
Making the decision to renovate in the
current economy is a difficult one. Due to
limited capital expenditure dollars,
hoteliers are faced with re-evaluating the
previously recommended renovation
cycles based on necessity. In the past, a
hotel would be renovated based either on
brand-mandated 'refresh' programs or on a
renovation cycle based on the useful life
of its systems and FF&E. Given the
current state of the economy, today's
decisions are driven by return on
investment (ROI), occupancy and
competition. It is important to understand
the trends of capital expenditures,
especially over the past few years when
the market has taken a drastic turn, to
know how to plan for and prioritize
upcoming renovations. 

The most recent capital expenditure study
for the hotel industry was conducted in
2007 by the International Society of
Hospitality Consultants. The study
analyzed capital expenditure data from
2000 through 2005. During this period, the
industry saw a sharp downturn due to the
events of 9/11, followed by a gradual
recovery beginning in 2003, then a boom
in 2006 and 2007.

From 2004 through 2007, the hotel
industry saw a swell of activity in both
renovation and new construction, and with
that increased activity came an increase in
costs. Construction labor was expensive
and hard to come by due to the number of
projects underway. Energy costs were also
on the rise, due to increased consumption,
declining supply and natural disasters like

Hurricane Katrina in 2005. Competition
from overseas forced the prices of raw
materials to soar. Prices for both steel and
drywall rose 20 percent per year from
2004 to 2006, according to the AGC
(Associated General Contractors of
America). Due to material cost increases,
inflation and labor costs, the average cost
of hotel construction rose approximately
nine percent in 2004, 10 percent in 2005
and seven percent in 2006, according to
RSMeans, a construction cost information
firm. 

Although green design was receiving a lot
of press, for most hotel owners,
sustainable design initiatives were not
economically feasible. Building green was
viewed as an unwelcome addition of time
and cost and a compromise of design
because of limited material selections.
Since many owners were renovating
properties with the intention of selling
again within a few years' time, the long-
run savings incurred from green building
practices weren't incentive enough to sell
sustainable design. In the active market of
2005-2007, in which properties turned
over frequently, building green just wasn't
attractive. 

Today's hotel industry is in a state of
recovery similar to the one that occurred
after 9/11. Construction projects were
down nearly 35 percent between
December 2007 and September 2009, and
projects in the pipeline were reduced 26
percent during the same timeframe,
according to Smith Travel Research.
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Capital expenditures are down due to a decline in RevPAR and the
capital markets. 

The upscale and luxury hotel sectors have been the hardest hit by
revenue decline due to the negative publicity surrounding luxury
spending in the recession. Consequently, luxury properties have
been less apt to spend money on renovations. Limited-service
properties, however, were the beneficiary of the cost-cutting trend
and have continued to renovate, as they did during the years from
2002 through 2007. The limited service and economy sectors have
kept closer to the normal renovation cycle during the economic
downturn.

The decline in construction projects has also affected the cost and
scheduling of construction. Projects that have been bid and
constructed during this time have shown that construction costs
were down 15 to 20 percent in the last quarter of 2009. Many
projects are currently being bid by contractors and subcontractors
at cost or even below, but this trend can't continue for too long.
Labor prices are decreasing in non-union markets due to surplus
supply. The South and Midwest are currently the hardest hit and
are seeing the greatest reductions in labor costs. While the current
trends have benefits on the cost side, scheduling of renovations
can be tricky due to material lead times. 

Manufacturers of construction materials are drawing down
inventories, so lead times have been increasing significantly. For
FF&E, lead times are slightly increased due to slow recovery of
the factory workforce. 

According to many industry experts, the expectation is projects
will return in the second half of this year, with an overload in 2012
similar to what happened during the post-9/11 recovery. This
could also mean sustainable design projects have a promising
future. While sustainable design was a burden that many owners
could not afford to bear during the last decade, owners now seem
to understand the value and importance of incorporating it into
their projects. Over the past 10 years, more and more
manufacturers have created eco-friendly products. This has made
selection less of an issue and allows designers to fully express
their creativity while creating a sustainable product. As
jurisdictions begin to require sustainable design as part of their
permitting processes, incorporating sustainable practices, and
even seeking LEED certification, will evolve from a decision of
conscience to a practical necessity. 

