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Question 1  
 
Required: 
 
Compare and contrast the financial profiles of the group’s two main 
businesses, considering the relationships between revenues, profits, 
assets, liabilities, depreciation and capex. Quantify your answer setting out 
the implications for the company’s growth objectives. 
 (12 marks) 
 
 
 
Question 2   
 
Required: 
 
Critically evaluate the factors that will determine whether growth in total 
revenues, through to 2020, will return to the 12% to 14% per annum 
achieved in 2013-2016.  Make an estimate of the likely revenue growth rate 
for 2018-2020, explaining your reasons. 
 (12 marks) 
 
 
 
Question 3  
 
Required: 
 
Q3.a Looking ahead over the next five years, select the four key 

treasury/finance areas on which Group Treasury needs to focus 
attention.  Justify your choice of areas and prioritise 1-4, with #1 
being most important. 

  (8 marks) 
 
Q3.b Discuss the commercial and financial arguments for and against 

separating the two businesses by selling off one of them. 
  (6 marks) 
 
  (Total 14 marks) 
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Question 4 
  
Assume that the following illustration is appropriate for capitalising Hospitality 
First’s operating leases, based on Moody’s current guidelines. 
 

Operating Lease Capitalisation -Medium-term Lease Illustration

interest rate 5.0%

average term 10

annual payments 100.00

NPV £772.17

Value/annual payment 7.72

Average Interest proportion 29.3%

Average deprecn. proportion 70.7%  
 
Required: 
 
Q4.a   Calculate appropriate credit metrics for the company as at 2017, after 

adjusting for the impact of capitalising its operating leases and 
including the pension deficit.   

  (6 marks)  
 
Q4.b Discuss the key business risk drivers of the company’s credit 

status.  Estimate and justify a credit rating for the company, based 
on both the business and financial risks. 

  (7 marks)  
 
  (Total 13 marks) 
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Question 5  
 
Required: 
 
Evaluate the company’s freehold and leasehold property options and its 
sale-and-leaseback strategy in the context of the company’s business and 
financial strategies. 
 (13 marks) 
 
 
 
 
 
Question 6  
 
Required: 
 
Propose target growth rates for the German and the Chinese markets to 
2022.  Explain your rationale for these rates and how this growth might 
best be funded. 
 (12 marks) 
 
 
 
 
Question 7  
 
Currently the company’s asset base and revenues are almost all in the UK but 
the aspiration is to develop significantly the presences already established in 
Germany and China. 
 
Required: 
 
Q7.a Explain the currency risks which this development raises. 
  (6 marks)  
 
Q7.b Propose a policy for managing these risks.  You are required to 

justify the policy you have proposed. 
  (6 marks) 
 
  (Total 12 marks) 
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Question 8  
 
The company’s future long-term strategy, which is ambitious, has highlighted the 
need to “build now the capability and infrastructure to support future growth.”  A 
core element of the strategy is to grow internationally from a minimal base. 
 
Required: 
 
Q8.a Analyse the implications for the future management of treasury.  To 

illustrate your answer, use the Treasury Organisation Matrix 
provided. 

 
 Create a profile for the current treasury by putting an ‘x’ in the cell 

in the top left corner of the appropriate box on the Treasury 
Organisation Matrix.  By putting an ‘x’ in the cell in the bottom right 
corner of the appropriate box, create a second profile for the 
treasury you would wish to see in place if your expectations about 
the future development of the business and of the treasury  
function is realised.  Justify the shift – or absence of shift – which 
you propose for each of the four dimensions of the profile. 

                                                                                                                (8 marks) 
 
Q8.b Explain two of the problems which might be encountered when 

implementing your proposals for developing the treasury function.  
You are required to state briefly how these two problems might be 
mitigated. 

                                                                                                                 (4 marks) 
 
   (Total 12 marks) 
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Treasury Organisation Profile

Advisory

Decentralised

Cost Centre

Elementary

Agency

Centralised

Cost-Saving 

Centre

In-House Bank

Dynamic Balance

Profit Centre

Advanced

ROLE

AUTHORITIES

RESPONSE 

TO RISK

ORGANISATION

Intermediate

AUTHORITIES Decentralised Centralised Dynamic Balance

x

x

Existing

Future

This pro-forma will be available as a handout to students 
 

 

  

 

 Example: If you think treasury is currently decentralised, but should move 

to centralised in the future, mark the grid as shown. 
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1.0 INTRODUCTION 
  
1.1 Group Overview 
 
Hospitality First plc is a hotel, restaurant and coffee shop business with 50,000 
employees. 
 

Summary Financials 2016 
GBPm 

2017 
GBPm 

Revenues 
EBIT 
PAT 
Gross debt 
Net debt 
Shareholders’ funds 
Average market cap. 

2,922 
528 
387 
967 
910 
2,405 
8,178 

3,106 
553 
416 
953 
890 
2,525 
7,001 

 
The company is mainly UK-based, and aspires to grow the business 
internationally.  In the UK, Hospitality Inn is the leading midscale and economy 
brand with over 762 hotels and 68,000 bedrooms.  Half of these hotels share a 
site with Eatwell or Mealtime, components of the company’s restaurant chain, 
accounting for 394 of its 417 UK sites.  Coffee House is the UK’s largest coffee 
shop chain, with 2,200 shops in the UK as well as 1,300 stores in 29 international 
markets and over 6,800 Express self-service units, e.g. in petrol filling outlets; 
Coffee House has a multichannel strategy, embracing equity-owned stores, 
franchise stores and joint ventures. 
 
The company already has operations in a variety of overseas markets and is 
currently focussing on Germany and China. 
 
Of total revenues of GBP 3,106m, UK delivers GBP 2,985m and non-UK GBP 
121m.   
Non-current assets of GBP 4,308m are split UK GBP 4,123m and non-UK GBP 
185m. 
 
Strategic priorities are: 
 

1. Grow and innovate the core UK businesses 
 

2. Focus on strengths to grow internationally 
 

3. Build capability and infrastructure to support long-term growth. 
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2.0 BUSINESS PROFILE & ANALYSIS (Source: Annual Report) 

 
2.1 Group Strategy 

 

Strategy 
 

Our strategy for long-term growth 

Both of our core brands, Hospitality Inn and 
Coffee House, have a structural growth 
opportunity.   Our brands   are   market-
leading, our customers are loyal, and our 
financial approach is disciplined and 
prudent. 

 
Our strategy builds on the Company’s core strengths and its proven brands and 
business models. It also adds a number of new elements to enhance our capability. 
These come in the form of increased pace and agility, a focus on innovation, 
technology and efficiency and a clear strategy for our property portfolio. 
 

• We will continue to invest, to capture the growth opportunities available in both 
coffee and budget branded hotels. 
 

• We will improve and innovate our customer offers to retain our market-leading 
brand positions. 
 

• We will focus on our strengths to grow internationally and across the whole 
business. 
 

• We will create an efficient and productive infrastructure, building capability to 
support our long-term growth. 
 
Our leasehold and freehold property portfolio provides the core long-term 
infrastructure and competitively advantaged access to the best sites and provides 
operational and cost advantages for our business. We will continue to proactively 
manage this key asset to ensure we have the best locations and to capture freehold 
development profit. 
 
We take a long-term view of our business. Hospitality First plc has a 275-year 
history and, with that, comes a responsibility to protect the long-term interests of all 
our stakeholders: our shareholders, our employees and pensioners and our 
customers. We will continue to focus on growing earnings and dividends, whilst 
maintaining a good return on capital. 
 
On 29 November 2016 we held a Capital Market Day, in which we reported the 
following highlights: 
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• for Hospitality Inn, we have clear line of sight to our 2020 milestone of 85,000 UK 
rooms and have identified an extended growth runway beyond 100,000 UK 
rooms; 

 
 
• for Coffee House, we again have clear line of sight to our 2020 milestone of £2.5 

billion of system sales and have identified an extended runway in the UK to at 
least 3,000 UK stores; 

 
• we continue to see great potential in our international business. Germany has 

strong market fundamentals and is a fabulous fit for the Hospitality Inn brand. 
We see a tremendous long-term opportunity for Coffee House China and, at 
Coffee House Express, we are constantly challenging ourselves to accelerate 
and double-up; 

 
• to help us offset cost headwinds, from factors such as increases in business 

rates and the National Living Wage as well as FX-related price inflation, we have 
established a Group-wide efficiency programme and are targeting £150 million 
of gross savings over five years; and 

 
• we operate a unique property model which is balanced and creates unique 

competitive advantage. Our property strategy directly supports our structural 
growth ambitions and we have recently valued our freehold property portfolio in 
the range of £4.2 billion to £5.1 billion. 

 
As a result of our strong fundamentals, we have the flexibility to continue to make 
progress despite evolving political and economic uncertainties. We have done 
extensive scenario modelling, are confident in our baseline plan and in our ability to 
make decisions with pace and agility if and when required. 
 

Financially we are in a strong position, with strong cash generation, a secure 
balance sheet and a pattern of reinvestment in organic growth, at good returns. 
 
On the following pages you will see more detail of our structural growth opportunity, 
together with further information on the three strategic priorities introduced this time 
last year: 

1 Grow and innovate in our core UK businesses 

2 Focus on our strengths to grow internationally 

3 Build the capability and platform to support future growth 
 

Structural growth opportunity 
 
Hospitality Inn today has 762 UK sites and a 9.5% share of the total UK hotel market. 
Hospitality Inn has opened around 4,000 UK rooms per year for the past four years. 
Meanwhile Coffee House has 3,532 stores and 6,801 Coffee House Express 
machines globally. 
 
At Hospitality Inn, our growth continues to be at high returns, and can be described 
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as structural for three reasons: 
 
• the significant ‘independent’ hotel segment is in structural decline. Running a 

hotel is becoming more complex and costly. Proprietors must manage to ever 
higher customer standards and increasingly must also be digital entrepreneurs, 
competing with online travel agents and disrupters as well as traditional local 
competition; 

• the budget branded sector is capturing the growth, reflecting customers’ 
increasing desire for quality and value for money and the structural shift to value 
brands looks set to continue; and  

 
• Hospitality Inn is the UK’s Number 1 hotel company. The business model is 

clearly advantaged and well-placed to capture the shift to value brands as 
location and value for money are customers’ top choice. We have the largest 
network, the most compelling value for money proposition and loyal guests who 
give us the highest customer ratings. Our distribution model is direct, and our 
operating DNA delivers consistent quality. We also have a joint site and 
property strategy that gives us a unique competitive advantage, to be able to 
access the best sites at good value. 

 
Meanwhile, we are tremendously fortunate to operate in the coffee industry. There 
aren’t many consumer product categories that can point to a global consumer 
lifestyle tailwind, habitual purchase behaviour and a 6% global growth forecast. 
Coffee has recently overtaken tea as the UK’s beverage of choice and international 
comparisons show a lot more headroom for growth. 
 
The strength of the category has attracted a plethora of brands, independents 
and  
non-specialists to the sector. Our UK business is stepping forward to meet this 
challenge head on. We start from a position of great strength, as customers’ 
choice is still dominated by convenience and coffee quality, where we are a clear 
winner in the UK. We are by far the UK’s Number 1 coffee chain, with the strongest 
network and the best brand perception in the market. 
 

S
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1 Grow and innovate in our core UK businesses 

 
We are confident in our 2020 milestones, but we also have considerable growth 
potential beyond 2020 and our advantaged business models leave us best able to 
capture this market opportunity. 
 
However, we have decided not to create further milestones from these 
opportunities. How and when we take our opportunities will be a matter for us, 
based on sustaining good returns, delivering earnings growth and managing the 
business with flexibility and agility. 
 
Our Hospitality Inn network is formidable.  We have 40% more sites than our 
nearest competitor and our consistency of customer satisfaction is a core strength. 
Our market-leading occupancy and direct distribution translate to good profit 
generation and a strong return on capital. We achieve over 13% returns across the 
Hospitality Inn & Eatwell/Mealtime portfolio, which is substantially above our cost 
of capital. 
 
