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Thomas Cook: Flightpath to failure? 
Synopsis 
 
Thomas Cook Group plc’s (Thomas Cook) was one of the oldest travel firms yet its apparently sudden 
failure on 23 September 2019 left 600,000 holidaymakers stranded and sparked the largest ever 
peacetime repatriation1 of British citizens2 at cost of £83m to the Department of Transport3. Around 
9,000 employees who had expected to be paid on 30 September were left unpaid. 
 
Could CEO Peter Frankhauser have addressed the challenges faced by Thomas Cook more effectively 
during his tenure or was the company locked into a flightpath to failure? The case highlights the 
importance of context when performing financial analysis and encourages students to evaluate the 
challenges posed by the current standards related to accounting for goodwill and corporate reporting 
of underlying performance. 
 
Target audience 
This case can be used in undergraduate financial reporting and current issues in accounting 
courses/modules at the postgraduate level. 
 
Learning objectives 

1. Critically appraise Thomas Cook’s response to travel market trends  
2. Analyse the financial performance of Thomas Cook using financial ratio and trend analysis 
3. Perform a comparative analysis between Thomas Cook and its competitor Tui AG 
4. Examine the decision usefulness of financial reporting 
5. Critically evaluate accounting for goodwill on acquisition 

 
Discussion questions 

1. How might Thomas Cook’s strategy have responded to the market trends? (LO1) 
2. Critically appraise Thomas Cook’s financial condition (LO2) 
3. Evaluate the comparative financial profile of Thomas Cook and Tui (LO3) 
4. Critically discuss the usefulness of adjustments routinely made by companies in presenting 

their financial results? (LO4) 
5. Evaluate the contributory role of the current approach to accounting for goodwill on 

acquisition? (LO5) 
 

Theory discussion 
Whilst LO1 refers to the company’s response to market trends its strategic approach is not the primary 
focus of the case. As a result, strategy theory is not referred to in this Instructor’s Manual (IM). 
 
To evaluate Thomas Cook’s financial condition students are expected to deploy financial analysis 
techniques. Frameworks for general financial ratio analysis are available in the majority of accounting 
texts and the relevant chapters can be set for students to read before the teaching session.  
 
The ratio analysis to support LO2 is organised as follows: 
 

                                                      
1 Prior to the global pandemic of 2020 
2 150,000 were repatriated Q67 
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-industrial-
strategy-committee/thomas-cook/oral/106324.pdf 
3 Investigation into the Collapse of Thomas Cook, National Audit Office, 17 March 2020, 
https://www.nao.org.uk/wp-content/uploads/2020/03/Investigation-into-governments-response-to-the-collapse-
of-Thomas-Cook.pdf 

http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-industrial-strategy-committee/thomas-cook/oral/106324.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-industrial-strategy-committee/thomas-cook/oral/106324.pdf
https://www.nao.org.uk/wp-content/uploads/2020/03/Investigation-into-governments-response-to-the-collapse-of-Thomas-Cook.pdf
https://www.nao.org.uk/wp-content/uploads/2020/03/Investigation-into-governments-response-to-the-collapse-of-Thomas-Cook.pdf
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• Company performance 
• Solvency and liquidity 
• Control of working capital 
• Return on investment and risk 

 
 
The IM follows the structure presented in Chapters 29-31 of 

- Alexander, D., Jorissen, A., Hoogendorn, M., Van Mourik, C., Kirwan, C. (2020) 
International Financial Reporting and Analysis. Cengage. 8th edition.  

 
This textbook offers an introduction to financial analysis for accounting students building skills with 
illustrated examples and short cases. 

 
For those seeking to extend the financial analysis and establish the linkages to valuation more 
advanced textbooks may be suitable. For example, 
 

- Penman, S. (2017) Financial Statement Analysis and Security Valuation. McGraw Hill. 5th 
edition. 

 
Penman (2017) offers an in-depth review of financial statement analysis and valuation and is useful 
for both finance and accounting students at a more advanced level of study. 
 
Whilst the ratio analysis technique is technical students should gain an appreciation of how various 
ratios interact and be able to disaggregate ratios to better explain the financial performance of the 
company. An important takeaway is for students to recognise that ratio analysis is a relative measure 
and understanding the context of the company and sector is important.  
 
Two papers have been recommended for students to read before class. They have been chosen to 
frame the discussion about adjustments made by companies in their reporting processes as well as the 
ongoing and changing practices for accounting of goodwill on acquisition. 
 
In the first, Smith & van der Heijden (2017) the analysts’ perspective on the use of key performance 
indicators to supplement financial reporting data is presented. This goes some way to explaining the 
variation in practice of companies who seek to report underlying performance. The debate centres 
around whether financial reporting in its current form facilitates an understanding of the underlying 
performance of companies. It is countered by the argument that often companies like Thomas Cook 
generate a positive picture of underlying performance by including significant adjustments on an 
ongoing basis. 
 
In the second, Amel-Zadeh, Meeks G., & Meeks, J., (2016) a historic perspective on accounting for 
mergers and acquisitions helps to contextualise the current accounting practice. This background 
helps students to understand how different approaches to accounting for goodwill have evolved and 
the interaction between accounting and the aim of decision usefulness. It provides the basis to 
understand the ongoing debate concerning goodwill on acquisition and its potential effect on 
corporate behaviours. 
 
