Czech University of Life Sciences Prague
Faculty of Economics and Management

Department of Economics

CZECH
UNIVERSITY
OF LIFE SCIENCES PRAGUE

Bachelor Thesis

Financial analysis of Prague Airport Company

Karolina Strakova

© 2017 CULS Prague



CZECH UNIVERSITY OF LIFE SCIENCES PRAGUE

Faculty of Economics and Management

BACHELOR THESIS ASSIGNMENT

Karolina Strakova

Economics and Management

Thesis title

Financial Analysis of Prague Airport Company

Objectives of thesis

The thesis titled ”Financial analysis of Prague Airport Company” deals with the issue of financial
statements of the company operating in air transport. The main objective is to measure the financial
performance and development by using different techniques of financial analysis. The thesis aims to
evaluate the current financial situation and make suggestions for possible improvements. All materials
used in this thesis are based on real data provided by Czech Aeroholding.

Methodology

Basically, the thesis consists of theoretical and analytical section. The first part provides brief overview
explaining not only the term financial analysis itself, but also varied issues related. Concise description of
the company Czech Aeroholding including short history and the hierarchy of Prague Airport is mentioned
as well. All the information serves as a theoretical background for the upcoming analytical section.

The research based on data obtained from annual reports aims to measure the financial performance of the
company throughout past years. Methods as SWOT analysis, ratio analysis, vertical and horizontal analysis
are being used. Conducted analysis results in a comparison and final evaluation of the financial progress of
the company.

Official document * Czech University of Life Sciences Prague * Kamycka 129, 165 21 Praha 6 - Suchdol



The proposed extent of the thesis
40 pages

Keywords

Financial analysis, airline industry, annual report, comparison, development, Prague Airport, Czech Aero-
holding, ROA, ROE

Recommended information sources

ANDREW C. TEMTE .. [ET AL.}. Financial statement analysis course. La Crosse, WI: Schweser
InstituteDearborn Trade Publishing, 2004. ISBN 9781419528972.

FRIEDLOB, G T. — SCHLEIFER, L L F. Essentials of financial analysis. New York: John Wiley & Son, 2003. ISBN
9780471228301.

MORRELL, Peter S. Airline finance. 3rd ed. Aldershot, England: Ashgate, c2007.

SAMONAS, Michael. Financial forecasting, analysis, and modelling: a framework for long-term
forecasting. West Sussex, England: Wiley, 2015. Wiley finance series. ISBN 978-1-118-92110-4.

VANCE, David E. Financial analysis & decision making: tools and techniques to solve financial problems
and make effective business decisions. New York: McGraw-Hill, 2002. ISBN 0071406654.

Expected date of thesis defence
2016/17 SS—FEM

The Bachelor Thesis Supervisor
Ing. Petr Prochézka, Ph.D., MSc

Supervising department
Department of Economics

Electronic approval: 5. 1. 2017 Electronic approval: 26. 1. 2017
prof. Ing. Miroslav Svatos, CSc. Ing. Martin Pelikan, Ph.D.
Head of department Dean

Prague on 14. 02. 2017

Official document * Czech University of Life Sciences Prague * Kamyckd 129, 165 21 Praha 6 - Suchdol



Declaration

I declare that | have worked on my bachelor thesis titled "Financial analysis of
Prague Airport Company" by myself and | have used only the sources mentioned at the end

of the thesis. As the author of the bachelor thesis, | declare that the thesis does not break

copyrights of any their person.

In Prague on 121" March 2017

Karolina Strakova



Acknowledgement

First of all, I would like to thank particularly my supervisor, Ing. Petr Prochazka, Ph.D.,
MSc for his useful advice and provided assistance during my work on thesis. Last but not
least, I would like to thank all my family members for their patience and support.



Finan¢ni analyza Letisté Praha, a.s.

Souhrn

Bakalafska prace s nazvem “Finan¢ni analyza LetiSt¢ Praha, a.s.” zkouma finan¢ni a
ekonomicky vykon spoleénosti provozujici civilni mezinarodni letisté v Ceské republice.

Teoreticka ¢ast slouzi jako zaklad pro nadchazejici analytickou cast a obsahuje
vysvétleni pojmu financni analyza, véetné pouzitych pomérovych ukazateli a udaja o
finanénich vyrocich spole¢nosti. Dale jsou v této cCasti zminéné ekonomické a
enviromentalni skute¢nosti a dopady tykajici se oblasti letistni dopravy. V neposledni fad¢
je v praci konkrétné popsana zkoumana spolecnost - obecné informace, jeji fungovani a
cile, véetné soupisu udalosti, které mohly mit vliv na celkovy vykon firmy.

Na zaklad¢ dat ziskanych z ucetnich vykazl firmy, metod a postupii popsanych v
teoretické casti byl proveden dikladny rozbor a analyza firmy. Dostupnd data byla
zpracovana, vyhodnocena a znazornéna pomoci tabulek a grafi. Provedend analyza podava

celkovy obraz o pusobeni firmy a jeji vysledky jsou dale shrnuty v samém zavéru prace.

Kli¢ova slova: Finan¢ni analyza, ROA, ROE, leteckd doprava, vyro¢ni zprava, Letisté

Praha, rozvoj



Financial analysis of Prague Airport Company

Summary

The bachelor thesis titled “Financial analysis of Prague Airport Company” focuses on
examining financial and economic performance of the company operating the civil
international airport located in the Czech Republic.

Firstly, the theoretical part serves as a background for upcoming practical section and
thus provides an explanation of the term financial analysis, including the basic information
about financial statements and ratios applied. Furthermore, air transport related economic
and environmental issues are mentioned and described as well. Last part of theoretical
section contains specifications regarding analyzed company, such as aims, functioning and
events that have significantly influenced its past and current performance.

