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Abstract

This thesis strives to analyse the feasibility of investing in two new hotels: one in London and
one in Porto Santo. The work is done in partnership with Pestana Hotel Group, therefore
projections take into account their high quality standards. Profitability projections reflect the
tourism market in Porto Santo and the relationship between Brexit and tourism in UK.
Discounted cashflows for a 10-year project are analysed as well as the terminal value. It follows
that the new hotels in London and Porto Santo may be good investments, although in Porto

Santo will take more than 10 years to become profitable.
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1. Introduction

In ancient times, tourism was confined to wealthy social classes. However, with the progress
of technology and globalization, travel has become easier, more affordable and more popular.
After the World War 11 tourism increased exponentially (The Guardian, 2019). In 1950, there
were 25 million international tourists and in 1990 there were 435 million. The number of
international tourists continued to grow and 2018 set a new record, accounting for 1.4 billion,
6% more than in 2017. Similarly, the tourism industry has gained an important role in the global

economy. In 2018, tourism was worth $1.7 trillion, about 2% of total global GDP.

The first hotel chain appeared in the 1930s in the USA (City-of-Hotels.com). In Portugal, in
1972, Pestana Hotel Group opened its first hotel in Madeira Island. Pestana Hotel Group is the
largest Portuguese multinational hotel group. It started the internationalization process in 1998,
expanding the brand to Mozambique and, nowadays, Pestana is present in 16 different countries
with more than 95 hotels and more than 11,000 rooms. Known for high quality services, the
group is made up mainly of 4 and 5-star rated hotels, being present not only in cities (urban

hotels) but also in beach areas (resorts).

Dionisio Pestana, Founder & Chairman of Pestana Hotel Group, once said ‘the word we use the
most here is “change” ’. In Fact, considering Pestana’s public goals, Pestana aims to grow and
to continue expanding. For this expansion, a long and detailed analysis of each investment
opportunity is required. This is where this report comes in. This paper contains the work of a

3-month internship at Pestana.

The purpose of this thesis strives to evaluate investment opportunities in a new urban hotel in
London and in a new resort hotel in Porto Santo. Thus, this paper presents a profitability
analysis for two new hotels. London and Porto Santo are both two geographical areas in which

Pestana intends to continue investing and expanding. Consequently, a rigorous analysis is
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required. Several questions arose during this analysis. Starting with the features of the new
hotel, which ones are most valued by customers? How should we project revenues and costs?
How to evaluate the effects of specific issues of societies such as the Brexit or an economic
crisis? And finally, will it be profitable to invest in these two new hotels? There is a fundamental

and inevitable factor to bear in mind when forecasting: uncertainty.

This document starts with the analyses of some reports that relate the hotel industry with some
specific political and economic issues. Then, it is divided in two parts: the first one will be more
focused on the London investment opportunity and the second is more focused on the Porto
Santo hotel. In both parts, the general background is analysed as well as the tourism and hotel
industry. Additionally, there is a financing analysis. Finally, the corresponding trading
projections of each investments are presented. It concludes on the outcome of the assessment

(valuation).

2. Literature review

2.1 London

The future of Brexit negotiations will have a huge impact in the UK’s economy and,
consequently, in their tourism. The future projections in this thesis are dependent on the possible
Brexit scenarios (Tyler and Rhodes 2019) and there is a detailed estimation of their impact in

British tourism.

There are three main possible scenarios for the Brexit negotiations (Geerts and Skift team

2019): to leave the EU with a deal (1); to leave without a deal (2); and to stay in the EU (3).

1) The previous UK prime minister Theresa May intended to leave the EU with a withdrawal
agreement, agreeing on the terms of the exit and providing a “framework for the future

relationship”.
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2) Many of the representatives of the House of Commons did not agree with Theresa May’s
deal. However, the EU member states have consistently insisted that the deal was the only
one they would be willing to sign. This could lead to a non-deal situation with far more
severe consequences. The UK would trade under the WTO terms.

3) There is also the possibility of revoking Article 50 as proposed by many Labour

parliamentarians and the Liberal Democrats party and then Brexit would be cancelled.

This report from Skift correlates inbound, outbound and domestic, trips and spending, with
UK’s GDP data. Therefore, by estimating the value of GDP from 2019 to 2024 in each of the
three referred scenarios it is calculated the growth of inbound trips, inbound spending, domestic

trips and domestic spending (the most interesting factors in the scope of this thesis).

GDP growth is expected to be higher if the UK remains in a single market and expected to be
lower if they leave the EU without a deal (Geerts and Skift Team 2019). As the correlation
between GDP and inbound arrivals and revenues is strongly positive, the inbound projections
will move the same way as the GDP, growing higher if the UK remains in the EU. On the other
hand, there is a more moderate correlation between GDP growth and domestic spending,
meaning this will not vary as much with all three scenarios. However, domestic spending will
increase more under the no-deal situation. Lastly, there is a negative correlation between GDP
growth and domestic trips. There will be more domestic trips when GDP is decreasing;

domestic travels will increase more in a situation of no-deal (Appendix 2).

However, there is still a high level of uncertainty making hard to make accurate forecasts about

the future of UK travelling (Geerts and Skift team 2019).

2.2 Porto Santo

Turismo de Portugal has high expectations for Porto Santo tourism (Turismo de Portugal 2017).

They aim to increase the importance of tourism in both economic and social sectors of the
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Portuguese society. In order to achieve these goals, its economic strategy goes from increasing
the number of overnight stays by 4.2% per year until 2027 and to increase revenues by 7% per

year. Turismo de Portugal believes these are realistic goals.

However, the Associagdo de Hotelaria de Portugal (AHP) is concerned about the possibility of
a new crises in the hotel market (Eco.Sapo.pt 2019). Dionisio Pestana seems to agree with this
as he said, “We are nearing the end of a good cycle’ (Jornal de Noticias, 2019). Apparently,
hotel occupancy rate decreased by 1.7% in the first quarter of 2019 as did revenues per available
room (RevPAR) which decreased by 1%. In fact, in the 5-star hotel category, there was a 2%
drop in the average room rate. Moreover, Madeira was one of the most impacted areas,
especially because of the bankruptcy of Germania airlines, which had 7 weekly flights to
Funchal. Rodrigo Barros, the head of AHP, says that the demand for hotels has not increased
at the same pace as the supply and states that “we are not interested in continuing to open new

hotels if we cannot later occupy all the beds we provide”.

Back in 2017, Turismo de Portugal recognised some of the risks and weaknesses of the tourism
industry (Turismo de Portugal 2017). From an internal point of view, it was mentioned that
Portugal has a fragile socio-economic framework. As a result, tourism in Portugal is highly
dependable on EU funding. Moreover, Portugal also depends on the economic and financial
growth of the markets of the origin countries of its tourists. Protectionist policies and issues

such as Brexit are a huge risk that can negatively impact tourism in Portugal.

3. Methodology

This thesis is organized in three main phases.

The first phase relies on research. Both cities, London and Porto Santo are analysed from
geographical to political and economic backgrounds. Then, the tourism and hotel markets are
studied. Historical data are collected: number of tourists, their origin, number of hotels,

7
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occupancy rates, revenue per available room, etc. Some potential competitors are investigated,
in order to identify their features. The property market is analysed in order to find the best areas
in the city/ island and its price per square meter. Lastly, there is a detailed assessment of the

relevant economic and political conditions that may affect the financial projections.

The second phase consists on data analysis and financial projections. Pestana provided a P&L
of a reference hotel in both areas, which will be referred in this thesis as “ABC Hotel” (in
London) and “XPTO Hotel” (in Porto Santo). After a careful revision and some adjustments, a
new P&L was created. For London this new P&L is based on data from a competitive group.
Instead, for Porto Santo, due to the lack of information available, it is mostly based on data
from the reference hotel. Expectations on market performance are made and projections are

calculated, building the new P&L.

Lastly, the writing phase. The report was prepared, setting out all the research, data analysis

and financial projections with the aim of obtaining a logical and intuitive presentation.

