and may have shortfall of liquid asset and cash in the future to pay any liabilities. Likewise, Tui Group has growing cash and cash equivalents, giving better access to funds. 
[bookmark: _Toc99876283]Table 5. Current Ratio
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[image: ]Assessing liquidity of Thomas Cook against Tui group using Current Ratio to measure the company’s ability to pay short term debt (see above table). Thomas Cooks's total assets/total current liabilities ratio of 1.05. Tui Group’s ratio is 2.40, a very attractive ratio above average in contrast to Thomas Cook’s ratio. It exposes Thomas Cook’s risky position with its short-term debts, it indicates the company’s liquidity is low and may be unable to meet its future debts (Gallo, 2015).



[bookmark: _Toc99876284]Table 6. Return on Capital Employed (ROCE)
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Assessing profitability of Thomas Cook again Tui Group using ROCE, to help understand the amount of profit generated against every £1 employed. The above comparison against Tui in 2018 shows the TCG has a negative income of -2.56, while TG has earned 11.14. The trend has been very low for TCG, revealing very low profit-generating against the capital employed.
[bookmark: _Toc99876285]Table 7. Gearing (%)
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Thomas Cooks's capital structure is highly geared; the ratio above the graph shows the gearing level. The company is very reliant on debt to finance its capital expenditure. Tui Group uses lower debts to fund its business operations and expenditure. Thomas Cook uses debt to leverage and grow the business in the capital, then reflects on the share price.
[bookmark: _Toc99876241]C. The Reasons Behind the Collapse of Thomas Cook Group
[bookmark: _Toc99876242]Thomas Cooks Outdated Business Strategy
The internet allowed many competitors to reduce their prices on products and services and gave them cost leadership. Thomas Cook had underestimated the customer's buying behaviour had changed, and many consumers were buying products over the net and having a face-to-face business was less significant. 
Online-advantages 
· Online competitors were taking advantage of the low-cost savings of operating online, lower rent due to operating from any location.
· Customers could create their itinerary.
· Online companies had cost leadership (see opportunity appendix 1 SWOT).
Online-disadvantages
· Online security is an issue as many companies have failed to protect customers' information; this can deter customers from registering online accounts.
· Many of Thomas Cook’s older generations had minimal internet shopping knowledge, likely to lose some revenues.
The other issue was that Thomas Cook operated its airline; the airline industry is notoriously competitive with minimal profit margin. Thomas Cook also faced heavy competition from Ryanair, Airbnb, and easyJet, selling cheaper holiday packages online (MarketLine, 2019). Thomas Cook had failed to identify the new millennials that desired city breaks rather than the traditional hot beaches. The millennials prefer to take shorter and more frequent holidays planning their itineraries using digital applications and social media; this would affect the more expensive packaged holidays Thomas Cook was offering. These were missed opportunities by the firm losing more revenues to its rivals; this highlighted the need for modernisation of Thomas Cooks's business strategy; it lacked competence (Condor Ferries, 2022).
[bookmark: _Toc99876243]Thomas Cook’s Failed Strategy
Thomas Cook deployed several strategic plans; it would invest and expand on its online operation. Thomas Cook partnered with the online travel company Expedia to attract more customers. Thomas Cook buys Hotels4u.com £21m, an online booking system giving them access to 500 thousand new customers and 30 properties for accommodations (This is Money, 2008). Thomas Cook also closed many of its high street shops to lower operation costs. However, Thomas Cook was slow in changing its strategy and did not have the funds to expand rapidly online, unlike its competitors. Goldstein (2019) cited that the company Thomas Cook is regarded as an innovator of modern-day travel and tourism, failed to adapt to the internet revolution.
Strategic Aim 
· Acquisition of Hotels4u.com was a speedier method of buying technology and reducing competition.
· Instant access to new customers generating more revenues boosting shareholder value (see technologies in appendix 2).
However, he also wrote the Thomas Cook was facing other issues like the heatwave in Europe that made people spend time in homes and enjoy barbecues, political issues of BREXIT that brought uncertainty amongst UK travellers who decided to stay home. Other problems also affected the pound's strength abroad, making travelling abroad costly. Despite its healthy revenue of 9.5bn in 2018, it collapsed and was unable to sustain itself due to it spiralling debts of 1.5bn accumulated due to previous loss-making strategy and investments (Stubley, 2019). Tui Group used an asset-based approach using its hotel and cruise liner moving away from low margin package holidays, saving itself from the downtrend (Vincent, 2019).
