o ey z
<@ sustainability ﬂw\p\py

Article

Special Incentives for Rehabilitation of Tourism
Destinations to Improve the Profitability of
Accommodations: The Case of the Canary Islands

Rosa Rodriguez-Diaz 1'* and Manuel Rodriguez-Diaz 2

1 Departamento de Economia Financiera y Contabilidad, Facultad de Economia,

Empresa y Turismo-Campus Universitario de Tafira s/n, 35017 Las Palmas de Gran Canaria, Spain
Departamento de Economia y Direccién de Empresas, Facultad de Economia, Empresa y Turismo-Campus
Universitario de Tafira s/n, 35017 Las Palmas de Gran Canaria, Spain; manuel.rodriguezdiaz@ulpgc.es

*  Correspondence: rosa.rodriguezdiaz@ulpgc.es; Tel.: +34-92845817

check for

Received: 17 May 2018; Accepted: 4 June 2018; Published: 11 June 2018 updates

Abstract: Public administrations” commitment to improving tourist destinations has contributed to
a consensus in the Canary Islands, particularly with the private sector, about regulations for urban
development and the necessary financing alternatives for the rehabilitation of lodgings. The objective
of the study is to demonstrate their favorable impact on companies’ profitability, a significant variable
to consider in the decision-making process of managers. The analysis of incentives as well as urban
planning and financing requirements, comparing some of them to other regions, is carried out.
The study concludes that the more ambitious the project is in terms of the increase in the number
of beds and the category, the better the company’s position will be, because the revenues increase
without a proportional growth in costs.

Keywords: tourism destination; incentives rehabilitation; financing

1. Introduction

The Canary Islands (Spain) is one of the main tourist destinations in Europe. It is a referential
model to take into consideration due to its efforts to achieve greater competitiveness. In the past five
years, rehabilitation of the tourism offer, both public and private, has been encouraged. This sector
made up approximately 31.9% of the GDP of this Autonomous Region in 2015 and indirectly stimulated
the rest of the economy. This effort has led to different regulations, as well as lines of collaboration,
essentially in terms of financing and urban planning, to enable business owners in the sector to make
investments with guarantees of success.

In this regard, occupancy and building incentives have been provided through flexibility in
territorial planning regulations, allowing specific plans in zones of specific tourism interest. These plans
have allowed lodging establishments to increase their number of units and category, which has
contributed to obtaining a larger amount of income.

Likewise, financing from the administration—European, national, and regional—has been
decisive, as well as from intermediate tour operations agents that have contributed with loans and/or
contracts for medium-term periods of time. These sources of financing guarantee that income will be
obtained that will provide security to the owners of tourism establishments and buffer the uncertainties
that arise when taking on an important investment project.

A determinant variable in a business owner’s decision to undertake a tourism rehabilitation
and modernization project is future profitability. In other words, through the appropriate analyses,
it is necessary to verify whether the investments to be made will really provide greater income,
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and if this income, when compared to the costs incurred, will provide enough profitability to make it
possible to amortize the investments in a logical period of time and pay back the external financial
resources obtained, in addition to generating sufficient profits to compensate the owners of the lodging
establishments. In this regard, we use the data from the Canary Island Institute of Statistics (ISTAC)
and other public organizations that generate technical and economic-financial information on tourism,
as well as the cases of five referential extrahotel rehabilitation and modernization models in the Canary
Islands, specifically on Gran Canaria Island.

2. Bibliographical Review and Background

The rehabilitation and modernization of tourist establishments has become a priority for public
administrations, particularly in mature destinations that need to increase their competitiveness through
higher quality as a path to future survival in the market. When governments choose to definitively
favor this sector, it is basically because these destinations contribute significantly to the gross national
product (GNP) of the regions and the country. Without government mediation in this effort through
regulatory reforms and economic-financial assistance, the small- and medium-sized business owners
would find it difficult to take on these projects.

One relevant aspect of the rehabilitation and modernization of mature tourist destinations
is how to finance the proposed investment projects, and whether this financing should be public
or private. In this regard, public aid for private investment has been proposed as a necessity
so that economic agents can develop ambitious projects, following the guidelines marked by
the administration. However, part of the financing must be used for investments in basic local
infrastructures, and governments have often had to resort to private investment for their execution.
Therefore, public and private investments have gone hand in hand, as can be seen in various initiatives
proposed and included in different research studies. Thus, Lee and Yu [1] highlight the importance
of the participation of the private sector in financing infrastructure projects through the use of a
public—private association model.

In an analogous way, Albu [2] defends public—private alliances as a prerequisite for guaranteeing
coherence and transparency in the execution of sustainable tourism projects at the local level and the
creation, following the inherent principles of sustainability, of important economic, environmental,
and social benefits. The author understands that the contribution of the private sector consists of
contributing capital or goods and participating actively with the administration in contracts with
public—private management in order to ensure the financing, construction, renewal, management,
or maintenance of infrastructure or the offer of a certain service.

Likewise, Morar [3] understands that tourism development requires public and private financing,
arguing that there are different financing routes. Among them, the author highlights structural
funds, especially the European Fund for Regional Development, the objectives of which include
the reactivation of the local economy and the transformation of cities into centers of regional
economic competitiveness. This fund assists with the promotion of tourist destinations, investments
in infrastructure for lodging and road transportation, and public investments in cultural and
environmental areas through the rehabilitation or development of water supply networks and sewer
systems in order to protect biodiversity and reduce contamination. Finally, he emphasizes the role of
structural funds for business tourism.

With regard to European Union financing of tourism projects, Balogh, Coros, and colleagues [4]
indicate that there are traditionally three limitations that characterize the actions that need to be
performed before they can be executed and completed. These aspects are the reach (activities
to be developed in order to produce the proposed outcome of the project), the time available
to finish the project (it has a beginning and an end), and the cost (amount budgeted for the
project = available resources). Gruescu, Pirvuy, and Nanu [5] also focus on European funds as a
way to finance tourism interventions, transforming zones with low economic competitiveness into
desirable areas for investment. Moreover, Hawkins and Mann [6] show the role of the World Bank
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in supporting tourism initiatives in order to contribute to development, whereas Hayakawa and
Rivero [7] highlight that certain projects of this institution have focused on improving specific tourist
destinations (favoring cultural aspects, infrastructure, environmental conservation, among others,
and in general, the local economic activity) to stimulate an increase in visitors and in the quality of life
of the residents.

In a similar way, Rosenberg and Larkin [8] defend public investment in cultural rehabilitation
or modernization (the cultural treasures) in the conservation of these treasures and in other places
that attract tourists, which in their opinion, will contribute to guaranteeing the future quality of life
of the communities. These authors emphasize, in addition, the contribution of public investment to
employment and learning. However, according to Dorta [9] (p. 35), “the most successful interventions
within this field of action have come from a considerable improvement in strategic planning and
the capacity for cooperation among the different public/private stakeholders intervening in the
management of the tourism space, a sine qua non condition for starting up various urban action plans
that have been translated into noteworthy improvements for the tourism regeneration of many of
these destinations”.

