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Illustration front page: 
The Four Seasons Hotel & Tower Miami, United States, houses a 221-room Four Seasons Hotel including 39 suites, 84 
condo-hotel units, 186 luxury residential condominiums, 23,000 m2 of class A office space, 1,000 m2 retail, a 3,700 m2 sports 
club, and 934 parking places. The five star hotel, which is located in the heart of the business district, comprises 64 floors 
and provides a sweeping vistas of the city and bay. 

The 168,000 m2 tower is owned by Millenium Partners MDA Associates and did cost $225 million. Its formula for 
designing mixed-use buildings incorporates luxury hotels and residential condominiums into a single development ') 
program, allowing the developer to~e the hotel costs. For instance, the prices of the condo-hotel units range from ~· 
$480,000 to $1,450,000 and the prices for the 18"bluxury residential condominiums range from $695,000 to $6,200,000. v ' 
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Preface 

The hotel industry has gained a relevant distinction within other types of commercial real estate. On 
the surface, the idea of developing a hotel property seems fairly simple: the property developer 
conceives a new project, buys the land, hires the architect, acquires financing , builds the structure, 
and opens the hotel to great success. But, in reality, it is more complex and fraught with risk, due to 
the specific nature of a hotel as a real estate development, which, on the one hand, is real estate in) 
that it consists of land and bricks and mortar, but on the other hand, requires an unusually high degree 
of specialized management expertise in order to succeed. Likewise, investing in hotels is considered 
by many to be a high-risk use of time and capital as the investor not only acquires an interest in a 
volatile form of real property but also participates in the highly specialized business of operating a 
service-oriented concern. Yet, despite the sometimes-dire) consequences associated with such a 
development or investment, property developers as well as investors continue to be drawn to the 
status and glamour of hotels as well to the potential for gain. --
In this information age, the real estate market, as well as for instance universities , has published 
relatively little on the subject of hotel property: The predominant focus of existing research has been 
on office and retail , because these markets have the most detailed and reliable information available 
of all commercial property markets. Far less attention has been given to hotel property in the real 
estate literature due to the relative lack of quality data on the performance of hotel real estate. 

Nevertheless, the literature on the hotel market is extensive. Most existing information of demand 
and supply fundamentals are housed in research departments of the larger consulting firms. Among 
others, Bedrijfschap Horeca en Catering , Deloitte, DTZ, Horwath Consulting, HVS International , Jones 
Lang LaSalle, PricewaterhouseCoopers, PKF, and Statistics Netherlands have been leaders in 
providing hotel demand and supply data, both at national and regional levels. Their experience, which 
is often published in real estate magazines, provides a significant body of data about the hotel market 
but rarely do consider the hotel property development and investment market. 

Though, a number of authors have attempted to establish more bases for hotel property The 
Urban Land lnstitute's first book on hotels, Hotel/Motel Development, was published irC_ 1 i5. It 
provided information about hotel property that until that time had been most difficult to find. In 1996 the 
Urban Land Institute came with a new edition of the hotel development book; Hotel Development. It 
provides the best information available on the process of hotel development. Contrarily, Ransley & 

Ingram's Developing Hospitality Properties and Facilities [2001] sets out some of the key issues in 
developing hospitality properties, but acts as a guide on how to manage hospitality facilities to their 
best effect in a non-technical way. 

De Jong, Braak and van Mulken's study HOTELS: Planning en Ontwerp [1987] is one of the first main 
collections of hotel property research in the Netherlands. Their analyses are mostly based on the hotel 
market and design and planning issues, but they have added little theoretical knowledge about the 
hotel industry, the operation of hotels, the hotel development process, the hotel investment market 
and the role of hotel properties in inner cities . Rushmore and Raleigh & Roginsky instead, in their 
Hotel Investments Handbook [1992], respectively Hotel Investments Issues & Perspectives [1999], 
present the necessary information and analytical methods in order to make a prudent hotel 
investment. For instance, they describe elements as the hotel industry, valuation issues, investment 
strategies, financing issues, operating structures, and property management. While they mainly 
discuss the hotel investment market, Eyster [1988] is the only one that provides a clear insight in hotel 
industry fundamentals and operating structures in his book The Negotiation and Administration of 
Hotel and Restaurant Management Contracts. 
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Strikingly, after De Jong, Braak and van Mulken's study relatively little scientific research is conducted 
into the area of hotel property in the Netherlands. Appreciable researches that may be mentioned are 
Van Onna [1992] Ontwikkelingen op de hotelmarkt en de waardebepaling van hotels; Den Ridder 
[1994] Hotels, from ego trip to rational investment, and, Huizinga [2003] Direct Beleggen in Bestaande 
Hotels. These researches provide a better understanding concerning the hotel market, as well as, the 
evaluation of the qualities and value of existing hotels. 

The thesis as presented here relates most closely to the work of Hoevers [2002], Het ontwikkelen 
van een hotel. Hoevers describes a 'method of approach' for hotel development. The main 
components of Hoever's masterproof are ownership profiles, a description of the hotel market, the 
profit & loss statement, operating structures, and valuation issues. However, the presented study 
differs in several important respects from the work of the mentioned authors as outlined below. 

A development in the hotel industry, whether it is for the purpose of developing extensions or a 
completely new one, requires a certain amount of research regarding both the industry as a whole and 
the development itself. Based on efficient sources and large accuracy, Hotel Property considers, in 
one easy-to-use volume, all variables that involve and influence the strategic decision to integrate a 
hotel property in an inner city mixed-use project, and precisely measures the factors inherent to a 
successful hotel property. Besides, previous work, with the exception of Schwanke's Mixed-Use 
Development Handbook [2003], solely describes hotel property as freestanding projects, while the 
presented thesis focuses on hotels included as integral parts of inner city mixed-use developments. 

Moreover, Hotel Property provides a procedure or determining the feasibility of the development, 
" and in the same time reflects the needs of future guests, the demand from operators to run a 

successful business, and the demands of investors for a secure long-term investment. Accordingly, on 
the one hand, an understanding of how the many financial , operational, marketing and organizational 
objectives of operators and investors influence the project is provided. On the other hand, items that 
anticipate a hotel project as demand and supply, a site's and mixed-use project's capacity to support a 
hotel, standards for design and planning for different hotel types, and other developmental objectives 
are clustered. The underlying approach is based on the assumption that hotel projects may only 
prosper if these objectives are in balance. 

As a result, Hotel Property, which describes the basic fundamentals for developing a hotel property 
as component of an inner city mixed-use project, may be seen as a guidebook for property developers 
that want to participate - or that are already participating - in the hotel industry. Its coverage, which is 
tailored to the hotel industry and the real estate development market, is equally designed for investors 
associated with hotel projects, and will add significantly to the body of knowledge available to 
student~ In addition, it is my intention that experienced parties will also find in valuable insights, so 
that the existing knowledge of this specialized area may be expanded and the way for increased 
development professionalism may be enlarged. The study includes numerous charts and tables that 
convey information in a simple, straightforward manner, as well as case studies that illustrate the 
various issues in evaluating hotel property. 

This thesis may be seen as the completion of my study Real Estate Management & Development at 
the Eindhoven University of Technology. It had been written in the knowledge that it is unfinished or 
incomplete, as perfection is nearly impossible within the framework of a thesis. Furthermore, this study 
is not a direct continuation on any specific existing work. Preceding examinations served as a source 
of information but they did not form the base for this research . 

In conclusion, as the hotel market is an international oriented market and as hotel property is of 
global concern, this thesis had been written in the English language and most of the aspects covered 
are applicable internationally. 
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Executive Summary 

Generally, a property developer emerges as the motivator behind the initiative to develop a hotel 
property. He may be seeking or seizing an opportunity, interested in expanding his real estate portfolio 
or he ~;;;7 a hotel as an integral element of a mixed-use development project. Since property 
developers usually undertake the initiave for property development in very uncertain situations, its 
activities must be focussed on creating situations with an increasing extent of security. This seems 
more difficult for hotel property as the following processes seem more uncertain : 
• Elaborating a real estate concept and the actual realisation of this concept. 
• To create certainty about the rental income and selling value before realisation of the project. 
• To create certainty about financing and yield of the real estate object. 

Due to uncertain market circumstances, non-transparency and the specific nature of a hotel as a real 
estate development, hotel property developments are considered to be highly complex real estate 
projects that involve great risk. The development of a hotel property is essentially different from other 
commercial real estate developments, because a new hotel development is both a real estate venture 
and the creation of a business establishment. Moreover, unlike office, retail and industrial space that 
usually rely on long-term leases, hotel rooms are rented daily, making cash flows considerably more 
volatile. But despite a higher risk profile, hotel property has a potential for large profits, because once 
the income from a hotel property reaches the breakeven point, profits tend to increase rapidly. 

-
The final success of a hotel property development for property developers depends on a successful 
execution of the aspects of the following four development processes: (i) letting hotel property; (ii) 
selling hotel property; (iii) funding hotel property; and (iv) developing hotel property as component of a 
mixed-use project. To ease the letting and selling process, and the dependent funding process, 
property developers need to demonstrate that a proposed hotel object has the potential to flourish in a 
mixed-use setting. This future success is generally dependent on eight key development criteria: (i) 

demand and supply; (ii) business mix; (iii) type of hotel product; (iv) geographical location; (v) mix of 
uses in a mixed-use development; (vi) choice of brand name; (vii) potential revenue stream; and (viii) 
the type of operating agreement entered into between the operator and investor. 

Demand for hotel rooms comes from three general categories of customers: (i) business travellers, (ii) 
meeting and convention travellers; and (iii) leisure travellers. Hotel properties typically target two 
customer segments. Accordingly, new hotel properties focussed on a combination between the 
business and leisure segment may be most viable as component of inner city mixed-use projects in 
Europe a/o the Netherlands, because this business mix is expected to enable hotel properties to 
achieve high week and weekend occupancy and higher room rates. Furthermore, seniors, double
income families and singles will become the most sought-after target groups. 

The most feasible hotel products for European inner city mixed-use projects are high-end four-to
five star hotels. However, as a consequence of an increase in branding and expansion, the European 
hotel industry has come to be dominated by international chains. These parties require 'new' hotel 
product types in projects that reflect their succesful reputation and support their brand image. 
Consequently, property developers must implement these new property types in their real estate 
concepts. The hotel concepts that are very suitable in inner city mixed-use projects and that are in 
conformance with the common four-to-five star hotels are All-Suite Hotels, Casino Hotels, Commercial 

Hotels, Condominium Hotels, and Luxury Hotels. Here, it must be noticed that the all-suite, casino and 
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condominium hotels are largely undersupplied in Europe. Subsequently, these new product types offer 
great potential for the development market, as they: 
• Are able to realise high occupancies when situated in inner cities, near concentrations of office 

and retail buildings, restaurants, entertainment outlets, and one or more modes of transportation. 
• Offer most of the service, amenities and facilities as required by hotel operators and hotel guests. 
• Are appropriate to implement or attach some kind of meeting and convention facility to optimise 

the occupancy pattern. 

To improve a hotel's ability to satisfy the present and future needs of the available market segments, 
to respond to the opportunities and constraints of a site and to compete with other facilities, a hotel 
must be (i) properly sized; (ii) well-designed; and, (iii) offering the right set of facilities and amenities. 

Appropriate sizes of inner city mixed-use hotels range between the 150 and 300 rooms. Next to a 
bigger size, it is highly recommended to develop high-quality assets with a higher price classification, 
because it is proven that these kinds of properties realise higher occupancy rates in inner city markets. 
Besides, as the income from rooms is invariably the largest source of hotel revenue for inner city hotel 
properties, property developers should reduce a significant portion of the hotel property's P-Ublic space--, 
in new hotel properties and transfer these square meters to guest rooms. Property developers should 
aim to allocate around 70% to the residential area of a hotel, enabling properties to achieve income-to
expense ratios that are significantly higher. The all-suite, commercial and condominium products meet 
this requirement as they usually derive between 62-86% of their revenues from rooms. 

Good design leads to increased sales, greater efficiency, reduced staffing levels, higher gross 
operating profit, remaining competitive position, and the need for lower capital investment and 
maintenance costs. To attribute to a property's success, the external design of hotel properties must 
be outstanding and appealing and in the same time it must incorporate local culture and histo~y. High
rise structures are generally preferred by the hotel industry as views are a major selling 'point', and are 
justified to leverage the high land costs of inner city locations. Internal design must be aimed to make 
the best use of space available and to optimise the processes that go on behind the scenes of a hotel 
establishment, in order to produce a saleable service. Moreover, due to a relatively high degree of 
functional and economic obsolescence it is the tasK of property developers to develop buildings that 
are long-lasting, 'user-friendly' and flexible. Flexibility enables investors to acquire a property that is 
applicable for alternative uses in case a hotel operation terminates. 

The increasing competition in local hotel markets enlarges the necessity to deliver a qualitative 
good hotel product that is perfectly geared to the desires and needs of the future hotel guests. 
Consequently, the recommended kinds of properties should at_ least offer the following array of 
facilities and amenities: (i) one or two restaurants and lounges; (ii) stylish bar(s); (iii) comprehensive 
meeting and function rooms featuring the latest technology; (iv) health & leisure club and swimming 
pool; (v) retail; (vi) entertainment (i.e., casinos, arts or cinema); and, (vii) a night club. 

0 of the most important keys to a successful hotel development is the location's potential for 
attracting and holding guests. Accordingly, if a possible new inner city mixed-use development project 
occurs in Europe, the following cities or markets provide potential for assimilating a hotel property: 
• Vibrant, inspiring and ambitious cities with an attractive business and tourism profile, where hotel 

companies want their brands to be present. 
• 24-hour markets where hotels constantly achieve high occupancy rates (over 65%), due to a 

healthy supply and demand balance, restricted future supply or a lack of suitable products. 
• Eastern European markets. 

The right inner city location may be seen as the location where a new hotel property is thought to 
serve best with respect to demand and where it may achieve a higher than stable income stream. For 
that reason, property developers should consider developing hotel property on inner city locations that 
are: (i) close to demand generators (office, shopping and entertainment); (ii) providing a good 
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visibility; (iii) well accessible (adequate infrastructure, proximity of a railway station, airport and public 
transport); (iv) containing a sufficient availability of parking ; (v) not restricted by planning and zoning 
limitations; and, (vi) surrounded by compatible land uses (historic inner cities, ~and waterfronts) . 

~ \ovvo··~ 

The most suitable physical configurations of inner city mixed-use developments to integrate hotel 
property are mixed-use towers and integrated multi-tower structures. According to the definition that 
mixed-use projects must at least comprise three or more significant revenue producing uses to be 
successful, the mix of hotel and office space, usually with retail as a third use, is the most potent 

combination in mixed-use development. Hotels may benefit strongly as part of a well-developed 
mixed-use project as they, due to the synergy created, may command higher room rates and enjoy 
higher occupancy levels. On the other hand, hotels are strong contributors to mixed-use projects for 
the following reasons: 
• Hotels with strong brands enhance a project's image or provide name recognition for the project. 

Hotels can provide dining, entertainment, recreation, and other amenities that serve not only hotel 
guests but also, for instance, office and residential tenants. Hotels therefore stimulate and 
increase the synergy and spin-off effects. 

• Hotels bring 24-hour vitality to the project and usually lead to an enlarging lifespan - activity cycle -
of a specific area. 

However, inner city mixed-use development is difficult, because it calls for extraordinary planning, 
management, capital resources to cover higher front-end costs , and a high appetite for risk to cope 
with. Mixed-use projects should therefore begin with the uses that have the strongest market potential, 
creating cash flow that can be funnelled into later phases of the project. 

It is recommended to develop a possible hotel property in one of the latestE!'~s of a mixed-use 
project, so that the hotel property may benefit from the earlier developed demand generators that 
usually provide a boost to hotel patronage. Besides, in that case its operation would not be disrupted 
by construction traffic and other obstacles. In addition, it is recommended to develop hotel properties, 
irrespective of the market, when the operating cycle of local hotel markets is at the bottom, because 
hotel markets are in the best condition to absorb new hotel supply when trading is improving. 

Within mixed-use projects hotels must be centrally located or at the edge for the best visibility and 
access. To achieve the desired synergies, activity cycle and sense of place that are the hallmarks of 
good mixed-use developments, hotel properties should be positioned and designed to invite local 
pedestrian traffic and should serve as a primary passageway to the project's other components. 
Consequently, hotel lobbies must be situated on a major route through the project in order to attract 
traffic, making a lobby economically attractive to owners. Moreover, if property developers incorporate 
retail, restaurants, bars, or a health club, a lobby will attract day and night time population, by which it 
improves patronage. Another significant opportunity that a mixed-use project provides to make the 
hotel component more feasible than if it was a single use, is: 
• Mixed-use projects provide opportunities to plan hotel projects in conjunction with condominium 

hotel components, allowing property developers to subsidize the hotel costs. 

Because hotel properties are viewed and financed as a combined business and real estate venture, 
the success of a project rests squarely on the strength and expertise of the operating entity. 
Accordingly, property developers must be able to match the appropriate operating company or brand 

name with the specific needs of his property. Along with the evolution of hotel products and the 
identification and pursuit of specific segments of the hotel market, th~ ownership and management of 
lodging facilities have undergone many changes. Nowadays, two types of agreements are of 
importance in hotel property development: (i) the management contract ; and (ii) the lease agreement. 
The difference between both is that under a management contract the residual income goes to the 
investor and with a lease agreement, the operator enjoys the upside return in a profitable property and 
takes the downside risk, whereas the investor is in that position with a management contract. 
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Structuring the lease or management agreement is essentially governed by various factors, such as 
the type of hotel, an educated understanding of the hotel market, the selected operator and the length 
of the agreement. To improve performance and hence the value of the asset, the lease agreement or 
management contract must be well-structured to link the return to both the operator and the investor. 

Operating structures as the turnover base lease with a guaranteed rental income appears to be a 
perfect solution to attract hotel investors and in the same time satisfying hotel management 
companies and lenders. Though, to attract or convince investors and lenders for a hotel project, 
property developers should also apply to the following criteria: 
• Property developers should contract the most powerful players in the hotel market - international 

first-tier hotel management companies with strong and established brand names - that have the 
ability to maximise long-term revenues while minimising long-term expenses. 

• Property developers should negotiate long-term lease structures to provide a secure and 
attractive investment, in order to provide an alternative for the apparently risk free, upwards-only 
rent review deals that are available for other types of property such as offices or retail. 

• Property developers should develop large and high-quality assets that will gain value in the short
term and retain value in the long-term. 

Currently, there are no property developers active on the European development market specialised in 
developing hotel property, which is party due to their unfamiliarity with the subject. Consequently, 
development portfolios of property developers allocate a small share to this specific market segment. 
However, from a theoretical point of view, hotel property fits perfectly in a development portfolio: 
• Since hotel property development requires property developers to develop properties well su'ted 

to meet the particular needs of operators and hotel guests, hotel property attunes well to the ~ocial 
philosophy of property developers, which is all about people and meeting their needs. Likewise, as 
hotel property has a potential for stable income and high returns, hotel property also links up with 
the commercial sense that is usually based on a clear vision of developing property types which 
offer reliable income and good returns. 

• If the assumptions of inner city redevelopment, mixed-use development and hotel property 
development are compared, it may be clearly noticed that all three discerned levels of 
development connect and strive for the same goals. 

• Hotel property is proven to enlarge city branding, to lengthen the activity cycle of an area and to 
create synergy with other functions - all requirements property developers try to reach in 
commercial real estate development. 

• As hotel companies continue to look to expand their portfolios in order to strengthen their world
wide network of hotels, they are obliged to collaborate with property developers, as they have 
access to the strategic and attractive locations available for a company's necessary expansion. 

So, in theory it may be stated that hotel property suits perfectly in a property developer's development 
portfolio and that it may become an important property-class for the real estate development market. 
In practise, however, the actual share of hotel property in development portfolios of property 
developers may only increase if the right development opportunities occur in which a hotel property 
may be developed feasibly. This implies that all the right ingredients of the eighr mentioned 
development criteria must be present and met. The more ingredients may be combined the more 
successful a hotel projects becomes, because every ingredient contributes to a reducement of the 
risks involved in hotel property development. Moreover, getting it right comes down to understanding 
the unique fundamentals of the hotel industry and recognising and meeting the requirements of 
operators, investors, lenders and future guests. Those who understand the industry and are willing to 
accept the risks will benefit of the needs of the hotel industry for growth and expansion over the next 
decades. 
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The construction of the Millennium Tower in Rotterdam, the Netherlands, lasted 34 months and cost €47,646,900,-. The 
tower, completed in July 2000, had been designed by AGS Architecten & Planners B.V. The building is 124 meters high (31-
storey), and includes 40,000 square meters; partly used as offices, and partly as a hotel. The first twelve floors house the 288-
room five star Westin Hotel. Westin is an internationally renowned chain of five star hotels, part of the large hotel company 
Starwood Hotels & Resorts Worldwide, which also owns the well-known Sheraton Hotels. The end-investor of the Tower, 
including the 288-room Westin hotel, is Deutsche Gesellschaft filr Immobilienfonds mbH (DEGI). 

Part One, or Chapter 1, will describe and explain the assumptions of this thesis. 

xii 



1 .1 
1.2 

1.3 

1.4 

1.5 
1.6 

1.2.1 

1.2.2 
1.2.3 

1.2.4 

1.3.1 

1.3.2 

Purpose and Scope of the Thesis 

Problem Outline 

Problem Definition 

Objective 
Phrasing 

Research Questions 

Research Design 
Research Scheme 

Research Methodology 

The Thesis ' Lim itations 

Structure of the Thesis 

Introduction Case Study 

§1.1 PURPOSE AND SCOPE OF THE THESIS 

1 · Why Hotel Property? 
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The development of a real estate property is risky because the required yield may be affected by, for 

example, municipal building licenses, long-term land positions, high construction costs , developments 

on the capital markets, and fluctuations on the real estate market. The risk for property developers 
appears when they are not able to realize the required yield. This situation may arise when developers 

exceed the proposed budget as a consequence of their commitment to responsibilities , agreements, 
and contracts 1 • For instance, some contracts may have its deadline expired through which time 

exceeds and income losses may occur. Other causes that may negatively affect the required yield are: 

(i) an overestimation of the revenues; and (ii) a drop in demand. 

Many participants in the hotel industry consider hotel property developments to be highly complex 

real estate projects that involve great risk and often consume far too much time, energy, and large 

capital expenditures, due to the specific nature of a hotel as a real estate development. Hotels are in 
fact an unusual type of business formula that combines a form of real estate - the real estate 

component is incorporated in the hotel - with an ongoing service-orientated business. So, a hotel 

property development is both a real estate venture and the creation of a new business establishment2. 

Property developers also experience these 'negative' aspects with respect to hotel property 

development. This is manifested by the fact that on the European market no property developers are 

active specialised in developing this specific market segment. Likewise, lenders and investors also 

have a lack of understanding about the aspects that appear with hotel property development. 

Therefore , hotel property development may be seen as an underdeveloped niche in the real estate 

development market. 

1 Gehner, E., 2003. Risicoanalyse bij projectontwikkeling. 
2 Baltin, B. et al. , 1996. Hotel Development. Washington , D.C. : ULI - The Urban Land Institute. 
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There are many controversies among theorists regarding the risk taking by property developers 
inherent to their involvement in the development of a hotel property. On the one hand, Hoevers [2002] 

states that property developers increasingly underestimate its complexity as well as its risks. 
Kalisvaart [2003], on the other hand, claims that the risks are generally known. Hoevers [2002] further 
observes that a base of experience numbers is missing because hotel properties are not mass
produced. This is in contrast with the level of knowledge property developers possess with regard to 
other commercial real estate developments, which, in practise, bring about less unexpected problems. 
Moreover, in case of a hotel property development, property developers often fall back on the 
knowledge they are familiar with, gathered by their involvement in, for example, retail, residential and 

office development3
. 

The lack of knowledge may also be attributed to the fact that almost all hotel developments or 
extensions in the Netherlands have been reserved to the hotel operators that are active in the Dutch 
market. So, general standards are not or barely available and every hotel operator seems to handle 
his own norms. In addition, property developers have not got enough understanding of the possibilities 
of the hotel function . Property developers are unfamiliar with e.g. the hotel market, the hotel 
operations, the hotel industry, the requirements of the participants, the risk/return profiles, the lending 
criteria, and the types of operating structures that may be discerned. This unfamiliarity may be 
credited to the fact that 'the market' has published relatively little literature on the subject of hotel 
property development in relation with the characteristics of the hotel market. 