[bookmark: _Toc99876244]Strategic Choices Made by Thomas Cook
Many stakeholders have raised the question on the strategic decisions by Thomas Cook’s CEOs merging with loss-making MyTravel in 2007. The merger was a planned opportunity to save 75m in costs and give them access to online customers where Thomas Cook had very little exposure (please refer to appendix 1). As the findings suggest in PESTLE, Thomas Cook had very weak internet exposure against the rising online travel companies (please refer to appendix 2). Additionally, the merger would give the company a combined valuation of £3b boosting the share price, boosting turnover to £8bn and increasing market capitalisation as mentioned above it had entered the FTSE 100 after the merger.
 Many employees were concerned about their future. MyTravel chief executive Peter McHugh originally confirmed its intentions in The Guardian Paper that jobs were at risk (Bowers, 2007). Additionally, the savings would come from the reduced workforce resulting in savings in wages, closing high street shops, and a better return on profits (See table 2, above personnel expense). Furthermore, investing in a loss-making company will reduce corporation tax by offsetting the loss against the gains. While this can be a tactical ploy for small numbers of firms, many scholars feel this isn’t the case in most mergers, as suggested by (Duarte and Barros, 2018).
Benefits of the Merger 
· The merger would instantly boost the share valuation and increase market capitalisation.
· Lower operational cost and instant growth of profit due merger.
· Reduce competition and gain access to more online customers and a steady revenue stream.
· Combine skills, resources, knowledge to generate a better synergy. 
Risks of The Merger
· The risk of integrating into business with a different culture can be difficult as each has its own beliefs and attitude. This can lead to the loss of skilled employees and damage business efficiency.
· It can be challenging to merge information systems to run efficiently; time, training and cost are needed to merge information systems to work effectively. 
· Customers can switch to different brands with no guarantee of goodwill after the merger.
[bookmark: _Toc99876245]Leadership
Thomas Cook’s lacked competent leadership, while the traditional business style was outdated due to the internet. The leadership within the organisation failed to see the opportunity and lacked knowledge on IT and internet commerce (see PESTLE analysis). Thomas Cook needed a transforaminal leadership to see it through the transitional change. Thomas Cook also suffered from constant change in CEOs that were not able to maintain a stable strategy that stagnated progress. The behaviour of the CEOs suggests there were top-down communication problems; this could be another reason for the strategy's failure.
[bookmark: _Toc99876246]Thomas Cook Crippled by Debt
According to Martinez and Bunyan, (2019), Thomas Cook had made very aggressive growth plans; however, the following year, it had declared a loss of £1.5bn from the merger with MyTravel. 2009 Thomas Cook gave its first profit warning with debt rising to £804m. By 2011 the company was seeking additional funds of £100m from its lenders. The company had given two profit warnings causing the share price to drop. Regardless of the company’s debts, in 2016, Thomas Cook decided to buy out Co-op for £55.8. 
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[bookmark: _Toc99876302]Figure 10. Source, (Farrell and Goodley, 2014).
In 2012 CEO Harriet Green was hired, she took steps to lower operational costs and bring down the debts, and this intern caused the share price to rise, and the market reaction was positive. Subsequently, she was replaced by Peter Fankhauser in 2013 as the new CEO. The market was reacting negatively towards the constant change in CEO signalling issues within the company (see figure 10); this was reflected in the volatile share price (Farmbrough, 2019). Collinson (2019) wrote since 2011, Thomas Cook has paid £1.2bn in interest payment on its previous debt to its lenders.
[bookmark: _Toc99876247]Thomas Cook’s Capital structure
Thomas Cooks's primary source of growth had been debt, and it was growing. Thomas Cook was using debt as leverage to expand and using debt to offset taxes on the business and give Thomas Cook more control as ownership. Thomas Cook had become reckless with its debt management; its business had become reliant on debt as an investment. The company used short- and long-term debts to pay for its investment strategy and operational costs. While the company had an aggressive capital structure, it had expanded over the years; however, debt needed to be serviced and reduced over time. The company’s growth and share price were clearly driven by debt capital and not by profit. Debt also gave them another advantage; issuing new shares will drive down the value of existing shares and reduce the ‘company's value.
