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The object of investigation has at the present a wellness facility which is however out-dated
and does not longer support the general appearance. Therefore, a new investment has to be
done which will be assessed with regard to its conceptual, economic and financial viability. In
particular, the economic and financial viability of the new SPA & wellness facility by itself had
to be assessed, as this is the main criteria for the principal. The extent of the pre-feasibility
study is a limited version compared to a regular feasibility study where the content is abridged
and obtained market information might be sufficient for rejecting the venture but insufficient
for decision-making. The pre-feasibility study was carried out between July 2010 and January
2011. The value date for all calculation within the pre-feasibility study is January 2011.

In order to carry out the project, first an initial business contact was made where information
on all operated departments at the present was given and the according information on the
new SPA & wellness facility was provided.

In a second step, a competitor and market research has been carried out. The market research
was carried out by the use of a geomarketing software. The competitor analysis has been car-
ried out by an internet and literature research.

In a third step, all past procedures and equivalent findings have been used in order to carry
out the economic and financial calculations for the new SPA & wellness facility including cal-
culations such as the operating statement of profit and loss, taxes depreciable, debt service,
taxes and loss-carry-forward, cash flow in equity after debt services and taxes, residual value /
value of continuation at end of year 15, after-tax / before-tax equity internal rate of return,
equity investment pay-back period in nominal value of money, total investment pay-back pe-
riod in nominal value of money, present value and net present value of equity, influences on
other departments’ net income before and after fixed amount allocation, investment and yeat-
start balance and investment decision comparisons.

In a last step, the conceptual, economic and financial viability has been assessed by using a
grading from “1” (the worst) to “5” (the best) by evaluating the internal leitmotif of the new
venture and the comparison with benchmark figures. If judging the outcomes of the pre-
feasibility study by the main criteria of the principal, the venture should be rejected.
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Die Fallstudie hat im Moment einen Wellness-Bereich, welcher jedoch nicht dem Image des
Gesamtbetriebes gerecht wird. Daher soll in einen neuen SPA- & Wellness-Bereich investiert
werden, was auf die konzeptionelle, wirtschaftliche und finanzielle Durchftihrbarkeit geprift
werden muss. Insbesondere die wirtschaftliche und finanzielle Durchfiihrbarkeit des SPA- &
Wellness-Bereichs als eigenstindiger Profit-Center ist von grof3er Bedeutung fiir den Auftrag-
geber. Das Ausmal3 der vorlaufigen Machbarkeitsstudie ist limitiert im Vergleich zu einer
vollwertigen Machbarkeitsstudie, insofern dass Marktuntersuchungen nicht in einer positiven
Entscheidung zur Investition bei positiven Ergebnissen der vorldufigen Machbarkeitsstudie
genutzt werden sollten. Das Ausmal3 einer vorlaufigen Machbarkeitsstudie reicht jedoch aus,
um bei negativen Ergebnissen sich von einer entsprechenden Investition zu distanzieren. Die
vorlaufige Machbarkeitsstudie wurde im Zeitraum von Juli 2010 bis Januar 2011 durchgefihrt.

Der Tag der Wertstellung ist der Januar 2011.

Um das Projekt durchzuftihren, wurde zu Beginn ein Meeting abgehalten in welchem wichtige
Informationen zu den bereits vorhandenen Profit-Centern als auch zu dem neuen SPA- &

Wellness-Bereich tibergeben wurden.

In einem zweiten Schritt wurde eine Marktuntersuchung mit Bezug zur Nachfrage und zum
Wettbewerb durchgefiihrt. Die Nachfrageuntersuchung wurde mit Hilfe einer Geomarketing
Software durchgefiihrt. Die Wettbewerbsanalyse basiert auf einer Biicher- und Internetrecher-

che.

In einem dritten Schritt wurden die Ergebnisse der zwei vorherigen Schritte genutzt, um die
wirtschaftliche und finanziellen Berechnungen zu dem neuen SPA- & Wellness-Bereich

durchzufthren. Die Berechnungen entsprechen unter anderem der Gewinn- und Verlustrech-
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nung, Abschreibungen, Kapitaldienst, Steuern und Verlustvortrag, Liquiditit nach Kapital-
dienst und Steuern, VeriduBerungswert nach dem 15. Betriebsjahr, interner Zinsful3 nach und
vor Steuern und Kapitaldienst, Eigenkapital- und Fremdkapital-Amortisierungsrechnung,
Barwert und Kapitalwertrechnungen, Synergien auf andere Abteilungen und Investitionen und

Vermogensubersicht im ersten Jahr.

In einem finalen Schritt wurde die konzeptionelle, wirtschaftliche und finanzielle Durchfiihr-
barkeit bewertet, indem eine Bewertung der verschiedenen Bereiche auf einer Skala von ,,1%
(am schlechtesten) bis ,,5“ (am besten) bewertet wurden. Die Bewertung bezieht sich zum
einen auf das interne Leitmotiv, als auch auf den Vergleich des neuen Projektes mit Bench-
markzahlen. Trifft man ein Urteil, basierend auf dem Hauptkriterium der wirtschaftlichen und

finanziellen Durchfithrbarkeit, so sollte das Projekt verworfen werden.

Stichworter

vorlaufige Machbarkeitsstudie, Wellness, SPA, Day SPA, Investition, Hotel, Restaurant, Hotel-
Restaurant
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1 Introduction

The first chapter is divided into three major parts. In the first part, background information
on the object of investigation will be provided in order to enable the reader to get an idea of
the larger framework. In the second part, objectives with regard to the outcome of the equiva-
lent project will be defined. Moreover, limitations which influence by restricting the outcome
will be assessed. In the third part, the principal, contractors and the valued date will be sum-
marized in order to provide a structured picture of all parties involved within the project to

potential readers.

1.1 Background information on the object of investigation

The object of investigation is a 5-star hotel (certified by DEHOGA an independent third
party approval) for business and leisure travellers which can be therefore classified within the
first-class hotels. Out of the total number of guests served in the rooms department, 76 % are
from national source markets, hence 24 % are from international source markets with regard
to the guest arrivals in 2009. The according top three international source markets were
France, the Netherlands and Belgium. Moreover, 75 % of the room nights can be traced back
to the national source market; the international source markets account for 25 % of the room
nights. The according top three international source markets were France, Belgium and the

Netherlands. The average room occupancy rate in 2009 was 43 %.

Guest segments at the present

M business travellers

M leisure travellers

Figure 1: Share between business and leisure travellers in the object of investigation
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Within this category, it can be classified as a luxury or five-star de luxe hotel. The hotel is an
independent hotel (second tier management company owns and operates) which uses the ad-
vantages of being member of “Relais & Chateaux” (affiliate marketing association) represent-
ing an exclusive collection of 475 of the finest hotels and gourmet restaurants in 55 countries
(Relais & Chateaux 2010.). The location of the hotel is in Germany with a good accessibility
through close public transport systems, highways and airports. The hotel itself features a very
sophisticated outskirt area. The hotel offers three different categories of rooms and addition-
ally suites. As the object of investigation is a full-service hotel, the hotel offers moreover sev-
eral restaurant units including catering services and meeting and conference facilities and other
services which will not be introduced as these other services are linked mostly to the standard
requirements of the DEHOGA’s 5-star-classification with regard to hard- and soft facts. Two
restaurant eating out facilities are offered: a fine-dining restaurant (rated by Michelin and
Gault Millau) and a more casual restaurant. Additionally, catering services can be provided in-
house or out-house. The total size of the meeting and conference facilities is roughly 250 m*
provided by smaller theme rooms and two additional meeting and conference room. The
wellness facility provides at the moment a pool, a steam room, a Finnish sauna, an area for
relaxation, a solarium, a whitlpool and a treadmill. The total space of the wellness centre
amounts to 300 m? For the several internal and external guests, hotel-owned parking lots are
available. In order to end the short presentation of the object of investigation, the 2009’s
turnover and number of personnel (year 2010) will be given. 2009’s turnover was 3,034,770 €,

coming from 3,292,142 € in 2008. The turnover has been generated as follows:

turnover 2009

58,554; 2%

H accommodation
M food
i beverages

M other

Figure 2: Share of revenues between the several departments in the object of investigation
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The cost structure which occurred in 2009 is as follows:

costs 2009

M cost of goods sold

374,176; M cost of employment

11%

i other departmental
expenses

M undistributed expenses

M fixed expenses

Figure 3: Allocation of costs for the object if investigation

The total costs in 2009 amount to 3,292,640 €, coming from 5,769,165 € in 2008. Hence, both
years, generated a loss of 257,296 € in 2009 and 2.438.019 € in 2008.