Our ability to deliver growth is proven. We open around 4,000 UK rooms per year, 
which roughly translates to three new hotels every month. Our network plan is 
based on quantitative analysis, and has been subject to continuous scrutiny and 
refinement, taking account of the long-term UK growth in GDP and the effect we 
think disrupters will have on the market. We remain on track for our 2020 
milestone and have identified a growth runway beyond 100,000 UK rooms. 
 
During the year we conducted an extensive strategic review of Coffee House UK, 
and there remains considerable headroom for growth. 
 

Strategic 

Priority 
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Coffee House is a proposition for the whole of the country. We operate in all types 
of location from high streets to retail parks and Drive Thrus, and through both 
equity and franchised models. 
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Across this diverse estate, Coffee House is the clear Number 1 preferred coffee 
shop, reflecting our exceptional coffee, our loved brand, our formidable network, 
and our Winning Teams. 
 
Coffee in the UK is a hive of innovation. Branded coffee shops, new independents,  
non-specialists and product innovators all want to participate in the category 
growth, but we plan to maintain our position of leadership. 
 
Our plans are to enhance the UK offer, through improvement of the customer 
proposition, including building on our coffee credentials and delivering ‘finer food’, 
and smarter thinking about how we segment and optimise the estate. Delivering 
this programme will provide us with long-term, sustainable like for like growth. 

The structural growth of coffee is expanding the scope of operations for coffee 
shops. In addition to traditional high street and retail locations, we see extensive 
opportunity for Drive Thru coffee and believe we can access more of the best 
transport locations and retail parks. Our network plan shows opportunity for at 
least 3,000 stores in the UK compared to just over 2,200 today. 
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2 Focus on our strengths to grow internationally 
 

Germany is a structurally attractive market for Hospitality Inn. 
 
The German customer appreciates a high quality sleep experience at a great price 
and, crucially, can pay an economic rate to enjoy it. The market is in steady growth, 
currently dominated by independents and with the largest brands at a fraction of our 
UK scale. 
 
Our first hotel in Frankfurt is enjoying excellent customer feedback. Being one of 
the top Frankfurt hotels on TripAdvisor is a great endorsement of our potential and 
we are maturing the hotel without using online travel agents. 
 
We have secured five additional sites in outstanding locations in key cities to roll 
out on this template. Over the long-term, we believe that Hospitality Inn can 
replicate its UK success in Germany, and create long-term shareholder value 
growth. 
 
In order to focus on Germany and the Middle East we took the decision to withdraw 
Hospitality Inn from India and South East Asia and our exit plans are progressing 
well. 
 
For Coffee House, China is a large market with a growing consumer middle class and 
coffee culture and has the potential to provide a significant future growth engine. We 
believe that our current operations represent a platform to unlock the potential in 
China and to establish a Number 2 position in the market. We recognise that we 
have more work to do to get the proposition right in China and to re-invigorate the 
brand. However, we are given confidence by the fact that, outside a tail of 
underperforming stores, site performance is credible. We have learned valuable 
lessons from our experience to date and we have now developed a clear plan to 
succeed in the market. 
 
Coffee House has a growing international footprint and we intend to make it work 
harder for us. We will focus on the markets with the highest potential, with a lean 
regional infrastructure to support local market growth. We will leverage our capital 
light franchise model and skill in successful partner selection to replicate and build 
on our success. 
 
As part of this focus, we have taken the decision to withdraw from our equity 
business in France and to focus on a franchise model. 
 
Coffee House Express represents a significant international growth opportunity. 
 
Coffee House bought Coffee Nation in 2011 and, since then, performance has 
exceeded our expectations. Coffee House Express is a technologically 
advantaged business, both at the front-end in the coffee, and at the back-end 
through its infrastructure. It succeeds in the UK, and is starting to succeed 

Strategic 

Priority 
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overseas too. We are excited by the prospects of Coffee House Express 
internationally and constantly looking to accelerate our growth and double-up. 
 
 

 
 
 
 
3 Build the capability and platform to support future 

growth 
 
Outlined in the previous pages is a multi-faceted growth plan, with multiple brands 
operating in multiple territories and ambitious plans to develop our key  propositions. 
 
It is essential that we build the capability to support our long-term growth. 
 
We have identified four themes under this heading: 
 
 

 

 

Strategic 

Priority 
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Property 
 
The rationale for property ownership is balanced and interconnected, so to 
understand one element you need the bigger picture. This is captured in the 
virtuous circle on this page and described below. 
 

• Our property strategy is centred on a balanced portfolio with Coffee House as 
an asset-light leasehold model and Hospitality Inn a majority freehold estate. We are 
focused on achieving good returns under all models. This provides us with a strong 
covenant. 
 

• Our strong covenant gives us preferential access to freehold and leasehold 
sites, at lower cost and at lower rents than would be available to competitors. We are 
agile in local markets and can manage planning risks with confidence. We are the 
preferred partner for many vendors, developers and landlords. 
 

• Our balanced portfolio creates strong operating cash flows and protection in the 
downturn via lower fixed costs. Our cash flows fund our growth, and our portfolio 
also provides an alternative funding source that adds flexibility. Our covenant, 
underpinned by freehold, lowers our borrowing costs. 
 

• Finally, we continuously achieve freehold value creation through development 
profits, extensions and other asset opportunities. Maintaining this majority freehold 
base continually supports our covenant, which is the critical element to ensure our 
access to the best sites – both freehold and leasehold. 
 
We have reviewed our portfolio, and estimate our freehold interests to be worth £4.2 
billion to £5.1 billion. 
 
Valuations are dependent on a number of factors, including the location type, 
trading outlook, rent cover and lease terms. This value has been based on 
a rent cover of 2.25x which we believe to be a suitable ratio in a cyclical sector to 
maintain our market-leading strengths through the cycle. We have also used an initial 
net yield of 4.5% to 5.5% based on individual sale and leaseback transactions. 
 
To reach these assumptions, we worked with a large property consultancy who 
conducted a desktop valuation, sampling 37% of sites and extrapolating across the 
estate. Sites were assessed individually based on available local benchmarks for 
rental values and their trading performance. 
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The yields quoted are strong and represent a robust business with a good 
trading outlook. Importantly, these yields reflect our covenant strength, so that 
moving away from a majority freehold estate would weaken our covenant, which 
would push up both our rental yields and costs of capital substantially. This in turn 
would reduce the value of the property. 

The good yield assumes we optimise the rate of supply of Hospitality Inn 
freeholds placed into the market. 

The greater the supply into the market at a given time, the higher the yield and the 
lower the value we would be able to achieve. 
 
£4.2bn to £5.1bn 
We estimate our freehold interests to be worth £4.2 billion to £5.1 billion. 
 
We have already shown tremendous value creation through hotel extensions, and 
aim to broaden this through more active management of our property portfolio. 
We will pursue small scale sale and leaseback transactions to reinvest capital and 
demonstrate our covenant to prospective landlords, but Hospitality Inn’s objective is 
to remain a majority freehold business. 
 
Currently 64% of our Hospitality Inn estate is freehold, but this will reduce to around 
60% as the pipeline is built out. Retaining a majority freehold estate is important to 
maintain Hospitality Inn’s structural growth story. 
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2.2 Operations 
 

Profitable Growth 
 

Our approach 

• We invest in high returning, profitable sites 
• We innovate with new formats to provide further growth opportunities 
• We are growing in selected international markets 
• Our Hospitality Inn & Eatwell/Mealtime joint site model provides efficiency and 

creates incremental returns 
• Coffee House uses a number of ownership models, including equity stores, 

franchise and joint venture 
 
Hospitality Inn and Eatwell/Mealtime 
 
£468.0m                                           9.0% 
Underlying operating profit   Hospitality Inn grew total sales 
was up 7.4% to £468.0 million  by 9.0% and like for like sales by 2.3% 
 
7.2%       80.2% 
Number of rooms available   Total occupancy remained high as we 
increased by 7.2%, with 3,816 new finished the year at 80.2% 
UK rooms opened in the year 
 
8 
Eatwell/Mealtime grew total sales 
by 1.2% and opened eight net 
new sites 
 
Coffee House 
 
£158m                                            255 
Underlying operating profit   net new stores worldwide 
was up 5.3% to £158.0 million   
 
10.7%      1,585 
Total sales growth of 10.7%  net new Coffee House machines 
       installed (248 internationally) 
 
2.0% 
UK like for like sales growth 
of 2.0% 
 

 

 

During 2016/17 Hospitality Inn and Coffee House delivered organic expansion 
combined with like for like sales growth resulting in a Group total sales increase of 8.2% 
to £3.1 billion. Group underlying profit before tax which rose by 6.2% to £565.2 million 
and profit for the year increased 7.4% to £415.9 million. 
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Hospitality First plc is highly cash generative with cash generated from operations of 
£860.1 million which supports our dividend and capital investment programme.  
Our total cash capital investment for 2016/17 was £609.8 million as we maintained 
our market leading position through re-investment in our estate and by delivering 
organic growth.  Our continual focus on returns and disciplined financial 
management enabled us to deliver a good return on capital of 15.2% (2015/16: 
15.3%). 
 
Operational review and progress on strategic priorities 
 
In April 2016, we outlined our three strategic priorities to deliver long-term 
sustainable growth and shareholder value. Since then, we have made positive 
progress across all three areas. 
 
1. Grow and innovate in our core UK businesses; 
2. Focus on our strengths to grow internationally; and 
3. Build capability and infrastructure to support long-term growth. 
 
Details on our progress are provided on the following pages. 
 
 



 

                                                           24                                           MCT Case Study Exam  
 

1 Grow and innovate in our core UK businesses 
 
The UK is our largest market and we will continue to invest in our people, our 
brands and our systems to capture the significant growth opportunities available in 
both coffee and branded budget hotels. 
 
In the UK hotel market, the independent sector which accounts for c.50% of the 
market is in decline, while the budget branded sector is benefitting from continued 
growth, reflecting customers’ desire for quality and value for money. The coffee 
sector has a high growth forecast benefitting from a global consumer lifestyle 
trend, demand for quality coffee and habitual purchase behaviours. 
 
Hospitality Inn UK 
 
As the UK’s number one hotel company our business model is clearly well placed to 
capture the shift to value brands with our compelling proposition, loyal guests, direct 
distribution model and focus on operational excellence. Our network strength 
gives customers the greatest choice of locations and we offer the best value for 
money which results in our high occupancy across the estate, and 94% of our 
guest bookings direct with Hospitality Inn. Our market leading occupancy and 
direct distribution means our growth continues to be at high returns with our 
committed UK pipeline expected to achieve similar returns to the c.13% achieved 
today. 
 
Network strength 
 
Hospitality Inn is the leading hotel brand in the UK with 68,081 UK hotel rooms and 
some 9,000 rooms opened during the last two years. Our committed hotel room 
pipeline is strong and stands at c.14,500 rooms, and we are well on track to 
achieve our 2020 milestone of c.85,000 UK rooms, with line of sight to 100,000 
rooms. 
 
In 2016/17, we opened 25 net new hotels taking our total number of hotels in the UK 
to 762, over 200 more than our nearest competitor. During this period Hospitality 
Inn UK has grown total sales by 8.9% and total rooms available by 9.3%, whilst 
retaining high occupancy. Our unrivalled network coverage means we bring our 
customers closer to their destination, a key consideration for both leisure and 
business guests. 
 
Quality and value for money 
 
We focus on delivering a consistent, quality product across our network through 
our systematic refurbishment programme and, by the end of the year, over 80% of 
our estate were our most recent designs c.14% more than two years ago. We 
prioritise high occupancy and value for money to build long-term customer loyalty 
and this approach has resulted in Hospitality Inn growing its occupancy to 80.2% 
and enabled us to achieve consistently high scores for both quality and value from 
YouGov. 
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Automated Trading Engine 
 
In June this year we launched our new Automatic Trading Engine (ATE) to build 
on our value for money credentials, as well as optimising our rate, occupancy and 
new hotel maturity going forward. 
 
We are very much in the 12-18 month ‘test and learn’ phase. However, we expect 
ATE to drive our total sales growth as we focus on further occupancy growth, 
optimising rate to match the demand and accelerating the maturity of our new 
rooms. 
 
