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A tale of two cycles

We are at a capital markets
peak but not a trading
recovery peak in Western
Europe, according to Mark
Wynne Smith, European CEO
of Jones Lang LaSalle Hotels.

The odds are stacked in favour of a wobble
rather than a crash, he argued even though
the effects of the liquidity reduction are likely
to be felt in the capital markets for at least
six months.

If this analysis is right, it is a strong
counterpoint to the last cycle. The purchase
of Le Meridien, the high water mark of that
period of purchasing activity, occurred just a
month before the September 11 attacks and
the subsequent sharp downturn in trade.

Despite the high profile of private equity,
Wynne Smith’s presentation at the Euromoney
Seminars’ 7th Annual European Hotel Finance
& Investment Summit in September, showed
that in 2001, private equity had a bigger share
of all deals with more than half compared
to 40% last year and less than 20% in the
year-to-date.

The sanguine analysis of the credit crunch
was shared by Tim Helliwell, head of hotel
finance at Barclays. “The key message is:
‘Relax, we're all OK.”

Bank of America’s Marco Rosenbaum said
that if “you’ve kept your powder dry” then
there were opportunities. “Hotels are being
recognised as an asset class. This means that
if you have people exiting the market then
you will have buyers,” he said.

More concerned was Peter Anscomb from
Royal Bank of Scotland. “Leverage is through
the roof and supply could have implications in
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a couple of years because of lending on
development,” he said.

The hotel sector as a whole will continue to
be attractive, reckoned Peter Procopis, finance
director at Dawnay Shore. “Where portfolios
are of poor quality and overleveraged they have
failed in the past and will fail again,” he said.

Procopis urged everybody to hold their nerve
about the credit crunch. “We are weeks into
this, rather than months. It is not a question
of putting pens down and not doing anything.”

Dillip Rajakarier from Minor International
gave an Asian perspective. He related that
a $600m deal Minor was involved with had
collapsed as a result of the credit crunch.

But there had been no problems for Minor
in raising construction finance.

HA Perspective: How far and how badly the
current contagion in the credit markets will
spread into the wider economy is still muddied.
Much will depend on the intervention of central
banks to prevent an economic downturn.

But it is clear that borrowing costs are
currently rising as banks charge more for
lending money between themselves and
are now passing this cost on to customers.

The rising cost of borrowing plus more
stringent loan conditions is making things
tight for some deals.

Others, however, are being tucked away.
Meridia Capital Hospitality has made its first
purchase as a fund, spending US$86m on the
Ritz-Carlton and the Crowne Plaza in Santiago.

And Ireland’s Prem Group has spent  65m
buying nine hotels in Belgium and France. This
follows the  48m acquisition of four hotels in
Belgium a year ago.

It might just be that the deal market has
cooled in sufficient time to allow for a soft
landing as the strong trading growth of the
last few years tails-off.
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international executive search consultants
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Blackstone’s debt dance

Commentary
by Andrew
Sangster

Difficult debt markets

means Blackstone is set for a
tortuous ride prior to the end
of year closing of the $26bn
acquisition of Hilton.

The deal has been struck at $47.50 per share
but Hilton’s share price is sticking below this,
reflecting concerns in some quarters that it

is no certainty that the deal will complete.

Growing nervousness about debt default
in some private equity deals has made it all
but impossible to farm out the lending in
recent deals across all industry sectors and
it has caused some high profile transactions
to be pulled.

Given that Blackstone has undertakings
from a consortium of investment banks to
stump up 80% of the deal value or $21hn,
whichever is smaller, it seems highly unlikely
that Blackstone will not consummate.

The debt commitment letter has been
signed by Bank of America, Bear Stearns,
Deutsche Bank, Goldman Sachs and Morgan
Stanley. Normally, these lenders would in turn
syndicate out the loan but if current market
conditions continue, then they will be left
playing banker for real.

The current market reality is not one where
debt providers have simply shut-up shop. Rather
borrowers are being asked sterner questions
and usually charged a little more than they
would have been just a few months ago.

In some cases, this has been enough
for the borrowing private equity fund to walk
away. A few basis points increase on debt
cost can easily make a deal unprofitable. This
does not, at the moment, look to be the case
with Hilton and Blackstone. In any case, the
deal agreement has no financing condition
to allow Blackstone to walk away, it is not
impossible, albeit unlikely, that that is exactly
what does happen.

The SEC filing about the deal made on
July 27th outlined the terms of the financing
arrangement. It reiterated that Blackstone
would receive a $560m break fee if the deal
folds, with Hilton entitled to $660m if
Blackstone walks away in certain circumstances.

Also noteworthy was the $137m pay day

that Hilton CEO Steve Bollenbach will receive
when the deal completes.

This sum comprises $74.5m for options,
$13.3m for his performance shares, $2.2m
for restricted stock, $2m bonus, $34.7m for
vested awards and $10.5m for severance pay.

Bollenbach is severing his relationship with
Hilton at the year-end but the company has
agreed to supply him with an office, an
assistant and access to the corporate jet.

The payment to Bollenbach dwarfs the
fees being paid to Hilton’s financial adviser,
UBS. Provided the deal completes, UBS are
set to receive $33.6m with just $2m being
paid out otherwise.

The filing also detailed the chronology
of the Blackstone bid. The first approach
was made by an unnamed rival to Blackstone,
believed to be Starwood Capital, in June last
year, offering a deal in the low $30s per share.

A formal meeting with Blackstone’s
Jonathan Gray took place in August and an
offer in the high $30s was suggested but
Hilton wanted something in the $40s.

Due diligence was undertaken in September
but Blackstone decided not to proceed by
early October. Communication continued
intermittently until in May, Gray said that a
deal in the $40s might be possible and talks
began again in earnest.

Blackstone said it would offer $47.50
per share on June 24, with an extra 50 cents
being offered (worth $200m) if the debt
markets improved. Draft documentation was
distributed to Blackstone on June 27. Hilton’s
board approved the deal on July 3.

The appeal of Hilton
was made clear by
EBITDA projections

prepared by UBS...
by 2012 profits will
have leapt to $2.9bn.

