ROOM FOR LENDER

Banks are again lending a helping hand to the hospitality sector, which was an outcast during the pandemic

Lijee Philip & Gayatri Nayak
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he hotel industry was one of the

jorst-hit contact-intensive sec-

torsduringthe Covid-19pandem-

ic.Somuchsothatlendersdid not

wanttotouchitwithabargepole.

Finally, there is a shift in debt fi-
nancinginIndia’s hospitality sector.

Lending by banks in the current financial
year, from April to October, has recorded a
double-digit growth, year-on-year, com-
pared with a below 1% growth in the same
periodlast year.

Take the case of InterGlobe Hotels. A joint
venture between InterGlobe Enterprises
and the French hotel major Accor, it opened
twopropertiesthis yearand willbeopening
two more by 2025. The helping hand came
from banks extendingloans. “The manage-
ment was able to favourably refinance its
near-term repayments in FY2023,” says
Manoj Agarwal, head, asset management,
InterGlobe Hotels. It availed approximately
2350 crore of fresh-term loans. Around 130
crore was for an under-construction project
in Bengaluru, and the rest was refinanced
with better repayment schedules and used
forhotel renovation.

Loans of several hotel companies have
beenrefinancedrecently by privatebanksat
substantially lower rates of interest. Royal
Orchid, for instance, managed to transfer a
%40 crore loan from ICICI Bank and got it re-
financed by HDFC. “We got a substantial in-
terest saving 0of3.5%,” says Chander Baljee,
CMD of Royal Orchid, whonow finds

e The management
was ableto
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asset management,
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several banks reaching out with better
termstorefinanceanotherloan.

Instead of a deep reluctance that marked
the pandemic age, now public and private
banks, NBFCs and special situation funds
areactively seekingopportunitiestolendto
hotels. The overall bank exposure in terms
of loans to the sector rose to ¥76,413 crore in
October 2023 from 264,466 crore in March
2023. Lending for “tourism, hotels and res-
taurants” rose by 10% in April-October this
fiscal, compared with 0.9% in the same pe-
riod in 2022, according to the latest data by
the Reserve Bank ofIndia. A hugeerosionin
demand during the peak of the pandemic
had put pressure on liquidity of hotel own-
ers, especially those who had single proper-
ties, nudging them towards closure, repur-
posing or rebranding, according to areport
by ratingsfirm Crisil.

Thedrivingforcebehindlenders’renewed
interest is the substantial increase in aver-
age daily rates (ADR) and occupancies of
hotels. “This uptick has significantly con-
tributed to a surge in unit profitability,
thereby expediting debt repayment time-
lines,” says Nandivardhan Jain, CEO of
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As demand for hotels escalates across Tier-I, -1l, -1l and -1V
cities, a substantial influx of new properties is expected.
The industry could add more than 20,000 rooms a year,
according to Noesis Capital Advisors. However, India might
need 50,000 new rooms a year

NoesisCapital Advisors,ahotel investment
and consulting firm. From a decade-long
repayment schedule, it has become a more
manageable seven- to eight-year period.
This would result in a bigger cash flow, in-
stilling confidence in financial institu-
tions, saysJain.

To provide relief to certain contact-in-
tensive sectors in the middle of the pan-
demic in June 2021, the RBI had tried to
incentivise banks by opening a separate
liquidity window of 215,000 crore with ten-
ures of up to three years at the prevailing
repo rate. Under this, banks could park
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their surplus liquidity equivalent to the
size of the Covid loan book for these sec-
tors with the RBI under the reverse repo
window and earn 40 bps higher than the
prevailingreturn. Thesesectors included
hotels and restaurants.

However, more than the regulator’s hand-
holding, what has helped the hospitality sec-
tor rebound were major events like the G20
Summit and the cricket World Cup, which
were held in India this year, creating a huge
demand for hotel rooms. This has lent much
comfort to lenders. In addition to domestic
tourism, inbound foreign tourism, which
had vanished during the Covid years, im-
pactingthefinancialsofthehotelindustry, is
picking up. India’s foreign exchange earn-
ings from travel in the April-June quarter
rose36% to$6.4billionfrom$4.7billioninthe
sameperioda yearago.