Based on the data contained in company’s financial statements along with the methods
and procedures mentioned in theoretical part, the thorough research and analysis have been
performed. Available data was processed, calculated and visualized by graphs and tables.
Conducted analysis resulted in overall evaluation of company’s performance summarized

in conclusion.

Key words: Financial analysis, ROA, ROE, air transport, annual report, Prague Airport,

development
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1. Introduction

Current world, full of people being in a hurry all the time, requires the possibility to
travel by the fastest means of transport possible. No wonder, the demand for fast and
convenient air transportation has recorded a significant growth throughout past years.
Undoubtedly, airports represent a base and shelter for the aircrafts, as well as the travel hub
for all passengers, and therefore play the key role in air transport industry. Furthermore,
airports are considered to be the substantial driving force of the world economy. Air
transport enables the flow of people, goods, technologies and provides the important
connection between cities, which appear to be the vital element not only for the
international trade. Another point lies at first, in the obvious support of tourism and
secondly, in the wide range of various direct or indirect job positions created by this
industry. From the global perspective, this sector keeps developing all the time, which is
indisputably good news.

Undoubtedly, Vaclav Havel Airport Prague as the largest and most important airport in
the Czech Republic is considered one of the crucial driving forces behind the national
economy. The Company significantly contributes to the prosperity of the whole country
and provides many benefits.

The capability of examining and evaluating company’s financial performance belongs
to the key assumptions determining the viability of every business. Therefore, this thesis
focuses on analyzing financial and economic aspects of Prague Airport Company based on
the data collected from its annual reports and financial statements. Most commonly used
ratios have been applied to examine and evaluate Company’s performance.

Many people and institutions are concerned with the financial situation of particular
business and doesn’t matter, whether they are directly interested in a successful activity of
a company, such as owners, creditors, customers, potential investors, employees or simply
ordinary citizens. Actually, every individual involved in any kind of a business should be

able to realize the importance of financial controlling and efficient allocation of resources.
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2. Objectives and Methodology

2.1. Objectives

The thesis titled "Financial analysis of Prague Airport Company" deals with the issue of

financial statements of the company operating in air transport.

The main objective is to measure the financial performance and development by using
different techniques of financial analysis. The thesis aims to evaluate the current financial
situation and make suggestions for possible improvements. All materials used in this thesis

are based on real data provided by Czech Aeroholding.

2.2. Methodology

Basically, the thesis consists of theoretical and analytical section. The first part provides
brief overview explaining not only the term financial analysis itself, but also varied issues
related. Concise description of the company Czech Aeroholding including short history
and the hierarchy of Prague Airport is mentioned as well. All the information serves as
a theoretical background for the upcoming analytical section.

The research based on data obtained from annual reports aims to measure the financial
performance of the company throughout past years. Methods as economic analysis, ratio
analysis, data mining and others are being used. Conducted analysis results in

a comparison and final evaluation of the financial progress of the company.
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3. Theoretical Part

3.1.Financial analysis

Increasing the owner’s wealth belongs undoubtedly to the main objectives of every
single company or entrepreneurship. Company needs to make money to satisfy
shareholders, investors, customers and other organizations interested in its successful
business activity. In other words, it is really important to be able to monitor and control
financial activities of the company and thus to measure its financial performance. Financial
analysis represents a set of tools necessary to gain the information about the financial
health of the firm, understand it and therefore to enable more effective decision-making.
These measures aims to find out how much in detail particular factors influence the current
overall performance of the company.

The results of the financial analysis provide the overview and information necessary not
only for the owner’s needs but it also serves the third parties such as investors, banks,
government etc.

As Friedlob (2003) mentions in his book, the importance and necessity of analyzing the
financial performance has been taken into account since the beginning of business activity.
The simple accounting records were found more than 7 000 years ago in Babylon, Assyria
and Sumeria. The profit was easily determined by comparing the value of the harvest with
the value of the seed. In simple terms, basically the competent person prepared the list of
assets and liabilities at the beginning and then evaluated it at the end of the cycle. The
change indicated profit or loss. Even though the processes, means and the methods of
measuring financial activities have been changing and developing throughout the centuries,
the purpose has remained the same.

(Friedlob and Schleifer, 2003)

3.1.1. Financial statements

Basically, when conducting financial analysis of the company, analysts focus on three
major statements which provide an appropriate demonstration of a company’s

performance:
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e Income statement
e Balance sheet

e Cash flow statement

(Vance, 2002)

3.1.1.1. Income statement

Also known as the profit or loss account. Income statement indicates the performance of
the company during the specific period and shows e.g. its profitability. Revenues, expenses
and income belong to the main items included in Profit or Loss Account. Following

formula explains the relationship among these elements:

Revenues — Expenses = Net income (+Profit; —Loss) [1]

Revenues can be defined as overall amount of money that firm obtained during the
specific accounting period, regardless the fact, whether it has been already charged, or not.
On the other hand, expenses represent the amount of money spent by company in order
to gain revenues, however, the real payment did not have to be necessarily accomplished in
that specific period.
(Knapkova et al., 2013)

[tems included in Income statement

First row of the profit/loss account consists of revenues from sales, followed by cost of
goods sold. Profit margin represents the difference between those two items mentioned.
The list of all components will be analyzed in practical section.

Basically, earnings are recognized in three components: operational, financial and
extraordinary profit/loss result. The operating net income is gained by subtracting all the
operating expenses from all the operating revenues. It is an important indicator showing
company’s performance within the main operating activity of the firm.

(Knapkova et al., 2013)
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3.1.1.2.  Balance Sheet

Another important part of company’s financial statements is a balance sheet containing
the information about assets, equity and liabilities of the firm. The assets must be always

equal to the sum of equity and liabilities:

Assets = Equity + Liabilities  [2]

The balance sheet assesses the company’s financial position, hence it can also be called

the Statement of Financial Position.