4. London Overview

4.1 London geographical, political and economic Background

London is the capital city of England and the United Kingdom. Situated in the south-east of
England, it has an area of 1,572 km2 (Wikipedia 2019). In 2018 its population was over 8.9
million inhabitants, being the largest city in the UK. Accessibility to London is good and there

are several ways to get into the city (Appendix 3).

The UK is a union of four countries: England, Wales, Scotland and Northern Ireland (Wikipedia
2019). Each of them has its own elected government, but the UK, all together, is a unitary
parliamentary democracy and a constitutional monarchy. In 1973, the UK joined the European

Union (EU) and it is exactly this factor that will have an extraordinary importance in all the
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projections made throughout this report. It happens that in a referendum in 2016, a small
majority of the population voted in favour of the UK leaving the EU. Since then, there have
been negotiations between the UK and the members of the EU to agree on the conditions of

their exit. This has been a long and hard process, known as Brexit.

From an economic point of view, the UK is the fifth largest economy in the world. Its Gross
Domestic Product (GDP) in 2018 accounted for approximately £2,046 Billion and this value
has been growing since 2010 (Geerts and Skift team 2019). In 2018, it increased around 1.4%
and in 2019 it is estimated to increase 1.2% (IMF 2019). From 2020 to 2024, GDP is expected
to raise 1.5% per year, according to IMF. Another important fact is to understand the exchange
rate behaviour. On the 2" of October, the exchange rate was £1.12/ € (Xe.com 2019). This
value has been declining over the last years. For instance, in June of 2016, before the Brexit

referendum took place, the exchange rate was £1.30/ €.

4.2 London Tourism and Hotel Industry
4.2.1 Tourism Market in London

The UK is the tenth most popular destination and the fifth largest spending destination for
tourists and business travellers (Geerts and Skift team 2019), accounting for approximately 39.2
million inbound visits in 2017. London was responsible for attracting nearly 51% of all those

visits to the UK (Tyler and Rhodes 2019).

In 2017, London reached the highest number of both total international visits and total
international spending: over 19.8 million inbound visits and a total international spending of
£13.5 million (Office for National Statistics 2019). However, both values declined in 2018: 19
million inbound visits (3.9% decrease) and £12.2 million international spending (10.2%
decrease) (Appendix 4). There are several possible reasons for this decline, being Brexit issue

and the following political instability one of them.
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If we consider the origin of foreign visitors, we observe that, in 2018, the USA was the main
origin country, followed by France (Office for National Statistics). The US accounted for 13.8%
of total inbound visits (approximately 2.6 million visits) and France for 9.6%. Also, from the

top 10 origin countries, 8 of them belong to the European Union (Appendix 5).

Regarding the domestic paradigm, London received over 12.1 million overnight visits in 2017,
12% of total domestic visits in the UK (VisitEngland 2017). Furthermore, domestic visitors
spent approximately £2.7 million in London, 14% of total domestic spending in trips inside UK

(Appendix 6). London is by far the most visited British town (Tyler and Rhodes 2019).

Tourism has a huge impact in the UK economy. In 2016, tourism’s economic output was £68
billion, 6% of total UK economic output (Tyler and Rhodes 2019). However, from 2015 to
2016, the tourism industry grew less than 1%, while the British economy grew by 4%.
Moreover, in 2016, around 1.5 million people were directly employed in tourism in the UK,
meaning that 5% of all British employment was directly related to the tourism industry. In 2014,
the UK was the seventh country in the OECD with the largest proportion of employment

directly involved with tourism, 5%, while New Zealand was the first with 8%.

4.2.2 Hotel Market in London

Pestana hotels are considered upper upscale class. This class in London has been recording
robust performances since 2012, according to STR (Appendix 7). In 2018, they achieved their
highest peak for occupancy rate, revenue per available room (RevPAR) and average daily rate

(ADR).

In 2018, STR identified 221 hotels that could be considered as direct competitors for a new
investment of Pestana Hotel Group. From 2016 to 2018, both hotel supply and demand in
London have been increasing, being the growth even higher in demand component. The

occupancy rate for upper upscale class of hotels increased from 81.5% to 83.8% in just three

10
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years (Appendix 8). This does not go completely in accordance to what was analysed above in
the London tourism market. Total visitors in the city reached their peak in 2017, decreasing in

2018. However, this did not happen for upper upscale class hotels.

RevPAR is computed by dividing the total room revenues by the total amount of rooms that are
available in one hotel. ADR or ARR is calculated by dividing the total room revenues by the
number of rooms occupied. Again, as for the occupancy rate, for upper upscale class hotels in
London, these values have been increasing steadily since 2016 to 2018. RevPAR increased
from £128.3 to £141.9; and ADR from £157.4 to £169.4 (Appendix 8). In 2018, summing up
the revenues of all the 221 identified hotels, it can be concluded that there was a market of

around £1.4 billion.

Despite the recent positive trend and growth for upper upscale hotels, the projections are not
that bright. According to data from STR Global from January to August 2019, it can be observed
that occupancy rate is expected to decrease. So far in 2019, occupancy rate was 82.3%, a lower
rate than the 82.4% obtained in 2018. Both supply and demand increased, but during 2019,
supply rose at a higher rate. Therefore, it is not clear that occupancy rate will continue to
increase in the near future. Still, in the first 8 months of 2019, both ADR and RevPAR continued

to grow, reaching £173.6 and £143, respectively.

Some theories justify the fall of occupancy rate with all the political instability resulting from
Bexit (Geerts and Skift team 2019). Also, the ADR and RevPAR rise in recent years could be
explained by the weakness of pound since the 2016 referendum, which benefits visitors whose

countries use different currencies.

4.2.3 Competitive Set for London

11
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The aim of this chapter is to analyse the potential competitive set of Pestana’s new hotel in a
more detailed way, finding out which features are most valued by customers, the number and

type of rooms of these hotels and which can be considered the best locations.

As mentioned above, according to STR, there are 221 upper upscale class hotels in London.
From those, 22 hotels were studied. In addition, 16 other hotels, which had some of the best

classification reviews on bookings.com were evaluated (Appendix 9).

The location of these hotels was found to be quite diverse. There were centrally located, in the
City of London or Westminster, and some further away, for instance, in Bexleyheath or
Croydon. However, unsurprisingly, more of these hotels were in central areas rather than in the

surroundings.

By studying the 38 hotels, it became clear that some features are common among them:
restaurant/ bar, wellness centre (gym), car parking facilities and room service. Features like

Spa, indoor pool or a rooftop were also observed, but to a lesser extent.

From the STR data, it is known that the number of rooms presented in each hotel is diverse.
The smallest hotel has 3 rooms and the largest 1059. However, considering only hotel chains,
this type of hotel usually has at least 100 rooms. The typology of the rooms varies from a classic

double room to suites.

4.3 Property in London

4.3.1 Property Market in London
The price of land varies considerably with the area of the city. In the areas studied, the price
may range from £19,400 per square meter in Kensington & Chelsea to £4,220 per square meter

in Bexleyheath (Office for National Statistics 2019). As expected, the closer to the city centre,

the more expensive (Appendix 10).

12
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4.3.2 Configuration of the New Hotel in London

In this chapter, the configuration of the new hotel is suggested. The proposal goes in accordance

with Pestana’s criteria and their expectations (a 4/ 5-star hotel).

It is assumed that the opening date for the new hotel will be in January of 2021. The period of
building and organising everything before the inauguration will be around one year. Moreover,

the hotel is planned to be working all year long, 365 or 366 days per year.

An analysis of the property market suggests that it will be rewarding that the hotel is in one of
central London areas. Overall guests review for the hotels is highly influenced by its location
classification. Thus, location is a huge factor for the success of the investment. The area of
Southwark could be a good solution and that is the assumption in this thesis (however, Islington,

Hackney and Tower Hamlets could be an interesting alternative) (Appendix 11).