Direct distribution 
 
Our focus on providing our guests with the best digital booking platform has been 
vital to our success. We have grown our direct digital distribution from 77% in 2013/14 
to 88% in 2016/17, driving incremental revenue and reducing our reliance on third 
party distribution. Not only does direct distribution provide our lowest cost booking 
channel, it also enables a direct relationship with our customers, helping to build 
loyalty over time. Our total direct distribution now stands at a record 94%. 
 
The London Opportunity 
 
Our share of the London hotel market remains relatively low at c.8% providing a 
substantial growth opportunity.  Over the last three years we have increased our 
rooms available by 49.4%, compared with 12.5% for the Midscale and Economy 
market, and grown accommodation sales by 43.7% compared with 21.4% 
respectively as we continue to win market share. Our London sites mature rapidly 
with new hotels reaching occupancy of c.80% in their first year whilst at the same 
time maintaining the total London estate’s occupancy at over 85%. 
 
Our compact city centre hotel concept ‘hub by Hospitality Inn’ has been a great 
success giving us access to profitable city centre locations with high property 
costs, delivering a good return on capital, whilst offering customers great value, 
high quality rooms in great locations. 
 
89% of guests rate hub an “excellent” or “very good” experience. 
 
We now have four hub hotels open in London and one in Edinburgh, with a 
committed pipeline of 11 hotels over the next three years. Customer feedback on 
the proposition has been excellent, with 4.5/5 TripAdvisor score across all sites 
and 89% of guests rating hub an “excellent” or “very good” experience. 
Furthermore, occupancy has been c.85% for our hub sites in London, which are 
expected to deliver returns in line with our existing Hospitality Inn estate at maturity. 
 

S
trateg

ic
 rep

o
rt 



 

                                                           26                                           MCT Case Study Exam  
 

UK Regions 
 
Over the last three years we have increased our rooms available by 22.0% and 
grown accommodation sales by 38.3%, compared with growth in the Midscale 
and Economy sector of 6.7% and 30.5% respectively, as we continue to win market 
share. 
 
Our new hotels continue to perform well, maturing fast and becoming profitable 
with occupancy of c.75% in the first year, reaching full maturity in 3-4 years. We 
continued to achieve high occupancy in the total regional estate of c.80%. 
 
Further growth with good returns 
 
Our UK committed pipeline has grown to 14,500 rooms, of which c.5,900 are in 
London and c.8,600 are in the regions. Moreover, our extension programme has 
been driving incremental like for like sales growth and good returns and constitutes 
c.20% of our committed pipeline outside of London. 
 
Food and beverage offering for Hospitality Inn customers 
 
Our joint site Eatwell/Mealtime continue to play an important role in serving 
Hospitality Inn guests and delivering higher RevPAR and returns. Eatwell/Mealtime 
grew total sales by 1.2%, with a marginal reduction in like for like sales of 0.3%, 
albeit we continued to perform ahead of our competitor set. We continue to focus 
on our guests and our teams, with high customer satisfaction scores and a 
significant reduction in team turnover, achieved with the help of investment 
initiatives such as our new labour scheduling tool. 
 
We continue to make good progress in rejuvenating our restaurant brands, 
converting a further 53 Eatwell/Mealtime to our modern ‘Red Cow’ Steakhouse 
concept and are on track to complete the remaining conversions in the first half of 
2017/18.  Our new contemporary city centre restaurant format, Pub + Platter, is 
trading well and receiving very high customer satisfaction scores. We now have 
one open in London, one in Birmingham and one in Fareham, with five planned to 
open during 2017/18. 
 
Coffee House 
 
In Coffee House we offer the largest network of coffee shops in the UK and, with 
our strong brand, we are in a great position to capitalise on future market growth 
opportunities, growing from 2,218 stores today to over 3,000 stores in the medium-
term. 
 
Coffee House has been named as the UK’s favourite coffee shop chain for the 
seventh year in a row, underpinned by our relentless focus on quality coffee and on 
achieving high customer satisfaction scores. 
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UK Retail 
 
Coffee House UK Retail continues its track record of delivery, with UK retail system 
sales growing by 10.5%, 169 net new stores and like for like sales in UK equity 
stores increasing by 2.0%. 
 
Investing to drive like for like growth  
 
The market and competitive landscape continue to evolve with more food-led 
operators now offering coffee and, while convenience and coffee quality remain 
the top decision criteria, customers are becoming more demanding in the way 
their priorities are met. 
 
At Coffee House we are focused on meeting this challenge and serving the best 
quality coffee and fresher food via more tailored store designs, with a 
complementary digital experience. During the year we invested in new ovens and 
microwaves across the estate, which will facilitate the roll-out of new hot food 
ranges during 2017/18, starting with the launch of our new better breakfast 
offering during the first half. We also recently extended our coffee range and will 
build on this innovation with the launch of cold brew and new single origin blends 
during this year. 
 
Investing in the brand and digital capability 
 
We continue to invest in our digital capability and our new till system will be 
installed during 2017/18, enabling faster service and new functionality to provide the 
platform for further Pay & Collect trials towards the end of this year and a wider roll-
out thereafter. 
 
To increase our engagement with our c.5.2 million active Coffee House Coffee 
Club members we are enhancing our app to enable a better customer experience 
and more targeted offers, as well as gaining a much richer source of customer data, 
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habits and insight. The new-look app will be released in the first half of 2017/18. 
 
 
Pipeline weighted towards high performing channels 
 
Future growth will also be underpinned through diversification of our channels and 
formats as we recognise that customer requirements differ by location. For 
example, our Presto format is optimised to sell our hand- crafted coffee quickly in 
high footfall locations, such as travel hubs at peak times, taking advantage of the 
volume opportunity presented. Drive Thrus are also delivering very high sales 
volumes and returns and, together with travel channels, are our fastest growing 
category and will become a greater proportion of our estate going forward. 
 
3,000       
We now see a future growth potential of over 3,000 UK stores   
 
High sales volumes 
Drive Thrus are delivering very high sales volumes and returns. 
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2 Focus on our strengths grow internationally 
 
Hospitality Inn Germany 
 
Our first German hotel opened in Frankfurt in February 2016 and the feedback 
has been excellent, with the hotel constantly ranked between first and third on 
TripAdvisor out of c.270 hotels in Frankfurt. We have a committed pipeline of five 
more hotels and will have opened six to eight by 2020 with a capital commitment of 
£60-100 million per annum over the next few years. The aim is to accelerate our roll-
out and we continue to look for further opportunities to grow more quickly. 
 
Hospitality Inn International 
 
Our six hotels in the Middle East continue to perform well in a challenging market 
and we will maintain our profitable joint venture here with two further hotels in the 
pipeline. Our withdrawal from India and South-East Asia is on plan with a view to 
exiting the market over the next twelve months. 
 
Coffee House EMEI 
 
Internationally we continue to build on our strengths and look to broaden our 
footprint in quality markets that have the opportunity for scale. In Poland we have 
131 stores, achieving strong single digit like for like sales growth, driven using 
successful initiatives including fresher food, innovative drink ranges and new store 
formats. We reached profitability in 2016/17 and see potential to significantly 
increase the number of stores in this market. We also have 259 Coffee House 
Express machines in Poland, which are performing well. 
 
We continue to see strong growth in our profitable franchise business with a total of 
731 stores across 23 countries. Our franchise business has grown rapidly over a 
number of years through our successful business model of great partnerships, 
efficient logistics and 
a focus on localisation and customer demographics. Going forward we will select 
target markets with the highest potential for us to grow profitably and win market 
share. 
 
In France we have decided to pursue a franchise only strategy resulting in the recent 
closure of our five equity stores. 
 
Coffee House Asia 
 
China is a large market with a burgeoning middle class and the propensity to drink 
coffee is on the rise. This presents an exciting opportunity for Coffee House to 
become the clear number two in the market. We have built a solid foundation from 
which to grow, but will take a more strategic approach as we narrow our focus 
across ten top tier cities to build scale and a brand presence. We will also exit or 
turnaround poor performing stores to improve the overall profitability of our estate. 
We will enhance our brand awareness through digital media, build our coffee 
credentials and create the meeting place of choice for our target customer through 
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improved store formats. 
 
During the year we opened 63 gross new stores and exited 37 stores in China. In 
addition, we have introduced five new-look concept stores with an improved 
customer proposition and, although early days, results have been promising, and 
we aim to add additional new concept stores over the course of 2017/18.  The 
success of these stores so far gives us greater confidence in our ability to build 
scale successfully in this growing market and look for opportunities to accelerate 
our strategy. 
 
Coffee House Express 

 
Coffee House Express is an exciting global growth engine for Coffee House and 
we see potential to double the size of this part of the business. This year we 
installed 1,585 net new machines bringing our total to 6,801, including 740 
internationally. As well as renewing our key UK customer contract, we also 
embarked on our entry into a number of new markets with plans to roll out in 
2017/18. 
 
We are upgrading our machines with new management systems, which will 
enhance our scalability and allow us to monitor and control the machines and 
their content remotely. This will be important to the success of our international roll-
out. 
 
We are upgrading the customer screens to bring the best quality experience and 
benefit our partners by enabling options such as site-specific advertising. 
 

3 Build capability and infrastructure to support long-term growth 
 
During the year we continued to strengthen our capabilities to support long-term 
growth. In the senior executive team this included internal promotions to Managing 
Director of Hospitality Inn & Eatwell/Mealtime, and to Managing Director of Coffee 
House. 
 
The Managing Director of Property and Hospitality Inn International has been 
promoted to the Executive Committee reflecting the importance of this new role. 
We have created a new Group Transformation Director role to support our journey 
to become a more efficient company. 

With our focus on our winning teams we were also proud to be voted eighth in the 
Sunday Times ‘Best Big Companies to work for’. 
 
In November we announced c.£150 million of cost efficiencies over five years to 
help offset investment and cost pressures facing our sector, such as National Living 
Wage and business rates. Through this we will become a leaner and more agile 
business, sustaining good margins as we grow. 
 
During the year we have made good progress against these initiatives with the 
renegotiation and consolidation of key supplier contracts and the implementation 
of new labour management tools across Coffee House and Eatwell/Mealtime, to 
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facilitate better scheduling and communications with team members. We have also 
completed the in-sourcing of our digital teams and will shortly commence the roll-
out of new tills across Coffee House. 
 
As part of our plan to build a better infrastructure, in March we opened our new 
state of the art Roastery to drive innovation and efficiency, facilitating Coffee 
House’s global growth for the next 20 years. This £38 million investment will 
increase roasting capacity from 11,000 tonnes to 45,000 tonnes a year and use 
fully automated systems to achieve increased productivity and sustainability. 
 
6,801       
This year we installed 1,585 net new machines bringing our total to 6,801, 
including international.   
 
£38m 
invested in our state of the art Roastery to achieve a 25% increase in 
productivity. 
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3.0 COMPETITIVE ENVIRONMENT  
 
Sections 3.1 to 3.3 are based on a recent broker’s report on Hospitality First and 
its corresponding business sectors. 
 
3.1 Hospitality Inn - UK 
 
Hospitality Inn: cyclical pressures 
 
The UK hotel market 
 

Hospitality Inn’s room exposure is very much skewed towards the UK market 
and heavily to domestic guests with only around 15% of guests coming from 
abroad. Hospitality Inn has around a 50/50 split of business and leisure 
travel. 

 

 Chart 4: UK GDP growth  
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 Chart 5: UK Services PMI  
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Given this UK exposure, it is pertinent that demand drivers seem to be slowing 
with GDP growth forecast to decelerate again in 2017 and 2018 and PMIs* 
also taking a step down.  Hospitality Inn LfL’s have largely followed GDP, 
falling from a peak of c.5% in 2014 to a more modest c.2% in 2016. From a 
supply perspective, there are signs that the uncertainty surrounding the UK 
exit from the European Union is beginning to dampen developer confidence 
with the London hotel market pipeline falling to the lowest level seen in five 
years. Looking at the UK as a whole we can see supply remains in line with 
historical norms. 
 
* Purchasing Managers Index. 
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Chart 6: London hotel room pipeline  
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 Chart 7: UK hotel room pipeline  
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Hospitality Inn’s structural advantages 

 
While we see a softer outlook in general for the UK hotel sector, we believe 
Hospitality Inn’s structural advantages within the sector should allow it to win 
market share as the independent hotel market continues to face challenges. 