To sum up, it may be said that the lack of experience and unfamiliarity with the matter are the main 
reasons for property developers to still consider the development of hotel properties as a sideline in 

their development portfolio. 

In spite of all the negative marks associated with hotel property development, two reasons may be 

pointed out to explain why hotel property development tends to become of greater importance for a 
property developer's development portfolio in the future. These are: (i) the hospitality industry is 
considered as the largest as well as fastest growing industry worldwide4

; and (ii) hotel properties are 
expected to become an increasingly important component in inner-city mixed-use developments. 

In comparison with the office market in general and hotel supply, the performance of hotel demand 
is the most closely associated with the overall health of the economy5

. The hotel market has usually 
been the first hit by a negative economic shock or slowdown. Moreover, the demand for hotel rooms is 
much more sensitive to 'event risk' for a variety of factors6

. These became visible with the recent 
developments in the world, which indeed affected the international hotel market negatively. The 
economic downturn, strengthened by the terrorist attacks on the 11th of September 2001 , the wars in 
Afghanistan and Iraq, and the spread of SARS7 led to unprecedented low occupancy levels for a 

majority of destinations world-wide. 
Nevertheless, despite the recent negative developments, there are not too many reasons to be 

pessimistic. With a growth forecast for the next ten years of 4.5%, the travel and tourism sector is 
among the world's fast-expanding industries. Besides, the sector - including hotels - represents over 
ten percent of the global gross domestic product (GDP)8

. If the forecasted industry growth is believed 
to affect the demand for hotel rooms, in the coming period there will be a need for new hotel 
developments a/o for renovating and repositioning older insufficient hotel properties. Property 
developers that have the courage and possibilities to enter this specialised market may be able to gain 
a substantial competitive advantage over their competitors and provide a reasonable return on these 
investments. 

3 Bax, B., 2003. Building, Rooms and Service. 
4 World Tourism Organisation, 2003. http://www.world-tourism.org; and, Horwath Consulting , 2003. http://www.horwath.nl. 
5 Burgess, C., 2001 . Guide to Money Matters for Hospitality Managers. 
6 Gallagher, M., and Mansour, A. , 1999. An Analysis of Hotel Real Estate Market Dynamics. Journal of Real Estate Research, 
volume 19, p. 133-164. 
7 Severe Acute Respiratory Syndrome. 
8 World Travel & Tourism Council Research, 2003. http://www.wttc.org. 
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1 - Why Hotel Property? 

Mixed-use development and urban place-making concepts9 have been brought to the forefront of 
development trends around the world. The art of creating or enhancing viable and attractive mixed-use 
environments in cities and suburbs is flourishing in Europe 10

. As mixed-use projects are viewed as an 
important solution to improve and revitalize urban areas, and in order to win competitions and fetch in 
important assignments, property developers have to buckle down on these kinds of developments that 
require a creative, innovative and provocative approach. Through this standpoint, there is a great 
chance for hotel property development to turn up, as outlined below. 

Living, working and recreation (spending leisure time) are the three pillars on which many inner city 
(re)development projects are based 11

. To utilize the potential of inner cities means more than 
renovating or replacing old residential, factory, office, and retail buildings. Here, property developers 
may optimise the process of inner city development by improving the urban climate and by developing 
attractive combinations of real estate functions, which are typified as mixed-use developments. By 
virtue of their scale and functional diversity, mixed-use developments may have a far greater impact 
on community development than single-purpose projects. Moreover, mixed-use projects use urban 
sites and introduce new functions/activities to stimulate growth, attract good jobs, and to create 
synergy among uses. 

Besides office, shopping and residential components, a hotel property is often included in a mixed
use development. Den Ridder [1994] claims that developers include the hotel component for 'glamour' 
reasons. In his opinion, developers believe that with a well-known upper market segment hotel brand, 
their development will be more appealing to prospective tenants and ultimately to investors. However, 
according to Schwanke et al. [2003], incorporating a hotel property in a mixed-use development 
produces a lot more benefits, and it is not purely driven by self-interest of property developers. 
Namely, a hotel integrated in a mix of real estate functions can lead to an enlarging lifespan - activity 
cycle - of a specific area, what can be good for, for example, the social security of that area. Moreover, 
the synergy and therefore spin-off effects between developed functions , as well as between the 
functions and the surrounding area(s), will be increased by including a hotel. 

Canal City Hakata in Fukuoka, Japan, is a large-scale inner city mixed-use project that features office, hotel, retail, and 
entertainment, surrounding a central canal and public open spaces. The project uses an internal walkway and a dramatic 
open-air retail pedestrian promenade as the public realm. Completed in 1996, Canal City Hakata is still the largest private 
retail project in Japan's history. Its 186,000 square meters of shops, restaurants, and offices include a 13-screen Cineplex, a 
theatre, an amusement park, and two major hotels, the Washington and Grand Hyatt Fukuoka. 

9 The creation of active, distinctive , pedestrian friend ly urban areas through effective programming and design of a mix of uses. 
10 Schwanke, D. et al. , 2003 . Mixed-Use Development Handbook, second edition . Wash ington, D.C.: ULI - The Urban Land 
Institute. 
11 Proper Stok, 2001. Al les binnen handbereik; stedelijke vernieuwingsprojecten . Stedebouw & Architectuur, nr. 6, p. 17. 
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§1.2 PROBLEM OUTLINE 

§1.2.1 Problem Definition 

Property development can be defined as the risk-bearing initiation, development, and realisation of 
real estate 12

. This implies that property developers are not solely responsible for heading the design 
and bu ilding process, but also primarily responsible for acquiring the necessary land, for receiving the 
necessary permits, for letting and selling new developed space, and finally for obtaining funding . 

In practise it seems that great uncertainty, an extensive and ever-shifting array of market segments 
and high expectations of the counter parties involved, frequently makes hotel development more 
challenging, difficult and exciting than other kinds of commercial real estate development. After 
various conversations, interviews with professionals, and relevant literature reviews, it came to light 
that the final success of the development of a hotel property depends on the success of the aspects of 
the following four development processes (assuming that the property developer executes these 
processes): (i) letting hotel property; (ii) selling hotel property; (iii) funding hotel property development, 
and the final deal on behalf of the end-investor; and (iv) developing hotel property as component of a 
mixed-use project. 

The relationships between the property developer and its counter parties in the four mentioned 
development processes are illustrated in Figure 1.1 13

. The problems and difficulties that appear for 
property developers within these processes are further on discussed briefly. Naturally, these issues 
will be deeply described in the following chapters of this thesis. 

Figure 1.1: Relationship Between the Property Developer and its Counter Parties. 

Hotel Property 
as lnveshnent 

Hotel Property as Development Product 

Lender 

• loon t Agreement 

PROPERTY DEVELOPER 

HOTEL ·----l)ooo•)m_ .... _lllllllil~ OPERATOR 

• loon t Agreement 

lender 

Hotel Property 
as Means of 
Production 

Letting hotel property seems to be a difficult process for property developers mainly due to their lack 
of experience, skills , and understanding of the hotel market dynamics14

. The following problems can 
be discerned in the letting process of new developed hotel properties: (i) finding a lessee ; (ii) 
determining the lease (rent) ; and (iii) determining the possible agreement forms. 

12 Kohnstam, P.P. and Regterschot, L.J., 1994. De manager als bouwheer. 
13 Contrarily to a 'standard' development process, the roles of e.g. the building contractor, consultant, government, estate agent, 
(asset) manager, and architect are not rendered in Figure 1.1. 
14 Baars, B., 2003. Verkoop of verhuur van hotels vereist gestructureerd proces. Vastgoedmarkt Financieel, February 2003. 
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Finding a Lessee. A hotel property can be typified as a 'single-tenant' or 'tenant-specific' property, 
because it is depending on one operator that, in the end, needs to use the developed hotel to 
generate a necessary cash flow. Due to the specific nature of hotel real estate, early lease deals are 
required for the continuation of hotel property developments 15

. However, in practise, it seems 
troublesome to find an eligible and suitable operator or lessee in an early stage of the development 
process, because the hotel industry is considered as highly complex and competitive and only a 
restricted number of parties are leading the industry. Besides, property developers are unfamiliar with 
these parties and their specific assumptions. 

Determining the Lease. The ultimate value of commercial real estate emanates from its rental flow, 
which reflects the price the market is willing to pay for the use of space 16

. A real estate lease is simply 
the sale of the use of space for a specified period of time. The lease is normally on a long-term basis 
with an investor receiving a fixed rent, which is usually subject to periodic review, sometimes to a 
preset criterion (e.g. an inflation index) and sometimes to open market terms. This type of structure is 
preferred by institutional investors as it provides a secure long-term return on their investment. 

However, the annual remuneration for hotel properties generally consists of, next to a component 
lease, a share of the annual changing operating results; fixed lease contracts only occur 
occasionally17

. As property developers are inadequately informed of the possible revenues that may 
arise from the exploitation of a hotel, it seems difficult to determine what kind of lease may be realised 
in case of hotel properties. 

Determining the Possible Lease Agreements. At present, property developers have not got enough 
understanding of the possible lease agreements that may be offered to a future lessee, because these 
are predominantly non-generic. Hotel chains within hotel companies (or fts subsidiaries) have diverse 
operating models under a variety of management structures. Besides, the contents, as well as the 
possibilities of the final agreement, usually change per location, property, or market. Therefore, the 
variety of lease agreements that may be negotiated is very sizeable. 

It is of major concern for property developers to gain a good understanding of the forms and 
contents of agreements because e.g. the ultimate investment deal is depending on the type of (lease) 
agreement property developers intend to take out with the future lessee. 

Generally, property developers are not interested in owning buildings that they develop 18
. They usually 

intend to sell a developed object to an investor or to a future owner-user before the final design or 
realisation phase. For the benefit of this thesis, two different problems that may occur in the selling 
process of new developed hotel properties are identified : (i) interesting end-investors; and (ii) 
determining the selling price (valuation based on the expected cash flows) and the future yield for the 
investor (under fixed market circumstances). 

Interesting End-Investors. In practise, the number of interested investors in hotel properties is very 
limited19

. Approximately five percent of the hotels in the Netherlands are owned by investors20
; with 

foreign investors owning the largest amount of these hotels21
. The aversion of traditional (Dutch) 

investors to invest in hotel properties, and the fact that these investors seem to be counter parties 
other than traditional real estate investors, may be attributed to the uncertainty regarding the two 

15 Kalisvaart , l.M., 2004. 
16 Grenadier, S.R., 2002. An Equilibrium Analysis of Real Estate Leases. 
17 Heydeman, J., and van Lookeren Campagne, K., 2002. Marktkennis scoort bij niet-transparante markt. Vastgoedmarkt 
Beleggingen, May 2002. 
18 Korteweg, P.J. , 2002. Veroudering van kantoorgebouwen : probleem of uitdaging? Nederlandse Geografische Studies 291 . 
19 Dijkstra, L., 1998. Hotels Hebben en Houden. Vastgoedmarkt, September 1998; Van Den Dijssel , W.J., and Stegmann, J., 
2003. Heartbreak Hotel. FEM Business, 25 October 2003, p. 20-22. 
20 Huizinga, V., 2003. Direct Beleggen in Bestaande Hotels. 
21 Van Lookeren Campagne, K. , 2003. Heartbreak Hotel. FEM Business, 25 October 2003, p. 20-22. 
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underlying investment principals: risk and yietcf2. Additionally, in case of a retail or office development, 
property developers may let the space themselves if the project is not sold at delivery. They do not 
need to make many extra investments for that, because the space is supplied to the lessee in a hull 
condition . However, this is not possible for hotels - except with a lot of extra investments - because the 
inventory is too expensive and specific for funding. 

Determining the Selling Price and the Future Yield for the Investor. In traditional commercial real 
estate investments end-investors have to deal with the property and its lessee(s), while in the hotel 
sector investors must also be concerned about the occupancy rate~3 . A proper estimation of the value 
of th is package is more difficult than those of an office building or retail property and its lessee(s). 
Furthermore, it seems difficult for non-hotel operators (in this situation property developers and 
investors) to forecast the future exploitation results, and to determine and inventory the specific risks 
with regards to the exploitation of a hotel24

. As a result, property developers, as well as end-investors 
of the property and exploitation, are confronted with some specific valuation-problems concerning the 
forecast of the proper yields or cap rates necessary to determine the market and investment value of a 
hotel property. If property developers are better informed about the matter, they are likely to make a 
more qualitative plan that draws prospective investors' attention and interest in buying the proposed 
hotel property. 

In practise, property developers have to gather funding on two grounds. Firstly, property developers 
have to obtain funding to finance the pre-investments and the development process of a project. Pre
investments especially arise from the capture of a land position, and from the participation in selection 
and competition procedures. In the last situation , the investments concern , among other things , the 
realisation of plans and drawings, advice of reputed professionals , and the production of visual means 
as scale models. Secondly, the property developer, which acts as a pivof5 in the development of a 
new project, should struggle to obtain funds for the investor (Figure 1.1 ). In that course the trick is to 
find a balance between the assumptions of the investor and the lender in the required loan agreement. 

The problems property developers face in the letting and selling processes, as described in the 
previous sections, are also the reasons for bearing problems when trying to obtain funding. Besides, 
the hotel industry has earned a reputation as a high-risk business for lenders, because hotels present 
more risk than do office or retail projects , which generally have more stable cash flows26

. Therefore, 
few traditional lenders are interested in providing funds for hotel investments27

. 

Additionally, the need for liquidity during the development process, and in favour of obtaining funds 
for the end-investor, is linked with the way and the tempo in which the invested capital may be 
recovered. For hotel projects, this recovery may be difficult to forecast considering the nature of the 
project. Unlike the performance of an office building that may be pre-leased by means of long-term 
lease agreements ( 10-15 year leases) , or of a residential project that may be pre-sold, the 
performance of a hotel is dependent on day-to-day sales. Therefore, debt coverage ratios for hotel 
facilities often exceed those for other commercial real estate. Consequently, it is difficult to determine 
a favourable financial construction and to attract the necessary capital28

. 

22 Hoevers, B.W., 2002. Het ontwikkelen van een hotel. 
23 Verbeek, J., 1998. Amerikaanse hotelfondsen bieden perspectief. Vastgoed, October 1998. 
24 Heydeman, J., and van Lookeren Campagne, K. , 2002. Marktkennis scoort bij niet-transparante markt. Vastgoedmarkt 
Beleggingen, May 2002, p. 33. 
25 The developer plays multiple roles in the development process for a hotel facil ity: he acts as visionary, entrepreneur, risk 
taker, coordinator of the various disciplines involved, and ultimate decision maker (Bash, 1996). Property developers have to 
cooperate with various players that approach a project from their own point of view and interests, and contribute specific 
knowledge in order to create a successful project. They act like a pivot ('spider in the web') to capture a position that enables 
them to control and operate the process in a proper way (Swinkels, 2000). 
26 Keeling, J.M., 1996. Financing. Hotel Development. Washington , D.C.: ULI - The Urban Land Institute. 
27 Elgonemy, A.R., 2002. Debt-financing Alternatives . Refinancing and Restructuring in the Lodging Industry. 
28 The property developer, as well as the operator, may also take an equity interest in the agreement. Because of the complexity 
of this issue, it will be discussed in one of the following chapters. 
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Before mixed-use development may achieve its high potential for success as well as make a positive 

contribution to the urban environment, numerous problems and pitfalls must be recognized and 
overcome29

: 

Mixed-use development calls for extraordinary planning, management, capital resources, and a 
high appetite for risk to cope with the more intricate planning. Besides, higher front-end costs, and 
heavier negative cash flows typically associated with mixed-use development, make the property 
developer's job tougher and require a deeper range of experience. 
From the viewpoint of the urban environment, the design of mixed-use projects , because of their 
typical size and density, requires much more skilful urban design and management talent if these 
developments are to avoid becoming monolithic, dysfunctional , or unwelcome additions to the 
urban fabric. Some mixed-use projects of the past have been criticized for disorienting their 
visitors, creating islands and fortresses, and replicating suburban sprawl in inner city areas. 

Hotel property development is also essentially different from other commercial real estate 
developments. The development process for a lodging facility is complicated and requires a great deal 
of planning and coordination, due to the fact the development of a new hotel property is considered as 
a 'turnkey' development instead of a 'shell' development30

. This requires a detailed programme in an 
early stage of the development process. Besides, there is a substantial lag between the initiation of a 
hotel project and the completion of its construction31

. 

As future operators have to use a new hotel property to generate the necessary cash flow, it is of 
great importance for property developers to involve this lessee in an early stage of the development 
process. As prospective operators may act as a co-developer in the development process, several 
problems may arise in the cooperation relation between property developers and operators. This may 
also be attributed to the fact that property developers lack understanding concerning the various 
processes involved in a hotel's operation. However, this knowledge is required to make the right 
decisions and judgements while the project remains only a concept. 

Before this, various problems, sensitivities, and difficulties with respect to mixed-use and hotel 
property development are briefly reviewed. Additionally, in practise, property developers seem to face, 
but also underestimate various problems occurring in the four mentioned development processes, so 
that hotel development brings about more risks than other commercial real estate developments. 
Consequently, initiatives for a new hotel property development as component of an inner city mixed
use project are often stagnated or even rejected . 

However, among others, property developers have the expectation that hotel properties may take 
an important position in inner city mixed-use (re)development projects in the short future. Therefore, 
hotel property development is one of the pivotal issues property developers are currently investigating. 

In order to improve the efficiency of the four mentioned development processes inherent to hotel 
property, and the ability to make a fundamental judgment whether or not to enter this specific market, 
much more basic knowledge is required. Information regarding the possibilities of hotel products, the 
effect of hotel properties in inner city mixed-use projects, the spatial -organizational preconditions that 
are enforced by the surrounding and that, on the other hand, a hotel requires for a successful 
management, has to be gathered. Besides, it is important to achieve a better understanding of the 
functioning of the hotel sector, and the exploitation and valuation issues related to a hotel property. 
Based on this information, the perspectives, as well as the uncertainties and risks for property 
developers may be evaluated and it may demonstrate by what means property developers can 
contribute to a successful hotel property. Therefore, this thesis presents the fundamentals of hotel 
property development and its potential for the real estate development market. 

29 Schwanke, D. et al. , 2003. Mixed-Use Development Handbook. Second Edition. Washington, D.C.: ULI - The Urban Land 
Institute. 
30 Bash, B.D. , 1996. The Development Process. Hotel Development. Washington , D.C.: ULI - The Urban Land Institute. 
31 Arnold, D.E. et al., 1990. Hotel/Motel Development. Wash ington, D.C.: ULI - The Urban Land Institute. 
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§1.2.2 Objective 

The objective indicates the relevance of this research. On the basis of the primary problem definition, 
a two-barrelled objective is formulated. The overall objective concerns: 

Clarifying all the aspects, structures and decisive factors on which property developers need to focus 
in the case of a inner city mixed-use hotel property development, by producing a scientific document 
that can serve as a supporting multi-use management tool, so that a situation may be reached where 
property developer, operator, investor, and lender may enter into a rational as well as feasible three
to-five star hotel development, which will provide the desired return for all mentioned parties. 
Moreover, each time a specific part of hotel property development will be emphasized, so that the 
research may simply narrow to a successful development strategy. 

The derived objective, which is implicit in the overall objective, contains the following : 

The e~ement oL!.!!!!__ kno~ge with respect to the development of three-to-five star hotel 
properties in inner city mixed-use projects, in order to: (i) efficiently and purposefully manage the 
development process of hotel properties; and (ii) to provide a better understanding concerning the 
future development potential of hotel properties for the international real estate development market, 
so that hotel properties may increasingly become part of the property portfolio of property developers. 

§1.2.3 Phrasing 

On the basis of the preceding , the following phrasing is formulated: 

-
What are the fundamentals of hotel properties in inner city mixed-use projects, and on which 
development aspects should property developers focus, in order to gain a sound understanding, 
which is necessary for a feasible and successful hotel property development, to decide its 
potential for the international property development market? 

§1 ;2.4 Research Questions 

The problem definition, as described, is worked out in a number of relevant research questions. 
These questions should be answered in the elaboration of this thesis, so, ultimately, an answer may 
be given on the proper phrasing. The following research questions are formulated: 

• Which considerations should property developers make before entering in a hotel development? 
- Which standards determine the feasibility of a hotel property development? 

• What are the major features and characteristics of the hotel market that are determinative for hotel 

property development in inner cities? 
- Which demand & supply factors and trends significantly affect hotel property development? 

• What is the function of hotels in inner cities? 
• Which preconditions a/o sensitivities appear with hotel property development in inner cities? 
• Which urban locations are suitable for hotel property development and for what kind of property? 

~ • What does an inner city mixed-use development project imply? 

• What are the experiences in reference to the functioning of hotel properties in inner city mixed-use 
development projects? 

8 

- Which (dis)advantages may be discerned with regard to assimilating a hotel property in an 
inner city mixed-use (re)development project? 

- In virtue of which criteria should property developers decide to implement a hotel property in 
an inner city mixed-use development project? 
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- What is the optimal composition of a mixed-use project, so that the hotel property, as well as 
the total mixed-use project, may function best (depending on the peculiarities and structure of 
the city, and the chosen location)? 

• What are the future trends and expectations for hotel property development in inner city mixed-use 
projects? 
When may a hotel property development be mentioned as a successful development? 

• What part does the hotel industry play in hotel property developments? 
- What motives drive the participants of the hotel industry to open new hotel properties? 
- Which requirements are demanded by the hotel industry? 
- What knowledge is required for a successful hotel property development concerning the 

various processes involved in hotel operations? 
• What kind of operating agreements with respect to hotel property may be discerned? 

- What type of agreement should property developers choose in each kind of development, so 
that a fair and risk-less relationship can be set up among the parties involved? 

• What are the major differences between the hotel real estate market and the other commercial 
real estate markets? 

• What are the main distinctive characteristics of hotels as a real estate investment category? 
- What are the experiences of real estate investors with regard to hotel investments on the 

investment market? ~ ( 
- Which performance/risk profiles ar~u~d for hotel property investments? . 

• Which funding methods may be chosen and wh ich method does provide the best balance 
between the assumptions of the investor and the lender in each kind of development? 

- Which criteria do lenders-and investors state as a condition before they get involved in a hotel 
development? 

• What are the main issue_s, problems a/o characteristics that occur in hotel property 
development? 

- What are the specific aspects property developers have to focus to obtain a thorough 
understanding of hotel property development? 

• How does the phasing of the development process of hotel properties look like? 
• What are the standards with respect to the design and development of hotel properties as 

components of inner-city mixed-use developments? 

• What may be the future role or perspectives of hotel property development in the development 
portfol io of Dutch property developers, regarding the property developer's long-term desires by 
identifying both financial and personal goals and objectives? 

• What recommendations can be made towards property developers who intend to enter in a hotel 
property development or to strengthen their competitive position? 

• How may property developers contribute to the final success of a new hotel property as 
component of an inner city mixed-use development project? 

§1.3 RESEARCH DESIGN 

§1.3.1 Research Scheme 

Now that the problem outline and problem definition are delineated, the research scheme can be 
worked out. The scheme has been set up in such a way that an answer on the formulated problem 
definition may be found efficiently. Figure 1.2, portrayed on the next page, represents the structure of 
this examination in diagram form , and thereby the phases and steps that will be accomplished. 
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Figure 1.2: Research Scheme Thesis. 

Demand for Hotel 
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Hotel Investments 

Hotel Property as Part of the Core Business 

Test by Case Study 

§1.3.2 Research Methodology 

Adjustments 

Hotel Property 
Development 

The research methodology reflects the various methods chosen to collect the information necessary to 
reply the central phrasing and the derived research questions. The definitions of these methods mainly 
originate from Van Der Voordt [1998] , Baarda and De Goede [2001 ], and Vercouteren [2002]. 

The first phase of the research consists in committing a literary study to create a good visualisation 
and understanding of the examining subject. For th is, among other things, a number of books, 
publications, internet sites, newsletters, and articles of scientific journals will be examined. This 
information will mainly be gathered at public libraries, as well as libraries of technological universities , 
at the Amsterdam School of Real Estate, and at the media centres of the various hotel schools. The 
consulted literature will be displayed as footnotes, and may be found in the bibliography. 