An important determining factor when deciding whether to make an investment is the high cost
of tourism rehabilitation and modernization; therefore, many business owners hope for financing
from public administrations. In this regard, Simancas [10] (p. 37) indicates that “in this context,
the tourism sector is one of the private business fields in which the business owner is not only in
favor of government interventionism, but also demands it. Thus, it is common for the competent
public administrations to formulate a set of policies, plans, programs, and projects that, as in industrial
conversion processes, try to redefine, restructure, and in some cases, reinvent the tourist destination”.

When the public financing routes are known, the business owner must decide how to obtain
the rest of the necessary resources to make the proposed investment for the rehabilitation and
modernization of his or her establishment. However, we must take into account the time delay
operating in this matter, mainly due to the economic recession in European tourism. Thus, Marinoiu
and Viciu [11] point out that the year 2009 represented a turning point in this industry, particularly
in hotel and leisure activity, because families prioritized other types of more necessary expenses.
According to these authors, the financial crisis was accompanied, more than ever, by a reduction in
loans for new hotel projects, and very few investment projects were registered in this sector in 2009,
so that restructuring strategies have focused on optimizing existing properties.

In Spain, a country where tourism has great relevance, different administrations have favored
tourism rehabilitation and modernization. According to the World Tourism Organization (OMT,
Madrid, Spain) [12], this country has broken records and, in 2015, continued to be positioned as the
third tourist destination in the world in terms of tourist arrivals, after France and the United States
and ahead of China. It is also in third position in terms of income, after the United States and China.
It has acquired such relevance that the Spanish tourism GNP ended the year 2015 with a growth of
3.7%. Moreover, 84.7% of Spanish tourism companies have improved their sales, due to the gradual
recovery of prices, with a percentage of 56%, where this increase exceeds 5% as indicated by the Report
on Tourism Perspectives [13]. According to the same report (p. 3), “this increase in sales, along with
the results of operational efficiency policies applied during the years of the crisis and the considerable
reduction in energy and financial costs in 2015, has led to a notable improvement in margins and final
outcomes for 83.4% of Spanish tourism companies”.

According to the National Institute of Statistics (INE, Madrid, Spain) [14], of the total number
of international tourists who visit Spain, 28.86% visit the Canary Islands, followed by Catalonia,
with 22.99%, which shows the relevance of the Canary Islands in the winter season compared to
any other season of the year. In the Canaries, which occupies 3.8% of Spain’s territory, tourism is
the fundamental sector of its economy, not only because it represents 31.9% of its GNP, according to
IMPACTUR [15], and contributes 37.6% to employment and 32.1% to the volume of taxes collected,
but also due to its strong effect on the other productive sectors.
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In addition, this Autonomous Community has a strong interest in improving its position at the
national level because, according to the tourism competitiveness monitor of the Spanish autonomous
communities in 2014, it is in fourth place. However, it is in first place among communities specialized
in coastal tourism, whereas Catalonia leads the general ranking and that of communities with a high
level of development and income [13].

With regard to the estimated number of extrahotel establishments and /or companies open, that is,
apartments that provide paid lodging services some days of the month in question, in the ranking
of autonomous communities and cities at the end of 2015 [14], the Canary Islands continued to be
the leader in the national ranking, with 906 establishments open, out of a total of 4369, representing
22.74% in the month of December.

However, in the Canaries, there are mature tourism zones that need overall renovation. As Santos,
Simancas, and Hernandez [16] indicate, 81% of the lodging establishments identified on islands with
consolidated tourism were built before 1995. Specifically, and based on the analysis carried out by
Caceres and Palop [17] in Playa del Inglés, 71% of the tourist establishments were more than 25 years
old. This situation is manifested in a clear level of obsolescence, that is, the deterioration of buildings
and installations, the age of the buildings, and, definitively, a lack of modernity and a gradual decline
in image, which makes them less attractive as tourism lodgings. However, they also show a lack
of quality and variety of services, basically complementary services, which translates into a lack of
competitiveness and, thus, a reduction in sales prices. Obsolescence and lack of competitiveness,
from an economic-financial point of view, lead companies to a progressive decline in profits. Even so,
many business owners and/or managers do not see the need to renovate because favorable tourism
perspectives will allow them to subsist on the market in the short term, but without projecting any
strategy for the medium and long term.

In this regard, Gonzélez and Leoén [18] (p. 174) conclude in their study on obsolescence and
environmental renovation policies in the tourism sector that “private agents can develop profit
maximization strategies that essentially involve a reduction in the quality of the services they
provide and in their contribution to the quality of the destination. Either due to their financial
incapacity to make investments that maintain the quality of their services, or because the quality of the
destination overall allows them to reap profits that compensate for their lack of an investment strategy,
these businesses produce negative external effects on other agents that can extend until they involve
each and every agent in the private sector”.

For Simancas [10] (p. 32), the age of the buildings does not necessarily imply their obsolescence,
although in most cases, there is a certain parallelism, basically in smaller segments. He adds that
“the oldest areas, with the greatest degrees of aging and obsolescence and worse operating and
competitiveness conditions are located in the most privileged and strategic coastal areas from the point
of view of potential tourism. Building remodeling is proposed as a mechanism to correct this situation,
converting these lodgings into a strength instead of a weakness”.

In this context, the actions carried out initially were not very successful, being limited in certain
towns to performing certain rehabilitation work in the public space, which, in the opinion of Simancas,
de Souza, and Nufiez [19], has a more palliative or cosmetic nature. However, beginning with the
Agreement on the Competitiveness and Quality of Tourism in the Canaries 2008-2020 [20], this dynamic
started to change, articulating the current tourism organization strategy in the Canaries, related to
urban and building renovation of tourism lodgings and areas that can be classified as obsolete [16].

Likewise, public administrations have contributed to this effort because the Canary Islands
is a pioneer in tourism sector regulation. In the past 20 years, different regulations have been
dictated with the intention of protecting and fomenting tourism. Some of them are: Law 7/1995,
the Canary Islands Tourism Ordinance [21]; Law 5/1999, which modifies the law on the Canary Islands
Tourism Ordinance [22]; and Law 6/2001, on Urgent Measures in matters of Territorial and Tourism
Management in the Canaries [23]. In addition, with regard to the study carried out here, we highlight
the lines of action included in later laws, which appear in Table 1.
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Table 1. Regulations of reference in the Canary Islands. Source: Elaborated by the authors.

Laws Relevant Aspects

>  Emphasizes the existing renovation activities without increasing capacity,
although it allows quality improvement, extending the total buildability,
Law 19/2003, on the General proposing various alternatives.
Planning Guidelines and Tourism 5
Planning Guidelines of the Canary
Islands [24]

Includes the obligation to renovate existing buildings in the three years
following its approval.

> Presents the possibility of establishing more effective measures of economic,
fiscal, labor, and administrative incentives.

Y

The plan is approved during the economic crisis.

Tries to stimulate the tourism sector, dealing, among other questions, with the
need to simplify and rationalize administrative actions in territorial and
urbanistic matters.

\

Law 6/2009, of Urgent Measures
in matters of Territorial Planning
for the Stimulation of the Sector

and the Planning of Tourism [25]

> Due to the concern that the renovation and rehabilitation process of the
lodging plant had not reached enough impetus, again an attempt is made to
stimulate renovation and improve the tourism infrastructures and
establishments, through concerted action between the public and
private sectors.

