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Abstract

This equity research report centers on Melia Hotels International. The report provides a complete analysis
of the performance of the company in the last 5 years while looking at their financial information. Besides
that, a DCF model will be made to reach a price target for the company. Furthermore, a multiple valuation
was conducted to enhance the comparison of Melid with its peers.
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Navigating the storm Recommendation: BUY
Price Target FY24: 7.54 €
Revenues back on Track
Price (as of 8-Dec-23) 6.15 €
Reuters: MEL, Bloomberg: MEL
= Based on our target price of €7.54, with a total return of S2iweeK range (€) 456.6.80
23%, we issue a BUY recommendation for MEL. Market Cap (€m) 1398
Outstanding Shares (m) 221.59
= Melia Hotels revenues have returned to 2019 levels and
are forecasted to grow at a CAGR of 2.2% until 2034. This growth Source: Bloomberg
is primarily attributed to increased investment and rising revenues ng"é Hotels vs IBEX 35
30
in smaller business segments, notably the management model 10000 25
8000
hotels, particularly in emerging markets, and the Melia Club. 6000 fg
. . . 4000
L] Despite a high leverage, growth is planned to be more 2000 W ;,0
reliable in less capital-intensive activities as the hotels and rooms 0 0
_ o . dez/18 dez/19 dez/20 dez/21 dez/22
in the pipeline are being opened through the management model.
Also, short-term interest rates seemed to have already peeked as IBEX 35 Melia Hotels
central banks start to decrease them. Source: Bloomberg
. Pipeline remains strong at 14,323 rooms (63 hotels) (Values in € millions) 2019 20232 2024F
Core Revenues 1776 1869 1918
expected to be opening in the following years. In 3Q-2023 the Core EBITDA 474 255 261
company opened 4 hotels— 1 in Cuba, 2 in Asia and 1 in Tanzania Comprehensive Result 138 62 98
. i i RevPAR Spain (€) 85.5 108.6 112.0
and are still expecting to open 6 until the end of the year. ReVPAR EMEA (€) e ETERCT
RevPAR America (€) 72.6 89.7 97.8

L] Also, our target share price is still around 80 cents far from
January 2020 prices, although revenues reached pre-pandemic
levels, operational and financial costs increased and
comprehensive result is still a little bit far relatively to 2019, as we

expect comprehensive result to return to pre-Covid levels in 2027.

Company description

Melia Hotels International is a multinational hotel group based in
Palma de Mallorca, Spain, that manages and operates a diverse
portfolio of hotels and resorts across the globe.

Source: Melid Annual Reports and Analysts estimates

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY [MANUEL SOUSA, SALVADOR ROSA], A MASTER IN
FINANCE STUDENT OF THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY
MEMBER, ACTING IN A MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.
(PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT)

Page 1/31



“MELIA HOTELS INT.” COMPANY REPORT N o VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Table of Contents

Company Overview

.............................................................................. 3

INAUSEIY OVEIVIEW. ... ..ot e e e e e naa e 8

SWOT ANAlY SIS tuuirtieinrarrararaerararararanrarararasananrarararanrnssrasasansnrarassnneeens 9

Performance: 5-year SNapsShot....c..cuveiiiiiiiiniiic e 12
Key Performance INdiCatorS...ovoiveiiiririiirrrssr s s s s e e 14
Geographical PerformanCe ... s e e 16
Competitive LandSCape. . . i ieiririiiaiiessrssers s e s s s s s ras e s s enns 18
Comparable ANalY SIS . uiiier i i e rari s s s s ran s raaraerinranraranranraen 19
Model Assumptions & Forecast........coovvoviiiiiciiiiiire i cer v en e renaeaes 20
Sensitivity ANalySis.....ccocviiiiiiiii e e 25
Final Recommendation.............cociiiiiiiiiiiic 26

PAGE 2/31



“MELIA HOTELS INT.” COMPANY REPORT N o VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Company Overview

Company Description

Melia Hotels International is a multinational hotel group based in Palma de
Mallorca, Spain, that manages and operates a diverse portfolio of hotels and
resorts across the globe. With a legacy of over six decades in the hospitality
industry, Melia Hotels International has established itself as a symbol of quality,

service, and innovation.

The group operates under various brands that cater to different market
segments, namely the luxury and mid-scale segments. This diverse offering
ensures the accommodation preferences and needs of travellers are met

effectively.
Timeline

1956 - Escarrer opens his first hotel in Palma de Mallorca, Spain

1970s - Expansion of the business to other regions in Spain reaching other major

holiday destinations

1984 - Escarrer acquired Hotasa Hotels & Resorts, expanding its presence to
major Spanish cities and establishing itself as the leading hotel group in Spain—a

position it has maintained ever since.
1985 - First International Hotel in Bali

1987 - Acquisition of the Melid hotel chain, which subsequently became the

flagship brand

4
G RAN M ELIA 1990s - Expansion to Latin America and Caribbean
HOTELS & RESORTS
DIJ@J 1996 - Becomes the first European Hotel chain to get listed in the stock market
Hotels Rooms  Countries 2000s - Strategic acquisitions, new brands, entry in the US and Middle East
= e B markets and tripled Asia portfolio

2011- Became Melia Hotels International

\' 'he \ I|;|:| \ While Melia has been one of the largest hotel companies for a considerable time,
&)I LECTION its focus on international expansion has increased in more recent years. This
P—:i:l m suggests there is still room for growth and an opportunity to gain market share,
Hotels coems | Cotniies especially outside of Europe.
7 487 6
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Zumi\
Hotels Rooms Countries
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MELIA

HOTELS & RESORTS

e M)
Hotels Rooms Countries

126 39473 31

ME

BY MELIA

ZumiI
Hotels Rooms Countries

8 1320 5

INNSIDE

BY MELIA
e M)
Hotels Rooms Countries
39 7163 14

SOL
e 1

Hotels Rooms Countries

56 17295 8

Branding Description

In order to meet the preferences of individuals seeking a heightened level of
comfort, prestige, and indulgence, Melia includes in their portfolio upscale and

luxury brands:

Gran Melia encapsulates Spanish luxury and culture, focusing on service and
experiences aligned with Spanish hospitality. Its architecture, culinary offerings,

and meticulous attention to detail embody the essence of Spanish luxury.

The Melia Collection comprises carefully selected, iconic luxury hotels
representing their respective destinations. These European hotels offer tailor-
made services for discerning travellers, capturing the essence and sophistication

of each location.

Paradisus by Melid is an all-inclusive luxury resort brand highlighting a
combination of luxury, local culture, and nature. It seeks to provide a "Destination
Inclusive" experience, integrating guests with local communities and

environment, reflecting sustainable design principles.

Additionally, the company also offers mid-scale options for customers seeking a

balance between affordability and comfort:

Melia Hotels and Resorts is a brand with a foundation deeply rooted in Spanish
hospitality and Mediterranean heritage. The brand features specialized event
programs and wellness facilities designed to cater to both business and leisure
travellers. Additionally, Melia offers family-friendly amenities and activities,

enhancing the overall guest experience.

ME by Melia provides a contemporary, culturally connected hotel experience by
blending architecture, design, art, and cuisine. ME Barcelona is positioned as the

brand's flagship hotel.

INNSIDE by Melia offers design-led lifestyle and resort hotels. The brand
emphasizes a modern approach to hospitality, incorporating local culture through

various activities and eco-friendly practices to minimize environmental impact.

SOL by Melié caters to families and adult experiences, prioritizing environments
for a fun-filled stay. The brand ensures every member of the family finds suitable

entertainment options and activities.

In addition to the aforementioned brands, Meliad Hotels International introduced

two new brands in 2022:
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Zel, a collaboration with Rafael Nadal, introduces a new hotel concept inspired

by the Mediterranean lifestyle. It aims for international growth, leveraging its

zeL authentic Mediterranean character as a significant hallmark.

Falcon's Resorts by Melia is a recent brand focusing on superior-quality
beachside resorts with integrated leisure experiences. The brand offers an
immersive destination experience, including access to various amenities and
attractions.

AFFILIATED Lastly, Affiliated by Melia is a portfolio of independent mid-scale and upscale

BY MELIA

hotels selected by Melia due to their consistency and their connection with the

IEl:] Uﬁl local environment. Affiliated hotels do not have to operate under one of the group

brands, but instead creates a partnership that allows the hotels access to Melia’s
Hotels Rooms Countries

sales and distribution channels.
83 14999 11

Business Model

Melia Hotels International operates using a diverse business model designed to
serve the needs of both property owners and customers. This model
encompasses a wide range of services and operational systems, creating a
flexible and comprehensive approach to the hospitality industry. In fact, we can

say that Melia Operates in main two business models:
* Owned and Leased Model

Here, Melia directly owns and operates the hotel (Owned) or the same is owned
by a third party and leased to Melia for operation under one of its brand identities
(Leased). For this model, Melia will collect Room Sales, as well as all the Food
and Beverages sales and services related to this kind of Hotels. This model is the

Revenue distribution per Model - Melia Hotels
(%) one from were Melia will bring most part of its revenues.

= Management Model

84% In this segment, a third party owns the hotel, but Melia provides management

services (Management), or Melia grants a franchisee the right to operate a hotel
= Owned and Leased Management Model . . i . . .
using one of its brands for a specific duration (Franchise), or even other services

like owners utilizing Melid's sales channels to enhance their visibility and reach.

This flexible and multifaceted approach enables Melia Hotels International to
effectively cater to the diverse needs of both property owners and customers,
offering a wide array of services and operating models to suit different

preferences and business requirements.
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Sustainability and ESG Ratings

As a leading hospitality company deeply committed to sustainability and
environmental responsibility Melid’s dedication to promoting sustainable
practices and reducing their carbon footprint is exemplified through various
strategic initiatives. At IMEX Frankfurt, Melia made significant strides in
sustainability. They announced a pioneering project focused on measuring,
reducing, and offsetting event carbon footprints, exemplifying their commitment to
responsible event hosting. Notably, this commitment was further underscored by
achieving sustainable luxury milestones—the inauguration of Spain's first carbon-
neutral Villa Le Blanc Gran Melia hotel in Menorca. Aligning with the ethos of
sustainability, Melia celebrated World Tourism Day by unveiling Travel for Good,

an initiative dedicated to promoting a more responsible tourism model.

Additionally, the company is dedicated to enhancing its reputation in intangible
areas by participating in rankings and monitoring systems aligned with company
needs, material issues, and strategic priorities. This proactive approach helps
them identify best management practices and improve their overall sustainability

performance.