The number of employees employed is 83, based on October 2010. 36 full-time employees,
seven part-time employees, 17 apprentices, 22 temporary personnel and two student appren-
tices. Outsourced personnel is not in use as compared to outsourced staff members, the iden-
tification with the hotel itself is higher which leads to more responsibility if it comes to execu-
tion of the own tasks and duties in general. By using the full-time equivalent concept, 60 em-
ployees are employed. For more details the following table lists the employees by department
and employment (catering services, meeting and conference facilities are included in the F & B

department):



Table 1: Employees by department and employment

food & bevet- administrative
rooms total
age & general

full-time 8 24 3 35

part-time 1 4 2 7

apprentice 5 12 17

temporary 14 8 22
student ap-

P 1 1 2

prentice
total 29 49 5 83

1.2 Purpose of work and limitations

The objective of this Bachelor thesis is to carry out a pre-feasibility study with regard to the
investment in a new SPA & wellness facility by the object of investigation. The object of in-
vestigation has at present a wellness facility which is however out-dated and does not longer
support the general appearance of the object of investigation. Therefore, an estimated new
investment of 3,500,795 million euro in a SPA & wellness facility based on a Day SPA con-
cept has been planned. A pre-feasibility study is now needed in order to evaluate the new ven-
ture. The requirements of the principal are to obtain in the end of the project a pre-feasibility
study with equivalent evaluations whether the investment in a new SPA & wellness facility
should be carried out if it comes to the three dimensions: conceptual, economic and financial
viability. The scope of this thesis is only focusing on carrying out a pre-feasibility study as
stated earlier. In other words, in order to stay within the bounds of possibility, a limited ver-
sion of a feasibility study will be carried out. Therefore, the content will be abridged, obtained
market information might be insufficient for decision making however sufficient for rejecting
the project in case of negative outcomes and the scope will be a tentative evaluation in order

to assess whether it is worth to dig deeper or not.

As the principal of the pre-feasibility study emphasizes in particular on the economic sustain-
ability of the SPA & wellness facility by itself, the focus of this pre-feasibility study will be
placed on this requirement. However, in order to assess also potential synergistic and canni-
balism effects of the new spa and wellness facility with regard to the already existing profit

centres “rooms department”, “food and beverage department” and “other departments”, the




economic sustainability will be assessed including all departments inclusive the new SPA &

wellness facility.

The entire pre-feasibility study is subject to any changes arising in the future, in other words
after the value date of this pre-feasibility study (e.g. changes in trends in customer wants and
needs, etc.). As the pre-feasibility study is made upon assumptions from several contents men-
tioned in the paragraphs before, the pre-feasibility study is meant to be read as a whole. There-
fore, no parts of this pre-feasibility study should be taken, read or relied upon out of context.
Any material, data and / or information received from other sources upon which the assump-
tions of this pre-feasibility study are based, has not been verified as only reliable sources with
regard to its author’s recognition and expertise have been used. For the reason of a pre-
feasibility study, the author does not warrant the completeness of this study. Therefore, the
liability resulting from this pre-feasibility study due to persons or entities using in any form
parts or the entire pre-feasibility study are not accepted. All intellectual property within this
thesis is reserved to the author. Therefore, without prior approval, any part of this pre-
feasibility study is subject to authorization of the author. It has to be pointed out that the en-
tire content of the pre-feasibility study will not be presented in this Bachelor thesis as the
principal does not support this. Therefore the entire Bachelor thesis keeps the object of inves-

tigation and the pre-feasibility study as much as possible anonymous.

1.3 Principal, contractors and value date

The pre-feasibility study is carried out for the owner and operator of the project of investiga-
tion. The pre-feasibility study is part of the degree programme in Hotel, Restaurant and Tour-
ism Management at HAAGA-HELIA University of Applied Sciences, Haaga Campus. The
contractor is the student Moritz Jahn within the degree programme in Hotel, Restaurant and
Tourism Management at HAAGA-HELIA University of Applied Sciences, Haaga Campus.
The feasibility study has been carried out between July 2010 and January 2011. The value date
of this pre-feasibility study is the January 2011.



2 Theoretical part: Literature Review

The second chapter is divided into four major parts. In the first part, background information
on (pre-)feasibility studies in general will be provided. In the second part, reasons for (pre-
)feasibility studies within the hospitality industry will be focused. In the third part, a focal
point on (pre-)feasibility studies within the hospitality industry with regard to investments in
Spa & wellness facilities will be of importance. In the fourth part, all essential theoretical
background will be presented which has been used in the pre-feasibility study for the object of
investigation and the correlations will be explained in order to enable all potential reader to
follow the bodywork of pre-feasibility studies such as carried out for the object of investiga-

tion.
2.1 (Pre-)Feasibility studies

(Pre-)Feasibility studies shall evaluate new ventures and answer to the question: “Will the ven-
ture workr”. (Pre-)Feasibility studies evaluate three main dimensions of any venture that has
to be assessed: its conceptual, economic and financial viability. Various stakeholders may need
(pre-)feasibility studies: lenders, equity investors, guarantors of debts, sources of subvention,
municipal authorities and / or operator candidates just to mention a few. Only the perspective

of each stakeholder differs from another’s perspective. (Palonperi 2010a, 3.)

The functional viability refers to the business idea and its functionality with respect to the use
of space, departmental concepts and everything else about the way to conduct the business.
The economic viability refers to the proforma profit or loss resulting from the deduction of
expenses from revenues. One the one hand, the EBITDA and on the other hand the net in-
come are major key figures within the economic valuations for operators and real estate own-
ers to decide whether a venture should be carried out or not. Several key figures such as the
lease payment capability are used for objective judgements. The financial viability focuses on
the investments structure of financing and calculates the ratio between equity and debts, debt
service payment capability, lease service payment capability, IRR, present values and net pre-
sent values just to mention a few. Most important in all three dimensions is the objectivity of
the person in charge who is carrying out the (pre-)feasibility study. (Palonperd 2010b, 2-12;
Palonperi 2010c, 2-4; Palonpera 2010d, 1-21.)

The content of feasibility and pre-feasibility studies varies from venture to venture. In general,

a common introduction provides among others a clear picture of the venture, the objectives,
0



limitations and all parties involved. Furthermore an internal and external analysis have to be
carried out which refers to the intended operating concept, market analysis with regard to the
own offer, demand and competitors. Moreover investments have to be calculated and assessed
and an operating proforma P & L statement has to be drawn. A conclusion in the end high-
lights the most important criteria when it comes to accept or decline the new venture. The
content of a feasibility study might be abridged. The abridged execution of a feasibility study is
called a “pre-feasibility study” which refers to a limited version of a feasibility study. Although
the goals of both, feasibility and pre-feasibility studies might be the same (assessing the ven-
tures conceptual, economic and financial viability), a pre-feasibility study cannot guarantee by
enough market information the success of a potential venture in question. However, in the
case of negative indicators, it enables the decision makers to reject the potential venture. In
other words, it answers to questions like “Will it be worth to dig deeper or not?”. (Palonperi

2010b, 8; Palonperi 2010c, 5.)

2.2 (Pre-)Feasibility studies in the hospitality industry

Although no information on how often and in which cases or the present numbers of (pre-
)feasibility studies carried out in total could be researched, the following paragraphs shall
demonstrate that (pre-)feasibility studies within the hospitality industry are more important

than ever before.

New average investments in the German hospitality industry within the last three years are
increasing continuously. This fact is shown in particular by the top three investments in Pri-
wall, Berlin and Disseldorf which account for 335,000,000 € which is an average investment
per room of 176,316 €. All hotels are to be classified within the upper mid-class, upscale and
upper upscale category. More figures show that future investments will be made: until 2013,
42 new upper upscale hotels, 176 new upper mid-class and 87 new mid-class hotels will be
introduced to the German market which will endanger even more any investment by investors
in the hospitality industry. (hotelling 2006; Maritim Hotelgesellschaft mbH, Flughafen Diissel-
dorf GmbH & KG Allgemeine Leasing GmbH & Co. 20006, 1-6; KPMG 2010, 4; Unister Me-
dia GmbH 2010.)

The entire industry clearly states that willingness for more investments is predominant as the
willingness to invest is increasing more than ever (figure 4) (DEHOGA Bundesverband 2009,
23.):



willingness to invest
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Figure 4: Willingness to invest based on a research carried out in the German hospitality mar-

ket

However, according to a market research by DEHOGA, 57 % of the hotel keeper in Ger-
many complain of less turnover from October 2009 to March 2010 compared to the same
time petiod in 2008 / 2009, additional 59 % complain of less profit. In 2009, the global Get-
man industry accounts a minus of 5 % (in real terms), the hospitality industry accounts for a

minus of 6 % (in real terms). (DEHOGA Bundesverband 2009, 1-3.)

Market data shows that more than ever bankruptcies are filed (figure 5) (Scharmann, P.

08.11.2010):

bankruptcies

4000
3500

3000 / ’ﬁl
2500 %e\( 7\

2000 7 ——bankruptcies
1500 : :
=] inear (bankruptcies)
1000 P
500
O T T T T T T 1

2003 2004 2005 2006 2007 2008 2009

Figure 5: Bankruptcies filed in the German industry
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In particular with regard to the investment context in the hospitality industry, fiercer condi-
tions are more and more predominant if it comes to bank loans in general caused by the last
recession and world crisis and a clear growth on bankruptcies in the German hospitality indus-
try market. The question whether (pre-)feasibility studies should be carried out in this kind of

industry becomes almost negligible. (Vetter 2010, 1.)

Henschel (Henschel 2008, 40-41.) argues that in the hospitality industry a clear and thought
through business concept, expertise and sufficient equity are bond to success. As already writ-
ten, these three success indicators will be part of the focal point within (pre-)feasibility studies.
In order to sum up the several reasons for (pre-)feasibility studies within the hospitality indus-
try once more, some of the latest benchmark figures such as average room occupancy, average
room rate and RevPAR of 2008 and 2009 will be compared: in secondary locations within
Germany, average room occupancies decreased from 67 % to 60 %, the average room rate
amounts to 61 € coming from 62 € (-2 %) and the RevPAR dropped more than 8 % from

37 € to 34 €. Therefore, (pre-)feasibility studies should be carried out in order to guarantee a

new ventures success. (PKF hotelexperts 2009, 1-3.)

