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This version of our report is a_free translation of the original, which was prepared in Spanish. All
possible care has been taken to ensure that the translation is an accurate representation of the
original. However, in all matters of interpretation of information, views or opinions, the original
language version of our report takes precedence over this translation.

AUDITOR'S REPORT ON CONSOLIDATED ANNUAL ACCOUNTS

To the shareholders of Melid Hotels International, S.A.:

We have audited the consolidated annual accounts of Meliid Hotels International, 5.A. (parent
company) and its subsidiaries (the group), consisting of the consolidated statement of financial
position (or balance sheet) at 31 December 2012, the consolidated income statement, the consolidated
statement of other comprehensive income, the consolidated statement of changes in equity, the
consolidated cash flow statement and related notes to the consolidated annual accounts for the year
then ended. As explained in Note 2, the directors of the company are responsible for the preparation of
these consolidated annual accounts in accordance with the International Financial Reporting
Standards as endorsed by the European Union, and other provisions of the financial reporting
framework applicable to the group. Our responsibility is to express an opinion on the consolidated
annual accounts taken as a whole, based on the work performed in accordance with the legislation
governing the audit practice in Spain, which requires the examination, on a test basis, of evidence
supporting the annual accounts and an evaluation of whether their overall presentation, the
accounting principles and criteria applied and the estimates made are in accordance with the
applicable financial reporting framework.

In our opinion, the accompanying consolidated annual accounts for 2012 present fairly, in all material
respects, the consolidated financial position of Melid Hotels International, 5.A. and its subsidiaries at
31 December 2012 and the consolidated results of its operations and the consolidated cash flows for
the year then ended in accordance with the International Financial Reporting Standards as endorsed
by the European Union, and other provisions of the applicable financial reporting framework.

The aceompanying consolidated directors” Report for 2012 contains the explanations which the parent
company’s directors consider appropriate regarding the group’s situation, the development of its
business and other matters and does not form an integral part of the consolidated annual accounts. We
have verified that the accounting information contained in the consolidated directors’ Report isin
agreement with that of the consolidated annual accounts for 2012.0ur work as auditors is limited to
checking the consolidated directors’ Report in accordance with the scope mentioned in this paragraph
and does not include a review of information other than that obtained from the accounting records of
Melia Hotels International, S.A. and its subsidiaries.

PricewaterhouseCoopers Auditores, S.L.

Stefan Mundorf
Partner

April 2, 2013

PricawaterhouseCoopers Auditores, S.L., Calle Conquistador, 18 oroo1 Palma de Mallorea
T: +34 971 213 670 F: 34 971 213 640, wiowe, ploc.com/es

R M. Maxdnid, hogh 872501, folbo 75, (oo 9,267, libro B.O54, seccidn 3 Inscritaen d ROAC con o nimers 30242 - CIF: B-19 031200



CONSOLIDATED BALANCE SHEET — ASSETS

(Thousand €)
NOTE 31/12/2012 31/12/2011

NON-CURRENT ASSETS

Goodwill 8 18970 19,077
Other intangible assets 8 71,348 71,956
Property, Plant and Equipment 9 1,762,315 1,818992
Investment property 10 149,524 135,358
Investments measured using the equity method [ 101,928 70,699
Other non-current financial assets [2.1 302,928 218,559
Deferred tax assets 172 159,130 154,179
TOTAL NON-CURRENT ASSETS 2,566,144 2,488,820
CURRENT ASSETS
Inventories 13.1 88476 89,090
Trade and other receivables 132 318,697 314,045
Current tax assets 17 18513 12,666
Other current financial assets 12 17,561 25051
Cash and other cash equivalents [3.3 468,346 439,508
TOTAL CURRENT ASSETS 911,594 880,361
TOTAL GENERAL ASSETS 3,477,738 3,369,181
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CONSOLIDATED ANNUAL ACCOUNTS FOR 2012