In 2022, Melia received recognition for its sustainability efforts. The company was
named the leading hotel company in sustainability globally and secured a
position in the Top 1% of the global travel industry in the 2022 Corporate
Sustainability Assessment (CSA) conducted by S&P Global. This
acknowledgment underscores their firm commitment to sustainability and further
motivates them to continually enhance their management practices and support

sustainable and responsible tourism.
Management Team

The board of directors consists of 11 members, including 7 external independent
directors. The current Meli4 Hotels CEO and vice-president is Gabriel Escarrer
Jaume, who is the son of the founder and president Gabriel Escarrer Julia.
Moreover, there have been no significant restructuring changes in the
management team, with seven board members having served in their current role

for more than seven years.
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Shareholder structure

Melia Hotels ownership is highly concentrated on the Escarrer family which owns

ﬁp)areholderstructure-Melié Hotels approximately 55% of total shares through Hoteles Mallorquines groups and
(]
= Free Float

Tulipa Inversiones 2018, S.A., suggesting the decision-making process is very
= Hoteles Mallorguines

Consolidados centralized on the Escarrer family. Global Alpha Capital Management is the only
= Hoteles Mallorguines
Asociados

_ institutional investor, solely owning 9% of the company, which could mean either
Hoteles Mallorquines

g?urgz?g:};ha Capttal b the company is not deemed attractive by professional investors or that the

Management
Tulipa Inversiones 2018 Escarrer family doesn’t wish to dilute their influence on the company. The amount

of free float shares indicates that the company prefers to seek investments from
retail investors instead of institutional investor.

Dividends and share buybacks

Melia Hotels haven’'t paid dividends since 2020 due to lower comprehensive
results impacted by Covid-19. As of 2023 the company is still recovering and
decided to not distribute earnings to shareholders. From 2015 until 2019, the
dividend payments were increasing consistently though rises in both dividend per
share and dividend yield. It is expected Melia returns to distribute its earnings to
shareholders via dividends once it recovers.

You can observe the dividend payment timeline in the following table:

Dividends (€m) FY17  FY18  FY19  FY20 FY21  FY22
Total dividend payments (31,7) (38,3) (43,0) 0,1) - -
Net DPS 0,11 0,14 0,15 n.a n.a n.a
Yield 0,0 0,0 0,0 n.a n.a n.a
Number of shares outstanding- Melia Hotels Melid Hotels announced a share buyback program in 2019, which was later
25(t;n) suspended during the pandemic to strengthen the solvency and liquidity of the
fgg company. At the time of suspension, Melia had already repurchased 3.416% of

100

" outstanding shares, investing more than €46m. While the graph indicates that

‘s gornneworwogzqys Melid shares buybacks are infrequent, it is anticipated that the company will
SRERKAKRKRIAI]I]IRKRKRKSR

resume and complete the share buyback program, aiming to repurchase shares

worth €60m whenever feasible.
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Industry Overview

Melia Hotels International is a key player in the travel and tourism sector,
boasting a worldwide presence. While the Owned Leased Hotels segment has its
strongest presence in Europe, notably in Spain, the company also maintains a
significant presence in the American market. Additionally, the Management
Model extends its reach to Africa and the APAC region.

Trends

=  Travel and tourism return to 2019 levels

Passanger traffic in the main european airports vs The COVID-19 pandemic significantly impacted passenger traffic in 2020.
2019(% . . . . . .
o However, it has been gradually recovering since then, and major airports in

0% - e
-25% /\// Europe are nearing 2019 levels of activity. The number of hotel stays and similar
-50%
75% A accommodation arrangements has also been following this upward trend, further
-100% . .
confirming the recovery. To ensure an accurate assessment and account for

jan/21
mai/21
set/21
jan/22
mai/22
set/22
jan/23
set/23

©
: | £

— Spain Frankfurt Heathrow
Source: AENA. Fraport & Heathrow Airport website

seasonal variations, data for each month is being compared with the
corresponding month in 2019.

=  Correlation between GDP, inflation and tourism

Correlation bstween inflation, GDP and tourism - AS the graph shows, GDP and tourism are very highly correlated. A growing GDP
Europe (%)

20% indicates a thriving economy with increased disposable income, leading to
10% p greater spending on leisure activities, where tourism becomes a significant
0% U= recipient. Additionally, economic growth often triggers investments in tourism-

-10% related infrastructure, which enhances the overall tourist experience and boosts
-20% the attractiveness of destinations. Moreover, the tourism industry generates

2003
2005
2007

it . employment and revenue, making it an essential economic driver. A robust GDP
w— [ flation GDP === Tourism exp.

Soures: ordBank can also result in a stronger national currency, making travel more affordable for

residents and more appealing for foreign visitors.

On the contrary, it's essential to acknowledge that the relationship between
tourism and inflation is notably dissimilar. While there are instances where
escalating prices can influence travel choices, such circumstances are frequently
influenced by a multitude of factors, resulting in a less straightforward correlation
between tourism and inflation.
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= Europeans cutting back on tourism expenditure

Share of Total Income spent on tourism - Europe In 2018, European households allocated a larger portion of their budget to travel-
(%)

4,0% related expenses. However, the significant setback experienced during the
3,0% COVID-19 pandemic has resulted in a slower recovery than the number of hotels
2,0% stays and passenger traffic, which have already rebounded, there is a noteworthy

1,0% shift towards cost-conscious travel choices. Due to inflation, it would be expected

0,0% the amount spent on tourism would recover faster, suggesting that people are
20132014201520162017 20182019 202020212022
Source. Eurostal opting for more budget-friendly travel destinations, often closer to their home

countries or in countries with lower overall costs. This shift in behaviour may be
attributed to the prevailing political and economic uncertainties of the times,
which have prompted households to become more savings-oriented and are

travelling less.

SWOT Analysis

Strenghts

= Diversified portfolio

Melia Hotels has a strong international presence with a portfolio of hotels in
various countries, providing a diversified revenue stream, thereby mitigating

certain risks.
»= Brand reputation

The company has successfully cultivated a positive brand image and reputation
by consistently delivering high-quality hospitality services. This focus on quality is
complemented by a strong commitment to sustainability, further enhancing the

company's ability to attract and retain customers.

Weaknesses

= Heavy competition

The hospitality industry is highly competitive, and Melia faces competition from

both traditional hotel chains and newer, disruptive platforms.
= Dependency on external partners

Melia Hotels often operates through franchise and management agreements,
which could expose the company to risks associated with the performance of

these partners.
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= Cyclical nature of tourism

The hotel industry is sensitive to economic conditions, and Melid's performance
may be impacted during economic downturns when travel and tourism
expenditures tend to decrease. Moreover, the company's performance is subject
to factors like geopolitical events or natural disasters, which can affect travel

patterns.

= Seasonality
Monthly Passanger traffic in Spain (M)

35
30 The hospitality industry often experiences seasonal variations in demand for
25

fg M accommodation and travel services. Melid Hotels may face challenges during off-
10

5
0

peak seasons when there is a decline in travel and tourism. This can result in

revenue fluctuations and a potential negative impact on financial performance

\0‘{?\)‘@1’ &"lfq’ &\"ﬁ’éﬁ'ﬂ' qﬁ\’lib ‘Og\’l’zb\}&"l? C}’l{zb \,»@:b . o
TN O Py PO during specific times of the year.
Source: AENA's website Spam

Seasonal peaks and troughs can lead to operational challenges for Melia Hotels.
During high seasons, the hotels may need to manage increased demand,
potentially leading to issues such as overbooking, higher labour costs, and strain
on resources. Conversely, during low seasons, the hotels may struggle to

maintain occupancy rates, that allows to cover all operational costs.

Seasonal variations can lead to inconsistent cash flow for Melia Hotels. The
company may experience cash surplus during peak seasons but may face
liquidity challenges during off-peak periods, requiring effective financial

management strategies to address the fluctuations.
Opportunities

= Expansion to emerging markets

Melia Hotels has an opportunity to tap into the rising demand for luxury hospitality
in emerging markets. By expanding into these regions, the company can access
new customer bases and diversify its portfolio, potentially driving revenue growth.
Melia is actively seizing this opportunity, given that Asia, notably in countries like
Vietnam, Indonesia, and Thailand, is the region witnessing the highest

investment for expanding the number of hotels.
= Strategic partnerships

Collaborating with airlines, travel agencies, or complementary businesses
presents Melia with opportunities to broaden its customer reach. Strategic
partnerships can lead to increased customer acquisition and revenue growth, as

well as synergies that enhance the overall travel experience for customers.
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= Sustainable Tourism

The growing demand for sustainable and eco-friendly tourism offers Melia a
chance to align with changing consumer preferences. By adopting
environmentally friendly practices and promoting responsible tourism, the
company not only contributes to global sustainability efforts but also appeals to a

conscientious segment of travellers, potentially creating a competitive advantage.

= Increase in the Digital Nomads

Number of digital nomads in the United States L o .
(#m) . Digital nomads are individuals who work remotely, offering them the freedom to

Zo- select their work environment, often incorporating work into their travels or
choosing to reside in diverse locations. Since 2019, this workforce has
i experienced consistent growth, potentially resulting in increased revenues for the

hotel industry, particularly during periods when hotels typically have lower
2019 2020 2021 2022

Source: Statista

occupancy rates.
= Optimizing Self-Branded Digital Channels

Expanding a company's digital channels, such as their website and app, offers
the advantage of reducing reliance on intermediaries like Booking.com. This
approach is beneficial as it enables better control over pricing, lowers distribution
costs, and enhances profit margins. It also provides more control over branding,
presentation, and the customer experience. Additionally, it grants access to
valuable customer data and the ability to communicate directly with clients,
ultimately improving their experience and facilitating loyalty programs and special
promotions. Melia Hotels has witnessed substantial progress in recent years, with
direct channels accounting for nearly 45% of centralized sales in 2022 and

remains committed to further enhancing its performance.

Threats

= Covid-19: A Lesson for the Future

Pandemics disrupt the entire hotel industry ecosystem, affecting demand,
revenue, operations, and long-term planning. Successfully navigating these
challenges requires adaptability, financial resilience, and a focus on health and

safety measures to instil confidence in travellers.
» Relying on Globalization

Supply chain disruptions have become more frequent due to various factors,
including the pandemic and geopolitical conflicts such as those involving

Russia/Ukraine, China/Taiwan, and Israel/Hamas. As a result, many companies

PAGE 11/31



“MELIA HOTELS INT.” COMPANY REPORT N o VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

are revisiting their current globalized business models to reduce their exposure to

avoidable risks.
= |nflation

Although there isn't a direct correlation between inflation and the number of
tourists, the current inflationary environment could potentially impact the hotel
industry. Hotel profit margins may experience a significant decrease due to rising
costs, especially in a capital-intensive industry with high fixed and variable costs.
Moreover, inflation can lead to an increase in interest rates, further affecting the

comprehensive results of hotels through higher financial expenses.
» Interest and Exchange Rates

Euribor 3m The ECB has been increasing interest rates as part of an effort to control

o inflation. As of the current analysis, interest rates stand at around 4%.
3.0%

5 0% Considering the capital-intensive nature of the hotel industry, heavily reliant on

1.0% leverage, the uptick in interest payments could have a substantial impact. This is

0.0% especially noteworthy as it follows a period of negative interest rates, presenting
-1.0%

Q2 W0 D AN A & K& &
AY A AV O g (P . :
AR AN A financing.

a more considerable challenge for companies highly dependent on external

Exchange rate volatility introduces considerable uncertainty to businesses,

particularly when operating in multiple locations worldwide.