2.3  (Pre-)Feasibility studies in the hospitality industry with regard to investments in

SPA & wellness facilities

Cohen and Bodeker (Cohen & Bodeker 2008, 111-129.) argue that “the spa industry in the
USA and internationally is one of the fastest growing and most constantly innovating in his-
tory”. Due to its significance and fast-moving market trends, “competitive spa research and
feasibility have become an important piece in the development of a competitive spa business”.
“If built and managed correctly, a spa will add revenue to a hotel’s bottom line by allowing an
increase in room rates, which in turn increase revenue per available room, or RevPAR.”

In order to make an investment in SPA & wellness facilities profitable, a detailed feasibility

study carried out beforehand shall evaluate upon others

e the spa facility (facility design and size),
e the treatment-rooms / treatment spaces,
e the number of treatments offered,

e the treatment pricing,

e the facility amenities,

e the quality of facilities,



and

the quality of services,

the competitive advantage,

the business model (revenues and expenses),
the staffing situation,

the potential demand

the potential competition. (Cohen & Bodeker 2008, 111-129.)

Dr. Hank-Haase & Co. identifies similar positive and negative trends in particular for the

German SPA & wellness market:

and

more spa & wellness facilities will be offered in future, especially in medium-sized ho-
tel businesses (70 — 100 rooms, upper mid-class, upscale, upper upscale, lifestyle &

boutique and luxury) in primary and secondary locations as well as in areas for recrea-
tion,

the demand, national and international, will increase,

numbers of elaborated concepts with a strong focus on particular target groups will
increase,

foreign competition will increase,

SPA & wellness facility will be considered as condition of potential bookings instead
of incentives,

higher demand for sustainability within the SPA & wellness concept will be needed

from the consumers perspective

the general length of stay becomes shorter, consumer become more price-conscious.

(ghh consult GmbH 2009a, 69-70; ghh consult GmbH 2010b, 108-112)

Moreover, Dr. Hank-Haase & Co. cleatly states that the economic profitability of SPA &

wellness facilities accounts only to 7 % in Holiday-concept based hotels, 3 % in MICE-

concept based hotels and 16 % in Wellness-concept based hotels in the best case (table 2).
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Average EBITDAS of case studies revealed the following results (ghh consult GmbH 2010b,

90-107.):

Table 2: Study revealing the EBITDAS of several case studies

MICE-
Wellness-Hotel
Hotel
size of SPA & wellness facility 500 m? 1,400 m? 2,000 m? 500 m?
3,112,428 4,293,346 4,596,071 3,741,040
revenue of all departments
(100 %) (100 %) (100 %) (100 %)
revenue of SPA & wellness 344,415 971,839 990,039 153,024
department (11 %) (23 %) (22 %) 4 %)
EBITDA of SPA & wellness 41,366 156,027 49,475 4,644
facility (12 %) (16 %) (5 %) 3 %)
MICE-
Holiday-Hotel average
Hotel
size of SPA & wellness facility 1,500 m? 800 m? 1,500 m? 1,171 m?
4,271,788 2,933,014 3,329,014 3,753,814
revenue of all departments
(100 %) (100 %) (100 %) (100 %)
revenue of SPA & wellness 177,882 300,228 355,975 470,486
department 4 %) (10 %) (11 %) (12 %)
EBITDA of SPA & wellness -137,729 20,723 -53,148 81,358
facility (- 77 %) (7 %) (-15 %) (-7 %)

High investment costs, in particular for the SPA & wellness facility hard facts, can rarely be

justified by profit-centre-based calculations. However, investments in SPA & wellness facilities
often lead to stronger competitiveness, seasonal extension of the general offer and higher
room rates in general. After the benchmark figures of Kreuzig & Thiele, an increase of 74 %
in RevPAR might be possible at the best. Therefore, (pre-)feasibility studies should be carried
out, in order to examine carefully internal strengths and weaknesses of the brainchild when
analyzing all external influences such as threats and opportunities. (bbg CONSULTING 2009,
58.)
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2.4 Essential theoretical background

As already written before, if it comes to the assessment of the economic and financial viability,
different key figures and accounting calculations will be used for objective judgements. These

key figures are:

¢ ARR (accounting rate of return),
e debt service coverage ratio,

e EBITDA / NOI (earnings before interest, taxes, depreciation and amortization / net
operating profit),

e  GOP (gross operating profit),

e IRR (internal rate of return),

e net present value,

e payback period

and

e present value.

Additionally, for the pre-feasibility study carried out, four additionally used technical terms

and one accounting concept have to be introduced to the potential readers:

e Day SPA,

e  Wellness-Hotel,
e MICE-Hotel,

e Holiday-Hotel

and

e USALL

ARR

The accounting rate of return, also referred to average rate of return, calculates the return ra-

tio, generated from net income of the potential investment costs. Again, the higher the ac-
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counting rate of return is, the better it is. As long as the accounting rate of return is higher
than the required accounting rate of return, the project is acceptable from an economically
point of view. The accounting rate of return can be used additionally to compare different
investments. Compared to the before introduced IRR, the accounting rate of return neglects

the timing of money. (Investopedia 2011a; Schmidgall 2002, 593; Averkamp 2010a.)

Debt service coverage ratio

An indicator measuring the availability of liquid means of payment for serving debts, including
interests and principals. The higher the ratio is, the better it is, as the ability to generate suffi-
cient liquid means of payment to cover the debts is more guaranteed. (Schmidgall 2002, 218-
219; Rushmore & Baum 2011, 337; Ivestopedia 2011b; Raleigh & Roginsky 1995, 38.)

EBITDA / NOI

An indicator standing for earnings before interests, taxes, depreciation and amortization / net
operating profit. With the help of this indicator, it is easier to compare the profitability be-
tween projects and industries (for benchmarking purposes) as influences by financing and
accounting decisions such as interests, depreciation and amortization are taken off. The
EBITDA / NOI can be calculated before and after the reserve for replacement. The differ-
ence between the EBITDA / NOI and the later upcoming GOP is that the fixed expenses
such as management fees, leasing expenses, equipment rentals, real estate taxes, insurances and
leases for space are already considered in the indicator EBITDA / NOI. (Averkamp 2010b;
Investopedia 2011c.)

GOP

The GOP stands for gross operating profit. The GOP is an international standard key figure,
to compare the profit-turnover-ratio. In order to measure the GOP, cost of goods sold, cost
of employment, other departmental expenses and undistributed expenses are deducted from
the departmental gross profits of goods sold. The benefit of the GOP is the possibility to
compare, irrespective of the equity structure, various businesses. Therefore, as already men-
tioned, the GOP differs from the EBITDA / NOI as the fixed expenses ate not yet deducted.
(Hales 2011, 22-23.)
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IRR

The internal rate of return is usually used in order to measure and compare the profitability of
investments. The higher the internal rate of return is, the more likely it is to undertake the
project. In case of several projects, the one with the highest internal rate of return would be
undertaken unless all other factors are the same. Compared to the before mentioned ARR,
investments with different life-times can be compared. However, it becomes complicated
when cash flows are not equal to each other to calculate the indicator manually. IRRs can be
calculated before- or after-tax and before or after debt service. (Investopedia 2011d;
Schmidgall 2002, 595-597; Harris & Hazzard 1992, 281-294; Averkamp 2010 a; Raleigh &
Roginsky 1995, 38-40.)

Net present value

The net present value sums up all present values of the cash flows in future (in- and outflows).
It is used to appraise long-term projects. If the result (initial investment costs — sum of all fu-
ture cash flows) is negative, the project should not be undertaken, if positive, the project
should be undertaken from the economical point of view. The critical incident is the fact that
it might be difficult to estimate cash flows of future years. (Raleigh & Roginsky 1995, 38-40;
Investopedia 2011e; Harris & Hazzard 1992, 281-289.)

Payback period

Measures the period of time needed for the return of an investment to be paid back. There-
fore, the total costs of a project are divided by the annual cash flows. It has to be pointed out
that the time value of money is not considered. Moreover, the payback period neglects cash
flows after the payback period. (Averkamp 2010 a; Investopedia 2011f; Harris & Hazzard
1992, 289-290.)

Present value

The present value reflects the time value of the money and other factors such as investment
risk. It measures, in contrast to the future value, the future value of an asset or cash at the
present. The higher the risk and the higher the discount rate, the lower the present value. (Ra-

leigh & Roginsky 1995, 38-40; Ivestopedia 2011g; Harris & Hazzard 1992, 281-289.)
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Day SPA

According to Cohen & Bodeker, a Day SPA is characterized by a target group using the SPA
& wellness facilities on a daily basis. The name derives from the fact that guests do not intend
to stay overnight in general. Services offered are amongst others usually massages, facials and
body treatments. Moreover healing and beauty services might be offered. (Burkholder 2007, 3;
Cohen & Bodeker 2008, 111.)

Wellness-Hotel
The following three technical terms are used by Dr. Hank-Haase & Co. in her studies in order
to refine the results by categorizing the equivalent findings to different hotel concepts: Well-

ness-Hotel, MICE-Hotel and Holiday-Hotel.