> Anin-depth analysis is proposed, counting on broad participation of the
sectors affected and the citizenry in general, in order to define the appropriate
proposal for organizing the main economic activity in the Canary Islands.

Law 2/2012, temporarily
extending Law 6/2009 [26]

> Itadopts as a legislative technique the configuration and rewriting of only
one text that includes all of the previous regulations on this topic.
> Makes building viable on lands that have their urbanistic rights consolidated

Law 2/2013, on Tourism through the extension of the rights to additional time periods granted as
Renovation and Modernization in incentives for renovation, or through the construction of high-quality hotels.
the Canary Islands [27] > Strengthens urbanistic agreements, as a mutually agreed upon procedure for

the incentives proposed by the owners of the establishments, and favors the
passing of the Plans for Modernization, Improvement, and Increase in
Competitiveness (PMMs).

> Has the objective of correcting different questions and/or problems, shown in
the Memory of Evaluation of Law 2/2013 on Tourism Renovation and
Modernization in the Canary Islands, in which the progress of the new
measures and their effects on the tourism sector were tested.

Law 9/2015, which modifies,
among others, Law 2/2013
(LRMTC'13) [28]

In addition, Simancas [10] (p. 30) highlights the predominance of extrahotel establishments. Of all
the islands, Gran Canaria has the most weight in terms of the number of tourist apartments, reaching
37.24% in 2016, and even increasing its relative weight with regard to 2010 [29]. This fact, along with the
tourism rehabilitation data revealed through the Plans for Modernization, Improvement, and Increase
in Competitiveness of the tourism sector approved by the Government of Canaries [28] and the
Evaluation Report of Law 2/2013 on Tourism Renovation and Modernization in Canaries [27], justifies
our analysis of the extrahotel tourism sector (apartments) on this island as a reference, taking into
account that its evolution over time, as in the Canary Islands as a whole, has seen a slight decline [29].
However, it has remained stable for the past three years and continues to be preponderant in the
entire archipelago.

Focusing on Gran Canaria as a reference, and given the data from the ISTAC [29], we observe that
establishments in the category of 4 and 5 keys and/or stars are practically nonexistent. The 3-star/key
category represents 6.4% of the total, whereas lodgings with 1 and 2 keys and/or stars make up
the majority of the establishments available on Gran Canaria, 93.3% of the total. This situation is
what led the public administrations of the Canaries to try to remove from the market lower category
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establishments that do not meet the minimum standards established in the different regulations.
This approach is designed to encourage their rehabilitation and modernization in order to increase their
quality, favoring an increase in category. It requires larger investments by the owners, which is difficult
for them to take on without public incentives and significantly conditions the intended objectives.

3. Methodology

The methodological model used was the case study approach in order to analyze a current
phenomenon, highlighting the experience in a specific area. This area served as a model due to the
support provided by the public administrations with specific agreements with the private sector.
Rehabilitation and modernization have been carried out, not only in public infrastructures, but also,
in a specific and exemplary way, in lodging establishments.

Although the study focused on a certain context, which could limit the generalization of the
results, the aspects examined stem from a high level of descriptive knowledge that can obviously
be applied in similar contexts, depending on the specific regulations (urban planning, financing, or
guarantees) of the different territories. We can make the same arguments about the economic-financial
techniques and variables used to study the specific case of the Canary Islands, which are universally
known and can be extrapolated to other tourist destinations.

We used a research methodology based on a specific case that combines theoretical knowledge
with real experiences [30-32], analyzing the strong and weak points in order to draw attention to some
tools that can be applied in the future by specific economic agents to support decisions about making a
large investment to improve their tourism business.

The research method included the study of the current regulations (Table 1), analysis of
data from different public statistical organisms (INE e ISTAC), interviews with economic agents,
and questionnaires presented to referential businesses in tourism rehabilitation and modernization
in the Canary Islands which are exposed in Figure 1. The companies were selected based on the
information obtained mainly from reports elaborated and published by the Autonomous Community
(Evaluation Report of Law 2/2013, Regional Incentives Data, and others) and due to their presence
in the media. On the other hand, the methodology applied for the rehabilitation and modernization
of the Canary Islands tourist destination is set out in the article published in Sustainability entitled
“A Decision-Making and Governance Framework for the Renewal of Tourism Destinations: The Case
of the Canary Islands” [33], being the methodological basis on which this article has been based to
show the practical results obtained.

The research referred mainly to the 2013-2016 period, and based on the analysis of the data
obtained, medium-term planning was formulated. The period of time that was studied corresponded
to the years in which the different incentives analyzed in this work had been implemented together.
This is due to the fact that the modernization process has consisted of different stages in which the
Canary Islands Government verified the results obtained by the measures [33]. In summary, it was
possible to verify that the measures taken have contributed to stimulate the tourism sector in the
Canary Islands, becoming a reference model.

In the decision-making process engaged in by the business owners and/or managers, and from
a methodological point of view, it was necessary to analyze all the variables in favor of and against
making a significant investment. In this regard, it was essential to be familiar with the current
incentives and/or sources of funding (Figure 1), the regulatory restrictions in the Canary Islands
related to tourism rehabilitation and modernization, as well as data on sales prices from official
statistical organisms. We specifically analyzed the sources of income and their evolution over time and
used the results as a basis for the projections made.

However, we complemented and updated this information and the treatment of the set of variables
to consider in determining the future profitability of tourism companies, using the average values
of the five most relevant actions carried out in Gran Canaria. For this purpose, we used the data on
occupancy, unit sales price, income, and annual expenditure to make the projections of the results
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obtained from the renovation and modernization of the accommodations during the period under
study (Figure 1).

SOURCES OF FINANCING OF THE REHABILITATION AND MODERNIZE

OWN FUNDS WITHOUT RIC BANK FINANCING
RESERVE FOR INVESTMENTS IN THE CANARY ISLANDS (RIC) REGIONAL INCENTIVES

TOUR OPERATOR OTHER PUBLICAID

INSTITUTE OF OFFICIAL CREDIT DISPOSAL OF HOSTING PLACES

EUROPEAN INVESTMENT BANK DISCOUNT IN LOCAL CAPITAL GAIN
INVESTMENT AMOUNT RESULT OF EACH EXERCISE OBJECT OF STUDY
HOUSING UNITS % OCCUPATION ﬁ UNIT MEDIUM PRICE FOR SALES
ANNUAL SALES AMOUNT

ANNUAL AMOUNT OF EXPENDITURES
Figure 1. Rehabilitation incentives and reports used. Source: Elaborated by the authors.

4. The Case Study

4.1. Incentives and Requirements for Tourism Rehabilitation

Many small and medium-sized companies operating in the extrahotel tourism sector do not
have enough financing of their own to take on a minimally ambitious renovation project. We think
rehabilitation and modernization has to go beyond a change in furnishings and installations.
Specifically, it should be accompanied by a rise in quality and category and contribute to making the
tourism destination more attractive.