 
Chart 8: UK hotel market by segmentation  
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We believe the reasons Hospitality Inn will continue to win market share are 
threefold: 
 

• It offers consumers a compelling value proposition; 
• Cost pressures are squeezing subscale independents; and 
• Hospitality Inn’s strong market position allows it to navigate online 
challenges. 
 
Hospitality Inn’s compelling value proposition 
 
Location and value for money are cited as key differentiators for 
customers when considering staying in hotels. Hospitality Inn has the 
largest network with roughly 40% more rooms than its closest peers. This 
well-established network and scale allow it to offer a compelling value offer 
and to gain access to the most attractive new sites for growth. Reflecting 
these advantages, recent polls show that Hospitality Inn scores well on both 
quality and value. 
 
Hospitality First has several times been named Top Rated Hotel Chain, 
won the Travel Brand of the Year Award, featured heavily in TripAdvisor 
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Travellers’ Choice Awards, etc. 
 
We believe part of this success is Hospitality Inn’s refurbishment program 
with newer rooms exhibiting higher customer NPS (Net Promoter Score). 
 
Independents being squeezed 
 
Running a hotel is becoming more complex and costly.  Rising wages as part of the 
national living wage and increased government regulation on pensions, maternity leave, 
statutory sick pay and minimum holidays has undermined the economics of running 
independent hotels. 
While Hospitality Inn is still exposed to these challenges its scale, centralised HR 
functions and procurement capability allow it to better manage the increasing cost and 
complexity of running a hotel. 
 
Managing digital pressures 
 
Hospitality Inn has further managed to boost its market share through its 
strong standalone digital offering. While Online Travel Agencies (which could 
take a  
20-30% revenue share from independents) have grown aggressively over the 
last decade, Hospitality Inn’s strong brand has allowed it to avoid the margin 
dilution entailed by this trend. 
 
Hospitality Inn has managed to increase the share of direct digital sales that 
it has achieved over the last five years, from 3% to 10% and at a faster rate 
than its two nearest rivals. 
 
Outlook for the UK hotel market 
 
Airline order books mean hotel demand is more fixed than often assumed 
 

In our sector report Leisure taking flight we explain this thesis in more depth, but 
in short we believe that the hotel cycle is more robust than most investors have 
historically believed. We think there is evidence that airline seat capacity is a 
highly effective leading indicator for the hotel cycle and essentially the airlines 
are taking volume risk for hotels.  The UK correlation between hotel room 
demand and Inbound Airline Capacity is 89.4%, and with GDP is 58.0%.  
Monthly figures for Year-on-Year Inbound seat growth fluctuated between 2% 
and 7% between May 2017 to date, versus 2% to 6% in 2014-2015, and 6% to 
17% in 2015-2016. 

 

Hospitality Inn has almost an entirely UK based hotel portfolio and while we 
can see a correlation between hotel demand and inbound seats we believe 
Hospitality Inn is largely excluded from this demand driver. 85% of Hospitality 
Inn’s guests are domestic travellers and there is a roughly an equal split 
between business and leisure. Reflecting this we believe Hospitality Inn is far 
more at the demand of UK consumer spending trends and overall business 
activity than other UK based hotel groups. 
 

http://research1.ml.com/C?q=OOSc5apMN9XR53MfBR4ngQ
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3.1 Hospitality Inn - Germany 
 
German Growth opportunity 
 
Beyond the UK, Hospitality Inn is looking at expanding into Germany and 
expects to have 6-8 hotels by 2020, (currently 1 hotel). In contrast Hospitality Inn 
recently took the decision to exit South East Asia. 
 

Looking at the German airline market dynamics we believe we should see a 
strong outlook for hotel guests in 2017 and 2018.  Although with Hospitality Inn 
only currently operating one hotel in the region the impact is only of limited 
benefit. 
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Beyond the market growth in Germany we see a significant runway of growth 
from market share gains.  We believe the German economy and the midscale 
branded hotel market is significantly underdeveloped when compared to the UK. 
 
German in-bound seat growth has risen from around 5% in 2014 to 6% in 2016-
17. 
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3.2 Restaurants 

 
Restaurants: Standalone vs synergies 
 
Hospitality First operates 417 restaurants.  Like-for-like growth has been very 
volatile quarter-on-quarter, and with recent disposals. 
 
Understanding the potential synergies 
 

394 of these Eatwell/Mealtime operate on joint sites with the hotels where 
management has indicated a RevPAR boost of c.£2 per night and help 
drive a higher return on capital employed. Management has also 
highlighted that around 25% of guests have indicated that they would not 
stay with Hospitality Inn if they did not offer breakfast and that Hospitality 
Inn enjoys high ratios of stays to diners in its more remote/ out of town hotels. 
 
Changing eating patterns may begin to erode the cross-selling opportunity 
 
Despite the benefits of operating the combined restaurant/hotel sites we believe 
the Eatwell/Mealtime should be viewed on a standalone basis when valuing 
Hospitality First plc. 
 
• Hospitality Inn’s growth is becoming increasingly London centric; these 

hotels are less likely to include a restaurant (they will offer a slimmed down 
food and beverage offering) as space is more limited and the prevalence 
of other food and beverage offerings tends to mean the performance in 
weaker; and 

 
• In line with our thesis on the food sector in general, we believe technology 

is breaking down the traditional barriers to entry in food as delivery services 
remove the advantage of proximity and with Millennial eating habits 
showing significant change we believe legacy food chains will need to 
invest heavily and innovate to match consumer trends. 

 
Given these two factors, particularly the latter, we believe the 
Eatwell/Mealtime business of Hospitality Inn should be valued on a 
standalone basis. While management has not disclosed the profitability of 
this division since 2008, when EBIT margins were around 12% on the basis 
of peers such as the Restaurant Group, we forecast the Hospitality First plc 
Eatwell/Mealtime making EBITDA margins of 18% in 2017/18. 
 
Hospitality recently sold seven stand-alone pub restaurants for £13m.  There are 
now 15 stand-alone pubs which could be sold for around £30-454m in due 
course. 
 
3.3 Coffee House – UK 
 
Coffee House has grown from 15% of group revenue in 2007 to 39% in 2017, 
and from 10% of group EBITDA to 28%.  Coffee House’s unit expansion 
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accounts for a sizeable proportion of growth in group sales and EBIT over recent 
years. 
 
Coffee House: Barriers to entry collapsing 
 
Coffee House is the UK’s leading coffee chain with 2,270 UK outlets at the 
end of Q1 2017. It has benefitted from the strong up-take of coffee by the 
UK consumer over the last decade and its first mover advantage within the 
market. However, we believe the barriers to entry for new entrants into the 
coffee shop market are minimal and with changing consumer tastes (cold 
brews, third, fourth, fifth wave coffee) and shifting footfall patterns we 
believe it faces a tough outlook. 
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Challenges eroding LfL performance 

 

These structural challenges have seen Coffee House’s LfL growth over the 
last five years and we continue to see a muted outlook for growth against 
one of significant cost inflation weighing on earnings. 

 

 
Specifically we see three challenges for Coffee House 

 

1) Declining UK footfall in most of Coffee House’s catchments; 
2) Limited barriers to entry in the coffee market for ‘artisan’ new entrants; and 
3) Competitive pressures being increased by cheap rents on new sites and a 

structural advantage for food first operators in terms of backfill. 
 
The Coffee House estate not well shaped for an online world 
 
Having reviewed the Coffee House store estate, we believe its high exposure to 
the high street, shopping centres and retail parks leaves it exposed to declining 
footfalls as a result of eCommerce growth. 
 

 



 

                                                           40                                           MCT Case Study Exam  
 

 
With footfall remaining negative in most areas of the high street, shopping 
centres and retail parks, Coffee House faces a significant battle to drive 
customer volumes. While we note good weather in CY 2Q 2017 and a focus 
on travel sites should help in the short-term, we believe footfall is in structural 
decline in the majority of Coffee House’s operating areas. 
 
While management has not stood still against this threat, we believe it is 
hard to rebalance the portfolio quickly. While the shift in store opening in 
2016/17 is appropriate, we believe it may be too late given the store 
opening plan disclosed in 2013/2014 and an average lease length of c.6 
years. 

 

 
 

A new ‘wave’ of competition: changing tastes and falling barriers to entry 
 
The retail speciality coffee market environment remains highly competitive with 
all of the main players seeking to grow market penetration. 
 
Changing consumer tastes appears to be impacting LfLs 
 
We believe one of the key issues that Coffee House faces is that consumer 
tastes are changing and that new entrants are better placed to meet them. 
The concept of the ‘third, fourth and fifth waves’ of coffee has seen consumer 
begin to shift away from the established brands and focus on higher quality 
beans offering a lighter, less heavily roasted taste and employing a more 
scientific approaching to making coffee. While the artisan trend seems to be 
more confined to affluent urban areas such as London and Edinburgh, 
currently we believe it is simply a matter of time before it spreads more 
widely. We believe the key issue is that the barriers to entry in coffee are 
negligible with the initial capital outlay to being roasting, c.£100,00-£500,000 
according to discussions we have had with artisan operators. 
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We also believe it is underestimated how exposed the major brands are to the 
changing coffee trends. While Coffee House is less exposed to London than 
its two major rivals it remains its largest market. 
 
Reflecting this trend and the respective positioning of stores we do not 
believe it is surprising that the LfLs of the three leading brands have all 
softened in recent years. 
 
Coffee House is at a structural disadvantage in food 
 

The second issue for the major coffee brands is that consumers are 
increasingly looking for a food offering with coffee.  The disadvantage Coffee 
House has is that it is relatively difficult to retro-fit a kitchen into its existing 
coffee shop footprint. Conversely, for predominantly food focused operators 
such as Pret-a-Manger adding high margin barista coffee could be done in 
relative ease. 
 
Although Coffee House outperforms closest coffee peers in terms of food 
offering with a c.40% food capture rate in the UK vs 20%, we are concerned 
its offering focused around a £1 bacon roll is structurally inferior to the 
offering that food-based competitors can offer. 
 
Declining rents an advantage for new entrants 
 
Declining footfall is not a new phenomenon in UK retail and many retailers 
have used it as an opportunity to acquire new space at a cheaper rent.  
Indeed, Coffee House has highlighted the benefits of moving in its 2016 
investor presentation when it showed it had moved stores in Glasgow 
securing a 54% sales uplift and 70% more space for no rental increase. 
 
However, we believe this is actually a benefit for new entrants to the market 
and essentially undermines Coffee House’s advantage of being a first mover, 
because of its higher legacy lease costs. 
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We also believe the trend of new artisan coffee shops to operate as bars in 
the evening is a structural advantage. While Coffee House remains 
focused on the morning coffee rush, these new entrants should have a 
structural cost advantage as they have higher asset utilisation levels given 
their ability to target different day-parts. 
 
3.3 Coffee House – International 
 
Coffee House’s international foray 
Beyond the UK Coffee House has around 1,320 international stores with 
operations most notably in China, Poland, UAE, Malaysia, Philippines and 
Indonesia. The International endeavour has achieved mixed results with the 
Chinese operations struggling to break even and France being a high profile 
withdrawal. The main challenges facing Coffee House abroad is the weaker 
market position and lower brand recognition. 
 
The key differentiator in a market is ‘convenience’, and where Coffee House is 
the market leader in countries such as Poland it has proven relatively 
successful. In China where Coffee House is a clear second place to 
Starbucks it has proven less successful. The performance of Coffee House’s 
best stores in China likely highlights this challenge: where they have 
managed to secure the key site they are performing well, the issue comes in 
the weaker portion of the estate. Given Brand N’s leadership we do not 
believe this can be easily overcome. 
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Coffee House Express the main bright spot 

 

While we have a gloomy prognosis for the main Coffee House UK business, 
we are more constructive on Coffee House Express. Since acquiring the 
Coffee Stop business Coffee House has rapidly rolled out the Coffee House 
Express vending offering across offices, petrol stations and other convenient 
locations around the UK. 