(Thousand €)
NOTE 31/12/2012 3171272011

EQUITY
Share capital 14.1 36955 36,955
Share premium 14.1 696,364 696,377
Reserves 14.2 352,760 297,962
Treasury shares 143 (110,426) (110413)
Retained earnings 14.4 239,089 247,767
Other equity instruments 122 33933 33933
Translation differences 14.5 (182,113) (183,027)
Other measurement adjustments 14.5 (5,638) (7,111)
Profit/(loss) for the year attributed to parent company 7 37,327 40,134
NET INCOME ATTRIBUTED TO THE PARENT COMPANY 1,098,252 1,052,577
Minority interest 14.6 85,627 77294
TOTAL NET EQUITY 1,183,879 1,129,871

NON-CURRENT LIABILITIES

Preference shares & Bonds and other negotiable securities 122 283,850 281,967
Bank loans 122 564,161 756,883
Other finance lease payables 122 160,175 160,403
Other non-current financial liabilities 12 10,979 14,290
Capital grants and other deferred income I5.1 15,580 14,027
Provisions 15.2 38,207 35416
Deferred tax liabilities 17.2 178486 176,535
TOTAL NON-CURRENT LIABILITIES 1,251,438 1,439,521
CURRENT LIABILITIES
Bonds and other negotiable securities 122 1,079 384
Bank loans 122 622,131 403,014
Other finance lease payables 122 229 215
Trade creditors and other payables 16 297,288 303,720
Current tax liabilities |7 23,698 14,984
Other current liabilities 122 97997 77473
TOTAL CURRENT LIABILITIES 1,042,422 799,789
TOTAL GENERAL LIABILITIES AND NET EQUITY 3,477,738 3,369,181
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CONSOLIDATED INCOME STATEMENT

(Thousand €)
NOTE 31/12/2012 31/12/2011

Operating income 6.1 1,362,396 1,335,322
Supplies 62 (164,652) (156,171)
Staff costs 6.3 (392,802) (410,754)
Other expenses 64 (452,353) (423,307)
EBITDAR* 352,589 345,090
Leases (103,096) (99.331)
EBITDA™ 5.1 249,493 245,759
Amortisation and depreciation 65 96,121) (97,984)
Goodwill and negative consolidation difference 4.1 5981 1,327
EBIT™ 159,353 149,102
Exchange differences (7,613) (11,617)
Borrowings (89,945) (71,268)
Other financial expenses (12,549) (12,263)
Other financial income 26,276 7456
Net financial income (expense) 6.6 (83,831) (87,693)
Profit /(Loss) of associates and joint ventures I (16,488) (10,316)
NET INCOME BEFORE TAX 59,034 51,093
Income Tax 17.6 (16,940) (CARND)
NET INCOME 42,094 41,982

a) Attributed to parent company 37,327 40,134

b) Attributed to minority interests 14.6 4,767 1,848
BASIC EARNINGS PER SHARE IN EUROS 7 022 023
DILUTED EARNINGS PER SHARE IN EUROS 7 022 023
Notes:

(*)  EBITDAR (Earnings Before Interest, Tax, Depreciation, Amortization & Rent)
(**) EBITDA (Earnings Before Interest, Tax, Depreciation & Amortization)
(***) EBIT (Earnings Before Interest & Tax)
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(Thousand €)

Net consolidated income

Cash flow hedges

Translation differences

Associates and joint ventures

Other income charged to net equity

Tax effect
Net income charged directly to net equity

Cash flow hedges
Associates and joint ventures

Tax effect
Releases to the income statement
TOTAL COMPREHENSIVE INCOME

a) Attributed to parent company
b) Attributed to minority interests

31/12/2012 317127201 |

42,094 41982
(5630) (8609)
(238) (23,545)
(2741 (3051)
21,568 22,608
1473 2302
14,431 (10,295)
7014 4173
1361 1350
(2104) (1247)
6271 4276
62,79 35,963
58,798 33426
3998 2537
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(Thousand €)