Performance: 5-Year Snapshot

Income Statement Overview

= Revenues

Core revenues mainly comprise room sales from owned and lease hotels, food
and beverage revenues and fees from management model. From FY17 to FY19,

both aggregated and consolidated revenues decreased at a CAGR of -2% mainly

Core aggregated revenues breakdown . . . .
(€m) driven by the decline in food and beverages sales, which decrease at a CAGR of

2198
2104 2123 2013 -5.4%. Other revenues mainly comprise the Melia Club (a membership that
allows subscribers to stay at any of the hotels worldwide) emerged as the fastest-
growing segment, boasting a CAGR of 27.9% before the onset of the Covid

993
644

086 pandemic. Eliminations on consolidation have remained relatively constant
(755 I 403

=v17  Fyis Fy1s Fyao  Fy21 Fyze  throughout the analysed period and are associated with transactions involving

R F&B M t fe Oth . . .
mreemreventes anagementiees "FMC related parties, predominantly internal management fees collected from owned

and leased hotels.
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Consolidated revenues in 9m23 increased by €204.8 million compared to 9m22,
primarily driven by a €40.3 million increase in management model revenues and
€151.3 million in owned and leased revenues (prior consolidation). The figures
for 9m23 exceeded the values from 9m19 by almost €90.3 million, indicating the

conclusion of Melid's pandemic recovery in terms of sales.
= Operating costs

Core operating expenses have decreased at a CAGR of -2.7% from FY17 to
FY19 mainly due to a decline at a CAGR of -6% of other operating expenses,
Core operating expenses - Melia Hotels which primarily comprises maintenance and repairs, outsourcing, advertising,

(€m)
promotions and other supplies.

Although in FY22, other operating expenses increased to levels above FY19 due

ﬁ E m . H to maintenance and repairs costs incurred. Personnel expenses decrease
373

Fr17 T Fyis Frie T Fyan T Fy21 T FYz2 considerably due to a pandemic related staff downsizing. As at Dec22, Melia

® Operating Expenses * Personnel ~ Raw Materials tyhtels had 3,390 less workers than in Dec19 but a higher average cost per

worker. As at Sep23, personnel expenses were €66.8m higher than the previous

year, suggesting the staff number have continued to increase.

= Borrowings

Borrowings
(€m)

FY17 FY18 FY18 FY20 FY21 FY22 9m23

From FY17 to FY22, borrowings have increased at a CAGR of 8.7% reflecting
the high interest rates environment we live at the moment. It is expected

borrowings expenses keep this trend as 9m23 already surpassed FY22 costs.

Balance sheet overview

= Net working capital

Net working capital - Melid Hotels
(€m) Since FY17, net working capital has been consistently negative suggesting the
(66) (139) (129) . . . . .
° ° @e4) 4z (25 COmMpany may struggle to meet its short-term obligations with the available
[ ]
current assets. In recent years, net working capital values have been particularly

b °
L low mainly due to a large decrease in current assets, especially in cash and
ﬁ ﬁ % equivalents which have decrease at a CAGR of -15%, from Dec17 to Dec22. As
FY17 FY18 FY19 FY20 Fy21 Fy22 ., . .
= Current Assets = Current Liabiliies » Net Working capital At D€C22, Melid Hotels sits at a current ratio of 0.5 (vs 0.8 as at Dec19) and a
cash ratio of 0.2 (vs 0.4 as at Dec19) indicating the risk of financial distress has

increased and the company may struggle to manage its short-term commitments.
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= Net Debt

Hotel industry being a capital-intensive business, which requires a lot of debt in

(ﬁgtq )debtevalution - Melia Hc;:';ﬂ 2803 p7s4 order to grow the business through new hotels, is important to look to such metric
1972 2115 to make sure uses of external capital are being done sustainable without risk of
m H ﬁ ﬁ default. Both lease liabilities and borrowings are growing (at a CAGR of 2.7% and
- 9.0% since FY18, respectively). Bank loans suffered a great increase to face the
Divd e er - oo - adversities of the pandemic, while excess cash decreased due to the same

FY17 FY18 FY19 FY20 FY21 Fya2z

Bonds & other securities = Bank Loans
Lease Liabilities m Excess Cash

reasons. Some loans that mature in 2024 will probably have to be re-financed

due to the lack of excess cash available to fulfil those obligations.

= Capital Structure

Debt and equity evolution - Melid Hotels

€m 8,9
| 1,)5 16 >3 %2 As debt levels increase, equity is experiencing a decline, primarily due to a
94 27 reduction in net income attributed to the pandemic. Consequently, the debt-to-
i equity ratio has risen; nevertheless, it is anticipated to decrease once net income
returns to normal levels.

FY18 FY19 FY20 FY21 Fy22
mmm Net Debt Equity —e— Net D/E

Key Performance Indicators

In the realm of the hospitality industry, certain key performance indicators hold

paramount importance in evaluating a hotel's success and financial health:
Occupancy Rate

Occupancy Rate (OR) stands as a crucial metric, representing the percentage of
available rooms or beds that are occupied during a specific period. This metric
provides a direct insight into the utilization of accommodations within a hotel,
allowing for adjustments in marketing strategies or pricing based on demand
trends. In 2020, the global pandemic was responsible for a sharp decline in
occupancy rates across all regions. By 2021, as the effects of the pandemic
began to ease and travel restrictions were gradually lifted, there was a visible
recovery in occupancy rates. Some regions showed an upward trend, indicating a
resurgence in travel and tourism. However, the recovery was uneven across
regions, potentially due to ongoing travel restrictions or a slower rebound in those
areas. During 2022, the occupancy rates demonstrated a notable rebound as the
tourism industry seemed to be regaining momentum in these regions, likely
influenced by eased travel restrictions, increased vaccination rates, and pent-up
demand. However, the varying rates across regions also reflect the ongoing

impact of the pandemic and regional disparities in recovery.
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Average Room Rate

Moving on, the Average Room Rate (ARR) indicates the average price at which

Main Indicators - Melia Hotels

6% 7% gsy wu s % rooms are sold. Computed by dividing the total room revenue by the number of

rooms available sold, ARR offers valuable insights into a hotel's pricing

m m H H strategies, revenue generation, and positioning within the market. It's a

m m fundamental measure for judging the financial performance of a property and

2017 2018 2019 2020 2021 2022 ajds in making informed decisions related to pricing and revenue optimization.
RevPAR mmmm ARR Occupancy Rate

During Covid the rates went down, but as prices and demand increase, ARR is

already higher than in 2019.
Revenue per Available Room

Another vital metric, Revenue per Available Room (RevPAR), is calculated by
multiplying the ARR by the occupancy rate. RevPAR presents a comprehensive
view of a hotel's financial performance by considering both the room rate and
occupancy levels. This metric is pivotal for assessing how efficiently a property
leverages its assets to generate revenue. By evaluating RevPAR, hotel
management can refine strategies to enhance revenue streams and
competitiveness in the market. In all geographies, RevPAR displayed consistent
growth from 2017 to 2019 but experienced a notable decline in 2020 due to
pandemic-induced travel restrictions and reduced demand. Although there was a
partial recovery in 2021, RevPAR levels only reached pre-pandemic figures in
2022, emphasizing the lasting repercussions on revenue. The overall decline in
RevPAR during the pandemic years can be attributed to a significant drop in

Occupancy Rates (OR), as described before.

Geographical Performance

Revenue distribution per region - Melia Hotels
(%) 2%

Melia’s divides its operations along 5 regions: Spain, EMEA (Europe, Middle-
East and Africa, excluding Spain), Americas, Asia and Cuba, with the first 3

having all the four operational models, while the last two only collect fees by

providing management services.
= Spain EMEA Americas Asia =Cuba

Spain

Melid’s performance in the region with the most hotels, reflects a response to the
disruptive influence of the COVID-19 pandemic. In the initial pandemic year of
2020, Melia adopted a dynamic strategy, optimizing operations and concentrating
customers in select hotels. The subsequent years evidenced a nuanced

recovery, particularly in 2021, where resort destinations with a higher proportion

PAGE 15/31



“MELIA HOTELS INT.”

o INO VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Spain of domestic customers showed positive evolution, while those dependent on
— British guests faced challenges. In 2022, despite hurdles from the Omicron
EZ variant, second-tier destinations excelled, driven by local travellers and "leisure"
Hotels Suned and  Rooms Suned and trends, leading to an overall strong performance in the third quarter. The
62 16 081 company strategically leveraged luxury hotel offerings, promoting superior rooms
Flotels Maragement Rooms Management and enhancing value, resulting in increased average room rates. The RevPAR,
79 19 231 Occupancy Rates, and ARR numbers substantiate this narrative, with indications
S oG smumm  of arecoverwajecton.
82v 86 128v108  65%v72% EMEA
| EMEA | In 2020, Central Europe's resilience contrasted with challenges in France's
_ international-centric portfolio. 2021 saw an incipient recovery, slower for city
S hotels. 2022, despite Omicron, showed a notable rebound from Q2 onwards,
MO g e Roomp ouned ane emphasizing revenue optimization over occupancy. Germany's varied recovery
45 8356

Hotels Management Rooms Management
Model Model

highlighted the importance of location focus, while the UK capitalized on air travel

recovery. ltaly's turning point post-restrictions led to robust performance, and

53 11676 France's recovery, driven by events, countered a slower MICE (Meetings,
B A A A incentives, conferences, and exhibitions) rebound. During the first 9 months of
S LR RS LS 2023, 4 new hotels were opened in the region, with 1 more to come until the end
of the year.
America

‘ America | Melid's performance in the Americas reflects strategic diverse regional dynamics.
— In 2020, despite 32% of hotels being closed, the strategic focus on Mexican
IEl:l resort hotels, the first to reopen internationally, yielded positive impacts. In 2021,

Hotels Owned and Rooms Owned and i . . . i .
Leased Leased performance varied across countries, with Mexico leading the recovery, driven by

18 7 158

Hotels Management Rooms Management

U.S. visitors, while the Dominican Republic faced challenges due to limited

Model Model flights. In 2022, despite Omicron-related challenges in Mexico initially, a recovery
20 4 345 ensued from the second quarter onwards, particularly in the MICE segment. Last-
RevPar ARR Occupancy . . . . . . .
2022v2019  2022v2019 2022 v2019 minute reservations and flexible holiday planning characterized the year, with a
76 v 66 134 v 109 57% v 66%

significant rate increase contributing to a positive end-of-year outcome. The
Dominican Republic underwent a transformative recovery, optimizing rates and
occupancy above 2019 levels, propelled by brand strength and strategic
renovations. In the United States, the first quarter's Omicron effect was offset by
strong Canadian market performance and corporate travel, leading to a positive
season in Orlando and New York. The return of international travellers catalysed
rate and occupancy increases, further boosted by major events. Orlando, in
particular, saw additional demand from theme park events. In 2023, the first 9

months did not saw any new addition to the portfolio, but until the end of the year

PAGE 16/31



“MELIA HOTELS INT.” COMPANY REPORT N o VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

it is expected the opening of one managed hotel. The prevalence of resorts and
extended stays often translates to higher prices, contributing to the upward
trajectory in ARR.

