
ooking around the world, with only a
few exceptions, it appears the hotel

industry is doing very well. Global travel is
up, particularly from some of the emerging
markets such as India and China. The
general feeling at most of the hotel
investment conferences around the world
is one of restrained euphoria. While this
recent upswing in revenue and profitability
may warm the hearts of owners, operators
and investors, I am a little concerned about
some long-term trends that might be
adverse to the future of the industry. Let
me describe a few.

Brand Consolidation
Over the last 15 years many of the brands
have been consolidated under one
company. Westin and Sheraton are part of
Starwood; Ritz-Carlton and Ramada have
merged with Marriott International; and
Embassy Suites and Doubletree now
operate under the Hilton flag.
Consolidation produces economies of
scale for the brand and huge conflicts for
the hotel owner. Every time a hotel either
opens in a market or changes flags to one
of the major hotel brands, the potential for
adverse competitive impact emerges.

How would you feel if you own a Sheraton
and Starwood decides to open a Westin
across the street from you?

Many chains will justify their brand
expansion by first commissioning a
consultant to assess the adverse impact,
but those of us in the research business

know these studies are highly subjective
and probably inaccurate. The only way
owners will be protected from brand over-
expansion is to negotiate an exclusive
territory prior to acquiring a brand. There
might be several defined territories for
each brand within a company with
numerous brands.

Amenity Creep
The hotel industry has always embraced
what is termed "amenity creep." This is the
unbridled desire of owners and operators
to constantly add new amenities to remain
competitive with other similar hotels in the
surrounding market. Free breakfast,
Internet, spas, flat panel televisions, new
beds, curved shower bars and designer
soaps are examples of amenities that did
not exist 25 years ago, but are here today
because one hotel in a market decided to
try them and every other hotel followed.

It should be remembered that most hotel
amenities quickly become hotel
necessities. Before creating a new amenity
that currently does not exist within your
market, do a cost-benefit study and
competitive analysis to determine whether
the expense is worth the cost and whether
your competitors will follow quickly and
eliminate your competitive advantage.

Labor Issues
When the hotel industry does well hotel
employees want more money and benefits.
In the United States hoteliers are bracing

for major labor unrest as the unions are
organizing their workers for a major
showdown. Unlike many industries, hotels
have huge capital investments in land and
buildings producing tremendous fixed
costs. The resulting lower operating
margin makes it difficult to generate
profits unless all costs are held in control.
Yes, in good times, hotels can be cash
machines, but in bad times the negative
operating leverage goes against the owner.
The ideal solution is for hotel employees to
reap the benefits when times are good, but
they should also be willing to either reduce
their compensation or be more flexible
with their work rules when times are
tough.

Condo-Hotel Rip-Offs
One of the best new ideas to sweep the
lodging industry is combining a residential
component with a hotel. The resulting
synergies of offering hotel services to the
residential apartments and having
residential apartments available as hotel
room overflow benefits both the hotel and
residential owner. Unfortunately, the term
describing this form of mixed-use
development has become a "condo-hotel."
It is unfortunate because the "condo-hotel"
term is also used to describe a marketing
scheme where individual hotel rooms are
sold to buyers who are primarily looking
for a vehicle to provide a return on their
invested capital.

While the developers of these projects do
not market their condos as "investments"
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Occupancy Rate Average Room RevPAR Room Room
April 2006 Number (%) Rates ($) ($) Supply Demand