 
Teaching strategy 
The case can be taught both face to face and online. The expected teaching time is 90-120 minutes 
depending on whether students perform the comparative analysis before class. 
 
The case focuses on the financial strength of Thomas Cook and its comparative weakness to its 
competitor Tui. It then goes on to ask whether the ongoing use of separately disclosed items by the 
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company played a part in the failure alongside the role of the accounting standard related to goodwill 
on acquisition. 
 
 
IM Table 1: Suggested lesson plan (Minutes) 
 

Topic Content Time 
Introduction Understand the importance of 

financial analysis of businesses  
10 minutes 

Strategy  Q1 How might Thomas Cook’s 
strategy have responded to the 
market trends? (LO1) 
 

15 minutes 
 
 
 
 

Financial analysis Use the financial statements in the 
case to prepare vertical and 
horizontal analysis for Thomas 
Cook and Tui. 
 
Q2 Critically appraise Thomas 
Cook’s financial condition (LO2) 
 
 
Q3 Evaluate the comparative 
financial profile of Thomas Cook 
and Tui (LO3) 
 
 

30 minutes 
 
 
 
 
10 minutes 
 
 
 
10 minutes 

Accounting standards Q4 Critically discuss the usefulness 
of adjustments routinely made by 
companies in presenting their 
financial results (LO4) 
 
Q5 Evaluate the contributory role of 
the current approach to accounting 
for goodwill on acquisition (LO5) 
 

20 minutes 
 
 
 
 
15 minutes 

Wrap up Summarise lessons learned 10 minutes 
 
Before class 
 
Students prepare ratio analysis for Thomas Cook using the financials presented in Case Exhibit 3. 
This could be submitted via a VLE quiz so that they can revise the techniques. 
 
Students are also asked to read the case along with the two papers in preparation for the session.  
 
The short video helps rewind to September 2018 https://time.com/5683934/thomas-cook-travel-
collapse/?jwsource=cl (1 minute 22s) 

 
During class 
 
Students discuss the operating context of the company and how its financial condition contributed to 
its failure. The contextual importance is reinforced through the comparative vertical and horizontal 
analysis in Q3. 

https://time.com/5683934/thomas-cook-travel-collapse/?jwsource=cl
https://time.com/5683934/thomas-cook-travel-collapse/?jwsource=cl
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Q1 How might Thomas Cook have responded to the market trends? (LO1) 
 
Split the class into groups and ask two groups to work together with one group outlining a trend with 
the other outlining an appropriate response. It is recommended that groups alternate in these roles. 
Groups share with the wider class, explaining their rationale in a plenary debrief. 
 
Optional further resources to support teaching:  
2016 ONS report Holidays in the 1990s and now4. The report highlights the significant growth in the 
travel industry and changes in patterns of holidaymaking.  
Annual ABTA Holiday Habits report5. The report could be used to reflect upon changing consumer 
habits at the time of Thomas Cook’s failure. 
 
 
Q2 Critically appraise Thomas Cook’s financial condition? (LO2) 
 
In this section, the instructor uses flipcharts or an electronic whiteboard e.g.Padlet to allow students to 
provide commentary on the various groupings of ratios; company performance, solvency and 
liquidity, control of working capital and return on investment and risk. In the physical classroom, 
students could move around the room in small groups adding to each flipchart. With larger groups or 
where movement is impractical a single chart could be split into quadrants for responses. 
 
 
Q3 Evaluate the comparative financial profile of Thomas Cook and Tui (LO3) 
 
Tui financial statements are presented in Case Exhibit 4.  
 
Teaching is structured using the following three questions and collaborative tools e.g. Padlet, 
googledocs. Each student or group is be asked to contribute at least one posting which is then 
discussed in a plenary session. 
 
- Why is Tui a relevant comparator for Thomas Cook? 
- What does vertical analysis reveal and what are its limitations? 
- How would you recommend Thomas Cook restructure its balance sheet?  
 
 
Q4 Critically discuss the usefulness of adjustments routinely made by companies in presenting their 
results? (LO4) 
 
Resources: IM Exhibit 1 shows Thomas Cook’s separately disclosed items. 
 
Using Smith & van der Heijden (2017) students will be able to discuss disclosures in the context of 
investors. Instructors can build on this to critique the concept of ‘usefulness’ by asking students for 
whom and for what purpose. 
 
Extension task: 
Students watch the IASB webinar on the exposure draft related to management performance 
measures. 
https://youtu.be/U9th-KUbdQ0%20 (44 minutes) 

                                                      
4 
https://www.ons.gov.uk/peoplepopulationandcommunity/leisureandtourism/articles/holidaysinthe1990sandnow/
2017-08-07 
5 https://www.abta.com/system/files/media/uploads/ABTA%20Holiday%20Habits%20Report%202019.pdf 

https://youtu.be/U9th-KUbdQ0
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Extension question: To what extent will/(has) the IASB’s work on MPMs as part of the ongoing 
Primary Financial Statement project enhance(d) the usefulness of financial reporting? 

 
 
Q5 Evaluate the contributory role of the current approach to accounting for goodwill on acquisition? 
(LO5) 
 
This session first draws on the broader evlaution of accounting for goodwill included in the Amel-
Zadeh (2016) paper before narrowing down to the specifics of the case. 
 