[tems included in Balance sheet

The statement is divided into two sections — assets and equity plus liabilities.

The first item mentioned, including fixed and current assets, indicates the property of the
company that can be turned into cash if necessary. There are many types of assets, such as
intangible — e.g. copyrights, software, patents etc. and tangible, such as buildings,
machinery, equipment, both belonging to fixed assets. Current assets contain items like
inventories, financial assets, receivables etc.

Equity represents the capital invested into the company by the owner. Liabilities include
the obligations owed to creditors, such as bank loans, payables and others used as a
different source of business financing. These separates into short-term and long-term
liabilities.

(Knapkova et al., 2013)

3.1.1.3. Cash flow Statement

The decision-making process and the correct financial controlling of the company
require (apart from balance sheet and income statement) the information about firm’s cash
flows. No doubt, cash flow statement is considered to be the significant element of
financial analysis, as it explains the increase or decrease in cash along with the reason, why
that particular change occurred. In case, the company runs out of money needed for its

everyday operation, it could have a serious impact on the existence of the firm. Therefore,
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the cash flow monitoring appears to be a necessary activity when conducting financial
analysis.
The common computation generally used to understand the relationship of cash flow
components is following:
Cash flow = Gains — Costs  [3]

3.1.2. Ratio Analysis

Ratio analysis is based on the items listed in the company’s financial statements
mentioned above. However, in order to determine how the firm is actually doing
financially, the brief look at the statements is not enough and thus the further activity is
required. Obviously, the ratios can be created by combination of items, or one item to
another one and then simply calculated. The results could serve as a comparison among
companies operating in the same field. This type of analysis is used for the calculation and
evaluation of various aspects associated with the performance of the company such as

profitability, liquidity, efficiency and solvency. (Picardo, 2016)

Profitability

Every business was established primarily to generate profit. Therefore, the measurement
of profitability belongs to the key aspects in terms of financial reporting of a company.
Information contained in income statement directly demonstrates, whether the business is
using its assets efficiently compared to its expenses and other costs and thus indicates the
overall profitability. In other words, this measure shows company’s ability to generate
earnings during specific period. Commonly used profitability ratios include: Profit Margin
(ROS), Return on Assets (ROA), Return on Equity (ROE).

(Staff, 2017)

Return on Assets (ROA)

Considered as a crucial element in assessing company’s profitability, Return on Assets
ratio indicates the net income generated by total amount of assets during a specific period.
In terms of utilization, this aspect represents the useful tool when comparing the year to

year performance of a firm.
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The following calculation simply determines whether a firm is able to make profit from
its assets:

Net income
ROA = x 100 [%] [4]
Average total assets

All components of formula mentioned above can be easily obtained from the company’s
financial statements. Net income is listed in the income statement, at the bottom line and
the information about total assets can be easily taken from the balance sheet.

(Boyte-White, 2015)

Return on Equity (ROE)

Generally, majority of current or potential investors emphasize on ROE calculation as it
demonstrates, whether the business is capable of returning on the money that owner have
invested into the company. Commonly, the higher the percentage, the better result.
Basically, similar to ROA, the ROE formula consists of items that can be easily found in

income statement and the balance sheet. It is calculated as follows:

Net income
ROE = —— x 100 [%] [5]
Equity

(My Accounting Course, 2016)

Profit Margin (ROS)

Profit Margin, also called Return on Sales, determines the relationship between the
revenues and sales at various stages of earnings. In other words, ratio is described as a
profit in percentages generated on 1 CZK of sales revenue. (FAF, 2012)

Gross Profit Margin

Gross profit

Gross Profit Margin = x 100 [%] [6]

Sales revenue

18



Net Profit Margin

Net income

Net Profit Margin = x 100 [%] [7]

Sales revenue

Operating Profit Margin

EBIT

——x 1009 8
Net sales [%] 8]

Operating Profit Margin =

Revenue per Employee

Apart from indicating the level of productivity and efficiency in terms of utilization of
labour force, Revenue per Employee ratio can show, whether the company seems to be
overstaffed, or not. The ratio measures how much is the average revenue generated by one
worker. Obviously, it is preferred to gain the highest value possible, in order to operate
productively. However, the comparison with other companies in the same industry is

necessary to obtain applicable information. (Staff, 2016)

Revenue

R Employee =
evenue per Employee No.of employees

Liquidity

When discussing a risk measurement, the liquidity is an important indicator denoting
the company’s relationship between current assets and current liabilities. In other words,
liquidity examines, whether the firm has available amount of liquid assets that can be
easily converted to cash or cash equivalents, to pay its short-term debts and obligations.
(Friedlob and Schleifer, 2003)

Undoubtedly, assessing the liquidity belongs to the significant part of the financial
analysis. High level of liquidity can be associated with large amount of owner’s equity or

conservative approach, as well as with the signal of underusing of resources. On the other
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hand, weak liquidity directly contributes to the vulnerability of the business. The owner
must take into account pros and cons. (FAF, 2016)
The list of ratios commonly used to measure the liquidity includes current ratio,

quick/acid test ratio, working capital ratio and cash ratio.

Current Liquidity

The concept of current liquidity ratio determines the company’s ability to pay off its short-
term liabilities to satisfy the creditors. Generally, this indicator shows how much in current
assets is available to cover 1 CZK of the firm’s short-term liabilities.

(Friedlob and Schleifer, 2003)

Current assets

[10]

Current Ligquidity Ratio =
1 Y Short term liabilities + short term loans

The recommended value is denoted between 1,5 and 2,5.

Quick (Acid-test) Liquidity

In this case, when calculating quick liquidity, the inventory item is subtracted from

current assets.

Current assets — Inventories [11]

ick Liguidity Ratio =
Quick Liquidity Ratio Short term liabilities + short term loans

The recommended value is denoted between 0,7 and 1,2.

