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EUROPE

Profit Contraction Augurs Precarious 2020

Brexit, 5-Star, yellow vests: 2019 was a tumultuous year for Europe. And that was

before Harry and Meghan announced they were surrendering their royal titles. If

there is any lesson to be learned, it’s that while the continent might be fragmented

geographically, it’s commercial, political and societal bindings are far from tenuous.

That goes the same for Europe’s hotel industry,
which ebbs and flows on the back of the health
of the whole continent and outside it. In a cruel
twist, Europe’s hotels performed as poorly

as the eurozone’s economy. The eurozone
countries grew just 1.2% during 2019, according
to the European Union’s official statistics
agency, Eurostat, a six-year low. This included
0.1% growth in the fourth quarter. France’s
economy contracted in the fourth quarter for
the first time since 2016. The stagnant economic
growth to close out the year has some pundits
pointing to the real prospect of recession.

The hotel industry, meanwhile, couldn’t muster
a flat year of either revenue or profit. It was

all negative, starting on the top line: rooms
RevPAR was down 3.3% year-over-over,

fueled by a 3.5% YOY drop in average rate.
Occupancy grew only 0.1 percentage points.

Food & beverage fared no better. Total
revenue from F&B was down 4.8% YOY on a
per-available-room basis. Ancillary revenue
was down 5.2% YOY, part of overall total
revenue (TRevPAR) decreasing 3.9% YOY.

The steep drop in revenue put hoteliers in a
flex position and they did do a proficient job
managing costs. Expenses came down relative
to 2018 in the undistributed departments on a
per-available-room basis, including Admin. &
General (down 3.0%), Information & Technology
(down 5.7%), Sales & Marketing (down 2.6%)
and Property & Maintenance (down 2.4%).
The bulk of the decrease was credited to
payroll costs. Total labour costs came
down 3.5% YOY on a per-available-
room basis, though were up
0.2 percentage points as a
percentage of total revenue,
a result of the sharp
drop in total revenue.

A fraught year for the
eurozone economy
was equally matched

by European hotel profit, which dropped 4.3%
YOY overall, a downward trend that hoteliers
hope is a blip, but may be more the norm.

The negative turn comes after years of solid
growth numbers. Even amid a halting economy
in 2018, gross operating profit per available
room (GOPPAR) rose 5.8% YOY, the outcome
of a 3.8% YOY uptick in rooms RevPAR.

This year’s data, regrettably for hoteliers,
mimicked the broader European economy and
the handwringing could be over a repeat in
2020. The forecasts for top-line KPI growth have
moderated as the outlooks are anything but
assured. The UK stopped being a member of the
EU on 31 January 2020—that much is certain.
Now, talk and negotiations continue as a period
of transition plays out with a due date of 31
December 2020. During this 11-month period, the
UK will continue to follow all of the EU’s rules. It's
anyone’s guess as to what happens thereafter,
but at least for 2020, it’s business as usual.

While Brexit will remain on the brain like a

long hangover, more imminent worry is over
the eurozone economy foundering further.
Europe’s largest economy, Germany, has
narrowly missed recession, but its luck could
run out. According to the OECD, the German
economy is expected to grow just 0.4% in
2020. Meanwhile, France’s contraction in the
fourth quarter of 2019 could augur a similarly
lethargic 2020 with estimates of 1% GDP growth.
Meanwhile, Italy has a €2.06 trillion public debt
issue that isn’t going away anytime soon.

Europe 2020, a 10-year strategy proposed
by the European Commission, aimed at
smart and sustainable growth, goes into
effect this year, as the name declares.
European hoteliers are hoping to attain a
similar goal, but if 2019 is any indication,
finding success could be a Herculean task.
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MARKET BRIEFING

Departmental Revenue Contribution

)

<

: R
<

2

IS

Rooms Department

Rooms RevPAR

B other & Misc

[ a8 Room Hire
- Beverage
B Food

- Rooms

2019 2018 VAR

110.11113.84 -3.3%

Rooms Cost of Sales % Rooms Rev

6.2% 6.3% -0.1

Rooms Labour Costs % Rooms Rev

13.6% 13.2% 0.4

Rooms Expenses % Rooms Rev

Rooms Dept Profit % Rooms Rev

6.8% 6.9% -0.1

73.4% 73.6% -0.2

Food & Beverage Department

2019 2018 VAR

Total F&B RevPAR

45.41 47.68 -4.8%

Food Cost of Sales % Food Rev

26.5% 26.4% 0.1

Beverage Cost of Sales % Bev Rev

20.7% 20.7% 0

F&B Labour Costs % Total F&B Rev

42.2% 41.6% 0.6

F&B Expenses % Total F&B Rev

F&B Dept Profit % F&B Rev

7.2% 7.4% -0.2

27.8% 27.9% -0.1

TRevPAR

Total Dept Profit % Total Rev

163.30169.99 -3.9%

60.2% 60.1% 0.1

2019 2018 VAR

Undistributed Departments

Credit Card Commission % Total Rev

11% 12% -0.1

A&G Labour Costs % Total Rev

4.0% 4.1% -0.1

A&G Expenses % Total Rev 3.6% 3.5% 0.1
1&T Labour Costs % Total Rev 0.3% 0.3% 0.0
1&T Expenses % Total Rev 1.0% 1.0% 0.0
S&M Labour Costs % Total Rev 1.8% 1.9% -0.1
S&M Expenses % Total Rev 4.1% 3.9% 0.2
P&M Labour Costs % Total Rev 1.4% 1.4% 0.0
P&M Expenses % Total Rev 2.3% 2.4% -0.1
Utilities Expenses % Total Rev 3.3% 3.2% 01