Wrap up 
 
Key points to take away: 

- Thomas Cook’s strategy was reactive in face of a changing market structure 
- Insights from the financial analysis revealed that the operating profitability of the company 

was insufficient in a market subject to external uncertainties e.g. weather, political conditions 
- The company’s balance sheet structure was insufficiently robust in face of the market 

conditions which triggered the goodwill write down. 
- Companies often make adjustments to supplement the financial accounts to reflect what they 

consider underlying performance; however, these need to be well understood by users 
- The assumptions employed in accounting for goodwill on acquisition can create significant 

variations in valuation and consequent volatility in the income statement. Further revisions 
may result from the International Accounting Standards Board exposure draft (2020). 

- In a regulated sector e.g. travel other parties can also have oversight e.g. Civil Aviation 
Authority. The failure had a significant effect on the Air Travel Organiser’s Licence (ATOL) 
scheme and has led to proposed changes following a consultation period6.. 
 

After class 
 
There is scope to give students a follow-up assignment. Possible topics could include the following: 
 

- The Financial Reporting Council (FRC) announced investigations into EY’s 2017 and 2018 
audits of Thomas Cook in 2019. At the time of writing, it has not yet reported back. 
(If the FRC has reported back on its investigations). Analyse the outcome of the FRC’s 
investigations into EY’s audits of Thomas Cook. To what extent are concerns addressed by 
recent measures introduced by Big Four firms in the UK audit market? 
 

- Following the Department for Business, Energy and Industrial Strategy consultation 
responding to the recommendations of the prior independent reviews, including Kingman 
(2018)7 students could be asked to comment on substantive changes proposed8 or 
implemented e.g. establishment of the Audit Reporting and Governance Authority (ARGA) 
and its associated powers contrasted to the FRC. 

 

                                                      
6 https://publicapps.caa.co.uk/docs/33/ATOL%20Reform%20-
%20Summary%20of%20responses%20and%20next%20steps.pdf 
7 https://www.gov.uk/government/consultations/restoring-trust-in-audit-and-corporate-governance-proposals-
on-reforms 
8 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1074113/Lob
by_Pack_10_May_2022.pdf 

https://www.gov.uk/government/consultations/restoring-trust-in-audit-and-corporate-governance-proposals-on-reforms
https://www.gov.uk/government/consultations/restoring-trust-in-audit-and-corporate-governance-proposals-on-reforms
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Sample answers to discussion questions 
Q1 How might Thomas Cook’s have responded to the market trends? (LO1) 
 

- Build sufficient financial stability to manage market volatility 
Thomas Cook operated in an industry with low margins and was subject to a variety of external 
influences including the price of air-fuel, exchange rates, weather, political unrest. As a result, it 
required sufficient financial resilience to manage the confluence of factors which could lead to a 
reduction in bookings or an increase in costs. The heatwave in the UK led to a slowdown in bookings 
and subsequent overcapacity for Thomas Cook9. 
 

- Invest in its online infrastructure to complement the store-based network. In addition, it could 
have tailored its offer to a specialist market earlier than it did with Casa Cook. 
 

The travel market continued to expand10 however, the behaviour of consumers changed as booking 
online became commonplace, leading to the unbundling of packages and a move away from 
traditional one or two-week package breaks. For example in 2018 44% of holidaymakers booked 
through an online travel site e.g. booking.com, with 42% booking directly with service providers e.g. 
airlines, accommodation, and 39% using a travel agent11. 

 
As the travel market evolved, Thomas Cook had focused on expanding its physical footprint in 
preference to its digital one. Whilst Harriet Green had unveiled a strategy that would have delivered 
this outcome her tenure as CEO was cut short by the appointment of Peter Frankhauser. The attendant 
costs of the store-based network contributed to the low margins experienced by the company. New 
entrants had specialised in specific parts of the holiday market e.g. flight, accommodation, car hire 
unbundling the traditional package in the process. Other competitors focused their proposition on 
delivering a unique experience e.g. Tui’s exclusive accommodation and cruise business. 
 
The ease with which many of Thomas Cook’s high street stores were sold to Hays Travel indicates 
that there remains a place for high street travel agencies. 
 
 
Q2 Critically appraise Thomas Cook’s financial condition (LO2) 
 
Financial analysis can help to provide insight into the financial condition of a company over time 
and/or in relation to other companies e.g., Tui AG (LO3). However, there are limitations associated 
with ratio analysis including reliance on historic data, differences in accounting policies, and seasonal 
effects. 
 
A range of significant ratios is covered below following the categories outlined in the Theory 
discussion. All ratios are calculated from data in Case Exhibit 3. The ratios in this section are  not 
intended to be comprehensive and alternatives calculated by students should also be discussed, 
focusing on the insights resulting from the ratio. 
 

• Company performance 
• Solvency and liquidity 
• Control of working capital 
• Return on investment and risk 

 

                                                      
9 https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/consumer-business/deloitte-uk-cb-travel-
weekly-insight-report-2018-19.pdf 
10 https://www.ons.gov.uk/peoplepopulationandcommunity/leisureandtourism/articles/traveltrends/2019#uk-
residents-visits-and-spend-abroad 
11 https://www.abta.com/system/files/media/uploads/ABTA%20Holiday%20Habits%20Report%202019.pdf 
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Based on the data presented in the case the following observations would be expected from students. 
 