The appeal of Hilton was made clear by
EBITDA projections prepared by UBS. These
show that the company profits will be $1.6bn
in 2007 and $1.8bn in 2008. But by 2012 this
will have leapt to $2.9bn. This level of cash
flow is clearly capable of supporting substantial
debt, assuming trading pans out as expected.

During the second quarter, Hilton’s net
profit was up 15% to $165m. Fees were up
16% to $201m and comparable system-wide
revpar was up 8.9%. Owned hotels in North
America showed a 9.8% increase in revpar.
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Still buyers despite debt crisis

The turmoil in the credit markets has derailed
a number of hotel deals in the past month but
fears of a “buyers’ strike” have so far prove
unfounded.

Large portfolio transactions which require
large amounts of debt to be syndicated have
been the main casualties so far.

In fact, the only type of buyers that have
markedly reduced interest is private equity.
And PE was becoming increasingly cautious
in any case.

According to Jones Lang LaSalle Hotels,
the first-half of this year saw 9.3bn of deals
in Europe with private equity taking a 23%
share. Last year, PE’s share was 43%.

JLL found in its Hotel Investment Highlights
that high net worth individuals and institutional
investors are replacing PE buyers. HNWIs
accounted for a bigger share of deals in the
first-half than PE, while institutions raised
their share from 5% to 17%.

PE has been exiting at a faster rate. PE sold
eight times more hotels in the first half this
year than last year, and accounted for a third
of all hotels being sold. Corporates remained
the big sellers, representing half of all sales.

While big PE deals have all but been frozen
out, smaller transactions are still going
through. Given that most deals in the hotel
sector, even portfolio ones, fit the small to
medium size categorisation, the situation
is at present a long way from a crisis.

There has been a risk adjustment —
arguably this was much needed — that has
seen the price of debt go up by as much as
100 basis points for these smaller PE deals.
And more equity is being required. But PE
deals are still possible at the smaller end
of the market.

With more expensive debt and higher
proportions of equity required, a lowering
of prices can be expected. But so far, the
repricing is looking muted.

The best hotel assets are going to continue
to obtain keen prices. The buyers that remain
in the market are more strategic and more
focused on obtaining the right assets than
picking-up a mixed portfolio of properties.

The robustness of prices will rapidly change
if the contagion in the credit markets spreads
and slows down the overall economy, hitting
hotel trading performance. At this point,

nobody is certain about how deep the current
malaise is or how long it will last.

For the big deals, postponements of the
debt syndication seem the order of the day in
most cases. A racy bid for a major hotel player
looks unlikely given that banks are struggling
to offload the debt they are already
committed to.

The amount of buyout debt that is seeking
a home is put at between $130bn and $225bn,
across all industries in the US. And it is
estimated that it will be well into the fourth
quarter of this year before there is any hope
of clearing the backlog.

The most high profile of the current major
hotel transactions is Hilton and this looks set
to be tucked-away pretty much as planned.

The banks involved — Bear Stearns, Bank
of America, Deutsche, Goldman Sachs,
Morgan Stanley, Lehman Brothers and Merrill
Lynch — are picking-up 80% of the debt —
some $21bn —and seem content for the time
being to sit on Hilton’s paper.

The split of the holding is even with the
exception of Bear Stearns which has a slightly
bigger share.

Starwood sticks with
consumer orientation

Starwood Hotels has stuck with the consumer
goods sector for its new CEO. The 46-year old
Frits van Paasschen had previously been running
the largest division of Molson Coors Brewing.

Prior to joining Coors in 2005, van
Paasschen had spent seven years at
sportswear brand Nike, including a stint
running the EMEA operation.

It is this experience with consumer lifestyle
companies that has most excited Starwood as
it strives to distinguish itself through its brands.
Starwood sees itself as more of a lifestyle
company than a hotel company.

It has taken five months to hire van
Paasschen but he takes up his post on
September 24. At that point interim CEO
Bruce Duncan will resume his role as non-
executive chairman.

Unlike with Steve Heyer, who was ousted
in April after losing the confidence of the
board due in part to what was deemed
inappropriate relationships, van Paasschen
will be relocating to White Plains. Heyer had
maintained a satellite office in Atlanta.

According to press reports, the losing
finalists in the search included former Gap

clothing chain CEO Paul Pressler and the
ex-head of Pepsi Bottling Group John Cahill.

The hiring of a new CEO has convinced
most observers that the threat of a private
equity buyout has now receded, though
in reality, the funding difficulties due to the
credit market turmoil make a move in the
short-term highly unlikely.

The appointment was also well received
due to the EMEA experience of van Paasschen
while at Nike. His posts earlier than this also
gave some confidence, including two years at
Disney. His early business career also included
eight years as a management consultant at
McKinsey & Co and Boston Consulting.

e Millennium & Copthorne has shed its CEO,
Peter Papadimitropoulus (Mr Papas), after just
five months. No reason was officially given
other than to state that the decision was

by mutual consent.

Chairman Kwek Leng Beng was reported
as stating that “we have a different style of
management and leadership” but no further
details were disclosed.

M&C has now gone through three CEOs
in the last three years, perhaps reflecting just
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how tough it is working for a man, Kwek,
who is the effective owner of the company.

What it also implies is that there is unlikely
to be any radical change in direction at M&C,
with it remaining firmly wedded to the owner-
operator model.

The company is essential a hotel property
play with a small operating business attached.
The success of CDL Hospitality Trusts, the
Singapore REIT that owns three of M&C’s
hotels in that city state, might encourage
further exploration of the REIT model but
nothing was revealed as second quarter
results were announced recently.

M&C reported group revpar up 9.3% and
pre-tax profit up 44.4% to £35.1m. London,
New York and Singapore were the strongest
markets. The first four weeks of the third
quarter showed revpar up 7.6%.
< InterContinental has appointed Peter
Gowers, currently chief marketing officer, as
the replacement for Patrick Imbardelli as chief
executive of the Asia Pacific region.

At the same time, it was announced that
Kirk Kinsell, currently chief development officer
for the Americas, will be president of EMEA.
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Whitbread shrugs off takeover talk

Despite its share price jumping 7% on a single
day in July, Whitbread is confident that it can
see off any predators, implying that it is now
too expensive for a private equity bid.