Cash Liquidity

First of all, cash ratio is considered as the strictest indicator of liquidity. Actually, this
measurement examines the company’s ability to pay off its short-term liabilities “right
now”, which means only by currently available financial assets (cash, money from bank

accounts, securities etc.). (Atlantis PC, 2016)
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Current financial assets

Cash Liquidity Ratio = [12]

Short term liabilities + short term loans

The recommended value is indicated between 0,2 and 0,5.

Solvency (Leverage Ratios)

In contrast to liquidity, solvency concerns about the long-term liabilities. Focusing more
on long-term sustainability of a company, leverage ratios measure the level of debts

compared to various indicators such as assets, equity and revenues.

Leverage |

This ratio indicates how much of long-term liabilities is determined for 1 CZK of

equity.

Long term obligations + Long term loans
Leveragel = - [13]
Equity

Leverage 11

Leverage Il measures the relation of long-term liabilities and total assets. In other
words, following calculation demonstrates how much of long-term obligations is assigned
for 1 CZK of total assets.

Long term obligations + Long term loans

Leverage Il =

[14]

Assets
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Leverage 111

The higher the leverage, the more indebted and risky company. The formula below
indicates the amount of total liabilities assigned for 1 CZK of assets.

Long term + short term obligations + loans

[15]

Leverage IIl =
g Assets

(Atlantis PC, 2016)

Return on investments (ROI)

Return on investment is commonly used ratio when evaluating and measuring the

efficiency of company’s investment. It is computed as follows:

ROI = EBIT [16]
" Total assets — short term liabilities
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3.2. Air transport economics

Undoubtedly, airports all around the world significantly contribute to economic
development of the particular country they serve. Basically, air transport allows the flow of
goods, people and technologies, thus making international trade much faster and efficient.
To put it simply, the more freight capacity, the lower transport costs. Also the price of air
tickets for tourists continues to decrease, which means the increased amount of potentially
handled passengers. According to IATA (International Air Transport Association), when
comparing the current average transport costs to twenty years ago, they have been
decreased by more than half. Generally, airports help to keep the economic growth by
supporting tourism and investments, enabling the access to international markets, as well
as by simply offering many various job positions in air transport industry.

Therefore it is important to keep developing this industry to improve the connectivity
between cities.

(IATA, 2016)

3.2.1. Airportrevenues and expenditures

3.2.1.1. Revenues

In fact, revenues of airports are divided into aeronautical and non-aeronautical. In
broader sense, aeronautical part of the business consists of fees paid for evident airport-
related activities such as operating and landing of aircraft, rental of terminals for airlines,
passengers and freight usage fees etc. Airlines pay the rent for the hangar, gate space,
maintenance facilities and other. Aeronautical revenues consist of charges levied on
aircraft and charges levied on passengers, which are commonly included in the price of a
ticket. Nowadays, the trend of passenger-based charging has been moving upwards. In
total, these revenues represent the major part of the airport income.

On the other hand, non-aeronautical side has recorded a significant boost in past years
as they tend to produce higher profit margins and therefore to reduce overall costs. As
Airports Council International (2013) mentions in their report: “The revenue generated
from non-aeronautical revenue often determines the financial viability of
airports.” Furthermore, airports keep focusing on non-aeronautical revenues to cope with

unstable and unpredictable cycle in airline business. Commercial activities attract either
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public or private investors to raise funds necessary for airport expansion. Especially
services such as parking, car rentals, ground transportation, retail and concessions
represent the major part generating income when talking about non-aeronautical side.
Variability and quality of products and services available at the airports contributes to
passengers” willingness to pay, so they can enjoy convenient stay while waiting for their
flights. Airports are increasingly expanding the food and beverage options, as well as the
fashion and beauty sector, by offering not only international brands but also locally
produced goods. Additional source of income lies in renting of space for advertising inside
or outside terminals.

(Anon, 2017)

3.2.1.2.  Expenditures

Due to airport assorted costs depending on wide range of operational models,
generalization of expenditures seems to be a little complicated. There are many detailed
information needed to make a comparison. For instance, many airport companies providing
ground handling do not use their own labour force, but some of them do. In general, about
30 percent of airports worldwide are considered profitable. (Anon, 2013)

ACI (2007) mentioned in position brief the explanation of two approaches to the airport
business model. First one, called “dual till” system consists of aeronautical and non-
aeronautical business separated into income and expenditure accounts. This method aims
to take the income from aeronautical side and use it solely for the coverage of aeronautical
expenditures such as repairing of runways or terminals. The non-aeronautical revenue
therefore remains for non-aeronautical expenditure. Compared to a “single till” approach
using all airport revenues in the cost base for charge calculations. As a result, in order to

maintain satisfying return, the airport then must target at non-aeronautical income.

3.2.2. Environmental and social impact

Although, users significantly benefit from airport business, the air transport and related
activities have considerably negative effect upon the environment. Since the demand for
air transport has been growing constantly, society has to accept not only benefits, but the
costs as well. Key environmental impacts such as air and water pollution, climate change,

noise, use of resources etc., belong to the major subjects being currently solved.
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The main objective is to make the aviation long term sustainable, which appears quite
impossible in its current form because of dependency on non-renewable resources.
However, many processes and activities are being done to at least improve the
sustainability of air transport. Particularly by effective developing and improving
technologies, ATM systems and other equipment.