Company performance 
 
IM Table 2: Company performance ratios 

 
Financial year 2014 2015 2016 2017 2018 
Revenue growth (% year on year)  -9% 0% 15% 6% 
Gross Profit % (Gross profit/revenues) 21.8% 22.6% 23.3% 22.1% 20.2% 
Operating Profit % (Profit before interest 
and tax/revenues) 0.7% 2.7% 2.6% 2.6% 1.0% 

 
Over the five years under consideration operating costs amounted to approximately 20% of revenues 
so that in periods where costs of sales increased e.g., due to availability of accommodation this had a 
direct effect on operating profits. There was insufficient operating margin to comfortably manage this 
volatility. 
 
 
 
 
 
 
 
 
 
IM Table 3: Reported operating profit v underlying operating profit (Case Exhibit 5) 
 

£m 2014 2015 2016 2017 2018 
Revenue 8,588 7,834 7,812 9,007 9,584 
Operating profit 56 212 204 230 97 
Operating profit margin 
(IM Table 2) 

0.7% 2.7% 2.6% 2.6% 1.0% 

EBIT (as defined by Thomas Cook) 333 353 294 308 250 
EBIT margin 3.7% 3.9% 3.5% 3.4% 2.6% 

 

 
Thomas Cook made significant adjustments to arrive at their version of EBIT margin (IM Table 3). 
However, even after such adjustments, the margin was very low and did not offer the buffer required 
to withstand the operational volatility of the travel market . The ongoing adjustments were highlighted 
in the Annual Report by the auditors and also formed part of the questioning by the Joint 
Parliamentary Committee. 
 
 
IM Table 4: Return on capital employed (ROCE) 
 
Financial year 2014 2015 2016 2017 2018 
ROCE (Profit before interest and tax/capital employed) 2.8% 9.4% 8.8% 10.1% 3.7% 
Asset turnover (Revenue/(Total assets – current liabilities) 4.52 3.47 3.36 3.93 4.08 
Profit margin (Profit before interest and tax/revenue) 0.6% 2.7% 2.6% 2.6% 0.9% 

 
IM Table 4 reflects the variable profitability of the company which directly affects the return on 
capital employed. This is in contrast to Tui over the same period which had a ROCE of 3-3.6% (Case 
Exhibit 4). 
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Solvency and Liquidity 
 

‘The basic reason why the business ultimately failed is the fact that we had so much debt’ 
Frank Maysman, Former Chairman12 

 
The current ratio is the most relevant liquidity ratio for Thomas Cook as it carried little inventory in 
its main business. 
 
IM Table 5: Liquidity ratios 
 

 2014 2015 2016 2017 2018 
Current ratio (CA/CL) 0.47 0.55 0.57 0.54 0.51 

 
The ratios in IM Table 5 reflect the company’s poor liquidity over an extended period indicating that 
the company had insufficient current assets to meet its immediate obligations. At a minimum, it would 
be expected that this ratio would be more than 1. The evidence suggests that Thomas Cook had 
limited liquidity over an extended period. This raises questions about why concerns hadn’t been raised 
about the company’s financial health significantly earlier. 
 
IM Table 6: Borrowings 
 
£m 2014 2015 2016 2017 2018 
Total net borrowings 326 139 145 39 389 

 
The overall level of net borrowings had increased over the five years in question. The financial reports 
mention the seasonality of the cash flows with high cash balances over the summer period13. The 
2018 Annual Report also indicates that the delays in holiday bookings in 2018 resulted in increased 
borrowings at year-end14. This is illustrated below in IM Table 7 which shows that the overall debt 
remained stable. 
 
IM Table 7: Breakdown of Debt 
 
£m 2017 2018 
EUR400m 2021 Euro Bond 353 - 
EUR 750m 2022 Euro Bond 662 666 
EUR 400m 2023 Euro Bond - 355 
Commercial paper 218 177 
Revolving credit facility (Nov 2022)   
Finance Leases 154 216 
Aircraft related borrowings 32 15  
Other external debt 37 26 
Arrangement fees -18 -28 
Total debt 1,439 1,427 
Cash -1,399 -1,038 
Net debt 39 389 

 
Source: Thomas Cook Annual Report 2018 (2017 adjusted reporting) 
 

                                                      
12 Q41 http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-
industrial-strategy-committee/thomas-cook/oral/106324.pdf 
13 Thomas Cook Annual Report 2018, p.56 
14 Thomas Cook Annual Report 2018, p.17 

http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-industrial-strategy-committee/thomas-cook/oral/106324.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/business-and-industrial-strategy-committee/thomas-cook/oral/106324.pdf
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As disclosed by the auditors (Case Exhibit 2) the financing was subject to covenant testing and it can 
be seen from this table that the maturities of the bonds were near term in comparison to financing at 
other major corporates. This is an indicator of the confidence of the bond market in the company. 
 
Given the volatile operating environment, it might have been expected that the maturity profile would 
be more widely distributed to avoid the need to refinance in an operational downturn at a significant 
cost. 
 