 

 

Chart 38: Coffee House Express machines UK and International  
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We believe Coffee House’s first mover advantage in this area has allowed it to 
build a strong position within a less competitive segment of the market which can 
still benefit from the relatively low levels of coffee consumption in the UK.  We 
see a similar opportunity in Poland, Ireland, UAE and Czech Republic.
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4.0 FINANCE AND TREASURY (Source: in part Annual Report) 

 
4.1 Finance 
 
Segment information 
 
For management purposes, the Group is organised into two strategic business units 
(Hospitality Inn & Eatwell/Mealtime and Coffee House) based upon their different 
products and services: 
 
• Hospitality Inn & Eatwell/Mealtime provide services in relation to 

accommodation and food; and 
• Coffee House generates income from the operation of its branded, owned and 

franchised coffee outlets. 
 

The UK and International Hospitality Inn & Eatwell/Mealtime segments have been 
aggregated on the grounds that the International segment is immaterial. 
 
Management monitors the operating results of its strategic business units 
separately for the purpose of making decisions about allocating resources and 
assessing performance. Segment performance is measured based on underlying 
operating profit. Included within the unallocated and elimination columns in the 
tables below are the costs of running the public company. The unallocated assets 
and liabilities are cash and debt balances (held and controlled by the central 
treasury function), taxation, pensions, certain property, plant and equipment, 
centrally held provisions and central working capital balances. 
 
Inter-segment revenue is from Coffee House to the Hospitality Inn & 
Eatwell/Mealtime segment and is eliminated on consolidation. Transactions were 
entered into on an arm’s length basis in a manner similar to transactions with third 
parties. 
 
The following tables present revenue and profit information and certain asset and 
liability information regarding business operating segments for the years ended 2 
March 2017 and 3 March 2016. 
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Segment information cont’d 
 

 
Year ended 2 March 2017 

 
Hospitality Inn & 
Eatwell/Mealtime 

£m 

 
Coffee 
House 

£m 

Unallocated 
and 

elimination 
£m 

 
Total 

 
£m 

Revenue 
Revenue from external customers 

 
1,907.9 

 
1,198.1 

 
– 

 
3,106.0 

Inter-segment revenue – 3.6 (3.6) – 

Total revenue  1,907.9 1,201.7 (3.6) 3,106.0 

Underlying operating profit 468.0 158.0 (33.6) 592.4 
Underlying net finance cost –         – (27.2) (27.2) 

Underlying profit before tax 
Non-underlying items  

468.0 158.0 (60.8) 565.2 

Net gain/(loss) on disposal of property, plant and equipment 
and property reversions                                                                  26.0     (5.9)          (0.8)        19.3 

PI International business exit (30.0) – – (30.0) 
International restructuring – (14.5) – (14.5) 
UK restructuring (15.6) (5.9) (0.1) (21.6) 
Settlement of historic VAT claim – 5.3 – 5.3 
Net gain on disposal of investment in associate 11.8 – – 11.8 
Amortisation of acquired intangibles – (2.5) – (2.5) 
Impairment (net of reversals) (2.9) (4.6) – (7.5) 
IAS 19 income statement charge for pension 
finance cost 

– – (9.4) (9.4) 

Unwinding of discount on provisions – (0.2) (0.5) (0.7) 

Total non-underlying items (10.7) (28.3) (10.8) (49.8) 

Profit before tax 457.3   129.7 (71.6) 515.4 
Tax expense     (99.5) 

Profit for the year    415.9 

 
Assets and liabilities 
Segment assets 

 
 

4,020.2 

 
 

511.4 

 
 

– 

 
 

4,531.6 

Unallocated assets – – 157.2 157.2 

Total assets 4,020.2 511.4 157.2 4,688.8 

Segment liabilities (427.8) (163.3) – (591.1) 
Unallocated liabilities – – (1,572.9) (1,572.9) 

Total liabilities (427.8) (163.3) (1,572.9) (2,164.0) 

Net assets 3,592.4 348.1 (1,415.7) 2,524.8 

 
Other segment information 
Share of profit from joint ventures 

 
 

2.5 

 
 

0.7 

 
 

– 

 
 

3.2 

Share of profit from associate 0.7 – – 0.7 

Investment in joint ventures 41.0 12.0 – 53.0 

Total property rent  139.8 121.4 – 261.2 

Capital expenditure: 
Property, plant and equipment – cash basis 

 
459.7 

 
111.5 

 
– 

 
571.2 

Property, plant and equipment – accruals basis  455.7 121.5 – 577.2 
Intangible assets  25.8 12.8 – 38.6 

Depreciation – underlying (131.0) (71.5) – (202.5) 
Amortisation – underlying (13.3) (1.8) – (15.1) 
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Cash and cash equivalents 
 

 2017 
£m 

2016 
£m 

Cash at bank and in hand 62.9 57.0 

Short-term deposits 0.1 0.1 

 63.0 57.1 

  

Short-term deposits are made for varying periods of between one day and one 
month depending on the immediate cash requirements of the Group. They earn 
interest at the respective short-term deposit rates. The fair value of cash and cash 
equivalents is £63.0m (2016: £57.1m).  

For the purposes of the consolidated cash flow statement, cash and cash 
equivalents comprise the amounts as disclosed above. 
 
Financial liabilities 
 

             Current   Non-current  

  
 Maturity 

            2017 
                £m 

2016 
 £m 

         2017 
£m 

 2016 
    £m 

Short-term borrowings On demand 109.6 92.0  – – 

  109.6 92.0  – – 

Other loans 2017          15.2 2.0  – – 
Revolving credit facility (£950m) 2021 – –           66.9 146.6 
Private placement loan notes 2017 to 2022          32.6 –  284.6 282.6 

Senior unsecured bonds 2025 – –  444.1 443.7 

        157.4  94.0  795.6 872.9 

  
Short-term borrowings 
 
Short-term borrowings are typically overnight borrowings, repayable on demand. 
Interest rates are variable and linked to LIBOR. 
 
Revolving credit facility (£950m) 
 
The committed revolving credit facility (RCF) terms give a total available 
committed credit of £950m which runs until September 2020 with options 
over two one-year extensions, subject to agreement by the banking partners, 
that will potentially extend the maturity to September 2022.  In November 
2016, the first extension option was activated, extending the loan maturity 
date to September 2021.  Loans have variable interest rates linked to LIBOR.  
The facility is  
multi-currency. 
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Financial Liabilities Cont’d 
 
Private placement loan notes 
 
The Group holds loan notes with coupons and maturities as shown in the 
following table: 
 

Title Year issued Principal 
value 

Maturity Coupon 

Series A loan notes 2010 US$40.0m 13 August 2017 4.55% 

Series B loan notes 2010 US$75.0m 13 August 2020 5.23% 

Series C loan notes 2010 £25.0m 13 August 2020 5.19% 

Series A loan notes 2011 US$60.0m 26 January 2019 3.92% 

Series B loan notes 2011 US$56.5m 26 January 2019 4.12% 

Series C loan notes 2011 US$93.5m 26 January 2022 4.86% 

Series D loan notes 2011 £25.0m 6 September 2021 4.89% 

  
The Group entered into a number of cross-currency swap agreements in relation to 
the loan notes to eliminate any foreign exchange risk on interest rates or on the 
repayment of the principal borrowed. These swaps expire in line with the loan notes.  
 
On 1 March 2017 the Group entered into agreements securing funding of £200.0m 
from new private placement loan notes which will be drawn down in two tranches of 
£100.0m   on 16 May 2017 and 16 August 2017. The funds have a maturity of 6 
August 2027 and a coupon of between 2.54% and 2.63%. 
 
Senior unsecured bonds 
 
The Group issued £450.0m 2025 bonds with a coupon of 3.375% on 28 May 2015. 
An analysis of the interest rate profile and the maturity of the borrowings, 
together with related interest rate swaps, is as follows: 
 
 
Year ended 2 March 2017 

Within 
1 year 

£m 

1 to 2 
years 

£m 

2 to 5 
years 

£m 

Over 
5 years 

£m 

 
Total 

Fixed rate 32.6 94.8 189.8 444.1 761.3 
Fixed to floating rate swaps – – (50.1) – (50.1) 

Floating to fixed interest rate swaps – – 50.0 – 50.0 

 32.6 94.8 189.7 444.1 761.2 

Floating rate 124.8 – 66.9 – 191.7 
Fixed to floating rate swaps – – 50.1 – 50.1 

Floating to fixed interest rate swaps – – (50.0) – (50.0) 

 124.8 – 67.0 – 191.8 

 157.4 94.8 256.7 444.1 953.0 

      

 Within 1 to 2 2 to 5 Over  

Year ended 3 March 2016 
1 year 

£m 
years 

£m 
years 

£m 
5 years 

£m 
Total 

Fixed rate – 28.1 163.9 534.3 726.3 

Fixed to floating rate swaps – – (50.1) – (50.1) 

Floating to fixed interest rate swaps 50.0 – 50.0 – 100.0 

 50.0 28.1 163.8 534.3 776.2 

Floating rate 94.0 – 146.6 – 240.6 

Fixed to floating rate swaps – – 50.1 – 50.1 

Floating to fixed interest rate swaps (50.0) – (50.0) – (100.0) 

 44.0 – 146.7 – 190.7 

 

94.0 28.1 310.5 534.3 966.9 
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The maturity analysis is grouped by when the debt is contracted to mature rather 
than by repricing dates, as allowed under IFRS. 
 
There are £50.0m of swaps (2016: £50.0m) with maturities beyond the life of the 
current RCF (2021), which are in place to hedge against the core level of debt the 
Group will hold.  The carrying amount of the Group’s borrowings is denominated 
in sterling and US dollars. 
 
At 2 March 2017, the Group had available £880.0m (2016: £800.0m) of undrawn 
committed borrowing facilities in respect of revolving credit facilities on which all 
conditions precedent had been met. 
 
4.2 Treasury 
 
Financial risk management objectives and policies 
 
The Group’s principal financial instruments, other than derivatives, comprise bank 
loans, private placement loans, senior unsecured bonds, cash, short-term deposits, 
trade receivables and trade payables.  The Board agrees policies for managing the 
financial risks summarised below: 
 
Interest rate risk 
 
The Group’s exposure to market risk for changes in interest rates relates primarily to 
the Group’s long-term debt obligations. Interest rate swaps are used where 
necessary to maintain a mix of fixed and floating rate borrowings to manage this risk, 
in line with the Group treasury policy. Although the private placement loan notes are 
US dollar denominated, cross-currency swaps mean that the interest rate risk is 
effectively sterling only. At the year-end, £761.2m (90.3%) of Group debt was fixed 
for an average of 6.29 years at an average interest rate of 4.0% (2016: £776.2m 
(88.9%) for 7.29 years at 4.1%). 

In accordance with IFRS 7, the Group has undertaken sensitivity analysis on its 
financial instruments which are affected by changes in interest rates. This analysis 
has been prepared on the basis of a constant amount of net debt, a constant ratio 
of fixed to floating interest rates, and on the basis of the hedging instruments in 
place at 2 March 2017 and 3 March 2016 respectively. Consequently, the analysis 
relates to the situation at those dates and is not representative of the years then 
ended. The following assumptions were made: 

• balance sheet sensitivity to interest rates applies only to derivative financial 
instruments, as the carrying value of debt and deposits does not change as 
interest rates move; 

• gains or losses are recognised in equity or the income statement in line with the 
accounting policies; and 

• cash flow hedges were effective. 
 
Based on the Group’s net debt position at the year-end, a 1% pt change in 
interest rates would affect the Group’s profit before tax by approximately £0.8m 
(2015/16: £1.0m), and equity by approximately £7.3m (2016: £13.1m). 
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Liquidity risk 

 
In its funding strategy, the Group’s objective is to maintain a balance between the 
continuity of funding and flexibility through the use of overdrafts and bank loans. 
This strategy includes monitoring the maturity of financial liabilities to avoid the risk 
of a shortage of funds. 

Excess cash used in managing liquidity is placed on interest-bearing deposit where 
maturity is fixed at no more than three months. Short-term flexibility is achieved 
through the use of short-term borrowing on the money markets. 
 