For the total number of rooms, the suggestion is 200. If the number of rooms in competing hotel
chains is counted, that would be close to the average. Also, Pestana Chelsea Bridge Hotel &
Spa has 217 rooms, so it would be easier for management to replicate their experience from the

existent hotel.

In terms of features, it seems essential to have a hotel bar providing some snacks. When
analysing competitors, it is observed that most of them provide this service. It could be an
option to have a restaurant instead the bar or in addition to it. However, after analysing the
profit margin of Pestana Chelsea Bridge Hotel & Spa, it was concluded that it would be more
profitable to invest in more rooms. Also, it is believed that the breakfast option is important to
be offered by Pestana. Room service is considered valuable by the guests, so it is assumed to

exist in conjunction with the bar.

A wellness centre (gym) is very important and is present in most of competitors, therefore, the

new hotel is assumed to own one. A car parking would also be valued. The most distinctive

13
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feature of the hotel would be an indoor swimming pool and, eventually, a Spa. Not many upper
upscale class hotels in the city provide this and it is relevant for the guests. Also, the existent

Pestana hotel in London already has one, so it would be easier to replicate it.

4.3.3 Construction Value Expectations for London

The construction of ABC Hotel accounted for £43 million in 2010. However, this was in
Kensington & Chelsea, the most expensive area of the city. Adjusting the construction price to
Southwark and to 2019 (Jennings and Lewis 2019), the expected value is £34.7 million
(Appendix 12). Also, the FF&E cost was assumed to stay the same, £4 million. Only 75% of
the construction value is depreciated as the remaining 25% accounts for the land and it does not
depreciate over time. Depreciation for the building is 40 years, while for FF&E is 8 years. There
Is an additional cost for replacement for FF&E, accounting from 1% to 3% of total revenues

from year 2 (2022) onwards.

5. Porto Santo Overview

5.1  Porto Santo geographical, political and economic Background

Porto Santo is a small Portuguese Island and municipality, headquartered in a village Vila
Baleira, being accessible only by its airport and harbour (Appendix 13). It is part of the Madeira
archipelago but located further north and east than Madeira Island. The archipelago is situated
in the Atlantic Ocean between Western Europe and Africa being relatively close to the Spanish
Canary Islands. Porto Santo has a total area of about 42 kmz2, accounting for a total population
of approximately 5,500 inhabitants (Wikipedia 2019). This island is known for its warm

summer weather and beach areas. Therefore, it is typically a place for resort hotels.

Porto Santo island was discovered by the Portuguese Jodo Gongalves Zarco and Tristdo Vaz

Teixeira in 1418 and it is part of the Portuguese national territory (Wikipedia 2019). In 1974,

14
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Portugal lived a huge change in their society: the establishment of democracy. Later, in 1986,

Portugal joined the EU, which was a major step towards integration in the rest of Europe.

Porto Santo is a small island and most of its economy is based on tourism. In Portugal, GDP in
2018 was around €200 Million, value that has been increasing since 2012 (Pordata 2019). In
2019, GDP is expected to increase 2.4% and in 2020 1.6%. From 2020 to 2024, GDP is expected
to increase 1.5% per year (IMF 2019). Still, according to IMF, inflation should be between

0.9% and 1.7% between 2019 and 2024.

5.2  Porto Santo Tourism and Hotel Industry

5.2.1 Tourism Market in Porto Santo

Madeira archipelago is an increasingly famous tourist destination, especially for holidays. In
2017, there were 1.40 million guest arrivals, the highest ever recorded, according to Direcdo
Regional de Estatistica da Madeira (DREM). In Porto Santo, the number of guests increased
every year from 2012 to 2017. In 2017, it was accounted a high record of 95,000 guest arrivals
(10.6% annual increase) (DREM 2018). However, unlike the described trend, in 2018, the
number of guest arrivals decreased in both Madeira (-0.07%) and Porto Santo (-3.6%)

(Appendix 14).

Due to lack of information, the number of foreign tourists in Porto Santo is unknown. Therefore,
numbers are used related to Madeira as a whole. It is interesting to realise that, in 2018, 79.4%
of total guest arrivals were foreigners. In fact, in 2018, there were almost as many Germans
(19.9%) and British (19%) visiting Madeira as Portuguese (20.6%). Thus, considering the
percentage of foreigners (79.4%) in the total number of guests in Porto Santo (92,000), it is

estimated that there were almost 73,000 international visitors in 2018.
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The top 10 origin markets of tourists to Madeira Archipelago is composed only of European
countries (Appendix 15). Regarding the trend of international guest arrivals in Madeira, the

total number has been increasing since 2012, except for 2018 (Appendix 15).

Although domestic tourism in Madeira accounts for only 20.6% of total tourism, this number
has increased every year since 2012 (Appendix 16). Estimating the total number of Portuguese

visitors in Porto Santo in 2018, the computed number is almost 19,000.

Porto Santo island’s economy depends a lot on tourism. Due to seasonality, part of the
population leaves Porto Santo to Madeira island from November to April to get a job. In May,

they always return to work in the tourism industry for the high season.

5.2.2 Hotel Market in Porto Santo

The analysis of the hotel market in Porto Santo is completely different from that of London.
The market itself is much smaller in Porto Santo, where there are only 12 accommodation
establishments (DREM 2019). From those 12, only 6 seem to be eventual Pestana’s
competitors. Moreover, the market itself is seasonal. Pestana’s intention is for the new hotel to

be open only from May to October, so only the high season is studied.

Due to lack of information, there is no detailed data of those 6 possible competing hotels. On
the other hand, occupancy rate, ADR and RevPAR data are known for all establishments in
Madeira archipelago (all data provided by DREM). From these data, it can be concluded that
the three measures, occupancy rate, ADR and RevPAR, reached their peak in 2017, with 75.5%,
66.8€ and 48.13€, respectively. However, the market in Porto Santo has behaved somehow
differently from the rest of the archipelago. Therefore, instead of considering the whole of the

archipelago market information, XPTO hotel was considered for the purpose of this analysis.

Regarding the occupancy rate at the XPTO hotel, it has increased every year since data was

recorded: from 71.9% in 2014 to 82.5% in 2018, increasing 3.2% the last year (Appendix 17).
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This is not entirely in line with what was observed in the tourism market of Madeira
archipelago, where the total number of visitors was growing continuously from 2012 until the

fall in 2018.

With respect to revenues at XPTO hotel, both ADR and RevPAR also increased every single
year (Appendix 17). ADR grew from €82.6 in 2014 to €106.7 in 2018, an increase of 29% in
just 4 years. Likewise, over the same period of time, RevPAR went from €61.5 to €89.8, which

corresponds to an amazing 46% increase.

5.2.3 Competitive Set for Porto Santo

In order to make a detailed market analysis in terms of features and rooms typology, some
hotels in Porto Santo are studied. Unlike London, the hotel market is small, where only 6 hotels
seem to be eventual Pestana’s competitors. Due to the lack of competitors, the markets of

Madeira Island, Azores, Canary Islands and Balearic Islands are also analysed (Appendix 18).

Only 2 of the 6 hotels in Porto Santo are 5-star hotels and both are Pestana hotels. Moreover, 3

of them are 4-star hotels (2 of them Pestana), and the other one is a 3-star hotel.

Regarding features, all the hotels in Porto Santo have at least one restaurant and bar, an outdoor
pool, car parking and are all beachfront. Except for the 3-star hotel, the other 5 provide the all-
inclusive service. Moreover, 4 of the hotels (all Pestana’s on the island) have a SPA and a

wellness centre (gym). Only 2 establishments have an indoor pool.

Concerning the rooms, and without considering the 3-star hotel, the minimum number of rooms
is 49 and the maximum is 328. The room type varies from a classic double room to a suite,

however, there are several family villas.

5.3 Property in Porto Santo
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5.3.1 Property Market in Porto Santo

The price of properties on the island varies with the distance from a paradise beach: the closer,
the more expensive. Due to lack of information, it is difficult to estimate a general price.