Total GOP % Total Rev

38.3% 38.4% -0.1




EDINBURGH

Strong Event Demand Drives Revenue, Profit

Scotland’s capital is built on a hill, but its hotel performance in 2019 proved no uphill climb.

On the back of growing revenue, hotels
in Edinburgh recorded a 4% year-over-
year increase in profit per room.

Surpassed only by London, Edinburgh was
the second-most visited city in the United
Kingdom due to its standing as a financial
and tech hub, as well as host of numerous
cultural and sporting events year-round. The
strength of the demand in the city continued
to garner the attention of investors, making
Edinburgh the most attractive city in the UK
for hotel investment in 2019, according to the
Knight Frank UK Hotel Development Index.

With more than 1,200 new hotel rooms added
between 2018 and 2019, hoteliers in Edinburgh
faced increased competition not only from
the growing supply, but also from the surge

of alternative accommodations. The year
ended with 11,985 Airbnb listings in the city,
which equals one listing per 42 residents.

Even with the influx of supply, occupancy
was only down 0.1 percentage points.
Average room rate (ARR) jumped 6.1% YOY,
fueled by events such as the TED Summit
in July and the Edinburgh Festival Fringe in
August. As a result, revenue per available
room (RevPAR) climbed 6% YOY.

“Throughout 2019, Edinburgh welcomed close
to 1,000 new rooms, but as a testament to the
fundamentals of it being a capital city, and in
the UK, only London surpasses it for visitation
numbers,” said Christian Youens, Principal at
Cedar Capital Partners. “HotStats data shows it
delivered healthy top- and bottom-line numbers.
The RevPAR growth was all rate driven and the

natural conclusion would be for margins to
have improved as a result, but the cost
pressures felt across the UK, continued
to suppress margins. However, with
the seemingly interminable debate
around the ‘will they/won’t they’
exit the EU now concluded,
there is at least some clarity
on the direction of travel
and whilst more supply
is forecasted to enter

the market in 2020,

the fundamentals

are strong and Edinburgh should remain a

top European target market for investors.”

Led by a 10.4% increase in F&B revenue on a
per-available-room basis, non-rooms revenue
recorded a further 9.9% increment compared
to 2018. Consequently, total revenue per

available room (TRevPAR) rose by 6.9% YOY.

Events are a major force driving top-line

results. With the TED Summit in July, the city
recorded its highest YOY increase in ARR (up
13.0%) and TReVvPAR (up 15.6%). Moreovet, the
Edinburgh Festival Fringe made August the best
performing month of 2019, recording the highest
occupancy (94.0%), ARR (£186.68), RevPAR
(£175.56) and TRevPAR (£213.28) of the year.

Expenses, however, were also on the rise in
2019. The operated departments experienced
the greatest payroll YOY expansions on a
per-available-room basis, with F&B up by

14.6% and the Rooms department up by 9.9%.
Furthermore, labour costs for the undistributed
departments were 8.6% above the previous year.
Consequently, total labour costs grew by 10.8%
and accounted for 25.7% of total revenue—a

0.9-percentage-point increase compared to 2018.

Utilities climbed by 14.3% YQY. Credit card
commissions, on the other hand, fell by 1.8% on a
per-available-room basis. In all, overheads were

up by 7.2% in 2019 on a per-available-room basis.

Profitability was further eroded by rising

cost of sales in the Rooms department.
Commissions and reservation costs per available
room increased by 7.3% and accounted for

7.7% of RevPAR. F&B cost of sales were

also up by 9.4%. In this case, however, this
equaled a 0.2-percentage-point decline as a
percentage of total F&B revenue, to 25.5%.