The tables below summarise the maturity profile of the Group’s financial liabilities 
at  
2 March 2017 and 3 March 2016 based on contractual undiscounted payments, 
including interest: 
 
 
 
2 March 2017 

On 
demand 

£m 

Less than 3 
months 

£m 

3 to 12 
months 

£m 

1 to 5 
years 

£m 

More than 5 
years 

£m 

 
Total 

Interest-bearing loans and borrowings 109.6 7.6 66.2 382.0 513.2 1,078.6 
Derivative  financial instruments – – 2.3 9.2 – 11.5 

Trade and other payables – 230.2 – 21.9 – 252.1 
Accrued financial liabilities – – 233.1 – – 233.1 

Provisions in respect of financial liabilities – 7.8 28.3 10.3 5.2 51.6 

 109.6 245.6 329.9 423.4 518.4 1,626.9 

       

 On Less than 3 to 12 1 to 5 More than  

3 March 2016 
demand 

£m 
3 months 

£m 
months 

£m 
years 

£m 
5 years 

£m 
Total 

Interest-bearing loans and borrowings 92.0 1.0 28.0 413.1 621.4 1,155.5 

Derivative  financial instruments – – 2.6 2.7 2.0 7.3 
Trade and other payables – 204.7 – 20.1 – 224.8 

Accrued financial liabilities – – 218.2 – – 218.2 

Provisions in respect of financial liabilities – 3.7 11.2 10.7 7.7 33.3 

 92.0 209.4 260.0 446.6 631.1 1,639.1 

  
Credit risk 
 
There are no significant concentrations of credit risk within the Group. 
 
The Group is exposed to a small amount of credit risk that is primarily attributable to its 
trade and other receivables. This is minimised by dealing with counterparties with 
good credit ratings. The amounts included in the balance sheet are net of 
allowances for doubtful debts, which have been estimated by management based 
on prior experience and any known factors at the balance sheet date which may 
indicate that a provision is required. The Group’s maximum exposure on its trade 
and other receivables is the carrying amount.   
 
With respect to credit risk arising from the other financial assets of the Group, which 
comprise cash and cash equivalents, the Group’s exposure arises from default of 
the counterparty, with a maximum exposure equal to the carrying value of these 
instruments. The Group seeks to minimise the risk of default in relation to cash and 
cash equivalents by spreading investments across a number of counterparties. 
 
In the event that any of the Group’s banks get into financial difficulty, the Group is 
exposed to the risk of withdrawal of currently undrawn committed facilities. This risk 
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is mitigated by the Group having a range of counterparties to its facilities. 
 
Foreign currency risk 
 
Foreign exchange exposure is currently not significant to the Group. Although the 
Group has US dollar denominated loan notes, these have been swapped into 
sterling thereby eliminating foreign currency risk. Sensitivity analysis has therefore 
not been carried out. 
The Group monitors the growth and risks associated with its overseas operations 
and will undertake hedging activities as and when they are required. 
 
Capital management 
 
The Group’s primary objective in regard to capital management is to ensure that it 
continues to operate as a going concern and has sufficient funds at its disposal to 
grow the business for the benefit of shareholders. The Group seeks to maintain a 
ratio of debt to equity that balances risks and returns and also complies with lending 
covenants and also with the policies and objectives of the Board regarding capital 
management, analysis of the Group’s credit facilities and financing plans for the 
coming years. 
 
The Group aims to maintain sufficient funds for working capital and future 
investment in order to meet growth targets. The management of equity through 
share buy-backs and new issues is considered as part of the overall leverage 
framework balanced against the funding requirements of future growth. In addition, 
the Group may carry out a number of sale and leaseback transactions to provide 
further funding for growth. 
 
The Group’s financing is subject to financial covenants. These covenants relate to 
measurement of EBITDA against consolidated net finance charges (interest cover) 
and total net debt (leverage ratio, on a not-adjusted-for pension and property lease 
basis). The Group has complied with all of these covenants. 
 
The above matters are considered at regular intervals and form part of the business 
planning and budgeting processes. In addition, the Board regularly reviews the 
Group’s dividend policy and funding strategy. 
 
Treasury function 
 
There is a small treasury team at Head Office responsible for managing banking 
relationships, determining funding strategy and controlling day to day cash 
management.  The team also services the Group’s worldwide treasury needs, 
managing daily cash requirements and actioning any currency or risk management 
needs as required. 
 
Financial planning and analysis, including capital investment analysis is also part of 
the remit. 
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4.3 Additional Note on Hospitality First’s Property Strategy 
 
 Hospitality First remains a majority freehold business. 
 
 Leaseholds currently represent 40% of the estate, up from 25% in 2012. 
 
 At the end of 2015/16 the NBV of freehold properties was £3.0bn, with a 

current market value of between £4.,2bn and £5.1bn. 
 
 Freehold properties are valued assuming a net yield of 4.5% to 5.5%, leases 

are typically on a CPI-linked contract (0 – 4%), while sale-and-leaseback net 
yields are 4% to 5% currently. 

 
 The property portfolio is managed to optimise value, with both freeholds and 

leaseholds producing good returns at a significant premium to cost of capital. 
 
 Freeholds are preferred as the primary format because of market access, 

value creation, funding and flexibility opportunities.  Leaseholds are often also 
driven by considerations of market access and flexibility, as well as tactical 
opportunities. 

 
 Sites are typically searched and researched well in advance of requirements.  

Immature sites can take up to three years to reach full potential then 
extensions create value where appropriate.  Fully enhanced sites are then 
managed on a property portfolio basis, with consideration given to yield 
maximisation, re-financing opportunities, business diversification, 
maintenance and refurbishment. 

 
 Hospitality First plans for £50-150m of sale-and-leaseback deals per year, 

depending on the market, business mix and alternative investment 
opportunities. 
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5.0 FINANCIALS 
 
Equity Analysis Model

Hospitality First plc (revised)

Income Statement
Historical Data

Month Accounts date 2013 2014 2015 2016 2017

Feb. Currency / units GBP mill GBP mill GBP mill GBP mill GBP mill

Audit / man / fcst audited audited audited audited audited

Number of months 12 12 12 12 12

Sales Revenue 2,030.0           2,294.3           2,608.1           2,921.8           3,106.0           

Other Expenditure Details (for information)

(Cost of Materials, Other External Purchases) (269.3)             (304.5)             (332.8)             (368.2)             (375.6)             

(Personnel Costs) (541.0)             (607.8)             (667.9)             (737.1)             (793.3)             

(Operating Lease Payments) (156.9)             (189.1)             (214.5)             (235.9)             (262.7)             

(Amortisation & Impairment of Goodwill) -                 -                 -                 -                 -                 

(Amortisation & Impairment of Other Intangible Assets) (8.1)                (9.2)                (12.7)              (16.1)              (17.6)              

(Depreciation & Impairment of Tangible Assets) (120.3)             (143.3)             (155.7)             (171.4)             (202.5)             

(Utilities, Rates amd other Property Costs) (462.6)             (517.3)             (615.8)             (694.4)             (717.6)             

Other Operating (Costs) & Revenues (98.9)              (102.2)             (111.3)             (138.4)             (150.7)             

Exceptionals etc. +/- 13.0               (31.9)              0.1                 (36.4)              (37.2)              

Operating Profit 385.9              389.0              497.5              523.9              548.8              

Investment Income Income

Income from Investments, Participations etc 1.3                 2.5                 3.4                 4.2                 3.9                 

EBIT 387.2              391.5              500.9              528.1              552.7              

Interest Received & Paid

Other Financial Income & Expenditure (7.9)                (26.5)              (20.3)              (17.9)              (10.1)              

Interest Received 0.4                 0.7                 0.2                 0.8                 0.3                 

(Gross Interest Paid) (27.1)              (21.3)              (21.3)              (33.3)              (36.3)              

Capitalised Interest 2.7                 2.6                 4.3                 10.0               8.9                 

Profit before Tax 355.3              347.0              463.8              487.7              515.5              

(Tax charge) (54.0)              (23.6)              (97.7)              (100.4)             (99.5)              

Exceptional Tax Credit

Profit after Tax 301.3              323.4              366.1              387.3              416.0              

Extraordinaries, Discontinued Operations etc

Profit / (Loss) for the Year 301.3              323.4              366.1              387.3              416.0              

Attributable to Non-controlling Interests (2.2)                (4.5)                (4.0)                (3.9)                (5.7)                

Attributable to Owners of Company 303.5              327.9              370.1              391.2              421.7              

(Preference Dividends)

(Ordinary Dividends) (67.7)              (124.3)             (148.9)             (164.3)             (174.6)             

Retained Profit for Year 235.8              203.6              221.2              226.9              247.1              

Statement of Gains and Losses 20.5               (48.9)              (60.8)              172.4              (153.2)             

Total Comprehensive Income 321.8              274.5              305.3              559.7              262.8              

EBITA (before Exceptionals & Goodwill Amortisation) # 374.2              423.4              500.8              564.5              589.9              

EBITDA (before Exceps. Deprn, & All Amortisation) 502.6              575.9              669.2              752.0              810.0              

Cash Earnings (Before Goodwill, Exceps.& Extraords) 290.5              359.8              370.0              427.6              458.9              

Cash Retained Profit (Before Goodwill, Exceps & Extraords) 222.8              235.5              221.1              263.3              284.3               
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Equity Analysis Model

Hospitality First plc (revised)

Balance Sheet

Historical Data

Accounts date 2013 2014 2015 2016 2017

Currency / units GBP mill GBP mill GBP mill GBP mill GBP mill

Goodwill 177.6            177.6            179.4            180.0            177.1            

Other Intangible Fixed Assets 37.8              45.4              68.7              78.1              98.6              

Property, Land & Buildings & Capital Work 2,081.1         2,185.5         2,520.7         2,965.3         2,998.7         

Plant, Equipment & Vehicles - net 667.8            708.6            757.7            865.7            973.7            

Financial Investments, Tax & Pension Assets & Deriv. 32.8              26.9              34.5              61.1              96.3              

Medium-term Trade-related Assets 5.3               6.0               7.3               7.7               6.8               

Total Fixed Assets 3,002.4         3,150.0         3,568.3         4,157.9         4,351.2         

Stocks, Inventories, Work in Progress 26.5              30.5              37.1              44.8              48.2              

Trade and Other Receivables 102.1            124.1            124.0            140.0            163.6            

Cash and Short-term Investments 40.8              41.4              2.1               57.1              63.0              

Tax Assets, Derivatives, Assets for Sale & Other 2.9               1.5               2.3               5.5               62.8              

Total Current Assets 172.3            197.5            165.5            247.4            337.6            

Total Assets 3,174.7         3,347.5         3,733.8         4,405.3         4,688.8         

Short-term Debt 9.0               -               73.1              94.0              157.4            

Trade and Other Payables 347.6            423.0            464.1            538.2            596.9            

Corporation Tax Payable 37.7              35.1              35.4              41.2              45.9              

Provisions, Derivatives & Other Current Liabilities 14.9              17.2              11.5              19.1              38.6              

Total Current Liabilities 409.2            475.3            584.1            692.5            838.8            

Medium & Long-term Debt 502.9            433.0            512.2            872.9            795.6            

Medium-term Trade Payables 17.6              17.7              20.5              20.1              21.9              

Tax, Pension & Other Long-term Provisions 699.7            638.5            639.1            415.1            507.7            

Total Non-current Liabilities 1,220.2         1,089.2         1,171.8         1,308.1         1,325.2         

Issued Share Capital 118.3            149.6            149.8            150.0            150.0            

Share Premium Account, Treasury Shares 55.1              56.2              59.2              62.6              68.0              

Other Reserves (2,047.7)        (2,076.8)        (2,070.0)        (2,049.8)        (2,020.6)        

Revenue Reserves 3,408.8         3,644.5         3,833.0         4,239.8         4,330.9         

Total Capital and Reserves 1,534.5         1,773.5         1,972.0         2,402.6         2,528.3         

Non-controlling Interests 10.8              9.5               5.9               2.1               (3.5)              

Total Shareholders' Funds 1,545.3         1,783.0         1,977.9         2,404.7         2,524.8         