A Wellness-Hotel is characterized by the following facts, according to Dr. Hank-Haase & Co.:

e providing a plentitude of services related to the incorporated SPA & wellness facility
e SPA & wellness is the core strategy within the overall marketing strategy,

e offering a quantitative and qualitative generous entertainment (aqua, sauna, fitness /

exercise and aerobic areas amongst others)

and

e rooms department and F & B department is adapted to the general needs of the SPA

& wellness facility. (ghh consult GmbH 2010b, 7.)

MICE-Hotel

A MICE-Hotel is characterized by the following facts, according to Dr. Hank-Haase & Co.:

e business travellers are the focal target group, in particular meetings, incentives, confer-

ences and large events

e SPA & wellness facility are only used in order to create a higher competitiveness

through more available services than potential competitors
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e the sizes of SPA & wellness facilities differ from Wellness-Hotels” and Holiday-Hotels
SPA & wellness facilities

and

e the focal point within the SPA & wellness facility is on saunas and fitness / exetcise.

(ghh consult GmbH 2010b, 8)

Holiday-Hotel

A Holiday-Hotel is characterized by the following facts, according to Dr. Hank-Haase & Co.:

e leisure travellers are the focal target group, in particular families with children are tar-
geted
e SPA & wellness and all other departments are adapted to family-friendliness

e SPA & wellness is most common used in order to extent the seasonality of the entire

business

and

e the focal point is not particularly the SPA & wellness facility itself; the focal point is on
all bodily activities indoor and outdoor such as golfing, tennis etc. (ghh consult GmbH
2010b, 7)

USALI

Additionally, the concept of USALI will be used within the feasibility study. USALI stands for
”Uniform Systems of Accounts for Hotels” and was published first in 1926 by the Hotel As-
sociation of New York City. The purpose was to establish a standardised system of accounts
which enables to evaluate by benchmarking where one’s business can be located compared to
similar competitors. It gives clear instructions on how balance sheets, statement of incomes,
statement of owner’s equity, statement of cash flows and departmental statements should be
structured in order to profit from international benchmarking. Recommendations are to adapt

the uniform systems of accounts to the own particular needs and to select only schedules and
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accounts required when developing pro-forma calculations for new and existing ventures.

(Hotel Association of New York 1996, iii-xii.)

17



3 Empirical part: Project Planning

The third chapter is divided into three major parts. In the first part, administrative pre-
requirements for the Bachelor thesis with regard to the pre-feasibility study for the object of
investigation will be presented. In the second part, the general course of action and the
equivalent follow-ups of the initial business contact and the gathering of information on the
new venture will be introduced. In particular, the new venture itself will be presented in the

second part to potential readers in the third part.
3.1 Administrative pre-requirements for the Bachelor thesis

Before the actual Bachelor thesis topic was found and a potential object of investigation could
be searched, a plentitude of different tasks such as mind-maps, smaller presentations on po-
tential topics and according subchapters, subject plans and project development plans helped
to create the cut and polished diamond which was suitable to be presented to a potential ob-
ject of investigation and a potential supervisor for the Bachelor thesis. In order to support the
process, inputs from other students, from university, from the industry and book- and inter-
net-based research were used. Once the final Bachelor thesis topic was found and a potential
object of investigation was in the pipeline everything needed for the first initial face-to-face

contact had to be prepared which will be introduced in the following chapter.
3.2 Initial business contact and gathering of information

In the initial business contact, both parties involved had to present each other. The contractor
had to sell himself and the Bachelor thesis topic to the potential principal. The principal had
to present the new venture in the SPA & wellness industry. For the presentation of the con-
tractor himself, a short curriculum vitae with the main information on the theoretical and
practical expertise in the field of interest was used. Additionally, in order to present the Bache-
lor thesis topic a subject and project development plan was handed in. As the principal already
announced his precondition of business secret towards the new SPA & wellness facility and
the present status quo of all other business entities, a solution which considered the in ad-
vance signalized requirements of the potential principal was prepared by the contractor. The
basic solution was to create three different versions linked to the Bachelor thesis topic. One
English version, standing for the regular pre-feasibility study, a second German version, again

standing for the pre-feasibility study and a third English version, standing for the project-
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based Bachelor thesis itself, making the principal and the according business entities anony-

mous in a shortened version in order not to exceed the university framework.

Project-based
Bachelor thesis

- English version -

(author, supervisor,
prncipal, potential
readers)

Figure 6: Showing the three versions with regard to the Bachelor thesis topic, the languages

used and the main target groups

In order to gather information on the present business entities a hotel tour through all de-
partments such as the rooms and F & B department was provided. In order to secure ob-
tained information a prepared spreadsheet in order to secure basic information was used, ac-
knowledged by the principal. The new venture in the SPA & wellness industry was orally pre-
sented and additional written information about the new venture was handed over to the con-

tractor in order to carry out the pre-feasibility study (Attachment 1).

3.3 SPA & wellness facility

The general concept of the new SPA & wellness facility is targeting at internal guests of the
object of investigation itself using the common services and booking additionally individual
treatments as well as external guests using the SPA & wellness facility as Day SPA. Common

services are included in the rack rates of the hotel rooms, individual treatments have to be
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booked separately. For external guests the common areas as well as the individual treatments
are charged. A yearly membership including a share amount on individual treatments will be

offered next to the entrance fee for external guests.

The new SPA & wellness facility is seven days a week open. The common services such as
fitness / exetcise and aerobic room, the pool, the several saunas (bio sauna, Finnish sauna,
steam bath and saunarium / light therapy) as well as the included F & B area are open accord-

ing to the following table:

Table 3: Opening times for the common services (free-flow area)

day opening time from opening time to
Monday - Saturday 09:00 am 10:00 pm
Sunday 09:00 am 09:00 pm

The opening times of the treatment rooms and the according individual services are reduced

to the following opening times:

Table 4: Opening times for the treatment rooms and according individual services

day opening time from opening time to
Monday 01:00 pm 08:00 pm
Tuesday - Saturday 10:00 am 08:00 pm
Sunday 09:00 am 06:00 pm

The entire new SPA & wellness facility stretches over four levels: level 0, level 1, level 2 and

level 3 on a surface of almost 1,500 m?. The connection between the existing building of the

object of investigation and the new SPA & wellness facility is on the level 0 where the connec-

tion to the old pool is given too. The entire layout concept is characterized by round surfaces

and warm energizing colours.

The first level (level 0) features altogether:

e open changing and locker room including closed showers, lavatories, finish-areas and

seating possibilities,
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and

fitness / exercise room,
aerobic room,

loungers in the corridors,
one solarium,

several smaller and larger storage rooms for technical, cleaning and offered service

purpose

three separated treatment rooms in an own area sharing an additional changing and

locker room including one lavatory.

The second and third levels (level 1 and 2) feature altogether:

and

loungers in the corridors,

the SPA reception desk and back office with a counter and in addition two seating

possibilities for customers receiving advice on potential treatments,

the I & B area including a small pantry,

several smaller and larger storage rooms for technical, cleaning and offered service
purpose,

three lavatories in the open areas,

two relaxation rooms,

lounge area offering approximately six seating possibilities and one drinking fountain,
shower possibilities after the sauna sessions,

one bio sauna,

one saunarium / light therapy,

one Finnish sauna,

one steam bath,

six separated treatment rooms in an own area including two lavatories.
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The fourth level (level 3) features altogether:

e one relaxation room offering three to six sleeping possibilities, six loungers and an ad-

ditional lounge area providing approximately three seating possibilities.

The individual services offered with regard to the treatment rooms are massages, body and
facial treatments as well as physical therapy. All individual services are provided in treatment
rooms characterized by a warm atmosphere created by the use of natural resources such as
wood and stone. All products used during the treatments can be bought by the customers.
Altogether, five single treatment rooms, one soft-pack room, two double treatment rooms and

a SPA suite are available. The SPA suite includes an own steam bath, bio sauna and wet-table.

The number of staff members planned accounts to 27: 23 staff members will be employed for
the treatments in the individual treatment rooms, three employments will be shared between
the sauna and pool supervisor, a wellness trainer and the SPA reception. The remaining one

staff member will be a SPA manager.
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4 Practical part: Actual Project

The fourth chapter is divided into four major parts. In the first part, the approach within the
pre-feasibility study and the according content by presenting the chapters and subchapters will
be introduced. The second part illustrates the competitor and market analysis which was car-
ried out in order to evaluate the entire market and its potential influences on the potential of
the object of investigation. The third part presents all the calculations based on provided fig-
ures and benchmark figures with regard to the new SPA & wellness facility and the potential
influences on the net income of other operated departments such as the rooms department
and / or the F & B department. The fourth chapter presents the taxonomy in the end of the
pre-feasibility study when it comes to the final assessment of the new venture with regard to

the three dimensions: conceptual, economic and financial viability.
4.1 Content of the pre-feasibility study