[bookmark: _Toc99876248]Debt Impacting Profit 
Thomas Cook’s gross profit margin between 2014 to 2018 was an average of 22% better than Tui Groups (see figure 3 above), and yet it failed. This shows that Thomas Cook was earning large gross profits after the cost of providing tourism services. However, net operating profits are at 1.01%, and Tui Group’s margin was 4.98% (see table 3 above). This signals that there is a high operational expense affecting Thomas Cook’s net profit margin. Thomas Cook's high finance cost was reducing its profit, and signaled debt was growing fast due to lack of cash flow and return from those investments. (Figure 7), exposes the current liabilities also increasing steadily, Thomas Cooks's inability to deal with short term costs.
[bookmark: _Toc99876249]Finance Cost and Net Profit
[bookmark: _Toc99876286]Table 8. Thomas Cook's Income Statement (2017 - 2018).
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Table 8 above exposes the extent Thomas Cook’s finance cost impacts profits. Between 2014 to 2018, Thomas Cook had already paid £871m towards interest expense. The earnings between 2014 to 2018 was a loss of £238m. Looking at the accounts, it is easy to observe that Thomas Cooks was constantly using loans to pay of its previous balance and further increasing debt. According to Thomas Cook’s Annual Accounts p53 (2018), the company had been awarded and upgraded on their credit ratings from Standard and Poor of B+, while Fitch gave B+ and Moody’s gave B1. 
[bookmark: _Toc99876250]Cash Flow and Gearing
Due to its high debt incurred from borrowing, Thomas Cook faced another issue; it was impacting the profits, increasing tax and other operating cost-reducing its net operating profit further. In 2018 Thomas Cook had recorded a loss of £163m after-tax; the same year, Tui Group recorded a profit after tax of €818.9 (see figure 4). Earnings per share (EPS) is another indicator of the income generated per share; figure 5 shows the extent to Thomas Cook EPS dipped -10.6 in 2018, further destroying the share value. 
The company was suffering from cash flow issues, from 2014 to 2018, its interest cover (ICR) had plummeted to -0.63 in 2018 significantly, the ratio indicates that the company does not have adequate funds to pay its debt; likewise, it signaled another issue of cash flow (see figure 8). Thomas Cook’s cash and equivalents plummeted from £1,776m to 2016 to £1,039m 2018, also implied Thomas Cook was using up its cash and cash equivalents and any investment it had and paying for it operational costs (see Figure 9). Current ratio for Thomas Cook stands at 1.05 in 2018 and Tui Group at 2.40. The low score is below its competitors, exposing the low liquidity of Thomas Cook (see table 5). Gearing ratio in 2018 685.57% suggests Thomas Cook is a high company against its rival Tui Group gearing at 140.49% in the same year. The ratio indicates that Thomas Cook is way over its head and is already in a debt trap (refer to table 7 above).
[bookmark: _Toc99876251]Dividend Payment Policy
Thomas also displayed unique behaviors before company’s downfall; they started issuing dividends payout. Back in 2016, the company said it would give dividends first time in 5 years, the market reacted positively to the news, and the share price jumped 7 per cent on the news. Considering the company’s profit was falling, and it was utilizing debts to pay dividends, this was a strategy in safeguarding the share price and market value of Thomas Cook. (This is Money, 2016). In 2017 it had made a dividend payment of £8m, and £9m in 2018 as promised (Thomas Cook Annual Report, p54, 2018). According to Goddard, McMillan, and Wilson (2006), investors believe there is a correlation between earnings and dividend, predictive power. Companies are highly driven by positive, keeping the momentum of the share is critical to company’s survival. Dividend smoothing is a tool commonly used by the organisation to send positive message about the company’s wellbeing. 
[bookmark: _Toc99876252]Corporate Governance
Financial Reporting Council (2016) states that corporate governance is a system in which companies are guided and controlled. The shareholders appoint 50 per cent executive directors and 50 per cent non-executive a board of directors to fulfil the financial aims of the company and reward themselves through the proper governance structure. Corporate governance assures management to comply with legal requirements and promotes a good relationship between stakeholders and shareholders using a guiding principle (CIPD, 2022). There has been a failure in the corporate governess. The report found the CEO had not been very transparent in clearly reporting the high level of debts. The report also identified ethical conduct when the CEO awarded themselves large bonuses as the company was plummeting in debts. The behavior seems that the CEOs were driven by personal wealth, greed and not seeking shareholder's benefits. Their unethical behavior was called out; they are yet to be prosecuted for their role in the company's collapse (Wilson, 2019).