of Rooms 2006 2005 2006 2005 2006 2005 % chg % chg

Nova Scotia Area 1,185 45.6% 49.5% $89.70 $79.58 $40.90 $39.39 2.0% -6.2%
Halifax, NS 3,297 63.8% 67.2% $113.80 $113.47 $72.60 $76.25 2.4% -2.9%
Montreal Downtown 9,106 63.4% 66.7% $140.70 $144.74 $89.20 $96.54 0.1% -4.9%
Montreal Area 4,735 61.1% 63.7% $104.08 $104.25 $63.59 $66.41 1.7% -2.4%
Quebec City, QC 3,701 53.8% 57.3% $116.97 $111.96 $62.93 $64.15 1.1% -5.2%
Quebec Area 5,039 50.5% 51.4% $108.59 $103.92 $54.84 $53.41 0.6% -1.1%
Toronto Downtown 12,913 67.0% 68.7% $159.10 $156.72 $106.60 $107.67 4.2% 1.7%
Toronto North/East 6,273 62.5% 64.3% $114.53 $108.83 $71.58 $69.98 0.0% -2.9%
Toronto Airport/West 7,589 68.0% 71.2% $114.00 $111.56 $77.52 $79.43 8.6% 3.8%
Ottawa, ON 6,433 62.9% 61.2% $127.54 $127.16 $80.22 $77.82 0.0% 2.8%
Ontario East 3,679 54.0% 51.5% $94.71 $91.79 $51.14 $47.27 0.9% 5.8%
Windsor/ Ontario SW 2,978 49.5% 52.6% $98.01 $97.82 $48.51 $51.45 0.0% -6.0%
London/ Kitchener 5,822 61.4% 61.5% $100.32 $100.04 $61.60 $61.52 1.5% 1.4%
Ontario North/ Thunder Bay 1,684 59.7% 60.5% $78.77 $79.78 $47.03 $48.27 0.0% -1.2%
Ontario NC/ Sudbury 3,784 54.0% 53.9% $91.51 $90.07 $49.42 $48.55 1.9% 2.1%
Niagara Falls, ON 7,652 51.7% 48.4% $117.88 $115.12 $60.94 $55.72 3.3% 10.4%
Ontario Central 2,939 46.1% 53.1% $98.09 $92.08 $45.22 $48.89 1.4% -12.0%
Mississauga, ON 5,737 58.2% 61.7% $107.10 $104.85 $62.33 $64.69 8.2% 2.0%
Winnipeg, MB 3,897 60.9% 66.6% $94.33 $93.15 $57.45 $62.04 0.0% -8.5%
Regina/Saskatoon, SK 4,347 62.2% 65.4% $93.05 $91.55 $57.88 $59.87 0.0% -4.9%
Calgary, AB 7,989 69.5% 65.5% $121.92 $111.36 $84.73 $72.94 0.4% 6.5%
Edmonton, AB 6,897 73.9% 65.5% $102.30 $95.87 $75.60 $62.79 2.6% 15.8%
Alberta North Area 2,468 67.3% 59.9% $120.35 $104.04 $81.00 $62.32 1.5% 14.0%
Alberta South Area 6,289 53.8% 60.3% $107.99 $106.21 $58.10 $64.04 3.5% -7.6%
Vancouver Downtown 7,081 70.0% 69.5% $135.27 $137.53 $94.69 $95.58 0.0% 0.6%
Vancouver/ Burnaby Area 2,171 67.3% 64.8% $99.38 $92.92 $66.88 $60.21 0.0% 3.9%
Richmond-Surrey/ East Area 5,055 62.0% 62.2% $93.30 $86.83 $57.85 $54.01 -1.0% -1.3%
British Columbia Area 5,872 54.6% 50.0% $141.19 $121.45 $77.09 $60.73 1.4% 10.8%
Kamloops/ Kelowna Area 4,533 53.0% 52.4% $86.53 $82.85 $45.86 $43.41 0.1% 1.3%
Vancouver Island 3,374 67.8% 71.3% $101.67 $116.51 $68.93 $83.07 0.0% -5.0%
Provinces 
Alberta 23,643 66.4% 63.6% $112.35 $104.74 $74.60 $66.61 2.2% 6.8%
British Columbia 27,786 62.2% 61.7% $114.89 $112.33 $71.46 $69.31 0.4% 1.3%
Manitoba 4,705 58.5% 63.6% $91.87 $90.39 $53.74 $57.49 0.0% -8.1%
New Brunswick 3,495 55.7% 60.3% $100.73 $96.77 $56.11 $58.35 2.3% -5.5%
Newfoundland 1,895 50.7% 62.1% $104.55 $108.39 $53.01 $67.31 5.2% -14.2%
Nova Scotia 4,482 58.9% 62.6% $108.87 $106.53 $64.12 $66.69 2.1% -3.9%
Northwest Territories 66 INS INS INS INS INS INS INS INS
Ontario 67,483 60.1% 60.9% $119.66 $117.49 $71.92 $71.55 2.5% 1.1%
Prince Edward Island 831 40.2% 37.8% $75.80 $70.36 $30.47 $26.60 0.0% 6.3%
Quebec 22,581 58.4% 61.2% $122.91 $123.26 $71.78 $75.44 0.8% -3.7%
Saskatchewan 5,696 61.2% 63.9% $87.33 $86.31 $53.45 $55.15 0.1% -4.3%
Yukon Territory 234 INS INS INS INS INS INS INS INS
Canada 162,897 56.0% 56.6% $100.18 $96.68 $56.10 $54.72 1.5% 0.6%
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Occupancy Rate Average Room RevPAR Room Room
April 2006 Number (%) Rates ($) ($) Supply Demand