The content of the pre-feasibility study for the object of investigation is divided into eight
major parts. An additional executive summary in the beginning and the table of content give
the outline. The executive summary summarizes the main background information on the
object of investigation including the existing departments and the new SPA & wellness facility
and gives an overview of the outcomes of the pre-feasibility study with regard to the before
mentioned objectives such as conceptual, economic and financial viability. The introduction as
first part of the pre-feasibility study outlines the general approach within the pre-feasibility
study. The second part, “purpose of work and limitations”, defines the objectives of the
Bachelor thesis and the particular requirements of the principal: assessment of the new ven-
ture towards its own economic and financial sustainability. Furthermore the limitations of the
pre-feasibility study have been described such as the fact that the pre-feasibility study is a lim-
ited version of a general feasibility study where the content might be abridged and the conclu-
sions might be insufficient for decision making however sufficient for rejecting the project in
case of negative outcomes. Moreover, the limitation of liability and a copyright notice are to
be found within the second part “purpose of work and limitations”. In the third part, “princi-
pal, contractor, and value date”, the principal and the contractor are shortly characterized and
the reference giving the recommendations for an initial meeting is quoted. Furthermore, the
value date of the pre-feasibility study is declared. In the fourth part, basic information on the
subject is provided by subchapters such as the location and visibility, the accessibility, the
parking possibilities, the ownership of the operating and real estate company and the charac-

terization of the operator. In the fifth part, the entire present operating concept is introduced
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giving a general picture of the operating concept, special features of operations (if available),
presenting the guest segments at the present and the targeted guest segments in the future, the
physical product describing the rooms department, the FF & B department, meeting and con-
ference department and the existing SPA & wellness facility, distribution channels, security
issues, operational strengths and weaknesses, utilization of space and the new venture with
regard to the SPA & wellness facility. The sixth part covers the competitor and market analysis
of the new SPA & wellness facility. The seventh part presents all the calculations based on
provided figures and benchmark figures, if particular information was not available. In a first
step, all calculations with regard to the new SPA & wellness facility will be introduced, includ-
ing the investment and year-start balance, investment decision comparisons for the several
individual treatments, the master data for and the operating profit and loss statement itself, the
taxes depreciable, the debt service, the taxes and loss-carry-forward, the cash flow on equity
after debt service and taxes, the residual value / value of continuation at end of year 15, the
after- and before-tax equity internal rate of return as well as the equity / total investment pay-
back period in nominal value of money, including the present value and net present value of
equity figures. In a second step, positive influences of the new SPA & wellness facility will be
shown based on a summary statement of income for the departments “rooms”, “F & B” and
“others”. The eight and last part of the pre-feasibility study is the final assessment of all find-
ings of the previous chapters in order to evaluate the conceptual, economic and financial vi-

ability of the venture.

In the following subchapters, the competitor and market analysis as well as the financial data
of the pre-feasibility study carried out will be presented, followed by the final conclusion to-
ward the new venture. All other information (basic information on the subject and operating
concept) of the pre-feasibility study has been already presented in the previous chapters of this

project-based Bachelor thesis.

4.2 Competitor and market analysis

The chapter of the competitor and market analysis focuses on the competitors for the new
SPA & wellness facility venture. It presents the competitors offering concepts such as the Day
SPA concept to in-house guests and external guests within a catchment area of 200 km. The
decision of the 200 km can be traced back to the research by Dr. Hank-Haase & Co. which
revealed a potential demand for Day SPAs up to a distance of 100 km. However, as potential
customers within the 100 km distance might chose competitors in all directions, the maximum
catchment area increases up to 200 km.
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For the research of potential competitors book- and internet-based research has been used as
well as the information received during the initial business contact. The books used were
“HIDEAWAY HOTELS® Die schonsten Spa- und Wellness-Hotels der Welt 2009 / 2010%
and ,,Spa-Hotels im Trend* (Klocke 2009; Attinger 2010). Both books present selected SPA-
and wellness hotels only. The first book mentioned presents the most beautiful SPA- and
wellness hotels of the world including countries such as Germany, Austria, Switzerland, Italy,
Spain, Greece, Turkey, Hungary and from Indian Ocean, Africa, Asia, Maldives, Mauritius,
Thailand, Indonesia and the Fiji Islands. The second book presents trendy SPA-hotels of

Switzerland and the surrounding countries such as Austria and Germany.

Additionally seven internet data bases have been used. These are the following:

e  www.w-h-d.de (WELLNESS-HOTELS®-DEUTSCHLAND) [wellness-hotels in
Germany],

e www.wellness-regionen.de [wellness regions],

e www.google.de (Google maps),

e www.spaworld.de,

e www.wellnessverband.de [wellness organisation],

o www.wellness.de

and

o www.wellness-heaven.net.

All WELLNESS-HOTELS®-DEUTSCHLAND hotels are certified by independent third
party approval and receive the marketing tag "WELLNESS-HOTELS®-DEUTSCHLAND”
and its brand logo. The third party approval focuses on “courtesy”, ”sustainability” and “in-
novation” of the several SPA & wellness hotels. The research included all listed hotels within
the 200 km arc radius of the object of investigation.

2 I 2 3 2

The websites “wellness-regionen.de”, ’google.de (Google maps)”, ’spaworld.de”; ’wellness-

2 9

verband.de”, ”wellness.de” and wellness-heaven.net” offer data bases of different countries
in order to find the ”right” SPA & wellness hotel. The country data bases of the several web-

sites mentioned before and the according research approach have been as follows:
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Table 5: Indicating the several countries of the websites and the research approach via the

website

website

countries listed

research approach

www.wellness-regionen.de

Germany, Greece, Italy,
Croatia, Austria, Poland,
Switzerland, Slovakia, Slove-
nia, Spain, Czech Republic,
Hungary

all listed and relevant hotels
within the regional postal
numbers FFFFE SHRRE Giorrk

7****’ xRk gnd ORkkk e

cording to figure 27

www.google.de

all countries of the world

via Google maps and the

search words “wellnesshotel

25 3>

“closest city” ”’, ’spa hotel

2% 5

“closest city” ” and “’spa &

25 2

wellness “closest city” 7, only
the relevant results of the

first page

www.spaworld.de

26 countries of Europe, eight
countries of Aftrica, 20 Asian
and Arabian countries, three
Australian and South Pacific
Ocean countties, five coun-
tries in North and Central
America, three countties in

South America

all listed and relevant hotels
within the Federal Land ”lo-
cation of the object of inves-
tigation” and the category
”Spahotels-DaySpas-
MedicalSpas”

www.wellnessverband.de

Germany

all listed and relevant hotels
within the Federal Land ”
location of the object of in-
vestigation” and the category

”Spa & Day SPA”

www.wellness.de

Germany, France, Italy, Aus-
tria, Switzerland, Spain,
Czech Republic and Hun-

garia

all listed and relevant hotels

within the data bases maxi-
mum distance of 100 km and

the category “Day-SPA &

Thermen”

www.wellhess-heaven.net

Germany, Austria, Italy,

all listed and relevant hotels
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Greece, France, Croatia, within the Federal Land ”
Switzerland, Czech Republic, | location of the object of in-
”Maldive Islands”, ”Sey- vestigation”

chelles”

All in all, 40 competitors have been detected. Two additional competitors might be influenc-

ing the object of investigation by 2013 when reopening. Some of the competitors have been

detected by more than one source. For better readability a separate spreadsheet has been cre-

ated (not in the attachment) in order to give the characterization of each of the 40 competi-

tors. The criteria within the characterization address the following issues:

and

name,

location and distance to the object of investigation,
website-link,

classification (DEHOGA star-classification),

room numbers,

size and / or availability of water elements (indoot pool, outdoor pool, “natural lake”,

whirlpool, others),

availability of several saunas (Finnish sauna, steam sauna, bio sauna, saunarium / light

therapy, others),

availability of several treatments (massages, body and facial treatments, physical ther-

apy, others),
scientific medicine / advice services,

Asian medicine / advice services

size and / or availability of sport facilities (fitness / exercise room, aerobic room, oth-

ers) (Attachment 2).

4.3 Financial data

The chapter of the financial data presents the following calculations:

investment and year-start balance,
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e investment decision comparisons for the several individual treatments,
o master data,

e operating profit and loss statement,

e taxes depreciable,

o debt service,

e taxes and loss-carry-forward,

e cash flow on equity after debt service and taxes,

e residual value / value of continuation at end of year 15,

e after- and before-tax equity internal rate of return,

e cquity / total investment pay-back period in nominal value of money, including the

present value and net present value of equity figures

and

e influences of the new SPA & wellness facility for the departments “rooms”, “F & B”

and “others”.

4.3.1 Investment and year-start balance

The preliminary investment costs of the new SPA & wellness facility have not been provided.
Therefore, the entire investment and year-start balance sheet is based on benchmark figures.
The several sizes in m? of the areas such as aqua, sauna, fitness / exercise and treatments have
been multiplied by the according average investment costs per m?* in the SPA & wellness in-
dustry resulting in an estimated investment of 3,450,795 €. Additionally, pre-opening costs of
50,000 € have been budgeted (Attachment 3).

4.3.2 Investment decision comparisons for the several individual treatments

The target was to compare, with the help of the accounting rate of return, the different treat-
ment rooms. The calculations only include the individual treatment rooms as these are the
future major source of income within the SPA & wellness facility, next to the “fixed amount
allocation + entrance fee” and might determine its profitability in the end. First the average
investments per unit such as “single treatment room”, “double treatment room”, “soft pack

treatment room”, “SPA suite” and “solarium” had to be calculated. The single m?, the invest-

ments per m?* in €, the potential amount of guests using the unit at the same time and the un-
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distributed investments due to common shared area (tread, lavatories, etc.) have been deter-
mined in order to calculate the total investments which have been averaged in the end per
unit. In a next step, the potential generation of turnover (100 % basis) has been determined
with the help of two figures: total opening times and benchmark figures for the individual
treatments’ prices. In a next step the cash flow after the cost of goods sold, cost of employ-
ment, direct costs and cleaning expenses had to be calculated. All other costs such as fixed,
undistributed costs etc. have not been included, as the purpose was to evaluate the strengths
of investments between the different units and not the actual ARR. The disposal value at the

end of the life-cycle was estimated at 0 € (Attachment 4).