Therate of growth inloans, however, is far
from the pre-pandemic rate of 17.9% in
FY2020. Still, a turnaround is visible. The
growthinloanswasameagre3.2% inMarch
2023. From October 2022 to October 2023, it
hasrisento11.7%.

PatuKeswani,chairmanand MDof Lemon
Tree Hotels, is waiting and watching as he
saysbankslookatahotel'spedigreeandcash
flow positions while deciding on the cost of
debt. “Insixmonths, weexpectinterestrates
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to come down further. We will look at refi-
nancingtheloans, then,” hesays.

Several leadingbankssuch as Axis, HDFC
Bank and Yes Bank have increased their ex-
posuretohotel companies.

“The hospitality sector is driving increas-
ing investor and lender interest as assets
turnsustainable. Thishasled toasharprise

ininvestorappetite with financial
sponsors,” says Ganesh
Sankaran, groupexecutive—
wholesale banking coverage

i

group, Axis Bank. “Fromalenders’ perspec-
tive, bankslook ata hotel operator, asset per-
formance metrics and debt serviceability/
leverage as the principal determining fac-
torswhiletakingacreditdecision.”

SUITE SURPRISE

Given the sustenance of domestic leisure
travel, growingdemand for MICE (meetings,
incentives, conferencesandexhibitions)and
business travel, along with an increase in
foreign tourist arrivals, ICRA expects the

e As the sector strives to keep pace with escalating
demand, securing rationalised financing options
remains pivotal for sustaining growth”
NANDIVARDHAN JAIN, CEO, Noesis Capital Advisors

Q The hospitality
sector isdriving
increasing investor
and lender interest
asassets turn

sustainable”

GANESH SANKARAN,
group executive—wholesale
banking coverage group,
AXxis Bank.
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industry to report a double-digit revenue
growth in FY2024. In FY23, the industry re-
turnedtopre Covidlevels.

In the medium term, a healthy demand
amidpropertyupgradescouldleadtohigher
ARRs(averageroomrates)forhotels. Larger
players would also benefit from asset-light
expansion and diversified revenue sources.
Giventheimprovement in thebusinessenvi-
ronment for hotels, bankers are not quite
raisingconcernsonasset quality.

Whileanincreaseinoverhead costs,dueto
refurbishmentand maintenance, couldlead
tosomemoderationinmarginsfromthecur-
rent levels, the margins are still expected to
behigherthanpre-Covidlevels.

The improvement in business revenues
is expected to strengthen the capital
structure of hoteliers.

Bankslook ata

f hotel's pedigree
and cash flow
positions while
deciding on the cost
of debt”

PATU KESWANI,
CMD, Lemon Tree

However, thereturn on capital employed
will be constrained in the medium term
ifhotels go for asset-heavy expansion be-
cause of the high cost of land and con-
struction, say bankers.

As demand for hotels continues to esca-
late across Tier-1, -1, -IIl and -1V cities, a
substantial influx of new properties is
expected. The industry could add more
than 20,000 rooms a year, according to
Noesis Capital Advisors. However, India
might need 50,000 new rooms a year, if
one takes into account the demand that
could stem from infrastructure develop-
mentsuchasnew highways, airportsand
industrial corridors. The industry needs
rationalised and substantial financing
options to take off. “The buoyant outlook
from financial institutions is a catalyst
for the expansion of the Indian hospital-
ity industry. Asthe sector strives to keep
pace with escalating demand, securing
rationalised financingoptions is pivotal
for sustaining growth,” says Jain of
Noesis.

However, there’s a note of caution. A
sharp rise in travel costs, change in tax
structureand inflation could hitthe travel
plans of many and impact the profitability
of the sector. That could sour the mood of
lenders, too, who would then be scram-
blingtocheck out.
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