Accumulated Depreciation 557.9            619.9            674.1            771.7            811.0            

Accumulated Amortisation of Intangible Assets excl. goodwill 27.4              37.2              45.0              63.4              55.0              

Average cost of debt 4.80% 4.70% 4.30% 4.70% 3.80% 
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Equity Analysis Model

Hospitality First plc (revised)

UK-Style Cash Flow Statement

Historical Data

Accounts date 2013 2014 2015 2016 2017

Currency / units GBP mill GBP mill GBP mill GBP mill GBP mill

Number of months 12 12 12 12 12

CASH FLOW FROM OPERATING ACTIVITIES

Operating Profit 385.9            389.0            497.5            523.9            548.8            

Tangible Asset Depreciation 120.3            143.3            155.7            171.4            202.5            

Dec(Inc) in Stock / Inventories (3.3)              (4.2)              (6.6)              (7.3)              (3.1)              

Dec(Inc) in Debtors / Receivables (17.4)            (25.5)            (7.4)              (15.2)            (7.1)              

Inc(Dec) in Creditors / Payables & Advance Payments 38.4             45.1             41.0             34.3             45.2             

All other non-cash adjustments provisions (43.6)            (17.6)            (59.7)            (24.3)            (38.8)            

Cash Generated from Operations 480.3            530.1            620.5            682.8            747.5            

Dividends Received from Associates 0.7               0.7               0.8               0.8               0.4               

(Tax Paid) (46.7)            (81.4)            (82.8)            (85.1)            (86.8)            

Net Cash from Operating Activities 434.3            449.4            538.5            598.5            661.1            

CASH FLOW FROM INVESTING ACTIVITIES

Income Received from Investments

Interest Received 0.4               0.7               0.3               0.6               0.3               

(Purchase of Tangible Fixed Assets) (329.3)           (286.3)           (518.5)           (680.3)           (571.2)           

Disposal of Tangible Fixed Assets 51.0             1.0               (0.1)              (0.2)              192.9            

(Purchase of Intangible Assets) (14.3)            (19.9)            (27.3)            (35.4)            (38.6)            

(Acquisitions & Purchase of Financial Assets) (5.7)              (1.6)              (20.1)            (12.2)            (7.7)              

Disposal of Subsidiaries, Intangibles & Financial Assets 14.1             

Net Cash from Investing Activities (297.9)           (306.1)           (565.7)           (727.5)           (410.2)           

CASH FLOW  FROM FINANCING ACTIVITIES

(Interest Paid) (26.6)            (19.8)            (18.6)            (25.6)            (34.9)            

New Shares Issued 8.1               6.4               3.2               3.6               5.6               

(Repurchase / Redemption of Shares)

Total Increase in Debt 135.1            466.0            17.6             

(Total Decrease in Debt) (36.5)            (63.9)            (101.9)           (67.4)            

(Dividends Paid on Ordinary Shares) (77.8)            (62.4)            (130.6)           (155.1)           (167.1)           

(Preference and Minority Dividends Paid)

Miscell. Financing Costs e.g. derivatives, bank fees (3.2)              (1.7)              (0.4)              (3.6)              (0.6)              

Net Cash from Financing Activities (136.0)           (141.4)           (11.3)            183.4            (246.8)           

Net Cash Flow from Ops. Investing & Funding 0.4               1.9               (38.5)            54.4             4.1                
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Equity Analysis Model

Hospitality First plc (revised)

Cash Flow Analysis

Historical Data

Accounts date 2013 2014 2015 2016 2017 Period

Currency / units GBP mill GBP mill GBP mill GBP mill GBP mill Total

Cash Flow Summary audited audited audited audited audited 2013-17

Number of months 12 12 12 12 12

CASH FLOW FROM OPERATIONS

Operating Profit 386 389 498 524 549 2,345

Other Non-cash & Exceptional Items (55) (29) (73) (44) (57) (257)

"Cash Profit" 332 361 426 481 492 2,091

(Increase) / Decrease in Net Working Assets 18 15 27 12 35 107

Amortisation & Impairment of Intangible Assets 8 9 13 16 18 64

(Purchase of Intangible Assets) (14) (20) (27) (35) (39) (136)

Tangible Asset Depreciation 120 143 156 171 203 793

Net Capital Expenditure (278) (285) (519) (681) (378) (2,141)

(Tax Paid (47) (81) (83) (85) (87) (383)

(Dividends Paid) (78) (62) (131) (155) (167) (593)

Free Cash Flow before Interest 61 80 (138) (276) 77 (197)

(Net Interest Paid) (26) (19) (18) (25) (35) (123)

Internal Cash Flow 35 61 (157) (301) 42 (320)

ACQUISITION & FINANCING CASH FLOWS

(Acquisitions),Disposals,(Financial Investments) (6) (2) (20) (12) 6 (33)

Increase / (Decrease) in Share Capital 8 6 3 4 6 27

Total Increase in Debt 0 135 467 19 621

(Total Reduction in Debt) (37) (65) (1) (102) (67) (272)

(Increase) / Decrease in Cash (1) (1) 39 (55) (6) (23)

Net Financing Cash Flow (35) (61) 157 301 (42) 320

Sustainable Cash Profit 2013 2014 2015 2016 2017

GBP mill GBP mill GBP mill GBP mill GBP mill

Operating Profit & Investment Income after Tax 328 331 423 445 466

Other Non-cash & Exceptional Items (55) (29) (73) (44) (57)

Depreciation of Tangible Assets 120 143 156 171 203

Replacement Capital Expenditure (140) (167) (178) (194) (227)

Amortisation of Intangible Assets (excl. Goodwill ) 8 9 13 16 18

Replacement Investment in Intangible Assets (9) (11) (15) (19) (21)

Replacement Net Working Assets 6 4 4 9 6

Sustainable Entity Cash Flow after Tax 258 282 329 384 387

Workings

Accumulated Tangible Asset Depreciation 558 620 674 772 811

Annual Tangible Asset Depreciation 120.3          143.3         155.7         171.4         202.5         

Estimated Average Age of Fixed Assets  (Years) 4.6              4.3             4.3             4.5             4.0             

Compound Inflation over Age of Tangible Assets % 1.17 1.16 1.14 1.13 1.12

Accumulated Amortisation of Intangibles 27 37 45 63 55

Annual Amortisation of Inangible Assets 8.1              9.2             12.7           16.1           17.6           

Estimated Average Age of Intangible Assets  (Years) 3.4              4.0             3.5             3.9             3.1             

Compound Inflation over Age of Intangible Assets % 1.13 1.14 1.11 1.13 1.07

Net Working Assets (231) (280) (316) (366) (400)

Annual Inflation Rate % 2.67% 1.62% 1.20% 2.49% 1.58%  
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Equity Analysis Model

Hospitality First plc (revised)

Share Price Data
Historical Data

Accounts date 2013 2014 2015 2016 2017

Currency / units GBP mill GBP mill GBP mill GBP mill GBP mill

12 12 12 12 12

Number of Shares & Eps

Basic Earnings per Share (pence) 170.89 182.98 204.81 215.66 231.39

Adjusted Earnings per Share (pence or equiv.) 150.45 179.02 213.67 238.65 246.48

  Interim Dividend Per Share (pence) 19.50 21.80 25.20 28.50 29.90

  Final Dividend Per Share (pence) 37.90 47.00 56.95 61.85 65.90

Total Dividends Per Share (pence) 57.40 68.80 82.15 90.35 95.80

Average number of common shares 177.6 179.2 180.7 181.4 182.2

Share Prices

Common Share Price - Low   (£) 17.71 25.31 37.67 36.41 32.83

Common Share Price - High   (£) 26.95 44.98 54.75 53.75 44.02

Common Share Price - Average (£) 22.33 35.15 46.21 45.08 38.43

Risk rating

Variability % 24 22 19 19 22

Beta (actual or estimate) 0.96 0.95 0.85 0.89 0.99

Assumed Market Risk premium 4.19 4.19 4.19 4.19 4.19

UK 5-year Gilt Yield 1.71 1.28 1.87 0.59 0.50

3-month LIBOR or equivalent 0.49 0.55 0.54 0.45 0.34

Market Capitalisation

Market Capitalisation - Common Stock 3,966            6,298            8,350            8,178            7,001            

Minorities 11                10                6                  2                  (4)                 

Net Debt 471               392               583               910               890               

Enterprise value [EV] 4,448            6,699            8,939            9,089            7,888            

Equity Analysis

Equity Ratios

Underlying Eps Growth % 12.0% 19.0% 19.4% 11.7% 3.3%

P/E Ratio 14.8 19.6 21.6 18.9 15.6

Market / Book Ratio of Equity 2.58 3.55 4.23 3.40 2.77

Dividend Cover 2.62 2.60 2.60 2.64 2.57

Dividend Yield % 2.6% 2.0% 1.8% 2.0% 2.5%

Total Return to Shareholders % 32.6% 60.5% 33.8% (0.5%) (12.6%)

EV Valuation Multiples

EV / Sales 2.19 2.92 3.43 3.11 2.54

EV / Book Capital Employed 2.21 3.08 3.49 2.74 2.31

EV / EBITA 11.9 15.8 17.8 16.1 13.4

EV / EBITDA 8.85 11.63 13.36 12.09 9.74

EV / Staff Costs 8.2 11.0 13.4 12.3 9.9

EV / Sustainable Free Cash Flow 17.3 23.8 27.1 23.7 20.4

Yields and Implied Growth Rates

Sust. Free Cash Flow / EV = (WACC minus growth) 5.8% 4.2% 3.7% 4.2% 4.9%

Real WACC 2.9% 3.6% 4.1% 1.8% 2.9%

Implied Sustainable Growth Rate (2.9%) (0.6%) 0.4% (2.4%) (2.0%)  
 



 

                                                           57                                           MCT Case Study Exam  
 

Examiner's Report 

 

Advanced Diploma - October 2017 

 

Examiner's Report 

 

Advanced Diploma - October 2017 

 

 

OVERALL SUMMARY OF PERFORMANCE 

 

 

 General Exam Case Exam Combined 

 

Average mark 

 

Questions 

 

Students 

 

Passes # @ 50% 

 

Passes # @ 45% 

 

Pass % (50%) 

 

Pass % (45%) 

 

 

52.3% 

 

7 

 

17 

 

11 

 

12 

 

65% 

 

71% 

 

44.4% 

 

8 

 

17 

 

8 

 

9 

 

47% 

 

53% 

 

48.4% 

 

15 

 

34 

 

19 

 

21 

 

56% 

 

62% 

 

Range of marks     6.9% to 68.6%        9.1% to 69.1% 

 

OVERVIEW 

 

These results were, overall, very similar to the October’s 2016 figures.  The Case 

exam results were much better than last October’s but those for the General 
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exam were much worse.  When the two exam marks are combined nine 

candidates passed at the 50% level, three of them with marks over 60%, but six 

candidates scored less than 40% 

 

This sitting saw better results on the General exam (average mark 52.3%) than 

the Case exam (average mark 44.4%).  Across the two papers the results on 

Corporate Finance and Funding were very similar to those on Treasury and Risk 

Management, with strong correlations between the two.  The average mark 

awarded by GI on the Corporate Finance and Funding questions was 46.6% as 

against 47.7% awarded by JB on the Treasury and Risk questions, resulting in 

10 and 9 passes respectively (50% pass level).   

General exam marks available 50% passes ex. 

17 

average mark 

Q1 (GI) 

Q2 (GI) 

Q3 (GI) 

Q4 (JB) 

Q5 (JB) 

Q6 (JB) 

Q7 (JB) 

23 

14 

13 

15 

13 

12 

10 

10 

4 

12 

                           

15   

14 

9 

12 

56% 

37% 

61% 

59% 

54% 

44% 

52% 

Case exam marks available 50% passes ex. 