CAPITAL | poHARE,
NET EQUITY AT 31/12/2010 36,955 758,180
Total recognised income and expenses 0 0
Distribution of dividends
Operations with treasury shares
Other operations with shareholders/owners
Operations with shareholders or owners 0 0
Transfers between net equity items (61,803)
Distribution 2010 net income
Other variations
Other variations in net equity 0 (61,803)
NET EQUITY AT 31/12/2011 36,955 696,377
Total recognised income and expenses 0 0
Distribution of dividends
Operations with treasury shares (13)
Other operations with shareholders/owners
Operations with shareholders or owners 0 (13)
Transfers between net equity items
Distribution 201 | net income
Other variations
Other variations in net equity 0 0
NET EQUITY AT 31/12/2012 36,955 696,364

OTHER

RESERVES

268,496

18

63,380

63,380
331,895
0

(7.502)

3

(7.488)

62,287

62,287

386,693

TREASURY

SHARES

(102,959)

0

(7453)

(7:453)

0
(110413)

0

(13)

(13)

0

(110,426)
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RETAINED

EARNINGS

191,093
19,796

9471)

(4828)
(14300)

886
50,136
156

51,178
247,767

19,083

(8458)
(8:458)

(60,300)
40,134
863

(19.303)

239,089

TRANSLA-
TION DIF-
FERENCES

(163,616)

(26,522)

0
(190,138)

2,387

0

(187,751)

NET
INCOME
OF PARENT
COMPANY

50,136

40,134

o

(50,136)

(50,136)
40,134

37,327

(40,134)

(40,134)

37,327

1,038,284
33,426

(9471)
(7453)
(4828)

(1,753)

2463

156
2619
1,052,577
58,798
(7.502)

(13)
(8458)

(15972)

1987
0
863

2,849

1,098,252

MINORITY
INTEREST

77,660
2,537

(451)

3
(448)

(2:463)

8
(2,455)
77,294

3,998

(481)
0
6,789

6,308

(1987)
0
14

(1,973)

85,627

TOTAL NET
EQUITY

1,115,945
35,963

9922)
(7453)
(4826)

(22.201)

0
0
164

164
1,129,871
62,796

(7982)
(13)
(1,668)

(9.664)

0
0
877

877

1,183,879



CONSOLIDATED CASH FLOW STATEMENT

(Thousand €)

OPERATING ACTIVITIES

Operating receipts 1,725,277 1,652,336
Payments to suppliers and staff for operating expenses (1,543,464) (1,495981)
Receipts / (Payments) for income tax (25,752) (14,610)
CASH FLOWS FROM OPERATIONS 156,060 141,745

FINANCING ACTIVITIES

Receipts and (payments) for equity instruments: (14) (7,920)
Acquisition (14) (7,920)
Receipts and (payments) for financial liability instruments: 14,848 (16,328)
Issue 246,412 374013
Redemption and repayment (231,564) (390,341)
Payments for dividends and remuneration of other equity instruments (7,926) (9,896)
Other cash flows from financing (89,606) (83,292)
Interest paid (81,499) (74,083)
Other receipts / (payments) for cash flows from financing (8,106) 9,210)
CASH FLOWS FROM FINANCING (82,698) (117,436)

INVESTMENTS ACTIVITIES

Payments on investments: (200,659) (193,662)
Group companies, associates and business units (155,780) (47,828)
Property, plant and equipment, intangible assets and investment property (*) (40,276) (134,799)
Other financial assets (4,602) (11,034)

Receipts for divestments: 151,231 153,181
Group companies, associates and business units 92,146 40921
Property, plant and equipment, intangible assets and investment property 59,085 112,260

Other cash flows from investment: 182 182
Dividends received 182 182
Interest received

CASH FLOWS FROM INVESTMENT (49,246) (40,299)
Variation in the exchange rate in cash and cash equivalents 4721 (7.014)
NET INCREASE / (DECREASE) IN CASH AND CASH EQUIVALENTS 28,838 (23,003)
CASHAND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR (Note 13.3) 439,508 462,511
CASHAND CASH EQUIVALENTS AT THEYEAR END (Note 13.3) 468,346 439,508

(*) In the years 2012 and 201 |, there have been adquisitions of assets under finance lease contracts amounting to 8.2 and 4.5 million euros, respectively. These transactions are not considered cash movements.