Control of working capital (Liquidity) 
 
The Thomas Cook 2018 Annual Report15 discloses the company’s average payables days of 72 days 
(2017 82 days). The disclosure also states that credit card balances were taken as an extension to 
working capital from 60 to 90 days indicating that the company reverted to this kind of short-term 
financing in the absence of longer-term financing stability. In 2018 this sum was £108m (2017 £59m). 
The growth alone should have acted as a further indicator of deteriorating financial health. 
 
The disclosure also states that receivables were invoiced in 7 days (2017 8 days)16. This is in line with 
the expectations of a consumer-facing business. 
 
IM Table 8: Average Payable Days 
 
 2014 2015 2016 2017 2018 
Average payable days 72 83 97 82 72 

 
Source: Thomas Cook Annual Accounts 
 
Working capital ratios calculated from the balance sheet are often difficult to interpret as the 
disclosures aggregate several different elements into payables and receivables. This point could be 
made to students as it outlines the importance of consulting the notes to the accounts. 
 
Return on investment and risk 
 
The company had a very low return on equity over the five years reflecting its volatile profitability 
limited equity (IM Table 9). Given this profile, it was surprising that Thomas Cook recommenced 
dividends in 2016 and 2017. Ultimately it signals misplaced confidence by the company’s 
management. 
 
 
IM Table 9: Return on equity 
 
 2014 2015 2016 2017 2018 
ROE (Profit after tax/Equity) -40.0% 13.6% 10.7% 16.4% -18.2% 

 
 
Investors often focus on Net Debt/EBITDA measures when analysing companies as it strips out the 
depreciation and amortisation which can be subject to accounting estimates to reflect the underlying 
performance of the business. Whilst IM Table 10 shows a significant increase in 2018 due to the 
increase in net debt (IM Table 7) the measure in itself is not what might be considered high by 
investors. 
 
IM Table 10: Net Debt/EBITDA measures 
                                                      
15 P.148 
16 P.147 



Page 10 of 20 
 

 
 2014 2015 2016 2017 2018 
Net debt/EBITDA 1.44 0.36 0.35 0.09 1.27 

 
It is important to bear in mind that gearing or leverage varies significantly throughout the year in 
seasonal businesses like Thomas Cook, however in this case there is not sufficient disclosure to 
identify average or peak leverage.  
 
Cash flow analysis 
Cash flow analysis indicates the immediate pressures on a company through its cash generation 
capacity. 
 
IM Table 11: Net cash flows 
 
£m 2014 2015 2016 2017 2018 
Cash flow from operating activities 335 474 391 496 139 
Cash flow from investing activities -78 -180 -200 -199 -203 
Cash flow from financing activities -278 10 -356 -175 -281 
Increase in cash and cash equivalents -21 304 -165 122 -345 

 
The average annual interest charge paid by Thomas Cook was £138m and an ongoing investment 
requirement of approximately £180m combined with a relatively short-term borrowing profile led to 
continued volatility in the annual cash flows (IM Table 11). These ongoing costs were too large for a 
company where volatility in operating cash flows is to be expected. 
 
 
Q3 Evaluate the comparative financial profile of Thomas Cook and Tui (LO2) 
 
Why is Tui a relevant comparator for Thomas Cook? 
 
Tui has many similarities to Thomas Cook, having grown through acquisition during the early 2000s 
and integrating a significant package holiday offering. However, Tui is significantly larger than 
Thomas Cook was and it also has a broader international customer base. Its turnover in 2018 was 
EUR 19bn in comparison to Thomas Cook’s £9.6bn.  
 
Despite the size disparity, a comparison can be undertaken using the financial statements of Tui (Case 
Exhibit 4) using the techniques of trend or horizontal analysis and vertical analysis.  
Trend or horizontal analysis can be undertaken of both companies using 2014 as a base year (IM 
Exhibit 2). This helps provide some comparison about growth and cost control over the period under 
consideration. This technique is useful as it eliminates the size differential between the two 
companies.  
 
In this instance, the trend analysis is not very insightful. This could be due to the choice of the base 
year which may not necessarily be representative. 
 
What does vertical analysis reveal and what are its limitations? 
 
Common size or vertical analysis is a useful tool to compare companies as it indicates the 
fundamental differences in balance sheet construction and highlights the problems with Thomas Cook 
which contributed to its demise (IM Exhibit 3).  
 

- Whilst both companies have a similar level of non-current assets, Thomas Cook had around 
twice the level of goodwill on its balance sheet. 
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- Overall assets were approximately a similar percentage of the balance sheet of both 
companies although the major difference was the goodwill at Thomas Cook. 

- The main difference was in the composition of the liabilities and equity which is illustrated by 
the comparative chart for 2018 below (IM Figure 1). Thomas Cook had very little equity, as a 
result of several years of losses and failure to fully recapitalise the company.  

- The other significant difference was the imbalance between current liabilities and long-term 
liabilities, with Thomas Cook reporting a high level of accounts payable. In part, this is due to 
the use of payables as a source of funding (see working capital section). 
 

IM Figure 1: Comparative composition of liabilities and equity 2018 
 

 
 
Source: devised by author from Annual Reports 
 
A discussion of the limitations of comparative analysis should also include: 

- Choice of the base year in horizontal analysis 
- Effects of different accounting policies 
- Effects of different industry regulatory regimes e.g. ATOL in the UK  
- Classification differences may lead to different conclusions.  