Corporate Governance Control System Failure 
· A control system is used, directors are rewarded based on the achievement, performance and creating shareholders value. However, it had failed as the bosses took large sums of bonus while Thomas Cook sank dipper in debts.
· The shareholders can oust any directors by voting who do not achieve corporate goals. The governess failed to see years of bad investment unable to remove those who had destroyed the company.
[bookmark: _Toc99876253]The Ripple Effect of The Collapse
[bookmark: _Toc99876254]Shareholders and Debt Holders
The collapse affected the company's shareholders first; while shareholders hold voting power, shareholders don’t have the right assets or get compensated for the investment. Likewise, when the company collapses, the shareholders are not responsible for the debts. Those debts backed by assets from commercial loans will be paid first; then high yielding bonds will get paid. Ultimately the shareholders lose their investment as they also like to benefit more from the success. While loan companies get lower returns with lower risk.
[bookmark: _Toc99876255]Stakeholders and Suppliers
Thomas Cook operated throughout Europe, the Middle East, Africa and Asia, and the collapse was felt everywhere; most stakeholders were impacted. Gill and Graham (2019) wrote that around 600,000-holiday makers were stranded and 150,000 British nationals. 21,000 employees would lose their jobs with 9,000 in the UK, Thomas Cook’s bus drivers, pilots, air hostesses, hotel suppliers, travel agents, travel insurance, Fosun International Ltd, HMRC, investors, and car hires. Most of the stakeholders were financially reliant on Thomas Cook for the earnings, this would affect their livelihood and wellbeing.
[bookmark: _Toc99876256]Governments Response to Thomas Cooks Collapse 
After the collapse the government started an enquirer into Thomas Cooks. Wearden (2019) wrote in the Guardian Newspaper; The BEIS committee has criticized the CEO   Peter Fankhauser for failing to change the business and failing to show accounts clearly stating its financial position. Prime minister Boris Jhonson questioned the unethical behavior of the CEO after it was revealed he was paid large bonuses of £20m, which may now be seized ((Robertson, 2019; BBC News, 2019). Nation Audit Office gave the final bill for repatriation of British 150,000-holiday makers stranded abroad. It had cost the government £83m cost for transporting Thomas Cook customers, further £73m for responding to other consequences of Thomas Cook’s, working 14 different bodies (National Audit Office, 2019).
While company suffered many challenges of climate change, and Brexit competition from rivals. The internet also played a significant role in Thomas Cook’s demise; however, all the evidence points to debt and the reckless behavior of managers/CEO’s that ultimately destroyed Thomas Cook. 
[bookmark: _Toc99876257]Conclusion 
To summarize what has been written in the report. In September 2019 Thomas Cook Group travel company collapsed with 600,000 thousand holiday makers and 150,000 British nationals stranded abroad. The report found Thomas Cook had made several investments to expand rapidly as it had come under pressure after losing its market to the new online competitors. Thomas Cooks's most notable merger was with MyTravel.com, an online business, in 2007. However, Thomas Cook had made several acquisitions and investments as its aggressive expansion plan. But the disasters merger MyTravel would expose the extent of Thomas Cook's debt and accounting failures. The news of the debt would affect the share price and reduce the market value of Thomas Cook. The regular change of CEOs also further damaged the image of the company. The report also discusses Thomas Cooks's lack of understanding of online competition and outdated business strategy. It had also failed to be transparent about its debt, raising the question of ethical conduct and wrongdoings within the organization. Nevertheless, the ripple effect was felt by the stakeholders, debtors, and investors. The government would spend £156m of taxpayer’s money to repatriate UK citizens stranded abroad.
[bookmark: _Toc99876258]Recommendations
· CEOs ultimately failed as an agent, while the bonuses were awarded, while this should be performance-based. The money should be returned to the taxpayer as large sums were needed to repatriate the customers. 
· CEOs need to be held accountable for abusing the position of power by misleading the shareholders and stakeholders. The CEOs were accused of not being transparent in accounting for the large debts. This may be true as credit rating agents gave a better outlook and an upgrade as they did not have accurate information.
· While Thomas Cook’s Corporate Governance had failed the shareholders for not opposing the CEO’s reckless acts and not exercising their power and responsibility, they need to be investigated for their silence to avoid future collapse. The government have now commissioned an investigation into three audit regulations to prevent future corporate failures (Jones, 2020). 
· The recommendation for any significant change is to have a transformation leader with knowledge of the sector they wish to merge with. A democratic style is essential in spreading positive aspects of change, leading effective communication between different departments, and distributing accurate information.
· Stock based compensation for employees and manager to avoid frequent change of CEOs, this will encourage better alignment towards corporate goals and culture (Corporate Finance Institute, 2019b).
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[bookmark: _Toc99876261]Appendix 1. SWOT Analysis of Thomas Cook Group
	Strength – Internal
· Strong brand recognition and strength-giving customers confidence and quality for money with a long trading history and competency aid the organisation to retain its customers. 
· With more than 2000 holiday destination operating in 16 countries with great customer service and supported by 21 thousand experienced colleagues. The strong working force with immense infostructure creates a high entry barrier for new businesses.
· The company has been well known for innovating new products and services ahead of its competitors. 
· With 11m tour operators, 186 own-brand hotels and resorts, 20m airline customers and 100 aircraft giving one-stop holiday and leisure experience, this creates a great customer experience, this gives competitive advantage against its rivals.
· Having own branded hotels and aircraft giving customers tailer made one-stop experience creating a better profit margin for the company (Thomas Cook, 2018).