MELIA HOTELS INTERNATIONAL
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NOTES TO THE CONSOLIDATED ANNUAL ACCOUNTS

I. CORPORATE INFORMATION

The Parent Company, Melid Hotels International, S.A., was formed in Madrid on June 24, 1986 under the registered name of Investman, S.A.
In February 1996, the Company changed its official name to Sol Melid S.A, and on | June 2011 the General Shareholders’ Meeting approved
the current name, Melid Hotels International, S.A. It is entered in the Mercantile Registry of the Balearic Islands, Corporate volume ,335, sheet
PM 22603, entry third. In 1998 the Company moved its registered address to Calle Gremio Toneleros, 24, Palma de Mallorca, Baleares, Spain.

Melid Hotels International, S.A. and its subsidiaries and associates (hereon the “Group” or the “Company') form a Group made up of companies
that are mainly engaged in general tourist activities and more specifically in the management and operation of hotels under ownership, rental,
management or franchise arrangements, and in vacation club operations. The Group is engaged in the promotion of all types of businesses
related to tourism and hotel and leisure and recreational activities, as well as participation in the creation, development and operation of new
operations, establishments or companies, in the tourist, hotel or any other recreational or leisure business. Some of the companies in the Group
also carry out real estate activities by taking advantage of the synergies obtained in hotel development as a result of the major expansion
process undertaken.

In any case, those activities, reserved under special laws for companies which fulfil certain requirements that are not met by the Group, are
expressly excluded from its corporate purpose; in particular, those activities reserved by Law for Collective Investment Institutions or security
brokers are excluded.

The Group's different operating segments are carried out in Germany, Argentina, Brazil, Bulgaria, Cape Verde, Chile, China, Colombia, Costa Rica,
Croatia, Cuba, Egypt, United Arab Emirates, Spain, The United States, France, Greece, Holland, Indonesia, Italy, Luxembourg, Malaysia, Mexico,
Panama, Peru, Portugal, Puerto Rico, United Kingdom, Dominican Republic, Singapore, Switzerland, Tanzania, Tunisia, Uruguay, Venezuela, Vietnam
and Zanzibar.

MELIA HOTELS INTERNATIONAL CONSOLIDATED ANNUAL ACCOUNTS 2012



2. BASIS OF PRESENTATION OF THE CONSOLIDATED ANNUAL ACCOUNTS

The Melid Hotels International Group’s consolidated annual accounts are prepared in accordance with the International Financial Reporting
Standards (IFRS) and their interpretations (IFRIC) in force at December 31,2012, published by the International Accounting Standards Board
(IASB) and adopted by the European Union.

These consolidated annual accounts have been formulated by the Board of Directors of the parent company and are pending approval by the
General Shareholders' Meeting, and are expected to be approved without changes.

The figures on the balance sheet, income statement, statement of comprehensive income, statement of changes in equity, cash flow statement,
and the accompanying notes to the accounts, are stated in thousand euros, except where otherwise indicated.

The Group's consolidated annual accounts have been prepared using the historic cost focus, except for the entries contained in the sections
for real estate investments and derivative financial instruments which are put at fair value. It should be mentioned that the balances of the
Venezuelan companies of the Group have been re-expressed at current cost, in accordance with IAS 29 on the basis that this country is a
hyper-inflationary economy.

The Group has adopted this year the standards approved by the European Union whose application was no obligatory in 201 |. These standards
do not have a significant impact on the Group's financial position:

* Amendment to IFRS 7:"Financial Instruments: Enhancing disclosures - Transfers of Financial Assets”

The accounting policies applied are consistent with those of the preceding year, considering the adoption of the standards and interpretations
stated in the above paragraph, since they have no effect on the financial statements or the financial position.