Chief executive Alan Parker has mounted
a robust defence of the company in the face
of persistent bid speculation and has declared
that the company can no longer be acquired
“‘on the cheap™

The main attraction for private equity is the
property behind the near 500-strong Premier
Inn chain. But after more than two years of
speculation, no bid has been forthcoming and
in that time Whitbread’s share price has
quadrupled.

Starwood Capital is the usual favourite
put forward but, as a significant shareholder,
takeover rules mean that the owner of Louvre
would have had to declare its hand.

A bid by Starwood makes more sense than
most because not only is it seeking the asset
backing but it would have the opportunity to
link Premier Inn to its French budget hotels.

But the reality of limited service properties,
where domestic guests usually account for
90% or more of business, means that there
are comparatively few synergies to be had.

And Parker’s point about the recent
strength of Whitbread’s share price —along
with market weaknesses — is probably enough

to ward off anyone looking to make a quick
turn by splitting out the property.

The real appeal of Whitbread is that it is,
just about, a pure-play budget operator.
According to figures from the Budget Hotels
2007 UK guide, produced by TRI Hospitality
and BDRC, Whitbread dominates the UK
budget segment with a 38.2% market share
thanks to 32,762 rooms at 488 hotels.

The nearest competitor — at April 2007 —
was Travelodge with 19,335 rooms at 304
hotels giving it a 22.6% market share. Express
was the only other brand to have a double
digit market share at 12.9% with 11,078
rooms at 108 hotels.

For the first time, the budget hotel sector
in the UK broke through the £1bn revenue
barrier, achieving £1.062bn in 2006, up 13%
on the £940m achieved in 2005.

But the budget sector is beginning to behave
like the more established full-service segment,
according to the report. Occupancies at
budget hotels were just 2.9 percentage points
above the average for full-service hotels.

This should play into the hands of the
market leaders. Whitbread’s dominant position
in the segment should enable to have real
pricing power as the market matures. The
advantages of private equity, such as ability
to have a higher leverage or the opportunity

to restructure outside of public scrutiny, are
not particularly helpful in taking Whitbread
further forward.

Separately, in late August, Whitbread
postponed plans to securitise part of its property
portfolio in a move that would have raised up
to £600m.

But despite this news, investors welcomed
the trading update and marked the shares up.

Sentiment was certainly helped by robust
trading, with Premier Inn once again the star
performer with a rise of 11.0% in sales on
a like-for-like basis for the 24 weeks to
August 16th.

Restaurants was up 2.0% and Costa
was up 7.2%. But it was Premier Inn, where
occupancy was 82.1%, up 1.3 points, that
enabled continuing Whitbread to record
a 6.6% increase in like-for-likes.

CEO Alan Parker alluded to wider overseas
ambitions for Premier Inn, pointing to the hiring
of Reas Kondraschow as group development
director and Aly Shariff, the managing director
for the JV in India.

Despite the problems in the debt markets,
Whitbread is still intent on gearing up and rather
than the bond issue, it is to buy back shares. Its
maximum allowance under current shareholder
authority is to buy up to 10% which is about
£300m worth at recent share prices.

Dolce International refinanced

Dolce International, which claims to be the
world’s leading conference centre chain with
26 properties in North America and Europe,
has recapitalised to enable a faster expansion.
Broadreach Capital Partners, the US private
equity firm that digested executives from
Maritz, Wolff & Co in 2006, has bought out
Dolce’s existing backers AEW and Soros Real
Estate Investors.

No figures were disclosed save that the
stake sold was 85% with the other 15%

remaining in the hands of management.

With Broadreach, however, Dolce believes
it has a backer to help quicken its lacklustre
rate of expansion over the last few years.

Philip Maritz, managing director of
Broadreach and co-founder of Maritz, Wolff,
said that hitherto the conference centre
market has been overlooked by investors.

This is probably not a perspective shared
by Permira who earlier this year paid a punchy
£32.5m, a sub 2% yield, to buy the St David’s

Hotel & Spa in Cardiff to add to its Principal
Hotel chain.

And in May it announced the acquisition
of the Hayley Conference Centre chain for
£358m. These nine sites are being added to
Principal’s existing eight-strong hotel portfolio
to create a 17-strong chain focused on the
meetings market.

The newly refinanced Dolce could now be
a serious contender for the former Initial Style
chain, currently badged as De Vere Venues.

Sol shows NAV discount still huge

While the crunch in the debt markets has
weakened the appetite for hotel property
among private equity buyers, there is no
immediate sign that stock market investors
are willing to reappraise things.

Sol Melia highlighted the issue in July
with the publication of a valuation report that
showed the discount to net asset value of its
shares was almost 40%.

The report, conducted by CB Richard Ellis
and American Appraisal, was an assertive
exercise, demonstrating that much of the
value of the company remains obscured.

The owned hotel portfolio was valued at

4.452bn with a further  908m put on the
leased, managed and franchised hotels.

Perhaps more controversially, the valuation
report also ascribed 1.26bn to Sol’s brands.

The figures came ahead of Sol’s half-year
numbers, which are expected to reflect the
same buoyancy as shown by NH Hoteles,
its main Spanish rival.

NH showed a doubling of net income
to 40.5mand EBITDAup 70%to 142.3m,
thanks to the inclusion of Italian chain Jolly,
the purchase of which was concluded earlier
this year, into the results.
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Accor rumours typify market

The turbulent times for the hotel industry
were illustrated well over the summer at Accor,
which has been subject to speculation that

it is both a target and acquirer.

The would-be buyer was the inevitable
private equity firm, this time KKR, while the
potential target was touted as Whitbread,

a suggestion flatly denied by Accor.

Accor had been the world’s largest
hotel company by enterprise value until
Blackstone’s bid for Hilton which dramatically
lifted the latter’s valuation given the 40%
premium offered.

It remains a substantial holder of hotel
property — about half of its portfolio is either
owned or on a fixed lease — although it has
sold down 2.4bn since 2005 and has a
further 2.8bn likely to go over the next
couple of years. Unlike the other members
of the big five (Marriott, Hilton, Starwood
and InterContinental) its main exposure is to
European markets rather than North America.
The fact that Europe significantly lags North
America in terms of the business cycle means
there is more left of the current upswing.

The 10.28% holding by Colony Capital,
along with its two seats on the board, makes
an approach by a rival private equity firm
unlikely. Colony’s stake increased thanks
to its exercising of a convertible bond earlier
this month.