 
Some consideration should also be given to how these limitations may be mitigated e.g. use of the 
notes to the accounts and ‘adjustment’ for some of the differences in treatment. 
 
How would you recommend Thomas Cook restructure its balance sheet?  
Thomas Cook could have been recapitalised through the issue of equity and repayment of a significant 
proportion of its borrowings. At the same time, a write-down of goodwill on acquisition to reflect 
revisions in the expected earnings of those acquisitions would have reduced the levels of balance 
sheet non-current assets to a more realistic level. This would give Thomas Cook a balance sheet that 
was more similar to Tui’s. 
 
 

 
Q4 Critically discuss adjustments routinely made by companies in presenting their financial 
results (LO4) 
 
Thomas Cook had a practice of using the category separately disclosed items to make adjustments to 
its statutory financials to reflect its underlying performance. This amounted to a significant amount 
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(£1.8bn) over time and may have had a role in impression management of investors and the general 
public. 
 
 
Key points: 
• Continued adjustments to reported numbers to reflect KPIs, MPMs, non-GAAP adjustments or 

APMs exist and have been the subject of attention in both the academic literature and also for 
policymakers and regulators including the FRC and the IASB. 

• There is a fine line between enhancing the usefulness of the accounts and impression management 
which has attracted the attention of the regulators. 

• In this case, Thomas Cook made ongoing adjustments and presented them as ‘separately disclosed 
items’ (Case Exhibit 5). EY commented on the non-gaap nature of the disclosures in its principal 
audit risks commentary (Case Exhibit 2). The bank covenants and director performance measures 
were based on these adjusted figures which may have affected management behaviours. 

 
 
Q5 What was the contributory role of the current approach to accounting for goodwill on 
acquisition? (LO5) 
 
Drawing on the Amel-Zadeh et al. (2016) paper students will have critiqued the current approach to 
accounting for goodwill and appreciate alternative approaches which historically adopted an income 
statement matching approach. This helps to problematise the current balance sheet valuation approach 
and the variability that valuation assumptions can introduce. The ongoing IFRS work in this area17 
(International Accounting Standards Board, 2020) reflects the fact that the accounting treatment 
continues to be debated internationally.  
 
Key points: 
 

• Current accounting methods for goodwill on acquisition create an incentive for management 
optimism at the time of acquisition to be crystallised on the balance sheet. 

• They also lead to late recognition of impairments due to the significant reliance on 
judgements required in the valuation of goodwill. As a result, such impairments typically take 
place when a company is already financially weak and can trigger a series of events leading to 
failure e.g. Carillion. 

• In addition, growth assumptions have a significant influence on valuation of goodwill. In the 
case of Thomas Cook this was also the case, and the Select Committee highlighted that they 
felt that the auditors were not sufficiently sceptical of the 28% earnings growth assumption 
that formed part of the calculation, taking cover from the identification of such assumptions 
as a principal audit risk instead. 

• The impairment regime should offer better information related ot the value of goodwill in 
comparison to amortisation approaches. 

• Evidence indicates significant practical shortcomings with the existing regime e.g. 
management assumptions regarding growth and discount rates. 

• An amortisation approach ensures that goodwill is eventually recognised via the income 
statement. However, it is less precise given the more mechanical nature and does not provide 
additional insights to the market regarding performance of acquisitions. 

• A third approach has also been used in the past – immediate write-off of goodwill via 
reserves. This has the benefit that there is no impact on the income statement, however it may 
reduce accountability to stakeholders for goodwill on acquisition. 

  
 

                                                      
17 https://www.ifrs.org/projects/work-plan/goodwill-and-impairment/#current-stage 
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Epilogue 
As part of the liquidation process, a number of the company’s assets were realised, although at a level 
far below the levels reported in the 2018 accounts. 
 
• Fosun International (Fosun) acquired the Thomas Cook brand from the liquidator for £11m, in 

2019 and now operates the business exclusively online. The deal included the hotel brands Casa 
Cook and Cook’s Club along with the Thomas Cook trademarks, websites, and social media 
accounts. The brand continues to sell holidays through its online platform. Without the 
encumbrances of the past, it is likely that the business is better oriented to market demand. 
 
Fosun is a Hong Kong quoted conglomerate with a market capitalisation of around HKD 69bn18. 
It had previously been a shareholder in Thomas Cook and had also been part of the failed bailout 
of the company. The brand’s financial performance is disclosed as part of Fosun’s Happiness 
business segment rather than as a separate entity.  

 
• The branch network of 555 stores was sold to Hays Travel for £6m19 or just £10,800 per site. This 

led to many former Thomas Cook employees securing employment with Hays20.    
 
• Landing slots were sold to a variety of operators including Easyjet and Jet2.com. 
 