Growing concerns regarding overtourism in
Edinburgh are sparking calls for regulations to
keep the number of visitors to the city at bay,
such as the polemic tourist tax. Nonetheless,
hotel developers remain positive about the
market, and the hotel pipeline remains strong.
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MARKET BRIEFING

Departmental Revenue Contribution

2% A%
o %65

So
& ‘

I other & Misc

- C&B Room Hire
- Beverage
M rood

- Rooms

2019 2018 VAR

Rooms Department

Rooms RevPAR 102.30 96.48 6.0%

Rooms Cost of Sales % Rooms Rev 7.7% 7.6% 0.1

Rooms Labour Costs % Rooms Rev 13.0% 12.5% 0.5

Rooms Expenses % Rooms Rev 51% 5.0% 0.1

Rooms Dept Profit % Rooms Rev 74.3% 74.9% -0.6

Food & Beverage Department 2019 2018 VAR

Total F&B RevPAR 26.94 24.4 10.4%

Food Cost of Sales % Food Rev 29.5% 30.1% -0.6

Beverage Cost of Sales % Bev Rev 25.8% 25.3% 0.5

F&B Labour Costs % Total F&B Rev 48.6% 46.8% 1.8

F&B Expenses % Total F&B Rev 7.2% 6.8% 0.4

F&B Dept Profit % F&B Rev 17.3% 19.5% -2.2

TRevPAR 134.97126.22 6.9%

Total Dept Profit % Total Rev 62.4% 63.4% -1.0

Undistributed Departments 2019 2018 VAR

Credit Card Commission % Total Rev 1.2% 1.3% -0.1

A&G Labour Costs % Total Rev 3.1% 29% 0.2
A&G Expenses % Total Rev 4.9% 5.1% -0.2
1&T Labour Costs % Total Rev 0.0% 0.0%5 0.0
1&T Expenses % Total Rev 11% 1.0% 0.1
S&M Labour Costs % Total Rev 11% 11% 0.0
S&M Expenses % Total Rev 5.5% 5.7% -0.2
P&M Labour Costs % Total Rev 1.0% 1.0% 0.0
P&M Expenses % Total Rev 21% 2.0% 0.1
Utilities Expenses % Total Rev 3.3% 3.1% 0.2
Total GOP % Total Rev 40.4% 41.5% -1.1
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ISTANBUL

Hotel Industry Resilient Amid Economic Volatility

After years of bullish growth, and a gross domestic product that surged 7.4% in 2017, Turkey’s

economy crashed down to earth in 2018 amid a currency and debt crisis that cratered its financial

system. With inflation flying high and a devalued lira, the government looked to shore up the

system with a round of interest-rate hikes that proved to pump some calm into the market.

Still, Turkey’s economy contracted year-over-
year in the first three quarters of 2019. When
the smoke clears, the country is likely to have
posted a slight expansion of 0.2% for full-year
2019. Expectations are that Turkey’s economy
will grow around 3% this year and next, still shy
of government forecasts. “2019 was a difficult
year but the Turkish economy managed to
achieve a soft landing,” said Turkey’s Treasury
and Finance Minister Berat Albayrak. “We are
moving toward a balance growth path.”

Contrary to Turkey’s broader economy, the
travel sector in Istanbul, Turkey’s most populous
city and its economic hub, saw less agitation.
According to 2019 data, Istanbul’s hotel industry
expanded, deflecting the negative effects of the
domestic economy. Truth is, Istanbul’s hospitality
industry is still gaining its footing since
successive terrorist attacks in 2016 sent the city
reeling and resulted in a 75% YOY drop in gross
operating profit per available room (GOPPAR).
To see the depths of where it’s come, on a
36-month-moving average, GOPPAR between
January 2017 and December 2019 is up 815%.

2019 saw a continuation of the recovery. Istanbul
has shown no problem attracting visitors:

the city’s three airports saw the number of
passengers increase by nearly 1.55 million YOY
in 2019, according to data from the General
Directorate of State Airports Authority.

According to the European Organization for
the Safety of Air Navigation, a total of 11.1
million flights were made in Europe
last year, 6% of which were to
and from Istanbul’s airports.

Visitor arrivals translated
into revenue and profit for
hoteliers. Rooms RevPAR
in 2019 was up 16.2%, the
result of a 7.8% increase
in average rate and a
5.5-percentage-point
uptick in occupancy.

Total revenue was up 15.8% YOY as
F&B ReVvPAR grew 14.7% YOY.

“On the back of the most recent rebound of
visitation and devaluation of the Turkish lira of as
much as 40% in 12 months, Istanbul should enjoy
continued growth in 2020,” said Theodor Kubak,
Managing Partner at Arbireo Hospitality Invest.

The strong YOY revenue growth made it
such that hoteliers were not undercut by
gains on the expense front. Consider labour,
which jumped 9.5% YOY on a per-available-
room basis, but was down 1.5 percentage
points as a percentage of total revenue.

Strong revenue led to GOPPAR increasing
22.2% YOY. Profit margin was up 2.2
percentage points to 42.9%.

In September 2019, Turkey revised what it calls
its Tourism Strategy for 2023, which aims to
welcome more than 75 million tourists and

reach a tourism income of $65 billion in 2023.

According to World Tourism Organization 2019
data, Turkey ranks 6th in the world in terms of
number of tourists and 14th in terms of tourism
income. To cope with demand, Turkey has more
than 40 projects in the pipeline with almost
half in Istanbul. Expected openings in 2020
include the 180-room Hilton Mall of Istanbul
Hotel and the 202-room Atakoy Jumeirah.
Already in January of 2020, Wyndham opened
the 404-room La Quinta by Wyndham Istanbul
Gunesli, the brand’s first property in Europe.