In addition to the literary study, several interviews shall take place to obtain specific knowledge. 
These interviews will consist of direct conversations with representatives that are a/o have been 
involved, in a specific way, in hotel property developments. These parties may be property developers, 
investors, consultants , local authorities, designers, and so on. On the basis of a questionnaire, 
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relevant questions will be presented to acquire answers a/o to provide a better understanding 
concerning the queries of this research , so that solid conclusions may be drawn. By means of critical 
incidents will be attempted to qualify the difficulties a/o bottlenecks that appear with in hotel property 
developments. Besides, to gain a better understanding in reference to the structures of the hotel 
market, various conventions wil l be attended. 

A case study will also be used for the benefit of the elaboration of this thesis. The approach of the 
case study is characterized by a method emphasised on explanation , hence, a number of cases will 
be adopted. One case study will be developed throughout the text to demonstrate the various 
techniques and procedures that may be used by readers to arrive at sound conclusions and 
recommendations. Besides the main case that will be introduced in paragraph 1.6, nearly all chapters 
feature 'actual' case studies developed to illustrate the concepts presented in the text. The case 
studies are designed to be realistic, but the data is hypothetical. 

By means of the case studies will be observed to what degree the drafted theory is representative 
for the development of hotel properties in inner city mixed-use projects in practise. The following 
information sources will be used for the elaboration of the case studies32

: documents, interviews, and 
direct observation (visiting the site of the proposed hotel development) . Each used information source 
provides its own contribution to the data. The mentioned cases will be interwoven with the text where 
they are considered necessary for an optimal clarification , or they will be reflected at the end of 
specific chapters. The cases will be defined by a recognizable blue line and logo. 

§1.4 THE THESIS' LIMITATIONS 

The thesis is subject to the following biases and limitations. Firstly, it represents a development 
approach, and focuses on the objectives of property developers, investors, and operators. Secondly, 
the thesis focuses upon the concerns and problem areas of hotel property development. The word 
development means the construction of a new hotel (operation) . 

The term 'hotel property' will be used in the generic sense to refer to three, four or five star hotels 
(in accordance with the BeneluxHotelclassification, executed by the Bedrijfschap Horeca en Catering) 
including its furniture, fixtures , equipment and the land it occupies. Emphatically, motels, inns 
(hostelries), and resort hotels do \ o constitute as separated subjects of this research. Likewise, 
campsites and bungalow parks are considered as part of the res idence recreation , therefore these 
facilities will also be excluded. 

Furthermore, readers should recognise that the size of a hotel establishment and the other factors 
considered in labelling a hotel property as a particular type, influence, in varying degrees, the capital 
cost of the development process, the duration of the construction, the complexity of the deal structure, 
and, for example, the projects impact on the neighbouring community. 

Additionally, this research is concentrated on the development of new hotel properties or new hotel 
extensions in leading Dutch and European inner cities. The development of hotel properties on inner 
city locations is the central issue. Accordingly, suburban locations, airport locations, and highway 
locations will be left out of consideration. There are several major reasons r undertaking a o el 
project, however, the following is the main reason for this thesis: to build a hotel property as part of an 
inner city mixed-use development. 

This thesis describes the situations in which property developers lease a hotel property to an operator 
or a management company. Though, the relationships between owners of hotel properties and hotel 
operators may take the following two forms in th is thesis: (i) a hotel will be owned and operated by the 
same company, or (ii) one company - investor - owns the hotel and another operates it on the basis of 
a management contract or a kind of lease agreement. 

32 Yin , R.K., 1993. Case study research; design and methods. 
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Within the framework of this thesis, the hotel branch encompasses companies that experience the 
distribution of three-to-five star hotel accommodations in inner cities in Europe as one of their 
activities. Besides the main activity of providing accommodation, most of these hotels provide the 
guests with food and beverages. However, for the benefit of this thesis, the focus will always be on 
hotel properties where the primary motive is the maximisation of economic wealth to generate future 
net income. 

In this research special attention will be paid to the hotel market Amsterdam/Schiphol, because this 
is the most important hotel market in the Netherlands. However, the activities of the international 
operating hotel companies/chains on the Dutch hotel market cannot be dissociated from international 
(market) developments. Hence, to broaden the readers' insight, some parts of this thesis will be 
dedicated to the structures and qualities of the American and European hotel market. 

As mentioned before, the main goal of this thesis is to enlarge the knowledge with respect to the 
development of three-to-five star hotels in inner city mixed-use projects. With this document, property 
developers should be able to decide approximately when he should assimilate a three-to-five star 
hotel property in a specific inner city mixed-use (re)development project. Beforehand, property 
developers will be capable to pass judgements with regard to essences as feasibility and rationality. 
Furthermore, readers should interpret this thesis as a contribution, not as the supreme answer. Next to 
it, this thesis is not a continuation on a former research, but a supplement. 

In conclusion , to a large extend, this report is generally based on the ideology of property 
developer MAB. The insights, understandings, and parts that come across in hotel property 
development will be largely described in the manner on which MAB experiences these issues. In line 
with this research, it is not possible to describe these experiences of more active property developers. 

§1.5 STRUCTURE OF THE THESIS 

The title of this thesis: hotel property: 'from sideline to integral component in inner city mixed-use 
(re)development projects', suggests that hotel property may become vital components in these kind of 
projects, whereby the success of a hotel project depends on projected performance, measured in (i) 
achievable rate ; (ii) achievable occupancy; and (iii) expense factors. However, before this situation 
may occur, the problem outline indicated that the final success of a hotel property development 
depends on an efficient and successful accomplishment of four connected development processes. To 
some extent, the prototypical feasibility study common to the hotel industry critically assesses all the 
necessary factors to indicate the final success of these development processes. Besides, the 
feasibility study may be used to strive for other important objectives, as, among others: 

To recommend a product that will meet the various expectations of the project's participators. 
To increase the confidence of others in a project's success (i.e., potential lenders and investors). 
To obtain an operating franchise or management contract or to attract equity participation. 
To support a developer's request for a zoning variance in negotiations with city officials . 

Determining a project's feasibility is usually a two-step process33
. The first involves assessing the 

market feasibility of the project and the second is preparing an operating and development statement 
(a cash flow statement) based on the market findings. Assuming that the feasibility study does not go 
beyond projecting cash flow available after fixed charges, the 'go' or 'no go' decision rests on 
evaluating the following set of seven common elements covered in an appropriate feasibility study for 
a hotel property in an inner city mixed-use development34

: 

33 Gehner, E., 2003. Risicoanalyse bij projectontwikkeling. 
34 Bash, B.D., 1996. The Development Process. Hotel Development, Ward , T., 2001 . The Feasibility Study, and, Laventhol and 
Horwath, 1990. Hotel/Motel Development. Washington , D.C.: ULl-The Urban Land Institute. 
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Step One: Assessing Market Support. 
(1) Evaluate Hotel Demand. 

(2) Evaluate Hotel Supply and Competition. 
(3) Evaluate Suitable Inner City Sites for Hotel Property Development. 
(4) Evaluate the Role and Potential of Hotel Properties in Mixed-Use Projects. 
(5) Quantify the Affiliation. 

Step Two: Preparing an Operating and Development Statement; Projecting Revenues. 
(6) Projecting Operating Statements, Cash Flow Projection and Investment Appraisal. 
(7) Evaluation of Design Concept and Recommended Facil ities. 

Consequently, the main elements of the feasibility study will function as a framework for this thesis, 
whereby the chapters will provide all the basic fundamentals that form the input for the feasibility 
study, as outlined below. An overview of the positions of these chapters within this thesis is already 
presented in paragraph 1.3. 

[1] Evaluate Hotel Demand. Demand is a moving target in the hotel market, and taking its measure is 
crucial to the development and operation of a hotel. Accordingly, Chapter 2, Demand for Hotel 
Properties, will provide the necessary knowledge concerning hotel room demand, and identifies the 
sources of data by which present and future demand can be quantified and projected. It identifies the 
main market segments, their location preferences, and their seasonal pattern, because the market 
segments to be served form the primary focus for the design, marketing and operation of new hotel 
property. Chapter 2 furthermore defines the sources and drivers of (inter) national demand, as well as 
the characteristic operating results of the various kinds of facilities. In order to project hotel demand 
and income potential for hotel properties, Chapter 2 also ~ooks at the market's economic and 
demographic trends that may affect the hotel sector in the short- and long-term future. 

[2] Evaluate Hotel Supply and Competition. Hotel supply factors and trends often have a significant 
effect on hotel property, particularly with respect to hotel size, layout, design, chain affiliation, financial 
structure, and type of management. An understanding of the supply is furthermore needed to predict 
the relative competitiveness of properties and to estimate a property's probable market share. 

Chapter 3, Supply of Hotel Properties, provides a reasonable knowledge concerning the processes 
that go behind the scenes of a hotel property, and with it the risks that are involved in a hotel 
operation, as these seem critical in producing an efficient and profitable hotel property. Subsequently, 
the composition of the (inter)national hotel market will be discussed. Chapter 3 also examines the 
international classification standards to identify the hotel segments and concepts that may have 
potential for the European development market. Finally, this chapter will examine the level and means 
of competition between hotel properties in the hotel market. 

[3] Evaluate Suitable Inner City Sites for Hotel Property Development. Chapter 4, Hotel Property 
in Inner Cities, offers a framework to evaluate the suitability of inner city locations for hotel property 
development; where it is thought to serve best with respect to demand, and where it may achieve a 
higher than stable income stream. Chapter 4 aims to analyse the various factors and aspects that may 
affect a location-decision in inner cities . Issues as economic and social factors, the role of tourism, the 
multi-functionality and synergy, demand generators and tourist attractions, and site characteristics that 
are important for new hotel property development in inner cities will be identified. Chapter 4 
furthermore provides a better understanding concerning the typology of urban hotel locations and the 
type and class of facility that would best utilize the attributes of the location. 

[4] Evaluate the Role and Potential of Hotel Properties in Mixed-Use Projects. Chapter 5, Hotel 
Property as Component of Inner City Mixed-Use (re)Development Projects, provides the necessary 
information to define an optimal strategy for the mix and scale of uses of the mixed-use project. The 
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first paragraphs identify the configurations and opportunities of mixed-use projects, exemplifying how 
these projects may strengthen a community and maximize real estate investments. Subsequently, the 
position and role of hotel properties in inner cities mixed-use developments, and the possible synergy 
between real estate functions will be summarized. Therefore, Chapter 5 examines the right position for 
a hotel property in relation to other elements of a mixed-use project and the exterior environment, and 
suggests which functions should be integrated in a proposed mixed-use development in order that a 
hotel property might become a favourable component. Eventually, the planning process - including the 
market analysis - for a hotel within a mixed-use project will be determined. 

[5] Quantify the Affiliation. Because hotel properties are viewed as a combined business and real 
estate venture, the success of a project rests squarely on the strength and expertise of the operating 
entity to which a hotel property may be leased. Besides, operators want to participate in decisions 
regarding designs specifications for a hotel facility, because most have company wide standards that 
must be met. Therefore, the focus of Chapter 6, The Hotel Industry, is to provide an understanding of 
the issues necessary for selecting the right company to operate a proposed hotel property in an inner 
city mixed-use project. Consequently, Chapter 6 will kick-off with a description of the highly complex 
hotel industry; the ways in which it works and the forces that affect it. It will also clarify items as market 
transparency and shows the value of involving a branded chain in an inner city mixed-use project. 

The pith of Chapter 6 is formed by a description of the hotel industry structure. It examines all the 
important considerations in choosing a management company and analyses the main types of 
operating agreements between hotel investors and management companies. Subsequently, Chapter 6 
explains how hotel companies aJo chains evaluate inner city locations and the conditions these parties 
require before they decide to enter into a new hotel project. 

[6] Projecting Operating Statements, Cash Flow Projection and Investment Appraisal. In this 
element of the feasibility analyses, property developers or its advisors usually must prepare the pre
liminary operating and consolidated financial statements, estimating (i) room occupancy, average daily 
rate, food , beverages, telephone, room hire, leisure and other revenues, and the associated fixed and 
variable operating costs, and (ii) fixed property costs, funding structures, loan terms and application of 
various appraisal methods including net present value. Besides, the investor and best financing 
structure must be identified. Consequently, Chapter 7, Hotel Investments, starts with an examination 
of the structural , operational, and investment characteristics of hotel properties that are most 
meaningful to property developers in the selling process. It looks into some of the rationale behind 
hotel real estate investment and identifies why hotel properties represent an investment opportunity for 
investors. Besides, the main hotel investors active on the European market and their investment 
requirements will be identified. 

Additionally, Chapter 7 provides a familiarity with the financial results that may be expected from a 
proposed hotel facility (the profit and loss statement) , and the main valuation methods necessary to 
determine the (investment) value of a new hotel property will be provided and applied in a financial 
analysis. Chapter 7 will be completed with an exploration of the various financing techniques and 
sources of capital commonly used in the hotel sector. 

[7] Evaluation of Design Concept and Recommended Facilities. In the last phase of a feasibility 
analysis the optimal size and the best choice of amenities for the hotel are habitually determined. To 
improve a hotel's ability to satisfy the future needs of the available market segments and to respond to 
the opportunities and constraints of the site, Chapter 8, Hotel Property Development, represents the 
requisites and conditions for hotel property development. Firstly, Chapter 8 discusses the essential 
steps in the coordination and execution of a hotel's development process. The actual procedure of 
construction is not discussed, but the phases and development processes that a hotel development 
project typically goes through are explained. 

14 



1 - Why Hotel Property? 

Chapter 8 additionally illustrates that the feasibility of a hotel property is furthermore driven by time, 
quality and cost. So, secondly, an answer will be provided on the question of when it is viable to build 
and to deliver a hotel property. Thirdly, Chapter 8 will describe how quality and the facilities description 
directly influence the pre-design and planning phases of the hotel development project. A general 
description of space allocation for the most important hotel elements and the most effective structural 
designs for inner city hotels will be provided in order to develop a final product that meets the needs of 
the client and satisfies the consumer. Finally, the development costs for hotel products suitable in 
inner city mixed-use projects will be determined. 

Part six of this thesis consists of Chapter 9, Hotel Property as Part of the Core Business, and may be 
seen as the synthesis of this thesis. Initially, Chapter 9 renders the conclusions of the chapters in 
accordance with the formulated research questions. On the basis of the formulated conclusions, the 
recommendations for this thesis will be provided. The recommendations refer to , among other things, 
(i) the challenges and chances of the hotel product, (ii) the opportunity of hotel property as integral 
part of new inner city mixed-use projects, (iii) the future position of hotel property in development 
portfolios of property developers, and (iv) the prospective of hotel property for the real estate 
development market. Concluding , Chapter 9 will provide recommendations on behalf of continuation 
researches. 

Considering the nature of this research, various new expressions or notions are used that may be 
relatively unknown by the target groups of this thesis. As these notions are necessary to understand 
the provided information, they will be clarified in the Notions Frame at the end of this thesis. 

§1.6 INTRODUCT;ON CASE STUDY 

As indicated in the previous sections, the area of hotel property development is grossly under researched and 
requ ires , besides a thoughtful consideration , a case study analysis to identify common criteria for predicting 
success. Greatest part of th is research is elaborated within the ranks of MAB. MAB is an independent property 
development and investment company with operating companies in the Netherlands, Germany, France, United 
Kingdom and Belgium. MAB develops and realizes projects for its own account and risk. Since MAB was founded 
in 1970 in the Netherlands, its specific competence is inner city (re)development. 

In 1978, with the development of the project Babylon in The Hague, MAB was put in touch with~integration 

of a hotel property in a (re)development project for the first time. At the moment MAB executes eigh rojects -
scattered over Germany, France and the Netherlands - in which hotel properties are integrated. expectation 
is that this number will increase in future, also because MAB realises that a hotel property can really provide 
supplemental worth for the development itself as for the inner city in which the development takes place . Besides, 
as one of the market leaders, MAB is investigating, also by means of this research , what role hotel properties may 
play in their future development portfolio. 

The main case study that is selected for the foundations of this thesis concerns a proposed hotel property 
development downtown Amsterdam. MAB is currently considering the development of an approximately 278-
bedroom luxury five star hotel in Amsterdam, which will be used as Case-Hotel for this research . The hotel is to 
be operated by a large international hotel chain . The hotel project forms part of the innovative regeneration of the 
Oosterdoksei land [ODE] located adjacent to Amsterdam Central Station and to the southwest of the Oostelijke 
Handelskade where the recently opened Passenger Terminal Amsterdam is situated. 

Project ODE is a major waterfront mixed-use project with a broad functional mix of real estate functions to create 
a new destination within the city of Amsterdam. In cooperation with the city of Amsterdam, MAB has created an 
ambitious urban plan , which will consist of a great variety of functions. The plan makes the most of the special 
character and the unrivalled potential of the area. In short , the Oosterdokseiland will be an urban area, a 
destination serving a wide cross-section of the public and bustling with activity day and night. 
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The regeneration project comprises high quality office and residential components in addition to a Network Facility 
Centre for Asian businesses , the Amsterdam Library and Conservatorium. With the realisation of ODE, 200,000 
m2 of high-quality modern architecture and an exceptional mixture of metropolitan facilities will be added. As well 
as providing an inspiring location for national and international companies to set up business in , ODE will give 
new elan to living and working in a truly unique location . More precisely, the entire project contains the following 
components: 

Case-Hotel : 24,700 m2 . 

Apartments : 343. 
Retail & Catering : 15,500 m2 • 

Office Space : 79,300 m2 . 

Culture & Leisure Amenities : 49,400 m2 . 

Parking Places : 1,540. 
Bicycle Park Places: 2,500. 

For centuries Amsterdam has opened itself up to different cultures and peoples. In ODE's first plot - ODE consists 
of 6 plots - this hospitality is illustrated by a five star hotel property with a number of top-notch restaurants . A 
congress centre will be built here as well , which will reinforce Amsterdam's position as the world 's fifth congress 
city with its high-quality, flexible congress facilities . In the plinth of the hotel , located on the East Plaza, there are 
various lively and trendy bars and luxurious shops selling exclusive brands. They are accessible for hotel guests 
through the hotel lobby and for the general public through an entrance on the quay. Opposite the hotel there is a 
small-scale apartment block with 32 apartments for sale. The architect of plot 1 is David Chipperfield from David 
Chipperfield Architects (London) . The project construction is set to start in 2004, with completion of plot 1 
estimated in the third quarter of 2007. 
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With hotel companies/chains offering different brands and products at varying quality levels, new hotel product types are 
being created to appeal to various market segments. One of these new types is the All-Suite hotel. 

Chapter 2 & 3 will provide the necessary knowledge concerning hotel room demand and supply factors that influence 
the design, planning, marketing, and operation of new hotel property. 
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A property developer's success in the hotel industry depends on, among other things, knowing how 

economic cycles and social trends affect demand35
. Moreover, of all demand characteristics, 

fluctuation in demand is the one most frequently overlooked by inexperienced hotel property 

developers36
. Accordingly, paragraph 2.2 will discuss the main factors that may affect demand. 

Sources of hotel demand are categorized according to the nature of and reason for the travel 

involved. Since most hotels are oriented toward one or more market segments, the major components 

of the travel market must be identified. Paragraph 2.3 provides a basis for defining major market 

segments and characterises three primary market segments that account for hotel room demand, and 
their seasonal pattern. Paragraph 2.4 furthermore clarifies the location preferences of the 

distinguished market segments. 

In general, demand can be subdivided in micro and macro demand. Micro demand for hotels refers 

to the demand within a limited geographic area such as a city, or country; macro demand is much 

broader in scope and takes into account national and international travel patterns. Subsequently, 

paragraph 2.5 commences with a description of international hotel demand, followed by some 

subparagraphs that provide the most important demand statistics that may entail the use of hotel 

35 Rushmore, S., 1992. Hotels and Motels : A guide to Market Analysis, Investment Analysis, and Valuations. 
36 PKF Consulting, 1996. Hotel Development. Washington , D.C.: ULI - The Urban Land Institute. 
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accommodations in the Netherlands. These data provide the clearest indications of the current status 
of the local hotel industry because the data require little extrapolation or interpretation. 

When projecting hotel demand and income potential for hotel properties, analysts usually look at a 
market's economic and demographic trends. Many of these trends will affect the hotel sector in the 
short- and long-term future, and the sector has to adapt these continuously. The main factors that will 
impact the hotels of the future are discussed in paragraph 2.6. 

§2.2 FACTORS AFFECTING SUPPLY AND DEMAND 

Many factors, that are either external or internal to the hotel industry, influence the supply-demand 
relationship for hotel rooms37

. On the supply side, external influences can be government related , 
such as tax law changes, construction of highway systems, and legal and regulatory actions that affect 
the availability of capital. Factors internal to the hotel industry affecting the supply of hotel rooms 

centre mainly on the proliferation of multi-tiered brands developed by, for instance, management 
companies to appeal to perceived consumer demand segmentation38

. 

On the demand side, external influences are: (i) global, national , and regional economic conditions 
such as foreign trade, employment, government spending, corporate restructurings, and personal 
disposable income; (ii) demographic factors such as growth in population and age distribution; (iii) 

social factors such as attitudes toward family and time away from work; (iv) political events such as 
war; and (v) environmental factors such as weather and natural disasters. 

In practise, however, demand growth seems to be driven by two key factors39
• Firstly, the performance 

of domestic economies drives the occupancy and profitability of domestic hotel markets, reflecting the 
underlying domestic business performance and domestic disposable income trends. Secondly, the 
volume of international guests, which is dependent in large part on the cost of transport, attitudes to 
travel and global economic performance, drives the occupancy and profitability of the international 
hotel market.- Hence, falling cost, increasing volume of international travel and continuing globalisation 
are expected to lead to more international guests seeking hotel accommodation40

. 

The interaction of these diverse external and internal supply and demand factors determine the 
strength or weakness of a particular market. Since these factors are dynamic, most markets 
experience substantial volatility in their occupancy and average room rate levels. Thus, from a 
property developer's standpoint, gauging where a particular property in a specific market may be 
along the equilibrium continuum is crucial to making a prudent development of a hotel property. 

In practise, property developers seem to find it difficult to grasp the idea of supply induced (or latent) 
demand. Induced demand is generally being defined as room night demand that has been attracted to 
a market by some new attraction or other demand generator. Supply induced demand is the new room 
demand that can emerge simply because a new hotel property opens. Room demand is affected not 
only by local, regional and sometimes national economic trends, but also by hotel marketing strategies 
and changes in the competitive supply of hotel rooms. Not all hotels are developed to respond to an 
existing demand for rooms. Some are planned, constructed, and marketed to attract people who 
otherwise would not have come to an area or at least would not have stayed overnight. Throughout 
the United States, for example, numerous examples exist of hotels, whose development has relied 
primarily, if not exclusively, on their ability to bring people to the area simply because they, the hotels, 
are there. 

37 Jonhstone, D.T. and Duni , J.A., 1995. The Hotel Sector. The Handbook of Real Estate Portfolio Management. 
38 Supply issues are considered at length in Chapter 3 of this thesis. 
39 Intercontinental Hotels Group, 2003. http://www.ichotelsgroup.com. 
40 BORG, 2002. UK Traveller Survey 2002. 
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§2.3 MARKET SEGMENTATION AND SEASONALITY 

Because of the size and diversity of the travel market, property developers should know as much as 
possible about the major market segments that account for hotel room demand. Then, they can 
design, in coherence with an architect a/o future hotel operator, properties well suited to meet the 
particular needs of different types of travellers . A number of questions deserve considerations before a 
property developer may understand and respond to market demand41

: 

Why are people travelling? The purpose of a given trip often virtually determines hotel selection. 
The same person will select different kind of hotels for different kind of trips. A luxury downtown 
hotel , for example, might be the travellers' choice while on a business trip requiring that he or she 
project a certain image. The same traveller might choose a budget hotel during a pleasure trip. 
Who is travelling? The age and income level of each traveller, and the number of persons in 
each party, all influence the type and variety of facilities, amenities and services sought. 
What are the origins and destinations of those travelling? Understanding traveller's points of 
origin will provide property developers with useful direction for marketing efforts and may also help 
them plan appropriate amenities and services. 
What is the price sensitivity, or lack of it, of those travelling? This varies widely, depending 
on the purpose of the trip (e.g. , traveller on an expense account) , and the expected length of stay. 

These critical questions exemplify the issues typically analysed by hotel developers and market 
analysts today. Overall, hotel property developers (and, for example, major chains) should orient 
themselves toward a degree of market segmentation and of product diversification that was 
unimagined 20 or 30 years ago. At that time, most hotel rooms were small and basic, efficient but not 
designed with the guest in mind. 