4.3.3 Master data

The “master data” is basically used for the upcoming calculations. All figures within the mas-
ter data have been estimated based on benchmark figures and some provided figures by the

principal such as the targeted entrance fee and membership fee (Attachment 5).

4.3.4 Operating profit and loss statement

The operating statement of profit and loss has been carried out on a 15 year basis which is
very unusual in the accounting world. However, it has been used, as the lifecycle of the SPA &
wellness facility and the according concept it is based on is not expected to last longer than 15
years. Therefore, it shows, taking into consideration some minor prediction mistakes, the
profits and or losses during the entire lifecycle. Ratios have been used for the later upcoming
conclusion on the ventures economic and financial viability when comparing the figures not

only internally but also to benchmark figures of the industry (Attachment 06).

4.3.5 Taxes depreciable

The tax depreciable is divided into six sections: site, connection charges (water, sewage, elec-
tricity, district heating), building or buildings, fixed equipments (if separated from value of

building), furniture, fixtures and equipment and pre-opening costs. At the end of year 15, the

total remaining book values account for 1,716,157 € (Attachment 7).
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4.3.6 Debt setvice

No figures have been provided for the calculation of the debt services. Therefore, the figures
concerning the share of equity, share of debt, average interest on debt, grace year and the loan
period have been estimated on industry averages. The loan is based on an annuity loan (At-

tachment §8).

4.3.7 Taxes and loss-carry-forward

For the calculation of the taxes and the loss-carry-forward, the interest and depreciation have
been taken off from the EBITDA / NOI before RfR. Losses have been taken forward on a
cumulative basis. The income tax represents the taxable income after loss-carry-forward mul-
tiplied by the estimated income tax of 33 %. As the difference of EBITDA / NOI before RfR
and the interests and depreciation remain in a loss, no income taxes have to be paid for the

new venture (Attachment 9).

4.3.8 Cash flow on equity after debt service and taxes

The cash flow on equity after debt service has been calculated in order to decide whether fur-
ther monetary funding are needed in order to equalize losses. The debt service coverage ratio
shows whether the debt service is possible. The minimum ratio of the debt service coverage
ratio should be at “1” in order to be able to come up for the debt service. The higher the ratio
is, the better it is. A ratio more than “1” guarantees the possibility to serve the debts. In the
case of the object of investigation, the debt service cannot be guaranteed during the entire life-
cycle. According to the results of the debt service coverage ratio, the after-tax cash flow on

equity remains negative over the entire life-cycle too (Attachment 10).

4.3.9 Residual value / value of continuation at end of year 15

For the residual value / value of continuation at end of year 15 the buyet’s short term equity
yield rate RE (before tax and debt service) all figures needed have been estimated. The calcu-

lated residual value / value of continuation results in a loss for the object of investigation (At-

tachment 11).
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4.3.10 After- and before-tax equity internal rate of return

The after-tax (and after debt service) equity internal rate of return could not be calculated as
the after-tax cash flow on equity is negative during the entire period of 15 years and would not
equalize for the original equity investment of 875,199 €. The after-tax (and after debt service)
equity internal rate of return includes the RfR. The before-tax (and before debt service) equity

internal rate of return includes the RfR. The IRR is - 1 % (Attachment 12; Attachment 13).

4.3.11 Equity / total investment pay-back period in nominal value of money, includ-

ing the present value and net present value of equity figures

The calculations regarding the equity / total investment pay-back period in nominal value of
money show that the costs occurring by the new venture will not be paid back within the op-
erating period of 15 years. Furthermore, the present value and the net present value of equity
are both negative, meaning that the venture should not be undertaken when neglecting poten-
tial synergies with other departments which will be presented in the following subchapter. For
the present value and net present value of equity calculations a long-term after-tax discount

rate of 5 % has been applied (Attachment 14; Attachment 15; Attachment 106).

4.3.12 Influences of the new SPA & wellness facility for the departments “rooms”, “F

& B” and “others”

For the entire object of investigation the major influences of the new SPA & wellness facility
detected might be an increase in the average occupancy rate (rooms), average length of stay,
RevPAR, GOPPAR and number of persons served in the F & B department. In order to
quantify the potential influences, several scenarios have been calculated by increasing the aver-
age occupancy rate (rooms) and the number of persons served in the F & B department. Ad-
ditionally the cost of employment for the object of investigation has been decreased to 35 %
average benchmark figures in order to make the scenario calculation possible. The outcomes
of the several scenarios show that the SPA & wellness facility has most probably not the po-
tential to positively influence the net income of the other operated departments which could
offset the negative cash flows of the SPA & wellness facility and the additional fixed amount
allocation which has to be paid by the rooms department for internal guests using the SPA &

wellness facility (Attachment 17).
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4.4 Conclusion

All before mentioned steps had to be done in order to assess the potential venture in the SPA
& wellness market according to three dimensions: its conceptual, economic and financial vi-
ability. The entire approach of the assessment is characterized by the internal leitmotif assess-
ment of the SPA & wellness facility itself as well as the comparison to external benchmarks.
All external benchmarks are based on the Dr. Hank-Haase & Co. market researches: “Wirt-
schaftlichkeit und Rentabilitit von Wellnessbereichen in Hotels” and “ERFOLGSMODELL
DAY-SPA — Das Konzept der Zukunft rentabel gestalten” (ghh consult GmbH 2009a; ghh
consult GmbH, 2010b). Therefore different criteria have been chosen which were once more
revised and graded on a scale from “1” to “5” (“1” the worst grade, “5” the best grade). All

grades were equally weighted.

Different issues were addressed within the assessment of the conceptual, economic and finan-
cial viability based on the internal leitmotif and the according benchmark figures of Dr. Hank-
Haase & Co.. Within the assessment of the conceptual viability, the brainchild, the location,
the human resources strategy, the operational concept, the sales strategy and the target group
were assessed towards the according strengths and weaknesses. Amongst these major criteria,
the brainchild, the location, the operational concept and the sales strategy were assessed in
more detail. For the evaluation of the brainchild, subchapters such as influences of SPA &
wellness facilities on potential guests’ booking behaviour, day SPA in hotels and demand for
Day SPA were taken into consideration. For the evaluation of the location, subchapters such
as the location criteria, the location and number of competitors and the market research with
regard to the population within a 100 km distance were taken into consideration. For the
evaluation of the operational concept, subchapters such as focal points, highlights, USPs and
the occupancy and capacities with regard to micro environments were taken into considera-
tion. For the evaluation of the sales strategy, subchapters such as internal and external guests,
availability of daily entrance fees and membership fees, average daily entrance fees and poten-
tial demand, average membership fees and potential demand, the booking possibilities with
regard to individual booking and package booking and the average prices with regard to indi-
vidual bookings were taken into consideration. Within the assessment of the economic and
financial viability, the investment costs and allocation, the investment decision compatisons
for several individual treatments, share of sales of the entire object of investigation, share of
sales of the SPA & wellness facility, share of costs of the SPA & wellness facility, key figures
such as EBITDA, debt service coverage ratio, residual value, cash flow, internal rate of return,
present value and net present value, pay-back period in nominal value (equity / total invest-
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ment) and the influences on other departments were assessed towards the according strengths

and weaknesses.
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5 Conclusions & Implications

The fifth chapter is divided into two major parts. In the first part, the final assessment of the
new investment in the SPA & wellness facility will be presented. In the second part, sugges-
tions and recommendations for other contractors carrying out (pre-)feasibility studies within
the framework of a Bachelor or Master thesis will be given based on the experiences made

during the entire development.

5.1 Final assessment of the new Spa & wellness facility

Once more it has to be highlighted that the main target of the owner and operator concerning
the new SPA & wellness facility is a department characterized by an own economic and finan-
cial sustainability. This main criterion cannot be fulfilled according to the pre-feasibility study
outcome. One can argue that for several other reasons such as keeping the hotel competitive,
improvement of image and awareness, gain of new customers, increase of the average occu-

pancy rate and / or average room rate, the venture should still be undertaken.

The following figure shows the summarized grades which have been given in the last pages
within the three dimensions “conceptual”, “economic” and “financial” viability and their ac-
cording categories in order not to decline the venture due to non-fulfilment of the principal’s
main criteria “economic and financial sustainability of the SPA & wellness facility by itself”.
The figure enables to detect further criteria which should probably be improved in order to
guarantee the conceptual, economic and financial viability of a modified new SPA & wellness

project.
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5.2 Suggestions and recommendations for carrying out pre-feasibility studies within

academic studies

The probably most important is the own motivation towards carrying out a pre-feasibility
study. One has to ask himself in the beginning where the particular interest and the challenge
in the topic for the own motivation is based on. Otherwise the compulsory consistency and /

or focus might dilute within the development of the pre-feasibility study.