  

                                                      
18 As at December 2021 
19 Q412 Business, Energy and Strategy Committee, Oral evidence: Thomas Cook, HC 39 23 October 2019 
20 https://www.gov.uk/government/news/sale-of-thomas-cooks-uk-retail-estate 
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IM Exhibit 1 – Analysis of Thomas Cook’s separately disclosed items 
 
 
£m 2017 2018 
New Operating Model implementation costs 42 57 
Restructuring costs 12 24 
Onerous leases and store closures 30 40 
Costs of transformation 84 121 
Investment in business development and start-up 
costs 

16 24 

Airline disruption costs - 16 
Reassessment of contingent consideration  (32) 
Impairment of assets 6 33 
Amortisation of business combination intangibles 8 8 
Disposal of subsidiaries (1) (53) 
Loss on disposal of PPE 10 3 
Litigation and legal disputes 6 7 
Pension plan amendment - (14) 
Other  2 8 
EBIT related items 99 153 
Finance related charges 41 26 
Total 140 179 

 
Source: Thomas Cook Annual Report 2018 p. 50 
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IM Exhibit 2– Horizontal analysis 
 
Thomas Cook (Based on Case Exhibit 3) 
 
 2014 2015 2016 2017 2018 
Revenue 100% 91% 91% 105% 112% 
Cost of sales 100% 90% 89% 104% 114% 
Gross profit 100% 95% 98% 107% 103% 
Personnel expenses 100% 94% 98% 107% 114% 
Depreciation and amortisation 100% 101% 118% 128% 127% 
Net operating expenses 100% 76% 75% 82% 93% 
Loss on disposal of assets 100% 68% 47% 47% -216% 
Impairment 100% 18% 12% 16% 16% 
Profit/loss from operations 100% 391% 380% 428% 161% 
Share of results from associates and joint ventures 100% 50% -50% -50% 500% 
Profit on sale of associated undertaking      
Net investment income      
Finance income 100% 100% 60% 40% 50% 
Finance costs 100% 99% 94% 104% 86% 
Profit/loss before tax 100% -44% -37% -40% 46% 
Tax 100% 3100% 3300% 3400% 11000% 
Profit after tax 100% -17% -8% -10% 142% 

 
Tui (Based on Case Exhibit 4) 
  

2014 2015 2016 2017 2018 
Revenue 100% 94% 92% 99% 104% 
Cost of sales 100% 95% 93% 101% 107% 
Gross profit 100% 86% 84% 88% 87% 
Admin Expenses 100% 86% 77% 80% 82% 
Other income 100% 119% 101% 35% 188% 
Other expenses 100% 271% 352% 90% 167% 
Profit/loss from operations 100% 89% 98% 103% 103% 
Financial income 100% 99% 162% 633% 231% 
Financial expenses 100% 119% 113% 51% 54% 
Share of JV and associates 100% 360% 468% 631% 744% 
Profit/loss before tax 100% 92% 122% 214% 192% 
Tax 

     

Profit after tax 100% 81% 92% 180% 154% 
Result from discontinued operations 

  

Profit 100% 75% 228% 151% 162% 
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IM Exhibit 3 – Vertical analysis 
Thomas Cook (Based on Case Exhibit 3) 
 
 2014 2015 2016 2017 2018 
Non-current assets      
Intangible assets 50% 47% 44% 47% 47% 
Property, plant, and equipment      
aircraft and aircraft spares 10% 10% 9% 9% 9% 
other   3% 3% 3% 2% 2% 
Investments in Associates 0% 0% 0% 0% 1% 
Other investments 0% 0% 0% 0% 0% 
Deferred tax assets 3% 3% 3% 3% 2% 
Pension asset 0% 1% 1% 2% 4% 
Tax assets 0% 0% 0% 0% 0% 
Trade and other receivables 2% 1% 1% 1% 1% 
Derivative financial instruments 0% 0% 0% 0% 0% 
Total non-current assets 68% 66% 62% 65% 67% 
      
Current assets      
Inventories 1% 1% 1% 1% 1% 
Tax assets 0% 0% 0% 0% 0% 
Trade and other receivables 12% 10% 10% 11% 12% 
Derivative financial instruments 1% 2% 2% 1% 3% 
Cash and cash equivalents 18% 22% 26% 21% 16% 
Assets classified as held for sale 0% 0% 0% 2% 1% 
Total current assets 32% 34% 38% 35% 33% 
Total assets 100% 100% 100% 100% 100% 
      
Current liabilities      
Retirement benefit obligations 0% 0% 0% 0% 0% 
Trade and other payables 36% 33% 31% 35% 35% 
Borrowing 8% 4% 13% 4% 3% 
Obligations under finance leases 1% 1% 1% 1% 1% 
Tax liabilities 0% 0% 1% 1% 1% 
Revenue received in advance 17% 19% 18% 20% 21% 
Short-term provisions 4% 2% 2% 3% 3% 
Derivative financial instruments 1% 3% 1% 2% 0% 
Total current liabilities 67% 62% 67% 65% 64% 
      
Non-current liabilities      
Retirement benefit obligations 8% 5% 7% 7% 7% 
Trade and other payables 2% 1% 2% 0% 0% 
Long-term borrowings 12% 17% 12% 16% 16% 
Obligations under finance leases 3% 2% 2% 2% 3% 
Non-current tax liabilities 0% 0% 0% 0% 0% 
Deferred tax liabilities 1% 1% 1% 1% 1% 
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Long-term provisions 2% 4% 4% 5% 4% 
Derivative financial instruments 0% 0% 0% 0% 0% 
Total non-current liabilities 28% 32% 28% 30% 31% 
Total liabilities 95% 94% 94% 96% 96% 
      