Asia
‘ Asia | Melid's performance in Asia Pacific, characterized exclusively by management-
— type hotels, navigated unique challenges and opportunities. In 2020, Asia was
El:] the first region affected but also among the first to recover, notably in China and
Hotels Management Rooms Management . . .
Model Model Vietnam, where hotels remained open due to robust domestic markets. In 2021,
42 11 245

China exhibited stable growth, driven by increased confidence among individual
Qccupancy 2022 v 2019

E———— travellers. However, Southeast Asian destinations faced impediments due to

travel restrictions and dependence on long-haul travel, hindering regional
recovery. In 2022, Asia endured ongoing pandemic impacts, particularly in China,
marked by stringent anti-COVID policies affecting major events, congresses, and
corporate travel. The year's end brought optimism with the relaxation of
restrictions, unlocking pent-up demand in China. Southeast Asian countries
mirrored global trends, grappling with early-year challenges but rebounding post-
Omicron, notably in resort destinations like Bali and Thailand. Melia's growth in
the region, amplified by 15 hotel openings in Vietnam in 2022, solidifies its
position as the second-largest operator by room count in the country. Still,

revenues represent a very small share of Melia’s sales.

Cuba
‘ Cuba | Melia's management-type hotels in Cuba faced distinctive challenges amid heavy
_ reliance on international markets. In 2020, 60% of the portfolio remained closed,
E:] signalling a substantial impact due to the pandemic's disruption of global travel.
ot Rﬁiﬁi?eme“‘ Roomsr\'}/‘:ﬁgemem In 2021, the negative impact persisted, with only 7 operational hotels and
31 13 836 strategic renovations undertaken to optimize reduced activity. The third quarter

Occupancy 2022 v 2019
36% v 51%

saw a modest increase to 12 hotels with the rise in flight numbers. In 2022, Cuba
witnessed a tourism resurgence after almost two years of limited activity. Results
improved significantly compared to 2021 but remained below pre-crisis figures.
Increased flight numbers facilitated the recovery of traditional feeder markets,
notably Canada, Germany, Spain, and the UK. Tour operators remained
dominant in bookings, mitigating the impact of the Russian markets near
disappearance after the Ukraine conflict. Notably, hotels that had remained
closed post-pandemic reopened in 2022, many after remodelling during the
closure. Regarding 2023, 4 new hotels will join Meli&’s management model until

the end of the year.
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Competitive Landscape

The hotel industry can be considered both fragmented and consolidated
depending on the market segment and geographic location. Typically, the luxury
and upscale segments in major cities and popular tourist destinations tend to be
more consolidated, with a few dominant players. On the other hand, the budget
and economy segments in smaller towns and cities often exhibit a higher degree
of fragmentation, featuring a mix of independent hotels, chain-affiliated

properties, and locally-owned establishments.
Players

Melia Hotels are typically found in consolidated markets where they compete with
major players like Accor, Hyatt, InterContinental Hotels, NH Hotels, and
= Whitbread PLC.

I‘EI:] m Although Airbnb has been gaining market share from traditional hotel chains, its

business model is substantially different and not easily comparable. The key
Hotels Rooms Countries

takeaway from Airbnb's growth is the surge in available rooms, which may
5487 805,436 110 ultimately lead to a decrease in room prices and, consequently, a reduction in

hotel profits.

Accor Group primarily centres its operations on the hotel and restaurant/bar

HX'ATLT business, boasting an extensive portfolio of diverse and well-known hotel brands,

from luxury and upscale accommodations to more budget-friendly options. Out of

IE:\ m the 5,487 hotels within its portfolio, Accor's owned and leased hotels represent

Hotels Rooms Countries only 2% of the portfolio, while in Melia Hotels portfolio represents almost 40%,
1297 311171 76 marking a significant distinction in their business models.
Global Hyatt Corporation, a major player in the hospitality industry, closely
mirrors Accor's business model with only 3% of its portfolio dedicated to Owned
and Leased Hotels. Similar to Melia, Hyatt is expanding into the Asian market,
I H G currently having 90 hotels in development, with only one currently operational.
HOTELS & RESQRTS InterContinental Hotels Group (IHG) operates at a larger scale than Melia,

l_Q_CC] mﬁ although they have similar exposure in terms of the regions, they operate in.

_ However, IHG also has very few Owned and Leased hotels in its portfolio (<1%).
Hotels Rooms Countries

IHG is investing in midscale hotels as they launch a new brand “Garner”.
6,164 911,627 100+

NH Hotel Group (NHH) is a prominent hotel chain headquartered in Madrid,

Spain. Since its establishment in 1978, the company has evolved into one of the
largest global hotel groups, managing a diverse portfolio of hotels across various
market segments. NHH is notably comparable to Meli4, given its Spanish

headquarters and the fact that 30% of its hotels are located in Spain. Additionally,
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NHH follows a similar operational model to Melia, with 84% of its hotels being

nH owned and leased, and only 15% being managed.
_ HOTELS Whitbread PLC is a prominent British multinational hospitality company
E:] m'jﬁ established in 1742. Best known for its Premier Inn brand, one of the largest
Hotels Rooms  Countries hotel chains in the UK, and Costa Coffee, a popular coffeehouse chain with a

B e = global presence. The company boasts a diversified portfolio that extends to

various restaurant brands, catering to a broad spectrum of consumer

preferences. Whitbread only has hotels in 2 countries (UK and Germany) and are

WHITBREAD
e M9

Hotels Rooms Countries

more focused on budget-friendly accommodation.

Comparable analysis

891 92,500 2

For the comparative analysis, we opted to assess the three primary hospitality
metrics as of September 2023: average room rate (ARR), occupancy rate, and
revenue per available room (RevPAR).

Average room rate

Comparables ARRS - Sep23 Melia Hotels exhibits a higher ARR compared to the average of comparable

i companies, second only to Hyatt. This suggests a potential competitive
i
@‘

advantage in pricing, indicative of the brand's capacity to command premium
.
e &
e

Q:\'s‘\ &

w4 rates. This superiority in ARR may stem from factors such as superior amenities,

strong brand recognition, or a distinct customer experience. Additionally, Melia's
O
o

(€m)
@*b & strategic focus on upscale hotels enables the company to set room rates at a

S

« premium compared to low-cost alternatives like Whitbread.

Occupancy rate

Occupancy Rate - 9m23
(%)

840, Melia Hotels currently maintains an occupancy rate slightly below the industry
66% [ 7O [ 667 I 68% average, aligning with all other comparable companies except Whitbread. Given

that Whitbread operates as a low-cost hotel chain, it is conventional for them to

@Q@ v"&‘ Q\\\q}\ L O §\@ adopt lower pricing strategies, resulting in higher occupancy rates.
Revenue per available room
Comparables RevPARs - 9m23
(€
y RevPAR reflects both the ARR and the occupancy rate in one metric, meaning
- 86,6 the positive RevPAR value is largely explained by the pricing advantage Melia
has on its competitors while keeping the same occupancy.
o & o \‘\v\‘é
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Multiples Valuation

Across all multiples analysed, Melia Hotels is consistently trading below the
comparable companies’ average, with the exception of the Price-to-Book and EV-
to-Net Income Multiple where is trading slightly above the average. Melia Hotels
trades at the lowest multiple of all companies if we look at the Price-to-Earnings,
EV-to-EBITDA, EV-to-FCF and Price-to-Sales, that could suggest the company is
trading at a discount or, more likely, a reflection of different business models.
Melia has a higher focus on owned and leased hotels which requires more capital

and, therefore, entails higher levels of debt and risk.

In the following table it is presented all the multiples of Melia and its competitors:

Multiples P/E EVIEBITDA EV/EBIT EV/FCF PX/Book PX/Sales EV/Net Income

Melia Hotels 8,1 7,3 15,5 11,4 2,7 0,7 26,1
NH Hotels 33,3 14,8 18,1 n.a. 2,2 3,3 n.a.
InterContinental Hotels 21,0 15,2 16,3 19,7 n.a. 3.0 234
Accor 14,2 10,5 14,1 36,6 1,6 1,7 16,7
Whitbread PLC 193 10,9 17,7 209 16 23 30,0
Hyatt 26,6 17,4 400 258 3,2 18 28,8
Average 20,4 12,7 20,3 22,9 2.8 2,1 25,0

Source: Bloomberg

Model Assumptions & Forecast

New rooms per segment - Melia Hotels

(%) Portfolio & Pipeline

As part of its growth strategy, Melia strategically develops its portfolio pipeline,
reflecting a commitment to expansion and resilience in the hospitality industry.

The pipeline encompasses diverse geographies, business models, and planned

96%

openings, anticipating future opportunities in a dynamic market.
Owned & Leased = Management Model

Melia's strategic focus leans heavily towards the Management Model,

;z;centageofnew rooms per region - Melia Hotels  constituting 95% of the pipeline hotels and 96% of the rooms. This deliberate
emphasis on management over ownership aligns with the industry trend, allowing

ﬂb Melid to expand its footprint without shouldering the financial burden of

ownership. Given the current high-interest rate environment and Melia's existing

high debt-to-equity ratio, the preference for the management model reflects a

=Spain -EMEA - Americas -Asia =Cuba  prudent financial approach, enabling growth while mitigating financial risk.

The geographical distribution of the pipeline emphasizes EMEA as the dominant
region, accounting for 49% of hotels and 39% of rooms. The positive

performance in countries like Germany, France, the United Kingdom, and Italy
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validates Melid's strategic focus on this region. Spain, contributing 13% of hotels

New rooms per year - Melia Hotels

#) and 17% of rooms, reflects a commitment to its home market.

4629

4169
s The pipeline's temporal distribution indicates a phased expansion approach. The
1763 substantial increase in rooms from 2023 to 2024 may signal a deliberate
acceleration in expansion, possibly in response to anticipated market recovery or
402023 2024 2025  Onwards specific growth opportunities.