“These offerings, along with the Mandarin
Oriental Bosphorus and The Peninsula Istanbul,
will see a further extension in the upper-upscale
market and luxury segment in 2020,” said Kubak.
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Departmental Revenue Contribution
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Rooms Department

Rooms RevPAR 93.66 80.57 16.2%

Rooms Cost of Sales % Rooms Rev 5.3% 5.3% 0

Rooms Labour Costs % Rooms Rev 9.8% 10.2% -0.4

Rooms Expenses % Rooms Rev 4.0% 4.1% -0.1

Rooms Dept Profit % Rooms Rev 79.2% 78.7% 0.5

Food & Beverage Department 2019 2018 VAR

Total F&B RevPAR 33.95 29.61 14.7%

Food Cost of Sales % Food Rev 26.2% 26.7% -0.5

Beverage Cost of Sales % Bev Rev 18.8% 17.8% 1

F&B Labour Costs % Total F&B Rev 34.8% 36.5% -1.7

F&B Expenses % Total F&B Rev 7.6% 7.4% 0.2

F&B Dept Profit % F&B Rev 33.3% 31.5% 1.8

TRevPAR 135.51116.98 15.8%

Total Dept Profit % Total Rev 66.8% 65.7% 1.1

2019 2018 VAR

Undistributed Departments

Credit Card Commission % Total Rev 0.0% 0.0% 0.0

A&G Labour Costs % Total Rev 5.0% 5.6% -0.6
A&G Expenses % Total Rev 3.4% 3.3% 0.1
1&T Labour Costs % Total Rev 0.3% 0.3% 0.0
1&T Expenses % Total Rev 11% 1.4% -0.3
S&M Labour Costs % Total Rev 2.2% 2.3% -0.1
S&M Expenses % Total Rev 3.7% 3.6% 0.1
P&M Labour Costs % Total Rev 1.6% 1.6% 0.0
P&M Expenses % Total Rev 1.9% 2.3% -0.4
Utilities Expenses % Total Rev 48% 47% 0.1

Total GOP % Total Rev 42.9% 40.7% 2.2




LONDON

Brexit Uncertainty Slight, But Real, Impact on Performance

Brexit officially came and went at the end of January 2020 and, good news, London

and its famed bridge of the same name did not fall down. Still, indecision over its

now transition period may have had some impact on hotel performance in 2019.

According to reports by VisitBritain, uncertainty
surrounding the Brexit negotiations has

led European travelers towards a “wait and
see” attitude, thus denting London’s most
important source of international visitors.
Corporate travel was particularly sensitive

to this political volatility in 2019. An analysis

of the occupancy volume mix for the city
shows that the contribution of the negotiated
segment to transient business shrunk by 0.3
percentage points, and that the corporate
share of group business was also down by 0.1
percentage points. This trend is expected to
deepen should companies continue to relocate
their European hubs to other capitals, such

as Dublin, Paris, Amsterdam and Frankfurt.

The result in 2019 for London was a smallish
0.4% increase in gross operating profit per
available room. The modest result pales in
comparison to performance in 2017 and
2018, which registered YOY increases of 11.3%
and 6.4%, respectively. Moreover, 2019 was
the first year of profit margin decline since
20186, falling by 0.4 percentage points.

Still, the London hotel market beat expectations
for growth in 2019, noted HAMA Europe. “This
can be put down to London being such a

unique and vibrant global city, that it continues
to generate increasing corporate and leisure
traveller growth despite the twin threats of Brexit
and increasing supply. Such resilience is why it

is at the top of many investor’s target cities.”

Occupancy was down 0.7 percentage points
and, according to Knight Frank estimations,
2019 saw a 4.0% room supply increase
in the city, totaling an addition of
approximately 1,000 new rooms in
the period ranging from January
2018 through December 2019.
Still, London’s occupancy
for the year placed 8.5

percentage points above
the European average,

a signal of the city’s

ability to absorb

the new supply.

Partly because supply growth in the four-star
segment outstripped the budget sector, average
rate recorded a 2.9% upswing in 2019 despite
increased competition. As a result, Rooms
RevPAR achieved a 2.1% YQY increase. However,
not all the operated departments shared this
upward trend. F&B revenue was down by 0.8% on
a per-available-room basis, which decreased its
contribution to total revenue by 0.5 percentage
points to 24.1%. Even so, total revenue per
available room (TRevPAR) was 1.3% above 2018.

In the face of a slight growth in revenue, it
was the buildup of expenses that eroded
profitability for London hoteliers in 2019.
Payroll for the operated departments
recorded a 4.2% YOY increase, mainly due
to Rooms (up 5.4%) and F&B (up 3.6%).

In the undistributed departments, the increase
was a smaller 1.0% YOY. In all, total hotel labour
costs expanded by 3.3%, a 0.5-percentage-
point increase in their share of total revenue.
Overheads were also up in this period, with a
2.2% upswing on a per-available-room basis.