To this end, business owners have to be advised by specialized technicians in the matter (engineers,
architects, interior decorators, etc.) because it is fundamental to know all the territorial planning
regulations, as well as those specific to tourism, in order to undertake a project that addresses
the increasingly demanding requirements for occupancy, density, buildability, security, quality, etc.,
that tourist establishments must meet (LRMTC'13 [27] and Decree 142/2010 [34], as Figure 2 shows).

Technical perspective — Meet the established standards (Decree 142/2010)

Have a minimum surface for Areas of distribution of the establishment: And others such as:

gardened areas and another for sport > General area for interrelations among > Signs about environmental awareness
= or recreational areas, calculated in 9 customers, such as the vestibule, reception, with the recommendations for saving

m2 and 2 m? of land per lodging living rooms, terraces, general restrooms, resources

room, respectively parking, and general sidewalks » Basic equipment to fulfill, whose

> Lodging zone, setting the  correct requirements increase as a higher
identification of each lodging unit through category is sought
Minimum amount of investment numbering or specific names on its exterior

> to guarantee the modernization

and increase in quality of the
services offered

Figure 2. Technical requirement Decree 142/2010. Source: Elaborated by the authors.

It is not easy to prepare a project. Companies need a minimum of one year to conform to the
previously mentioned regulatory requirements. The different owners of an establishment have to
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agree, and from that point on, time is spent on the elaboration and signing of cooperation agreements
to determine the buildability, density, number of rooms, etc., and approve the corresponding licenses
for the initiation of the construction work in the time periods established by the public administration.
At the same time, it is necessary to negotiate to obtain resources unrelated to financial institutions and
design an economic-financial plan that contemplates different alternatives.

The minimum cost of the investment mentioned in Figure 2 was later substantially increased
by the LRMTC'13 [27], whose fulfillment, as established in art. 13 (annex), would favor companies
by allowing them additional tourist lodging rooms of up to 50% more than what was previously
authorized. This quantity could also be increased another 25% for each increase in category level they
achieved, starting with a 3-star category and establishing the limit at 100% of the pre-existing rooms.
According to the information provided in the annex of this Law, the minimum amount of investment
per lodging room (LR) for each category to be reached is established in Table 2.

Table 2. Minimum amount of the investment by lodging room. Source: Law 2/2013, Annex article 13.

Modality Category Amount/LR  Modality Category Amount/LR

3 Stars 4602.00 3 Stars 3828.00
Hotel 4 Stars 6143.00 Extrahotel 4 Stars 5019.00
5 Stars 7866.00 5 Stars 6428.00
5GL 10,080.00 Villas 5019.00

To determine the fulfillment of the previous amounts, it is necessary to divide, as indicated in
point 2 of the annex of LRMTC'13 [27], the total amount foreseen for the material execution of the
projected work in the building renovation budget, excluding the taxes applied, by the number of
lodging rooms authorized in the establishment at the time of the renovation.

We understand that, in this amount, all costs will be included that stem from obligatory additional
investments for the adaptation of establishments to tourism standards, fire safety requirements,
swimming pools, electric installations, etc. However, there are other costs that are not considered in
the Law but are relevant to the business owner. This would be the case of costs resulting from the
temporary cessation of the activity, such as the loss of income while the construction lasts and the fixed
costs that must be met. In addition, as Simancas [10] indicates, it is also necessary to address costs
arising from the increase in the real estate tax rate and the tax on constructions, installations, and works
in tourist towns, which has placed greater fiscal pressure on owners of tourism establishments.

It is important to highlight that the owner of a lodging establishment has to determine not only
the foreseeable amount of the investment, but also any type of increase in costs that will accompany
moving to a higher category, especially from 4 stars on up. Higher quality would involve, for example,
rising costs in terms of pay and salaries because it would mean having more personnel to give better
service. Specifically, reception service will have to be available 24 h, in addition to other services, such as
restaurants, which they might not have had before, but that require more staff. Moreover, the Collective
Agreement of the Province of Las Palmas, for example, establishes different pay depending on the
category of the lodging establishment, which would mean that the company’s employees would also
receive higher pay.

Given the large number of investments beyond those forecasted in the LRMTC'2013 [27],
the analysis underlying a business decision involves how to make investments at the lowest cost
possible, from an economic and financial point of view, considering the incentives proposed by the
public administrations. In this regard, in the 2013-2015 financial years, there were different financing
sources that companies could access, including those found in Table 3.
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Table 3. Sources of financing. Source: Elaborated by the authors.

Source of Financing Relevant Aspects

These are: reserves for Investments in the Canary Islands and other types of

Own funds Reserves the company has

These contribute to financing investments and/or formalizing contracts

Contributions of tour operators .
with occupancy guarantees

Financing from the European Investment Bank, the Official Credit Institute,

Bank financing or the financial system in general

European Aid for rehabilitation and modernization when the category of

Regional Economic Incentives .
& 4 stars is reached

Other public aid for the public and

private sector Normally, lines of credit to contribute to financing construction work

Transfer of the material rights in It is possible to transfer rooms that figure in the tourism register of
lodging rooms lodging rooms

The Town Hall subsidizes 85% of the capital gains generated, corresponding

Deductions in Capital gains to the mean weighted buildability that the new project produces

The Canary Investment Reserve (RIC) reduces the corporate tax base up to 90%, as long as the
investment is in fixed assets and its provision and materialization leads to the creation of new jobs.
This tax incentive can significantly contribute to encouraging private investment in the tourism sector,
based on previously accumulated reserves and future provisions after the investment. In any case,
we understand that small companies have little margin to obtain large amounts of resources through
this mechanism, although it can clearly complement other incentives.

Contributions of tour operators. Given the urgent need to renovate and modernize, and whenever
tour operators are interested in improving the quality of the tourist destination, some of them (Tui,
Schauinsland, Thomas Cook, and others) have become fully involved with companies that have
decided to change. In certain cases, they even contribute to financing the construction work by
providing significant funding. In other cases, they simply grant a contract with a minimum guaranteed
amount per year, which allows companies to have some security about placing their product on the
market and achieving sales income objectives that allow them to obtain profits and pay back loans or
credits. We also find a third route of aid that combines the other two, that is, a guarantee is given and a
loan is granted, giving the investor greater security. The repayment period for loans and the duration of
contracts usually ranges from three to five years when the investment is attractive. Normally, the loans
are linked to exclusive contracts for the placement of the lodgings, which represents a security in the
payment of the amounts granted, since they are usually deducted from the agreed amounts.

Bank financing, basically coming from the European Investment Bank, has become an important
source of financing for renovation and modernization projects of tourism establishments. In December
2013, according to the Evaluation Report of Law 2/2013 [35], the Canary Government signed
collaboration agreements with 10 financial entities to facilitate credit for companies. These agreements
had among their objectives the achievement of greater competitiveness and improving the tourist
destination of the Canary Islands through investment in the modernization and renovation of the hotel
and extrahotel offer. The two main islands received 63% of the financial resources, with Gran Canaria
benefiting the most, with 34%. These loans are granted for 10 years at interest rates lower than market
rates. Guarantees are usually required for their collection, such as the contract signed with the tour
operator and, where appropriate, possible subsidies to be obtained. Initially, the investor is forced to
resort to this type of loan for more than the required amount, insofar as he has to wait for the payment
of all the incentives granted by the administration, at least for a year and a half. However, as these are
leading investments with high future returns, there is usually no problem in maintaining the loans
granted in their entirety for up to 10 years. It should be noted that in the event of failure of the project,
as it is financed by the European Union, it does not have a negative impact on the investor. In the
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future, it would be liable for the loan pending repayment by the public administration in whole or in
part, depending on the conditions negotiated.