(Eurocontrol, 2016)

3.2.2.1. Noise

Despite the fact that aircraft noise is considered rather as a local problem than a huge
environmental issue (compared for example to the climate change), it is still widely
discussed topic due to its adverse effect especially on health of the people living near
airports. In some cases, noise disturbance can cause serious cardiovascular and psycho-
physiological problems. Common perceptible effects include sleep disturbance, irritation,
weak performance, communication interference and others. (Eurocontrol, 2016)

Of course, there is a large scale of policies and regulations throughout the world that
help to monitor and control the noise abatement. International Civil Aviation Organization
(2004) set up the policy called the Balanced Approach to Aircraft Noise Management
containing detailed information about aircraft noise reductions. There are four elements
representing the core principle: reduction of noise at source, land-use planning and
management, noise abatement operational procedures, operating restrictions. Primary goal
remains to decrease the number of affected people. (ICAO, 2004)

Without exception, Prague Airport implemented economic, technical and operational
measures as well, in order to minimize the aircraft noise. Since 1998, the affected area has
not been spreading out, even though the number of take-offs and landings at the Prague
airport has increased. In addition, the policy of setting charges based on the aircraft noise
level appeared highly motivating. This challenge encourages air transport companies to use

the most innovative quiet type of aircrafts. (Vaclav Havel Airport Prague, 2016)

3.2.3. Labour

Labour force belongs to the basic factors of production and therefore, represents the key
element of every business including air transport industry without exception. Large scale

of various job positions has been created by this sphere, which seems to be simultaneously
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a significant contribution to the global economy as well as the reduction of unemployment
itself.

As the Air Transport Action Group (2004) noted, the aviation industry offered almost
63 million jobs worldwide. Obviously, this number has certainly increased even more till
now.

Basically, the positions can be distinguished according to the operations they provide.
Direct jobs are related to work in industry itself including the areas such as airlines
associated positions, airport operators, air navigation services, civil aerospace etc. Whereas
indirect jobs comprise the air transport industry suppliers, e.g. goods manufacturers,
construction companies, suppliers of fuels and other activities indirectly associated with
the aviation. Next category consists of artificial jobs that relate to the operational activities
within the industry, such as retail stores, restaurants, producers of various goods etc. Direct
employees spend their money on there. Last but not least, there are many jobs created
within the tourism sector that is obviously connected with air transport industry.

(Air Transport Action Group, 2004)

3.2.4. IT Development

Information technologies are the essential part of the aviation and associated operational
activities from the early beginning of air transport industry. The innovations and
improvements in the field of IT simplify the processes and functions related to the
operating challenges of airports, aircrafts control and other activities needed to manage,

maintain and support the air transport.
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3.3.Prague Airport Company

The joint stock company, Prague Airport belongs to the group of companies which
operate in air transport industry and related ground services at the international airport
located in Prague/Ruzyné. The group owned by Czech Aeroholding has the single
shareholder, which is the Czech Republic, represented by the Ministry of Finance of the
Czech Republic.

In 2008 as the result of privatization, former state enterprise known as Sprava Letisté,
S.p. was transformed and the joint stock company Prague Airport (Letist¢ Praha, a.s.) was
established. In 2011, Czech government started to implement the first steps in inclusion of
Prague Airport into Czech Aeroholding. In March 2012 it finally came under the structure
of Czech Aeroholding, as the sole shareholder.

(Vaclav Havel Airport Prague, 2016)

3.3.1. Objectives

Prague Airport aims to operate, control and maintain the international civil Vaclav
Havel Airport situated in Ruzyné effectively and securely. The company enables the
passengers to travel in a fast, modern, convenient way and thereby constantly contributes
to the development of air transport in the Czech Republic. Undoubtedly, the allocation of
free capacities among airlines belongs to the main concerns of the company. In addition,
Airport provides space rental for commercial purposes and related activities such as
parking. Company constantly works on further development and expansion of services. In
2011, International Air Transport Association awarded Prague Airport the prize for the
most developing airport in the world.

(Prague Airport, 2015)

3.3.2. Principles

Apart from the company’s main mission, there are also several basic acknowledged
principles worth to mention. First of all, these values significantly contribute to the

Airport’s great performance and stability.
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Security
Undoubtedly, the security related issues belong to the key factors in air transport all

around the world. Safety in air space begins on the ground. Prague Airport aims to
maintain the outstandingly safe environment for travelling. Enhanced level of security is

provided by trained specialists, as well as the technological development and innovation.

Customer service

Airport emphasizes customer-oriented approach that results in mutual satisfaction.
Every individual is treated in a professional friendly manner. Actually, during the year
2016 Prague Airport managed to handle 13 074 517 passengers, which indicates a growth
of 8.7 % compared to the year 2015. (Vaclav Havel Airport Prague, 2017)

Competitiveness

Through creative and innovative thinking the company remains focused on fulfilling its
desired targets. As the largest and most important international airport in the Czech
Republic, Prague Airport successfully continues to develop and expand available services

and spaces.

Responsibility
The company realizes how enormous influence it has not only on direct air transport

participants but also on the airport surrounding areas. Social responsibility evokes many
activities Prague Airport organizes to maintain a good relationship e.g. towards

neighbourhoods and the overall environment.

Transparency
Prague Airport is responsible for all the decisions made on the basis of equal treatment

of customers, trading partners, employees and others. The company handles every arisen
situation in a professional trustworthy and respectful manner.
(Vaclav Havel Airport Prague, 2016)
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3.3.3. Board of Directors

The leadership of Prague Airport, the joint stock company, is divided into the Board of
Directors consisting of four members headed by the Chairman (currently represented by

Viaclav Rehot) and Supervisory Board containing three members appointed on 4 years.

3.3.4. History (2010-2015)

In order to be able to correctly evaluate the financial position and overall performance
of the Prague Airport Company, there are several events worth mentioning. The following
summary contains the historical moments that occurred particularly within the years 2010
and 2015. Obviously, the explanation of some basic events influencing Company’s
performance throughout past years helps to clarify the relationship between accounting
numbers and particular situations, and thus to obtain the comprehensive frame about

Airport’s prosperity.