The need or desire to travel , and the resulting hotel markets cannot be easily analysed. By 
focuss ing on two important aspects - market segmentation and seasonality - the following sections 
aim to give a perspective on how products response to markets. 

Most trips fall under one of the following three primary market segments: (i) business travellers; (ii) 
meeting and convention travellers; and (iii ) pleasure or leisure travellers. Each segment has its own 
historic growth trends and demographic characteristics. A composition of market demand for the 
Netherlands can be found in Table 2.1 . 

Table 2.1: Composition of Market Demand in the Netherlands (%). 

Category 
All Hotels Amsterdam/Schiphol Provinces 

2002 2001 2002 2001 2002 2001 
Business Travellers 42 39 38 40 48 36 
Individual Tourists 29 28 32 28 24 29 
Tour Groups 11 9 10 9 12 8 
Conference Participants 13 16 11 11 15 25 
Other (e.g., passer-by) 5 8 9 12 - 2 
Total 100 100 100 100 100 100 

Source: Horwath Consulting, 2003. Hosta 2003. 

Besides the purpose of the trip, two questions influence a traveller's selection of a hotel: 
Will the traveller be travelling independently or as part of a larger group? 
Will the traveller be in transit when he reaches the particular market area, or will he has arrived at 
his final destination? 

Responses to these questions also deserve consideration by those who wish to define the distinct 
demand segments available to a hotel in a certain market area. 

4 1 Laventhol and Horwath, 1990. Hotel/Motel Development. Washington, D.C.:ULI - The Urban Land Institute. 
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Market segmentation is a useful procedure because individual market segments generally exhibit 
unique characteristics relating to future growth potential, seasonality of demand, average length of 
stay, double occupancy, facility requirements , price sensitivity, and other factors42

. Once the room 
night demand has been quantified by market segment and the individual characteristics of each 
segment have been defined, the future demand for a hotel property may be more accurately 
forecasted by making separate projections for each market segment. 

The uninitiated hotel developer might not recognize the need to understand market segmentation 
before moving ahead with a project, but, as may be seen, the demand for hotel rooms is not a generic 
one. Understanding this fact and analysing the specific market potential for a proposed hotel through a 
detailed market study can prove to be crucial to the success of that hotel. The market segments to be 
served should form the primary focus for the design, marketing and operation of the new hotel. 

Some unique characteristics of the three market segments are described in the following 
subparagraphs. Additionally, a complete overview of the characteristics of the market segments may 
be found in Supplement 1. 

§2.3.1 Business Travel 

The business market segment is composed of individual business people visiting the various firms 
within a market area, and persons that, because of their work, have been relocated to an area and 
need lodging until they can make permanent living arrangements, or for consultants, auditors , or 
engineers working on projects lasting several weeks or months. Business travel mainly depends on 
the economic climate, course budgets, and the number of conventions and meetings that take place. 

Business demand in the Netherlands is strongest Monday through Thursday nights, declining 
significantly -on Friday and Saturday and increasing somewhat on Sunday (Table 2.2). The typical 

length of stay of business travellers ranges from one to three days and the rate of double occupancy is 
low at 1.2 to 1.3 persons per room. Business demand is relatively constant throughout the year, with 
some drop-off in late December and during other holiday periods. Some companies, especially 
multinationals, book rooms on a block basis by a corporate contract. This leads to a fixed group of 
visitors , which pay a price that is agreed in advance. 

Table 2.2: Market Mix per Day of the Week(%). 

Day 
All Hotels Amsterdam/Schiphol Provinces 

Business Leisure Business Leisure Business Leisure 
Monday 76 24 68 32 83 17 
Tuesday 78 22 70 30 85 15 
Wednesday 79 21 71 29 85 15 
Thursday 76 24 68 32 82 18 
Friday 33 67 38 62 29 71 
Saturday 24 76 30 70 19 81 
Sunday 45 55 43 58 46 54 

Source: Horwath Consultmg, 2003. Hosta 2003. 

The presence of international orientated trading companies, or of companies with an important 
international industrial significance, and of international organisations such as consulates, embassies, 
national authorities/organisations, are of great importance for the dimension of the demand coming 
from the business segment43

. However, certain types of businesses tend to generate more hotel room 
night demand than others. Businesses involved in wholesale trade tend to generate the largest 
amount of hotel demand, followed by firms engaged in finance, insurance, and real estate. Non-profit 
organisations create relatively little hotel room night demand. This type of information is useful in 
evaluating the demand-generating capability of the various businesses that comprise the market. 

42 PKF Consulting, 1996. Hotel Development. Washington , D.C.: ULI - The Urban Land Institute . 
43 Van Onna, F.A.M., 1992. Ontwikkelingen op de hotelmarkt en de waardebepaling van hotels. 
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Solely the business segment has a location-bounded character44
. That means that the business 

traveller has to be near a company, which is located in a definite city, thus , the destination is fixed . 
This in contrast to, for instance, conventions, for which a number of locations are eligible. 

Business travel is the lifeblood of most hotel properties in Europe. Not only does the business 
travel segment represent the largest volume of room night demand, but also on the whole it is the 
least price sensitive. Business travellers are not overly price-sensitive and generally use a hotel 's 
food, beverage, and recreational facilities. A business-oriented hotel will generally achieve higher 
average room rates than a comparable facility catering to meeting and convention travellers. 

The demographics of the business traveller are of particular interest in evaluating the relative 
competitiveness of various hotel facilities that attempt to attract this market segment. Some 
distinguishing traits of business travellers can be discerned45

: 

Approximately 65-80% are male. 
The median age is approximately 40 years. 
Most business travellers take about five trips per year. An average trip lasts of about one to three 
days and usually has a single destination. 
The primary purpose of a business trip is to attend a meeting or convention. A fairly large number 
of business travellers combine business with pleasure, making the trip part of a vacation. 
Air travel is by far the most popular mode of transportation for (foreign) business people. 
Urban hotels, located in city centres , are by far the most popular among business travellers, 
because of nightlife, accessibility, and the distance to the company. 

The individual business traveller has been greatly affected by the corporate cost-cutting measures 
prevalent in the last years. Moreover, many corpor:ations have mandated that company travellers 
downscale their accommodations from first class to mid-rate or even economy. Besides, electronic 
media have replaced many in-person meetings, which are being consolidated or held only when 
absolutely necessary. 

§2.3.2 Meeting and Convention Travel 

The meeting and convention market includes individuals attending meetings, seminars, trade 
association shows, and similar gatherings for ten or more people. Peak convention demand typically 
occurs in the spring and fall. Because of vacations , the summer months are the slowest period for this 
market segment; winter demand can be variable. The average length of stay for typical meeting and 
convention travellers ranges from three to five days, while the average length of a convention ranges 
from two to four days46

. The average duration of international conferences in the Netherlands was 
3.67 days, with an average amount of visitors of 244 persons per conference47

. 

Most commercial groups hold their meetings Monday through Thursday, but associations and social 
groups sometimes use the weekends. Commercial groups tend to have a low double occupancy of 1.3 
to 1.5 persons per room, while social groups are likely to have somewhat higher double occupancy 
rates ranging from 1.5 to 1.9. Meeting and convention patronage is generally quite profitable for 
hotels. Although room rates are sometimes discounted for large groups, the hotel benefits from the 
use of meeting space and the inclusion of in-house banquets and cocktail receptions . Meeting and 
convention demand is an important market segment for full-service hotels with meeting and banquet 

space. 

44 Id. 
45 World Tourism Organisation , 2003. http.!lwww.world-tourism.org. 
46 Huizinga, V. , 2003. Direct Beleggen in Bestaande Hotels. 
47 Hotellerie.NL, 2003. http.!lwww.hotellerie.nf. 
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Table 2.3: Conference Statistics Three-to-Five Star Hotels in the Netherlands. 

Conferences 
Three Star Four Star Five Star 

2002 2001 2002 2001 2002 2001 
Numbers of Conference Rooms 8 8 11 11 11 12 
Total conference space (m2) 471 612 675 618 991 940 
Occupancy(%) 12 11 18 16 8 16 
Average rate per participant(€) 31 30 36 36 49 49 

Source: Horwath Consulting, 2003. Hosta 2003. 

The demand for hotel rooms of the meeting and convention segment aims at a location in the 
proximity of the accommodation. Furthermore, demand is dependent on48

: 

The presence of a good convention-infrastructure in de form of sufficient and diverse hall-hotel 
capacity and professional convention organisation agencies. 
The presence of convention-initiative companies and institutions as universities, academic 

hospitals and large multinationals. 
An attractive price/quality relationship and the competence. 
The accessibil ity of the accommodation. 

Table 2.4 reflects that the number of conventions decreased strongly in 2001. On the one hand this 
was caused by the declining economic climate, and on the other hand by the outcomes of September 
11 , which decreased the number of foreign visitors. Despite the decreasing numbers of international 
conferences hold, Holland is still ranked in the top ten of the international global conference ranking49

. 

Amsterdam is still one of Europe's leading meeting cities. 60% of the international conferences in 
Amsterdam generally take place in hotels, mostly in four and five star venues. 

Table 2.4: Number of Conventions and Attendees. 
Conferences 2001 2000 Growth(%) 

International Conferences in the Netherlands 293 348 -15,8 
International Conferences in Amsterdam 91 109 -16,5 
Visitors international Conferences in RAJ 105.403 388.912 -72,9 
Number international Conference days in RAJ 115 163 -29,4 

Source: Nederlands Congresbureau, 2003. http:llwww.nl-congress.nl. 

The average size of meetings and conventions and the planning time required can be important 
considerations for a hotel developer or his advisors. In developing a hotel property oriented toward the 

convention market, among others, the property developer should look at the amount and size of the 
meeting space in the facility to determine whether it is suited to meeting demand in the local area. For 
example, if the market is comprised mostly of corporate meetings, the meeting rooms should be 
relatively small and contain appropriate audiovisual and computer equipment. A convention market, on 
the other hand, requires facilities that can accommodate large groups and exhibit space. 

The lead-time for different types of meetings is particularly important for hotels under development. 
If major conventions are planned and hotels and meeting accommodations are selected three years in 
advance, any new hotel scheduled to open within this period should be pre-marketed so that 
convention planners will consider it. As the meeting capacity of a hotel increases, so must its 
marketing efforts prior to opening. A well-planned convention hotel will typically start its marketing 
program before construction begins. Also therefore, it is of great importance for the property developer 
to have an agreement with a proper operator in an early stage of the development process. 

A good source of information in reference to expected developments and trends in the meeting and 
convention segment may be found in Kennis van Zalen 3: Ontwikkelingen in de sector van externe 

bijeenkomsten (NRIT, 2002). 

48 NRIT, 2002. Kennis van Zalen: Ontwikkelingen in de sector van externe bijeenkomsten. 
49 Union of International Associations, 2003. http://www.uia.org. 
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§2.3.3 Leisure Travel 

The leisure segment consists of individuals and families spending time in the area or passing through 
to other destinations. Their purposes for travel may include sightseeing, recreation, relaxation , visiting 
friends and relatives, or other nonbusiness activities. Leisure demand may be distinguished in three 
market segments50

: 

- The Intercontinental Market: This market segment distinguishes itself by tourists that visit the 
Netherlands (especially Amsterdam) as part of a trip to and through Europe. The majority of these 
travellers derive from the United States and Asia. Holland is rarely the main destination for a vis it, 
but is seen as the second or third destination. Hence, the available time for a visit to our country is 
often restricted . Generally, intercontinental tourists have a preference to stay in intercontinental 
well-known four and five star hotels. 

- The European Market: This market segment is responsible for the largest part of foreign hotel 
demand in Amsterdam. Popular modes of transportation are by car, train, or by plane, depending 
on the origin of the tourist. Considering the distances within Europe, European tourists are inclined 
to repeat visits to popular destinations. In contrast with intercontinental tourists, European tourists 
often visit other Dutch cities besides Amsterdam. The average length of stay for this segment is, 
therefore, higher than by the intercontinental segment. The European tourists have a preference to 
stay in three-to-four star hotels. 
Domestic Market: Domestic tourists usually travel by car or by train . The tourists that arrange their 
overnight stay individually mostly make use of a low-budget or middle-market (mid-rate) hotel. 
Domestic visitors that arrange their stay by an arrangement usually end up in more expensive 
hotels against lower rates. 

Leisure demand is strongest Friday through Saturday nights and all week during holiday periods and 
summer months (Table 2.2). These peak periods of demand are negatively correlated with 
commercial visitation patterns, which demonstrate the stabilising effect on occupancy produced by 
capturing weekend and summer tourist travel. Therefore, a hotel that is able to attract both of these 
segments is likely to have a smoother year round occupancy than a property that is largely dependent 
on only one. 

The typical length of stay for the leisure traveller ranges from one to four days, depending on the 
destination and the purpose of travel. The rate of double occupancy is generally high - 1.8 to 2.5 
people per room . The average length of stay affects many operational aspects of a hotel property. A 
hotel with a shorter average stay requires more front desk, luggage carrier, and accounting staff 
because more people will be checking in and out over the course of a week. More cleaning staff may 
also be needed because maids can generally clean the room of a stay-over guest in less time than it 
takes to prepare a room for a new occupant. From a layout point of view, a hotel with a longer average 
length of stay generally requires larger closets and more clothing storage areas to accommodate a 
greater amount of luggage. 

Leisure travellers tend to be the most price-sensitive segment in the hotel market, and a large share of 
this segment books a room with a tour operator. Many prefer low-rise accommodations with parking 
convenient to the rooms, and they typically demand extensive recreational facilities and amenities. 
Ease of highway access and proximity to vacation related attractions are also important location 
considerations. However, the leisure segment particularly gives preference to hotel locations in city 
centres51

. The demand for hotel rooms from the leisure segment is generally dependent on the tourist 
recreational attractiveness of a city. 

50 Van Den Berkmortel , C., 1990. Stedelijke Hotellokaties: een onderzoek naar de voorkeuren van hotelgebruikers voor 
hotellokaties. 
51 Van Onna, F.A.M., 1992. Ontwikkelingen op de hotelmarkt en de waardebepaling van hotels. 
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§2.3.4 Seasonality 

Recognizing that seasonality does exists and knowing the seasonal pattern for the market segments 
currently demanding rooms in a given area will help a property developer to evaluate the potential for 
a new hotel. A forward-looking analysis does not rely on current visitor statistics alone. It must also 
identify and analyse the travel group comprising the visitors who may come to the area because of 
population growth, new commercial or industrial development, new tourist attractions or recreational 
development, changes in transportation networks, or even new hotel facilities. 

Throughout the year, fluctuations in bed occupancies, room rates, and returns are characteristic for 
the hotel sector. However, the exact occupancy pattern changes per hotel, by rating , and by target 
group. The periods during which a hotel company's properties experience higher revenue activities 
vary from property to property and depend principally upon location, due to the seasonal nature of the 
hotel industry. An original family hotel, for example, will realise a lower occupancy outside the vacation 
periods. 

In the Netherlands occupancy rates are lowest in the first three months of the year, and in the last 
month (Table 2.5) . Furthermore, it may be noticed that occupancies are around 15.0% higher than 
average in the second quarter of the year. April, March, and June are popular months for meetings 
and conventions, and other events. Big (inter) national events, which attract many visitors , are of big 
concern for the occupancy rate. A big convention (or congress) or sport event will bring attendees, but 
also journalists and spectators to an area. The Euro 2000, for example, led to higher occupancy rates. 
The government has also a big influence on the number of overnight stays, because it arranges, for 
instance, political conventions, European top meetings and international tribunals. 

The top is often achieved in- the third quarter - with September as the absolute month of peak hotel 
demand - after which the occupancies substantially decrease again (also because business travel 
declines around the Christmas holidays). 

Business travel remains relatively consistent throughout the year in the Netherlands, while the 
volume of leisure travel changes with the season. Leisure travel peaks in the summer quarter, when 
children are out of school and families take vacations. 

Table 2.5: monthly Occupied Rooms in The Netherlands(%). 

Month 
All Hotels 

Month 
All Hotels 

2002 2001 2002 2001 
January 51 53 July 68 68 
February 63 63 Au trust 72 74 
March 68 67 September 79 76 
April 75 73 October 72 72 
May 75 73 November 69 72 
June 76 75 December 54 54 

Source: Horwath Consulting, 2003. Hosta 2003. 

Weekdays remain the strongest days in hotels in the Netherlands, measured in daily room nights sold, 
with Sunday being particularly weak. In Amsterdam/Schiphol, Friday and Saturday are the best 
performing days for hotels, while in the Provinces these are the weakest (Table 2.6). 

Table 2.6: Daily Room Nights Sold (%). 

Day 
All Hotels Amsterdam/Schiphol Provinces 

2002 2001 2002 2001 2002 2001 
Monday 70 66 72 74 69 62 
Tuesday 76 71 79 79 74 68 
Wednesday 77 72 80 81 75 69 
Thursday 76 73 80 82 73 69 
Friday 70 66 85 85 60 57 
Saturday 71 69 85 89 61 61 
Sunday 50 45 65 64 39 37 

Source: Horwath Consulting, 2003. Hosta 2003. 
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§2.4 LOCATION PREFERENCES HOTEL GUESTS 

The clarification of the location preferences of the three distinguished market segments focuses on 
(local) urban hotel locations. On the one hand because the demand and supply of hotel properties is 
usually larger in cities than elsewhere, and on the other hand because of the general reassessment of 
the inner city as tourist recreation environment. Accordingly, the three segment's preferences are52

: 

The business segment has preferences for hotel properties on inner city locations with a good 
accessibility, attracting recreational facilities (nightl ife), and proximity of international operating 
companies or organisations. 
The demand for hotel rooms of the meeting and convention segment aims at locations in the 
proximity of the accommodation. New hotel developments are solely viable on locations or in cities 
where convention- initiative companies and institutions are present. 
The leisure segment particularly gives preference to hotel locations in city centres . Besides, they 
typically demand extensive recreational facilities and amenities present in a city. Ease of highway 
access and proximity to vacation related attractions are also important location considerations. 

Urban networks fulf il a centre function for the region and contain a good basis to compete 
internationally with other cities. The Dutch urban networks, which all accommodate over 75,000 
inhabitants, are: Amsterdam, Rotterdam , the Hague, Utrecht, Eindhoven, Groningen, Zwolle, Breda, 
Enschede/Hengelo, Arnhem-Nijmegen and Maastricht/Heerlen. Population numbers are commonly 
used in the hotel sector as many hotel chains partly base their establishment decisions on the 
population number of commercial centres. Tables 2.7 and 2.8 illustrate the hotel location preferences 
by hotel guests by urban network. 

Table 2.7: The Hotel Location Preferences for Amsterdam, Rotterdam and The Hague. 

Segment 
City Centre Highway 

Location 

Attraction Station Location Suburban 

Business +++ + + 

Meeting and Convention + +++ + 

Leisure +++ + + 

+= Light preference; ++= Average Preference; and +++= Strong Preference. 

Source: KCM, 1998. De hotelmarkt; structuuren potent1es. 

Table 2.8: The Hotel Location Preferences for Utrecht, Eindhoven, Groningen, Enschede, Arnhem, 
Nijmegen, Breda, Maastricht, Heerlen. 

Location 
Segment 

City Centre Highway Attraction Station Location Suburban 

Business ++ + + + 

Meeting and Convention ++ ++ + 

Leisure +++ + + 

+= Light preference; ++= Average Preference; and +++= Strong Preference. 

Source: KCM, 1998. De hotelmarkt; structuur en potenties. 

Both tables show that, in particularly, the city centre as location enjoys an average to strong 
preference of guests that visit the Netherlands. Moreover, if these city centres of the discerned Dutch 
urban networks are also attractive, they seem a good place of business for hotels surely aimed at the 
three discerned segments. Besides, all three segments seem to prefer a hotel property in the vicinity 
of a station, due to the fact that guests frequently arrive at inner city hotels via public transportation. 

52 KCM, 1998. De hotelmarkt; structuur en potenties. 
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§2.5 DEMAND STATISTICS THE NETHERLANDS 

§2.5.1 INTERNATIONAL TRAVEL STATISTICS 

When evaluating trends in hotel demand, global travel statistic of importance to the national hotel 
industry is the number of international arrivals to the Netherlands, because travel is taking on a global 
perspective. This type of data does not reflect demand for hotels; rather, it provides a basis for 
drawing inferences that could lead to supportable estimates. Despite the grim predictions, world 
tourism numbers in 2002 increased by 3.1 %, demonstrating the inherent resilience of tourism demand 
(Table 2.9)53

. Europe remains firmly in first place; enjoying growth in domestic visitors. 

Table 2.9: International Tourist Arrivals (in Millions). .. . .. , . 111!1 II Ill I l~""'ll 

World 456.8 551.7 696.1 692.9 714.6 3.1% 

Europe 282.2 324.2 402.8 401.4 411.0 2.4% 
Northern Europe 29.1 37.6 44.1 41.5 42.5 2.3 % 
Western Europe 113.8 116.7 141.2 138.9 141.4 1.8% 
Central/Eastern Europe 43.8 67.1 76.8 78.0 81.1 3.9% 
South Mediterranean Europe 95.5 102.7 140.7 143.0 146.1 2.2% 

Source: World Tounsm Organisation, 2003. http:/www.world-tounsm.org. 

Europe received 411 million inbound international tourists in 2002, a record number. The South 
Mediterranean region (including Spain, Italy and Greece) led the way with a 20% share of the world 
market, followed closely by Western Europe. The last years remained challenging for the hotel 
industry in Europe. The three major gateway cities in Europe, Amsterdam, London and Paris, have 
especially been affected by the large decline in American and Asian visitors following the war in Iraq, 
the weakness of the U.S. Dollar and the outbreak of SARS. With the three major global economies 
spluttering , coupled with an appreciating euro and the consequences of the U.S. corporate accounting 
scandals, the industry had shown weak growth in_demand across the euro-zone during the last years. 

Despite the 3.1 % increase in international tourism arrivals in Europe, revenue per available room 
(RevPAR) levels across Europe fell. The industry had to adapt to changing demand patterns as 
corporate demand dwindled and was replaced by lower-rated leisure demand. This recurring 
development puts average room rates under pressure as hoteliers seek to adjust to this shift in 
business mix54

. Moreover, the recent decline in average room rates is the result of price discounting55
. 

Mainly because of the climate, Holland is obviously not a 'tourist country'; therefore , events and 
attractions are necessary to attract visitors. However, when it comes down on business visits, Holland 
has a strong position within Europe. That strong position can be accredited to the local economy, the 
infrastructure, and the geographic position of the country within Europe56

. 

Almost 15 million hotel guests were good for a total of 28.7 million overnights stays in the 
Netherlands, of which 72.4% can be assigned to foreign tourist (a special target group is seniors)57

. 

The Dutch hotel market - especially the four large cities - is strongly dependent on foreign visits, which 
are generally stable. 30% of all overnight stays occurs in Amsterdam, Rotterdam, the Hague, and 
Utrecht58

. The British, Germans, and Americans, are responsible for most overnight stays (Table 
2.10) . The international market dominates in Amsterdam where almost 90 percent of all guests come 
from abroad, measured in number of bed nights; with the United Kingdom and the United States as 
the most important markets for Amsterdam/Schiphol. 