Regional Economic Incentives are nonrefundable resources coming from the European Union to
foment business activity. They are awarded by the General State Administration (Madrid, Spain) in the
form of subsidies and supported by FEDER funds. The Canaries has special treatment due to having
these funds to finance construction of the extension and modernization of tourist apartments that reach
the 4-star category, with levels of common services, attention, and quality similar to those required
by hotel establishments of the same category, and whenever there is no increase in the lodging offer,
also taking into account the requirements described in Figure 3.

Extension project ——p should represent at least 25%

The amount of the investment that can be
subsidized

.

Must exceed 150% of the arithmetic mean of the amount for amortizations made for the establishment in
which the intervention takes place, reflected this way in the accounts of results for the last three financial years

Modernization project =+ should represent at least 35%

Requirements for obtaining a subsidy
4

» The exploitation unit rules; that is, it must be a Company that manages all of the lodging units, which, in addition, have
to be devoted to the tourism activity

» The minimum level of lodging units required for the apartments is 30, with 60 beds

» There is an emphasis on the increase in production

» Some aspects are valued, such as quality, its stimulating nature, job creation, contribution to environmental
sustainability, among others

» The approved investment must exceed 900.000 euros

> It can consist of civil construction, equipment goods, previous studies of the project, and non-material assets

» Priority is given to new job creation

» The subsidy for the project for the economic promotion zone of Canaries cannot exceed 35% of the approved
investment in the case of large companies; 45% in the case of medium-sized companies; and 55% for small companies

» The company has to finance with its own funds or external financing (exempt from any public aid) at least 25% of the
subsidizable costs, in order to guarantee that the investment is viable

Figure 3. Amount of the investment and requirements for the subsidy [36,37]. Source: Elaborated by
the authors.

According to the Council on Economy, Industry, Commerce and Knowledge (CEICyC) of the
Canary Government [38], of the Regional Incentive documents approved for the years 2014 and 2015,
related to actions carried out in the tourism sector in the Canary Islands, 13 correspond to apartments
that were rehabilitated and acquired the category of 4 stars in 2015, together reaching a subsidy
percentage of 28.39%, which in relative terms, exceeds the rest of the actions approved (see Table 4).

Table 4. Establishments that obtained regional incentives. Source: Elaborated by the authors based on
data from the CEICyC.

Actions 2014 Actions 2015

Num Requested Granted % Num Requested Granted %

Apartments 0 0 0 4 12,491,245  3,546428 28%
Hotels 3 49,499475 7,231,572 15% 3 23,322,517 5,228,624  22%
Other actions 1 3,955,514 870,213  22% 2 35,056,371 8,092,475  23%
Total 53,454,989 8,101,785 15% 70,870,133 16,867,527 24%

Other public aid for the public and private sectors that can be applied to carry out renovations.
Among them, we can include lines of credit, the Renovation Plan for Tourism Installations (Renove
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Plan for Tourism), Plan FuturE, or State Financial Funds designated for the Modernization of Tourism
Infrastructures (FOMIT).

Transfer of material rights in lodging rooms. In the LRMTC'2013 [27], art. 20 indicates that each
Island must create what has been called a bank of beds, through the “tourist registry of lodging rooms”,
incorporating the right to grant previous authorizations to new lodging rooms that will have owners
and can also be ceded to third parties.

Discounts in capital gains taxes. In the context of the Plan for Modernization, Improvement
and Increase in Competitiveness of Maspalomas [25], the Town Hall of San Bartolomé de
Tirajana contributes to tourism renovation through an 85% discount in the capital gains generated,
corresponding to the mean weighted buildability, which effectively makes the new project possible,
depending on the buildability regulation at the time of the intervention, and as long as the project
follows the urban plan.

This benefit granted by the Town Hall stems from an urban planning agreement [35] signed by
this entity and the owner of the tourist establishment. The objective is the adoption of measures and
actions that make it possible to manage, by improving the quality of the lodgings and complementary
offer of the tourism core, the appropriate and urgent renovation of the lodging package, making
it possible to increase the buildability and percentage of occupancy, the equipment, and the public
space. For this purpose, on the one hand, the owner promises to rehabilitate and improve the lodging
establishment and adapt it to the standards of quality required by the regulations. On the other
hand, the Town Hall is obligated to invest the amount of the capital gains in actions of public use,
general systems, and other activities of social interest in the tourism core of San Bartolomé de Tirajana,
prioritizing construction to be carried out in the surroundings of the establishment in question, so that
the investment made will obtain the desired effects.

One piece of interesting data is that these sources of financing, some of which come from fiscal
incentives and subsidies, cannot be accessed by all the owners of tourist apartments. These apartment
complexes are largely made up of communities of owners, and many of them do not develop the activity
as a business corporation or meet all the requirements contained in the corresponding regulations.

4.2. Determination of the Predicted Income after Tourism Rehabilitation

After examining the sources of financing, it is important to perfectly define the investment project,
mainly in two conclusive aspects, in order to program some predicted income in a timeline of between
5 and 10 years. The first aspect is the number of rooms or lodging units to maintain or increase, and the
second is the category to reach based on what is stipulated in the current regulations mentioned above.

From the perspective of income, and based on the data published by the ISTAC [27] for
San Bartolomé de Tirajana, it can be seen that the step up to a higher category would involve greater
occupancy and a higher price per lodging unit and day. Specifically, in the 2013-2016 period (Table 5),
we can see that the average daily income obtained per occupied room (ADR), that is, the income
perceived only for the lodging service supplied by the tourism apartment establishments, differs
considerably depending on whether they have 1 and 2 keys or 3, 4, and 5 stars. In 2013, the divergence
in prices is 39.29% between the two groups of categories, declining from that point on to 22.01% in
2015 and 14.60% in 2016.

Table 5. Mean monthly rate per apartment (ADR). Source: Elaborated by the authors based on data

from the ISTAC.
2013 2014 2015 2016
Total 45.18 46.77 49.12 50.00
1 and 2 Keys 43.06 44.78 47.58 49.04
3,4 and 5 Stars 59.98 60.19 58.05 56.20
% Differ. 39.29% 34.41% 22.01% 14.60%
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These discrepancies are even more pronounced if we compare the prices weighted by the level of
mean occupancy for each year (Table 6), that is, the Revenue Per Available Room (RevPAR: income per
available room = % occupancy x ADR), which is the standard measure used in the hotel industry to
rate the financial performance of an establishment or chain. Obviously, it is not the same thing to reach
high occupancy, which is translated in terms of income into a greater number of rented apartments at
previously established fixed rates, as it is to see a lower level of occupancy, with the resulting negative
effects on the general income level.

Table 6. Income per available apartment (RevPAR). Source: Elaborated by the authors based on data
from the ISTAC.