Meanwhile, Whitbread, having thrown-off
persistent speculation about a hid by Starwood
Capital, still remains the subject of takeover
gossip. Part of the reason is the attractive

nature of its asset-backing — it owns almost
all of the properties in Premier Inn. But also,
Whitbread is now focused on Premier Inn,
a business that has consistently delivered
double digit returns over the last few years.

It is a strange irony that management’s
success in shedding weaker businesses and
bringing more focus has done little to slacken
takeover talk.

Accor’s half-year sales figures showed
a solid 8.8% growth, confirming Marriott’s
numbers that showed while North American
revpar was slowing, Europe’s is continuing
to gather pace.

Most noticeable for Accor were the 7.7%
hike at economy hotels in Europe and a 6.2%
drop at economy hotels in the US.

The US figures looked particularly stark
due to the weak dollar. On a like-for-like basis,
economy hotels in the US were up 1.9%.

The strong figures helped fuel takeover
speculation around Accor but there was nothing
of substance that came to light. The 10.3%
stake held by Colony Capital means that it is
in the driving seat if any move is to be made.

Accor net profit more than doubled in
the first half as receipts from the sale of hotel
property and its travel agency boosted the
figures.

But more importantly operating profit
was up 34% to  379m giving the company
the confidence to announce a 500m share
buy-back.

The company appeared to be in bullish
mood as it updated investors on its strategic

plan. There were five key parts to this:
expansion of the hotels business; the launch
of three hotel brands; further divestments of
non-strategic businesses; more property
disposals; and optimising the balance sheet.

During the first half, 13,825 rooms were
opened, which is on course for the 200,000
to be opened in the period 2006 to 2010. The
pipeline stood at 83,000 at the end of August.

The brand launches include the repositioning
of Sofitel to take place in October; the revival
of the Pullman name to create a new upscale
brand; and the launch of the All Seasons
economy brand for non-standardised hotels.

The All Seasons name is to appear on 14
existing hotels by June 2008 and so far 31
franchise deals have been struck. The potential
is for 10,000 rooms by 2010, including
rebranding existing Accor hotels and new
franchise contracts.

Among the business disposals was
August’s  135m sale of an Italian contract
caterer, expected to complete by October.

Since 2005 to the end of June this year,
Accor has realised more than  3.2bn via the
sale of 459 hotels. Another  1.9bn is to be
raised by the sale of 350 hotels by the end of
next year and another 550 hotels will also see
their current ownership structure revisited by
the end of 2009.

The company refinanced its debt with
anew 2bn line of credit in July. It is to buy
back 500m following buybacks of 500m
in 2006 and  700m in the first eight months
of this year.

Marriott figures dampen bid chatter

The mixed second quarter results from
Marriott International, usually viewed as the
bellwether of the US hotel industry, ought to
give further pause to the rampant private
equity buying spree.

Difficult financing conditions are now
joined by clear signs that the runaway sales
growth of the last three years is slowing.

Marriott’s numbers were by no means poor:
the standout was probably fees in the quarter
to June 15. Base management and franchise
fees were up 10% to $249m and incentive
management fees were up 51% to $116m.

But the market had been expecting a
better revpar performance and the company’s
share price slid 3%.

During the conference call to discuss the
results, CFO Arne Sorenson said that the biggest
factor affecting future revpar performance was
the economy — and he saw no reason why

steady demand growth should not continue.

The key word here is steady: after putting
in double digit or close to double digit revpar
increases since the cycle bottomed, Sorenson
said that tougher comparisons meant future
increases would be more subdued.

Even so, the latter part of this year should
see a slight pick-up in revpar numbers as the
growth rates slowed midway through 2006,
making the comparisons less challenging.

The supply environment looks healthy,
at least for full-service hotels as these take
longer to build than limited service properties.
“We think we have a good number of years
where the supply threat is not relevant,”
said Sorenson.

Fees from outside North America currently
account for about 20% of the total. But this
is expected to increase to at least 25%, and
possibly more, in the “near-term”

The quarter saw 6,976 rooms opened and
3,158 leaving the system. At June 15, Marriott
had 521,240 rooms. The year is expected to
see 30,000 rooms added and 11,000 leave.
For the full-year 2007, revpar is expected to
increase by between 6% and 7% with house
profit margins rising by 150 to 200 basis points.

Sorenson refused to speculate on any
issues relating to a possible buyout other than
to mention that Marriott had been anticipating
a move on a major hotel company by private
equity for the past five or six quarters.

While not mentioning Hilton specifically,
Sorenson said that a swoop on rivals by
private equity would leave Marriott better
placed in terms of attractiveness of product
and providing guests with good service. “We
feel good about the lead that we have today
and about that lead continuing to expand in
the face of [such] transactions,” he added.
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TUI set for hotel property shuffle

TUI, the German travel giant that is one of the
biggest hotel owners and operators in Europe,
looks set to have its hotel property ownership
shuffled following the completion of the
merger with rival tour operator First Choice.

Much or all of the stock of 279 resort
hotels is tipped to end up in the clutches of
RIU, the privately held Spanish chain.

TUI's hotels are not being injected into the
First Choice merger and will join the company’s
shipping operations in the rump left behind
after completion of the deal which is
scheduled for September 3.

The properties are mostly held in joint
venture structures in which TUI has a direct
or indirect majority interest. The higgest
single chain is RIU with 109 hotels and
75,000 rooms.

This is almost as big as all the other TUI
chains put together. These include Iberotel,
Grupotel, Robinson and Grecotel.

While TUI holds a stake in RIU, via a joint
venture struck in 1993, RIU’s chairwoman,
Carmen Riu Guell, the third generation of the
founding family, holds a 5.1% stake in TUI AG,
the overall parent group.

Another shareholder likely to be at the
table during any hotel sell-off is Abel Matutes,
a former foreign minister of Spain and chairman
of Fiesta Hotels, a nearly 40-strong chain.
Matutes holds 2.4% of TUI AG.

According to TUI’s annual report its 279
hotels had a total of 165,000 rooms. This
makes it the sixth biggest hotelier in Europe,
according to rankings published by MKG
Consulting (excluding Best Western, which

is a consortium rather than a formal chain,
TUI is the fifth biggest).