However, it is known that XPTO Hotel (a 324 rooms hotel) costed € 45 million in 2008.

5.3.2 Configuration of the New Hotel in Porto Santo

As in the case of London, the Porto Santo hotel is supposed to be ready to open in January of
2021. Again, the construction of the establishment will last for a year. However, given Pestana’s
current strategy s seasonality to tackle seasonality, the hotel will be opening only during the
high season. This means that it will open every year in early May and will close in late October.

Therefore, it will be operating 184 days a year.

The critical requirement for the location is the existence of a beach nearby. It does not matter

the exact location within the island as long as it is beachfront.

Following Pestana’s expectations and the goal of creating a large hotel, the new hotel under

study has 300 rooms. Therefore, the hotel will be one of the largest hotels on the island.

An interesting feature that will have a huge impact on revenue management is the “all-
inclusive” service. That is very important for an island such as Porto Santo, where guests do
not leave the hotel that much. Thus, to offer diversity, the hotel will consist of four restaurants,
each one with different types of food. Also, there will be two bars. This is the current “modus
operandi” in the region’s largest Pestana hotel and is common in resorts in relatively similar

markets such as the Canary Islands and Balearic Islands.

Again, as guests spend a lot of time at the resort, the hotel must include several features. An
outdoor swimming pool is a must, as it exists at all competing hotels and it is a requirement for

a 4/ 5-star resort. For the same reasons, a wellness centre (gym) should also be built. Then, as
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it will be one of the largest hotels in the region, it is suggested to build a Spa and an indoor

pool/ jacuzzi.

5.3.3 Construction value Expectations for Porto Santo

As stated above, the construction cost of XPTO Hotel in 2008 was € 45 million. Therefore, the
value is assumed to be quite similar as the price per square meter has not changed that much
(INE 2019). Also, the FF&E value is assumed to stay constant, at € 6 million. Only 75% of the
construction value is depreciated as the remaining 25% accounts for the land and it does not
depreciate over time. The depreciation for the building is 40 years, while for FF&E is 8 years.
There will be an additional cost for replacement for FF&E, accounting for 3% of total revenue

from the third year (2023) onwards.

6. Financing

The financing of the investment is expected to be 100% debt. It is assumed to be paid back in
10 years, in one payment per year. To compute the interest, it is considered in both UK and
Portugal, the spread (Investing.com 2019) (Comparaja.pt 2019), the 6-month LIBOR forward
and the 6-month Euribor forward (global-rates.com 2019). Thus, the interest rate in the UK
goes from 1.39% in 2021 to 1.72% in 2030 (Appendix 19). In Portugal, in the same period of

time, interest rate goes from 0.64% to 1.61% (Appendix 20).

7. Trading Projections

As stated in the methodology chapter, revenues and costs were analysed in order to make a new
monthly P&L. In the case of London, the P&L is based in the competitive set, taking into
account ABC Hotel P&L. For Porto Santo, the new P&L is based exclusively on the XPTO
Hotel, with further analysis of data with Pestana. The P&L is estimated for the year 2019 and,

from then on, there are annual projections until the year 2030.
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7.1  Revenues and Costs Explanation

For the London hotel, monthly occupancy rate and RevPar were based on the market (data
provided by STR for the year of 2019). Using the number of guests per occupied room at ABC

Hotel in London, the number of guests was estimated for the new one.

On the other hand, for Porto Santo, monthly occupancy rate percentage, RevPar and number of
guests per occupied room were based on XPTO reference hotel. From these collected data

almost everything could be estimated.

For both locations, staff numbers were based on reference hotels, as the reference sizes are
almost as intended (217 to 200 rooms in London and 328 to 300 in Porto Santo). Regarding
wages, for London, these were mainly based on glassdoor.co.uk with some specific adjustments
considering Pestana’s experience (Appendix 21). Subsidies were taken into account in
accordance with UK tax regulation. For Porto Santo, wages were mainly based on CGTP data
and were adjusted according to Pestana’s know-how (Appendix 22). Subsidies were taken into
account in accordance with Portuguese tax regulation. However, in Porto Santo, it is assumed
some tax exemptions from the local government, meaning that there will be no property taxes

nor income taxes.

7.2  Revenues and costs per department

Hotel activity is organized into seven main departments, to be analysed for any new hotel.

Considering Rooms division, revenues were computed from RevPAR. The number of
employees was assumed to vary by room occupancy, except for the number of managers and
supervisors that are believed to remain constant. All costs other than wages were adjusted per

occupied rooms.
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Food and beverage (F&B) department revenues were based on ABC and XPTO hotel revenues
per guest. F&B division employees as kitchen porters, attendants and servers are believed to
depend on the number of guests. However, supervisors and managers were supposed to remain
constant. All direct costs and other costs in this department were computed per total number of

guests, based on ABC and XPTO hotels P&L.

The other profit centre (OPC) department is very small, accounting for only 0.5% of total hotel
revenues in London and 2.1% in Porto Santo. Both revenues and costs were based on the

reference hotels as percentages of room revenues.

All the jobs in the administrative and general (A&G) and maintenance divisions are
independent of occupancy and number of guests. Energy costs are estimated per occupied room,

according to Pestana’s reference data. Other costs are percentages of total revenues.

The sales and marketing (S&M) department was not considered in this analysis. According to
indications of Pestana, data from existing hotels will be considered, so there is no need for
estimates. The non-trading division was not considered either, as it does not present significant

values.

In addition to the management cost of the 7 divisions, there is an annual management fee of

1.5%. This is the estimated rate charged by the Pestana brand for the hotel management.

7.3 Annual 10-Year Projection

7.3.1 London Projection

Both occupancy rates and RevPAR were forecasted considering the Skift study referred in the
literature review chapter. The three Brexit scenarios were given a probability and the occupancy
rate was projected until 2024 (Appendix 23). The scenario of leaving the EU with a deal is

assumed to happen with a probability of 80%, while staying in the EU will happen with 15%
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and leaving the EU without a deal 5%. After 2024, the occupancy rate is assumed to achieve
gradually 86%, which is the value at ABC hotel in London. RevPAR was computed from the
international and domestic spending values until 2024. After that, it is dependent on IMF
expected inflation. From these, the room revenues and the number of occupied rooms are

estimated. The total number of guests is calculated based on the guests per occupied room.

All the revenues and the costs were computed using the same considerations as for the monthly
basis P&L. For instance, F&B revenues were computed from the number of guests and energy

costs were computed from the quantity of occupied rooms (Appendix 24).

7.3.2 Porto Santo Projection

Occupancy rates and RevPAR were projected considering four different scenarios: an
optimistic one, based on the recent trend; a pessimistic one, which reflects the effect of a new

crisis as feared by AHP; and two additional hypothetical scenarios.

The focus was on the two hypothetical scenarios, with a 50% probability assigned to each
(Appendix 25). From 2027 onwards, occupancy rate is expected to stabilize, and RevPAR will
increase by the IMF inflation estimation. All revenues and costs were computed using the same

considerations as for the monthly basis P&L (Appendix 26).

8. Valuation

The P&L forecasting is capitalised using a discounted cash flow (DCF) model.

From the revenue and expenses forecast we get the amount of net income (profit). These
amounts are discounted at a certain discount rate that was provided by PWC. For the investment

in London, the considered discount rate is 6% and, for Porto Santo, it is 8%.

However, it is also important to consider the terminal value of the investment from year 10

onwards.
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This value is calculated using the growing perpetuity formula. By studying the historical results
of the reference hotels, ABC in London and XPTO in Porto Santo, the growth rate is assumed

to be 2% for London and 2.5% for Porto Santo.

Therefore, the terminal value in year 11 in London is £147,385,667 and in Porto Santo is

€75,494,844.

Regarding London, for the final predicted scenario, the NPV considering the terminal value is

almost £83 million (Appendix 27).

Regarding the final predicted scenario for Porto Santo, the NPV considering the terminal value

is almost €7 million (Appendix 28).

