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Hotel stocks to ride the elevator
to revenue growth on room rates

Listed players hitthe ‘suite’ spot of growth in the business segment in 02 defying seasonality

RAM PRASAD SAHU
Mumbai, 150ctober

otel companies, which have
H experienced substantial share

price gains in the past six
months, are not only expected to post
robust revenue growth in the seasonally
weak July-September quarter (second
quarter, or Q2) of 2023-24 (FY24), with
the trend continuing in the second half
(H2) of FY24, but according to some ana-
lysts, they will also benefit from a struc-
tural uptrend in progress.

To begin with, larger players in the
listed hotel sector are expected to teport
strong growth in Q2 compared to the
year-ago quarter. Led by higher demand
from the business segment, the sector is
expected to achieve a growth rate of 15-
30 per cent.

Antique Stock Broking anticipates the
hospitality industry to report record-high
Q2 earnings, driven largely by strong
average room rates, while occupancies
are expected to improve by 200-400
basis points (bps), helped by
tobust demand.

Chalet Hotels, which has a portfolio
ofbusiness hotels, is expected tolead the
hotel pack with a revenue growth of
30 per cent.

“Chalet should see one of the best Q2
performances as the company is pro-
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jected to hold rates above 10,000 per
night, reflecting a 29 per cent increase
year-on-year (Y-0-Y) compared to 37900
during the April-June quarter,” says
Antique Stock Broking,

Q2 demand remained high for the
sectot, driven by MICE (meetings, incen-
tives, conferences, and exhibitions), cou-
pled with the Group of Twenty and
cricket, which contributed to growth.

Better economic growth and increas-
ing air traffic continue to fuel demand
for business and leisure destinations, as
noted by research analyst Prashant
Biyani of Elara Securities. He estimates
overall occupancy to remain flat Y-0-Y,
while the average room rate s set to grow
by 13-15 per cent.

The largest listed player, Indian

Hotels Company, is expected to achieve
revenue growth of 17 per cent, supported
by a12per cent growth in room rates and
2 400-bp increase in occupancies. The
company’s operating profit margins are
anticipated to rise by 280 bps to 26.7 per
cent. Duetoitssizeable luxury portfolio,
the hospitality chain is likely to trail
behind players like Chalet in terms
of growth.

The average room rates for Lemon
Tree Hotels could rise by 8 per cent Y-o-
¥ t0 5,310 with an occupancy rate of 71
per cent, Overall, Lemon Treeis expected
to report a 173 per cent Y-o-Y growth in
revenue, with an operating profit margin
of 474 per cent, according to Prabhudas
Lilladher Reseatch. The stock has a ‘buy’
rating, with a target price of 40,

Looking ahead, Anand Rathi
Research expects H2FY24 to be very
strong for the industry due to the World
Cup, the festival season, the return of
international travellers with an 80 per
cent occupancy rate, and higher average
1oom rates.

Most brokerages and rating firms are
optimistic about the medium-term pro-
spects of the sector, given strong demand
and limited supply.

India Ratings & Research (Ind-Ra)
expects the overall annual supply growth
to be lower at 3-5 per cent Y-0-Y per
annum in FY24 and 2024-25 compared
to demand growth of 8-10 per cent.

It anticipates the sector to be on a
structural uptrend with a steady increase
inboth toom rates and occupancies.

Research analyst Santosh Sinha of
Emkay Global Research comments, “We
foresee a prolonged petiod of high occu-
pancy and elevated revenue per available
toom (RevPAR) for the hospitality indus-
tryinIndia.”

While room rates are expected to
remain resilient, occupancies would be
boosted by leisure travel, foreign tourist
arrivals, business meetings, the 20231CC
Men’s Cricket World Cup, and
social events.

The improvement in hotel RevPAR is
likelyto offset challenges created by high
lease rentals and staff costs, driving
higher cash flows, especially for large
hotel groups with more bargaining
powet, notes Ind-Ra.

The three larger listed players have a
robust pipeline of room additions, with
room-count growth of 10-13 per cent
from 2022-23 through 2025-26 (FY26).
They are expected to benefit from further
margin improvement and deleveraging
by FY26, owing to increased revenue and
afocus on cost reduction.

“For Indian Hotels and Lemon Tree,
most room additions will occur through
management contracts, as both follow
the asset-light business model. Chalet,
on the other hand, has chosen the
ownership  route  for  growth,”
observes Ind-Ra.

The brokerage has a ‘buy’ rating on
Indian Hotels and Lemon Tree, with tat-
get prices of 3485 and 141, respectively.
Ithasa ‘hold’ ratingon Chalet, with a tar-
get price of 3625.

Chalet Hotels (current price: ¥611) has
been the best performer on the bourses,
with returns of 70 per cent over the past
six months.

Lemon Tree, trading at 3120, has
gained 55 per cent, while Indian Hotels
isup 27 per cent, trading at ¥417.

Any weakness in the stocks should be
viewed as a buying opportunity.