Revenue Model

The following concepts must be clear to understand how we compute our future

revenues:
Available Rooms: Available nights to sell in a year

Average Nights per Room = Available Rooms / Portfolio Rooms
RevPAR = ARR x Occupancy Rate

Rooms Sales or Fees = RevPAR x Average Nights per Room x Portfolio Rooms
= Average Nights per Room

When looking at the Average nights per rooms for the last 5 years, we noticed
that in the non-Covid years the value was very similar, so we decided to maintain

that average across the forecasted years.
» Portfolio Rooms

As we previously stated, the company has a pipeline of hotels and rooms, and

we decided to use it in this forecast.
» Revenue per available room (RevPAR)

Here we analysed two things: First the Occupancy Rate. As we saw the rates
drop during covid and expecting a moderate recover for most part of the
geographies in 2023, we gradually increased those until reach the pre-pandemic
levels. Regarding the Average Room Rate (ARR), 2023 brought a big increase
in the room prices, what we believe that was caused not only by more demand,
but also inevitably by inflation. Because of that, inflation was used as the main

driver for the increase in room rates.
*» Foods and Beverages

For this metric, we calculated the portfolio rooms occupied in each year and then
figured out what was the amount spent per room per year. For the non-covid
years, we saw a pretty similar value of around €20 000 per room occupied, what

made us assume that rate over the years.
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=  Club Melid Revenues

In light of the historical growth trajectory observed before the pandemic, there is
an inherent potential for revenue expansion within Club Meli4. Leveraging the
established brand presence, customer loyalty, and pre-existing growth patterns,
there exists an opportunity for revenue increase. Strategic initiatives, enhanced
marketing efforts, and a focus on customer engagement could further fuel this

spontaneous growth, tapping into the latent potential within Club Melia's existing.
= OQOverheads

In our forecast for overhead revenues, we have taken a pragmatic approach by
relying on the average performance observed in non-COVID years as a

predictive baseline.
Costs

In forecasting Other Operating Expenses, Raw Materials, and Personnel
Costs, we have adopted a method grounded in the stability observed in the ratio
relative to owned and leased hotels revenues during non-COVID years. By
maintaining this percentage as a consistent benchmark, we aim to account for
the historical relationship between these costs and the revenue generated by

owned and leased hotels.
Depreciation

In our projection for depreciations, we've adopted a model grounded in the
consistent percentages of Property, Plant, and Equipment (PPE) and the Right
of Use observed during non-COVID years. This approach maintains consistency
with the historical relationship between depreciation expenses and the
corresponding assets. As we look ahead, it's worth noting that our approach to
depreciation remains stable over the forecast period due to the limited number of

openings for owned and leased hotels in the near term.
Taxes

In response to the dynamic changes in tax rates experienced in recent years due
to various COVID-related measures, Melid's indication was to assume a 24% tax
rate for the future. This decision aims to provide a more reliable basis for
projecting financial outcomes and facilitates a clearer understanding of the

company's potential tax obligations in the upcoming years.
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Non-core result

Here, we emphasize Real Estate income and rental expenses, both forecasted
as a percentage of investment property. Additionally, profits from investments in
joint-ventures were calculated as a percentage of investments measured using
the equity method.

Income Statement Financial result

» Interest Income and Expense

For this metrics we calculated the spread between the Interest received/paid as
percentage of the Cash/Debt and the 3M Euribor. We found a stable value for the
non-covid years and used that average for the forecasted years. Then, together

with the Euribor forecast, we found a rate to apply to the forecasted Cash/ Debt.
Comprehensive Result

Despite the revenues recover in 2022 and 2023, the increase in interest rates
together with the big increase in Personnel Costs and Raw materials will delay

reaching pre-covid results until end 2027.

Core Invested Capital

= Property Plant & Equipment and Right of Use

In our assessment of Property, Plant, and Equipment (PPE), we calculated the
ratio of PPE to Owned & Leased Rooms, observing its stability in pre-covid
values. Given the limited influx of new additions in Owned and Leased Rooms,
we anticipate a relatively minor variation in this value over the years. The same
for Right of use, which we forecasted as % Lease Liabilities. Since there are
almost no deviations in the number of rooms, those values remain pretty stable
over the time.

Non-core Invested Capital

To forecast Investment Property and Investments measured using the equity
method, we saw a correlation between the growth in these segments and

Bank borrowings maturity - Melid Hotels Spanish GDP growth and assumed that as driver for the future.

(€Em)
9 Balance Sheet Financial Result
' . Movements in the financial results in our model primarily stem from debt
ﬁ E ﬁ repayments. Melia has significant debt maturing in both 2024 and 2026, and

0z m borﬁ;gs 2027 >8years \vhile some of it may be refinanced, a portion of the principal will need to be

PAGE 23/31



“MELIA HOTELS INT.” COMPANY REPORT N o VA
]

NOVA SCHOOL OF
BUSINESS & ECONOMICS

repaid. Therefore, we have factored in that Melia would pay 10% of the
outstanding debt in both those years, representing approximately one third of the
maturing debt. For the remaining years, we anticipate that Melia will continue to
deleverage, given the increasing excess cash and the absence of substantial

investments in the owned and leased hotels segment in the company's pipeline.

DCF Model

To reach the final target price, we used a Discounted Cash Flows (DCF) Model,

using the expected value of 2023 and a forecasting period of 10 years, from 2024

until 2034.
= WACC

All future cash flows were discounted with a weighted average cost of capital
Interest Expenses 926 (WACC) of 8.37%. Given the substantially higher levels of debt, which are 3.2
Short Term Debt 230 h h f . h f deb h .

Long Term Debt | o6 limes greater than the amount of equity, the cost of debt emerges as the primary
Cost of Debt 74%  contributor to the overall WACC value. With prevailing high interest rates, Melia

. 0 " . .

Hotels' cost of debt stands at 7.4%. Additionally, although the equity amount is
Risk free rate A 2,5% considerably lower, the cost of acquiring it remains elevated at 17.2%. This is
Beta . . 198 rimarily driven by a risk-free rate of 2.5% and a Beta of 1.98, indicating that
Market Risk Premium 7,4%

Cost of Equity 172% Melid's stock is highly correlated with the market. This correlation emphasizes a
BTE 5 previously mentioned weakness: Melid's performance is highly dependent on
E/ (D+E) 23,8% external economic conditions, thriving in favourable economic climates and
D/ (D+E) 76,2%

encountering difficulties during downturns.

= ROIC & RONIC

Return on invested capital (ROIC) measures the efficiency of a company in
generating returns from its invested capital. ROIC is a crucial metric for

assessing how well a company is utilizing its capital to generate profits. Melia

WACC 8,37%

ROIC 962% Hotel ROIC sits 9.62% which is higher than the WACC (8.37%), suggesting that
RONIC -60%  the company is generating returns on its invested capital that exceed the cost of
g 1,42% . . . o

RV BE0 that capital. In other words, the company is creating value for its investors.
Discounsed Ferminal Value *%7° € Return on New Invested Capital (RONIC) measures the expected return for
Sum of discounted CFs 1999 €

Enterprise Value 448 € deploying new capital into the company. RONIC's nature, which focuses solely

on analyzing the additional return generated from the previous year's additional
invested capital, may not be suitable for the hospitality industry. In many cases
within this industry, the investment capital only begins generating returns a few
years after being deployed. A RONIC of -60% aligns with the earlier explanation;
however, this value should not be considered a reliable source of information

about the company's future.
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=  Terminal value

For the terminal value, we adopted a conservative growth rate of 1.42%, which is
below the long-term target GDP growth rate of 2%. This conservative estimate is
primarily due to the limited investment observed in Melid's primary revenue
source, the owned and leased hotels. While it is conceivable that revenues from
the management model and the Melia Club might counterbalance the modest
growth in owned and leased hotels, the weight of these segments is currently too
small. Moreover, it remains uncertain whether the investments in these smaller

revenue sources will yield significant dividends in the future.

The valuation model resulted in a share price of 7.54, reflecting a capital gain of
23%.

Sensitivity Analysis

To assess the sensitivity of our valuation, we conducted an analysis on key
metrics, including the WACC and the terminal growth rate. Additionally,
considering the company's high levels of debt, we examined the potential impact
of fluctuations in the European Central Bank's (ECB) interest rates on the

company's net income.
WACC and terminal growth rate

As we can observe in the table, target price is heavily influenced by changes in
the WACC and not so much in changes in terminal value growth. This means the

terminal value is not where the value of the company is in our model, as it shown

WACC . .
7 53%)|7.05%)| 8.37%|8.79%[020%|  fOr a relatively conservative base growth rate of 1.42%.

1,07%| 9,36| 8,08/ 6,97 6,00f 5,15

128%| 9,83 848) 7,31 629 540] In the worst-case scenario modelled, involving a 25% decrease in the growth rate

Rate

1,42%| 10,15| 8,75 7,54 6,49| 5,57

L56%| 10.50] 904 7.79| s70] 575 and a 10% increase in the WACC, the resulting price target per share is €5.15,

Terminal Growth

1,78%| 11,04| 9,50 8,17| 7,03| 6,03

which is approximately €1 less than the current trading price. Conversely, in the
best-case scenario, featuring a 25% growth rate increase and a 10% WACC
decrease, the projected price target is €11.04, which is approximately €5 higher
than the current trading price. In summary, our sensitivity analysis indicates more

potential upside than downside in our valuation.
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Euribor

At the time of the analysis, the European Central Bank (ECB) is expected to

3M Euribor Variation 2024 Comprehensive Result

-2,0% 110 maintain interest rates near 4%, while the Federal Reserve (also known as the
-1,5% 107 . . . .
1,0% 104 US's Central Bank) is signalling interest rate cuts for 2024. Although our
-0,5% 101 . . . . .. .
0,0% o8 valuation considered the ECB's Euribor forecast, given Melia's primary exposure
22; 2; to European rates, there is a possibility of a change in the interest rate scenario
;Z; 22 in the EU. Such a change could have a significant impact on Melid's net results.
A reduction in interest rates by 0.5% or 1% would result in a corresponding
increase in Melid Hotels' net income by 3% or 6.5%, respectively. The prospect
of lower interest rates presents a favourable scenario for Melia, and it is a factor
worth considering, particularly in 2024 or beyond.
Final Recommendation
After reaching a final price of €7.54, our recommendation is to BUY the stock,
Net Debt (M €) 2757 € Wwhich is currently trading at €6.15. This recommendation is not solely based on
Equity (M €) 1671 €

the target price but also considers the sensitivity analysis, indicating minimal

downside compared to potential upside. Only in the scenario of a 10% higher

# Shares Outstanding (M) 221,59 WACC would the stock price fall below the current level.

The elevated levels of debt are a concern and, although our bullish outlook, it's
crucial to note that €7.54 is still below Melid's trading price in the beginning of
2020. We believe Melia may not be as financially robust as it was before, but
revenues are back on track and growth is planned to be more reliable in less
capital-intensive activities while interest rates are also cooling down. With this
being said, and after a ponderous analysis, we believe the calm after the storm

will come.
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Introduction

The joint report aims to deliver a definitive recommendation—whether to buy, hold, or sell Melia
Hotels International stock—based on the expected return. A buy recommendation is given if the
expected return is over 10%, a hold recommendation if it falls between 0% and 10%, and a sell

recommendation if it's below 0%.