Of the hotels, 44% were directly owned
by the respective hotel company, 11% were
leased and 45% were operated in the
framework of management or franchise
agreements. The focus for the enlarged
combine of TUI Travel and Airtours is away
from owning hotels with the rooms instead
contracted both from TUI AG and other
providers. The enlarged group will, however,
continue to own aircraft and is a launch
customer for Boeing’s new 787 Dreamliner.

The main accommodation business within
the enlarged group — aside from booking its
package customers bedspace — will be online
destination services which will comprise
brands such as laterooms.com and hotelopia.

Barcelo leases DSH portfolio

The Hotel Corporation, the 49.9% owner of
Dawnay Shore Hotels, is on course to become
the biggest publicly traded owner of UK hotels
following its lease deal with Spanish chain
Barcelo.

The 20 Paramount hotels are valued at
£556.25m in the transaction which sees
Barcelo take on 45-year leases.

Privately-owned Barcelo currently operates
more than 130 hotels in 14 countries and was
—according to investment bank Shore Capital,
one of the backers of the Hotel Corporation —
keen to enter the UK.

Shore Capital created Dawnay Shore
Hotels three years ago with investment
adviser Dawnay, Day via the purchase of

13 Paramount hotels from private equity
firm Alchemy Partners. The portfolio was
subsequently expanded.

DSH has been formally mulling an exit of
its investment for almost a year, announcing
last November that it was conducting a
strategic review.

Its solution will see it secure a fixed rent
for the first three years with an EBITDA link
thereafter. Barcelo has also accepted full
repairing and insurance conditions.

DSH has retained the reversionary property
interests in the hotels as it wants to take
advantage of the 316 rooms and 1,581 sq m of
conference space that have planning permission.
Further permissions are being sought.

Following completion of the deal, DSH will
seek to increase leverage and hand cash back
to shareholders, up to £2 per share.

“Shareholders will be able to crystallise the
benefits of their investment whilst continuing
to benefit from significant real estate
potential,” said Howard Shore, Shore Capital’s
chairman and a DSH director.

A rebranding exercise is likely. More
acquisitions by DSH are to be targeted with
the strategic alliance with Barcelo playing
a key role, according to the company.

“We have laid the foundations for DSH to
grow into a major owner of hotel property,”
said Peter Klimt, Dawnay, Day’s chief
executive and a DSH director.

B&B splits-off property

Eurazeo, the owner of French budget chain
B&B Hotels, has sold 159 hotel properties
to its own property division for  471m.

The investment company’s move is an
attempt to crystallize value in the chain via
an op-co and prop-co split.

The 89% owned ANF bought the prop-co
almost two years to the week since the
completion of the  380m acquisition of the then
111 hotels by Eurazeo. Last year, B&B bought
the 57-strong Villages chain, consolidating its
position as the third biggest budget operator

in France after Accor and Louvre Hotels.

Excluding the impact of the Villages
acquisition, B&B showed 15.5% sales growth
in the first quarter of this year. The latest deal
is being financed with about 50% debt,
according to reports.

Delek weighs options

Delek Real Estate, the Israeli property
company that is listed on London’s Alternative
Investment Market, is considering the options
for its £1.5bn worth of hotel property.

A spin-off of its hotel interests or the

creation of a hotel REIT are all possibilities
for its holdings which include stakes in 47
UK Marriotts and 16 UK Hiltons.

The company, together with Igal Ahouvi,
bought a Swiss retail portfolio at the end of

July for CHF1.5bn (US$1.3bn).

The total property portfolio of Delek is
worth about £3.5bn and includes the UK’s
National Car Parks, the Adidas HQ in Germany
and 73 petrol stations in Finland.
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Norgani bid battle rages on

An outfit created by Norwegian Property,

the original suitor of Norgani, has moved into
pole position to buy the chain with a NOK91
per share bid.

This trumps the NOK88.50 bid by
Aberdeen Property Investors and is markedly
ahead of the NOK82.50 that Norwegian
originally bid.

But the real intrigue lies with how the
Norwegian vehicle, Oslo Properties, has made
the move make sense. Scandic, which
contributes about 60% of Norgani’s rental
income, has agreed to increase its rents.

The shareholders of Oslo Properties include
Scandic’s backer, the private equity house EQT,
as well as Norwegian Property, the company
headed by former SAS executive Petter Jansen.

Aberdeen had itself linked to a rival hotel
owner for its bid. It had agreed to sell six
hotels to Home Properties, the Oslo-listed
chain controlled by Petter Stordalen. Home
has hotels operated by Scandic and Choice
Hotels Scandinavia, the latter a company
also chaired by Stordalen.

Aberdeen plans to launch a new fund,
Norgani Hotels Europe, which, once it has

bedded in the acquisition, it will take across
Europe for acquisitions.

Espen Klevmark, CEO of Aberdeen Property
Investors in Norway, said that buying Norgani
made sense due to the strong economic
growth forecasts for Scandinavia. Norgani’s
turnover linked leases gives Aberdeen
exposure to this economic growth.

“When we saw the competing bid we
knew there was an investment opportunity.
As we looked at Norgani we found more
and more comfort,” said Klevmark.

The acquisition would give Aberdeen
diversification and allow its institutional
investors access to a separate hotel fund.

The fund will only consider leased
properties which have the same type of risk
levels as offices. Expansion elsewhere in
Europe will be in 2008 at the earliest.

The board of Norgani has recommended
the Aberdeen bid. Unless Norwegian Property
raises its current NOK 82.50 bid to the NOK
88.50 level of Aberdeen’s, then Aberdeen
will have succeeded, most likely by the end
of this week.

Jan Petter Storetvedt, chairman of Norgani’s

board, told Hotel Analyst [prior to the later
raised offer from Oslo] that the Aberdeen offer
had the merit of offering a clear plan for the
future of Norgani, including for its staff and
organisational structure.

Aberdeen said that the current Norgani
team would be the core of Aberdeen’s new
dedicated hotel team.

The bidding war may yet have further to
run. Credit Suisse has bought 5% of Norgani’s
shares and the share price of Norgani has
risen above the latest offer price.

Aberdeen said it would consider raising its
offer, particularly given the deal with Scandic
which had “changed the deal economics”.

