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Abstract

ABSTRACT

The intensity of competition in the tourism business, especially in the hotel industry
has continuously grown during the last years. This development leads to the
situation that capital investments in the hospitality industry are connected with ever
increasing risks. In order to minimize these risk potentials, a detailed evaluation of
the competitiveness and market compatibility of a planned project is an essential
part of any project development process. Those analyses are covered in the
course of a feasibility study which encloses all aspects that influence the success
of a hotel project. In this context, a feasibility study serves as an information tool
for project developers, investors, tenants, hotel operators and financiers in order to

make decisions with regard to a specific hotel project.

The preparation of a feasibility study requires the combination of a multitude of
aspects, hence input from all participants in the project development process.
Getting hold of information and the appropriate usage of this information is crucial
in order to ensure the success of a study. The main objective of this diploma thesis
is to identify the most important and current issues in feasibility evaluation of hotel
projects. In practice, many studies are prepared following a fixed model, which has
not been changed for years. However, the hospitality industry is highly competitive
and dynamic, new additions to the existing supply therefore need to be analyzed
very carefully. The focus of this diploma thesis is specifically put on the hospitality
industry. This means that feasibility evaluation for other types of project
development in the tourist industry is not subject to this study. The aim of the
thesis is on the one hand to point out aspects that have to be taken into
consideration in any study, and to give suggestions for improvements on the other
hand. The author has laid down the following four hypotheses that serve as the

main source for the research questions.

Hypothesis 1 — The sensitivity analysis is the most important component of a
feasibility study.
Hypothesis 2 — A feasibility study is the most important decision making factor for

the investor in a hotel project.
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Hypothesis 3 — If the results of a feasibility study seem to turn out negative, then
the operative concept of the project is changed.

Hypothesis 4 — The level of the construction cost is the factor that is most difficult
to estimate and is therefore the most frequent source of mistakes in the hotel

development process.

The research work is divided into hermeneutic and empiric parts which are not
secluded from each other but interact and support statements. An expert
questionnaire was designed in order to identify current industry issues. This
questionnaire was sent out via e-mail to selected groups of experts including
hospitality consultants, hotel operating companies, investors and financiers and
project development companies. The total number of questionnaires amounted to

88 and a return rate of about 40% was achieved.

The theoretical principles of feasibility studies are tackled in chapter 2. Basically,
there is no general definition for the term ‘feasibility study’ and the terminology
varies significantly. Feasibility studies can be described as market demand studies
or as studies comprising a detailed market analysis and thorough financial
forecasts. It must be emphasized that a feasibility study as known in the
international context is much more than a study that proves whether a project is
‘feasible’. A feasibility report can answer a number of questions as to the market,

rates achievable and the possible positioning of a project.

In the subsequent chapter the overall concept of project development in the hotel
industry is described. This includes an indication of the position of feasibility
studies in the course of the development process. Analysing both the information
provided in the specific literature and the expert questionnaires, it becomes
obvious that a thorough feasibility evaluation is an inevitable part in developing
any new hotel project. Chapter 4 deals with the question of structuring a feasibility
study. The structure of the study depends to a large extent on the person or
consultancy preparing it. Internal request lists or handbooks provide some kind of

pattern according to which reports are being prepared. A possible outline for a

Wolfgang Fercher vV



Abstract

feasibility report is suggested at this stage and the various components are
described in detail. Some of the aspects covered in this respect include the
analysis of existing supply and demand, identification of primary and secondary

competitors, and the description of the project idea and project location.

The next part is concerned with the issue of forecasting, which represents another
vital part of any feasibility study. In this context forecasts relate to estimating the
future development of the market as far as demand and supply are concerned.
From this basis, substantial items such as occupancy, average room rate, room
yield and revenue per available room are projected. The experts generally suggest
a 5 to 10 year period for these forecasts. Financial projections constitute a major
part of feasibility studies. These prognoses include profit & loss estimates, the
evaluation of investments with the use of ratios and discounted cash flows, and a

possible financing scenario for a planned property.

The author then identifies four major categories that influence the decision making
process with regard to the results of a feasibility study. These factors are
described as project related criteria, financial results, economic forecasts, and
market related criteria. This is followed by an evaluation and detailed description of
the most important elements and success factors of feasibility studies. Among
those rank the project site, market segmentation, investment estimation, and the

development of a concept suitable to the market requirements.