Following a thorough analysis, we've determined a final target price of €7.54, reflecting a potential

capital gain of 23% over the current trading price of €6.15 as of December 8, 2023.
This report constitutes the second of a two-part series, organized as follows:

In the first part, we delve into a qualitative analysis of Melid Hotels, encompassing a company
overview, a review of the hospitality industry, a SWOT analysis, an exploration of potential
competitive advantages and challenges, and a description of the main competitors vying for

market share.

Moving on to the second part (this report), our analysis shifts towards a detailed examination of
the business. This includes an evaluation of both the income statement and balance sheet of
Melia Hotels. Additionally, we analyse the company's performance across different geographies
and scrutinize key performance indicators in the hospitality business, such as Average Revenue
per Room (ARR), occupancy rate, and Revenue per Available Room (RevPAR).

To conclude, we present the assumptions underpinning the determination of the final target price
through a Discounted Cash Flow (DCF) model. To complement this valuation, a multiples analysis

against industry peers is conducted.

This comprehensive structure ensures a detailed and articulate assessment of Melia Hotels

International, allowing for an informed and well-supported investment recommendation.
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Performance: 5-Year Snapshot

Income Statement Overview

=  Revenues

Core revenues mainly comprise room sales from owned and lease hotels, food and beverage
revenues and fees from management model. From FY17 to FY19, both aggregated and
consolidated revenues decreased at a CAGR of -2% mainly driven by the decline in food and
beverages sales, which decrease at a CAGR of -5.4%. Other revenues mainly comprise the Melia
Club (a membership that allows subscribers to stay at any of the hotels worldwide) emerged as
the fastest-growing segment, boasting a CAGR of 27.9% before the onset of the Covid pandemic.

Eliminations on consolidation have remained relatively constant throughout the analysed period

=Room revenues - F&B - Management fees -other aNd ~a@re associated with transactions involving related parties, predominantly internal

Core operating expenses - Melia Hotels
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management fees collected from owned and leased hotels.

Consolidated revenues in 9m23 increased by €204.8 million compared to 9m22, primarily driven
by a €40.3 million increase in management model revenues and €151.3 million in owned and
leased revenues (prior consolidation). The figures for 9m23 exceeded the values from 9m19 by

almost €90.3 million, indicating the conclusion of Melid's pandemic recovery in terms of sales.
= Operating costs

Core operating expenses have decreased at a CAGR of -2.7% from FY17 to FY19 mainly due to
a decline at a CAGR of -6% of other operating expenses, which primarily comprises maintenance

and repairs, outsourcing, advertising, promotions and other supplies.

Although in FY22, other operating expenses increased to levels above FY19 due to maintenance
and repairs costs incurred. Personnel expenses decrease considerably due to a pandemic related
staff downsizing. As at Dec22, Melia Hotels had 3,390 less workers than in Dec19 but a higher
average cost per worker. As at Sep23, personnel expenses were €66.8m higher than the previous

year, suggesting the staff number have continued to increase.
= Borrowings

From FY17 to FY22, borrowings have increased at a CAGR of 8.7% reflecting the high interest
rates environment we live at the moment. It is expected borrowings expenses keep this trend as

9m23 already surpassed FY22 costs.

Balance sheet overview

» Net working capital

Since FY17, net working capital has been consistently negative suggesting the company may
struggle to meet its short-term obligations with the available current assets. In recent years, net
working capital values have been particularly low mainly due to a large decrease in current assets,
especially in cash and equivalents which have decrease at a CAGR of -15%, from Dec17 to
Dec22. As at Dec22, Melia Hotels sits at a current ratio of 0.5 (vs 0.8 as at Dec19) and a cash

ratio of 0.2 (vs 0.4 as at Dec19) indicating the risk of financial distress has increased and the
6
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company may struggle to manage its short-term commitments.
= Net Debt

Hotel industry being a capital-intensive business, which requires a lot of debt in order to grow the
business through new hotels, is important to look to such metric to make sure uses of external
capital are being done sustainable without risk of default. Both lease liabilities and borrowings are
growing (at a CAGR of 2.7% and 9.0% since FY18, respectively). Bank loans suffered a great
increase to face the adversities of the pandemic, while excess cash decreased due to the same
reasons. Some loans that mature in 2024 will probably have to be re-financed due to the lack of

excess cash available to fulfil those obligations.
= Capital Structure

As debt levels increase, equity is experiencing a decline, primarily due to a reduction in net
income attributed to the pandemic. Consequently, the debt-to-equity ratio has risen; nevertheless,

it is anticipated to decrease once net income returns to normal levels.

Key Performance Indicators

In the realm of the hospitality industry, certain key performance indicators hold paramount

importance in evaluating a hotel's success and financial health:
Occupancy Rate

Occupancy Rate (OR) stands as a crucial metric, representing the percentage of available rooms
or beds that are occupied during a specific period. This metric provides a direct insight into the
utilization of accommodations within a hotel, allowing for adjustments in marketing strategies or
pricing based on demand trends. In 2020, the global pandemic was responsible for a sharp
decline in occupancy rates across all regions. By 2021, as the effects of the pandemic began to
ease and travel restrictions were gradually lifted, there was a visible recovery in occupancy rates.
Some regions showed an upward trend, indicating a resurgence in travel and tourism. However,
the recovery was uneven across regions, potentially due to ongoing travel restrictions or a slower
rebound in those areas. During 2022, the occupancy rates demonstrated a notable rebound as
the tourism industry seemed to be regaining momentum in these regions, likely influenced by
eased travel restrictions, increased vaccination rates, and pent-up demand. However, the varying
rates across regions also reflect the ongoing impact of the pandemic and regional disparities in

recovery.
Average Room Rate

Moving on, the Average Room Rate (ARR) indicates the average price at which rooms are sold.
Computed by dividing the total room revenue by the number of rooms available sold, ARR offers
valuable insights into a hotel's pricing strategies, revenue generation, and positioning within the
market. It's a fundamental measure for judging the financial performance of a property and aids

in making informed decisions related to pricing and revenue optimization. During Covid the rates
7
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went down, but as prices and demand increase, ARR is already higher than in 2019.
Revenue per Available Room

Another vital metric, Revenue per Available Room (RevPAR), is calculated by multiplying the
ARR by the occupancy rate. RevPAR presents a comprehensive view of a hotel's financial
performance by considering both the room rate and occupancy levels. This metric is pivotal for
assessing how efficiently a property leverages its assets to generate revenue. By evaluating
RevPAR, hotel management can refine strategies to enhance revenue streams and
competitiveness in the market. In all geographies, RevPAR displayed consistent growth from
2017 to 2019 but experienced a notable decline in 2020 due to pandemic-induced travel
restrictions and reduced demand. Although there was a partial recovery in 2021, RevPAR levels
only reached pre-pandemic figures in 2022, emphasizing the lasting repercussions on revenue.
The overall decline in RevPAR during the pandemic years can be attributed to a significant drop

in Occupancy Rates (OR), as described before.

Comparable analysis

For the comparative analysis, we opted to assess the three primary hospitality metrics as of
September 2023: average room rate (ARR), occupancy rate, and revenue per available room
(RevPAR).

Average room rate

Melia Hotels exhibits a higher ARR compared to the average of comparable companies, second
only to Hyatt. This suggests a potential competitive advantage in pricing, indicative of the brand's
capacity to command premium rates. This superiority in ARR may stem from factors such as
superior amenities, strong brand recognition, or a distinct customer experience. Additionally,
Melia's strategic focus on upscale hotels enables the company to set room rates at a premium
compared to low-cost alternatives like Whitbread.

Occupancy rate

Melia Hotels currently maintains an occupancy rate slightly below the industry average, aligning
with all other comparable companies except Whitbread. Given that Whitbread operates as a low-

cost hotel chain, it is conventional for them to adopt lower pricing strategies, resulting in higher

occupancy rates.

Revenue per available room

RevPAR reflects both the ARR and the occupancy rate in one metric, meaning the positive
RevPAR value is largely explained by the pricing advantage Melia has on its competitors while
keeping the same occupancy.



Revenue distribution per region - Melia Hotels
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Multiples Valuation

Across all multiples analysed, Melia Hotels is consistently trading below the comparable
companies’ average, with the exception of the Price-to-Book and EV-to-Net Income Multiple
where is trading slightly above the average. Melia Hotels trades at the lowest multiple of all
companies if we look at the Price-to-Earnings, EV-to-EBITDA, EV-to-FCF and Price-to-Sales, that
could suggest the company is trading at a discount or, more likely, a reflection of different
business models. Melia has a higher focus on owned and leased hotels which requires more
capital and, therefore, entails higher levels of debt and risk.

In the following table it is presented all the multiples of Melia and its competitors:

Multiples P/E EVEBTDA EVIEBIT EVFCF PXBook PX/Sales EVINet Income
Melié Hotek 8.1 p 155 1.4 27 0.7 261
NH Hotek 332 148 181 n.s. 22 32 n.a.
InterContinental Hotels 21,0 15,2 1623 19.7 na. 30 224
Accor 142 10,5 141 8.6 1.6 1.7 16,7
Whitoread PLC 193 10,9 7.7 2.9 16 23 20,0
Hyatt 266 17.4 40 258 3.2 1.8 288
Average 204 127 20,3 29 2,3 2.1 250

Geographical Performance

Melia’s divides its operations along 5 regions: Spain, EMEA (Europe, Middle-East and Africa,
excluding Spain), Americas, Asia and Cuba, with the first 3 having all the four operational models,

while the last two only collect fees by providing management services.
Spain

Melia’s performance in the region with the most hotels, reflects a response to the disruptive
influence of the COVID-19 pandemic. In the initial pandemic year of 2020, Melia adopted a
dynamic strategy, optimizing operations and concentrating customers in select hotels. The
subsequent years evidenced a nuanced recovery, particularly in 2021, where resort destinations
with a higher proportion of domestic customers showed positive evolution, while those dependent
on British guests faced challenges. In 2022, despite hurdles from the Omicron variant, second-
tier destinations excelled, driven by local travellers and "leisure" trends, leading to an overall
strong performance in the third quarter. The company strategically leveraged luxury hotel
offerings, promoting superior rooms and enhancing value, resulting in increased average room
rates. The RevPAR, Occupancy Rates, and ARR numbers substantiate this narrative, with

indications of a recovery trajectory.
EMEA

In 2020, Central Europe's resilience contrasted with challenges in France's international-centric

portfolio. 2021 saw an incipient recovery, slower for city hotels. 2022, despite Omicron, showed

9
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a notable rebound from Q2 onwards, emphasizing revenue optimization over occupancy.
Germany's varied recovery highlighted the importance of location focus, while the UK capitalized
on air travel recovery. ltaly's turning point post-restrictions led to robust performance, and
France's recovery, driven by events, countered a slower MICE (Meetings, incentives,
conferences, and exhibitions) rebound. During the first 9 months of 2023, 4 new hotels were
opened in the region, with 1 more to come until the end of the year.