As the market continues to stabilize and construction costs seem
to fluctuate, a useful tool for any owner planning a hotel
renovation is an area-by-area guide to replacement costs for hotel
systems and FF&E. In 2009, a comprehensive Hotel Cost
Estimating Guide was established by Jonathan Nehmer +
Associates and HVScompass to provide rule-of-thumb ranges of
costs for various levels of renovation in five hotel tiers: economy,

extended stay, midscale, upscale and upper upscale. These ranges
assist hoteliers with making informed decisions on capital
expenditures for hotels with which they are working. Due to the
changing circumstances, these numbers are updated yearly to
provide the most up-to-date information on the current trends. 

Understanding the historical trends in hotel capital expenditures,
using the post-9/11 recovery as a guideline, and utilizing all
available resources in planning can make a hotel renovation
possible, even when capital is tight. Experts from all sectors of the
hospitality industry are urging owners to renovate while
construction costs are low, and with good reason: A renovation
while the cycle is down can position your property ahead of the
competition and help your property become a leader in the
recovery.

Note: This article was made possible with the help of
Jonathan Nehmer and Scott Rosenberg of Nehmer +
Associates and Laura Kelly of HVScompass. If you have
any questions on your hotel's capital improvements and
want to talk with an expert in hotel design and
construction, drop Steve Rushmore an e-mail at
srushmore@hvs.com.



Occupancy Rate Average Room RevPAR Room Room
May 2010 Number (%) Rates (in $CAD) (in $CAD) Supply Demand

of Rooms 2010 2009 2010 2009 2010 2009 % chg % chg

Montreal 15,886 68.7% 58.9% $131.14 $128.54 $90.09 $75.71 0.0% 16.5%
Toronto 28,921 70.4% 63.3% $132.03 $129.71 $92.95 $82.11 -0.5% 10.7%
Vancouver 17,736 71.6% 67.9% $147.97 $145.36 $105.95 $98.70 4.2% 9.9%

Provinces
Alberta 34,117 56.7% 58.8% $132.22 $136.14 $74.97 $80.05 2.3% -1.3%
British Columbia 33,003 62.7% 61.8% $136.29 $134.88 $85.45 $83.36 2.6% 4.2%
Manitoba 4,587 68.8% 65.8% $113.82 $106.21 $78.31 $69.89 0.3% 4.8%
New Brunswick 4,825 57.2% 54.1% $111.80 $112.27 $63.95 $60.74 0.0% 5.6%
Newfoundland 1,834 73.6% 72.5% $133.93 $129.43 $98.57 $93.84 0.0% 1.5%
Nova Scotia 5,843 62.3% 61.0% $119.48 $123.37 $74.44 $75.26 0.5% 2.8%
Northwest Territories 325 45.8% 48.2% $146.02 $146.18 $66.88 $70.46 0.0% -5.0%
Ontario 79,447 63.4% 60.0% $121.20 $121.70 $76.84 $73.02 0.7% 6.5%
Prince Edward Island 949 47.2% 54.7% $107.39 $116.31 $50.69 $63.62 0.0% -13.6%
Quebec 26,356 64.0% 57.9% $129.84 $128.30 $83.10 $74.29 0.2% 10.8%
Saskatchewan 6,560 68.6% 67.0% $118.91 $115.09 $81.57 $77.11 1.6% 4.0%
Yukon Territory 866 44.6% 39.1% $103.58 $101.22 $46.20 $39.58 0.0% 14.1%
Canada 198,712 62.3% 60.0% $126.16 $126.35 $78.60 $75.81 1.2% 4.9%
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Occupancy Rate Average Room RevPAR Room Room
May 2010 Number (%) Rates (in $CAD) (in $CAD) Supply Demand