Year 2010

The Company’s performance during 2010 was affected primarily by economic crisis
that was on decline but otherwise significantly influenced the whole economic cycle. In
spite of this fact, Prague Airport managed to handle 11 556 858 passengers. Furthermore,
natural adverse effects had considerable impact on whole air transport industry. In the first
half of the year, air transportation across the Europe was interrupted for a while, due to
volcano eruption on Iceland. Before the end of a year, some European airports had to
cancel many flights because of strong snowstorms. (Prague Airport, 2010)

Year 2011

Despite of struggling with unstable conditions in the air transport market, the Company
performed quite well. As a proof of innovation and technological development, Prague
Airport introduced automatic passport control system called Easy Go. This improvement
significantly enhanced the capacity of handled passengers, because the whole process

through this new gate takes only about twelve to twenty seconds. (Prague Airport, 2011)
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Year 2012

Prague Airport officially became the part of a group owned by Czech Aeroholding and
celebrated its 75" anniversary. Furthermore, the Company decided to start beekeeping
because of biomonitoring of the environment. The produced honey reached the anticipated
quality level and even more, this excellent product obtained an appropriate certification

from Czech Beekeeping Association. (Prague Airport, 2012)

Year 2013

The government of the Czech Republic agreed to sell 460 725 pieces of Czech
Aeroline’s shares to Korean Air Lines Co. Such a business strategy contributed to the
development of Prague Airport in sense of becoming an important transfer hub.

A launch of the first official Airport’s Facebook profile evoked a significant progress in
the field of publicity and communication. People can share their experiences and
photographs there, as well as check the news from Prague Airport. (Prague Airport, 2013)

Year 2014

Ministry of Transport of the Czech Republic approved the implementation of new
Security system. Besides, Prague Airport managed to win a second place in prestigious
award “Highly Commended Airport” in a category of 4 — 20 million passengers within the
framework of the conference called Routes Europe Marketing Awards 2014. (Prague
Airport, 2014)

Year 2015

According to the modification of EU legislation, new security procedures associated
with the cabin luggage control was additionally implemented. Furthermore, the Civil
Aviation Authority executed the government quality control at Vaclav Havel Airport
Prague.

(Prague Airport, 2015)
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3.4. Literature Review

A lot of people are concerned with the topic of financial analysis and various issues
associated. Vance (2002), as well as Friedlob (2003) examine this problematic and include
a lot of practical examples there. However, the methods and some explanations can be
misleading, because they both follow the Generally Accepted Accounting Principles
(GAAP) — accounting standards applied mostly in the United States. Compared to
Knapkova (2013) along with Ruckova (2015), both coming from the Czech Republic, who
obey the rules based on the International Financial Reporting Standards (IFRS). Atlantis
PC (2016) explains ratio analysis in detail, including the recommended values and
formulas, whereas Picardo (2016) also emphasizes on thorough clarification of associated
terms.

Eurocontrol (2016) concerns, apart from other activities with the environmental issues
of aviation, similarly to International Civil Aviation Organization (2016) interested in
environmental protection.

Royal Aeronautical Society (2013), Oxford Economics (2015), Florida Tech (2016) and
Air Transport Action Group (2014) analyze the economic impacts influencing air transport
industry, as well as the aspects of airports.
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4. Practical part

4.1. Economic Analysis of Prague Airport

4.1.1. Earnings

The financial results are getting better from year to year and Airport manages to achieve
the estimated level of earnings. As shown in Table 1, earnings decreased slightly between
2010 and 2012, mostly influenced by ending economic crisis and weather related adverse
effects. Year 2012 recorded a significant downturn in operating results caused by the
decrease of airlines operating at the Airport. Furthermore, organizational changes
associated with the establishment of holding company impacted the performance as well.
Since the beginning of 2013, the economic activity proceeded under the structure of Czech

Aeroholding and the earnings have recorded a constant growth.

Table 1: Earnings after taxes (2010-2015)

Year EAT (thousands CZK)
2010 990 741,00 CZK
2011 660 816,00 CZK
2012 618 507,00 CZK
2013 942 463,00 CZK
2014 1 149 585,00 CZK
2015 1435 850,00 CZK

Source: own data processing; source of data: Prague Airport, 2016

Following Figure 1 visibly demonstrates the earnings fluctuations, particularly above

mentioned growth within the years 2013 and 2015 can be clearly seen.
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Figure 1: Earnings after taxes (2010-2015)
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4.1.2. Passengers

Last year, Prague Airport managed to handle over 13 million passengers, which means
8,7 percent growth compared to 2015. Enhanced capacity of aircrafts as well as the
improvements made within terminals and gates will enable to transport even more people
in the future.

Table 2 demonstrates the Prague Airport passengers handled from 2009 to 2016,
including information about percentage change against previous year. Following time

series (Figure 2) visualizes the information contained in Table 2.

Table 2: Number of handled passengers

Year Number of Passengers Change
2009 11 643 858 -

2010 11 556 858 -0,7%
2011 11 788 629 2%
2012 10 807 890 -8,3%
2013 10974 196 1,5%
2014 11 149926 1,6%
2015 12 030928 7,9%
2016 13074 517 8,7%

Source: own data processing; source of data: Prague Airport, 2016
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Figure 2: Number of handled passengers

Source: own data processing; source of data: Prague Airport, 2016

4.1.3. Employment

Figure 3 below demonstrates a significant decrease in Prague Airport personnel between
the years 2010 and 2013. In spite of this fact, the Company earnings started to grow again
after the weaker performance in 2012. Definitely, this aspect indicates the higher
productivity and efficiency of labour. However, the financial results appeared to be much
higher in 2015, even though the average number of employees was the same as in 2013.