America

Melia's performance in the Americas reflects strategic diverse regional dynamics. In 2020, despite
32% of hotels being closed, the strategic focus on Mexican resort hotels, the first to reopen
internationally, yielded positive impacts. In 2021, performance varied across countries, with
Mexico leading the recovery, driven by U.S. visitors, while the Dominican Republic faced
challenges due to limited flights. In 2022, despite Omicron-related challenges in Mexico initially,
a recovery ensued from the second quarter onwards, particularly in the MICE segment. Last-
minute reservations and flexible holiday planning characterized the year, with a significant rate
increase contributing to a positive end-of-year outcome. The Dominican Republic underwent a
transformative recovery, optimizing rates and occupancy above 2019 levels, propelled by brand
strength and strategic renovations. In the United States, the first quarter's Omicron effect was
offset by strong Canadian market performance and corporate travel, leading to a positive season
in Orlando and New York. The return of international travellers catalysed rate and occupancy
increases, further boosted by major events. Orlando, in particular, saw additional demand from
theme park events. In 2023, the first 9 months did not saw any new addition to the portfolio, but
until the end of the year it is expected the opening of one managed hotel. The prevalence of
resorts and extended stays often translates to higher prices, contributing to the upward trajectory
in ARR.

Asia

Melia's performance in Asia Pacific, characterized exclusively by management-type hotels,
navigated unique challenges and opportunities. In 2020, Asia was the first region affected but
also among the first to recover, notably in China and Vietnam, where hotels remained open due
to robust domestic markets. In 2021, China exhibited stable growth, driven by increased
confidence among individual travellers. However, Southeast Asian destinations faced
impediments due to travel restrictions and dependence on long-haul travel, hindering regional
recovery. In 2022, Asia endured ongoing pandemic impacts, particularly in China, marked by
stringent anti-COVID policies affecting major events, congresses, and corporate travel. The year's
end brought optimism with the relaxation of restrictions, unlocking pent-up demand in China.
Southeast Asian countries mirrored global trends, grappling with early-year challenges but
rebounding post-Omicron, notably in resort destinations like Bali and Thailand. Melia's growth in
the region, amplified by 15 hotel openings in Vietnam in 2022, solidifies its position as the second-
largest operator by room count in the country. Still, revenues represent a very small share of

Melia’s sales.

10
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Cuba

Melia's management-type hotels in Cuba faced distinctive challenges amid heavy reliance on
international markets. In 2020, 60% of the portfolio remained closed, signalling a substantial
impact due to the pandemic's disruption of global travel. In 2021, the negative impact persisted,
with only 7 operational hotels and strategic renovations undertaken to optimize reduced activity.
The third quarter saw a modest increase to 12 hotels with the rise in flight numbers. In 2022,
Cuba witnessed a tourism resurgence after almost two years of limited activity. Results improved
significantly compared to 2021 but remained below pre-crisis figures. Increased flight numbers
facilitated the recovery of traditional feeder markets, notably Canada, Germany, Spain, and the
UK. Tour operators remained dominant in bookings, mitigating the impact of the Russian markets
near disappearance after the Ukraine conflict. Notably, hotels that had remained closed post-
pandemic reopened in 2022, many after remodelling during the closure. Regarding 2023, 4 new

hotels will join Melia’s management model until the end of the year.

Model Assumptions & Forecast

Portfolio & Pipeline

As part of its growth strategy, Melia strategically develops its portfolio pipeline, reflecting a
commitment to expansion and resilience in the hospitality industry. The pipeline encompasses
diverse geographies, business models, and planned openings, anticipating future opportunities

in a dynamic market.

Melid's strategic focus leans heavily towards the Management Model, constituting 95% of the
pipeline hotels and 96% of the rooms. This deliberate emphasis on management over ownership
aligns with the industry trend, allowing Melia to expand its footprint without shouldering the
financial burden of ownership. Given the current high-interest rate environment and Melid's
existing high debt-to-equity ratio, the preference for the management model reflects a prudent

financial approach, enabling growth while mitigating financial risk.

The geographical distribution of the pipeline emphasizes EMEA as the dominant region,
accounting for 49% of hotels and 39% of rooms. The positive performance in countries like
Germany, France, the United Kingdom, and Italy validates Melid's strategic focus on this region.

Spain, contributing 13% of hotels and 17% of rooms, reflects a commitment to its home market.

The pipeline's temporal distribution indicates a phased expansion approach. The substantial
increase in rooms from 2023 to 2024 may signal a deliberate acceleration in expansion, possibly

in response to anticipated market recovery or specific growth opportunities.
Revenue Model

The following concepts must be clear to understand how we compute our future revenues:
Available Rooms: Available nights to sell in a year
Average Nights per Room = Available Rooms / Portfolio Rooms

RevPAR = ARR x Occupancy Rate
11



Rooms Sales or Fees = RevPAR x Average Nights per Room x Portfolio Rooms
= Average Nights per Room

When looking at the Average nights per rooms for the last 5 years, we noticed that in the non-
Covid years the value was very similar, so we decided to maintain that average across the
forecasted years.

=  Portfolio Rooms

As we previously stated, the company has a pipeline of hotels and rooms, and we decided to use

it in this forecast.
= Revenue per available room (RevPAR)

Here we analysed two things: First the Occupancy Rate. As we saw the rates drop during covid
and expecting a moderate recover for most part of the geographies in 2023, we gradually
increased those until reach the pre-pandemic levels. Regarding the Average Room Rate (ARR),
2023 brought a big increase in the room prices, what we believe that was caused not only by
more demand, but also inevitably by inflation. Because of that, inflation was used as the main
driver for the increase in room rates.

» Foods and Beverages

For this metric, we calculated the portfolio rooms occupied in each year and then figured out what
was the amount spent per room per year. For the non-covid years, we saw a pretty similar value

of around €20 000 per room occupied, what made us assume that rate over the years.
= Club Melia Revenues

In light of the historical growth trajectory observed before the pandemic, there is an inherent
potential for revenue expansion within Club Melia. Leveraging the established brand presence,
customer loyalty, and pre-existing growth patterns, there exists an opportunity for revenue
increase. Strategic initiatives, enhanced marketing efforts, and a focus on customer engagement
could further fuel this spontaneous growth, tapping into the latent potential within Club Melia's

existing.
=  Qverheads

In our forecast for overhead revenues, we have taken a pragmatic approach by relying on the

average performance observed in non-COVID years as a predictive baseline.
Costs

In forecasting Other Operating Expenses, Raw Materials, and Personnel Costs, we have
adopted a method grounded in the stability observed in the ratio relative to owned and leased
hotels revenues during non-COVID years. By maintaining this percentage as a consistent
benchmark, we aim to account for the historical relationship between these costs and the revenue

generated by owned and leased hotels.
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Depreciation

In our projection for depreciations, we've adopted a model grounded in the consistent
percentages of Property, Plant, and Equipment (PPE) and the Right of Use observed during
non-COVID years. This approach maintains consistency with the historical relationship between
depreciation expenses and the corresponding assets. As we look ahead, it's worth noting that our
approach to depreciation remains stable over the forecast period due to the limited number of

openings for owned and leased hotels in the near term.
Taxes

In response to the dynamic changes in tax rates experienced in recent years due to various
COVID-related measures, Melia’s indication was to assume a 24% tax rate for the future. This
decision aims to provide a more reliable basis for projecting financial outcomes and facilitates a

clearer understanding of the company's potential tax obligations in the upcoming years.
Non-core result

Here, we emphasize Real Estate income and rental expenses, both forecasted as a percentage
of investment property. Additionally, profits from investments in joint-ventures were calculated as

a percentage of investments measured using the equity method.
Income Statement Financial result

» Interest Income and Expense

For this metrics we calculated the spread between the Interest received/paid as percentage of
the Cash/Debt and the 3M Euribor. We found a stable value for the non-covid years and used
that average for the forecasted years. Then, together with the Euribor forecast, we found a rate

to apply to the forecasted Cash/ Debt.
Comprehensive Result

Despite the revenues recover in 2022 and 2023, the increase in interest rates together with the
big increase in Personnel Costs and Raw materials will delay reaching pre-covid results until end
2027.

Core Invested Capital

* Property Plant & Equipment and Right of Use

In our assessment of Property, Plant, and Equipment (PPE), we calculated the ratio of PPE to
Owned & Leased Rooms, observing its stability in pre-covid values. Given the limited influx of
new additions in Owned and Leased Rooms, we anticipate a relatively minor variation in this
value over the years. The same for Right of use, which we forecasted as % Lease Liabilities.
Since there are almost no deviations in the number of rooms, those values remain pretty stable

over the time.
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Non-core Invested Capital

To forecast Investment Property and Investments measured using the equity method, we
saw a correlation between the growth in these segments and Spanish GDP growth and assumed
that as driver for the future.

Balance Sheet Financial Result

Movements in the financial results in our model primarily stem from debt repayments. Melia has

Bank borrowings maturity - Melia Hotels

o o significant debt maturing in both 2024 and 2026, and while some of it may be refinanced, a portion
of the principal will need to be repaid. Therefore, we have factored in that Melia would pay 10%

W i ﬁ I E W of the outstanding debt in both those years, representing approximately one third of the maturing
20 02 205 208 207 -5veas dEbt. For the remaining years, we anticipate that Melia will continue to deleverage, given the
D increasing excess cash and the absence of substantial investments in the owned and leased

hotels segment in the company's pipeline.
DCF Model

To reach the final target price, we used a Discounted Cash Flows (DCF) Model, using the
expected value of 2023 and a forecasting period of 10 years, from 2024 until 2034.

= WACC

All future cash flows were discounted with a weighted average cost of capital (WACC) of 8.37%.
Interest Expenses 92,6
Shtm;ermPDebt 130 Given the substantially higher levels of debt, which are 3.2 times greater than the amount of
Long Term Debe -2 equity, the cost of debt emerges as the primary contributor to the overall WACC value. With

P prevailing high interest rates, Melia Hotels' cost of debt stands at 7.4%. Additionally, although the
Risk free rate N 25% equity amount is considerably lower, the cost of acquiring it remains elevated at 17.2%. This is
Beta 1,98
M:rket Risk Premium N 7% Primarily driven by a risk-free rate of 2.5% and a Beta of 1.98, indicating that Melia's stock is
B 2% highly correlated with the market. This correlation emphasizes a previously mentioned weakness:
E’/E(D+E) o, Melid's performance is highly dependent on external economic conditions, thriving in favourable
D/ (D+F) 762% economic climates and encountering difficulties during downturns.