The standards issued prior to the formulation date of these Financial Statements and which will come into force in subsequent dates are the
following:

IFRIC 20:"Stripping Costs in the Production Phase of a Surface Mine”

* IFRS 9:"Financial Instruments”

* IFRS 10 "“Consolidated Financial Statements”

¢ IFRS I'| "Joint Arrangements”

* IFRS 12 "Disclosure of Interests in Other Entities”

* IFRS 13 "FairValue Measurement”

* Amendment to IFRS | “Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters”

* Arrendment to IFRS | "Public loans”

* Amendment to IAS | “Presentation of Financial Statements"”

* Amendment to IAS |9 “Employee Benefits”

* Amendment to IAS |2 “Deferred Tax: Recovery of Underlying Assets”

* Amendment to IAS 27 “Separate financial Statements”

* Amendment to IAS 28 "Investments in Associates and Joint Ventures”

* Amendment to IAS 32 and Amendment to IFRS 7 “Offsetting Financial Assets and Financial Liabilities”
Arrendment to IFRS 9 and Arrendment to IFRS 7:"Mandatory Effective Date and Transition Disclosures”
Project of improvement 2009 - 201 I:

- Amendment to IFRS |:"Adoption for the first time of the IFRS.”

- Amendment to IAS I:"Presentation of Financial Statements".

- Amendment to IAS 16:"Property and equipment”

- Amendment to IAS 32:"Financial Instruments: Presentation”

- Amendment to IAS 34:“Interim Financial Reporting”

- Amendment to IFRS 10,IFRS Il and IFRS 12: Consolidated financial statements, joint arrangements and disclosures of interests in other entities
- Amendment to IFRS 10, IFRS 12 and IAS 27: Investment Entities

These standards will not have a significant impact on the Company’s financial position.

MELIA HOTELS INTERNATIONAL CONSOLIDATED ANNUAL ACCOUNTS 2012



2.1 Fair view
The consolidated balance sheet and income statement have been prepared on the basis of the internal accounting records of the Parent Com-
pany, Melid Hotels International, S.A., and the accounting records of the other companies included in the consolidation as detailed in Appendices

I and 2, and duly adjusted according to the accounting principles established in IFRS, and fairly present the equity, financial position and the
results of operations of the Company.

2.2 Comparability
The balance sheet, income statement, statement of comprehensive income, statement of changes in equity and the cash flow statements for

2012 and 201 1.

Comparative figures are also presented for 2011 and 2012 for the quantitative information contained in the notes to the accounts. The main
changes to the consolidation scope in 2011 and 2012 with respect to the previous year are addressed in Note 4.

As indicated in Note 5, profits from the sale of property are treated as profits from the Group’s business activity. In the Cash Flow Statement at

31 December 2012, these profits are recognised as “operating income”, the carrying amount of the buildings being “divestment income”. For com-
parability, the carrying amount of buildings sold in the previous year has been reclassified to the item “divestment income” at 31 December 201 I.

2.3 “Going concern” basis

The balance sheet at 31 December 2012 and 201 | shows an excess of current liabilities over total current assets. The Directors considers that
this is not an indication of the Group's lack of financial capacity to settle its liabilities in the short term, since the Group has available credit lines
not utilised and new sources of financing, as well as the renewal of existing financing (see Note 20.3). It should be noted that a convertible
bond issue of € 200 million was approved (see Note 22) before these annual accounts were issued. Accordingly, the Directors have prepared
the annual accounts on a going concern basis.

24 Consolidation methodology

Subsidiaries

Subsidiaries are entities in which the Group has the power to direct financial and operating policies, which is generally accompanied by a share-
holding of more than one half of the voting rights. When assessing the existence of control over an entity, the Group considers potential voting
rights and its capacity to direct financial and operating policies, even where it does not hold 50% of the voting rights.

Subsidiaries are fully consolidated.

Under this method, the financial statements of subsidiaries are consolidated as from the date on which control is transferred to the Group; they
are de-consolidated as from the date on which control ceases. Intragroup balances and transactions are entirely eliminated.

Associates

Associates are entities over which the Group has significant influence but not control. This is generally accompanied by between 20% and 50%
of the voting rights.

Associated are equity consolidated.
Under this method, investments in associates are initially recognised at cost and the carrying amount is increased or reduced to recognise the

Group's share of the associate’s results as from the acquisition date. The Group's investments in associates include any goodwill identified at the
acquisition date.