Figure 3: Average number of Prague Airport employees

Source: own data processing; source of data: Prague Airport, 2016
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4.2.Correlation analysis

Correlation analysis aims to determine the strength of a relationship between two or
more variables. It is measured by so called coefficient of correlation that ranges from -1 to
+1. The closer the value to -1 or 1, the stronger the relationship (positive or negative).

In this case, correlation indicates, whether there can be a relation between the number of

handled passengers and company’s net earnings.

Figure 4: Scatter plot
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Table 3: Correlation coefficient

Year No.of Passengers |Earnings after tax (thousands)
2010 11 556 858 990 741,00 CZK
2011 11788 629 660 816,00 CZK
2012 10 807 890 618 507,00 CZK
2013 10974 196 942 463,00 CZK
2014 11 149926 1149 585,00 CZK
2015 12 030928 1435 850,00 CZK
|Corre|ation coefficient | 0,475065468|

Source: own data processing; source of data: Prague Airport, 2016

Table 3 above expresses the value of coefficient 0,475 that signifies moderate

correlation.

35



This number indicates a positive moderate relationship between two selected variables —

number of passengers and earnings after taxes.

4.3.Financial Analysis

Following financial analysis has been conducted on the basis of the information
contained in Prague Airport income statement, balance sheet and cash flow statement. The
original documents (2015) are attached in appendix at the end of this thesis. Unfortunately,
current financial situation (2016) cannot be examined in detail, because the data provided

by Prague Airport are available only up to the year 2015.

4.3.1. Profitability

Return on Assets (ROA)

EBIT 1787643

ROA (2015) = = -
( ) Assets 9158023

0,1952

When considering the recommended value of ROA which is at least 8%, Prague Airport
Company proved very good ability to generate earnings by assets because of ROA

representing almost 20%.

Return on Equity (ROE)

EAT 1435850

ROE (2015) = =
( ) Equity 3948112

= 0,36368

Computed Return on equity indicates a value of 36%, which is a great result compared
to the minimal requirement of 10%. This indicator shows the ability of Prague Airport to
return on the money invested in the company. Of course, the higher the percentage, the
better.
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Return on Sales (ROS)

The ROS recommended value denotes above 10%. Prague Airport exceeded

significantly the required minimum and reached 30% of Return on sales.

EBIT _ 1787 643
Sales revenue 5968 409

ROS (2015) = = 0,29952

Revenue per Employee

Table 4: Revenue per Employee

Year |EBIT(thousands)/ No. of employees |Revenue per employee (thousands CZK)
2011 828896/ 1971 420,55 CZK
2012 773 596 / 1806 428,35 CZK
2013 1174362 /1725 680,79 CZK
2014 1435411 /1743 823,53 CZK
2015 1787643 /1725 1 036,314 CZK

Source: own data processing; source of data: Prague Airport, 2016

4.3.2. Liquidity

The items composed in calculations below are denoted in thousands CZK. Generally, if
computed liquidity shows the value greater than 1, the company is in a good financial
health and its short term liabilities are fully covered. Therefore, Prague Airport is less

likely to fall into financial troubles according to results represented below.

Current liquidity

Current assets _ 2196 758

Short term liabilities . 510445 _ 20301
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Quick liquidity

Current assets — Inventories _ 2196 758 — 397 845
Short term liabilities B 510 445

= 3,5242

Cash liquidity

Current financial assets 1039 130
Short term liabilities 510 445

= 2,03573

4.3.3. Leverage Ratios

In general, the higher the value, the more risky and indebted company. Usually, the
values below 0.5 and less are considered ideal but of course, depends on industry.

According to following computations, Prague Airport achieved very good results.

Leverage |

long term liabilities 212373
Equity 3948112

= 0,05379

Leverage 1

Long term liabilities 212 373
Assets 9158 023

Leverage Il

Long + Short term liabilities 212 373 + 510 445
= = 0,0789
Assets 9158 023
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4.4. Comparison

Table 5: Selected European Airports (no. of passengers in 2016)

Number of Handl
Airport Tl LHCUIEILE: Location
Passengers
Berlin Brandenburg Airport 32,9 million Germany
Bratislava Airport 1,76 million Slovakia

Frankfurt Airport Germany

Heathrow Airport Great Britain

Charles de Gaulle Airport France
Munich Airport 42,3 million Germany
Czech
Vaclav Havel Airport Prague 13,08 million Republic
Vienna International . )
S 23,4 million Austria
Warsaw Chopin Airport 12,8 million Poland

Source: own data processing

As shown in Table 5, when assessing the number of passengers handled within the year
2016, Western Europe significantly exceeds the other areas. People travel there mostly
because of the business and related issues. Airports located in the east seem not to be so
busy. Considering the number of population and size, Prague Airport manages to reach
highly satisfying results. As the heart of the Europe, Czech Republic is becoming a
necessary international transfer hub used by much more people all around the world than

before.
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5. Conclusion

Based on the thoroughly conducted economic and financial analysis, the achieved
results confirmed that Prague Airport belongs to the successful and prospering companies
comparable to other European airports. Overall performance evaluation indicated a very
good financial health of the company, its strong position on the market and also significant
progress made within past years. Annual earnings have been increasing again, as well as
the number of passengers. Furthermore, Company managed to improve the productivity of
labour by the reduction of employees. All the values computed by ratios significantly
exceeded the recommended minimal percentages. Prague Airport is not expected to fall
into the financial difficulties, because of its great ability to pay off the obligations. The
company generates earnings high enough to be able to put annually a part of money to the
reserve fund.

Undoubtedly, main advantage lies in Prague Airport’s future potential expansion and
further development, because the size of area enables the possibility to accept more
aircrafts.

Future predictions indicate the continuing growth in the number of handled passengers
and revenues. Enhanced capacity of aircraft as well as the improvements made within
terminals and gates will enable to transport even more people in the future and thus
increase earnings.