9. Exchange Rate Risk
For the investment in London, it is necessary to analyse the exchange rate risk. According to
Consensus Economics, in 10 years the pound will rise against the euro, but according to Trading
Economics, the opposite will happen. Therefore, three different scenarios are considered: the
Consensus Economics projections, the Trading Economics and the constant one, where the

current exchange rate (on 07/12) is expected to be the same by 2030 (Appendix 29).

10. Conclusions

The investment in London seems to be very lucrative for Pestana. Considering the worst-case
scenario, the NPV is £79.6 million and in the best-case scenario, it is £85.7 million (Appendix
30). For the final predicted scenario, the NPV is positive, therefore it is expected to be profitable
for Pestana to invest. It can also be concluded that Brexit may not have a huge impact on
tourism, as the NPV will vary little in each scenario. Furthermore, even without considering the
terminal value, in the final predicted scenario, the NPV is positive and the IRR is higher than

the 6% discount rate, meaning that the investment is lucrative in just 10 years.

23



Pestana Expansion Plan: Hotel Investment Opportunities

Considering the exchange rate risk, for the predicted scenario and the exchange rate projections,
the NPV varies between €91.4 million and €97.9 million. Therefore, the investment continues

to be profitable and although there is a risk on exchange rate it does not seem to be significant.

The investment in Porto Santo also seems to be profitable, but only after 10 years. Without
considering the terminal value, the NPV is - €28.3 million. But, with the terminal value, even
considering the worst-case scenario, the NPV is still positive (€6.1 million) (Appendix 31). For

the final predicted scenario, the NPV is €6.7 million.

Rather than determining a specific value, this report provides a model that calculates the return
from both investments. If the probability of each scenario changes, it is easily calculated the

new NPV.

In the specific case of Brexit decisions that are expected to occur soon, depending on the
outcome, Pestana will have the estimated NPV. Thus, Pestana can easily predict the profitability

of the investment in London throughout 2020 whatever the political situation.

Nevertheless, it is concluded that an urban hotel in a solid market like London provides a more

lucrative investment than a resort hotel in a developing market like the one in Porto Santo.

The final recommendation of this dissertation is to invest in both London and Porto Santo hotels

(even if the Porto Santo hotel takes longer to be profitable).
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12. Appendix

Appendix 1: After WW2, global tourism increased exponentially.
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Appendix 2: Projections of Inbound and domestic, trips and spending trends until 2024,

according to Skift.

Growth Behavior from 2019 tom 2024
Remain in a single Market Leave the EU with a deal Leave the EU without a deal
Min Max Min Max Min Max
GDP -3% 2% -5% 0% -8% -3%
Inbound Trips -2% 3% -4% 1% -T% -2%
Inbound Spending -2% 3% -4% 1% -7% -2%
Domestic Trips -1% 4% -1% 4% 1% 6%
Domestic Spending 1% 6% 1% 6% 3% 8%

Appendix 3: London accessibility.

There are 6 airports in the city, three of them for international and long flights, two for domestic
and short and one for business jet traffic. Altogether, they handled a total of about 177 million
passengers in 2018 (Wikipedia 2019). Alternatively, it is also possible to enter in London
through (high velocity) train, buses or car. With the opening of the Channel Tunnel in 1994, the
UK became directly connected to France, which made the connection between London and the
rest of Europe easier.

Appendix 4: International visits and international spending in London from 2009 to 2018.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Visits (000s) 14211 14706 15289 15461 16811 17 404 18581 19060 19828 19047
Spending (Em) 8238 8741 9411 10075 11496 11825 11919 11869 13546 12159
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Appendix 5: International Visits to London in 2018 by country of origin.

2018 % Total

United States 2629400 13,80%
France 1 834 800 9,63%
Germany 1451 500 7,62%
Spain 1 253 900 6,58%
Italy 989 100 5,19%
Netherlands 690 500 3,63%
Irish Republic 648 800 3,41%
Australia 588 300 3,09%
Belgium 511 800 2,69%
Poland 510 400 2,68%
Grand Total 19 047 400 -

Appendix 6: Domestic visits and domestic spending in London from 2008 to 2017.

2008 2009 2010 2011 2012
Visits (000s) 11320 10800 11580 11090 12150
Spending (£) 2356 2230 2515 2398 2784

2017
12140
2689

Appendix 7: STR Global organization.

STR Global is an organization that does market research in hotel industries across the world.

Many of the driver’s data used in this thesis were based on their reports.

Appendix 8: Occupancy rate, Revenue per Available Room and Average Daily Rate in

London for Upper Upscale Class hotels from 2016 to 2018.

2016 2017 2018
Occupancy Rate | 81,50% 82,20% 83,80%
RevPAR 128,33 135,94 141,91
ADR 157,39 165,42 169,4
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Appendix 10: Price per square meter in main London areas in 2016, according to the ONS.

Location Price per m2
Kensington & Chelsea £ 19439,00
City of London £ 17 371,00
Westminster £ 16246,00
Camden £ 12671,00
Islington £ 973000
Southwark £ 878200
Hackney £ 8564,00
Tower Hamlets £ 854500
Greenwich £ 543400
Newham £ 4965,00
Croydon £ 465300
Bexleyheath £ 422300

Islington, Southwark, Hackney and Tower Hamlets are the central areas with the most
affordable price.

Appendix 11: Southwark description.

Southwark is a popular area for tourists with many attractions, being especially famous for the
London Bridge, The Shard, or the Tate Modern (Wikipedia 2019). Also, as stated above,
Southwark is very central, being only 18 minutes away from Westminster and 14 minutes from

the City of London.

Appendix 12: Construction value adjustment from Kensington & Chelsea in 2010 to Southwark

in 20109.
2010 2019
Kensington & Chelsea Location Adjustment Southwark Market update Southwark
£ 43 000 000,00 45,18% £ 19 426 205,00 78,43% £ 34 662 444,00

Appendix 13: Porto Santo accessibility.

In 2017, 175 thousand passengers passed through Porto Santo airport (Wikipedia 2019).
However, only 10 airlines fly to Porto Santo during the high season (summer), 8 of them

through charters flights. From the harbor, vessel “Lobo Marinho” connects Porto Santo to
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Madeira island (Wikipedia 2019). In 2017, the vessel carried 340 thousand passengers. The

total number of passengers at the airport and harbor has been growing since 2013, after the 2008

economic crisis.

Appendix 14: Guest arrivals to hotel establishments in Madeira Archipelago and Porto Santo

from 2012 to 2018.

2012 2013 2014 2015 2016 2017 2018
Madeira Archipelago 870 641 955215 1022997 1103916 1276549 1395981 1395023
Porto Santo 43 673 51685 60533 66602 85900 95043 91656

Appendix 15: International guest arrivals to Madeira Archipelago in 2018 by country of

origin.
2018 % Total

Germany 277 068  25,00%
UK 264981 23,91%
France 155002 13,99%
Netherlands 45 672 4,12%
Spain 38 069 3,44%
Denmark 33230 3,00%
Sweden 28 591 2,58%
Finland 25127 2,27%
Belgium 23 431 2,11%
Italy 17 012 1,54%
Total Foreign Visitors 1108 262 -

Appendix 16: Domestic and international tourism in Madeira Archipelago from 2012 to 2018.

2012 2013 2014 2015 2016 2017 2018
Domestic Tourism 178 838 189597 211182 221611 268198 284404 286761
Inbound Tourism 691 803 765618 811815 882305 1008351 1111577 1108262
Total Tourism 870 641 955215 1022997 1103916 1276549 1395981 1395023

Appendix 17: Occupancy rate, Revenue per Available Room and Average Daily Rate in Porto

Santo XPTO hotel from 2014 to 2018.

2014 2015 2016 2017 2018

Occupancy Rate| 719% 754% 79,3% 79,9% 82,5%
RevPAR 61,51 67,56 74,69 82,76 89,82
ADR 82,61 87,46 92,48 101,94 106,67
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Porto Santo and their features.

n

List of the Pestana potential competing hotels i

Appendix 18
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Appendix 19: The financing model for the London investment.