Conversely, cost of sales declined during this
same period both on a per-available-room basis
and as percentages of departmental revenue.
Rooms commissions and reservation costs
recorded a 1.0% decrease in 2019, and their share
of rooms revenue fell by 0.2 percentage points.

In spite of the political uncertainty and currency
volatility in the United Kingdom, London’s hotel
market has proven its resilience. At 43.9%, the
city’s profit margin is significantly above the
European average (38.3%) and other major
players such as Paris (30.5%). This is why,

even with rising build costs, the development
pipeline shows no sign of subsiding.
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151.05147.92 2.1%

Rooms Cost of Sales % Rooms Rev 6.0% 6.2% -0.2
Rooms Labour Costs % Rooms Rev 11.3% 11.0% 0.3
Rooms Expenses % Rooms Rev 6.0% 6.1% -0.1
Rooms Dept Profit % Rooms Rev 76.6% 76.7% -0.1

Food & Beverage Department

2019 2018 VAR

Total F&B RevPAR 49.81 50.22 -0.8%
Food Cost of Sales % Food Rev 26.1% 26.4% -0.3
Beverage Cost of Sales % Bev Rev 21.7% 21.7% O
F&B Labour Costs % Total F&B Rev 41.5% 39.8% 1.7
F&B Expenses % Total F&B Rev 8.6% 83% 0.3
F&B Dept Profit % F&B Rev 28.0% 29.9% -1.9
TRevPAR 207.08204.41 1.3%
Total Dept Profit % Total Rev 64.7% 65.0% -0.3

2019 2018 VAR

Undistributed Departments

Credit Card Commission % Total Rev 1.7% 1.7% 0.0
A&G Labour Costs % Total Rev 3.6% 3.7% -0.1
A&G Expenses % Total Rev 3.8% 3.7% 0.1
1&T Labour Costs % Total Rev 0.2% 0.1% 0.1
1&T Expenses % Total Rev 0.9% 1.0% -0.1
S&M Labour Costs % Total Rev 1.7% 17% 0.0
S&M Expenses % Total Rev 4.6% 4.5% 0.1
P&M Labour Costs % Total Rev 1.3% 1.3% 0.0
P&M Expenses % Total Rev 2.0% 21% -0.1
Utilities Expenses % Total Rev 27% 27% 0

Total GOP % Total Rev 43.9% 44.3% -0.4




MADRID

Profit Performance Sidesteps Political Shuffle Monthly Revenue and Profit 2019 Departmental Revenue Contribution

N RevPAR I Other Revenue <+ GOP Margin
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mid-2019. This trend is capitalise on that new stream of demand.