The aims of the thesis defined in the beginning were completely fulfilled, because the
financial and economic examination of Prague Airport Company was successfully

accomplished and evaluated.
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Document 1: Prague Airport — Income statement 2015
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Document 2: Prague Airport — Balance sheet 2015 (Assets)

LETISTE PRAHA, A. S.
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-6 844

-13 830
-13 768

3957
11 597

4350
1664
2189 267
931797

1186 990
67
70413
2176084
391001
31251
356 447
1055

1545

15

746 953
544 346
28 352
38 140
32877
2238
1039 130
5454
1033676
443 875
442 043
1833

31,12.2014

2172328
812537

1220 660
67

139 064
1952 171
362 597
36776
323 134
77

657
1664
289

669 661
565 192!
37 200
39 069
26434
1766
919 913
3421
916 492
437 904
434 100
3804
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Document 3: Prague Airport — Balance sheet 2015 (Equity + Liabilities)

LETISTE PRAHA, A. S.
ROZVAHA V PLNEM ROZSAHU
K DATU 31.12.2015 (V TISICICH KC)

47

PASIVA CELKEM 4830795 4574 429

A. Viastni kapital 3948 112 3661847

Al ZAakladni kapital 2612227, 2512 227

1.|Z&kladni kapital 2512227 2512227

Al Kapitalové fondy 35 35

2.{0statni kapitdlové fondy 35 35

AV.1.  |Vysledek hospodafeni b&Zného uéetniho obdobi (+/-) 1435 850 1149 585

B. Cizi zdroje 825 003 783 825

B.l {Rezervy 102 185 95 897

3.]Rezerva na dah z piijmi 87 322 87 908

4.|Ostatni rezervy 14 863 7 989

B.IL. |Dlouhcdobé zévazky 212373 213 150

1.|Zavazky z obchodnich vztahl 76 600 64 942

10.|0dlozeny dafovy zavazek 135 773 148 208

B.IIL. Kréatkodobé zévazky 510 445 474 578

1.|Zavazky z obchednich vztahi 203 262 236 085

5.|Zéavazky k zaméstnancim 51965 57 361

6.}Zavazky ze socialniho zabezpeéen| a zdravotniho pojisténi 28921 29648

7. Stét - dafiové zdvazky a dotace 14 572 16 008

8.|Kratkodobé pfijaté zalohy 30748 13 563

10.{Dohadné uéty pasivni 178 768! 119 526/

11.|Jiné zavazky 2 209 2387

C.L ‘Casovo rozliseni 57 680 128 957

1.|Vydaje péistich obdobi 31946 88 695

2./ Vynosy piistich obdobi 25734 40 262
Deloitte Audit s.r.o.

Karolinska 654/2, 186 00 Praha 8

evidencni &islo 79

Martin Tesaf

Auditor

avidendnf &, 2030



Document 4: Prague Airport — Cash flow statement 2015

LETISTE PRAHA, A. S.
PREHLED O PENEZNICH TOCICH
ZA OBDOBI OD 1.1.2015 DO 31.12.2015 (V TISICICH KC)

Obdebi do Obdobi do
31.12.2016 31.12.2014
Penézni toky z provozni Einnosti i
Ugetni zisk (+) / zirdta (-) z b&2né &innosti ped zdanénim 1787 643! 1435411
Al Upravy o nepenézni uperace: 366 848‘ 355 360
A1.1  |Odpisy stalych aktiv a pohledévek 403 640 362 866
A12 |Zména stavu opravnych poloek a rezerv 27752, -508
A1.3 |Zisk (-) / ztrata (+) z prodeje stalych aktiv 5 358, -3 005
A1.5  |Vyudtované nékladové (+) @ vynosové (-) Uroky 2606 -3 858
A.1.6 |Upravy o ostatni nepenézni operace -76 -115
A* Cisty penézni tok z provozni Einnosti pfed zdanénim, zménami pracovniho kapitalu
8 mimofédnymi polotkami 2154 491 1780 791
A2  !Zmény stavu nepenéZnich sioZek pracovniho kapitalu -127 268 52985
A2.1 |Zména stavu pohledévek a piechodnych (40 akliv 92712 131 387
A22 |Zména stavu krétkoddbych zévazkl a prechadnych GEtD pasiv 9014 -85 959
A2.3 |Zména stavu zasob -25 542 8 557
A" ,¢Isty penézni tok z provozni &innosti pfed zdan&nim a mimofadnymi polozkami
! 2027223 1843776
A3 lUroky vyplacens 9! K
A4 |Uroky priaté 2615 3865
A5 |Zaplacena daf z pfijmd za béznou &innost -364 814 -263 537
A***  [Cisty pend2ni tok z provazni Zinnosti 1665 015 1584 097/
Penézni toky z investitni &innosti
B.1  |Vydaje spojené s nabytim stalych aktiv 402 29 -406 194
B.2 PHjmy z prodeje atélych aldiv 6 731 4 806
B Cisty pendini tok z investiéni EGinnosti -395 56 -401 299
Penézni toky z financni Ginnost
C.1 Zména stavu diovhodobych a kiatkodobyu zavackd -65! 2 586/
C2  I1Zména stavu viastniho kapitalu: 1149 58 -953 754
C2.1 |Zvjdeni pend2nich prostiedk z titulu zvyseni zakladniho kapitdk 52 061
C.26 |[Vyplacené dividendy [podily na zisku] -1 149 58! -1 005 815
c** |Cisty penézni tok z finangni Einnosti -11502 -851 166
Cisté zvySeni / snizeni penénich prostiedkd a pendZnich ekvivalentd 11921 231632
Stav penéznich prostiedki a penéznich ekvivalentd na potatku roku 91991 688 281
Stav penéinich prostiedki a penéznich ekvivalenti na konci roku 1039 130 919913
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