 2014 2015 2016 2017 2018 
Equity      
Share capital 1% 1% 1% 1% 1% 
Share premium 8% 9% 8% 8% 8% 
Merger reserve 27% 26% 22% 23% 24% 
Hedging and translation reserve 2% 0% 2% 0% 2% 
Capital redemption reserve 0% 0% 0% 0% 0% 
Retained earnings -33% -30% -27% -28% -30% 
Investment in own shares -1% 0% 0% 0% 0% 
Equity attributable to shareholders of the parent 4% 6% 5% 4% 4% 
Non-controlling interests 1% 0% 0% 0% 0% 
Total equity 5% 6% 6% 4% 4% 
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Tui (Based on Case Exhibit 4) 
 
 2014 2015 2016 2017 2018 
Non-current assets      
Goodwill 22% 23% 20% 20% 19% 
Other intangible assets 7% 6% 4% 4% 4% 
Investment property 0% 0% 0% 0% 0% 
Property, plant and equipment 20% 26% 26% 30% 31% 
Investments in joint ventures and associates 7% 8% 8% 9% 9% 
Financial assets available for sale 0% 0% 0% 0% 0% 
Trade receivables and other assets 3% 2% 2% 1% 2% 
Touristic prepayments 0% 0% 0% 1% 1% 
Derivative financial instruments 1% 0% 1% 1% 1% 
Income tax assets 0% 0% 0% 0% 0% 
Deferred tax assets 2% 2% 2% 2% 1% 
Total non-current assets 62% 68% 63% 70% 68% 
      
Current assets      
Inventories 1% 1% 1% 1% 1% 
Financial assets available for sale 2% 2% 2% 0% 0% 
Trade and other receivables 14% 14% 9% 6% 6% 
Touristic prepayments 0% 0% 0% 4% 5% 
Derivative financial instruments 1% 2% 4% 2% 3% 
Income tax assets 1% 0% 1% 1% 1% 
Cash and cash equivalents 16% 12% 14% 18% 16% 
Assets classified as held for sale 3% 0% 6% 0% 0% 
To 38% 32% 37% 30% 32% 
      
Current liabilities      
Other provisions 3% 3% 3% 2% 2% 
Financial liabilities 2% 2% 4% 1% 1% 
Trade payables 24% 23% 17% 19% 19% 
Touristic advance payments received 0% 0% 0% 17% 16% 
Derivative financial instruments 2% 3% 2% 2% 0% 
Income tax liabilities 1% 1% 1% 0% 1% 
Other liabilities 22% 23% 20% 4% 4% 
Liabilities related to assets held for sale 0% 0% 3% 0% 0% 
Total current liabilities 54% 55% 50% 46% 44% 
      
Non-current liabilities      
Pension provisions and similar obligations 9% 8% 10% 8% 6% 
Other provisions 4% 5% 6% 6% 5% 
Financial liabilities 12% 12% 10% 12% 14% 
Derivative financial instruments 0% 1% 0% 0% 0% 
Income tax liabilities 1% 1% 0% 1% 1% 
Deferred tax liabilities 1% 1% 0% 1% 1% 
Other liabilities 1% 1% 1% 1% 1% 
Total non-current liabilities 28% 28% 28% 29% 28% 
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Total liabilities 82% 83% 78% 75% 72% 
      
 2014 2015 2016 2017 2018 
Equity      
Share capital 5% 11% 10% 11% 10% 
Capital reserves 8% 30% 29% 30% 27% 
Revenue reserves 2% -27% -21% -19% -13% 
Hybrid capital 2% 0% 0% 0% 0% 
Equity attributable to shareholders of the parent 17% 14% 19% 21% 24% 
Non-controlling interests 1% 4% 4% 4% 4% 
Total equity 18% 17% 22% 25% 28% 

 


	Thomas Cook: flightpath to failure
	Thomas Cook: Flightpath to failure?
	Synopsis
	Discussion questions
	Theory discussion
	Teaching strategy
	Before class
	During class
	After class

	Sample answers to discussion questions
	Q1 How might Thomas Cook’s have responded to the market trends? (LO1)
	Q2 Critically appraise Thomas Cook’s financial condition (LO2)
	Company performance
	Solvency and Liquidity
	Control of working capital (Liquidity)
	Return on investment and risk
	Cash flow analysis

	Q3 Evaluate the comparative financial profile of Thomas Cook and Tui (LO2)
	Why is Tui a relevant comparator for Thomas Cook?
	What does vertical analysis reveal and what are its limitations?
	How would you recommend Thomas Cook restructure its balance sheet?

	Q4 Critically discuss adjustments routinely made by companies in presenting their financial results (LO4)
	Q5 What was the contributory role of the current approach to accounting for goodwill on acquisition? (LO5)

	Relevant readings
	IM Exhibit 1 – Analysis of Thomas Cook’s separately disclosed items
	IM Exhibit 2– Horizontal analysis
	Thomas Cook (Based on Case Exhibit 3)
	Tui (Based on Case Exhibit 4)

	IM Exhibit 3 – Vertical analysis
	Thomas Cook (Based on Case Exhibit 3)
	Tui (Based on Case Exhibit 4)