2013 2014 2015 2016

Total 26.30 27.59 28.47 34.20

1 and 2 Keys 24.26 25.49 26.49 32.76

3,4, and 5 Stars 45.31 46.88 44.02 45.39
% Differ. 86.77% 83.92% 66.18% 38.55%

The RevPAR is a key magnitude for the analysis of income from the tourism sector. As Table 6
shows, in 2013 and 2014, 3- to 5-star apartments hover around 84%, exceeding the percentage
corresponding to 1 and 2 keys, with this difference reaching 38.55% in the last year analyzed. All of this
allows us to state that a higher category reveals greater competitiveness because, in spite of charging
higher prices per lodging unit, approximately 15% more in 2016, they are clearly in demand, given
their higher relative occupancy level. However, annually, higher prices are detected in complexes
with 1 and 2 keys, compared to those with 3-5 stars, reducing the differences between the two groups
of categories. This may be due to the fact that they have rehabilitated these establishments without
significant changes but with improvements that are perceived by clients. In our opinion, a considerable
rise in the tourism activity at the end of the economic crisis also contributed to this.

Regarding these indicators, as an example, we considered a 100-unit apartment complex with
1 or 2 keys, and we wanted to find out the increase in its sales, applying the RevPAR, if a process
of rehabilitation and modernization of its buildings and installations had been carried out in order
to reach the 4-star category without increasing the number of lodging units. Of the calculations
made, as Table 7 shows, comparing 2013 and 2016, if we start with a situation where the change
occurred in 2014 and/or 2015, the period when the activity stopped for construction work, the increase
in sales in 2016, compared to what was obtained in 2013 with a lower category, would be about
87.10% (1.656.735.00/885.490.00) in the hypothetical and complex situation of 100% occupancy. If the
rehabilitation and modernization had not been carried out, the increase in sales in 2016, compared to
2013, would reach 35.04%, which shows the greater competitiveness of higher categories compared to
lower ones.

Table 7. Income per available apartment (RevPAR). Source: Elaborated by the authors based on data

from the ISTAC.
Sales 2013 Sales 2016
Units Price u/c Amount Price u/c Amount
1 and 2 Keys 100 24.26 885,490.00 32.76 1,195,740.00
3,4, 5 Stars 100 45.31 1,653,815.00 45.39 1,656,735.00

If, in addition, we decide to increase the number of lodging units in our sample by 20, the increase
in sales would be quite significant, as Table 8 shows. The establishment would go from selling
885,490.00 Euros in 2013, with 1 and 2 keys, to selling 1,988,082.00 Euros in 2016, with 4 stars, that is,
124.52% more, which would decidedly contribute to recovering the investment.
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Table 8. Income by available apartments (RevPAR). Source: Elaborated by the authors based on the

data from the ISTAC.
Sales 2013 Sales 2016
Units Price u/c Amount Price u/c Amount
1 and 2 Keys 100 24.26 885,490.00 32.76 1,195,740.00
3,4,5 Stars 120 45.31 1,984,578.00 45.39 1,988,082.00

However, after analyzing five apartment complexes that have been models for rehabilitation
and modernization with a change in category in Gran Canaria (3 of which went from 2 keys to
4 stars, and 2 others that became 4-star hotels from 1 and 3 keys), the information in Table 9
indicates that the developing data (2013-2016), both the RevPAR and the ADR, calculated as the
average of the establishments analyzed, exceed those mentioned by the ISTAC [27] in the year 2013.
These establishments operate with a significant increase in 2016, which shows that an improvement in
complexes makes it possible to increase the income above the mean of the sector.

Table 9. Income from available lodging units and mean monthly rate. Source: Elaborated by the
authors based on data from the companies and the ISTAC.

RevPAR ADR
2013 2014 2015 2016 2013 2014 2015 2016
Apartments and Hotels 39.96 4196  0.00 0.00 50.61 52.63  0.00 0.00
Apartments/Hotels 4447 4673 11347 11347 5445 56.63 13671 136.71
Apartments/Apartments 2771 2911 5819 5819 40.15 4176 6650 66.50
Apartments/Hotels Istac 2426 2549 9376 10594 43.06 44.78 113.87 120.89

Apartments/Apartments Istac ~ 24.26 2549 44.02 4539 43.06 4478 4758  49.04

When comparing the data provided by the companies studied with data from the ISTAC [27]
(Table 9), the extrahotel establishments that become hotels increase their prices more than what is
officially published by the ISTAC [27] in 2016. The same conclusions can be drawn about apartment
complexes that reach the extrahotel category of 4 stars.

Evidence for these conclusions is provided in Figure 4, which shows the evolution of the prices,
clearly ascendant in the 2013-2016 period, of the five intervention models with a change in category,
the construction work of which was carried out between 2014 and/or 2015, and the data from the
ISTAC [27]. In 2014, compared to 2013, we find the same increase in prices as what is yielded by the
ISTAC because the renovations of the complexes were carried out in those years. For establishments
transformed into hotels, we adopt the criterion that in 2014, they were still apartments. In 2015 and
2016, we consider that the rehabilitation has already taken place. Using the available data, we base our
conclusions on the fact that the tour operators maintain the same prices, as long as the cost of living
does not increase in these years.

In the case of a hypothetical investment in rehabilitation and modernization, and in order to
verify the capacity to generate sufficient resources to carry out the project and satisfy the financial
debts derived from it, it is necessary to elaborate a financial plan. To do so, it is important to analyze
the evolution of the future income after rehabilitation and modernization based on the monthly
income according to the occupancy and the predicted unitary prices for each period or subperiod to be
analyzed. Table 10 shows this information for the 2015 financial year (the same estimations were made
for 2013), considering that contracts with tour operators normally begin on 1 November and end on
31 October.
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Figure 4. Income RevPAR hotels and apartments (2013-2016). Source: Elaborated from the data from
the 5 companies analyzed and from the ISTAC.

4.3. Future Planning of Profitability in the Tourism Rehabilitation Process

Based on the previous conclusions stemming from the ISTAC [29] data related to the ADR
and RevPAR, and using the more favorable data for the referential models that have carried out
rehabilitation and modernization and maintained their condition as apartments but achieved the
category of 4 stars in 2014, we performed a simulation of the predicted income for the 2015 economic
financial year, starting with the 2013 data for the same establishments with a 2-key category. In the
baseline position in the 2013 financial year, we considered the example of an establishment with
95 apartments that would evolve, after a rehabilitation and modernization process carried out in 2014,
into 130 units in 2015 [39].

Table 10 shows a mean annual ADR price of 40.15 Euros and a mean RevPAR of 27.71 Euros.
From the perspective of the income, Table 10 shows that, in 2015, the prevalent situation in 2013 would
improve considerably. Specifically, the RevPAR would increase by 110.00% to reach 58.19 Euros,
whereas the ADR would increase by 65.63%, reaching 66.50 Euros in 2015. In addition, Table 10
also shows the maximum monthly occupancy possible, as well as the forecast, and based on these
data, a mean annual occupancy of 69.02% is determined for 2013, compared to an occupancy of
79.90% in 2015.

Table 10. Income forecast for 2015. Source: Elaborated by the authors.