53 Jones Lang Lasalle Hotels, 2003. Digest Europe, volume V. 
54 Ransley, J., 2001. International Dimensions. Developing Hospitality Properties and Facilities. 
55 Deloitte, 2004. http://www.hotelbenchmark.com. 
56 Economisch Bureau ING, 2003. Sectorstudie Hotellerie. 
57 DTZ Research, 2003. European Commercial Property Markets Overview 2003. A yearly overview of European Office, Retail, 
Industrial, Investment and Hotel Markets. 
58 LAgroup Leisure & Arts Consulting , 1999. De Nederlandse hotelmarkt in kaart gebracht. 
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Domestic 27.6 32.0 13.7 13.5 14.6 49.8 61.5 55.6 
Forei - as s ecified below 72.4 67.8 68.0 86.3 86.5 85.4 50.2 38.5 44.4 
Total: 100 100 100 100 100 100 100 100 100 
Forei Guest Nationalities 
Bri tish 18.9 18.3 17.7 23.3 23.6 23.0 11.9 10.0 10.6 
German 5.9 5.2 5.8 5.1 4.4 4.9 7.2 6.4 7.0 
Italian 2.8 2.5 2.6 3.5 3.4 3.6 1.5 1.1 1.3 
Scandinavian 2.9 2.5 2.9 3.2 3.1 3.5 2.5 1.6 2.0 
French 3.3 2.6 2.8 3.9 3.0 3.3 2.5 1.7 2.2 

2.7 2.2 2.4 2.1 1.8 2.0 3.7 2.9 3.0 
ese 3.3 2.2 2.0 4.3 3.0 2.6 1.7 0.9 1.2 

3.4 4.0 3.7 3.8 5.3 4.7 2.8 2.0 2.4 
American 12.1 12.7 13.5 16.2 19.2 19.1 5.5 2.5 5.9 
Canadian 1.1 0.9 1.1 1.4 1.3 1.7 0.6 0.3 0.4 
Other American 1.3 1.4 0.9 1.7 2.0 1.1 0.6 0.5 0.6 
Ja anese 2.6 2.3 3.0 3.4 3.3 4.5 1.3 0.8 1.1 
Other Asian 4.6 3.7 2.9 4.8 5.1 3.7 4.3 1.5 1.7 
Middle East 2.5 1.4 1.4 3.0 2.0 2.1 1.6 0.4 0.6 
Australian 1.1 0.8 0.8 1.3 1.3 1.3 0.6 0.1 0.1 
African 1.4 0.9 1.8 1.5 1.3 2.2 1.1 0.3 1.2 
Other 2.5 4.2 2.7 3.7 3.4 2.3 0.8 5.5 3.1 
Total 72.4 67.8 68.0 86.3 86.5 85.4 50.2 38.5 44.4 

Source: Horwath Consulting, 2003. Hosta 2003. 

International tourist arrivals to the Netherlands fell due to reduced demand from both North American 
and Asian markets in 200359

. This has translated into reduced demand for hotel accommodation with 
all hotels in the Netherlands reportin_g a nine percent fall in occupancy during the fi rst seven months of 
200360

. In the capital Amsterdam , however, although occupancy has also fallen by nine percent, 
hoteliers sti ll managed to achieve the highest occupancy levels of any city in Europe, with year-to-date 
figures standing at 71 .6% for 200:?. Average room rates have however been harder hit, falling by 
10.2% to €127, resulting in an overall decline in RevPAR or yield of 18.0% to €91 . Due to the high 
average occupancy rates and the relatively low room rates charged, Amsterdam is mentioned as the 
'runner-up' of the European 'hotel cities '61

• On respectable distance from London and Paris, but ahead 
of cities as Vienna and Berlin , Amsterdam realised the third highest RevPAR in Europe in 2002. 
Hence, it is not surprisingly that (foreign) hotel chains have discovered a/o start to discover 
Amsterdam as place of business. Strikingly to mention, Geneva surpassed London in average room 
rate in 2002-2003, due to a three-month of stay of the king of Saudi Arabia, his family, and his court. 

§2.5.2 National Distribution of Occupancy, Average Room Rate, and RevPAR 

Table 2.11 illustrates hotel occupancies, average room rates, and yields (measured as RevPAR) 

realised by the Dutch three, four, and five star hotels during the period 1998-2002. 

Occupancy. The national occupancy rate for hotel facil ities has shown a slowly decreasing trend ; 
declining from 78.0% in 1998 to 70.9% in 2002 (more detailed tables with regard to occupancy 

statistics can be found in Horwath Consulting, 2003. Hosta 2003). 
According to Table 2.11 , hotels with a higher rating , bigger sizes, and higher price classification, 

seem to realise higher occupancy rates in the Netherlands62
. 

59 World Tourism Organisation, 2003. http://www.world-tourism.org. 
60 Deloitte, 2003. http://www.hotelbenchmark.com. 
61 Horwath Consulting , 2003. Hosta 2003. 
62 Van Bruggen, M. and Hoogendoorn, E., 2003. Zwaar weer, maar geen echte averij. Hospitality Management, volume 12, nr. 
4, p. 27. 
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Table 2.11: Room Occupancy (%), Average Room Rates (€), and Yield (€) by Location, Rating, Size, and 
Price Classification for the period 1998-2002. 

Location 
Amsterdam/Sehl ho! 127 108 83.2 78 

Provinces 77 53 67.7 71 

Ratin 
Three star 74.6 75 56 73.0 70 51 77.4 69 53 74.4 59 44 79.3 57 45 

Four star 68.9 96 67 70.0 93 65 73.8 88 65 73.7 79 59 75.6 77 58 

Five Star 72.6 174 126 74.0 160 119 81.4 159 129 78.7 132 103 80.9 118 96 

Size 
Under 100 rooms 65.4 99 65 66.8 92 61 69.4 90 62 69.6 69 48 70.2 66 46 

100-150 rooms 69.2 108 75 68.8 89 62 72.8 89 65 71.7 81 58 73.4 87 63 

151-200 rooms 74.6 119 89 78.2 116 91 81.6 113 92 79.5 95 76 82.1 81 66 

Over 250 rooms 73.6 124 92 74.2 120 89 82.2 117 97 79.5 110 88 83.8 98 83 

Price Classification 
Low <€75 65.0 62 41 64.3 57 37 69.4 57 40 58.1 40 23 53.7 42 23 

Mid-Low € 75-90 58.9 82 57 68.5 77 53 70.2 73 51 71.1 58 41 77.6 58 45 

74.7 102 76 75.1 99 74 78.3 93 73 74.0 75 56 77.1 79 60 

73.7 166 122 76.3 153 117 82.9 149 124 79.7 120 96 80.6 116 94 

Source: Horwath Consulting, 2003. Hosta 2003. 

Noord-Holland recruits by far the most tourists in the Netherlands. In 2003, for example, this province 
offered accommodation to 6.7 million guests. The provinces Limburg, Zuid-Holland, and Gelderland 
follow on a large distance, while Groningen recruits the lowest amount of domestic and foreign guests. 

The number of foreign guests varies strongly between provinces. The lowest percentages of 
foreign guests may be seen in Drenthe (9%), _ Gelderland (12%), and Overijssel/Flevoland (17%). 
These and other provinces (Noord-Holland, Zuid-Holland, and Zeeland are exceptions) strongly 
depend on domestic tourism; domestic travellers stand for 66% to 90% of total demand for hotel 
rooms in these provinces63

. Not surprisingly, Amsterdam/Schiphol preserves the leading position on 
the Dutch hotel market for years. In 2002, Amsterdam achieved an average occupancy rate of almost 
80%, while the shares for, for instance, the Hague (7 4%) and Rotterdam (71 %) were lower64

. 

The development of the number of guests per hotel category may be typified as divers. For instance, 
the number of guests in three star hotels showed a constant increase since 1998, while a decrease 
was noticed in 2003. Four star hotels have seen a constant increase in the number of guests until 
2000, followed by a decline, while five star hotels faced increases, as well as diminutions, in the 
amount of guests between 1998 and 2003, due to its sensibility to economic changes (Table 2.12). 

Table 2.12: Number of Guests in Dutch Three-to-Five Star Hotels, 1999-2003. 

Hotel Type 1999 2000 2001 2002 2003 2003 
% Xmillion 

Three Star Hotel 30 30 31 32 30 4.4 
Four Star Hotel 37 38 38 38 39 5.6 
Five Star Hotel 10 9 10 11 10 1.5 
Total 77 77 79 81 79 11.5 

Source: Centraal Bureau voor de Stat1st1ek, 2004. http://www.cbs.nl. 

Generally, 70% of the total number of hotel guests in the Netherlands spends the night in a three or 
four star hotel. Foreign guests prefer to stay in five star hotels65

. Hence, 80% of the overnight stays in 
five star hotel properties are attributable to foreigners (respectively 44% for four star hotels, and 43% 
for three star hotels) . Guests from the United Kingdom and the United States averagely represent 
44.2% of total five star demand in Amsterdam , while Dutch guests account for 11.1 % of demand. 

63 Centraal Bureau voor de Statistiek, 2004. http://www.cbs.nl. 
64 In addition, the occupancy, average room rate, and RevPAR data per city are solely available against payment, and therefore 
not processable for this thesis. 
65 Horwath Consulting, 2003. Hosta 2003. 
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Average Room Rate. Average room rates for hotel facilit ies on a national basis have grown 35.7% 
between 1998 and 2002, while the inflation amounted about 14.0% for this period (Table 2.11 ). Table 
2.11 furthermore shows a fairly broad spectrum of hotel room rates , ranging from a low of €87 in the 
provinces to a high of €134 in the region Amsterdam/Schiphol. When the room rate data are sorted by 
type of hotel , five star hotels tend to achieve the highest room rates - its occupancy and average room 
rate produced a RevPAR of €126 - and three star the lowest. 

Amsterdam/Schiphol preserves the highest average room rates in the Netherlands. In 2002, this 
area achieved an average room rate of €134, where the Hague and Rotterdam achieved lower rates ; 
respectively €120 and €7666

• However, the prices of Dutch hotels are relatively low in comparison with 
European cities as London and Paris. 

§2.5.3 Revenues and Expenses 

Generally, on average, three , four, and five star hotels derive about 65% of their revenues from room 
sales and 35% from other departments as Food & Beverage (F&B) , while one and two star hotels, with 
limited additional facilities, make up to 90% of their revenues from rooms67

. Accordingly, F&B and 
conference room revenues seem less important for higher classified hotels. Furthermore, hotels in the 
provinces generally derive fewer revenues from rooms than hotels in the region Amsterdam/Schiphol. 

Rental and other income generally provides 1.5 to 2.5 percent of a hotel's revenue. A determination 
of revenue from retail rents requires an estimate of the amount and type of retail space a hotel 's 
operation will support and will depend on prevailing lease rates for such space at comparable facilities. 

Figure 2.1 represents the development of Income Before Fixed Charges (IBFC) - trading results - for 
the Dutch three~ four, and five star hotels during the period 1990-2002. More detailed tables 
concerning revenues, expenses, IBFCs, and profits per hotel category may be found in Horwath 
Consulting, 2003. Hosta 2003. 

Figure 2.1: Income Before Fixed Charges for the Period 1990-2002. 

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 

Years 

- s Star - 4 Star 3 Star - All Hotels 

Source: Horwath Consulting, 2003. Hosta 2003. 

With an average IBFC of almost 40%, hotels in the Netherlands maintain a higher level of efficiency 
than has been seen in the past decade. In ten years time, IBFC across the three, four, and five star 
hotels increased from 22.8% in 1993 to 38.8% in 2002, which is a growth of 70%. This is a strong 
indication that the current slump in the hotel industry is not nearly as bad as in the early nineties. 

68 Id . 
67 Younes, E. and Kett, R., 2003. GOPPAR, a derivative of RevPAR. http://www.hvsinternational.com. 
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Generally, hotels located in Amsterdam/Schiphol realise higher IBFCs, total revenues per room , and 
RevPARs than hotels located in the rest of Holland. Hotels with less than 100 rooms also seem to 
realize higher revenues per room , because they charge higher room rates on average. 

Chapter 7 will examine some other important issues concerning projecting revenues and operating 

costs and expenses. 

§2.6 TRENDS IN DEMAND FOR HOTEL PROPERTY 

Short term, as well long term forecasts that will impact the hotels of the future are provided in the 
following subparagraphs. These are of great importance since property developers, which want to 
buckle down on hotel property development in the future, should know which opportunities or threats 
the market will bring. Besides, an understanding of the trends will give property developers a realistic 
picture of a hotels' ability to compete in the long term. 

§2.6.1 Short Term Forecasts 

For the short term a small shift is expected from the higher to the lower segments. It is expected that, 
for instance, five star hotels will realise lower occupancy rates since these hotels are strongly 
depending on foreign guests. For hotels in Amsterdam the forecasts are even less favourable , 
because of a reserved attitude from travellers - especially from the United States - with regard to long 
trips and travelling by plane in general. Particularly, the developments and tensions in the Middle East 
have consequences for the economy, prices of airline tickets, and tourism . It is likely that once stability 
returns, Amsterdam will again be one of Europe's top performing cities in the medium term, with 
RevPAR growth continuing to grow above inflation. However, in the short term hotels will face lower 
occupancy rates , and because the hotel branch offers various promotions and arrangements lower 
average room rates will be the result what has a negative effect on the RevPAR68

. 

§2.6.2 Long Term Forecasts 

Key value drivers are important factors for the long-term strategy of hotel companies active in the hotel 
market, and may therefore be used by property developers. The factors are influenced by the hotel 
companies themselves, by the economy, and even by the government, which also has an important 
influence on the growth possibilities of the hotel market. The most important key value drivers for the 
Dutch hotel market are illustrated in Supplement 2. 

There are numerous economic factors that have an impact on the performance of the hotel industry. 
The key determinant of hotel demand, and real estate demand, is gross domestic product (GDP)69

. 

The graphic displayed in Figure 2.2 shows that GDP and yield are related, because periods of robust 

GDP growth coincides with yield growth. 
As Dutch property developers more frequently engage in foreign development projects, it is also 

interesting to take a look on the GDP developments of other European countries. The data rendered in 
Table S3 in Supplement 3 provide a good indication of the countries that may face a potential 
increase in demand for hotel rooms during the coming years. 

68 Jones Lang Lasal le Hotels, 2003. Digest Europe, Volume V. 
69 Coopers and Lybrand, 1995. Econometric forecasting: Understanding the U.S. Lodging Industry. Report prepared for the 17th 
annual Hospitality Industry Investment Conference; Coopers and Lybrand, 1997. "Coopers and Lybrand's U.S. Lodging 
Forecast: The Estimation and Review Process." Hospitality Directions, February 1997, p. 30-36; Wheaton , W.C. , and Rossoff, 
L. , 1996. "The Cycl ic Behaviour of the U.S. Lodging Industry." Working paper, Centre for Real Estate, October 1996; and, 
Horwath Consulting , 2003. Hosta 2003. 

32 



2 - Demand for Hotel Property 

Figure 2.2: Economical Developments, Yield Growth (%) compared to GDP Growth (%). 
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Figure 2.3 shows the long-term forecast and assessment of the development of tourism up to the first 
20 years of the new millennium. International arrivals are expected to reach over 1.56 billion by the 
year 202070

. Moreover, the total tourist arrivals by region shows that by 2020 the top three receiving 
regions will be Europe (717 million tourists), East Asia and the Pacific (397 million) and Americas (282 

million), followed by Africa, the Middle East and South Asia. 
The more mature regions Europe and Americas are anticipated to show lower than average growth 

rates. Europe will maintain the highest share of world arrivals, although there will be a decline from 
60% in 1995 to 46% in 2020. 

Figure 2.3: Long Term Travel Prospects; Tourism 2020 Vision. 
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Source: World Tourism Organisation, 2003. http://www.world-tourism.org. 

The growth in passenger figures for virtually every major airport in the world will continue to exceed 8-
12 percent annually71

. The desire and economic ability to travel is so great that the global travel and 
tourism sector will continue to grow strongly during the first two decades of the twenty-first centur/2

. 

Furthermore, the meteoric rise of budget airlines and cheaper travel will come to the aid of hotels in 
many markets by stimulating demand. The accessibility of low-cost travel has encouraged Europeans 
to take more holidays including long weekends, to visit destinations that have not previously been 
served by other air-carriers, and to travel by air when they would previously have travelled by sea or 
rail73

. The constriction of travel budgets within the corporate sector has forced higher number of 

business travellers to use the low-cost airlines. 

70 World Tourism Organisation, 2003. http://www.world-tourism.org. 
71 Ransley, J., 2001. International Dimensions. Developing Hospitality Properties and Facilities. 
72 World Tourism Organisation , 2003. http://www.world-tourism.org. 
73 Jones Lang Lasalle Hotels, 2003. Digest Europe, Volume V. 
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As worldwide and European tourism will increase in the coming years , the Dutch hotel market may 
also take advantage. However, continuous feelings of insecurity, due to conflicts and terrorism , may 
harm the performance of the market. 

The international trading activities of the Netherlands will undergo a positive development after 
2004. Assuming that the Dutch economy follows the U.S. economy with a delay of one or two years , 
export and import volumes are expected to increase again. Thereby, international business travel will 
be stimulated. Next to it, the expected higher economic growth after 2004, will lead to more domestic 
business travel, training meetings, conferences, and meetings as well. 

The hotels in the region Amsterdam/Schiphol are subjected to more risks because international 
political and economical developments can affect the amount of travellers negatively. On the other 
hand , these hotels can profit to a maximum of economic recovery and a more stable situation in the 
world74

. The following section renders the expected growth of demand per segment in the Netherlands 
for 2003-2011 . 

The developments, which are described in the previous sections , and the expected overall economic growth in 
the Netherlands, lead to the following expected growth in demand per segment. Due to the uncertain economic 
situation following the start of the war in Iraq, 2003 had been projected to show a 0% growth , with a slow recovery 
in 2004. To reflect the cyclical nature of the hotel industry, a similar 0% growth is projected for 2009. 

T bl C E a e 2.1 : xpecte dG rowt h f D 0 em an d per s . h N h I d ( ) egment 2003-2011 m t e et er an s % . 
•;I Ill I ll' I ii 111. Ill 110:-·111· 1111-·ll•-

Business 0 2.5 4.0 4.0 4.0 4.0 0 2.5 4.0 
Meeting and Convention 0 2.0 3.0 3.0 3.0 3.0 0 2.0 2.5 
Leisure 0 1.5 2.5 2.5 2.5 2.5 0 1.5 2.5 
Aircrew 0 1.0 2.0 2.0 2.0 2.0 0 1.0 2.0 
Total 0 1.9 3.1 3.1 3.1 3.1 0 1.9 3.0 

Source: Horwath Consulting, 2003. Hosta 2003. 

§2.6.3 The Magnitude of Future Travel 

A good illustration of some of the issues that influence the volume and structure of future travel might 
involve the following: 

Employment Shifts. Shifts occur, not only geographically, but also between industries. New plants 
opened by large companies can cause more demand for rooms. Growth in high technology 
industries can mean more training sessions for staff and for users. 
Education Needs. Dynamic, quickly changing products and services require continuing education 

meetings and seminars, and create greater room demand. 
Technological Advances. Before long, every home and office will be linked by a computer and 
video communication system. The need for face-to-face meetings will be greatly reduced when this 
technology becomes common. Many business meetings, small conferences, training seminars, and 
conventions should be accomplished without incurring travel and hotel expenses. Faster 

transportation and communications could have negative effects on the hotel industry, but the 
inevitable globalisation of businesses will create a need for business travel when face-to-face 
contact is essential. The major business centres throughout the world will benefit from this trend. 
Faster Transportation. The jet airplane revolutionised long-distance travel by allowing people to 
cover more miles in shorter trips. As the speed of transportation increases, supersonic or orbital 
aircraft will make it possible to fly round trip between New York and Tokyo and attend a business 
meeting all in one day. This would eliminate the need for any hotel accommodations. Besides, 
bargain fares and seasonal promotions by air carriers can wield an impact on destinations selected 

74 Oxford Economic Forecasting, 2003 . Prognosis or World Travel & Tourism Council. 
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and on durations of stay. 
Changing Household Structures. Family and kids on the road for a two-week vacation is no 
longer the vacation market's ideology. The vacationing family today is just as or more likely to be a 
married couple with no dependents, a two-income household with a good deal of discretionary 
income but not a lot of time, or a single person. 

Two-income households pose a particular challenge to the travel industry to invent facilities and 
services that cater to them . The members of these households are more likely than people in other 
types of households to travel more frequently and on shorter trips-for both business and pleasure. 
Families with a larger amount of disposable income travel more. Thus, as the number of two-wage 
families increases, the pleasure travel volume should rise. 

Longer workdays, less paid time off, and more two-worker families allow people less time or 
less flexibility for vacation trips. The solution for many has been shorter but more frequent trips; 
weekend travel. Time-pressed consumers are likely to favour pre-packaged vacations, accessible 
destinations, and holidays crammed with activity. 

- Age of Population . With the aging of the Dutch population, more travel should take place, as 
retirees are exceptionally mobile pleasure travellers. The people born between 1946 and 1965 is 
turning over 50 years old. Because it is so large, the baby boom generation makes itself felt in 
economic and societal matters. When the baby boom was young , the society was youth-oriented. 
Now that boomers are reaching middle age, they are tilting the whole society in a more mature 
direction. From now on as the members of the baby boom generation reach their age of greatest 
discretionary income and leisure time, this economically powerful generation will become the most 
sought-after consumer market. 

The vacation destinations preferred by boomers involve recreation or adventure75
• High on their 

list of potential vacation activities are golf·, fishing, skiing, theme parks, and resorts. Weekend trips 
to nearby destinations, and trips to visit friends and relatives are also popular among boomers. 

- Currency Exchange Rates . As exchange rates fluctuate, some foreign destinations will gain 
popularity with travellers and will divert some domestic travel. 

- Gaming and Entertainment Centres. Entertainment as a component of hotels is an emerging 
trend that is spreading. Mega hotels with casino and other entertainment attractions have caught 
the imagination of consumers and taught the hotel industry how to showcase products. The 
combination of entertainment and hotel has created some strong destination markets and will 
become an important segment for the hotel industry. 

Interest in legalized gaming is growing in light of its increasing acceptability as a form of 
entertainment, its potential contributions to local tax revenue, and its positive impact on tourism and 
economic development. The long-term outlook, however, is cloudy. Many analysts project that 
several countries will pass some form of gaming legislation. The legalization of gaming involves a 
political process that can take unexpected turns . The future of gaming will not depend on its 
revenue potential alone. Legislative restrictions more than market demographics will be a 
paramount consideration in how many gaming facilities are developed and what their operational 
characteristics might be. 

75 Travel Industry Association of America, 2003. http://www.tia.org. 
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Chapter 2 outlined important issues in respect of hotel room demand. However, property developers 
should also be familiar with hotel supply factors as these often have a significant effect on local hotels. 

This chapter will commence with an overall sense of how a hotel operates, because it is required to 
produce an efficient and profitable hotel operation. The first paragraphs will provide a reasonable 
knowledge concerning the processes that go behind the scenes of a hotel property, and with it the 
risks that are involved in a hotel operation. Subsequently, the dimension , diversity, and development 
of supply in the (international) hotel market will be discussed in paragraphs 3.3 to 3.6. Issues as 
distribution, performance, and supply will be exposed on several levels, such as segmentation , region, 
size, price categories, and classification standards. Besides, as today's property developers are not 
bounded to the domestic market to develop and realize projects, it is important to illustrate what 
opportunities other countries , or major cities provide, with respect to hotel property developments. 

Property developers that apply to hotel property development should know as much as possible about 
the major (inter)national hotel segments and concepts that may account for hotel room supply. As 
more and more international hotel chains become active on the Dutch hotel market - a consequence 
of their expansion strategies - it is important to examine which classification standards these chains 
handle, and which hotel segments and concepts these parties commonly require. Likewise, a better 
understanding will be provided in paragraphs 3. 7 and 3.8.regarding the new hotel product types that 
may have a great potential for the European development market. 

Finally, paragraph 3.9 will examine the level of competition between hotel properties in the hotel 
market. In this context, an overview will be provided on which grounds hotels compete and how 
competition between hotel properties takes place. 
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§3.2 FUNCTION AND OPERATION OF HOTEL PROPERTY 

The precise definition of what constitutes a hotel and conditions for grading are set out in more than 
one hundred classification systems worldwide operated by governmental or representative agencies. 
Regardless of the precise definition, it becomes clear that the original function of a hotel comes down 
on providing lodging - letting rooms - and often meals and entertainment to transient travellers in the 

form of rooms and amenities in exchange for a daily remuneration76
. 

Hotel guests and properties are usually brought together by the following distribution channels77
: 

Global Distribution System (GOS): used by travel agencies. 
Internet: search engines (Google), portals (www.holland.com), travel- and hotel distribution 
channels (e.g. www.expedia.nl, www.weekendjeweg.nl), and a hotel's own reservation system. In 
2005, one out of the five hotel bookings will be placed online. 
Travel and hotel guides, and local VVV-agencies. 
Tour operators: purchasing a large amount of rooms for a whole season in advance. 

Hotels help their guests to have a pleasant stay by providing many of the comforts commonly present 
at home. Nowadays, however, a hotel cannot suffice with providing merely accommodation. Namely, 
over the last decades, the hotel industry has been exposed to various developments, resulting in the 
fact that hotels are invented again all the time, needing to become the central point in social activities. 