Year-To-Date of Rooms 2010 2009 2010 2009 2010 2009 % chg % chg

Montreal Area 15,886 54.8% 52.7% $123.41 $124.33 $67.63 $65.52 0.9% 5.0%
Toronto Downtown 28,921 63.6% 58.1% $130.83 $130.78 $83.21 $75.98 0.1% 9.6%
Vancouver Downtown 17,736 65.6% 60.3% $162.30 $130.36 $106.47 $78.61 4.3% 13.5%

Provinces
Alberta 34,117 54.4% 57.7% $128.95 $133.09 $70.15 $76.79 2.5% -3.3%
British Columbia 33,003 58.2% 56.3% $153.93 $130.56 $89.59 $73.51 2.3% 5.7%
Manitoba 4,587 62.1% 62.6% $109.24 $105.62 $67.84 $66.12 0.3% -0.6%
New Brunswick 4,825 49.1% 48.7% $107.68 $108.78 $52.87 $52.98 0.0% 1.0%
Newfoundland 1,834 61.7% 57.5% $120.46 $116.53 $74.32 $67.00 0.0% 7.5%
Nova Scotia 5,843 53.6% 53.5% $111.88 $112.31 $59.97 $60.09 1.3% 1.4%
Northwest Territories 325 54.4% 52.8% $143.75 $146.56 $78.20 $77.38 0.0% 3.1%
Ontario 79,447 55.0% 53.3% $119.02 $120.49 $65.46 $64.22 1.1% 4.2%
Prince Edward Island 949 38.4% 41.1% $92.59 $97.61 $35.55 $40.12 0.0% -6.7%
Quebec 26,356 54.1% 51.9% $123.62 $124.25 $66.88 $64.49 0.5% 4.7%
Saskatchewan 6,560 66.4% 66.7% $118.29 $114.97 $78.54 $76.68 2.1% 1.8%
Yukon Territory 866 54.9% 49.1% $96.75 $97.06 $53.12 $47.66 0.3% 12.1%
Canada 198,712 55.7% 54.9% $126.57 $123.62 $70.50 $67.87 1.4% 2.7%

STR and HVS are pleased to provide you with this month's issue of the Canadian Lodging Outlook. Each report includes occupancy
(Occ), average daily rate (ADR), and revenue per available room (RevPAR) for three major markets and the Provinces. 

If you would like a detailed hotel performance data for all of Canada, STR offers their Canadian Hotel Review. The Canadian Hotel
Review is available by annual subscription which includes both monthly and weekly issues. Each monthly issue of the Canadian Hotel
Review also includes an analysis provided by HVS. Please contact Erin Hannigan, Canada Sales Executive, at erin@str.com
or 615-824-8664 ext. 3313. You may also contact any of their other sales executives at info@str.com or 615-824-8664 ext. 3504.



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@hvs.com
Web Site: http://www.hvs.com
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HVS is the leading consulting and
appraisal firm specializing solely in the
hospitality industry. HVS personnel
have university degrees in Hotel
Administration, or actual hotel work

experience, and are taking further courses of study to obtain
recognized real estate designations. 

OFFICES:

VANCOUVER: Suite 400 - 145 West 17th Street
North Vancouver, BC V7M 3G4
Phone: (604) 988-9743
FAX:    (604) 988-4625 

TORONTO: 6 Victoria Street, Toronto, ON M5E 1L4
Phone: (416) 686-2260
FAX:    (416) 686-2264

For a complete list of consulting and valuation offices click here.

STR provides information and analysis to all major
Canadian and U.S. hotel chains. Individual hotels,
management companies, appraisers, consultants,
investors, lenders and other lodging industry analysts also
rely on STR data for the accuracy they require. With the
most comprehensive database of hotel performance
information ever compiled. STR has developed a variety
of products and services to meet the needs of industry
leaders.

OFFICE: 

735 E. Main Street
Hendersonville, TN 37075 
Phone: (615) 824-8664