Despite Spain’s fourth general election in as many years, political volatility had b 3% 25
%
é =
Son ; : S
hardly a negative impact on Madrid hotel performance in 2019. In fact, the year < 3 ;
= S S¢ - Other & Misc
= = ©
H . . . ) o ~
saw profit surge 21.9% year-over-year, the third consecutive year of interannual < z [ 8B Room Hire
: iF : f : [ g : -Beverage
profitability growth in the city, and its second double-digit boost.
- Food
Fueled by a growing average room rate still in the pipeline—expected to be added - Rooms
(ARR) and a tight control over labour to the room supply by 2021—belong in
costs, profit conversion was recorded the luxury segment, under such brands as
P rvees 2019 vs 2018 TRevPAR & GOPPAR Year-On-Year Growth (%)
at 38.4% of total revenue, placing 3.5 Mandarin Oriental, Four Seasons and W.
X Rooms Department 2019 2018 VAR
percentage points above 2018.
“With these openings, the year 2020 will 0 I TRevPAR I covois Rooms RevPAR 134.97117.75 14.6%
Considered one of the safest European capitals, change the hospitality landscape of Madrid
° P ) ‘9 P y‘ ) P ) _ 100 Rooms Cost of Sales % Rooms Rev 5.9% 6.4% -0.5
Madrid has seen the number of visitors soar significantly, and the city will continue capturing %
over the past few years. According to INE, the the interest of global hotel investors,” said Rooms Labour Costs % Rooms Rev 13.8% 14.9% -1.1
Spanish National Institute of Statistics, the city Alex Sogno, CEO and Senior Hotel Asset 60
L . . X X 20 Rooms Expenses % Rooms Rev 9.4% 9.8% -0.4
welcomed 7.63 million international visitors in Manager of Global Asset Solutions. ' ' ' 1 1 1 1 1 1 1 i i |
2019, a 7.0% increase from the previous year. 20 i i I -J:i Rooms Dept Profit % Rooms Rev 70.8% 68.9% 1.9
Non-rooms revenue recorded a 1.4% 0 —1— —-.——1—
Consistent investment in its meeting uptick in 2019, as total F&B revenue -20
infrastructure, particularly Institucién Ferial increased by 1.2% compared to 2018. Jan feb Mar  Apr May Jun ul Aug - Sep Oct Nov Dec Food & Beverage Department 2019 2018 VAR
de Madrid (IFEMA), has made it possible for Consequently, total revenue per available
_ ) _ _ Total F&B RevPAR 44.29 43.75 1.2%
Madrid to host large business and sporting room (TRevPAR) climbed by 10.7% YOY.
events. Just in 2019, IFEMA hosted more than Food Cost of Sales % Food Rev 22.0% 22.4% -0.4
100 fair activities and 700 events of different Heightened activity was also reflected on the Main Key Performance Indicators 2019 2018 VAR
gntene Y . Beverage Cost of Sales % BevRev  14.9% 14.3% 0.6
kinds, welcoming an estimated 4 million expense side. The operated departments led the
. ) ; ) Occupancy % 72.3% 68.3% 4
visitors. This was a major source of hotel room YOY labour cost increase, with rooms payroll up F&B Labour Costs % Total F&B Rev 51.7% 50.2% 1.5
demand, especially during international events by 6.1% and F&B up by 4.2%. In all, total labour Average Room Rate 186.71 172.52 8.2%
X . i . F&B Expenses % Total F&B Rev 8.3% 8.4% -0.1
like the World ATM (World Congress of Air costs on a per-available-room basis recorded a
X Rooms RevPAR 134.97 117.75 14.6% .
Traffic Management) in March and COP25 (UN 4.1% increase compared to 2018. As a percentage F&B Dept Profit % F&B Rev 21.3% 21.2% 0.1
Climate Change Conference) in December. of total revenue, however, total labour costs TRevPAR 184.80 166.91 10.7%
° ) TRevPAR 184.80166.91 10.7%
fell by 2.0 percentage points to 31.2%, thus
. i . Total Hotel Labour Costs % Total Rev 31.2% 33.2% -2.0 )
Madrid also played host to the 2019 UEFA enhancing the flow of revenue to the bottom line. Total Dept Profit % Total Rev 59.2% 56.4% 2.8
Champions League Final in June. GOPPAR 70.91 58.17 21.9%
Cost of sales were also up from 2018 on a
Due to YOY increases in occupancy (up 4.0 per-available-room basis. Rooms commissions Undistributed Departments 2019 2018 VAR
ercentage points) and average rate (up 8.2%), and reservation costs climbed by 6.8% and X L
° ocr © P ) Y co Credit Card Commission % Total Rev 12% 13% -0.1
Rooms RevPAR in Madrid achieved its greatest F&B cost of sales rose by 2.8%. Despite this,
YOY growth of the past four years, at 14.6%. when looking at these metrics as percentages A&G Labour Costs % Total Rev 4.0% 4.4% -04
of departmental revenue, rooms cost of
- . X A&G Expenses % Total Rev 3.4% 31% 0.3
A change in the composition of Madrid’s sales decreased by 0.5 percentage points
hotel product toward more luxury, in their share of rooms revenue, while F&B 11 1&T Labour Costs % Total Rev 0.4% 0.5% -0.1
upper-upscale and upscale properties cost of sales as a percentage of F&B revenue
pRerupscaie and Hpscale prop _ ° e 18T Expenses % Total Rev 11% 12% -0
helps explain the upward increased by 0.3 percentage points.
movement in average rate. Per Q,“e“ue GI'OW/ Q,&!m\l Grol’l/[‘é Q‘O“t Gro W[ﬁ S&M Labour Costs % Total Rev 2.4% 2.5% -0.1
Horwath HTL data, these As some European companies move out of Q‘ é
X o S&M Expenses % Total Rev 37% 3.9% -0.2
three segments accounted the UK after Brexit, Madrid is set to become
for 67% of the hotels a greater player in the world of finance and 1 0 7 0 2 0 21 9 0 P&M Labour Costs % Total Rev 17% 1.8% -0.1
-
opened in 2018 through technology, and its new hotel stock seeks to / /
N ° & A 0 VD {s A 0 P&M Expenses % Total Rev 18% 18% 00

expected to deepen Utilities Expenses % Total Rev 2.4% 2.4% 0.0

in the future, as most
Total GOP % Total Rev 38.4% 34.9% 3.5

of the 1,130 rooms
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PARIS

Performance Numbers Pull Back, But Remain High

On the back of a revenue contraction, hotels in Paris recorded a 6.1% year-over-year decline

in gross operating performance per available room (GOPPAR) in 2019. This drop placed

profit conversion at 30.5% of total revenue, a 0.9-percentage-point drop from 2018.

Currency fluctuations and political protests
took a toll on top-line results for hoteliers

in the French capital. The weakening of the
British pound vis-a-vis the euro following Brexit
negatively affected inbound travel from the
United Kingdom, Paris’ second-most important
source of international visitors, behind the
United States. Similarly, the depreciation

of the yuan due to the US-China trade war

has made travel to Paris more expensive for
Chinese tourists, who rank fourth in volume

in the city’s international tourist pool.

In all, occupancy registered a 0.3-percentage-
point interannual uptick in 2019. However, it was
average room rate (ARR), with its 2.4% YOY
drop, that drove the 2.0% fall in Rooms RevPAR.