= ROIC & RONIC

Return on invested capital (ROIC) measures the efficiency of a company in generating returns
from its invested capital. ROIC is a crucial metric for assessing how well a company is utilizing its
capital to generate profits. Melia Hotel ROIC sits 9.62% which is higher than the WACC (8.37%),
suggesting that the company is generating returns on its invested capital that exceed the cost of

that capital. In other words, the company is creating value for its investors.

Return on New Invested Capital (RONIC) measures the expected return for deploying new capital
into the company. RONIC's nature, which focuses solely on analyzing the additional return
generated from the previous year's additional invested capital, may not be suitable for the
hospitality industry. In many cases within this industry, the investment capital only begins
generating returns a few years after being deployed. A RONIC of -60% aligns with the earlier
explanation; however, this value should not be considered a reliable source of information about

the company's future.
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WACC 8,37%
ROIC 9,62%
RONIC -60%
g 1,42%
Terminal Value 5879 €
Discounted Terminal Value 2429 €
Sum of discounted CFs 1999 €
Enterprise Value 4428 €
WACC
7,53%|7,95%| 8,37%|8,79%|9,20%
§ 1,07%| 9,36| 8,08/ 6,97| 6,00f 5,15
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§ E 1,42%| 10,15| 8,75 7,54| 6,49| 5,57
E 1,56%| 10,50| 9,04| 7,79| 6,70 5,75
2 1,78%| 11,04| 9,50 8,17 7,03| 6,03

3M Euribor Variation 2024 Comprehensive Result
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=  Terminal value

For the terminal value, we adopted a conservative growth rate of 1.42%, which is below the long-
term target GDP growth rate of 2%. This conservative estimate is primarily due to the limited
investment observed in Melid's primary revenue source, the owned and leased hotels. While it is
conceivable that revenues from the management model and the Melia Club might counterbalance
the modest growth in owned and leased hotels, the weight of these segments is currently too
small. Moreover, it remains uncertain whether the investments in these smaller revenue sources

will yield significant dividends in the future.

The valuation model resulted in a share price of 7.54, reflecting a capital gain of 23%.

Sensitivity Analysis

To assess the sensitivity of our valuation, we conducted an analysis on key metrics, including the
WACC and the terminal growth rate. Additionally, considering the company's high levels of debt,
we examined the potential impact of fluctuations in the European Central Bank's (ECB) interest

rates on the company's net income.
WACC and terminal growth rate

As we can observe in the table, target price is heavily influenced by changes in the WACC and
not so much in changes in terminal value growth. This means the terminal value is not where the
value of the company is in our model, as it shown for a relatively conservative base growth rate
of 1.42%.

In the worst-case scenario modelled, involving a 25% decrease in the growth rate and a 10%
increase in the WACC, the resulting price target per share is €5.15, which is approximately €1
less than the current trading price. Conversely, in the best-case scenario, featuring a 25% growth
rate increase and a 10% WACC decrease, the projected price target is €11.04, which is
approximately €5 higher than the current trading price. In summary, our sensitivity analysis

indicates more potential upside than downside in our valuation.
Euribor

At the time of the analysis, the European Central Bank (ECB) is expected to maintain interest
rates near 4%, while the Federal Reserve (also known as the US's Central Bank) is signalling
interest rate cuts for 2024. Although our valuation considered the ECB's Euribor forecast, given
Melia's primary exposure to European rates, there is a possibility of a change in the interest rate

scenario in the EU. Such a change could have a significant impact on Melia's net results.

A reduction in interest rates by 0.5% or 1% would result in a corresponding increase in Melia
Hotels' net income by 3% or 6.5%, respectively. The prospect of lower interest rates presents a

favourable scenario for Melia, and it is a factor worth considering, particularly in 2024 or beyond.
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Final Recommendation

After reaching a final price of €7.54, our recommendation is to BUY the stock, which is currently
Net Debt (M €) 2757 €

Equity (M €) 1671 ¢ trading at €6.15. This recommendation is not solely based on the target price but also considers
the sensitivity analysis, indicating minimal downside compared to potential upside. Only in the

# Shares Outstanding (M) 22159 scenario of a 10% higher WACC would the stock price fall below the current level.

The elevated levels of debt are a concern and, although our bullish outlook, it's crucial to note
that €7.54 is still below Melid's trading price in the beginning of 2020. We believe Melid may not
be as financially robust as it was before, but revenues are back on track and growth is planned
to be more reliable in less capital-intensive activities while interest rates are also cooling down.
With this being said, and after a ponderous analysis, we believe the calm after the

storm will come.
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Appendix

Financial Statements

Income statement
€m

FY18 FY19 FY20 FY21

FY22 FY23E FY24F FY25F FY26F FY27F FY28F FY29F FY30F FY31F FY32F FY33F FY34F

Owned & Leased 1554 1545 414 705 1501 1613] 1702 1780 1836 1873 1926 1968 2007 2036 2065 2093 2122
Management Model 295 299 82 108 291 281 313 332 346 361 376 391 400 406 413 419 426
Other hotel business 58 63 18 16 55 109 70 70 70 70 70 70 70 70 70 70 70
Club Melia Revenues 76 91 53 49 59 72 75 77 79 81 83 85 87 91 93 9 99
Overheads 181 125 78 116 07| 177|151 151 151 151 151 151 151 151 151 151 151
Eliminations on consolidation (384) (347) (121) (173) (340)| (383)| (393) (410) (422) (431) (443) (453) (462) (468) (475) (481)  (488)
Core Revenues 1780 1776 525 820 1672 1869 1918 2001 2060 2105 2163 2212 2254 2285 2317 2349 2380
Other Operating Expenses (592) (579) (338) (373) (591) (645)| (674) (707) (731) (747) (770) (787) (804) (816)  (829) (841)  (853)
Raw Materials (191)  (199) (59) (92) (178)| (208)] (221) (227) (235) (240) (247) (253) (258) (262) (266) (270)  (274)
Personnel Expenses (527) (524) (282) (307) (473)| (561)| (561) (597) (617) (629) (646) (659) (671) (680)  (690)  (700)  (711)
Core EBITDA 470 474 (155) 48 430 455 461 469 477 489 500 512 520 527 532 537 542
Depreciation & Impairment (242) (260) (408) (271) (230) (250)| (245) (246)  (247) (247) (247) (247) (248) (248)  (248)  (248)  (248)
Core EBIT 229 214 (560) (223) 200 205 216 222 230 242 253 265 272 279 284 289 295
Taxes (55 1) (@ (3 @8 @9 (2) (53) (55 (58) (61) (63) (65)  (67)  (68)  (69)  (71)
Core OCI 15 18 (138) 22 (6) - - - - - - - - - - - -
Core Result 189 181 (701) (204) 146| 155 164 169 175 184 192 201 207 212 216 220 224
Non-core Result 1) 1 22 92 10 (1) 2 3 3 3 3 3 4 4 4 4 4
Financial Result @6) (46) (14) (61) (36)] (83 (69 (56) (42 (210  (13) 3 19 35 52 69 85
Comprehensive Result 145 138 (753) (173)  121] 62| 98 116 136 160 183 207 229 251 272 293 314

Balance Sheet

€m FY18 FY19 FY20 FY21 FY22 FY23E FY24F FY25F FY26F FY27F FY28F FY29F FY30F FY31F FY32F FY33F FY34F

Trade and Other Receivables 249 194 135 136  183| 236| 242 253 260 266 273 279 285 289 293 297 301
Right of Use 1064 1251 1187 1429 1371] 1170 1120 1130 1130 1131 1132 1134 1135 1135 1135 1135 1135
Intangible Assets 76 73 61 49 52 80 82 85 88 9 92 94 96 98 99 100 102
PP&E 1851 1923 1689 1589 1620 1594/ 1608 1608 1610 1612 1613 1615 1615 1615 1615 1615 1615
Trade creditors & other payables  (453) (424) (293) (367) (501)| (579) (557) (568)  (569) (569)  (574) (575) (587) (595)  (604)  (613)  (622)
Other (163) (128) (174) (202) (157)] (151)| (156) (166) (172) (177) (184) (189) (194) (197) (201)  (204)  (208)
Core Invested Capital 2625 2889 2605 2634 2569 2350 2339 2342 2346 2352 2354 2359 2351 2344 2337 2330 2323
Investment Property 149 116 103 105 115 120 125 127 129 132 134 136 138 141 143 146 148
Investments in companies 198 213 178 175  208|  213| 222 226 230 234 238 242 246 251 255 259 264
Other 206 185 244 306 313 313 313 313 313 313 313 313 313 313 313 313 313
Non-Core Invested Capital 554 514 526 586 634 646 65 666 672 679 685 691 698 704 711 718 724
Debt-like items (2198) (2 358) (2708) (2 951) (2822)| (2688)| (2503) (2456) (2346) (2298) (2253) (2210) (2212) (2212) (2212) (2212) (2212)
Excess cash 224 240 78 57 65| 407 454 719 919 1200 1503 1819 2203 2588 2979 3374 3775
Financial Result (1974) (2118) (2 630) (2894) (2757)| (2282)| (2049) (1737) (1427) (1099) (750) (391) (9 377 767 1163 1564
Equity 1204 1286 501 326 446] 714] 949 1272 1592 1932 2288 2659 3040 3425 3815 4210 4611
FCF

€m FY18 FY19 FY20 FY21 FY22 FY23E FY24F FY25F FY26F FY27F FY28F FY29F FY30F FY31F FY32F FY33F FY34F

Core operating CF 499 429 (258) 122 499  567| 427 4TH 467 476 493 500 518 520 526 531 537
Non-core operating CF 64 (77) 6 92 (20 @7 (10)  (10) (100 (10)  (10)  (10)  (10)  (10)  (10)  (10)  (10)
Total operating CF 563 352 (252) 214 479 5200 417 461 457 466 483 490 508 511 516 521 527
Core investment CF (188) (111)  (48) 110 (110) 21| (18) 3) () (4) () (4) o) %)) @ ) )
Non-core investment CF 69) 33 (220 (10) (12| (10| (1) @ (6) (6) 6) (6) (6) @) @) @) @)
Total investment CF (257) (78) (69) 100 (122) 1 (29) 9 (100 (100 (10) (11) (9) 9) (9) (9) ()
Financing CF (310) (266) 97 (244) (295) (226)] (319) (163) (224) (153) (147) (142)  (94)  (96)  (96)  (96)  (96)
Effect of exchange rate (15 (1) @ 12 (12| (19 (19 (199 (19 (19 (190 (19  (19) (19 (19)  (19)  (19)
Free cash flow (19) (2 (29 82 51 286 49 270 203 282 306 319 386 387 392 397 403
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)

of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected

dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business
and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who
revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under COMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
distribution of this report was required and/or obtained from any local authority, given the exclusive academic
nature of the report.

The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fiir
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity
reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively
academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept
no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein
may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance
are, by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being
denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any
person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this

report, students did not have in consideration the specific investment objectives, financial situation or
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particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company’s
officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later

modified, prior to its publication.”]

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fundraising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business and Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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