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Spread 0,70% 0,70% 0,70% 0,70% 0,70% 0,70% 0,70% 0,70% 0,70% 0,70%
6 M Libor forward 0,69% 0,73% 0,77% 0,80% 0,82% 0,89% 0,93% 0,98% 1,02% 1,02%
Interest Rate 130% 143% " 147% " 150% 152%" 150% 163%  168%  172% 172%
Interest Paid 483667 469942 426253 376959 323218 276630 220569 162382 99749 33250
Instalments % 1000% 1000% 1000% 1000% 1000% 1000% 1000%  1000%  1000%  10,00%
Instalments 3866244 3866244 3866244 3866244 3866244 3866244 3866244 3866244 3866244 3 866 244
Outstanding 38662444 34796200 30929955 27063711 23197467 19331222 15464978 11508733 7732489 3866244 0
Appendix 20: The financing model for the Porto Santo investment.

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Spread 1,00% 1,00% 1,00% 1,00% 1,00% 1,00% 1,00% 1,00% 1,00% 1,00%
6 M Euribor forward 036%  -021%  016%  -001% 0.11% 0,29% 0,42% 051% 0,61% 0,61%
Interest Rate 064% 073% 084%  099%  111% 120% 142%  151%  161%  161%
Interest Paid 293760 316455 321300 328185 311355 296055 253470 192525 123165 41 055
Instalments % 1000%  1000%  1000%  1000%  1000%  1000%  1000%  10,00%  10,00%  10,00%
Instalments 5100000 5100000 5100000 5100000 5100000 5100000 5100000 5100000 5100000 5100000
Outstanding 51 000 000 45 900 000 40 800 000 35 700 000 30 600 000 25 500 000 20 400 000 15300 000 10200 000 5 100 000 0
Total Debt 51 000 000
Total Paid 5393 760 5416 455 5421 300 5428 185 5411 355 5396 055 5353 470 5292525 5223165 5141 055

Appendix 21: Estimated number of employees and wages for the new Pestana hotel in

London.
Number of Employees Monthly Salary (£)
Rooms Division
Front Office
Receptionist 10 1575
Front Office Supervisor 2 1875
FOM 1 2175
Night Audit 1 1500
Doorman 12 1575
Housekeeping
Executive Housekeeper 1 2550
Supervisor 1 1538
Housekeeper 11 1302
Food & Beverage
F&B General
F&B Manager 1 2850
F&B Supervisor 1 1725
Assistant F&B Manager 2 1913
Kitchen
Head Chef 1 3000
Breakfast Chef 1 1838
Night Chef 1 1875
Kitchen Porter 10 1575
Room Service
F&B Attendant 6 1500
Banquets
Banquets server 4 1625
Bar
Bar Manager 1 2029
Server 6 1500
A&G
General Manager 1 9000
Security Officer 6 1500
Security Supervisor 1 2250
Maintenance
Maintenance manager 1 3750
Technician 3 2006

It is assumed that there are at least 6 receptionists for each 100 occupied rooms. Regarding

housekeeping, it is estimated that one housekeeper can clean 17 occupied rooms per day.
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Appendix 22: Estimated monthly number of employees and wages for the new Pestana hotel

in Porto Santo.

Monthly Salary

Number of Employees

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Rooms Division
Front Office
Permanent 1st rate Receptionist 850 2 2 2 2 2 2 2 2 2 2 2 2
Seasonal 1st rate Receptionist 770 0 0 0 0 1 1 1 1 1 1 0 0
2nd rate Receptionist 700 0 0 0 0 5 7 8 8 7 5 0 0
Intern Receptionist 600 0 0 0 0 3 5 5 5 5 3 0 0
FOM 950 1 1 1 1 1 1 1 1 1 1 1 1
Night Audit 850 1 1 1 1 1 1 1 1 1 1 1 1
1st rate Doorman 680 1 1 1 1 1 1 1 1 1 1 1 1
2nd rate Doormar 625 0 0 0 0 0 1 1 1 1 0 0 0
Intern Doorman 600 0 0 0 0 1 1 1 1 1 1 0 0
Doorman attendant 600 0 0 0 0 0 2 2 2 2 0 0 0
Receptionist (Outsourcing) 700 0 0 0 0 1 2 3 4 2 1 0 0
Housekeeping
Executive Housekeeper 1350 1 1 1 1 1 1 1 1 1 1 1 1
Supervisor 1000 1 1 1 1 1 1 1 1 1 1 1
Housekeeper 800 0 0 0 0 12 19 19 19 19 12 0 0
Rooms Geral
Supervisor 1350 1 1 1 1 1 1 1 1 1 1 1 1
Food & Beverage
F&B Geral
Business Employee 850 0 0 0 0 1 1 1 1 1 1 0 0
Cleaning Employee 700 0 0 0 0 1 1 1 1 1 1 0 0
Supervisor 1200 1 1 1 1 1 1 1 1 1 1 1 1
Butler 700 0 0 0 0 5 12 16 16 14 5 0 0
Kitchen
Chef 1250 1 1 1 1 1 1 1 1 1 1 1 1
1st rate cook 850 0 0 0 0 2 2 2 2 2 2 0 0
2nd rate cook 750 0 0 0 0 2 3 3 3 3 2 0 0
3rd rate cook 685 0 0 0 0 6 8 9 10 9 6 0 0
Intern Cooker 600 0 0 0 0 2 3 5 8 5 2 0 0
Permanent Assistant 750 1 1 1 1 1 1 1 1 1 1 1 1
Seasonal Assistant 650 0 0 0 0 2 6 6 7 6 2 0 0
Kitchen (Outsourcing) 1000 0 0 0 0 8 1 13 13 1 8 0 0
Pastery
Pastry Cook 900 0 0 0 0 1 2 2 2 2 1 0 0
Restaurant
1st rate server 720 0 0 0 0 2 2 2 2 2 2 0 0
2nd rate server 680 0 0 0 0 4 8 9 9 8 4 0 0
Intern server 600 0 0 0 0 2 6 7 7 6 2 0 0
Restaurant (Outsourcing) 1000 0 0 0 0 8 1 13 13 11 8 0 0
Bar
Head of bar 900 0 0 0 0 1 1 1 1 1 1 0 0
1st rate barman 720 0 0 0 0 2 2 2 2 2 2 0 0
Intern barman 600 0 0 0 0 1 1 1 1 1 0 0
OPC
Pool & Sports
Permanent Lifeguard 645 1 1 1 1 1 1 1 1 1 1 1 1
Seasonal Lifeguard 620 0 0 0 0 1 1 1 1 1 1 0 0
Lifeguard Assistant 600 0 0 0 0 2 3 4 4 4 2 0 0
Lifeguard Assistant (Outsourcing) 600 0 0 0 0 0 4 7 8 4 0 0 0
A&G
General Management
General Manager 3000 1 1 1 1 1 1 1 1 1 1 1
Executive Secretary 1400 1 1 1 1 1 1 1 1 1 1 1 1
Maintenance
Head of Maintenance 1250 1 1 1 1 1 1 1 1 1 1 1 1
Permanent Technician 850 3 3 3 3 3 3 3 3 3 3 3 3
Seasonal Technician 790 0 0 1 1 2 2 2 2 2 2 0 0

It is assumed that there are at least 6 receptionists for each 100 occupied rooms. Regarding

housekeeping, it is estimated that one housekeeper can clean 15 occupied rooms.
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Appendix 23: Projection of occupancy rate and RevPAR in the London investment according

to the three described scenarios.
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Net Cash Flow (£) estimation for the London investment in a 10-year period.

Appendix 24
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Hotel Investment Opportun

Pestana Expansion Plan

Appendix 24 (continued)
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Pestana Expansion Plan: Hotel Investment Opportunities

the Porto Santo investment

n

f occupancy rate and RevPAR

: Projection o

Appendix 25

according to the four described scenarios.
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1ties

Hotel Investment Opportun

Pestana Expansion Plan

Net Cash Flow (€) estimation for the Porto Santo investment in a 10-year

Appendix 26

period.