Non-rooms revenue shared this downward trend
and recorded a 5.5% decline compared to 2018,
following a 6.0% plunge in total F&B revenue.
Consequently, total revenue per available

room (TRevPAR) fell by 3.2% year-on-year.

The first quarter of 2019 was the most affected
in terms of performance, due to the escalation
of the yellow vests (gilet jaunes) protests.
Occupancy for the first three months of the
year was down by 6.7 percentage points,
compared to the same period of 2018. Average
rate was also down by 3.0%, leading to a YOY
12.8% drop in RevPAR. TRevPAR also recorded
a fall, by 13.3%, resulting in a 35.6% contraction
of GOPPAR in the first quarter of 2019.

Performance picked up in the second quarter,
driven by international events like the FIFA
Women’s World Cup and the biennial

Paris Air Show. RevPAR recorded a
4.4% YOY increase due to growing

—

occupancy (up 2.3 percentage
points) and average rate (up
1.4%). TRevPAR climbed
0.3%, and GOPPAR in the
second quarter of 2019
placed 2.0% above
the same period of
the previous year.

“With the exception of a strong month of June,
which was driven by two city-wide events, 2019
turned out to be another rather disappointing
year for Paris,” said Luc Boschmans, Director,
Asset Management at Archer Hotel Capital.

“As the disruption due to the yellow vests
demonstrations slowed down after the first
trimester, the latter part of the year was
impacted by a prolonged transportation strike.

“The weakening of the pound and the
uncertainty around Brexit resulted in a shortfall
in overnight stays from the UK—the second most
important source country for Paris after the U.S.”

Hoteliers in Paris managed to flex costs in
2019 to account for the declining revenue,
but this proved to be insufficient to avoid the
profit margin erosion. Aided by a 3.9% fall in
F&B payroll, total labour costs per available
room decreased by 2.2% in 2019. This meant,
however, a 0.4-percentage-point interannual
increase in their share of total revenue to
40.2%. Overheads, up 4.3% on a per-available-
room basis, also increased as a percentage
of total revenue, by 0.9 percentage points.

Contrary to expenses, cost of sales as a
percentage of departmental revenue managed to
stay below or at the same level as the previous
year. Rooms commissions and reservation

costs per available room decreased by 6.7%,
which translated into a 0.2-percentage-point
reduction in their share of rooms revenue. In

the case of F&B, cost of sales per available

room dropped by 6.0% and experienced no

YOY change as a percentage of F&B revenue.

Despite political and economic challenges
affecting its top-line performance, Paris’
GOPPAR almost doubled the European
average in 2019, and it’s the reason why
investors around the globe are still betting
on the city for further hotel returns.

Monthly Revenue and Profit 2019

N RevPAR I Other Revenue <+ GOP Margin
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Main Key Performance Indicators 2019 2018 VAR
Occupancy % 72.6% 72.3% 0.3
Average Room Rate 357.95 366.86 -2.4%
Rooms RevPAR 259.98 265.30 -2.0%
TRevPAR 386.53 399.23 -3.2%
Total Hotel Labour Costs % Total Rev 40.1% 39.7% 0.4
GOPPAR 117.94 125.54 -6.1%
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MARKET BRIEFING

Departmental Revenue Contribution
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- Food
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2019 2018 VAR

Rooms Department

Rooms RevPAR 259.98 265.30 -2.0%

Rooms Cost of Sales % Rooms Rev 4.2% 4.4% -0.2

Rooms Labour Costs % Rooms Rev 18.2% 17.8% 0.4

Rooms Expenses % Rooms Rev 7.5% 7.0% 0.5

Rooms Dept Profit % Rooms Rev 70.2% 70.8% -0.6

Food & Beverage Department 2019 2018 VAR

Total F&B RevPAR 112.01119.14 -6.0%

Food Cost of Sales % Food Rev 22.8% 22.9% -0.1

Beverage Cost of Sales % Bev Rev 17.3% 17.3% 0

F&B Labour Costs % Total F&B Rev 58.1% 56.9% 1.2

F&B Expenses % Total F&B Rev 9.2% 9.3% -0.1

F&B Dept Profit % F&B Rev 12.8% 13.0% -0.2

TRevPAR 386.53399.23 -3.2%

Total Dept Profit % Total Rev 53.3% 53.2% 0.1

2019 2018 VAR

Undistributed Departments

Credit Card Commission % Total Rev 12% 12% 0.0

A&G Labour Costs % Total Rev 5.2% 51% 0.1
A&G Expenses % Total Rev 33% 3.2% 0.1
1&T Labour Costs % Total Rev 0.6% 0.5% 0.1
1&T Expenses % Total Rev 0.9% 0.9% 0.0
S&M Labour Costs % Total Rev 2.5% 2.5% 0.0
S&M Expenses % Total Rev 3.7% 3.4% 0.3
P&M Labour Costs % Total Rev 2.1% 2.0% 0.1
P&M Expenses % Total Rev 2.4% 2.1% 03
Utilities Expenses % Total Rev 21% 2.0% 01

Total GOP % Total Rev 30.5% 31.4% -0.9




HAMA EUROPE
FOCUS 2020

The Hospitality Asset Managers Association
(HAMA) Europe is an association of
professional individuals who are dedicated
to the enhancement of hotel and hospitality
asset values. It was founded in 2014 to
provide European hotel asset managers
with intense semi-annual forums, industry
communications and professional development.
HAMA Europe promotes ethical standards
of conduct and mutual respect among
members and the hospitality industry.