Year-To-Date of Rooms 2006 2005 2006 2005 2006 2005 % chg % chg

Nova Scotia Area 1,185 45.8% 46.1% $87.93 $78.25 $40.27 $36.07 2.0% 1.3%
Halifax, NS 3,297 57.2% 57.3% $108.74 $106.65 $62.20 $61.11 2.4% 2.2%
Montreal Downtown 9,106 54.2% 52.2% $136.68 $135.66 $74.08 $70.81 0.1% 3.8%
Montreal Area 4,735 58.5% 59.2% $104.65 $103.09 $61.22 $61.03 1.6% 0.4%
Quebec City, QC 3,701 53.5% 54.1% $115.88 $112.75 $62.00 $61.00 1.1% 0.0%
Quebec Area 5,039 52.4% 53.9% $122.01 $119.27 $63.93 $64.29 0.7% -2.0%
Toronto Downtown 12,913 60.1% 59.8% $152.69 $147.43 $91.77 $88.16 4.2% 4.9%
Toronto North/East 6,273 55.9% 53.6% $113.52 $109.24 $63.46 $58.55 -3.2% 0.9%
Toronto Airport/West 7,589 67.4% 68.6% $115.66 $112.27 $77.95 $77.02 8.8% 6.9%
Ottawa, ON 6,433 61.6% 58.6% $128.89 $126.37 $79.40 $74.05 0.0% 5.2%
Ontario East 3,679 49.6% 47.1% $93.65 $89.93 $46.45 $42.36 0.9% 6.1%
Windsor/ Ontario SW 2,978 50.9% 49.5% $106.31 $97.48 $54.11 $48.25 0.0% 2.7%
London/ Kitchener 5,822 56.8% 54.6% $98.66 $97.20 $56.04 $53.07 1.0% 5.1%
Ontario North/ Thunder Bay 1,684 59.8% 59.2% $80.60 $77.54 $48.20 $45.90 0.0% 1.2%
Ontario NC/ Sudbury 3,784 51.9% 49.8% $91.45 $88.63 $47.46 $44.14 1.7% 6.1%
Niagara Falls, ON 7,652 42.3% 39.6% $112.66 $107.96 $47.66 $42.75 1.4% 8.0%
Ontario Central 2,939 51.1% 51.7% $105.04 $93.48 $53.68 $48.33 1.7% 0.5%
Mississauga, ON 5,737 52.7% 54.1% $106.48 $104.87 $56.11 $56.73 7.6% 4.7%
Winnipeg, MB 3,897 58.8% 59.2% $93.44 $90.67 $54.94 $53.68 0.0% -0.8%
Regina/Saskatoon, SK 4,347 63.2% 60.0% $95.69 $91.30 $60.48 $54.78 0.0% 5.3%
Calgary, AB 7,989 67.7% 59.7% $121.31 $109.53 $82.13 $65.39 -0.2% 13.0%
Edmonton, AB 6,897 69.6% 62.2% $101.36 $96.87 $70.55 $60.25 2.4% 14.5%
Alberta North Area 2,468 74.9% 68.4% $118.54 $101.54 $88.79 $69.45 1.4% 11.0%
Alberta South Area 6,289 57.2% 56.8% $115.98 $109.77 $66.34 $62.35 3.4% 4.1%
Vancouver Downtown 7,081 63.6% 58.3% $130.42 $128.15 $82.95 $74.71 0.0% 9.1%
Vancouver/ Burnaby Area 2,171 60.6% 57.8% $96.91 $91.27 $58.73 $52.75 0.0% 4.9%
Richmond-Surrey/ East Area 5,055 60.5% 57.5% $93.72 $87.32 $56.70 $50.21 -1.0% 4.1%
British Columbia Area 5,872 59.3% 57.0% $179.79 $176.04 $106.62 $100.34 1.4% 5.5%
Kamloops/ Kelowna Area 4,533 45.5% 44.1% $83.59 $81.62 $38.03 $35.99 0.1% 3.2%
Vancouver Island 3,374 56.5% 58.3% $94.76 $99.51 $53.54 $58.01 0.2% -3.1%
Provinces 
Alberta 23,643 66.2% 60.8% $113.54 $104.77 $75.16 $63.70 2.0% 11.1%
British Columbia 27,786 58.2% 55.7% $120.74 $117.77 $70.27 $65.60 0.5% 4.9%
Manitoba 4,705 57.0% 57.5% $90.98 $88.22 $51.86 $50.73 0.5% -0.3%
New Brunswick 3,495 54.5% 54.8% $98.61 $94.24 $53.74 $51.64 2.0% 1.5%
Newfoundland 1,895 47.8% 55.1% $105.42 $106.88 $50.39 $58.89 4.3% -9.4%
Nova Scotia 4,482 54.1% 54.4% $104.07 $100.48 $56.30 $54.66 2.1% 1.7%
Northwest Territories 66 INS INS INS INS INS INS INS INS
Ontario 67,483 55.8% 54.6% $117.82 $113.93 $65.74 $62.21 2.0% 4.3%
Prince Edward Island 831 40.1% 36.2% $72.98 $66.85 $29.26 $24.20 0.0% 10.8%
Quebec 22,581 54.6% 54.4% $122.98 $120.84 $67.15 $65.74 0.8% 1.2%
Saskatchewan 5,696 60.0% 57.0% $90.55 $86.52 $54.33 $49.32 0.1% 5.5%
Yukon Territory 234 INS INS INS INS INS INS INS INS
Canada 162,897 53.5% 52.0% $100.77 $96.34 $53.91 $50.10 1.3% 4.2%
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because to do so in the United States
requires all types of governmental
registrations, there are very few good
reasons why someone would want to own
a hotel room in a location they have little
desire to occupy. The main problem with
this type of "condo-hotel" is that the prices
these units are sold for often exceed their
economic value. For example, if a hotel is
going to operate at an average rate of
US$150, then the rule of thumb is that this
hotel is worth about US$150,000 per
room. If the condo developer actually sold