%T0'€9 %L9'29 %2€'29 %Tv'29 %08'29 %YE'E9 %T8'€9 %0€'v9 %V8'€9 %IV'e9 %99'29 S8NuUsAsY %
98'0ZY ¥¥S G 95'0.68SVS V9’86 VLES T8'0LL.92G €8'G998€6V 6G0T9LZOv 8T'EVSOZYvy SL'2LL2T¥Zv €L'V60.LZvYy OV'6ETEVI Y TL'6EL9ZES 11J04d DdO ‘894 ‘SWooy [e0L
GV'GGC GSC € 6.'0¢2 ¢S € 98'9€C 6YZ € GT'828C/TE 0G'28T S26¢ 98'2/T8/9¢C S9'89% /0SC 67056 GGE ¢ ¢ETOL L0GC SE'6¢.8/9¢C GE'7¢6 VLT € $1500 OdO ‘g% 'SWo0y [e10L
1€'9/966.8 9ET6T TTL8 TS'S8T #7298 96'865 Ovv 8 EE€'8Y8 €98 . Si'88. G0E L ¥8'TI08269 ©2'€2.8659 S0'96L ¥E69 T18'898 TZE L 10799 T0S 8 Sanuanay [ejoL
%20'0 %20'0 %20'0 %20'0 %20'0 %20'0 %20'0 %20'0 %¢20'0 %¢20'0 %20'0 uibrey njoid
87'0¢ 16'62 17’62 0682 €T’/ 8r'se 8E'vT rr'eT w've 16'se §T'6C 1o.d awiredsd OdO
%.2'8T %.2'8T %.2'8T %.2'8T %L2'8T %L2'8T %.2'8T %.2'8T %.2'8T %.2'8T %0.2'8T senuanal %
6C'8LT €€ 69'€29 ¢€ 9€'8/0 ¢€ LE'6VY TE £6'625 62 €9'/2L 12 29'€ES 92 60'€TS 52 ¥T'9.G 92 2r'ees L 0T'Ce8 1€ sasuadkg 18410
%TZ'6€ %T2'6€ %T2'6€ %TZ'6€ %T2'6€ %TZ'6€ %T2'6€ %T2'6€ %T2'6€ %T2'6€ %T2'6€ sanuanal %
TS'96T T 0%'900 0L 81'9€8 89 Sy'98Y 19 96'/9¢ €9 90'00S 65 G8'/€6 95 v6'LyL ¥S 0T'620 .S YE'9TL 65 v.',0€ 89 sujousg % sabep
%082y %0S'ey %0S'¢y %082y %052y %0S'2y %0S'ey %0S'¢y %0S'¢y %0S'¢y %052y sanuaAal %
CT69T 1L 81'6/8 G. 6019 7L ¥8'IYT €L T'€89 89 1¥'T6V 9 EVTLT9 0.'0v€ 65 2TEI8 T 68'G2. 79 20'8€0 72 $150Q 10213
%90'C %S0'C %Y0'C %v0'C %90'C %80'C %0T'Z %21'C %0T'C %80'C %S0'C senuansy [e10 1 %
%SG'E %GS'E %SG'E %SG'E %SS'E %SS'E 9%GS'E %GS'e %GS'e %SG'E %SG'E Senuansy Wooy %
Ov'v.S T8T ¥Z'6€S8.T  T8YSGGLT  GSCITC/T  €0'809 T9T  €9%W. IST  LTOTCSVT  LT'GZ96ET  88°Cyy SFT  T2'96C ¢ST TT'202 ¥LT SaNUaAsYy
Juawyredag OdoO
%00'TY 9%00'TY 9%00'TY %00'TY %00'TY %00'TY %00'TY 9%00'TY 9%00'TY %00'TY 9%00'TY ubIe 1301d
0S'0S7 LEY T 0S'0SF LEV T 0G'0SY LEV T 9L'9ZE €0V T €9'ver262T 0S'2ZST8TT OT'WPL¥0TT €9'96¥ 90T OT'¥rL¥0OTT 0S22ST8TT 9/'9Z€ €0V T 1044 uawitedaq 9724
't 't 't 't 9’7 't 't 't 't 't 9’7 s8n9 Jad
¥2'T2989T  ¥CTZ989T  ¥CTZ989T €€'8T9¥9T  /8'809 TST  T¥'66G8ET  98'¢6G6¢T 085 TCT 98265 6¢T  T'66S 8ET €€'8T9 ¥9T sasuadkd Jaylo
95’y 95'y 95’y 95’y 95'y 95'y 95'y 95'y 95'y 95’y 95'y sen9 Jad
99'8T/ G2& 99'8T/ G2G  99'8TLG2S 6S8EC €IS  9€'8/92/y  €TBITCEy [6'/€0¥Ov  €8'1/06.€  [6'/€0¥0v  €T'8TT &Y 65'8EC TG spyouag % sabem
%0Z'6€ %0Z'6€ %0Z'6€ %0Z'6€ %02'6€ %02'6€ %02'6€ %0Z'6€ %0Z'6€ %0Z'6€ %02'6€ So[eS 40 150D 1aNd %
%95'86 %95'86 %95'86 %95'86 %95'86 %95'86 %95'86 %95'86 %95'86 %95'86 %95'86 8Wooul J3y1o 9794 %
G0'909 T9¥  G0'909 T9¥  GO'909 T9¥  G6' V9 0Sy  ET'VE0GTy  CE'0CY 6€  09'V9L ¥SE  Tv'8Y8CEE  09'V9L ¥SE  CE'02Y 6.€ S6'L¥9 0SY 1310 - S3[ES 40 1500
%26'0€ 9%26'0€ %26'0€ %26'0€ %26'0€ %26'0€ %26'0€ 9%26'0€ 9%26'0€ %26'0€ 9%26'0€ anuanal 8Besanad %
16'88L 06  L6'88L0SC  L6'88L0SC  8Y'GE8¥¥Z  T9'087 Gce  GL'LET90C  8ETPL 26T  6E'GE8 08T  8E€2YL 26T  SL'LET 90C 8'GE8 YT abelanag - sa|es 401500
%EL'62 %€L'62 %€L'62 %EL'62 %EL'62 %EL'62 %EL'62 %EL'62 %€L'62 %EL'6Z %EL'62 anusABI Pooy %
18'800 299  18'800¢99  T18'800¢99  VE'€6C Y9  90'8TC G6S  LLTYT v¥S  96'C8L80S  CO'TGE Ly  96'28L80S  LLTYT vvS vE'€6¢ 99 P004-59JesS J0 1500
%0v %0Y %Iy %1y %0v %6€ %6€ %8€ %6€ %6€ %92'0¥ S8nusAsy [B10 1 %
€2'V6T90SE  €ZY6TI0SE  E€I'WETI0SE  SK'0962Zy€  L9'0SYISTE  88'0V6T88C  88'W99¥69C  ¢€.6T82GC  88'Y99¥69C  88'0Y6 188 ¢ Sv'096 2% € sanusnsy g9 [e10 L
90'7 90'y 90'y 90’y 90'y 90'y 90't 90't 90'y 90'y 90'y ymoJb o
v.'/9€ 89y  ©L'/9E89y  v.'/9€89y  EU6VC /Sy  YIETTICy  vI'8L6¥8E  9CT96 6GE  vO'WCL LEE  9ZTI6 6SE  v1'8L6 ¥8E ET'6YC LSV awoou| Jay1o %4
€0'L €0'L €0'L €0'L €0'L €0'L €0'L €0'L €0'L €0'L €0'L 3s8n9 Jad anuansy pood
78'680 TT8 28680 TT8 28680 TT8 OE'GEBT6.  €1'85C6C. S6089999 62'8SEE€C9 9Z6Y8¥8S  62'8GEE€C9  S6'089 999 0€'GE8 T6L anuanay abesanag
0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 0€'6T 1599 Jad 8NUBAGY POOS
19'9€L 922 ¢ 19'9€L9¢z ¢ [9'9EL9¢2C T0'OL8€E€LTC 06'8.0200C 6LT8C0E8T CESYETTLT 202909 T CE'SYETTLT 6.T8Z0E8 T T0'9/8 €12 aNUIASY PooS
Juswitedaq 9794
%vE'08 %70'08 %L9'6L %SL'6L %v1'08 %99'08 %IT'T8 %.5'T8 %18 %EL'08 900'08 uBieN 1301d
88'6€6 90T ¥  60'067 T2OV L9'89Y LEGE GT'STY¥98E LO'VIZOVIE 29'C909Vy € TL'WLLSTEE 892S290Z€ TT'9ZECIEE BETOSTIVE 0L'€8€ €26 € 110 d Juawi.redaq swooy
052t 0§21 0521 052t 052t 0S°2T 0S'2T 0S'2T 0521 0§'2T 0S5'2T wooy paidnadQ Jad
¥2'02€ 18 vZ'0ZE T8G  ¥C'02E18G  ¥¢'0¢S L9S  ¥2'0/9¢2S  v2'0¢e8LLy  ve'0LL9Wy  vZ'OLT 6Ty  ¥2'0LLOYY  ¥2'028 Ly ¥2'02S 195 sasuadkg Jayio
T'6 T'6 T'6 1’6 11'6 11'6 1T'6 TT'6 T'6 T'6 1T'6 wooy paidnadQ sad
9S'/¥9 €2y  9SLV9ECY  9SLVIECy LGOS ETy  CE'GO608€  80'0CC 8YE  ¥B'TES GCE  ¥8'LLP SOE  ¥B'TES GCE  80'0CC 8YE 15065 €TV syjauag % sabem
%60'8S %0L'LS %TE'LS %IY'LS %98'LS %8Y'8S %T0'65 %LG'65 %G0'65 %95'8S %69'LS SanusAay [e10 1 %
89'206 TTTS 68'/G7 920G LV'OEV cv6 v 96'GcS P8 Y €9'68L6YSY ¥620T 2LC¥ 8L'9ET 880 SL'006 0E6 € 82'889 ¥60 ¥ TLTEY L8C ¥ TS'V6Y 706 ¥ sanuanay
Juswiedaq swooy
%0L'T %0L'T %0L'T %0L'T %0L'T %0L'T %0L'T %05'T %0Y'T %0€'T %02'T %06'0 (A1) uonieyu| pajoadx3
8Y'c 8y'e 8y'c 8y'c 8v'e 8v'e 8v'e 8v'e 8y'e 8y'c 8v'e wooy paidnodQ Jad siseno
G9€ GTT S9€ GTT G9€ STT 929 21T 92/ €0T GZ8 16 €99 88 98T €8 €99 88 GZ8 76 929 21T $1$9N9 oN
26'60T 80'80T 82'90T €1'90T 18'80T 9/'T1T 8EVIT LT 9GVTT IT21T 20'80T v
19'26 90'T6 ¥5'68 8.'/8 or'es 6€'LL 90'L TCTL 8TYL 19'/L 58'88 dvdAsy
€52 314 €5¢ v L2e 802 6T 281 6T 802 VA4 AKeq /swooy paldnadQ 40 JagWnN
%6278 %S2'78 %G2'78 %6228 %SL'SL %SZ'69 %SL79 %S.'09 %SL'79 %G2'69 %ST'T8 ajel Aouednaao
78T 78T 78T 8T 8T 8T 81 81 78T 78T v8T sAe@ 4o JaquinN
00€ 00€ 00€ 00€ 00€ 00€ 00€ 00€ 00€ 00€ 00€ Aeq /swooy 40 JaqWNN
0€0C 6202 820¢C 1202 920¢ Se0e ¥20C €20C (4404 T20C 020C 6T0¢C
0T Jes A [RLEIN g JBaA 1 Jea A 9 JBaA G JBAA ¥ JeaA € Jea A FALEYN T JBAA 0JBaA |enoy