	Weakness – Internal
· The high geared company having larger debts than normal since 2007, debts have accumulated due to the merger with MyTravel and acquisition of Hotels4u.com. 
· The profit warning has also affected the value of shares as the stock market reacted negatively, causing the shares to plummet. 
· The constant change of CEOs has shed a negative light on the company's performance; it has raised a few concerns about the company’s overall operations and internal politics in the market (Martinez and Bunyan, 2019). 
· Operating across different countries can become a victim of currency fluctuation.

	· Opportunity – External
· The new millennials create a unique business opportunity that Thomas Cook can take advantage off. The internet creates an opportunity to exploit its product brand name online, giving easy access for existing and potential new customers (Fromm, 2019).
· The internet has allowed the corporation to trade efficiently, with the supply chain goes online, saving time and money. Real-time products and supplies can be procured with ease giving more savings.
· A better purchasing experience can be created for the customers utilising apps, websites, and social media. Giving more exposure to the company’s products and giving an opportunity to collect customer data and preferences. This will aid the company in creating tailor-made products and services; data will help in understanding customer's experiences; furthermore, it can improve targeting the right group of customers.

	Threat – External
· The constant rising fuel prices can affect the Thomas Cooks airlines and tour buses, reducing profits. 
· Competition from Tui, Virgin Holidays and Jet2Holdidays, has led to price war leading to loss of business.
· Terror attacks can influence travel and tourism, significantly affecting customer confidence. 



[bookmark: _Toc99876262]Appendix 2. PESTLE Analysis of Thomas Cook Group
	Politics
· Brexit has been a concern for Thomas Cook as it affects the movement of people in the European creating much uncertainty. This can have a direct implication on tour operators revenue and currency value (ABTA, 2022).
· Government sanctions on countries can have an effect directly affect the currencies rendering it wealthless, leading to loss of revenues. Additionally, the tour operators may not be able to operate in those countries, making investments risky due to expected inflation. 
· The government’s war on terror has affected travel companies and safety concerns for both travellers and tour operators. All foreign policy effect overseas products and services that can disrupt travel journeys. This can make customers reluctant to travel outside European Union, making investment risky for tour companies.

	Economics
· Low-interest rates have helped the consumer access cheaper loans; this gives much leverage to consumers to spend more on luxuries and tourism.
· Younger people earn more high-paid jobs due to the fast-changing technologies; many seek to spend money on holidays. 

	Social
· The new millennials choose to take city breaks rather than traditional beach holidays. Their taste and desire are different from their parent's; Thomas Cook needs to design holidays for this new market, using demographic is a better approach than the old mass marketing tastes have changed (Fromm, 2019).
· More consumers buy products and services over the internet, and the need to transition products and services is essential for Thomas Cook.
· The holidaymakers work longer hours due to high rental and mortgage costs, reducing the chance of consumers booking yearly holidays abroad instead of opting to stay local.

	Technology 
· The need for Thomas Cook to upgrade the business strategy using technology has become essential as most competitors have already transitioned to the internet. 
· Thomas Cook lacks knowledge and understanding of the new IT technologies. 
· Many competitors like lastminute.com have established themselves on the internet, cutting operations and giving discount holidays. Due to the rise of the internet, customers have more choices and bargaining power (Tzioras, 2018).

	Legal
· Entering a new market can be hazardous for Thomas Cook trying to abide by employment laws, health & safety, discrimination laws, data protection and culture.
· Extremely difficult to standardise products and services in foreign countries due to local laws and regulations.
· New trading laws are constantly changing due to Brexit and environmental issues that will likely impact an organisation's operational cost.

	Environmental 
· Travel companies are primarily dependent on climate and weather; in recent years, many tour operators have faced extreme weather, floods, heatwaves, and lack of snow in ski holidays. This climate change has become an obstacle in designing holidays for consumers and has become a critical discussion for tourism (Ma and Kirilenko, 2019).
· Recent climate change has impacted holidays and the heatwave; many chose to stay home and decided not to travel abroad, causing lower turnover for travel companies.
· There is pressure from governments and local groups to trade greener and be sustainable. This adds additional expense to the organisation and the need to find a greener strategy.  Tour buses will need to be hybrid or electrics for many European countries; better recycling of wastes in hotels will be required to satisfy local authorities.
· Many tourists are seeking cultural-historical experience abroad, creating a new opportunity. Thomas Cook needs to offer customised adventure for those clients and help the local economy. However, Mihajlović and Koncul (2016) emphasised, due to green initiative, corporations will also need to take action to preserve local naturel environment.
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[bookmark: _Toc99876287]Table 9. Thomas Cook's Annual Account (2014 - 2018).
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Year Ending 2014 2015 2016 2017 2018