The Norwegian presentation on its bid
described Scandic as the “unrivalled Nordic
market leader” with an 18.5% share, with the
next nearest being Rica with 9.4%, Radisson
SAS with 8.9% and Quality with 8.4%.
Scandic is 58% of Norgani’s room count
with Choice being the next biggest at 21%.

Driving the interest in Norgani is the strong
growth in the Nordic market: in the year to
July 2007, revpar in Norway is up 13% and
up 10% in both Sweden and Finland.

Indian growth

The raising of $475m by Indian Hotels, the
owner of the Taj brand and budget Ginger
concept, is set to deliver further rapid growth
in the hotel stock of what will soon be the
world’s most populous nation.

While China has garnered the most interest
among hoteliers seeking to push into emerging
markets, the potential in India is nearly as great.

Indian Hotels is to use the cash it is raising

to fund growth: currently, seven Ginger hotels
are under construction and three upscale
properties. Acquisitions were also on the
agenda, said the company.

While there is rapid growth in room supply
in the country, the current shortage of hotel
rooms is set to continue at least into 2009,
according to estimates.

IHCL has plans to open 30 Ginger hotels

over the next two to three years and is pushing

overseas with its Taj brand. Its most recent

acquisition was the Campton Place in San

Francisco which was bought in April for $58m.
The other main domestic player in India

is East India Hotels, the owner of the Oberoi

brand. It also has a co-branding deal with

Hilton for its Trident hotels. It has a total

of 20 properties with around 3,000 rooms.

Host reports mixed Q2

Host Hotels has, along with its former sibling
Marriott International, suffered the least from
takeover speculation.

And, like Marriott it recently reported
mixed second quarter figures which were
at the bottom end of guidance.

The Host numbers, which showed revpar
up 6.7% — the guidance range had been
6.5% to 8.5% — come as no surprise given
that around half of its 121 hotels are run
by Marriott.

As an owner of 24 Starwood operated hotels,
the lower revpar numbers also signal that
Starwood’s own figures may not be too bullish.

The second quarter revpar figures from
Smith Travel Research showed an increase
of 5.7%. Both Marriott and Host were well
ahead of this but it is usual for the bigger
chains to outperform the market as a whole.

Full-year revpar guidance from Host was
trimmed by a percentage point at the top
of the range so that it is now 6.5% to 7.5%
rather than the previous 6.5% to 8.5%.

This declining rate of growth in trading
makes, when coupled with an increasingly
difficult financing market, a much more
difficult environment for private equity.

A recent report by credit rating agency

Standard & Poor’s said the secondary loan
market in the US had suffered the biggest
drop in pricing since the days following the
terrorist attacks on September 11.

This is causing some indigestion for private
equity firms as they try to put away loans for
recent deals on both sides of the Atlantic. For
example, the £9bn of financing to fund the
acquisition of pharmacy chain Alliance Boots
by KKR had its pricing postponed during July.

In the US alone, some $200bn of loans
were up for financing. Only the bravest private
equity firms will be promoting fresh deals
given current market conditions.
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Room growth matters at IHG

Room additions were almost as important
as revpar growth in building gross revenues
in InterContinental’s franchise business in
the first half of this year.

The figures show just how important
growing its pipeline is for the future of IHG
as a company.

August’s first-half results presentation
showed that 48% of gross revenue in
franchising came from room additions with
the rest made-up of revpar. A year earlier,
room additions were just 23% of the increase
in gross revenue.

With revpars globally beginning to grow
more slowly, on average, it is only by adding
more rooms that will ensure IHG maintains
its rate of growth.

The good news in the presentation was
that the company reckons it will exceed the
top-end of its 50,000 to 60,000 net new
rooms target for the end of 2008.

The goal was set 18 months ago and
in that time the company has added a net
26,000 rooms. But the momentum is
increasing and there is confidence that
the upper threshold will be breached.

CEO Andy Cosslett said it was important
“that the business remains focused” on the
target. It is currently opening a hotel a day
and signing two a day.

One slight hiccup has been a slight
lengthening in the time it takes between
signing and opening. Typically this is nine

quarters — just over two years — but growth
in China, where hotels are 400 rooms and
towers, means completion times are being
stretched a little. Outside of China, the
average room size is 150 or so.

The overall number of open rooms under
this brand in the Americas shrank 3% in the
first half to stand at 181,292.

But this quality management exercise is
helping to bring future owners into the fold,
claimed Cosslett. The brand is now being
managed in a “more assertive” fashion which
gives confidence to potential franchisees.

Later this year, there will be a major
announcement concerning the renewal of
the brand, added Cosslett. “Addressing the
Holiday Inn tail gives us a platform to take
the brand forward,” he said.

Exits from the system would remain high —
6,281 Holiday Inn rooms left in the Americas
in the first half — until at least 2009. Overall,
13,282 rooms exited and 20,713 were added.
This meant the net room growth across all
the brands in IHG’s system in the first half was
7,430 or 1.3%. The development pipeline at
the half-year was 187,487 rooms across
1,414 hotels.

The company chose to highlight the
growing momentum within the upscale
InterContinental brand with 16 signings
in the first half bringing the pipeline to 50.

Despite the success of building the
management contract business, just 20%

of revenues come from this source. And
even then, the nature of IHG’s management
contracts is significantly different to its main
rivals. They are much less operationally geared
with the bulk of the fees being flat base rather
than incentives.

Ownership is still significant with a total
of £858m of assets at net book value
including four flagship InterContinentals
(New York, London, Paris and Hong Kong)
valued at £669m.

So far this year £75m worth of hotels
and interests in hotels have been sold and
a further £64m worth is currently on the
market. The asset sales more than covered
the £40m in capital expenditure that included
£15m on refurbishing InterContinentals in
London and Hong Kong and £25m investment
spending on the forthcoming InterContinental
in San Francisco (IHG has a 19.9% stake),
inducements on 11 Holiday Inn conversions
and one InterContinental renewal, and the land
purchase for the first phase of an Indigo in San
Diego. “We will use our capital to support the
development of our brands,” said Cosslett.

Thanks to recent disposals, total operating
profit fell from £127m to £116m, with
franchising contributing £122m, managed
£42m and owned and leased £17m.
Continuing operating profit was up 5% or
17% at constant currency to account for the
slide in the dollar. Global constant currency
revpar was up 7.0%.