suonaafoad buipes |

SHNS3Y [ed1101SIH

39
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Hotel Investment Opportun

Pestana Expansion Plan

Appendix 26 (continued)
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Pestana Expansion Plan: Hotel Investment Opportunities

Appendix 27: The computed NPV, IRR, Payback period and PI for the London investment at

a 6% discount rate.

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Net Cash Flow -38662444,31 548279187 5347089,95 508890513 509130318 5199724,06 532580311 5454619,10 5602596,38 562570046 577983009
Discount Rate 6%
Discounted Cash Flow -38662444,31 517244516 475889102 427274288 403278898 388553630 375448104 362763324 351513828 332984346 3227 426,93
NPV (£) 914 482,98
IRR 6,49%
Payback Period (years) 9,72
Terminal Value 147 385 667,28
Discounted Terminal Value 82299 386,80
NPV with TV (£) 83 213 869,79
Appendix 28: The computed NPV, IRR, Payback period and Pl for the Porto Santo
investment at an 8% discount rate.
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Net Cash Flow -42 000 000,00 3805168,51 3598 177,54 3235659,23 3363469,21 3532833,80 3782483,01 406929892 4195620,66 4318894,18 4453792,32
Discount Rate 8%
Discounted Cash Flow -51000000,00 317404363 277599698 229668059 220594158 2145580,76 212660187 212313437 203487909 195184406 187637034
NPV (€) -28 288 926,73
IRR -6,31%
Payback Period (years) -
Terminal Value 75494 843,81
Discounted Terminal Value 34968 720,04
NPV with TV (€) 6679 793,30

Appendix 29: Exchange rate (€/ £) projections based on three different scenarios.

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 Terminal Value

Net Cash Flow (£) -38662444,31 5482791,87 5347089,95 508890513 5091303,18 519972406 532580311 5454619,10 5602596,38 5625700,46 5779 830,09 147 385 667,28

(€/£) 1,150 1,166 1,163 1,159 1,153 1,153 1,153 1,153 1,153 1,153 1,153 1,153

Consensus Economics |Net Cash Flow (€) -44 447 814,09 639296145 621880742 5895730,77 5870664,20 599568182 6141060,67 628959541 6460224,60 648686538 6664 588,70 169 947 011,74
NPV (€) 96 222 536,80

(€/£) 1176 1,176 1,176 1176 1,176 1176 1,176 1176 1,176 1176 1,176 1,176

Current Exchange Rate|Net Cash Flow (€) -45467 034,51 644776324 6288177,78 598455243 598737254 611487549 626314446 6414632,07 6588653,35 6615823,74 6797 080,19 173 325 544,73
NPV (€) 97 859 510,87

(€/£) 1,099 1,009 1,009 1,099 1,009 1,099 1,009 1,099 1,009 1,099 1,009 1,099

Trading Economics |Net Cash Flow (€) -42 486 202,54 5684 005,67 5229550,57 4695321,84 443163625 4269820,11 412580334 3986410,15 386278932 3659168,64 3546623,00161 962 271,74
NPV (€) 91 443 812,95

Appendix 30: Summary on the resultant outputs from each scenario for the London

investment.
Scenario 1 Scenario 2 Scenario 3 Predicted Scenario
Brexit Solution Stay in EU Leave the EU with a deal Leave the EU without a deal 15% - 80% - 5%
NPV (£) 85 659 238 82 989 293 79580 972 83213870
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Pestana Expansion Plan: Hotel Investment Opportunities

Appendix 31: Summary on the resultant outputs from each scenario for the Porto Santo

investment.
Scenario 1 Scenario 2 Scenario 3 Scenario 4 Predicted Scenario
Projections Optimistic 2008 Economic Crisis Projection 1 Projection 2 0%- 0% - 50% - 50%
NPV (€) 45 055 897 17 634 544 7249912 6 077 966 6 679 793
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