Members are involved in asset management,
acquisition, financing and disposition of hotels
and resorts and are directly responsible for
making decisions concerning capital investments,
renovations, asset repositioning, operational
policies and brand and management selection.

Below, HAMA Europe is outlining
some of the 2020 topics that are likely
to impact hotel performance.

European Labour Market

Salaries are one of the most significant costs
in a hotel P&L, as well as forming a substantial
part of construction costs in development
projects, and therefore are a key metric for
asset managers to review. Headline wage cost
inflation across the EU in 2019 of ¢.3% looks
benign, however, the figure masks significant
regional variations, with inflation remaining
subdued in much of Western Europe, but
significant inflationary pressures across Central
and Eastern Europe and increasingly in the UK.

In the UK, the minimum wage was a key
campaign issue in the General Election,
with the new Conservative Government
announcing a 6.2% increase in 2020.

Whilst wage growth puts pressure on
profit margins and construction costs, it
is helping to drive increased consumption
and economic growth across the EU.

Supply Pipeline

As we get later into the RevPAR cycle, it
becomes increasingly important to track

the hotel supply pipeline. As capital values
increase and funding structures become

more “pro-development,” either through
traditional debt finance or increasingly through
structured leases, the supply pipeline can

significantly increase in a short period of time.
There are many markets where supply will
overtake demand and make positive RevPAR
growth hard to achieve. In an economic
environment with rising costs, this makes for a
potentially challenging operating environment.

As asset managers, it is a primary
responsibility to proactively track the supply
pipeline in markets that you are invested

in or likely to invest in and realistically
assess the impact of this demand.

Insourcing v. Outsourcing

Outsourcing large labour intensive
departments, such as housekeeping, has
been the trend in order to realise efficiencies,
lower costs and reduce exposure to
employee liabilities; however, the increase of
outsourcing costs over salary inflation due

to shortages of labour, as well as issues with
service quality, may reverse this trend.

Whilst employing directly brings additional
liabilities to the owner, it also has the positive
impacts of more control over quality, employee
satisfaction and, ultimately, guest satisfaction.
It also reduces risk of shortages of labour,
particularly in a market such as the UK, while
uncertainties over Brexit are resolved

Asset managers are now increasingly
having to weigh the benefits and costs of
insourcing versus outsourcing for individual
markets in order to assess the best option
for each asset. The trend for increased
insourcing is to be watched over 2020.

Food For Thought

In Europe, contrary to other mature parts of the
world, resort operations are very fragmented.
Headlines about resort KPIs are far and few
between. In terms of annual resort volumes
transacted, these have never exceeded 1% of
overall volumes. The lack of transparency and
empirical data in this segment is likely the
dominant reason for potential investors having
avoided this asset class. Given the present
capital markets, with ample liquidity that
searches for yield coupled with cheap debt and
scarcity of available traditional products, there
has been an increased interest in evaluating
resort opportunities and to potentially reap

the benefit of first movers in Europe.
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The hotels profiled in this Performance Tracker are drawn from the HotStats database and

reflect the portfolios and distribution of the hotel chains from which we collect monthly data.

is that proportion of the
bedrooms available during the period
which are occupied during the period

is the total
bedroom revenue for the period divided
by the total bedrooms occupied during
the period

is the total bedroom revenue for
the period divided by the total available
rooms during the period

is the combined total of all
revenues divided by the total available
rooms during the period

is the payroll for
all hotels in the sample as a percentage
of total revenue

is the Total Gross Operating
Profit for the period divided by the total
available rooms during the period

For a more detailed explanation of
these and other KPIs as well as the
latest practices for recording financial
information in the hotel sector please
refer to the Uniform System of Accounts
for the Lodging Industry, 11th Edition

HotStats provides monthly Profit & Loss
Competitive Benchmarking and Market
Reporting for hoteliers and industry

partners

Our unique
operational profit and loss benchmarking
service enables monthly comparison of a
hotel’s performance against a competitive
set, both geographic and facility (ie hotels
of a similar scale, standard, range and mix
of facilities). It is distinguished by the fact
that it provides more than 550 performance
metrics covering revenue, cost and profit
statistics providing the deepest insight

available into hotel operations

On-demand monthly
full profit & loss market intelligence
reports for geographic and facilityset
markets. Understand true market
performance with timely, up-to-date
financial information. Available as one-off
or subscription based

Visit hotstats.com/market-reports for a

description of available market reports.

enquiries@hotstats.com
+44 20 7892 2222

linkedin.com/company/hotstats
twitter.com/hotstats
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