Another question of utmost importance is whether a potential object of investigation can be
found in order to receive needed documents and figures on the according object of investiga-
tion and the new venture(s). If a potential object of investigation is found it should be recon-

sidered if the cooperation is suitable for the required academic specifications.

Should a topic be found which is interesting and challenging at the same time, should a poten-
tial object of investigation be found providing enough support in form of documents and
figures it should be made sure that for academic purposes a reasonable range of sources are
available. Therefore, a preliminary review of available sources is recommended as for some
topics, in particular if concise, quantitative and qualitative sources might not be sufficiently

available.

The basic philosophy of a pre-feasibility study is that it might lead to an end but it is not the
end itself. During the entire development, possibilities for improvement might be found in
order to ameliorate the ventures outcome. Hence, it is recommended to take notes at all times

which could be forwarded to the according principal.

A last recommendation is addressing the time management. A pre-feasibility study within an
academic framework involves at least three parties: the principal, the contractor and the uni-
versity. Therefore, enough buffer time should be considered in the project schedule as all par-
ties involved might impair the development of the pre-feasibility study at some instance if

buffer times are not sufficiently planned.
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Appendix 1
Appendix 1. Spreadsheet for gathering and securing information on the status quo (part 1)
(page 19)

The legal form of the object of investigation is a "...", no distinction b the operating and the real estate company exists. Are my assumptions right?

‘What are the present target groups? What are the future target groups?

Figure 8: Spreadsheet for gathering and securing information on the status quo (part 1)
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Appendix 1
Appendix 1. Spreadsheet for gathering and securing information on the status quo (part 2)
(page 19)

What is the size of the outskirt area?

How many car parking lots are available?

=

‘The operated profit centres within the entire are rooms and F & B dep Is my

ption right?

others
others
others
others

ploy ding to profit centres or departments and employment:

Figure 9: Spreadsheet for gathering and securing information on the status quo (part 2)
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Appendix 1

Appendix 1. Spreadsheet for gathering and securing information on the status quo (part 3)

(page 19)

All rooms can be occupied by two people. Is my assumption right?

Inumbet d. occupation possible |comments

suites

1

category 2
3

Outlets:

others

others

others

others

others
others
others
others
others
others
others

others

‘What is the size of the present SPA & wellness facility? Which areas and individual t; are provided (such as pool, steam sauna, Finnish sauna, relaxation area, etc.)?

in m® [ | )

areas and

others
others
others
others

others

others

others

others

others

others

others

others

others
others

Figure 10: Spreadsheet for gathering and securing information on the status quo (part 3)
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Appendix 1
Appendix 1. Spreadsheet for gathering and securing information on the status quo (part 4)
(page 19)

Operational key figures:

others 0.00 0.00 0.00

others 0.00 0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00

others

others
others
others
others
others

Figure 11: Spreadsheet for gathering and securing information on the status quo (part 4)
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Appendix 1
Appendix 1. Spreadsheet for gathering and securing information on the status quo (part 5)

(page 19)

package's price?

o
]

ing the

s P

d in the

1} |

.

Figure 12: Spreadsheet for gathering and securing information on the status quo (part 5)

and debt

The kotel has a market value of 5,000,000 € (budding ot

2,300,000 € The average interest rates for the loan are 5.60  |average intes
%4, the loan period is 30 years, a grace year i included. 1oan pe

Meeting package:
What are the el
meating package 1
Prime example:
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Appendix 2
Appendix 2. Spreadsheet for competitor and market analysis (part 1)
(page 27)

Figure 13: Spreadsheet for competitor and market analysis (part 1)
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Appendix 2

Appendix 2. Spreadsheet for competitor and market analysis (part 2)
(page 27)

aerobic

88 |exercise room [room |others

%
&
:
i
§

|scientific medicine / advice services |Aslan medicine / advice services

| A
I

availability of several saunas
steam sauna bcomnal

Finnish

Figure 14: Spreadsheet for competitor and market analysis (part 2)
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Appendix 3
Appendix 3. Showing the according extract of the excel spreadsheet for the “investment and

year-start balance”

(page 28)

1 887 950
1 562 845
50

3500795.00

Figure 15: Showing the according extract of the excel spreadsheet for the “investment and

year-start balance”
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Appendix 4
Appendix 4. ARR (part 1)

(page 28)
single treatment room
investment 62 819.14
disposal value 0.00
cash flow 2072 030.82
depreciation 62 819.14
profit 2009 211.68
ARR 3198.41%

Figure 16: Single treatment room ARR
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Appendix 4

Appendix 4. ARR (part 2)
(page 28)

Figure 17: Double treatment room ARR
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Appendix 4

Appendix 4. ARR (part 3)
(page 28)

Figure 18: Soft pack treatment room ARR
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Appendix 4

Appendix 4. ARR (part 4)
(page 28)

Figure 19: SPA suite ARR
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Appendix 4

Appendix 4. ARR (part 5)
(page 28)

Figure 20: Solarium ARR
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Appendix 5
Appendix 5. Master data (part 1)

(page 28)

MASTER DATA

lBase-year market data
opening vear (also value year) 2011
expected average vearly inflation 1.25%
internal guests (conversion rate) 48.00%)|
membership (conversion rate, only external guests)* 2.00%)
* beginning from the second operating year
vear 1 year 2 vear 3 as of vear 4
|Basic assumptions | 20m | 202 | 2013 | 2014 |
internal guests (excluding conversion rate) 5.535 6 642 7749 7 749
internal guests (including conversion rate) 2657 3 188 3720 3720
external guests 3893 6677 9462 9462
average guests (internal & external) per day 18 27 36 36
fixed amount allocation (internal guests) total 70 000 70 000 70 000 70 000
fixed amount allocation (internal guests) per guest 26.35 21.96 18.82 18.82
entrance fee (external guests) 30.00 32.00 32.00 34.00
internal guests
share of individual treatments 23.33% 25.00% 25.00% 25.00%)
absolute frequency 1.50 1.50 2.00 2.00
share of F & B services 50.00% 50.00% 50.00% 50.00%)|
share of (merchandise) products 10.00% 10.00% 10.00% 10.00%
average price individual treatments 53.95 67.44 80.93 80.93
average price F & B services 10.00 10.00 10.00 10.00
average price of (merchandise) products 45.00 40.00 35.00 35.00
external guests
share of individual treatments 23.33% 25.00% 25.00% 25.00%
absolute frequency 1.50 1.50 2.00 2.00
share of F & B services 75.00% 75.00% 75.00% 75.00%)|
share of (merchandise) products 10.00% 10.00% 10.00% 10.00%
average price individual treatments 53.95 67.44 80.93 80.93
average price F & B services 10.00 10.00 10.00 10.00|
average price of (merchandise) products 45.00 40.00 35.00 35.00
memberships 0 78 134 189
average price of membership 1 900.00 1900.00 1 900.00 1 900.00|
share of entrance fees included (flat rate) 73.68% 73.68% 73.68% 73.68%
share of individual treatments included (no flat rate) 26.32% 26.32% 26.32% 26.32%)

Figure 21: Master data (part 1)
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Appendix 5. Master data (part 2)
(page 28)

Imw-pemdqmmot‘m sold (departmental revenue x cost of goods sold)

Appendix 5

fixed amount allocation & entrance fee 0.00% 0.00% 0.00% 0.00%)|
indivudal treatments 17.50% 17.50% 15.00% 15.00%
F & B services 30.00% 30.00% 30.00% 30.00%)
(merchandise) products 50.00% 50.00% 45.00% 45.00%)
memberships 0.00% 0.00%! 0.00% 0.00%)
me-mmmmmwmu costs (departmental revenue x cost percent)
SPA & wellness | 35.00%) 35.00%] 35.00%] 35.00%
Basic assumptions - percent departmental direct costs (departmental revenue X cost percent)
SPA & wellness | 9.00%| 9.00%) 9.00%)| 9.00%
Basic assumptions - deg-‘_‘ expenses (0.10 € per per m?)
opening days per year 365| m?of SPA & wellness ] 1 SOOI average cleaning expensel 0.10
Basic ons - undistributed expense
Administration % of total revenue 6.00%) 6.00% 6.00%) 6.00%
Markeﬁns % of total revenue 7.00% 7.00% 7.00% 7.00%
Franchise fees % of total revenue 0.00% 0.00%! 0.00% 0.00%
Property operations and maintenance % of total revenue 6.00% 7.00% 8.00% 8.00%
Utilities (electricity, heat, water and sewage) % of total revenue 15.00% 14.00% 13.00% 12.00%
Basic assumptions - fixed expenses
Manag t fees
Basic fee % of total revenue 0.00%) 0.00%! 0.00%) 0.00%
Incentive fee % of gross operating profit GOP 0.00%) 0.00%! 0.00% 0.00%
Leasing expenses 0 0 0 0
Telephone, TV and internet equip 1 (% total r ) 0.00% 0.00% 0.00% 0.00%
Real estate (r. e.) tax other co. 1, 5
S conversion
r. & fax iadain
converted
0 0 0 0)
Insurances % of total revenue 1.70%)| 1.70% 1.70% 1.70%)
A) 100 % variable lease
Lease % of fixed amount allocation + entrance fee 0.00% 0.00% 0.00% 0.00%
Lease % of individual treatments 0.00% 0.00% 0.00%) 0.00%
Lease % of F & B services 0.00% 0.00% 0.00% 0.00%
Lease % of (merchandise) products 0.00% 0.00% 0.00% 0.00%)
Lease % of berships 0.00% 0.00% 0.00% 0.00%
B) Fixed or partly fixed lease
percent of inflation on fixed part of the lease | 1.25%| wwied capital 3500 795
Fixed lease % of total capital occupied by real estate 0.00% 0.00% 0.00% 0.00%
Variable lease % of total revenue 0.00% 0.00% 0.00% 0.00%)|
Reserve for replacement of total revenue 1.00% 1.00% 1.00% 1.00%)|