£m £m £m £m £m

Profit/(loss) before tax -114 -144 50 -16 42 10 46 -215 -53

Adjustments for

Net finance costs 170 169 163 184 150

Net investment income and share of results of associates -2 -1 1 -10

Depreciation, amortisation and impairment 233 184 216 238 264

Loss on disposal of assets 19 13 9 9 -41

Share-based payments 4 1 1 3 5

Profit on sale of associated undertakings -7

Decrease in provisions -51 -55 1

Additional pension contributions -26 -28 -29 -28 -28

Interest received 9 10 6 4 5

Movement in working capital:

Inventories -8 -7 2 -2

Receivables 86 139 -97 -110 -129

Payables 47 17 101 164 -20

Cash generated from operations 367 34 492 -17 406 31 533 -67 178

Income taxes paid -32 -18 -15 -37 -39

Net cash used in discontinued operating activities 

Net cash from operating activities 335 41 474 -18 391 27 496 -72 139

Dividends received from associates 2

Proceeds on disposal of subsidiaries (net of cash disposed) 78 1

Proceeds on disposal of property, plant and equipment 2 3 9 7 6

Purchase of subsidiaries (net of cash acquired -4 -3 1

Proceeds on sale of non-current asset held for sale 6

Purchase of tangible assets -118 -130 -117 -132 -123

Purchase of intangible assets -38 -70 -89 -74 -87

Proceeds from sale of associated undertakings 17

Net cash used in investing activities -78 131 -180 11 -200 -1 -199 2 -203

Dividends paid to non-controlling interests -4 -6 -32 -9

Interest paid -139 -134 -135 -144 -135

Draw down of borrowings 125 561 157 1,011 688

Repayment of borrowings -208 -450 -340 -948 -759

Payment of facility set-up fees -18 -10 -27

Shares purchased by Employee Benefit Trust -9

Net proceeds on the issue of ordinary shares 1 92

Repayment of finance lease obligations -44 -35 -38 -44 -39

Net cash from/(used in) financing activities -278 -104 10 -3,660 -356 -51 -175 61 -281

Net increase/(decrease) in cash and cash equivalents -21 304 -165 122 -345

Cash and cash equivalents at beginning of year 1,090 1,017 1,286 1,234 1,399

Effect of foreign exchange rate changes -52 -35 113 43 -16

Cash, cash equivalents and overdrafts at end of year 1,017 26 1,286 -4 1,234 13 1,399 -26 1,038