. Adr Maximum Occupanc Income

Month Period Days Prices  Occupancy % Occup. For epc asty Sales RevPAR
November 0l-nov  30-nov 30 86.78 3900 91.19% 3248 281,850.07 79.13
December 01-dic  31-dic 31 84.16 4030 66.24% 2377 200,054.86 55.75
January 0l-ene  3l-ene 31 78.41 4030 89.88% 3308 259,388.55 70.48
February 01-feb  28-feb 28 86.78 3640 98.43% 3272 283,932.71 85.41
March 0l-mar  31-mar 31 86.78 4030 84.75% 3119 270,655.90 73.54
April 0l-abr  30-abr 30 62.73 3900 43.46% 1548 97,106.04 27.26
May 0l-may 31-may 31 49.14 4030 78.93% 2905 142,747.34 38.79
June 0l4un  30jun 30 4391 3900 99.81% 3385 148,638.74 43.83
July 01-jul 31-jul 31 57.50 4030 98.81% 3687 212,011.72 56.82
August 0l-ago  3l-ago 31 57.50 4030 99.85% 3675 211,321.69 57.42
September 0l-sep  30-sep 30 53.32 3900 99.81% 3638 193,979.98 53.22
October 01-oct 31-oct 31 58.55 4030 99.57% 3750 219,555.00 58.29

66.50 47,450 79.90% 37,912 2521.24 58.19
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Analyzing the positive impact of the income, and taking as a reference, as mentioned above,
various relevant companies in the sector that have rehabilitated and modernized their apartment
complexes, we focus on the study of costs and profitability. In this regard, Table 11 reveals that the
impact of the changes made in the buildings and the management, and therefore the cost, is varied,
producing a higher increase in apartments that reach the category of hotel and those that increase
their number of units and that provide other additional services such as catering, spa, gymnasium,
etc., which become a demand to increase the level of occupancy but which we do not consider in our
analysis from the financial perspective, as we focus exclusively on the income from accommodation.

The most relevant costs are those for personnel, whose improvement in training and productivity
can contribute to greater profitability [40], as well as the operating costs (in general, those related to
the building itself and installations of the lodging units, such as maintenance and conservation costs).
We consider some average percentages of these costs, estimated and determined based on the volume
of sales in 2013 and 2015, and their relative weight descends from one year to another, as Table 11
shows, when they maintain their extrahotel condition.

Personnel costs, which proportionally have more weight than sales, would vary upward with
the same staff, as established in the Collective Labor Agreement [41] regarding category modification.
By contrast, with an increase in the number of lodging units and a rise in category, these expenses
could increase as a result of the hypothetical hiring of additional personnel, based on the current
regulations and the service needs. Our analysis considers an increase of 89.12% in pay and salaries in
the sector and in the number of people reasonably integrated in the fixed staff throughout the year
and temporary staff in certain periods of greater occupancy. However, the specific weight on the total
income of the activity was 29.27% in 2016, compared to 38.19% in 2013.

In another vein, we estimate that the operating costs (Table 12) would rise by 47.74%, whereas the
specific weight of the set of these expenses (Table 11) would decline considerably from 2013 (29.25%)
to 2015 (17.51%). Supply costs increase by 76.39%, highlighting the specific exiguous weight on the
total amount of income (4.78% in 2013 and 3.42% in 2015). In addition, the costs of asset amortization
(our forecast is 4.95% annually on the total amount of the project, in our example, 3,990,000 Euros),
according to our predictions, is 152.32%. However, the financial costs associated with external financing
obtained to carry out the project increase exponentially compared to the prevailing prices, with the
financial result maintaining an irrelevant specific weight on the income in 2015.

We determine the financial result by applying 0.11% to the sales in 2013 and a 2.479% interest rate
on the final investment in 2015. The overall increase in costs, excluding financial costs, is 78.86%.

Table 11. % of costs on sales. Source: Elaborated by the authors.

% Costs on Sales

2013 2016

Supplies 4.78% 3.42%
Personnel costs 38.19% 29.27%
Other operating costs 29.25% 17.51%
Amortization of the assets 8.32% 8.46%

After the rehabilitation and modernization processes of the companies that have an increase in
category, the total amount of the costs, specifically in extrahotel establishments, will vary upward to
a lesser degree (around 68%), without increasing the number of units. These are mainly fixed costs,
which would even lead to a less proportional increase than the increase in sales, as the basic services
provided would be practically the same, although with greater quality and more benefits.

Based on this information, Table 12 shows the account of the predicted result for the 2013 and
2015 financial years. We start with the previously mentioned income (generated by 95 and 130 lodging
units, respectively), subtracting the amount for the General Indirect Tax of the Canary Islands (IGIC)
charged for providing services, as well as other operating income, in reduced amounts, and the costs



Sustainability 2018, 10, 1953 16 of 20

we calculated, taking into account the estimated percentages on the amount from sales produced by
lodging, as shown in Table 11.

Table 12. Account of predicted results for 2013 and 2015. Source: Elaborated by the authors.

Financial Year 2013 Weight % Financial Year 2015 Weight %

Income from Sales 928,433.51 2,424 ,482.25 161.14%
Lodging sales 898,019.11 2,356,301.49
Other income from operating 30,414.40 68,180.76
Supplies —44,982.81 4.78% -79,345.00 3.42%
Personnel costs —359,325.14 38.19% —679,560.38 29.27%
Other operating costs —275,241.31 29.25% —406,646.00 17.51%
Amortization of assets —78,274.58 8.32% —197,505.00 8.51%
Results of Operations 170,609.66 18.13% 1,061,425.86 43.78%
Financial Result 1037.09 0.11% —61,817.50 2.55%
Result before Taxes 171,646.75 18.24% 999,608.36 41.23%

As Table 13 shows, the company’s profitability increases considerably when there is a change from
2 keys to 4 stars and/or an increase in the number of lodging units (from 18.24% in 2013 to 41.23% on
the income in 2015). From our point of view, this result shows that it is necessary and possible to carry
out renovations and contribute to higher quality, leading to the continuity of the sector and making it
possible to obtain a profitability that otherwise would not be achieved.

Regarding the previsions made for 2015, based on the construction work carried out in 2014,
we simulated a financial economic plan (Table 13) for a five-year period that includes the forecasts of
the company’s results and cash flow. We took into account that among the premises to consider, one
of them is that, for the investment made, the company has a five-year contract guaranteed by a tour
operator, which contributes definitively to undertaking the project.

The income (RevPAR) was calculated assuming that it will not change during the first two years
after the rehabilitation and modernization, based on the data published by the official organizations
for the higher category sought, but improved and updated based on the information provided
by the companies of reference. From that point on, we understoond that the income increases,
for example, by 2% annually, because this is when the new product begins to be consolidated as a
4-star establishment.

Furthermore, it is important to understand the level of occupancy. As Table 10 shows,
we estimated that in the first year (2015), it will be 79.90% of the 2015 predicted income, somewhat
inferior to future projections. In successive years, due to the consolidation of the new product,
we thought the previous figure would increase by 6.5 points the second year and by 5 points the third,
with this latter percentage remaining steady. We estimated that the guaranteed amount of sales would
respond to approximately 60% occupancy.