Menzies shows PE still has teeth

Menzies Hotels has bought eight Thistle
Hotels for £54m from Curzon Hotel Properties.
The hotels, placed on the market in April,
were part of the 28 bought by Curzon for
around £400m.

This purchase by Menzies, which is owned
by the Tchenguiz Family Trust, the investment
vehicle of Robert Tchenguiz, demonstrates
that private deals are still being crunched

where debt raising is more manageable.

Menzies was bought by Tchenguiz in
October last year and, with its latest buy,
it has 23 hotels, all in the UK. It plans to
spend £12m uprating the hotels.

“QOur existing hotels continue to enjoy
buoyant trading and we are confident that
these new hotels will provide the company
with a significant return on investment,”

said Menzies’ chief executive Tim Penter.
Meanwhile, Thistle said sales were up
26.5% to £196.1m for the year to June 30.
Occupancy in London was up from 77.2% to
79.6% and rate was £95.60 against £81.90
last year. Figures for the provinces were more
subdued, with occupancy up from 69.8%
to 71.1% and rate was £60.30 against
£58.10 previously.

MSREF buys Motel One stake

Morgan Stanley Real Estate has agreed terms
to buy a 35% stake in Motel One Management,
the German budget hotel brand.

The original investors in the chain, which
is currently 17-strong with 2,300 rooms, will
retain a 65% holding.

Dieter Muller, co-founder and CEO
of Motel One, said: “We’re certain that

in addition to their financial investment
Morgan Stanley’s specific real estate market
knowledge and network will be of great help
to Motel One in our continued strategic
development.”

John Carrafiell, global co-head of Morgan
Stanley Real Estate Investing, said: “We
believe that Motel One is very well positioned

to capitalise on the attractive opportunities
for the sector in both Germany and other
CEE city centres.”

Motel One said that it has signed contracts
to grow to 28 hotels with more than 5,000
rooms. A large number of the properties will
be owned by the company via its Motel One
Real Estate subsidiary.
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Smaller deals avoid credit crunch

The August announcements that the
Caledonian in Edinburgh and, separately,
the Eton Collection, have both been sold
demonstrates that the credit crunch has
so far only afflicted larger portfolio deals.

But the tricky debt markets are being
blamed for the pulling of the sale of 15 hotels
owned by Royal Bank of Scotland in what
would have been a much chunkier £1.1bn deal.

JJW Hotels & Resorts, the subsidiary of MBI
International, made a £70m swoop on the five
hotels in Eton. Milestone Capital Partners,
previously called European Acquisition Capital,
drove the deal by selling its 80% stake.

The founder and chief executive of Eton,
Peter Tyrie, is to head up the now 15-strong
JJW Luxury Collection. The existing JJW
properties include the Scotsman in Edinburgh,
42 The Calls in Leeds, Berners in London, the
Grand Hotel in Vienna, and Hotel Balzac and
Hotel de Vigny in Paris. JJW paid £63m in early
2006 for the three-strong Scotsman group.

At the time, JJW said these properties were
to be the basis for a new pan-Europe group
but they have continued to trade separately.

The challenge for Tyrie, a former executive

with Mandarin Oriental, is to bring a coherent
thread through his enlarged portfolio. Tyrie
said that the two groups were a perfect fit,

a point also made by Sheikh Mohamed Bin
Issa Al Jaber, founder, chairman and CEO

of JJW and MBI International.

Two projects are already underway,
another property in Vienna and another golf
course in Portugal.

Meanwhile, the Caledonian has been sold
by Hilton via agent CBRE Hotels for £51.7m
to a group of Israeli investors who have also
agreed to inject a £13.5m to upgrade the
property. Debt finance came from Bank
of Scotland Corporate.

Israeli investors were also among the
backers to buy the 15 hotels from RBS. The deal
had been put together by Jeremy Robson the
former head of RBS’ principal finance operation.

It is understood that the deal collapsed due
to the increased cost of debt that has resulted
from the current credit market turmoil. It is
not clear whether Robson, who was using
his vehicle Robson Asset Management, or RBS
itself, which was also underwriting the debt,
stepped back.

It is the second time in as many months
that the hotels have failed to sell. They were
part of the Vector Hospitality portfolio.
Vector’s float was aborted in June.

The sale of another part of what would
have been Vector, the Marylebone Warwick
Balfour portfolio of Malmaison and Hotel
du Vin properties, remains on course, insisted
MWB, with Prem Group, Ireland’s largest
hotel developer, tipped as the prospective
buyer having offered £685m, against the
hoped-for £700m. Market rumours had
suggested a number of high profile bidders,
including Quinlan Private and Robert
Tchenguiz’s R20, pulled out of the bidding
and forcing the price down.

Another deal that was crunched in August
was the 41.5m acquisition of Kasterlee,
which trades as Choice Hotels Ireland.TVC
Holdings led a consortium of investors to
buy the 11 Comfort Inns and Quality Hotels,
all based in the Republic of Ireland.

TVC will hold 29% with other equity
backers including new CEO Pat McCann, the
former boss of Jurys Doyle, and Davy Private
Clients. Debt is from Ulster Bank.

Starwood sticks to asset right

Starwood Hotels’ policy of “asset right” rather
than “asset light”” had made it a favourite for
a private equity take-out.

But now, with the debt markets in turmoil,
a private equity bid looks much less likely.

So has this proved Starwood right in
its approach?

The jury remains out. The evidence against
the company is that by retaining a property
focus, it is less effective at building a fee-
based business. The real estate is a low-return
distraction.

Starwood’s retort is that by owning
hotels it can facilitate innovation; it has brand
standard bearers; it can capture mixed use

and timeshare opportunities; and it provides
credibility with owners.

Only the point about mixed use and
timeshare can entirely fee-based companies
not answer back. And even here, Starwood
risks confusing whether it is doing a project
to generate fees for its brands or for the
property returns.

So far, Starwood can also make a strong
case for leading industry innovation, at least
in the upscale arena.

Part of this is because it is comparatively
less established than many of its biggest
rivals, notably core brand Marriott and Hilton.