THOMAS COOK GROUP CASH FLOW STATEMENT


image26.emf
THOMAS COOK GROUP BALANCE SHEET

Year Ending 2014 2015 2016 2017 2018

£m £m £m £m £m

Non-current assets

Intangible assets 2,873 -3 2,794 10 3,077 2 3,136 -1 3,104

Property, plant and equipment

– aircraft and aircraft spares 578 605 627 581 568

– other 177 202 222 139 150

Investments in associates 14 4 8 6 85

Other investments 1 1 1 1 1

Deferred tax assets 195 197 228 216 117

Pension asset 50 52 123 279

Tax assets 2

Trade and other receivables 106 55 58 65 83

Derivative financial instruments 19 15 26 6 14

3,965 3,923 4,299 4,273 4,401

Current assets

Inventories 34 32 43 42 5 44

Tax assets 3 3 4 1

Trade and other receivables 705 585 688 735 811

Derivative financial instruments 68 114 145 56 219

Cash and cash equivalents 1,019 1,301 1,776 1,407 1,039

1,829 2,035 2,656 2,241 2,113

Non-current assets held for sale 101 55

Total assets 5,794 3 5,958 17 6,955 -5 6,615 -1 6,569

Current liabilities

Retirement benefit obligations -1 -7 -8 -9 -9

Trade and other payables -2,083 -1,979 -2,177 -2,343 -2,314

Borrowings -449 -219 -891 -245 -184

Obligations under finance leases -34 -35 -42 -39 -34

Tax liabilities -15 -22 -40 -57 -57

Revenue received in advance -999 -1,117 -1,251 -1,355 -1,390

Short-term provisions -247 -147 -138 -168 -214

Derivative financial instruments -66 -176 -83 -109 -20

-3,894 -3,702 -4,630 -4,325 -4,222

Non-current liabilities

Retirement benefit obligations -447 -322 -501 -439 -435

Trade and other payables -90 -79 -105 -25 -24

Long-term borrowings -715 -1,038 -847 -1,047 -1,028

Obligations under finance leases -147 -148 -141 -115 -182

Non-current tax liabilities -21 -22 -31 -7 -11

Deferred tax liabilities -49 -46 -51 -61 -88

Long-term provisions -143 -210 -255 -307 -282

Derivative financial instruments -3 -23 -3 -9 -6

-1,615 -1,888 -1,934 -2,010 -2,056

Total liabilities -5,509 1 -5,590 17 -6,564 -3 -6,335 -1 -6,278

Net assets 285 29 368 6 391 -28 280 4 291

Equity

Called-up share capital 69 69 69 69 69

Share premium account 435 524 524 524 524

Merger reserve 1,547 1,547 1,547 1,547 1,547

Hedging and translation reserves 133 -12 115 8 116

Capital redemption reserve 8 8 8 8 8

Accumulated losses -1,907 -1,778 -1,889 -1,867 -1,965

Investment in own shares -38 -18 -8 -8 -8

Equity attributable to equity owners of the parent 247 340 366 281 291

Non-controlling interests 38 28 25 -1

Total equity 285 29 368 6 391 -28 280 4 291
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Year Ending 2014Change % 2015Change % 2016Change % 2017Change % 2018

 €m  €m  €m  €m  €m

Turnover 18,714.7 6.9 20,011.6 -14.1 17,184.6 7.9 18,535.0 5.3 19,523.9

Cost of sales -16,436.6 7.2 -17,616.3 -13.3 -15,278.1 8.2 -16,535.5 6.1 -17,542.4

Gross profit 2,278.1 5.1 2,395.3 -20.4 1,906.5 4.9 1,999.5 -0.9 1,981.5

Administration expenses 1,577.3 8.8 1,715.4 -29.1 1,216.9 3.2 1,255.8 2.7 1,289.9

Other income 35.9 42.6 51.2 -29.1 36.3 -65.6 12.5 439.2 67.4

Other expenses 2.1 281.0 8.0 -7.5 7.4 -74.3 1.9 84.2 3.5

Financial income 36.2 4.7 37.9 54.4 58.5 292.0 229.3 -63.5 83.8

Financial expenses 305.2 21.3 370.1 -6.5 345.9 -54.8 156.2 6.0 165.5

Share of result of joint ventures and associates 40 261.3 144.5 29.6 187.2 34.8 252.3 18.0 297.7

Earnings before income taxes  505.6 5.9 535.4 15.5 618.3 74.6 1,079.7 -10.0 971.5

Income taxes 221.7 -60.8 87.0 76.3 153.4 10.0 168.8 13.3 191.3

Results from continuing operations 448.4 3.7 464.9 95.9 910.9 -14.3 780.2

Result from discontinued operations -68.8 -1,099.0 687.3 -121.8 -149.5 -125.9 38.7

Group profit for the year  283.9 33.7 379.6 203.5 1,152.2 -33.9 761.4 7.6 818.9

Group profit for the year attributable to shareholders of TUI AG 104.7 225.1 340.4 204.8 1,037.4 -37.8 644.8 13.6 732.5

Group profit for the year attributable to non-controllong interest 179.2 -78.1 39.2 192.9 114.8 1.6 116.6 -25.9 86.4

Earnings per share

Basic earning per share 0.31 106.5 0.64 178.1 1.78 -38.2 1.10 13.6 1.25

From continuing operations 0.77 0.61 1.36 1.18

From discontinued operations  -0.13 1.17 -0.26 0.07

Diluted earnings per share 0.31 103.2 0.63 181.0 1.77 -37.9 1.10 13.6 1.25

From continuing operations 0.76 0.6 1.36 1.18

From discontinued operations  -0.13 1.17 -0.26 0.07

INCOME STATEMENT OF THE TUI GROUP
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FINANCIAL POSITION OF THE TUI GROUP 

Year Ending 2014 2015 2016 2017 2018

 €m  €m  €m  €m  €m

Assets

Goodwill 3,136.2 2.7 3,220.4 -11.4 2,853.50 1.3 2,889.5 2.4 2,958.6

Other intangible assets 933.5 911.5 545.8 548.1 569.9

Investment property 7.7 7.2

Property, plant and equipment 2,836.6 3,629.6 3,714.50 4,253.7 4,899.2

Investments in joint ventures and associates 988.0 1,077.8 1,180.80 1,306.2 1,436.6