MELIA HOTELS INTERNATIONAL



The Group's share of losses or gains following the acquisition of associates is taken to the income statement; its share of movements is recog-
nised in other comprehensive income and the investment's carrying amount is adjusted accordingly.

Joint ventures

The Group has opted to apply the equity method to joint ventures, as indicated in IAS 31 “Interests in joint ventures”, on the understanding
that this method best reflects the business situation and the investment and risk structure.The aim is to avoid combining controlled entities with
jointly-controlled entities, which would undermine the clarity of the Group's annual accounts.

Consistency in terms of timing and valuation

All the companies included in the consolidation close their financial year as of December 31 and the respective 201 | and 2012 annual accounts
have been used for consolidation purposes, following the pertinent valuation adjustments to ensure consistency with IFRS.

Business combinations

The Group has not retroactively applied IFRS 3 to business combinations which occurred before the transition date, taking advantage of the
exemption included in IFRS | “First-time Adoption of International Financial Reporting Standards”. Consequently, the goodwill existing under
Spanish accounting policies as of December 31,2003, net of accumulated amortisation, was presented as “Goodwill”, under the “Intangible
assets” heading.

In the business combinations subsequent to the transition date, the excess between the cost of the business combination and the acquirer’s
interest in the net fair value of the identifiable assets, liabilities and contingent liabilities is presented under the “Intangible Assets” caption as
“Goodwill”.

Any excess between the acquirer's interest, after reassessing the identification and valuation of the identifiable assets, liabilities and contingent
liabilities, and the cost of the business combination, is recognised in the income statement.

Acquisition of minority interests

Once control is obtained, subsequent operations in which the parent company has acquired more shares in minority interest, or sold shares
without losing control, are reflected as equity transactions, from which we infer that:

* Any difference between the amounts by which the minority interest is adjusted and the fair value of the consideration paid or received is recog-
nised directly in net equity and attributed to the equity holders of the parent company.

* No adjustment is made to the carrying value of the goodwill, and no gains or losses are recognised in the income statement.

Sale of controlling shareholdings

When the Group's control over a subsidiary ceases, the shareholding retained is recognised at fair value on the date on which control is lost
and the change in the carrying amount is taken to the income statement for the period. In the case of a company owning a hotel, the result
is recognised in operating income, in the Real estate income item. Fair value is the initial carrying amount for the purposes of the subsequent
recognition of the interest retained in the associate, jointly-controlled entity or financial asset.

Elimination of intercompany transactions
The intercompany balances for intercompany transactions relating to loans, leases, dividends, financial assets and liabilities, sale and purchase
of inventories and assets and rendering of services, have been eliminated. In relation to the sale and purchase operations, the unrealised profit

margin with regard to third parties has been reversed in order to present the corresponding assets at their cost price, adjusting the deprecia-
tion charged accordingly.

MELIA HOTELS INTERNATIONAL



For transactions between subsidiaries and associates or joint ventures, only the proportional part of the result relating to minority shareholders
is recognised. The remainder is deferred until the complete disposal of the asset in question.

Minority interests

The proportional part of equity relating to third parties unrelated to the Group, calculated according to IAS 27, is recorded under this balance
sheet caption.

Results attributed to minority interests

Results attributed to minority interests relate to their interest in the consolidated profit or loss for the year

Conversion of foreign companies’ financial statements

All the assets, rights and obligations of foreign companies included in the consolidation scope are translated to euro using the end of period
exchange rate.

Income statement items have been translated at the exchange rates prevailing on the dates on which the corresponding operations occurred.

The difference between the amount of the foreign companies’ equity, including the income statement balance calculated as explained in the section
above and translated at the historical exchange rate, and the net equity situation arising from the translation of the assets, rights and obligations
as described in the first paragraph, is recorded with a positive or negative sign, as applicable, in the consolidated balance sheet in equity under the
heading ‘Translation differences”, less the part of said difference relating to minority interests and recorded under the account “Minority Interests”
in equity on the consolidated balance sheet.

Goodwill and adjustments to the fair value of the balance sheet items which arise on the acquisition of interests in a foreign company are considered
to be assets and liabilities of the acquired company and are therefore translated using the exchange rate prevailing at the year end.