As well as the hotel, the rooms themselves and the surrounding of a hotel are part of a constant 
development. More and more hotel rooms are becoming a temporary house, places were not only the 
night may be spent, but where also, for example, guests are able to work. Hotel guests have gone 
from demanding simply a clean bed and a wholesome meal to expecting a variety of business 
services and recreational amenities78

. As the expectations of the marketplace change, new hotel and 
hotel room concepts care for the fact that a hotel evolves into a multifunctional area of working , 
sleeping, recreation and fun (daily necessities of life). As a result, the use of, for example, restaurants, 
retail, health and fitness centres become very important sources of income. 

A solid understanding of how a hotel functions and its organisation is required to develop and build an 
efficient and successful hotel (Supplement 4 provides an overview of the hotel functions that may be 
discerned)79

. A hotel's organisation is complex and its operations are executed by a large staff. For an 
efficient hotel operation, a lot of space should be dedicated to the management in a new development. 

The functions within hotels may be grouped into two distinct areas : the world of the guests, called 
the front of the house (FOH), and the world of hotel operations, called the back of the house (BOH). 
The more stars a new hotel property will possess, the more space should be devoted to its operations 
and functions. However, clear statistics concerning the difference between three and five star hotels 
will be provided in Chapter 8 that will illustrate that the areas of built space required for hotel functions 
varies with , for instance, hotel company standards, grade of hotel, facilities offered and location. 

FOH areas - the lodging section and the public areas - traditionally get the greatest amount of the 
property developer's, operator's and design team's attention as to function and design. The BOH 
areas generally get short shrift in the development of a hotel, because they are not perceived as 
revenue producing. This is a short-sighted approach, because there is a danger of investing time and 
money in developing a hotel property that is pleasing to the guests' eyes but is difficult to operate and 
maintain in practise. This difficulty, over time, will affect the level of service the hotel may offer, what 
often leads to an unavoidable renovation in the short term. So, an overall sense of how a hotel 
operates is also critical. 

76 Webster's Reference Library, 2002. Dictionary and Thesaurus. Concise Edition; Van Dale, 2004. http://www.vandale.nl; 
Hyperdictionary, 2004. http://www.hyperdictionary.com. 
77 Economisch Bureau ING, 2003. Sectorstudie Hotellerie. 
78 Spink, F.H., 1996. Forward and Acknowledgements. Hotel Development. 
79 McDonough, B. et al., 2001 . Building Type Basics for Hospitality Facilities. 
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A hotel operation means all of the activities involved in producing and delivering a hotel service. The 
design and structure of a hotel property impact its operation in many ways. What often tends to be 

forgotten is that the actual quality of the service offered depends upon processes (the way the offer is 
prepared and presented) and these are affected by the nature of the property. Typically, much effort 

goes into the aspects of design, which reflect the (visual) concept, but comparatively little effort goes 
into issues of process, such as efficiency, convenience or even legal factors such as health, safety, 
environment, and hygiene80

. 

Once the decision to develop a hotel property has been made, selecting how the property is to be 
operated on a day-to-day basis and who will carry out that function are two very important tasks of the 
property developer. To keep hotels efficient and profitable (maximizing occupancy and incoming 
revenues) , hotels must rely on competent management, comfortable facilities according to guests' 
preferences, a recognized brand reputation , and effective marketing strategies. Likewise, property 
developers must also have a clear understanding of the owners' objectives - the owner is often an 
investor who owns the real estate and business -, particularly in terms of their risk and reward 
expectation. This will determine the structure under which the property should be operated and the 
key terms and conditions required to meet the investors' objectives. Hence, professional hotel 
operators or general managers usually operate hotels properties under a brand 81

. 

The general manager, who is fully responsible for a property, plays a very important role in creating 
the cash flow and with that the value of the hotel82

. Moreover, general managers employed by chains 
often organise and staff a newly built hotel. Besides the general manager, various other trained 
professionals are involved in the operation of a hotel. A full discussion of this broad topic would go 
beyond the scope of this thesis , but a good source of information for further reference may be found 
in : Hotel Operations Management by Hayes and Ninemeier [2003]; Hotel Management and 
Operations by Rutherford [2002]; and, Hotel/Motel Operations by Stewart Weissinger [1989] . Among 

other sources, these books show that hotels are extremely labour intensive, requiring a high degree of 
labour to adequately staff a hotel83

. These labour issues greatly affect the operating competitiveness 
and profitabil ity of hotels. 

§3.3 SIZE OF THE DUTCH HOTEL MARKET 

Scaling-up has been a specific characteristic of the Dutch hotel market during the last years84
. The 

total number of hotels, as well as the average size of hotels, shows a rise between 1993 and 2000. 
2001 was the first year in which a decline in the total number of hotels could be observed. This fall in 
volume continued in 2002, and is expected to carry on in the years to come, through which the total 
number of hotels may stabilise or decrease. However, the amount of rooms and beds per property 
showed a constant increase, due to the fact that in practice it seems harder to profitably exploit hotels 
with a small number of rooms. 

A one-to-five star hotel averagely contained 41 rooms and 86 beds in 2002, while these numbers 
amounted to 37 and 77 in 1993 for the Netherlands85

. Currently, 65% of the hotels on the Dutch hotel 
market contain between the 8 and 50 rooms; 17% contain 50 rooms or more, and from the big hotels 
approximately 11 % contains 200 rooms or more. 

When the market for three star hotels is considered, a 30% increase in the number of three star hotels 
may be noticed in the Netherlands since 1993, while the number of rooms in this hotel segment 

80 Johns, J., 2000. Operational Relationsh ips. Developing Hospitality Properties and Facilities. 
81 Lee, S.S. and Saeger! A.M., 2003. When Hotel Owners are at Risk. The Real Estate Finance Journal, Winter 2003, p. 21-23. 
82 Stein, J., 1998. Lenders and Hotel Management Agreements. Real Estate Review, Spring 1998, p. 24-29. 
83 Pagl iari, J.L., 1995. The Handbook of Real Estate Portfolio Management. 
84 Huizinga, V., 2003. Direct beleggen in bestaande hotels. 
85 Bedrijfschap Horeca en Catering, 2003. Horeca in Cijfers 2003. 
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decreased. Growth in both the number of hotels and the number of rooms did occur in the four and 

fives star category hotels. This positive development in the three, four and five star accommodations is 
the result of the reasonable economic situation of the last years. 

Figure 3.1 shows that 83.4% of the hotels in the Netherlands are classified as three star hotels or 
less, accommodating only 53.3% of all the available rooms. The other 46.7% of the rooms belong to 
the four and five star hotels (top segment of the market), which is build up by almost 17% of the 
hotels86

. 

Figure 3.1: Distribution of Hotels and Rooms Among the Amount of Stars for 2003. 
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In 2003, in absolute numbers, the Netherlands contained 1,219 three-to-five star hotels 
accommodating a total of 65,620 rooms87

; covering 851 three star hotels {28,410 rooms) ; 337 tour 
sJar hotels (30,433 rooms); and 31 five star hotels (6, 777 rooms)88

. 

§3.4 DISTRIBUTION OF HOTEL PROPERTY 

Hotel properties are not evenly distributed across the Netherlands on a regional basis. Several factors 
may contribute to a relatively higher concentration of hotels in a specific region. Factors that make an 
area an interesting place of business for hotels are89

: the attractiveness of an area (in relation to 
natural beauty, business climate, or cultural facilities); the presence of necessary amenities (e.g., 
infrastructure); a concentration of tourist destinations; differences in construction and operating costs; 
and, population densities across a region. 

If the distribution of hotel properties by city is examined in the Netherlands, it is conspicuous that the 
strong concentration of hotels may be found in the major cities in the west (the Randstad) and in the 
traditional holiday locations. The Randstad covers 20,747 hotels, against 71 , 126 hotels in the rest of 
the Netherlands (Supplement 5 shows the distribution of hotel properties by city in the Netherlands). 

Amsterdam has the largest supply of hotels. The number of three-to-five star hotels in Amsterdam 
amounts to 117 (Table 3.1 ). The quantity in The Hague, Rotterdam, and Utrecht respectively amounts 
to 35, 25, and nine hotel properties. Other eye-catching cities are Valkenburg, Apeldoorn, and 
Maastricht. These cities score considerably better than cities with a larger population, due to their 
geographic situation, which is interesting for both business and tourism. 

86 Quantifying the supply of hotel rooms in the Netherlands has mainly been addressed by hotelconsulting firms as Bedrijfschap 
Horeca en Catering, Deloitte, and Horwath Consulting. 
87 Bedrijfschap Horeca en Catering , 2003. Horeca in Cijfers 2003. 
88 Centraal Bureau voor de Statistiek, 2004. Toerisme in Nederland: Het gebruik van logiesaccommodaties 2003. 
89 Hess, R.C., Liang, Y. and McAllister, R., 2001. An Institutional Perspective on Hotel Investing. Real Estate Finance, summer 
2001 , p. 51-61 . 
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Table 3.1: Number of Hotels and Rooms according to the Classification of the BeneluxHotelclassification 
(BH ) b C't 2003 

CITY (Inhabitants) 
Three Star Hotels Four Star Hotels Five Star Hotels 

Hotels Rooms Hotels Rooms Hotels Rooms 
Almere (165,106) 1 100 0 0 0 0 
Amsterdam (738,763) 71 5,195 30 3,809 16 4,090 

Arnhem (141,528) 6 355 3 232 0 0 
Breda (163,459) 2 63 5 292 0 0 
Eindhoven (206,118) 5 265 7 1.073 0 0 
Groningen (177,172) 6 247 2 202 0 0 
The Hague (463,826) 19 475 12 1,592 4 568 
Haarlem (147,097) 0 0 3 453 0 0 
's-Hertogenbosch (132,501) 3 86 3 310 0 0 
Leiden (117,732) 3 64 3 301 0 0 
Maastricht (121,982) 9 224 12 1,284 1 161 
Nijmegen (156,198) 2 57 3 263 0 0 
Rotterdam (599,650) 15 734 9 1,231 1 254 
Tilburg (197,917) 3 117 5 208 0 0 
Utrecht (270,243) 2 160 6 790 1 91 
The Netherlands (16,276,183) 851 28,410 337 30,433 31 6,777 

.. 
Source: Bedn1fschap Horeca en Catenng, 2003, Centraal Bureau voor de Stat1st1ek, 2004, and Horwath Consultmg, 2004. 
Hosta2004. 

Hotel industry census data may be sorted by the type of hotel location (environment typology) - i.e. 
centre/urban, urban/outside centre, green/urban, centre/village, green village/rural , and other. Figure 
3.2 visualises in what way the three-to-five star hotels are distributed among the present areas in the 
Netherlands. 

Figure 3.2: Distribution of Hotels according to the Classification of the BeneluxHotelclassification (BHc) 
by Hotel Location, 2003. -

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 

• centre/ urban Durban/ outside centre D green/ urban D centre/ village D green village/ rural D other 

Source: Bedrijfschap Horeca en Catering, 2003. Horeca in Cijfers 2003. 

In the past decades, most of the new hotel property development projects in the Netherlands have 
been realised in the metropolitan conurbations in the west. Accordingly, with the exception of small 
domestic cities , new hotel property developments particularly take place in areas where already many 
hotels are established. It may be said that a certain relationship exists between the size of a city's 
hotel supply and the probability on the establishment of a new hotel property or extension of an 
existing hotel property in that same city9°. 

90 Van Den Berkmortel , C., 1990. Stedelijke Hotellokaties: een onderzoek naar de voorkeuren van hotelgebruikers voor 
hotellokaties. 
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§3.5 SUPPLY DEVELOPMENTS IN THE NETHERLANDS 

Supply developments are, regardless of the location, depending on several decisive factors. For 
example, as travel growth is largely driven by commerce, new domestic or foreign investments may 
lead to a surge in business and leisure travel, and therefore to a need for new hotel properties91

. New 

large-scale developments as, for instance, the Zuid-As in Amsterdam and the development of 
Schiphol seem very important developments to strengthen the position of these areas within Europe. 

Other factors that may exert influence on the supply of hotels in a specific location are92
: (i) high 

occupancy rates achieved by the existing hotels (if hotel properties operate under exceptional market 
circumstances presenting occupancy rates at consistently higher levels than 75% or 80%, it will soon 
be noticed by other hotel chains or developers and new hotel supply will come into the market); (ii) a 
discrepancy in the supply; (iii) fortifying the list of hotels; (iv) availability of suitable sites; (v) (strict) 
building regulations; and (vi) the need for big international chains to expand. 

It is in the line of expectation that the number of three and four star hotels will grow most in the 
Netherlands in the years to come, resulting in more new hotel developments in these segments93

. An 
advantage of these hotel segments is that they, even in a down warding economy, can rely on 

customers that otherwise had chosen for five star hotels. 
Almost all of the plans for new developments for the long term had been frozen in the past years , 

due to the economic downturn. However, a big part of the intended plans, sometimes a little adapted, 
may get a continuation now94

. Currently, concrete plans for adding about 7,700 new hotel rooms in the 
Netherlands are noted95

. Amsterdam takes the leading position in the Netherlands with plans to 
develop 600 new rooms in the city centre, and 2,400 rooms in other parts of the city in the period 
2004-2007. So, ovef 3,000 rooms will be added to the greater Amsterdam hotel market in the next few 

years . Though, most of these projects are rather speculative at this stage, because, new supply in the 
city centre of Amsterdam continues to be constrained by a limited availability of land, strict building 
regulations, and co-mpetition in the hotel market96

. Therefore, for instance, the majority of the new 
hotel rooms that were added to the Amsterdam hotel market between 1999 and 2003 (1,600) , took the 
form of extensions to existing properties rather than new builds97

. 

Besides Amsterdam , the municipalities of The Hague, Haarlemmermeer, Rotterdam , Utrecht and 
Zwolle are currently investigating opportunities to expand their hotel supply (Table 3.2). 

Table 3.2: Top Three (Intended) Hotel Projects by Municipality. 

Municipality # Hotel Rooms Period Remarks 
Total Desired New Hotel Rooms by Munici ality 
Haarlemrnermeer 1,922 1998-2005 -
The Hague 600 -1,100 2000-2005 -
Zwolle 650 2003-2010 -

'. "'" , . •. ..1: 111· ,, .. 
' • • 1•11 • ' . . l•fM fr,;•• 

Amsterdam 3,000 2004-2007 -
Haarlemrnermeer 1,136 2003-2006 -
Rotterdam 885 2004-2007 -

lllf"...1-· ~ ' ....... . •·"' . 
Haarlemrnermeer 442 - Extension Van der Valk along A4 
Amsterdam 388 - Dorint Oostelijke Handelskade 
Utrecht 200 - 400 - Amrath Jaarbeursterrein Utrecht 

Source: Hospitality Management, 2003. http://www.hotellerie.nl. 

91 Limbach, C. and Ouek, P ., 1996. Hotel Development Around The World. Hotel Development. 
92 Tromp, T. , 2003. Hotelnota: beleidsplan of marketingmiddel? Hospitality Management, volume 12, nr. 6. 
93 Huizinga, V., 2003. Direct Beleggen in Bestaande Hotels. 
94 Bedrijfschap Horeca en Catering , 2003. Horeca in Cijfers 2003. 
95 Tromp, T., 2003. Hotelnota: beleidsplan of marketingmiddel? Hospitality Management, volume 12, nr. 6. 
96 DTZ Research , 2003. European Commercial Property Markets Overview 2003. A yearly overview of European Office, Retail, 
Industrial, Investment and Hotel Markets. 
97 Deloitte, 2003. http://www.hotelbenchmark.com. 
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Almere is another city that is actively extending its hotel supply. The city is on its way to sextuple its hotel supply, due to an 
extension of city centre facilities. This radical upgrading of the city centre is an important part of the drive to turn Almere 
into a complete and attractive city, as the number of inhabitants in Almere is expected to grow from 155,000 in 2002 to over 
200,000 by 2007. One of the projects that are being executed at present is 'City Centre Almere'. This urban development 
project of MAB offers some 70,000 m2 of shops, 17,000 m2 of leisure facilities, a new business centre of 120,000 m2, a 4,500 m2 

three star hotel with 120 rooms, 950 homes, 2,500 parking spaces, an urban entertainment centre, and a range of restaurants 
and bars. The projected hotel is designed by Alsop and Stormer Architects and will be delivered in 2007. 

§3.6 SUPPLY OF HOTEL PROPERTY IN EUROPEAN PERSPECTIVE 

The total supply of hotel rooms in Europe amounts to 4,500,000 (43% of global hotel room supply) . 

Italy, Germany, France, Great Britain , and Switzerland jointly provide 80% of the rooms. The 

Netherlands plays a small part in Europe's total supply; 2800 hotels and 169,000 rooms (merely 

2%)98
• Whilst supply has been relatively stable in some of Europe's core markets, such as Paris and 

Rome, other markets have and will see significant increases in the years to come. As illustrated in 
Figure 3.3, hotel markets as Amsterdam , Barcelona, and Frankfurt will experience growth in supply. If 

all the proposed hotel projects come to fruition, this is likely to have a significant impact on trading 
performance. Besides, Eastern European markets, such as Prague, will benefit from EU enlargement 

and are forecasted to deliver strong GDP growth. 

Figure 3.3: Annual Supply Growth for Selected European Cities. 
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Source: Jones Lang LaSalle Hotels, 2003. Hotel supply growth in Europe may be more threatening than expected. 

98 Horwath Consulting 2002, Hosta 2002. 
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A combination of three major factors is driving a significant increase in the number of new hotels under 

development in Europe99
: 

The constant desire of hotel operating chains to increase market penetration. 
An expanding pool of capital seeking a more diversified property investment portfolio. 
The lack of available (or suitable) products leads to a marked increase in new development across 
many European markets. 

Theoretically, the correct time to be building hotels is at the bottom of the operating cycle so that the 
hotel opens when trading is improving and the market is able to absorb new supply (this issue will be 
explained in Chapter 8). While this may be generally true in many European cities at present, and 
while total new supply in the major European cities for the three years 2003-2005 is somewhat less 
than previous years , it is concerning that the level of new supply takes place in certain markets where 
whole market occupancies are below 65%. Table 3.3 indicates the relative strength of European 
markets in relation to projected new hotel supply. 

Table 3.3: European Hotel Markets potential Winner and Losers till 2005. 

W~ake~ing Market Demand - Weaker Market Demand - Supply Health Su 1 and Demand Balance 
S1gnif1cant Supply Increase Increase Less Onerous Y pp Y 

Madrid, Barcelona, Brussels, 
Dusseldorf, Frankfurt, Budapest, 

Cologne, Warsaw. 

Berlin, Manchester, Munich, 
Stockholm, Vienna. 

London, Amsterdam, Paris, Milan, 
Rome, Birmingham, Cardiff, 

Edinburgh, Hamburg, Prague. 

Source: Jones Lang LaSalle Hotels, 2003. Hotel supply growth in Europe may be more threatening than expected. 

§3.7 CLASSIFICATION OF HOTEL PROPERTY 

Since the Second World War, hotel concepts have generally migrated from west to east. With few 
exceptions, the American corporations are the main exponents of replicating their national products in 
different parts of the world100

. This strategy leads to the evolution of international branding , standards, 
operations, management structures and global reservations systems, amongst other aspects of 

current practice. At the same time methods of financing and ownership in their different forms, such as 
franchising , management contracts , joint ventures and other variants related to investment 
requirements are evolved. These methods and standards should subsequently be adopted by other 
non-American based businesses, as, for example, international operating property developers, in their 
international hotel expansion strategies. 

At an early point in the development process, as will be outlined in Part 5 of this thesis , property 
developers should determine the category of hotel that they wish to build101

. The Nederlandse Hotel 
Classificatie (NHC) provides enough information considering the desired stars the new hotel 
development should require, but does not provide a sufficient insight in the specific product type that is 
required . With respect to th is issue, the number of stars proves nothing too little in the Netherlands, 
and, therefore , it seems difficult for property developers to categorise a product type on basis of the 
NHC102

. Moreover, as U.S. hotel products will soon be dominating in mainland Europe, and as hotel 
products are becoming more segmented and specialized, it is important for property developers to 
have a clear understanding of the product types that the American hotel companies involve in their 
expansion strategy. Therefore, this paragraph will commence with a description of the U.S. hotel 
classification, followed by a description of the classification standards used in the Netherlands, and a 
comparison between both classification standards. 

99 Jones Lang LaSalle Hotels, 2003. Hotel supply growth in Europe may be more threatening than expected. 
100 Ransley, J., 2001 . International Dimensions. Developing Hospitality Properties and Facilities. 
101 McDonough, B. et al. , 2001 . Building Type Basics for Hospitality Facilities. 
102 Den Hartog, D., 2003. Wat zegt zo'n hotelster eigenlijk? Metro, 17 July 2003, p. 17. 
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§3.7.1 International Classification Standards 

From the start of the 201
h century, the United States took the leading role in the development of hotels 

and new hotel types 103
• The hotel segmentations that have been developed in the United States are 

segmented a/o typified by other classification parameters than the segmentation standards used in 
Europe and more especially in the Netherlands. 

As a consequence of an increase in brand ing and expansion of the hotel branch more and more 
international hotel chains become active on the Dutch hotel market. In case of a possible new hotel 
development in the Netherlands, these chains will make use of their original segmentation, which are 
not yet common or accepted on the European and Dutch hotel market. As the property developer and 
the hotel chain may become important partners in the development process it is significant for property 
developers to have a solid understanding about the segmentation standards handled by these 
international chains. This may contribute to, among other th ings, an improvement in the 
communication or negotiating process, by which the independent assumptions may be geared easier 
to one another. 

Hotels are designed and located to attract one or more specific markets. Because hotels differ in their 
design, physical facilities, amenities, and locations, all of which directly impact financial operating 
results, it is important to define and accurately classify the different characteristics of hotel facilities . 

So far, various international organisations - including the World Tourism Organization (WTO) ; the 
International Hotel Association (IHA); and the Confederation of National Hotel and Restaurant 
Associations (HOTREC) - have attempted in vain to develop a universally accepted hotel classification 
system to segment hotel properties 104

• However, most countries agree with the classification 
standards as stipulated" by the WTO, which rating characteristics are presented in Table 3.4. The 
scheme that provides the minimum standards based on the WTO classification , which is broadly 
comparable to minimum standards adopted in most countries, may be found in Supplement 6. 

Table 3.4: General Rating Characteristics. 
Rating Characteristics 

One Star 
Hotels wi th good basic fac ilities and furnishings ensuring comfortable accommodation. Meals services may 

be limited . Includes small private hotels. 

Two Star 
Hotels having higher standards of accommodation and more fac ilities provid ing good levels of comfort and 

amenity. Includes private hotels and budget orientated accommodations. 

Three Star 
Well-appointed hotels with spacious, very comfortable accommodation, mostly with ensuite bathrooms. Full 

meal fac ilities are provided as well as a range of amenities. 

Four Star 
H igh quality hotels, well equipped and furnished to a very high standard of comfort, offering a very wide 

range of services and amenities for guests and visitors. 

Five Star 
Outstanding hotels with exceptional quality acconunodation and furnishings to the highest interna tional 

standards of luxury, providing impeccable services and extensive amenities. 

Source: World Tourism Organization, 2003. http://www.world-tourism.org. 

Nowadays, there are over 100 classification systems in operation, the majority based on the WTO 
model but customised to suit local conditions. While hotel classifications are necessary for the 
purposes of organising and referencing information, they are by no means perfect and no substitute 
for specific knowledge of the individual character and detailed ingredients of the hotel105

. Besides the 
large amount of classification systems available, over 50 diversified hotel prototypes have been 
developed in global hotel markets, and this amount is still rising 106

. Since hotels usually are classified 
by location, markets served, and type of facilities offered, a given hotel may enter into more than one 

103 Laventhol and Horwath, 1990. Hotel/Motel Development. Washington, D.C.:ULI - The Urban Land Institute. 
104 De Jong, T. , Braak, J.J. and Van Mulken, H.M. , 1996. Hotels Planning en Ontwerp. 
105 Adams, L. , Penner, R.H. and Rutes, W.A. , 2001 . Hotel Design; Planning and Development. 
106 Id. 
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category. However, the overlap should not impair the usefulness of the classification system 
referenced in this thesis, which permits easy access to information using subject headings that are 
used in the hotel field and are clear to the public. The hotel classification system that is displayed 
here, Classification by Class, recognises new hotel types such as all-suites and extended-stays and 
the parameters of new and redefined rate categories such as super-luxury, luxury deluxe, luxury, 
upscale, mid-scale, limited-service, economy, and budget (Table 3.5) 101

. The class of a hotel facility is 
a way of describing the quality of the property and the level of service provided by the staff, for 
instance, Four Seasons Hotels attract a luxury oriented clientele. Besides, class is reflected in a 
hotel's ability to achieve a particular room rate. 