Financial assets available for sale 62.7 56.2 50.40 69.5 54.3

Trade receivables and other assets 368.1 332.5 315.30 211.8 287.7

Touristic payments on account 185.2 157.3

Derivative financial instruments 76.3 48.1 126.80 79.9 83.2

Income tax assets 9.6

Deferred tax assets 238.1 330.7 344.70 323.7 225.7

Non-currents assets 8,647.2 11.2 9,614.0 -5.0 9,131.80 8.1 9,867.6 8.3 10,682.1

Inventories 126.5 134.5 105.2 110.2 118.5

Financial assets available for sale 300.0 334.9 265.8

Trade receivables and other assets 1,917.8 1,948.7 1,320.1 794.5 981.9

Touristic payments on account 573.4 720.2

Derivative financial instuments 171.4 281.0 544.6 215.4 441.8

Income tax assets 94.0 58.5 87.7 98.7 113.8

Cash and cash equivalents 2,286.0 1,672.7 2,072.9 2,516.1 2,548.0

Assets held for sale 483.3 42.2 929.8 9.6 5.5

Current assets 5,379.0 4,472.5 5,326.1 4,317.9 4,929.7

14,026.2 0.4 14,086.5 2.6 14,457.9 -1.9 14,185.5 10.1 15,611.8

Equity and liabilties 

Subscibed capital 732.6 104.7 1,499.6 0.1 1,500.7 0.1 1,501.6 0.1 1,502.9

Capital reserves 1056.3 4,187.7 4,192.2 4,195.0 4,200.5

Revenue reserves 321.7 -3,779.9 -3,017.8 -2,756.6 -2,005.3

Hybrid capital 294.8

Equity before non-controlling interest 2405.4 -20.5 1,913.4 39.8 2,675.1 9.9 2,939.7 25.8 3,698.1

Non-controlling interest 111.7 503.9 573.1 594.0 635.5

Equity 2517.1 -4.0 2,417.3 34.4 3,248.2 8.8 3,533.7 22.6 4,333.6

Pension provisions and similar obligations 1,242.4 1,114.5 1,410.3 1,094.7 962.2

Other provisions 601.6 746.3 803.0 801.4 768.1

Non-current provisions 1,844.0 0.9 1,860.8 18.9 2,213.3 -14.3 1,896.1 -8.7 1,730.3

Financial liabilties 1,748.4 1,653.3 1,503.4 1,761.2 2,250.7

Derivative financial instruments 20.7 78.5 27.5 50.4 12.8

Current income tax liabilities 98.5 115.7 22.2 150.2 108.8

Deferred tax liabilties 147.3 125.7 62.9 109.0 184.5

Other liabilities 134.9 136.2 160.1 150.2 103.4

Non-current liabilities 2,149.8 -1.9 2,109.4 -15.8 1,776.1 25.0 2,221.0 19.8 2,660.2

Non-current provisions and liabilities 3,993.8 -0.6 3,970.2 0.5 3,989.4 3.2 4,117.1 6.6 4,390.5

Pension provisions and similar obligations 32.1 32.4 40.6 32.7 32.6

Other provisions  472.0 463.4 374.8 349.9 348.3

Current provisions 504.1 -1.6 495.8 -16.2 415.4 -7.9 382.6 -0.4 380.9

Financial liabilties 214.5 233.1 537.7 171.9 192.2

Trade payables 3,301.2 3,224.2 2,476.9 2,653.3 2,937.3

Touristic payments on account 2,446.4 2,551.0

Derivative financial instruments 242.0 388.2 249.6 217.2 65.7

Current income tax liabilties 101.5 78.9 196.0 65.3 86.2

Other liabilties 3,152.0 3,247.3 2,872.4 598.0 674.4

Current liabilties 7,011.2 2.3 7,171.7 -11.7 6,332.6 -2.9 6,152.1 5.8 6,506.8

Liabilities related to assets held for sale  31.5 472.3

Current provisions and liabilties 7,515.3 7,699.0 7,220.3 6,534.7 6,887.7

14,026.2 0.4 14,086.5 0.0 14,086.5 0.7 14,185.5 10.1 15,611.8
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CASH FLOW STATEMENT

2014 2015 2016 2017 2018

 €m  €m  €m  €m  €m

Cash inflow from operation activities 1,074.7 -26.4 790.5 30.9 1,034.7 53.0 1,583.1 -27.3 1,150.90

Cash outflow from investing activities -586.2 -63.0 -216.8 10.2 -239.0 187.7 -687.7 23.0 -845.7

Cash outflow from financing -318.9 250.2 -1116.7 -40.7 -662.1 10.8 -733.8 -67.7 -236.9

Net Change in cash and cash equivalents 169.6 -420.2 -543.0 -212.6 611.6 -73.6 161.6 -57.7 68.3

Development of cash and cash equivalents

Cash and cash equivalents at beginning of period 2,701.7 -16.4 2258.0 -25.5 1,682.2 42.9 2,403.6 4.7 2,516.10

Cash and cash equivalents at end of period 2,286.0 -26.4 1682.2 42.9 2,403.6 4.7 2,516.1 1.3 2,548.00
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