this hotel room at US$150,000, then the
buyer would be getting a fair deal.

Unfortunately, many unscrupulous
developers are marking up the individual
condo selling prices 50% to 100% so the
buyers have no chance to making an
adequate return. I recommend the brands
carefully evaluate the economics behind
these types of condo-hotels before issuing
either a franchise or taking on a
management contract. I predict these are
litigations waiting to happen.

While there are clouds on the horizon, I do
not foresee a violent storm across the hotel
industry. Although these concerns can
adversely impact future hotel profitability
and have resulting ramifications on hotel
values, most can be mitigated through
simple adjustments to how we do business.
I would like to hear from my readers  if
there are any other major concerns that you
might have about the future of the hotel
industry. Drop me an e-mail at
srushmore@hvsinternational.com, and I
will include them in future columns.

DEFINITIONS
Occupancy: Rooms sold divided by rooms available.
Room Revenue: Total room revenue generated from the sale or rental of rooms.
Average Daily Rate (ADR): Room revenue divided by rooms sold.
Room Revenue Per Available Room (RevPAR): Room revenue divided by rooms available (occupancy times average room rate will closely

approximate RevPAR).

If you have any questions regarding this publication please send a message to bmacdonald@hvsinternational.com
Web Site: http://www.hvsinternational.com
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