Table 3.5: Hotel Classification by Class or Quality of Facilities and Service. 

Class Examples 
Full-Service Hotels 

Super-Luxury (€300 and higher) 
Four Seasons Hotel New York; Hotel de Crillon Paris; Burj Al Arab 
Dubai. 

Luxury-Deluxe (€230 and higher) 
Four Seasons; Mandarin, Peninsula; Regent; Ritz-Carlton; St. Regis 
Collection. 
Conrad International; Hilton International; Hyatt; InterContinental; 

Luxury (€125 - €230) Kempinski; Marriott; Melia; Meridien; Nikko; Shangri-La; Shera ton; 
Sofitel; W Hotels; Westin; Wyndham. 

Upscale (€75 - €125) 
Bilderberg; Courtyard by Marriott; Crown Plaza; Dorint; Golden 
Tulip; Novotel; Radisson; Riu. 

All-Suite (€90 - €135 and higher) Doubletree Suites; Embassy Suites; Marriott Suites; RIHGA Royal. 

Extended-Stay (€55 - €135 or (€150 - €530 weekly) 
Candlewood Suites; Extended Stay America; Homewood Suites by 
Hilton; Residence Inn by Marriott; Staybridge Suites. 

Mid-Rate with F&B (€55 - €90) 
Best Western; Four Points Sheraton; Holidayy Inn; Melia Comfort; 
Mercure; Moat House; Quali ty Inns; Ramada Inns; Scandic. 

•1111111t • I ., ... ~iill . 

Mid-Rate without F&B (€55 - €90) 
Amersuites; Comfort Inn; Hampton Inns; Hilton Garden Inn; Holiday 
Inn Express. 

Economy (€45 - €55) 
Best Inns; Days Inn; Etap; Fairfield Inns; Ibis; Red Roof Inns; 
Travelodge. 

-
Budget Host; Econolodge; Formule 1; Microtel; Motel 6, Sleep Inns; 

Budget (to €45) 
Supers. 

Avera~e rate of standard (approximate€) subject to chan~e. 
Source: Adams, L. , Penner, R.H. and Rutes, W.A., 2001 . Hotel Design; Planning and Development. 

§3. 7 .2 Classification in the Netherlands 

In compliance with the internationally most accepted classification system as aforementioned, six 
classification parameters, to describe the hotel segmentation standards in the Netherlands, are 
identified108

: (i) by rating; (ii) by operating model; (iii) by price; (iv) by size; (v) by geographic position; 
and (vi) by type of guests. For the purpose of this thesis, only the first identified classification system -
by rating - will be scrutinised, firstly because this system allies best with the international rating 
characteristics of the WTO (Table 3.4), and secondly because this is the one most frequently used 
and adopted by the participants in the Dutch hotel market. For a short explanation with regard to the 
other five classification systems is referred to Supplement 7. 

Classification by Rating. The BeneluxHotelclassification (BHc) used to be the most frequently used 
and most well known classification system in the Benelux 109

• The system prescribed standards - like 
amenities and services - which hotels should meet to be classified in the one-to-five star category. The 

107 Raleigh , L.E. and Roginsky, R.J., 1999. Hotel Investments Issues & Perspectives; Hess, R.C., Liang, Y. and McAllister, R., 
2001 . An Institutional Perspective on Hotel Investing. Real Estate Finance, Summer 2001, p. 51-61 ; Accor, 2003. 
http://www.accor.com; Intercontinental Hotels & Resorts, 2003. http://www.ichotelsgroup.com; and, Smith Travel Research, 
2004. http://www.smithtravelresearch.com. 
108 Economisch Bureau ING, 2003. Sectorstudie Hotellerie. 
109 A complete survey of all the standards can be found in the following publication: Bedrijfschap Horeca en Catering, 1997. 
Normen Benelux Hotelclassificatie. 
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amount of stars for a hotel does offer an indication with regard to the expected quality. When the 
amount of stars is combined with the demanded room rates , an indication concerning the price-quality 
relationship of a hotel property may occur. 
Since January 2004, the hotel sector in the Netherlands is obliged to make use of a more modern and 
flexible classification system: The Nederlandse Hotel Classificatie (NHC). The NHC is a contemporary 
star awarding system for hotels in the Netherlands, with a sufficient view on the quality aspects of 
hotels. The new classification replaces the obsolete BHc and is inspired by the German hotel 
classification. The renewed and flexible element of the NHC is its points system. The criteria for the 
stars are divided over (obliged) basic norms and with points awarded (voluntary) optional norms. The 
basic norms describe the obliged amenities and services per category that at least should be present 
in every hotel of the specific category. However, the NHC already does not seem to meet the 
approvals of the highest hotel segments, and will , most likely, again be adapted in the near future 110

. 

§3. 7 .3 A Comparison 

The experiences emerged from the previous two paragraphs are combined here. Both classification 
systems are compared and the results are portrayed in Table 3.6. This comparison is useful because 
in the international literature, as well as in the international communication standards, the classification 
by class is used more often. Moreover, with this translation to the Dutch hotel market, reflected by a 
relatively simple table, Dutch parties, who may be involved in a proposed hotel property development, 
may be in a better condition to estimate the hotel market in terms of common hotel segments that may 
be eligible for a new hotel development. With that, the search for an appropriate hotel company or 
chain, that in the end should lease the property, may be easier. 

Table 3.6: Classification by Rating (NHC) Compared with the Classification by Class. 
limited-Service Hotels Full-Service Hotels 

Rating 
Budget 

Mid-Rate Mid-Rate Extended-
All-Suite Upscale 

Luxury- Super-
Economy 

w/oF&B wF&B Stay 
Luxury 

Deluxe Luxury 

1-Star x x 

2-Star x x x 

3-Star x x x x 

4-Star x x x x x 

5-Star x x x x x x 

§3.8 POTENTIAL HOTEL TYPES 

The hotel industry continues to witness innovative approaches to hotel development that provide some 
insights into the opportunities and challenges for property developers, operators, and investors. With 
hotel chains offering different brands and products at varying quality levels, new hotel product types 
are being created to appeal to various market segments. Facilities targeting specific market niches as, 
for example, extended-stay hotels, corporate housing service facilities, boutique hotels, and time
share hotels exemplify the increasing specialization on the operating as well as the developing side of 
the industry111

. The new market niches that are expected to provide actual opportunities for property 
developers active in property development in European cities are selected on the following criteria: 

Suitability in inner city mixed-use projects. 
In accordance with the classification by class, where class refers to the physical hotel property as 
well as the amenities and services available to guests. 
Comparability to the three-to-five star segments typically used in the Netherlands and Europe. 

110 Grandia, A. , 2004. Hospitality Management, volume 13, nr. (1) , p. 12-15; and, Payer, R., 2003. Hospitality Management, 
volume 12, nr. 6, p. 46-49. 
111 Hess, R.C. , Liang, Y. and McAllister, R., 2001 . An Institutional Perspective on Hotel Investing. Real Estate Finance, Summer 
2001 , p. 51 -61 . 
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Accordingly, the type of hotels that have potential for inner city mixed-use development projects are: 
• Boutique Hotels. 
• Casino Hotels. 
• Commercial Hotels. 
• Convention Hotels. 
• Luxury Hotels. 
• Serviced Apartments. 

All-Suite Hotels. 
Extended-Stay Hotels. 

Condominium Hotels. 
• Healthtels. 

According to the formulated delineation in Chapter 1, Bed and Breakfast Hotels, Budget and Economy 
Facilities, Health Spa Hotels, and Resort Hotels are excluded in this thesis. However, the reader 
should be aware that Bed and Breakfast Hotels, and Budget and Economy Facilities, which generally 
contain 50 to 150 rooms, tend to operate at higher occupancy levels than do full-service hotels, and 
they achieve income-to-expense ratios that are significantly higher as a consequence of lower staffing 
requirements and the lack of food and beverage facilities, the latter of which generally operate at fairly 
low profit margins. 

Other new market niches with great development potential for the European market are the Self
Storage Hotel and Conference Centre Hotels. However, these product types are usually developed on 
suburban locations (where the costs of available land is considerably lower) , and should therefore be 
left out of consideration in this research. The appropriate mentioned hotel property types, which are 
not well-known under the public, will be discussed in the following sections. 

Boutique Hotels. Markets are becoming saturated with properties that differentiate themselves via 
brand name and offer consistency -across geographic destinations. Today's traveller, however, is 
looking for a hotel that offers not only a comfortable guestroom, but also an experience that fits his or 
her image. This is where the boutique hotel has capitalized on travellers' preferences. Today, the term 
'boutique hotel' transcends the earlier definitions and bridges multiple hotel classifications from small 
to large, luxury to affordable, urban to resort, modern to traditional, and from independent to a rapidly 
expanding segment of a major chain, such as Rosewood Hotels & Resorts 112

. In addition to these 
traits, boutique hotels are notorious for having their own stylish architecture and interior design 
creating 'personality' or 'identity', and for providing high levels of customized service and guest 
amenities. They generally feature personalized service with a high employee-guest ratio, few 
recreational facilities within a sophisticated and relaxing environment, limited but elegant F&B 
facilities, and high-quality finishes throughout. 

One of the most recognized names in the boutique hotel industry is W Hotels of Starwood Hotels & Resorts. Pictured above 
is the W New York -Times Square Hotel, which features 507 sleek ultra-modern guest rooms. 

11 2 Jones Lang LaSalle Hotels, 2001 . Boutique Hotels. FocusOn, July 2001 . 

48 



3 - Supply of Hotel Property 

The popularity of the boutique hotel may furthermore be attributable to the growing sophistication of 
the traveling public, especially the younger travelers in their 30s and 40s, style-conscious, business 
traveler, in reaction to the predictable blandness of the established hotel trade. 

The term 'boutique' connotes smallness and most often is used to refer to small , intimate hotels. 
While many automatically use the term to refer to a hotel with fewer than 1 00 rooms, this is not 
entirely accurate. However, several factors that limit opportunities for the development of boutique 
hotels are the following 11 3

: high per room construction costs, heavy equity requirements , limited 
demand, and a lack of suitable sites. 

Casino Hotels. Casino hotels combine a transient hotel with a full casino facility. The operation of a 
casino hotel requires specialised expertise, not only in marketing the product to the gambler-user but 
also in controlling the actual gaming activities. In most instances the guestrooms, restaurants, 
lounges, and other amenities of the hotel are designed to attract the guest to the casino and keep 
them on the property. The rooms are actually an amenity to the casino. Not surprisingly, lucrative 
gaming revenues often enable casino hotels to offer guestrooms at highly competitive rates , thereby 
attracting not only more gaming customers but a variety of other guests as well. However, generally, 
casino hotels seek to attract individual leisure travellers who enjoy gambling as well as groups. As 
large casino hotels more than meet the requirements of the convention market, there is a trend 
noticeable toward combining convention and casino activities. 

Because casino hotels provide many additional amenities to serve the gaming operation, they 
contain a greater ratio of nonrevenue-producing space than any other hotel type. Besides, no other 
type of building contains a greater amount of unrecorded currency than a huge casino hotel. Cash and 
chips on the floor at one time may run into millions of euros. This influences various aspects of design. 

Star City Hotel Sydney is an urban casino hotel and it is 
Australia's most exciting and unique entertainment 
destination. Star City Hotel is a 481-room five star hotel 
(including 129 apartments) located adjacent to the CBD. This 
multiuse casino hotel and entertainment complex covers over 
200,000 m2 and blends its development with the city's needs 
including a performing arts theatre, residential apartments, 
convenience shopping, 14 themed restaurants, 12 lounges, and 
a major mall. The complex draws tourists and downtown 
residents as well as suburbanites. 

Gaming has become a major attraction in many locations worldwide and almost anywhere that 
gambling is permitted hotel development follows 114

• Accordingly, casino hotels may become a 
potential development market in European inner cities if countries will pass some form of gaming 
legislation. For instance, gaming is still not legalised in the Netherlands and the legalisation involves 
an exhausting political process 115

• However, various parties, e.g. Tranchant, Accor Casinos, and 
Partouche, all French casino chains , already applied for permits to establish private casinos in the 
Netherlands, but the Department of Justice and Commerce refused these applications11 6

• Though, the 
monopoly position of Holland Casino seems contrary to the European legislation. Consequently, the 
EU is considering releasing the gaming market in the Netherlands and other European countries in 
2006117

. Assuming that gambling will be liberalised in the Netherlands, a great demand will arise for 
casino hotels according to the American Model. The American model for casinos comprises, besides 
gambling activities and a large amount of rooms, also entertainment and catering. These casinos 
attract many tourists to a specific location or city, through which a hotel's capacity also increases. 

113 Limbach, C. and Quek, P., 1996. Hotel Development Around The World . Hotel Development. 
11 4 Keeling, J.M. , 1994. Hotel Development Trends. Urban Land, August 1994. 
115 Currently solely Holland Casino has a gaming license. 
116 Hotel News Resource , 2004. http://www.hotelnewsresource.com. 
117 PropertyNL, 2004. Plan voor Amerikaanse casino's in Nederland. Nieuwsbrief 672 - Monday 8 March 2004; and, 
PropertyNL, 2004. Caesar's Palace ge'interesseerd in casino Afferden. Nieuwsbrief 800 - Wednesday 8 September 2004. 
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Commercial Hotels. This type of facility caters primarily to the individual commercial traveller, whose 
purpose of travel is generally to conduct business within the market area surrounding the hotel. 
Consequently, these properties are usually situated near concentrations of office and industrial 
buildings, restaurants, entertainment outlets, and one or more modes of transportation. Facilities and 
amenities normally include a restaurant and lounge (on site or nearby), small meeting and conference 
rooms, recreational facilities (e.g ., swimming pool, fitness centre) and shops. The services offered are 
oriented toward the commercial traveller and generally include room service, secretarial support, 
computer terminals, photocopy and fax services, concierge and valet services, airport pickup, local 
transportation, and auto rentals. Commercial hotels typically experience high occupancy rates Monday 
through Thursday nights with a significant drop-off on Friday, Saturday and Sunday nights. This 
weekly occupancy pattern can sometimes be balanced by supplementing the low weekend 
commercial demand with meeting and convention patronage. 

Commercial hotels are generally smaller than convention hotels, offering between 100 and 500 
guest rooms. Although meetings may represent an important part of their business, the groups that 
are served generally are smaller than those using convention hotels. Compared with convention 
hotels, most commercial hotels provide less public space and a less-extensive array of food and 
beverage outlets. 

The Best Western Beijing is situated within a prime location of high ranked culture. It is within the heart of the Beijing 

Cultural Business District. The hotel is conveniently located only 49 minutes to the Beijing Capitol Airport and 10 minutes 

to the railway station. The Best Western Beijing is a four star commercial hotel with 280 units of rooms and suites which are 

intelligently furnished and equipped with Broadband Internet connection. Its restaurants and bar are decorated eloquently 

and the ballroom and five meeting rooms have features for catering, banquet receptions and meetings. 

Convention Hotels. One of the more confusing distinctions to the layperson is between the related 

terms 'convention' and 'conference'. A convention attracts several hundred to many thousand 
attendees, while a conference caters to relatively small groups seeking a more intimate venue and 
close personal interaction. Besides, conference centres are often situated in suburban areas or in 
relatively remote locations to eliminate any distractions that could disrupt the purpose of the meeting. 

As the number of convention centres throughout Europe has grown, so has the number of convention 
centre hotels constructed in conjunction with convention facilities. Convention hotels are designed to 
accommodate large groups and functions. They provide facilities such as one or more large ballrooms 
with break-out areas for meetings and conferences, exhibit space for trade shows, display rooms for 
sale meetings, extensive restaurant of varying styles and price ranges and lounge capacity. Many also 
include substantial amounts of retail space, and the same recreational amenities found in commercial 
hotels. However, the key component in a convention hotel is meeting space, which amounts to at least 
three square meters per guest room. 

Convention hotels are often located near commercial hotels and sometimes proximate to 
convention centres. In many cases convention hotels are physically connected with or adjacent to 
large convention centres. An important fact is that convention business overlaps with other market 
segments. The services offered are oriented to groups and generally include planning and meeting 
support services; efficient check-in/-out and billing procedures (convention hotels generally feature 
large lobbies to handle the check-in and checkout functions that occur in concentrated periods at the 
start and end of every convention); rental of audiovisual, computer, and communications equipment. 
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Located in the heart of downtown, the Sheraton Chicago Hotel & Towers is ideally situated within one block of shopping. 

The hotel is considered as the finest convention hotel in Chicago. The hotel is equipped to handle any size function, from a 

board meeting to a full convention. The hotel covers 12,000 m2 flexible meeting space, a 4,000 m2 ballroom, 3,500 m 2 of 

dedicated exhibit space, 34 uniquely designed meeting rooms, 1,209 guest rooms, five distinctive restaurants and lounges, 

and a fully equipped health club. 

Convention hotels experience occupancy trends that are generally strong Monday through Thursday 
nights-and drop-off on weekends. Since some groups prefer to meet on weekends, a convention hotel 
may post higher weekend occupancies than most commercial hotels. Convention hotels are also 
affected by monthly occupancy trends because many groups do not meet during the summer months 
or holiday periods. 

Convention centre hotels generally capture a significant portion of the room nights generated by the 
convention centre, but it must be recognised that even the best centres are only used 100 to 130 days 
per year. This statistic can be easily verified. Assuming that a typical, four-day convention takes two 
days to set up and two days to dismantle, the facilities are really only in use 50% of the time, or 180 
days per year. If this is the maximum potential utilisation and slow periods are experienced in summer 
and during holiday periods, it is easy to see why convention facilities are not consistent generators of 
lodging demand. 

Downtown convention hotels generally contain 400 to 500 rooms. It is common for up to 10 percent 
of the guest rooms to be suites. The hotel may furnish the living rooms of the suites as meeting 
spaces for small groups. Wishing to overcome the perception that they cater solely to large groups, 
some convention hotels designate specific space for small group meetings or conferences. 

Luxury Hotels. Luxury hotels tend to be located in large metropolitan areas, places frequented visited 
by visitors willing to pay a premium price for accommodations. Most have fewer than 300 rooms, and 
the few larger luxury hotels tend to cater more to corporate travellers and overseas visitors. High

quality furnishings, amenities, and services distinguish such hotels. Many, but not all, house fine 
restaurants. Their high ratio of employees to guest rooms affects the economics of operations. 
Although luxury hotels may accommodate some meeting and banquet business they do not target 
large groups. 
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The Luxury Four Seasons Hotel New York is a building of classic elegance to transcend time and fashion, giving it a distinct 
glow from the many tall office buildings on the skyline. The site, East 57•h Street, was one of the few prominent sites 
remaining in the heart of New York. Therefore, the developers arrd architect l.M. Pei seized the opportunity to build the 
grandest hotel in the city since the Waldorf Astoria. The hotel rises 52 storeys above Manhattan's premier business and 
shopping district. The hotel offers 364 oversized guest rooms. 

Serviced Apartments. The market opinion is that serviced apartments, among others, have a great 
potential for the European market due to the limited supply of this accommodation type. Besides, 
serviced apartments seem the only segment of the hotel market that can weather economic downturns 
and contraction in visitor numbers better than other segments 118

. 

Serviced apartments - here all-suite, extended-stay and condominium hotels - are relatively recent 
products in the hotel industry that have gained tremendous popularity over the last decade in the 
United States and Asia. Moreover, in these regions the segment of serviced apartments has grown to 
a fully developed, multi segmented mature market attracting longer stay guests and an increasing 
proportion of shorter stay guests. The European sector is at an earlier stage, due to a different 
demand profile. The relative proximity of different business communities and the introduction of the 
successful budget airlines mean that distances are almost 'commutable'. This combined with the lower 
levels of job mobility in Europe negates, to a degree, the need for long-stay accommodation. 

However, there is definite evidence that the serviced apartment sector is developing in Europe, 
manifested by (i) greater international leisure travel, (ii) an increasing trend towards taking extended 

breaks between jobs (working-holidays), (iii) new construction, and (iv) the emergence of international 
brands throughout many European cities. Citadines, a leading company in apartment hotels, is an 
example of the two last mentioned issues. Citadines offers fully furnished studios and apartments for 
one to six people, including standard hotel services and optional extras, in the heart of Europe's major 
cities. Recently, Marriott also launched their Executive Apartments in Belgium, Budapest and Prague. 
Marriott believes there is scope to more than double the serviced apartment stock in Europe to bring it 
in line with U.S. ratios where serviced apartments occupy close to five percent of the total room 
supply. 

11 8 Jones Lang LaSalle Hotels, 2002. Serviced Apartments. Issue 12 - Hotel Topics, September 2002. 
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All-Suite Hotels. All-suite hotels were created to cater primarily to individual commercial and leisure 
travellers , who do not have need for a large amount of public area, such as meeting , banquet, dining, 
lobby area or lounge facilit ies. Moreover, all-suite hotels meet the needs of business travellers who 
spent a lot of time on the road and long-stay guests like corporate personal who are relocated or 
consultants who are on a project that will last some time. This property type varies widely from 
property to property, but generally takes one of three basic forms : urban, suburban, and residential. As 
defined for this thesis , just the first and third category will be discussed: 
• Urban: urban all-suite hotels are usually mid- to high-rise structures containing 200 to 300 suites, 

a size generally considered small enough to retain a residential atmosphere and large enough to 
provide the desired level of service. 
Residential : in contrast, residential all-suite hotels usually occupy two-story structures and 
resemble apartment complexes more closely than hotels. Guest spaces are large, with separate 
living and sleeping areas, full kitchens, exterior entrances, and a variety of amenities and services. 
As long-stay hotels strive to become more homelike, the line between hotels and apartment 
properties has blurred. 

Guest spaces of all-suite hotels are larger than normal, usually containing more than 40 square 
meters. The guest rooms include both a sleeping area and a separate living area in a single unit. In 
some hotels the suites are two room modules that are side by side; others have elongated suites with 
the living area located at the front and the sleeping area to the rear. The living area typically contains a 
couch that converts into a bed, armchairs, a coffee table, an eating table , and a televis ion. Some all
suite facilities offer nearly full-size kitchen areas, some offer a small compact food preparation area, 
and other offer no kitchen at all. The bedrooms generally have less area than normal hotel rooms. 

The economics of the all -suite concept are based on eliminating or reducing a significant portion of 
the hotel 's public space and transferring these square meters to the guest rooms. Transferring public 
space to the guest rooms effectively maintains the same total building area so an all-suite hotel can 
charge the same room rate as a comparable, full-facility property. For the traveller who does not 
require public space, the all-suite product is an excellent value. 

All-suite hotels offer most of the amenities normally found in commercial hotels, but in some 
instances they are downsized. Amenities may include a restaurant that includes a free continental 
breakfast and that serves as a lounge in the evenings, a swimming pool, and a fitness centre. All-suite 
hotels may be located in any area suitable for commercial hotels. 

Extended-Stay Hotels. The extended-stay hotel is a cross between an apartment complex and an all
suite hotel and serves customers who need longer-term accommodations and who prefer a more 
residential atmosphere. Its guestroom units are generally larger than those found in a standard all
suite hotel and contain more living space. Besides, as the guest units are designed to accommodate 
stays of more than ten days and to accommodate family on trips, they are equipped with full kitchens. 

The exterior of the property generally resembles a garden apartment complex and the overall 
atmosphere is residential. The amenities and services offered by an extended-stay hotel are similar to 
those provided by all-su ite facilities . A unique service offered by at least one extended-stay chain is 
grocery-shopping service. Someone from the hotel will purchase the items requested on a guest's 
shopping list and deliver the order by the end of the day. 

The extended-stay concept works the best when the market has a sufficient number of travellers 
who are staying for more than 10 days and can account for at least 70% of the property's overall 
occupancy119

. This customer mix enables the hotel to achieve high weekend occupancy, which greatly 
enhances the property's operational efficiencies. Well-operated extended-stay hotels routinely operate 
at more than 80% occupancy when there is a sufficient amount of long-term patronage. 

11 9 Hess, R.C. , Liang, Y. and McAl lister, R. , 2001 . An Institutional Perspective on Hotel Investing. Real Estate Finance, summer 
2001, p. 51 -61 . 
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The best locations for extended-stay hotels are residential or commercial areas where guests have 
access to daily conveniences such as grocery stores, dry cleaners, pharmacies, restaurants, movie 
theatres, and other entertainment. 