Regarding the costs for supplies, personnel, and operating, compared to 2015, we thought they
would remain unchanged in 2016, and in successive years, they would increase about 2%, the same
percentage we proposed for the income. However, the amortization costs remained the same, and the
financial costs fluctuated according to the capital pending, applying the fixed interest rate of 2.479%.

The debt was distributed by percentage, taking into consideration the different financing sources
mentioned: 32.5% for funding from the financial system (BEI) and mainly responding to the application
of the company’s own funds (companies usually have reserves for investments in the Canary Islands,
but they do not have enough cash flow for this application) and 37.5% for the part facilitated by the
tour operator. Likewise, there was a 30% subsidy of the total investment, assuming that this would
be collected in the second year (2016) after the construction work was done, with a corporate tax rate
of 25%.

The simulation portrayed in Table 14 serves as a base, adapting the baseline premises to the
specific case for their generalized application by hotel and extrahotel tourist establishments that want
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to undertake a tourism rehabilitation project in order to increase profitability, and taking into account
the possible financing debts to tour operators and/or the financial system and possible public aid.
The fundamental variable to consider is the potential future income, which, as our analysis shows,
grows exponentially, and the maximum amounts guaranteed by intermediaries in tour operations.

In conclusion, all the variables studied in the medium term evolve quite favorably because they
make it possible to obtain an outcome of much greater growth than before the rehabilitation work and
a cash flow that contributes to easily paying debts. These forecasts may seem a priori overoptimistic.
However, it must be borne in mind that an increase in the joint demand for tourists to a tourist
destination, or even a decrease, will always be redirected towards accommodation establishments.
On the other hand, a nonrenovated accommodation would have greater problems in obtaining an
income that would guarantee its profitability. Modernization is also a market requirement that is
valued by tour operators and banks, which offer their loans because they consider that they will obtain
a return with a reasonable level of risk.

Table 13. Economic-financial magnitudes.

Concepts Financial Magnitudes
Number of lodging units 130
Aot of e
Annual amortization 4.95%
Own financing With ‘t;)a;llzjir?:ncing
Tour operator financing 37.50% 1,496,250.00 5 years
FEDER Funds 30.00% 1,197,000.00 Collected on 30 December 2016
BEI Financing at 10 years ~ 32.50% 1,296,750.00 Interest rate 2.479%
Initial 2,493,750.00
Corporate tax rate 25.00%

Table 14. Economic-financial plan 2015-2019. Source: Elaborated by the authors.

2014 2015 2016 2017 2018 2019
Income from Sales
92.843.35 242.448.225  2.424.482.25 2.472.971.89 2.522.431.33 2.572.879.96
Occupancy 79.90% 86.40% 91.40% 91.40% 91.40%

Lodging Sales 89,801.91 2,356,301.49  2,356,301.49 2,403,427.52 2,451,496.07  2,500,525.99
Guaranteed Sales 1,800,000.00  1,800,000.00 1,800,000.00 1,800,000.00 1,800,000.00
Rest of the Sales 556,301.49 556,301.49 603,427.52 651,496.07 700,525.99

Other Operating Income 3041.44 68,180.76 68,180.76 69,544.37 70,935.26 72,353.97
Supplies —899.66 —79,345.00 —79,345.00 —80,931.90 —82,550.54 —84,201.55
Personnel Costs —35,932.51 —679,560.38 —679,560.38 —693,151.59 —707,014.62 —721,154.92

Other Operating Costs —27,524.13  —406,646.00 —406,646.00 —414,778.92  —423,07450  —431,535.99
Amortization of Assets -21,916.88 —197,505.00 —197,505.00 —197,505.00  —197,505.00  —197,505.00

Results of Operations 6570.17  106,1425.86 1,061,425.86  1,086,604.48 1,112,286.67  1,138,482.50
Financial Result 103.71 ~61,82006 5563806  —17,910.65  —15351.98  —12,793.32
Result before Taxes 6673.87 999,605.8  1,005,787.81  1,068,693.83  1,096,934.69  1,125,689.18
Taxes 166847  —249,90145 —251,44695 —267,173.46  —274233.67  —281,422.30
Result after Taxes 500541  749,704.35  754,340.85 801,520.38 822,701.02 844,266.89
Cash Flow 28,590.76  947,209.35  951,845.85 999,025.38  1,020,206.02  1,041,771.89
Paying Back the BEI Loan 24937500  221,666.67 103,213.54 103,213.54 103,213.54
Paying Back the Tour 299250.00  299,250.00 299,250.00 299,250.00 299,250.00

Operator Loan
Collection of the Subsidy 1,197,000.00
Surplus Cash Flow 28,590.76 398,584.35 430,929.19 2,598,488.92 617,742.47 639,308.35
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5. Conclusions

In complicated times, at the microeconomic level, business owners and managers have to
make decisions about their businesses that can lead to achieving greater competitiveness. However,
many decisions have to be made about markets, target customers, prices, strategic future projects,
reorganization of the activity, etc., and in the case of small- and medium-sized companies, doubts
about these issues are amplified.

They often do not have enough financing (own resources, access to credit, agreements with
tour operators, etc.) to address necessary renovations in their tourist establishments. In addition,
it is normal for them to lack the appropriate information or advice, from a regulatory point of view,
about the context in which to undertake a new and novel project. They even have limited knowledge
about possible administrative aids to apply to it.

Among the sources of financing, in addition to the support of tour operators, we can highlight
the Canary Islands Government’s support for collaboration agreements with financial institutions to
facilitate credit for companies. Moreover, the Canaries receives special treatment in terms of European
financing because it can also be applied to tourism modernization and extension work on apartments
to reach the category of 4 stars.

In addition, the Town Hall of San Bartolomé de Tirajana contributes to tourism renovation by
applying an 85% discount to the capital gains taxes generated, corresponding to the weighted mean
buildability. This discount makes the new project possible, based on the current buildability regulation
at the time of carrying out the intervention, and as long as it follows the urban planning ordinance.

However, it should be pointed out that not all owners of tourism establishments have access
to the financing sources, some of which stem from tax incentives and subsidies. The majority of the
owners form parts of communities of owners, and many do not develop the activity under the format
of a business corporation or meet all the requirements contained in the corresponding regulations.

From an income perspective, it is evident that the investor’s decision has to be in favor of
rehabilitation and modernization due to the positive effects of the increase in category and quality.
The analysis of the data from the ISTAC allows us to state that a higher category corresponds to greater
competitiveness because, in spite of charging higher prices per lodging unit, approximately 15% more
in 2016, they are clearly more in demand. The accommodations have a greater relative occupancy level,
especially extrahotel establishments that are transformed into hotels, which increased their prices
more than what was officially published by the ISTAC in 2016. The same thing can be said about the
apartment complexes that reached the extrahotel category of 4 stars.

Table 13 shows an economic-financial planning model, based on the analysis performed in one of
the main tourist destinations in Europe. Its baseline hypotheses, duly selected and tabulated, make
it possible to conclude that, depending on the degree of ambitiousness of the project (increase in the
number of lodging units and category), the collocation of the new product on the market will be
favored by rehabilitation and modernization because higher prices will undoubtedly lead to greater
income without producing a proportional increase in costs.
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