17 

average mark 

Q1 (GI) 

Q2 (GI) 

Q3 (JB) 

Q4 (GI) 

Q5 (GI) 

Q6 (JB) 

Q7 (JB) 

Q8 (JB) 

12 

12 

14 

13 

13 

12 

12 

12 

5 

12 

13 

7 

4 

7 

7 

9 

41% 

55% 

53% 

42% 

39% 

37% 

40% 

47% 
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 Examiner's Report - Case Study Examination 

 

On the four corporate finance and funding questions, the bi-modality was 

apparent again in the distribution of marks but the results were generally lower 

than for the General exam.  The 8 candidates who achieved an overall pass 

averaged 60.0%, whereas the “fails” averaged only 29.1%.  The overall average 

mark was 43.6%. 

 

For the four treasury and risk management questions the 6 who passed 

averaged 58.3% and the remainder 37.1%.  The bi-modal pattern was most 

noticeable on question 6. 

 

Question 1 This question asked for a comparison of the financial profiles 

of the hotels and the coffee shops businesses, plus the 

implications for the company’s growth strategy. 

 

  This proved to be disappointing, with only 5 passes out of 17 and 

an average mark of 40.4%.  Despite the instruction to quantify 

answers the amount and quality of analysis was poor; the most 

popular, but very blunt, method of analysis was simply to give the 

relative percentages for each of the two businesses of sales, profit, 

depreciation etc.  This, despite the example of the standard 

financial profile for the whole company, included in the exhibits, 

which includes ratios such as margin on sales, asset intensity, 

return on assets, capex / depreciation etc. In many cases absolute 

number given in the case study were simply repeated.  In addition 

quite a few candidates talked about the  

non-financial differences, often correct but quite unrelated to the 

numbers and the question set. 

 

Question 2 This question asked for an analysis of the factors that will 

determine revenue growth over the next few years, plus an 

estimate of the percentage growth. 

 

 This question saw the highest pass rate and average mark for the 

“corporate finance and funding” questions, but it is actually about 

the non-financials.  All candidates demonstrated a very good 

understanding of the two main businesses and their inherent non-
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financial differences.  The weaker answers did not support their 

analysis with quantification, using the various numbers, available in 

the case study, relating to recent and projected growth rates.  The 

estimates of growth rates were almost universally very good, 

averaging about 8%, the figure (not necessarily “correct”) that is in 

the answer notes. 

  . 

Question 3 Part 3.a. required candidates to select and prioritise the firm’s 

four key medium-term treasury/finance areas; part 3.b. 

requested a discussion about the pros and cons of selling off 

one of the two core businesses.  

 

 Both parts of this question build on topics raised in questions 1 and 

2.  Part 3.a about key medium-term issues is almost an evergreen 

and subsequent questions are often inspired by the more obvious 

answers – in this instance funding/growth, currency risk and 

treasury management.  Part 3.b about breaking up the Group into 

its two component businesses has been raised in the past by 

analysts and has resurfaced again recently (end 2017).  Both parts 

were well answered with 76% of candidates passing at 50%.  The 

responses to (a) demonstrated a very good understanding of the 

businesses and how they related to treasury/finance issues; 

likewise, response to (b) demonstrated a good understanding of the 

considerations surrounding a break-up of the group but no clear-cut 

case either way. 

 

Question 4 This two-part question required a) capitalisation of the 

operating leases and calculation of appropriate credit metrics 

after leases and pensions and b) review of business risk 

drivers plus an estimate and justification of the company’s 

credit rating. 

 

 Given that this is usually a favourite topic for exam candidates the 

answers were somewhat disappointing.  Six candidates made a 

very strange error by mis-reading the question.  The question used 

a “£100 example” to illustrate the derivation of the rental multiplier 

and the interest / depreciation percentage split. The six candidates 

used this £100k as the company’s annual lease payment instead of 
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the actual figure of £262.7m given in the case study.  This rendered 

the first part of question 4a trivial since, on this interpretation, all the 

answers were given in the question, which the examiners do not 

normally do!  Despite this strange mistake marks were still given for 

subsequent correct calculations and interpretation.  Other 

candidates attempted quite confusing DCF calculations, and 

usually got lost, instead of simply applying the multiple based on 

the examiner’s own DCF calculations.  Credit metrics were usually 

well covered. 

 

 In Q4b some familiar problems emerged; candidates knew the 

company’s actual credit rating and, as we have noted, they 

understood the two businesses very well from their case study 

research.  What many failed to do was apply that knowledge to 

answer the question set, the key requirement being a succinct 

summary of the key factors, both financial and non-financial, driving 

the credit rating.  But, yet again, the pass candidates wrote some 

very good to excellent answers.  

 

Question 5 This question asked for an evaluation of the company’s 

property strategy in relation to its financial and business 

strategies. 

 

 This proved to be the most disappointing of the corporate finance 

and funding questions.  The background information given in the 

case study was excellent, so application, added value and some 

lateral thinking were required.  Many candidates simply repeated 

facts and company policy statement that were given in the case 

study.  I suspect that many who referred to the “strong covenant” 

did not really know what it meant.  Strangely, quite a few 

candidates analysed the effects of reducing the freehold 

percentage back to 50%, which the question did not mention at all – 

who asked them to do so?   

 

Question 6 This question required a medium-term target growth rate for 

each of the German and Chinese markets, as well as a 

rationale for how the growth might be funded. 
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 This was a challenging question, requiring first of all a view about 

the growth time-line for each business to become dominant or at 

least challenging in its respective market, then the question of 

funding involved and finally the funding alternatives.  Seven 

candidates were clear passes averaging 61%, the remainder clear 

fails averaging 20%.  What differentiated the two groups was the 

ability to see the big picture by putting the necessary implications of 

the German and Chinese initiatives in the context of the ongoing 

UK development.  

 

Question 7 A 2-part question about (7.a.) explaining the currency risks 

associated with the proposed German and Chinese market 

growth rates and then (7.b.) a policy for managing these risks. 

 

 A logical follow-on from question 6 and a temptation to download a 

generic answer.  However, both businesses have some distinctive 

characteristics.  At the operational level, hotels’ costs are mostly 

local and so are the coffee shops but with the important exception 

of the raw material – coffee.  For both businesses property is an 

important cost but in fx terms is matched by revenues; and in the 

early stages repatriated profits (if any) would be immaterial and 

better retained in the business.  As for question 6, the pass rate 

was again lowish with seven candidates averaging 61% and the 

remainder averaging 26%.  A noticeable feature of some responses 

to part (b) was the absence of a policy framework resulting in 

significant omissions, e.g. structural/market hedges, permitted 

instruments, covenant impact.  

 

Question 8 Another 2-part question, firstly about the treasury 

development implications of the firm’s intention “to build now 

the capability and infrastructure to support future growth” and 

then about how the challenges which this development might 

provoke could be managed. 

 

 This question fits in best at the end of the paper, since the thinking 

required of candidates to answer the preceding seven questions 

should contribute helpfully to the response.  So the pass rate was 

better than average at nine candidates averaging 58% but might 
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have been higher still given that the application of the Treasury 

Organisation Profile to this type of question should be familiar to 

those who use past papers for revision purposes.  In the event, 

while all candidates created current and future profiles, a significant 

minority did not seem to understand adequately the meanings of 

the twelve dimensions of the Profile.  Pass rates on both parts of 

the question were similar and the second part – in some ways the 

more difficult – was well answered by those who passed. 

  

  

Corporate finance and funding overall. 

 
Considering only the seven corporate finance and funding questions across the 
two exams there were 20 pass marks out of 34 candidates at the 50% level, with 
an average mark of 47.9%.  On all questions except General Q2 one or more 
candidates achieved marks above 70% for excellent answers 
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Equity Analysis Model

Hospitality First plc (revised)

Financial Profile Historical Data

Accounts date 2013 2014 2015 2016 2017

Number of months 12 12 12 12 12

Annual % Growth Rates 

Sales Growth 14.2% 13.0% 13.7% 12.0% 6.3%

Operating Profit Growth 11.6% 0.8% 27.9% 5.3% 4.8%

EBITA Growh 8.2% 13.1% 18.3% 12.7% 4.5%

Net Earnings Growth before Exceps & Extraords. 8.7% 23.9% 2.8% 15.6% 7.3%

Margins and Cost Structure

(Exceptional Operating Items % Sales) 0.6% (1.4%) 0.0% (1.2%) (1.2%)

(Cost of Materials, Other External Purchases) % Sales (13.3%) (13.3%) (12.8%) (12.6%) (12.1%)

(Personnel Costs % Sales) (26.7%) (26.5%) (25.6%) (25.2%) (25.5%)

(Operating Lease Costs % Sales) (7.7%) (8.2%) (8.2%) (8.1%) (8.5%)

(Amortisation of Goodwill & Intangibles % Sales) (0.4%) (0.4%) (0.5%) (0.6%) (0.6%)

(Depreciation % Sales) (5.9%) (6.2%) (6.0%) (5.9%) (6.5%)

(Utilities, Rates & Other Propery Costs % Sales) (22.8%) (22.5%) (23.6%) (23.8%) (23.1%)

(Other Operating Costs & Revenues % Sales ) (4.9%) (4.5%) (4.3%) (4.7%) (4.9%)

(Exceptionalitems etc% Sales ) 0.6% (1.4%) 0.0% (1.2%) (1.2%)

EBIT % Sales 19.1% 17.1% 19.2% 18.1% 17.8%

EBITA% Sales 18.4% 18.5% 19.2% 19.3% 19.0%

Profitability / Return on Capital Employed

EBITA % Capital Employed (pre-exceptionals) 18.6% 19.5% 19.6% 17.0% 17.3%

Pre-tax Target Rate of Return 0n Book Value 14.5% 18.9% 21.9% 13.9% 12.3%

EBITA % Market Enterprise Value 8.4% 6.3% 5.6% 6.2% 7.5%

Pre-tax Target Rate of Return on Market Value 6.6% 6.1% 6.3% 5.1% 5.3%

Asset Utilisation / Capital Intensity

Sales / Total Assets 0.64 0.69 0.70 0.66 0.66

Stocks % Sales 1.3% 1.3% 1.4% 1.5% 1.6%

Debtors % Sales 5.3% 5.7% 5.0% 5.1% 5.5%

Creditors & Advance Payments % Sales 18.0% 19.2% 18.6% 19.1% 19.9%

Net Working Assets % Sales (11.4%) (12.2%) (12.1%) (12.5%) (12.9%)

Intangibles % Sales 11% 10% 10% 9% 9%

Purchase of Intangibles % Amortisation of Intangibles 177% 216% 215% 220% 219%

Estimated Average Age of Intangible Assets  (Years) 3.4 4.0 3.5 3.9 3.1

Tangible Fixed Assets % Sales 135% 126% 126% 131% 128%

Depreciable Assets % Sales 33% 31% 29% 30% 31%

Net Capex % Annual Depreciation 231% 199% 333% 397% 187%

Average Age of Depreciable Assets (years) 4.6 4.3 4.3 4.5 4.0

Interest & Tax Ratios

Effective Interest Rate [P&L] % 10.3% 4.5% 4.2% 4.3% 3.8%

Effective Tax Rate [P&L] % 15.2% 6.8% 21.1% 20.6% 19.3%

Cash Tax Rate [Cash Flow] % 13.1% 23.5% 17.9% 17.4% 16.8%

Capital Structure & Credit Status

Balance Sheet Gearing & Leverage

Gearing; (Net Debt % Tangible Net Worth) 34% 24% 32% 41% 38%

Leverage: (Net Debt % Capital Employed) 23% 18% 23% 27% 26%

Net Debt % Enterprise Value 11% 6% 7% 10% 11%

Interest Cover Ratios

Interest Cover: (EBITA / Net Interest Paid) 15.6 23.5 29.8 25.1 21.8

Interest Cover: (EBITDA / Net Interest Paid) 20.9 32.0 39.8 33.4 29.9

Cash Flow before Interest / Cash Net Interest 2.3 4.2 (7.6) (11.0) 2.2

Income Leverage (Debt Repayment Ability)

Gross Debt / Cash Retained Profit (years to repay) 2.3 1.8 2.6 3.7 3.4

Net Debt / Retnd. Profit + Goodwill Amort.(years to repay) 2.1 1.7 2.6 3.5 3.1

Net Debt / Sustainable Retained Profit 1.8 1.4 1.8 2.4 2.3

Net Debt / EBITDA 0.94 0.68 0.87 1.21 1.10  