The identification of the most common and frequent sources of mistakes in the
preparation process of feasibility studies can be seen in close relation to the
success factors. The issue of mistakes is hardly covered in the scientific literature
but is analyzed in detail in the course of this diploma thesis. Some of the main
aspects in this respect, such as unqualified consultants, biased studies and
overestimation or misinterpretation of the future developments in the market, are
described in an accurate way. Eventually, a comparative analysis of two Austrian
hotels is carried out as well. This analysis compares some of the key values

projected in feasibility studies with the actual results of the respective properties.
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ABSTRACT

Die Wettbewerbsintensitat am touristischen Markt, insbesondere in der Hotellerie,
ist in den letzten Jahren deutlich und kontinuierlich angestiegen. Dies bedeutet
auch, dass Kapitalinvestitionen im Tourismus mit erhohten Risiken verbunden
sind. Um diese Gefahrenpotentiale zu minimieren, kommt der detaillierten Analyse
und Prifung der Wettbewerbsfahigkeit und Marktvertraglichkeit eines zu
initierenden Projektes essenzielle Bedeutung zu. Intuitive Entscheidungen im
Rahmen des Entwicklungsprozesses werden durch fundierte Recherchearbeiten
ersetzt. In unmittelbarem Zusammenhang dazu steht die Erstellung einer
Feasibility Studie.

Der Begriff Feasibility Studie umfasst eine vorausschauende Wertung aller
Gegebenheiten, die auf die Frage der Verwirklichung eines geplanten Projektes zu
beziehen sind. Diese Studien dienen als Entscheidungshilfe flr Projektentwickler,
Investoren, Pachter und Verpachter, Hotelbetreiber, aber auch Finanzdienstleister.
Die vorliegende Diplomarbeit analysiert die Bedeutung von Feasibility Studien fur
die Entwicklung von Hotelprojekten. Dafur sind vom Autor folgende Hypothesen

aufgestellt worden:

Hypothese 1 — Die Sensitivitdtsanalyse ist der wichtigste Bestandteil einer
Feasibility Studie.

Hypothese 2 — Eine Feasibility Studie ist die wichtigste Entscheidungsgrundlage
fur den Investor eines Hotelprojektes.

Hypothese 3 —Zeichnen sich im Rahmen der Erstellung einer Studie negative
Ergebnisse ab, kommt es zu einer Abanderung des operativen Konzeptes.
Hypothese 4 — Die HOohe der Baukosten ist vom Ersteller einer Feasibility Studie
am schwersten einzuschatzen und stellt daher die haufigste Fehlerquelle im

Rahmen der Entwicklung von Hotelprojekten dar.

Der Autor setzt sich zum Ziel, die Problematik von fehlerhaften und nicht

relevanten Studien aufzuzeigen und haufige Fehlerquellen aus Sicht der
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verschiedenen Interessensgruppen ausfuhrlich zu kommentieren. Die spezifischen
Bedurfnisse und Anforderungen der oben genannten Gruppen werden analysiert
und daraus resultierend ein Optimierungsprozess gestartet. Schlussendlich sollen
Verbesserungsvorschlage fur die Erstellung von Feasibility Studien geliefert
werden. Weiters wird die Bedeutung von Machbarkeitsstudien als Teil des

Projektentwicklungsprozesses dargestellt.

Die Forschungsarbeiten gliedern sich in einen hermeneutischen und einen
empirischen Teil. Die theoretischen Grundlagen werden anhand der vorhandenen
Fachliteratur, d.h. Bucher, Fachjournale, Magazine und Internetquellen erortert
und dargestellt. Der empirische Teil wird mit der Erstellung eines Fragebogens fur
die oben erwahnten Expertengruppen bearbeitet. Das Hauptaugenmerk dieser
Befragung liegt darin, qualitative Forschungsergebnisse in Bezug auf die
Bedeutung und den Inhalt von Feasibility Studien zu erhalten. Die Diplomarbeit ist
limitiert auf Projektentwicklung und Studien im Hotelbereich, daher wird davon

abgesehen, Projekte anderer touristischer Segmente zu bertcksichtigen.

Der erste Abschnitt der Arbeit stellt diverse Definitionsmdglichkeiten flr Feasibility
Studien dar. Die vorhandenen Begriffsbestimmungen in der Fachliteratur zeigen,
dass keine einheitliche Definition existiert. Vor allem im deutschsprachigen Raum
wird der Begriff Feasibility Studie oft fehlinterpretiert, da eine wortwortliche
Ubersetzung so viel wie ,Machbarkeitsstudie’ bzw. ,Durchfiihrbarkeitsstudie’
bedeutet. Eine Feasibility Studie wie sie im internationalen Kontext gesehen wird,
ist jedoch nicht eine reine Prifung der Machbarkeit eines Projektes, beinhaltet
jedoch viele Aspekte, wie z.B. detaillierte Analyse des Marktes, der Nachfrage und

des Wettbewerbes.

Das darauf folgende Kapital widmet sich dem breiten Feld der Projektentwicklung
im Bereich der Hotellerie und gibt einen Uberblick tiber die Position von Feasibility
Studien im Rahmen dieser Entwicklungsprozesse. Kapitel 4 der vorliegenden
Diplomarbeit analysiert eine mogliche Strukturierung einer Feasibility Studie. In

diesem Zusammenhang gibt es keine allgemeingultige Gliederung, welche
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