Even in the US, it believes that all of its

brands have significant opportunities to grow.
Its most widely distributed brand, Sheraton,
present in 121 tracts (or micro-markets), can
add a further 169 locations. Le Meridien and
Westin with four and 42 existing tracts, can
grow another 167 and 129 respectively.

At its August second quarter results
presentation, it was confident that it will
complete on its strongest ever pipeline of
440 hotels adding 105,000 rooms by 2010.
Growth, therefore, does not seem a problem.

Because Starwood’s existing room supply is
smaller than its main rivals, if it matches them
in absolute terms through openings, its own
rate of growth will be significantly higher.

Park Plaza keeps cash for growth

Park Plaza, fresh from its £85m of fundraising
through its listing on AIM in July, reported a
16% increase in total revenues to  46.7m.

During the next four years, the group is
planning to double the number of rooms in its
portfolio. No dividends will be paid for at least
the next 18 months to help finance this
expansion.

The group is geared to the UK and the

Netherlands where it owns, or has an ownership
interest of at least 50%, in eight hotels, four
in each country. Its seven German and one
Hungarian hotel are on operating leases.

The current portfolio represents 4,128 rooms
with 1,843 rooms that are committed projects.
By 2010 it is planned to have 8,181 rooms of
which just 1,824 will be owned or co-owned.

Revpar growth in the first six months of

2007 was 9% to  94.70. The UK was
particularly strong with a 22% increase.

In its listing prospectus, Park Plaza made
much of its integrated model in that it both
owns and manages hotels. Through its art’otel
concept, it also owns a brand.

In total the group owns  302m worth
of hotel property. It has two development
projects which will add another  57m.
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Indian hotels show strength in numbers

Deloitte’s HotelBenchmark
team examine the prospects
for hotels in India.

Spreading over 3 million square kilometres,
India rises from the snowy peaks of Kashmir
in the north and falls to the tropical shores of
Kerala’s southern tip. India’s size and diversity
is matched by few countries. Dotted across
this vast country are huge cities and many
thriving regional centres. Over 40 cities have
populations of more than 1 million. But
despite India’s huge scale, one thing links
this spectacular country: growth.

The figures are staggering. India contains
over 1.13 hillion people, and is predicted to
become the world’s most populous country by
2050, overtaking China. Three cities — Mumbai,
Delhi and Kolkata — contain over 10 million
inhabitants, and those figures rise daily.

Like the population, India’s economy
is growing at speed. Real gross domestic
product (GDP) grew by 8.5% in 2005, a
further 8.8% in 2006, and according to the
Economist Intelligence Unit this trend will
continue in 2007-08.

For the first time India looks like becoming
a major force and the hotel industry is not
being left behind. So what is fuelling this
dramatic growth, and how sustainable is it?

The new tiger economy
Across India average room rates are rising
fast. In the twelve months to August 2007
average room rates rose 32.5% to US$191,
driving revenue per available room (revpar)
up 32.0% to US$134. The Indian hotel market
however, does suffer from limited supply.
There are an estimated 105,000 hotel rooms
in India — a number comparable to that of
Manhattan. This lack of supply, especially in
the lower end of the market, combined with
increased demand, is allowing hoteliers to
push up average room rates.

India’s hotel industry is not the only sector
that is prospering. The IT, pharmaceutical and
telecommunications sectors have all seen

rapid expansion in recent years as Western
companies outsource operations to India.

So what effect is this economic upsurge
having on the hotel industry? The Economist
Intelligence Unit believes that approximately
80% of foreigners coming to India are there
to do business. International tourism
expenditure in India in 2006 was some
US$8.7 billion, and is expected to rise to over
US$10 billion in 2008, with the greatest share
of this being generated from the hotel sector.

It is no wonder therefore, that India’s
government is reducing the barriers to foreign
investment. Expenditure tax is no longer
applied to hotels and service charges have
been slashed. New five-year tourist visas
have also been introduced for the citizens
of selected countries, including the UK, Japan,
Germany, France, Switzerland and Brazil, to
encourage repeat visits from wealthy tourists.

Island nation

Given the scale of India, air travel plays an
important role. Domestic air travel throughout
the country is becoming a cheaper, more
feasible option with private carriers all
expanding their fleets and cutting fares. The
national carriers Indian Airlines and Air India
are doing likewise.

The majority of international visitors
arriving in India fly into one of the four gateway
cities. So how are the hotels in these cities
being affected?

The capital: Delhi

The gateway to the north, Delhi is the starting
point for the majority of India’s tourists.
However with thriving telecommunications, IT,
banking and manufacturing industries, and an
English-speaking workforce, Delhi is also a
haven for business travel.

Delhi’s relevance to the world of business
is enhanced by the presence of many major
multinational companies. With the exception
of the Taj Group, all hotel industry major
players have based themselves here.

A dramatic 36.4% rise in the twelve
months to August 2007 forced Delhi’s average

room rates up to an incredible US$255; the
highest of all Indian cities. The main reason
for this is under-supply, especially in the lower
end of market. As with all cities in India, the
market in Delhi is dominated by 5-star and
5-star deluxe properties. Efforts are being
made to solve this problem before Delhi
hosts the 2010 Commonwealth Games.

Between now and the Games, new
developments in the National Capital Region
(NCR — including Delhi and its suburban
conurbations of Gurgaon and Noida) are set
to include a 320-room Novotel, a 200-room
Taj Hotel, three Starwood (the 300-room
Westin New Delhi, the 97-room Westin
Sohna-Gurgaon and the 220-room Sheraton
New Delhi) and a 319-room Leela-Kempinski
joint-venture. The public sector is also playing
a role with the state governments of Delhi,
Haryana and Uttar Pradesh having identified
75 potential NCR sites for hotel development.

Together with Mumbai, Delhi accounts for
the bulk of inward arrivals. The modernisation
plan for Indira Gandhi International Airport
by its new private owners is already underway.
This is expected to be completed by 2010 and
will double its capacity.

The financial centre: Mumbai
The capital of the western Maharashtra state,
Mumbai is now the financial capital of India
and home to the National Stock Exchange.
It also has thriving industries revolving around
IT, engineering and healthcare sectors. Most
Indian conglomerates have their corporate
offices here, including Tatas, Birlas and
Reliance. This status makes Mumbai