Figure 22: Master data (part 2)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 1)

Figure 23: Operating statement of profit and loss (part 1)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 2)

(page 29)
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Figure 24: Operating statement of profit and loss (part 2)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 3)

(page 29)

|
-39 €81
81 I

o2 S ) O 2

Figure 25: Operating statement of profit and loss (part 3)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 4)

(page 29)
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Figure 26: Operating statement of profit and loss (part 4)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 5)
(page 29)

Figure 27: Operating statement of profit and loss (part 5)
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Appendix 6

Appendix 6. Operating statement of profit and loss (part 6)

(page 29)
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Figure 28: Operating statement of profit and loss (part 6)
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Appendix 7

Appendix 7. Taxes depreciable

(page 29)
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Figure 29: Tax depreciable
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Appendix 8
Appendix 8. Debt service

(page 29)
DEBT SERVICE
occupied capital 3 500 795
share of equity 25%|
share of debt 75%]
average i on debt 3.75%)|
grace year of debt (0 or 1) 1
loan period with grace year included 30
loan period without grace year 29|

Beginning balance Payment Interest Amortization Ending balance
Year1 2 625 596 0 98 460 0 2 625 596
Year 2 2 625 596 150 053 98 460 51593 2 574 004
Year 3 2 574 004 150 053 96 525 53 527 2520 476
Year 4 2520476 150 053 94 518 55535 2 464 941
Year 5 2 464 941 150 053 92 435 57 617! 2 407 324
Year 6 2407 324 150 053 90 275 59 778 2 347 546
!2_: 7 2347 546 150 053 88 033 62 020 2 285527
Year 8 2 285 527 150 053 85 707 64 345 2221181
M 9 2221181 150 053 83 294 66 758 2154 423
Year 10 2154423 150 053 80 791 69 262 2085 161
Year 11 2085 161 150 053 78 194 71 859 2013 302
Year 12 2013 302 150 053 75 499 T4 554 1938 748|
Year 13 1938 748 150 053 72703 77 350 1 861 399
Year 14 1861 399 150 053 69 802 80 250 1781 149
Year 15 1781 149 150 053 66 793 83 259 1 697 889

Figure 30: Debt service
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Appendix 9

Appendix 9. Taxes and loss-carry-forward

(page 29)
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Figure 31: Taxes and loss-carry-forward
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Appendix 10

Appendix 10. Cash flow in equity after debt services and taxes

(page 30)
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Figure 32: Cash flow in equity after debt services and taxes



Appendix 11. Residual value / value of continuation at end of year 15

(page 30)

Appendix 11

RESIDIUAL VALUE / VALUE OF CONTINUATION AT END OF YEAR 15

3.00%] (zough fgure)

33.30%] (estimated)

EBITDA / netincome after RfR in vear 15 102 797
Estimated average yearly percent of inflation 1.25%)
EBITDA / netincome in year 16 104 082]
Buyer's short term equity yield rate Rg (before tax) 8.50%
financing structure
equity 25.00%
debt 75.00%)
loan pav-back-period 30
loan interst (assumed average) 6.00%
debt / mortgage constant 0.0726489|
weighed average of equity and debt, and cap rate 0.0757367|
Selling price at end of year 15 1374 259|
5 65 Selling expenses 41 228]
Net selling price 1333 031
./. Remaining book balance at end of year 15 1716157
Taxable capital gain -383 127
./. Tax on capital gain 0f
Cash flow from sales 1333 031
5.0 Remaining debt / mortgage balance at end of year 15 1 697 889
Residual value / value of continuation -365 000)

Figure 33: Residual value / value of continuation at end of year 15
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Appendix 12

Appendix 12. After-tax equity internal rate of return
(page 30)

AFTER-TAX EQUITY INTERNAL RATE OF RETURN

Original equity investment -875 199
Year 1 after-tax cash flow on equity -30 068
Year 2 after-tax cash flow on equity -143 690
Year 3 after-tax cash flow on equity -93 786
Year 4 after-tax cash flow on equity -60 385
Year 5 after-tax cash flow on equity -39 264
Year 6 after-tax cash flow on equity -58 130
Year 7 after-tax cash flow on equity -56 980
Year 8 after-tax cash flow on equity -55 817
Year 9 after-tax cash flow on equity -54 639
Year 10 after-tax cash flow on equity -53 446
Year 11 after-tax cash flow on equity -52 239
Year 12 after-tax cash flow on equity -51 016
Year 13 after-tax cash flow on equity -49 778
Year 14 after-tax cash flow on equity -48 525
Year 15 after-tax equity cash flow + resiudal value -412 256
IRR| #DIV/0!|(including RfR)

Figure 34: After-tax equity internal rate of return
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Appendix 13

Appendix 13. Before-tax equity internal rate of return

(page 30)

BEFORE-TAX EQUITY INTERNAL RATE OF RETURN

Original equity investment -875 199
Year 1 before-tax cash flow on equity -30 068
Year 2 before-tax cash flow on equity 6362
Year 3 before-tax cash flow on equity 56 266
Year 4 before-tax cash flow on equity 89 667
Year 5 before-tax cash flow on equity 90 788
Year 6 before-tax cash flow on equity 91923
Year 7 before-tax cash flow on equity 93072
Year 8 before-tax cash flow on equity 94 235
Year 9 before-tax cash flow on equity 95 413
Year 10 before-tax cash flow on equity 96 606!
Year 11 before-tax cash flow on equity 97 814
Year 12 before-tax cash flow on equity 99 036
Year 13 before-tax cash flow on equity 100 274
Year 14 before-tax cash flow on equity 101 528
Year 15 before-tax equity cash flow + resiudal value -262 203
IRR| -0.91%)](including RfR)

Figure 35: Before-tax equity internal rate of return

69



Appendix 14. Equity investment pay-back period in nominal value of money

(page 30)

Equity pay-back period in nominal value of money

Appendix 14

cumulative cash flows without residual value equity investment on cash flow I years l months
875199
year1 -30 068 -0.03 1 0
year 2 -173 758 -0.20 2 0
year 3 -267 544 -0.31 3| 0
year 4 -327 929 -0.37 4 0
year 5 -387 194 -0.44 5 0
year 6 -445 323 -0.51 6 0
year 7 -502 304 -0.57 7| 0
yvear 8 -558 121 -0.64 8| 0
year9 -612 760 -0.70 9 0
year 10 -666 206 -0.76 10 0
year 11 -718 445 -0.82 11 0
year 12 -769 461 -0.88 12 0
year 13 -819 240 -0.94 13 0
vear 14 -867 764 -0.99 14 0
year 15 -915 020 -1.05 15) 0|

Figure 36: Equity investment pay-back period in nominal value of money
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Appendix 15. Total investment pay-back period in nominal value of money

(page 30)

Total investment pav-back period in nominal value of money

Appendix 15

cumulative cash flows without residual value equity investment on cash flow I years l months
3 500 795
year 1 -30 068 -0.03 1 0
year 2 -122 165 -0.14 2 0|
year 3 -162 424 -0.19) 3 [
vear 4 -167 274 -0.19) 4 0|
vear 5 -168 921 -0.19) 5 0
vear 6 -167 273 -0.19) 6 0
year 7 -162 234 -0.19 7| 0
yvear 8 -153 706 -0.18 8 0
year 9 -141 587 -0.16 9 0
year 10 -125 771 -0.14 10 0
vear 11 -106 151 -0.12 11 0
year 12 -82 614 -0.09 12 0
year 13 -55 042 -0.06] 13 0
year 14 -23 317 -0.03 14 0
year 15 12 687 0.01 15 0

Figure 37: Total investment pay-back period in nominal value of money
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Appendix 16. Present value and net present value of equity

Appendix 16

(page 30)

long-term after-tax discount ratel 5.00%

cash flow on equity* discount factor present value
yvear 1 -30 068 0.95238 -28 636
year 2 -143 690 0.90703 -130 331
year 3 -93 786 0.86384 -81 016
yvear 4 -60 385 0.82270 -49 679
year 5 -59 264 0.78353 -46 435
yvear 6 -58 130 0.74622 -43 377
vear 7 -56 980 0.71068 -40 495
vear 8 -55 817 0.67684 -37 779
vear 9 -54 639 0.64461 -35 221
year 10 -53 446 0.61391 -32 811
vear 11 -52 239 0.58468 -30 543
year 12 -51 016 0.55684 -28 408
year 13 -49 778 0.53032 -26 398
vear 14 -48 525 0.50507 -24 508
year 15 -412 256 0.48102 -198 302
*after-tax Present value -833 941
[Net present value of equity -1709 139

Figure 38: Present value and net present value of equity
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Appendix 17

Appendix 17. Influences on other departments’ net income before and after fixed amount

allocation
(page 31)
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Figure 39: Influences on other departments’ net income before and after fixed amount alloca-

tion

73