Upon total or partial disposal or return of contributions of a foreign company, the translation differences accumulated since the IFRS transition
date (January I, 2004), relating to said company and recognised in equity, are released to the income statement as a component of the disposal's
profit or loss.

2.5 Accounting measurements and estimates

The directors have prepared the consolidated annual accounts using judgements, estimates and assumptions which have an effect on the ap-
plication of the accounting policies as well as on assets, liabilities, income and expenses and the breakdown of contingent assets and liabilities at
the issuance date of the present consolidated annual accounts.

Such estimates and assumptions are based on historical experience and other factors considered reasonable under the circumstances. The
carrying amount of assets and liabilities, which is not readily apparent from other sources, has been established on the basis of these estimates.
The Company periodically reviews these estimates and assumptions; the effects of the reviews on the accounting estimates are recognised in
the year in which they are realised, whether they have an effect solely on such period, or on the reviewing period and future periods, or both.
However, given the uncertainty inherent in such estimates and assumptions, the need may arise to make significant adjustments to the carrying
amounts of assets and liabilities affected in future periods.

The estimates made are detailed, if applicable, in each of the explanatory notes of the balance-sheet captions. We set out below the estimates
and judgement that have a significant impact and may involve adjustments in future years:
Estimated impairment loss on goodwill

The Group tests goodwill for impairment annually, as indicated in Note 3.1. Recoverable amounts of cash generating units are determined on
the basis of value in use calculations. These calculations require the use of the estimates that are described in Note 8.

MELIA HOTELS INTERNATIONAL



Income tax provision

The Group is subject to income tax in many countries. A major degree of judgment is required to determine the provision for income tax
worldwide. These are many transactions and calculations for which the final calculation of the tax is uncertain. The Group recognises the i-
abilities for possible tax claims based on estimates of whether additional taxes will be necessary. If the final tax results differ from the amounts
that were initially recognised, these differences will have an effect on income tax and the provisions for deferred tax in the year in which the
calculation is made.

Fair value of derivatives
The fair value of financial instruments that are not traded on an active market is determined using valuation techniques, as indicated in Note 3.5.

The Group uses its judgement to select a series of methods and form assumptions that are based mainly on market conditions at the balance
sheet date. Most of these valuations are normally obtained from studies carried out by independent experts.

Fair value of investment property

The Group has chosen to measure investment property using the fair value model. The estimate of this fair value is based on appraisals made
by independent experts using discounting valuation techniques of the cash flows from these assets and restated on the basis of estimates that
the Group revises annually, as indicated in Note 3.3.

Pension benefits

The cost of defined benefit pension plans is determined by means of actuarial valuations. Actuarial valuations require the use of assumptions
regarding discount rates, asset yields, wage rises, mortality tables and Social security pension increases. These estimates are subject to major

uncertainties due to the long-term maturities of the plans.

These commitments have been valued by reputable independent experts using actuarial techniques.

MELIA HOTELS INTERNATIONAL



3. ACCOUNTING POLICIES

3.1 Intangible assets

Goodwill

Goodwill generated on consolidation represents the difference between the acquisition price of the subsidiaries consolidated by the full con-
solidation method and the Group's interest in the market value of the subsidiaries’ identifiable assets and liabilities.

The goodwill generated in acquisitions prior to the transition date to IFRS is recorded in the balance sheet at the net value recorded at De-
cember 31,2003.

Goodwill is not amortised. Instead, goodwill is tested annually for impairment. Impairment losses are recognised if the recoverable value deter-
mined on the basis the present value of future expected cash flows of the cash generating units associated with goodwill and discounted at a
rate which takes into account the specific risks of each asset, is less than the initial carrying amount. Once the impairment loss on goodwill is
recognised, it does not reverse in future years.

Other intangible assets
Other intangible assets relate to various software applications, leaseholds and industrial property.

Software applications are valued at their acquisition cost and are amortised on a straight-line basis over their useful lives which is estimated to
be between 5 and 10 years.Expenses associated with software maintenance are recognised when incurred. Costs that are directly associated
with the production of identifiable and unique s