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Preface 
 

The number of tourists visiting India is likely to soar to 10 million in the year 2010 from 5 

million in 2007-08. Recent estimates show that India has a shortage of 150,000 rooms, 

fuelling hotel room rates across the country. About 60,000 quality rooms are currently in 

different stages of planning and development; most of these rooms should be ready by the 

year 2012. Looking at this potential in hotel business, international giants are flocking India 

and forging joint ventures to earn their share in the race. Government of India has approved 

300 hotel projects, nearly half of which are in the luxury range. Demand-supply scenario 

suggests that the hotel industry has great potential for investment. However, the feasibility of 

investment in this industry needs to be examined.  

 

Prefeasibility Report on 5-Star Hotel attempts to examine critical factors that will provide 

vital inputs to the potential investors and estimation of commercial viability of such an 

investment. The Project Concept has been worked out for a 155-room five-star hotel which 

will be set up in Bengaluru. This report is structured into four chapters—Project Concept, 

Industry Analysis, Project Details and Conclusion. Industry Analysis provides an overview of 

the structure of Indian hotel industry, its market information and growth drivers. Project 

Details gives an insight into the procedure for setting up a hotel, type of machinery and floors 

space required, regulatory permissions and clearances, capital outlay, profitability, payback 

period, internal rate of return (IRR) and other project related analysis. Potential investors may 

be interested to examine the financial viability for the project. A sample financial analysis is 

given in excel separately (Soft copy in CD) for their convenience. Variables in this excel can 

be changed by the investors to assess financial viability of a hotel.    

 

This report will be useful to entrepreneurs interested in setting up hotels, banks offering loan 

services to hotel industry, management consultants, private investors, venture capitalist, 

MBA institutes and hotel administration and management students.  
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Prefeasibility Report on 5-Star Hotel   
 

© Cygnus Business Consulting & Research Pvt Ltd 2008 3

CONTENTS 

Executive Summary .................................................................................................6 

Highlights ..................................................................................................................7 

1. Project Concept................................................................................................9 

2. Industry Analysis.................................................................................................10 

2.1 Overview of Indian Hotel Industry ..........................................................................................10 

2.1.1 Introduction................................................................................................10 
2.2 Structure & Segmentation of Hotel Industry .........................................................................11 

2.2.1 Budget Hotels.............................................................................................11 

2.2.2 One and Two-Star Hotels..........................................................................12 

2.2.3 Three & Four-Star Hotels............................................................................12 

2.2.4 Five-Star & Five-Star Deluxe Hotels..........................................................13 
2.3 Market Size and Growth Rate...................................................................................................15 

2.4 Major Hotel Chains......................................................................................................................20 

2.5 Growth Drivers............................................................................................................................31 

3. Project Details.....................................................................................................34 

3.1 Steps Involved in Setting up a Hotel ........................................................................................34 

3.2 Technical Aspects.........................................................................................................................34 

3.2.1 Locational Details......................................................................................34 
3.2.1.1 Demographic Details .......................................................................................34 
3.2.1.2 Tourism in Bengaluru ......................................................................................35 
3.2.1.3 Major Players ...................................................................................................36 

3.2.2 Land Requirement.....................................................................................36 
3.2.2.1 Floor Planning..................................................................................................36 
3.2.2.2 Facilities Available ..........................................................................................39 
3.2.2.3 Room Plans ......................................................................................................40 
3.2.2.4 Permissions & Clearances Required................................................................42 

3.3 Human Power Planning...............................................................................................................43 

3.3.1 Marketing & Promotional Planning.........................................................44 

3.3.2 Scheme for Market Development Assistance ......................................45 

3.3.3 Mobilising Bank Loan ................................................................................45 

3.3.4 Critical Success Factors ............................................................................48 

3.3.5 Issues and Challenges ..............................................................................50 
3.4 Financial Estimates........................................................................................................................51 

3.4.1 Project Cost ................................................................................................51 



Prefeasibility Report on 5-Star Hotel   
 

© Cygnus Business Consulting & Research Pvt Ltd 2008 4

3.4.2 Sources of Fund .........................................................................................55 

3.4.3 Disbursement, Moratorium Period & Repayment schedule ...............55 

3.4.4 Revenue Model & Projection ..................................................................56 

3.4.5 Revenue & Profitability Projection ..........................................................59 

3.4.6 Working Capital Requirement.................................................................60 

3.4.7 BEP & IRR .....................................................................................................61 

3.4.8 Ratio Analysis..............................................................................................62 

3.4.9 Sensitivity Analysis ......................................................................................64 
4. Conclusion..........................................................................................................65 

Annexure- 1: Bibliography ....................................................................................66 

Annexure- 2: Providers of important products/ services ...................................67 
Annexure- 3: Details of MDA Scheme .................................................................74 

Annexure- 4: Project Cost .....................................................................................81 

Annexure- 5: Means of Finance ...........................................................................82 
Annexure- 6: Construction Plan............................................................................83 

Annexure- 7: Cost of Machinery ..........................................................................86 
Annexure- 8: Manpower Planning .......................................................................89 

Annexure- 9: Repayment & Disbursement Schedule.........................................90 
Annexure- 10: P&L Statement & Basis for Revenue Calculation........................92 

Annexure- 11: Combined P&L Statement............................................................99 
Annexure- 12: Working Capital Calculation .....................................................100 

Annexure- 13: Balance Sheet.............................................................................101 

Annexure- 14: Cash Flow Statement..................................................................103 
Annexure- 15: Ratio Analysis ..............................................................................104 

Annexure- 16: Break Even Point .........................................................................105 
Annexure- 17: DSCR.............................................................................................107 

Annexure- 18: Internal Rate of Return & Payback Period ................................110 

Annexure- 19: Sensitivity Analysis ......................................................................112 

Annexure- 20: Five and Four Star Hotels in Bengaluru .....................................116 
 
 



Prefeasibility Report on 5-Star Hotel   
 

© Cygnus Business Consulting & Research Pvt Ltd 2008 5

 LIST OF TABLES 
Table 2.1: Minimum Statutory Size of Rooms                                                 

Table 2.2: Criteria for One and Two-Star Hotels 

Table 2.3: Criteria for Three and Four-Star Hotels 

Table 2.4: Criteria for Five-Star and Five-Star Deluxe Hotels 

Table-2.5: Profile of Different Types of Visitors & Their Preferences 

Table 2.6 Total Inventory of Rooms in 4 and 5-Star Categories 

Table 2.7: Daily Average Revenue Levels of 5-Star Hotels in Bengaluru 

Table 2.8: Occupancy Levels in 5-Star Hotels in Bengaluru 

Table 2.9: Demand-Supply Gap of Hotel Rooms in Bengaluru  

Table 2.10: Key Financial Indicators – Hotel Leela Venture                             

Table 2.11: Key Financial Indicators – Indian Hotels Company Limited       

Table 2.12: Key Financial Indicators – East India Hotels Ltd                         

Table 2.13: Key Financial Indicators – Taj GVK Hotels                                  

Table 3.1: Floor Space Allocation 

Table 3.2: Conference and Convention Capacity 

Table 3.3: List of Permissions & Clearances 

Table 3.4: Human Power Requirement 

Table 3.5: Cost of the Project 

Table 3.6: Room Accessories & Equipment Cost 

Table 3.7: Electrical Installation Cost 

Table 3.8: Financing Pattern 

Table 3.9: Tentative Loan Disbursement Schedule 

Table 3.10: Schedule of Income 

Table 3.11: Period under different Tariffs 

Table 3.12: Estimated Man Power & Cost 

Table 3.13: Cost Structure 

Table 3.14: Revenue & Profitability Projection                                        

Table 3.15: Level of Capacity Utilization 

Table 3.16: Working Capital Calculation                                                                  

Table 3.17: Breakeven point             

Table 3.18: Ratio Analysis 

Table 3.19: DSCR in different scenarios 