As the only all-suite hotel in the heart of Times Square, the Doubletree Guest Suites Times Square boasts some of the 
largest standard rooms available in Midtown Manhattan. Located within the Broadway Theatre district, the Doubletree 
Times Square is in the centre of the energy and excitement that is New York City. The hotel contains 458 two-room suites 
featuring a separate living room, dinin&"work area and private bedroom. 
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Condominium Hotels. A condominium hotel contains a number of residential condominium units 
housed in the same building as the hotel or in an adjacent building. Most of these units are sold to 

people who want a primary residence in city centers where they can utilize some of the service 
provided by the hotel , such as catering, spa, and housekeeping, while also sharing in the costs 
common to the complex120

. Condominium hotels are typically located in city centers and residential 

communities. 

The mixed-use condominium and hotel tower Four Seasons Hotel and Tower, San Francisco, California, serves as an 
important link between the north and south districts in downtown. The 40-story tower combines a 277-room luxury hotel, 
residential condominiums with hotel services, a health club, and 16,720 m 2 of retail space. 

Residential condominium units are often apartments containing separate living and sleeping rooms 
and full kitchens. They utilize a separate entrance, lobby area and elevators from the hotel. The hotel 
benefits from the residential component through the sale of hotel services along with the higher usage 
of the restaurant, lounge and spa facilities. The synergistic effect of a hotel/residential condominium 
typically enables the property developer to sell the condominiums at prices 10% to 30% higher than 
residential projects without a hotel component. Since th is type of hotel/residential development is 
aimed at the primary homebuyer, there is usually not a rental pool program where the condominium 
owner allows the hotel to rent their unit to transient guests and split the room revenue with the owner. 
However, two constructions are invented to avoid this shortcoming 121

: 

If the condominium units are sold as vacation homes to buyers desiring to utilize them as 
secondary residences during some months. When the owners are not occupying their units, they 
can be put into rental pool and rented to transient guests by the hotel. The room revenue is 
typically split 50-50 between the hotel and the condominium owner. The hotel benefits from this 
arrangement because it increases its inventory of rooms to sell without capital investment risk. 
If the condominium units are sold to individual investors. Room revenue generated from the rental 
of the guestrooms is put into a rental pool and divided among the condominium owners based on 
a usage formula. The owners of this type of condominium are looking primarily for a return on their 
investment rather than a place to stay. The condom inium hotel property developer benefits by 
having an immediate (and often lucrative) exit strategy by selling the hotel units to investors. 
However, the hotel component would not be owned in its entirety in both structures. 

Healthtel. The health hotel is a hotel facility within or often at the side of a care institution/hospital , 
generally speaking located in inner cities, where guests can receive medical and nursing care 122

• This 
type of hotel may take over all the tasks or responsibilities of a hospital or nursing home, except for 
the strict medical care. The demand for this kind of hotels is expected to increase in the short term, as 
a result of the present capacity-problems in Dutch Hotels123

• 

120 Adams, L., Penner, R.H. and Rules, W.A., 2001 . Hotel Design; Planning and Development. 
121 Rushmore , S., 2004. What Is a Condo-Hotel? Hotels, November 2004. 
122 Horwath Consu lting, 2001 . Persbericht Zorghotels, 8 October 2001 ; and Adams, L. , Penner, R.H. and Rutes, W.A. , 2001. 
Hotel Design; Planning and Development. 
123 Economisch Bureau ING, 2003. Sectorstudie Hotellerie. 
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The market for hotels adjacent to medical centers and hospitals is strong and diverse. Primarily 
catering to guests who are family members or friends visiting patients, some hotels are specially 
equipped to provide lodging to outpatients undergoing medical tests or recuperating from medical 
procedures who require aftercare treatment. Medical practices at hospitals and clinics are expanding 
the scope of outpatient care, increasing the need for comfortable, convenient, and affordable 
accommodations. Diagnostic examinations, ambulatory surgery, physical therapy, or rehabilitation at 
the hospital or associated clinics create the need for hotels equipped to provide limited nursing 
service, and pre-exam preparation. Hospital-related hotel complexes also may accommodate the local 
medical community including visiting doctors, nurses, students, trainees, consultants , lecturers, 
vendors, and other business guests of the hospital. 

Health hotels usually may include the following supporting facilities: restaurants, lounges, fitness 
centers, offices, conference space, cinemas, and retail. DoubleTree and Intercontinental are 
examples of hotel chains currently developing healthtels. 

Zotel De Palatijn is a four star hotel located in Alkmaar, 
the Netherlands, and is brought into use in May 2004. 
De Palatijn provides an excellent mix of care and 
services, a precursor in its kind. Next to the personal 
care, which is guaranteed 24 hours a day, the hotel 
offers an extensive program of welfare and recreation. 
The situations, in which the hotel may be the solution 
for its guests, are: (i) if the guests are insufficiently 
recovered after a hospitalisation; (ii) if the guests are not 
capable of staying at home on one's own; and (iii) if the 
guests desire to spend some days out, but they need an 
adapted surrounding due to a handicap. De Palatijn 
counts 56 luxury one (€90) and two (€120) person 
bedrooms. The rooms are well designed for disabled 
persons and for extending care. 

The Conclusions and Recommendations, as described in Chapter 9, will stipulate which hotel products 
seem initially eligible to develop in Dutch downtown areas a/o inner-city mixed-use projects. 

§3.9 COMPETITION BETWEEN HOTEL PROPERTY 

One of the previous sections of this chapter described how to classify hotel properties. Compiling this 
information on all the hotels within a local market area allow property developers, among others, to 
identify the competition and evaluate the relative competitiveness of each property. 

Intending developing a new hotel property, property developers should determine the future guest 
room supply considering both the addition of new properties into the market and the removal of 
existing rooms. This information enables property developers to project the total room nights available. 
Moreover, evaluating the relative competitiveness of all the hotels within the market area will form a 
basis for projecting the future market share of the subject property. Once the market share has been 
determined, the number of room nights captured and the resulting occupancy may be projected. 

Several factors contribute to the competitiveness of a hotel property in a local hotel market124
. The 

price/quality relation of a hotel property seems the most important factor, followed by the location of 
the property, and the distance of the hotel from the city centre and airports/stations (Supplement 8). 
So, hotel properties mutually compete on quality, price, location, and provided services. 
Competition in quality seems, at first sight, relatively transparent in the Netherlands due to the NHC 
system. However, as mentioned before in this thesis, the amount of stars solely indicates a minimum 

124 Economisch Bureau ING, 2003. Sectorstudie Hotellerie; and World Travel & Tourism Council , 2002. The Travel & Tourism 
Economy 2002, European Union. 
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of facilities but does not reflect the level of service or the experience that may be expected, while the 
provided service and atmosphere are very important factors to attract and maintain new clientele. 

Furthermore, hotels not solely compete with hotels of the same rating, but also with hotels with a 
higher or lower classification. As room rates are connected to the quality level of a hotel, hotels with a 
lower quality level and price can compete with more expensive hotels with a higher quality level. Due 
to offers, discounts, prices inclusive/exclusive breakfasts, week- and weekend rates, et cetera, price 
differences between hotels with a different rating are opaque, and therefore, for instance, four star 
hotels may be cheaper than three star hotels. Moreover, competitors in a market may have 
substantially greater marketing and financial resources than others, and they may improve their 
facilities, reduce their prices or expand or improve their marketing programs in ways that adversely 
affect the operating results of others 125

• 

The hotel market may be seen as a local market, as well as a national market, where mutual 
competition takes place on a small geographic area. Because travel distances and travel times 
between cities (and so hotels) are short in Europe a/o the Netherlands, competition is not tied locally 
a!o to a specific place. So, the hotel industry may be considered as highly competitive, wherein 
properties of one hotel company compete for customers with other hotel properties in their geographic 
markets. Besides, as some hotel chains operate on a large (inter)national scale offering different hotel 
brands, there is a matter of intrabrand competition. In the Randstad for instance, there may be some 
competition between hotel brands from the same chain (for instance between the brands Mercure and 
Novotel , owned by the French Accor) . 

The increasing competition in local hotel markets enlarges the necessity for both property developers, 
as well as hotel companies , to deliver a qualitative good hotel product that is perfectly geared to the 
desires and needs of the future hotel guests. That means a hotel product with an excellent 
price/quality relationship, a first-rate location, and an outstanding supply of facilities and amenities. A 
marketing approach based on demand may be useful in this context. The underlying idea of this 
approach contains the following 126

: "Determine the needs of the customer and deliver the demanded 
better and more efficient than the competitor". 

125 Rushmore, S. , 2001 . Hotel Investments Handbook, p. 20-27. 
126 Armstrong , G., and Kotler, P., 2004. Principles of Marketing, tdh Edition. 
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TIME WARNER CENTER, a landmark inner city mixed-use development, opened its doors to the public in February 2004. 
Located on one of the world's premier sites in New York City, the Centre features the new headquarters of Time Warner 
Inc., and will serve as home for the new performing arts centre, and Jazz at Lincoln Centre. Also in the Centre are premier 
shopping, five star living condominiums, the world's finest dining and bar experiences, superlative Class A office space, 
and luxurious hotel accommodations and amenities at the world-class Mandarin Oriental New York. This 260,000 m2, $1.7 
billion development establishes a new icon for New York City and a benchmark for mixed-use developments in the 21st 
Century. 
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Location, location, location ... it is the touchstone of real estate properties. The success or failure of 

most businesses will hand on the property developer's or investor's selectivity and judgment in picking 
the right location. An initial step in property development is to decide where the property must be 
located. Property developers study the need for offices, shopping centres, hotels, industrial properties, 
and residences, and respond by locating projects where they are thought to serve best as evidenced 
by demand. Location decisions can be quite complex if all data and considerations are explored in 
detail. It is easy to see that considerations and data requirements for a hotel property are much 
different from those needed for, for instance, a shopping centre. Therefore, this chapter aims to 
generalise some basic concepts that may affect a decision about a location for a new hotel property. 

Before property developers should admit a hotel property in an arbitrary inner city (re)development 
project, they should have a good understanding about several aspects that may influence the 
functioning and profile of the of city where the development will take place127

. Therefore, paragraphs 
4.2 to 4.4 aim at various aspects, profiles and present functions of (inner) cities, the role of tourism in 
inner cities, and the multi-functionality and synergy that appears in inner cities 128

. This basic 
knowledge is needed to determine the resources that bring visitors to an inner city, and some of the 
sensitivities that appear with hotel property development in inner cities . 

One of the critical decisions that should be made in the development process is where to develop, 
because the hotel location is one of the most deciding factors for the future success of a proposed 
hotel. Consequently, paragraphs 4.5 to 4.7 will provide a better understanding concerning the typology 
of urban hotel locations, some kind and general traits of inner city hotels, their styles, and to yvhich 
particular market segments they appeal; all geared to, for instance, the location preferences of hotel 

127 The cities on which this chapter refers to especially concern towns that support a metropolitan character and which are, on 
the basis of the present functions and activities, an attractive place of business for hotels. Besides, these inner cities should be 
inside the scope of a property developer's organization to realise real estate developments. 
128 Multi-functionality and synergy in inner cities are important issues for the mixed-use idea. Chapter 5 will pay attention to the 
role of hotels in mixed-use development projects, and the relation between the hotel and other real estate functions. 
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guests and hotel companies a/o chains. With that information it becomes clear, which are the 
important factors to assess if a location is suitable at all, and which market niches may flourish on 
these locations. This chapter will also provide a description of a simple model to define the market 
space for new hotel rooms within a local hotel market. 

The overall purpose of this chapter is to provide general preconditions for developing hotel 
properties in inner cities. With the provided basis information property developers will be in a better 
condition to make conscious decisions with regard to the evaluation of an individual location (to decide 
if a possible location provides enough potential to move into hotel property development). The 
supplied data may also contribute to improvements in the letting, selling and funding processes. 
Besides, it enables property developers to decide whether or not to commit themselves to take an 
option on a location. 

§4.2 FUNCTION OF CITIES 

In a larger connection, among others, the following city functions may be discerhed129
: (i) the 

governmental function; (ii) the economical function; (iii) the 'traffic situation ' function; and (iv) the 
welfare function of a city for its surrounding. 

The governmental function of a city has a big influence on the demand for hotel rooms. 
Organisations as consulates , embassies, and governmental public services are often seated in 
'governmental cities' as, for instance, the Hague, and account for room demand. The economical 
function of a city may also affect the demand for hotel rooms. Important factors in this context are the 
presence of international operating companies, and the employment rate. A city may also attract more 
or less visitors as a consequence of its infrastructure. If a city is located on an intersection between 
trading or shipping routes (e.g ., Rotterdam), or when it is located near a major airport (e.g., 
Amsterdam), a large amount of overnight stays may be the result. Regarding the welfare function of a 
city, the presence of, for example, universities, hospitals, and retail may be important for a city 
concerning the demand for hotel rooms. 

In a smaller context, urban functions may be distinguished. The urban functions that can be derived 
from the activities that usually take place in inner cities are 130

: (i) the living function, (ii) the working 
function , and (iii) the recreation function . These functions are mutually related to each other and may 
strengthen or even negatively affect each other. Functional synergy appears if a function experiences 
positive influences of another urban function 131

• The first urban function of cities that may be 
distinguished is the living function. Inhabitants need to be housed within the city borders of urban as 
well as rural municipalities. Accordingly, large areas within city borders are utilised as biotopes. The 
dimension of such biotopes depends on the number of inhabitants and the population density. 

The second function of cities that may be discerned is the working function. Traditionally, cities 
are important links or connections between the national economy and the employment. In the past, 
several companies were attracted to urban areas as a result of the industrialisation leading to an 
increase in employment. With that, a direct relation between the growth of the industrial sector and the 
growth of cities originated. Moreover, the rise and growth of the service-providing sector strengthened 
the position of cities . Urban companies and institutions attract visitors to a city. Particularly, 
international operating companies and institutions in a city have an important visiting-generating 
function. Chapter 2 already illustrated that business guests visit a city for a meeting , to attend a 
convention or symposium, all initiated by companies or institutions present in that city. However, the 
number of business guests generated depends on the function of the city on larger level and the 
present business activities. 

129 Ministry of VROM, 2004. http://www.vrom.nl. 
130 Ashworth , G.J . and Tunbridge, J.E., 1990. The Tourist Historic City. 
131 Seip, M.M., 1996. Functional Synergy in City Centres; the courthouse as an example. 
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The third and also last function that may be distinguished in favour of this thesis is the recreation 

function. Urban settlements always had a recreation function for their inhabitants as well as for their 
visitors. Dependent on the quantity and quality of the tourist-recreational supply, cities attract visitors 
and tourists from a broad surrounding, therefore, cities perform a 'hosting function' 132

. Although 
recreation facilities and amenities may be scattered all over an urban territory, the tourist-recreation 
function of the city is often limited to its inner city. An inner city may be defined as the functional heart 
of a city with various facilities as service-providing companies, retail , offices, hotels, e.g. Furthermore, 
recreational facilities in residential areas are mainly aimed at their own inhabitants, by which there is 
no matter of a 'hosting function'. Important characteristics of inner cities are: 

An inner city mainly owns its multi-functionality and history to the nature and form of its buildings, 
which also determine the specific character of the inner city. 
A great diversity of functions and activities contribute to the liveliness of an inner city and 
determine its multifunctional character. 

Together with the specific tourist-recreational facilities in the inner city and the experiences of the 
visitor, these characteristics form the underlying motives for an inner city visit. 

The recreation function is composed of the cultural function (comprehending museums, theatres, 
cinemas, galleries, festivals) and the function that tourism fulfils. Hence, the hotel function is part of 
the recreational function. The hotel function shows a strong coherence with other inner city functions; 
for example, hotel guests frequently make use of the catering industry and retail in an inner city. 

The number of hotels in a city indicates its function as business, service, or tourist destination. The 
hotel sector is known as a following sector; the more hotel room demand generating companies, 
institutions, and amenities are present in a city, all the more is the need for hotel properties. A diverse 
supply of hotels originates as a consequence of a large variety of target groups, because every target 
group has its own preferences towards price classifications and facilities. 

A clear coherence exists between the three mentioned urban functions: living, working, and recreation. 
For instance, an attractive living climate in a city may give occasion to inhabitants and companies from 
outside to establish in that city. Tourist-recreation facilities may also fulfil an important role in creating 
a competitive place of business for residents and companies. An increase of population and a 
stimulation of tourism demand (for working, shopping , or recreation purposes) may have a positive 
effect on the bearing surface of facilities, the liveliness of the city, and on the employment. 

Cities should aim more at the existing strengths that determine the unique character of those cities. Amsterdam, for 
instance, is famous for its canals and facades, while Rotterdam should focus on the modern architecture. The attractiveness 
and the competitive position of a city should therefore be enlarged through an increase of its existing strengths. 

132 Gattman, J., 1983. The Coming of the transactional City. University of Maryland; Institute for Urban Studies. 
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Municipalities play an important role in the hotel and real estate development market as they grant 
permits and often act as land-providers. Besides, municipalities may, dependent on the existent hotel 
supply, take up a more or less active position with respect to a new hotel property development133

. 

The motives for a positive attitude of municipalities vary widely, but the following four aspects do 
favour hotel projects 134

: 

Employment Aspect Hotel facilities create jobs, jobs that require both unskilled, hourly labour and 
middle and upper managers. Thus, they not only create jobs, they create a number of different 
kinds of jobs, providing opportunities throughout the labour market spectrum. A hotel frequently 
functions as a major employer in a community, with a typically full-service hotel employing one 
staff member per room. 
Leverage Aspect In addition to creating jobs, hotels can also help to stabilize, upgrade and define 
neighbourhoods and cities 135

. The right kind of hotel can even enhance a neighbourhood's, or a 
city's prestige. An example is the Barbizon Palace located at the Zeedijk in Amsterdam. 
Image Aspect: Hotels that depend on commercial travellers need the support of complementary 
developments such as office buildings, retail space, entertainment facilities, and convention 
centres to create room demand; hotels may therefore function as a 'pull-factor' for attracting 
business and tourist activity. 
Financial Aspect: Hotels may be a source of income for local authorities, on the one hand by 
selling land, and on the other hand by providing additional tax revenue and other charges (e.g. , 
tourist tax) . But even more significantly, hotels by their very nature attract visitors. These visitors 
bring new euros into an area and they spend them at local businesses. 

In exchange for these benefits to the community, property developers should take advantage of their 
privileged position and try getting support from local governments. Although not always available, 
these public incentives to support hotel development may take various forms, from building the access 
infrastructure and parking facilities, to tax incentive financing and direct subsidy payments 136

. 

§4.3 TOURISM AND CITIES 

Cities are important to tourism and tourism is important to cities 137
. These are not identical and each 

needs to be considered briefly. 
The importance of cities to tourism is easily argued. Most tourists originate from cities and most 

either seek out cities as holiday destinations in themselves or visit attractions located in cities while 
staying on holiday elsewhere. It would be possible to elaborate and justify these assertions statistically 
in terms of the volume of visitor-nights generated by individual cities, by the concentrations of tourism 
facilities within cities or by the contributions to national and local economies made by the urban 
tourism industry. However, the importance of cities in tourism is so central that such elaboration would 
inevitably result in a book on tourism. This would be an unnecessary duplication of such existing work 
as, for example, Pearce [1995], Page [1995], Borg et al. [1996], or Tyler et al. [1998]. All this arrives at 
the uncontested conclusion that cities are important to tourism. More directly relevant for the purpose 
of this paragraph is to advance the discussion by specifying those aspects of cities that contribute 
towards tourism that not only occurs in cities but also is distinctly urban. 

133 Van Den Berkmortel, C., 1990. Stedelijke Hotellokaties: een onderzoek naar de voorkeuren van hotelgebruikers voor 
hotellokaties. 
134 Van den Eijnde, R., 1989. Nieuwvestiging van hotels; een positiebepaling van participanten op de hotelmarkt. Katholieke 
Universiteit Nijmegen. 
135 Rubin , K.F., 2000. What Can Make New Hotel Construction Economically Feasible When New Hotel Construction Isn't 
Economically Feasible. Real Estate Issues, Spring 2000. 
136 Chrisler, M. and Ryan, B., 2003. Hotel/Motel Market Analysis. University of Wisconsin. 
137 Ashworth , G.J. and Tunbridge, J.E., 2000. The Tourist-Historic City; Retrospect and Prospect of Managing the Heritage City. 
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Tourism activities in cities exist within a wider regional and national tourism context. The urban central 
place occupies a pivotal position within the functional hierarchies in the wider regional hinterland. 
Furthermore, and to an extent contradictorily, cities exist within functional networks with each other, 
regardless of, and separate from, their regional or national context. This is particularly marked in 
tourism where a mixture of inter-urban cooperation and competition may create various sorts of 
national or international tourism circuits. Finally, urban tourism is characterised by variety in two 
senses. The variety of facilities on offer to visitors, and thus the variety of types of 'holiday' experience, 
is in itself one of the main attractions of cities to tourists. Equally, these facilities are rarely produced 
for, or used exclusively by, tourists, but are shared by many different types of user: in short, the 
multifunctional city serves the multi-motivated user. 

Particularly relevant is the basic simplifying division of tourism resources into 'primary resources', i.e. 
resources that attract visitors being the motive for the visit , and 'secondary resources', i.e. resources 

that support visitors during their stay138
. Originally introduced for tourism resources in general , this 

distinction has been applied in detail to particular urban case studies as a local tourism policy 
instrument139

• A serious objection is that a classification based on user motives rather than any 
intrinsic characteristics of the resource itself assumes that different groups of visitors classify 
resources in the same way. In reality, however, a foreign visitor in search of culture may regard a 
museum as primary attraction, while incidentally using restaurants and shops. Conversely a visitor on 
a shopping trip may make an incidental use of a museum on a rainy afternoon. But despite the variety 
of possible motivations, the generalisation may be made that a useful distinction exists between 
intentional and incidental use of facilities, and that the former is usually primary while the latter, being 
dependent, is secondary. 

The distinction between primary and secondary does not imply a more intense or more exclusive 
tourism use of the former. On the contrary, visitors may come to cities for their primary attractions but 
spent most of their time and money on secondary facil ities that are often more suited to repeated 
use 140

• Nor does it imply that primary attractions were created for tourists while secondary facilities 
were not. The reverse is more often the case. For example, the Anne Frank House in the centre of 
Amsterdam was not created for tourism, but is a primary attraction to many, while the tourism
dependent hotels, restaurants, and shops around them are clearly secondary. 

It is off course possible, for the same historic resources that are used as primary attractions also to 
serve as secondary attractions for visitors motivated by other tourism or non-tourism attributes of the 
city141

• Business and conference visitors frequently make incidental use of historic and cultural 
facilities and it is salutary to remember that the most numerous visitors to most museums and historic 
monuments are local residents on repeat visits 142

• 

Although cities may possess many sorts of primary tourism resources, whether casinos in Las Vegas, 
natural Phenomena in Niagara Falls, modern architecture in Brasilia, or the fun parks of Disney World ; 
it are historic resources , that are the most numerous, widespread and important. The inherited built 
environment of historical architecture and urban morphology, associations with historical events and 
personalities, and the accumulations of cultural artefacts and artistic achievements are the most 
important primary attractions for intra-continental and domestic tourists 143

. 

138 Ashworth , G.J., 1995. Managing the Cultural Tourist. Tourism and Spatial Transformations; Implications for Policy and 
Planning, p. 265-284. 
139 Jansen-Verbeke, M.C., 1986. Inner City Tourism : resources , tourists , promoters. Annals of Tourism Research 13 (3), p. 79-
100. 
140 Asworth , G.J. and Haan, T.Z., 1986. Uses and Users of the Tourist-Historic City. 
141 Shaw, G. and Williams, A.M., 1994. Critical Issues in tourism. A Geographical Perspective. 
142 Jansen-Verbeke, M.C. and Van Rekom, J., 1996. Scanning the museum vis itor. Annals of Tourism Research 23 (2), p. 364-
375; and, De Haan, J., 1997. HetGedeelde Erfgoed. 
143 Pearce, D.G., 1995. Tourism Today; A Geographical Analysis, 2nd Edition. 
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§4.4 MUL Tl-FUNCTIONALITY AND SYNERGY IN INNER CITIES 

Since the 1980s, nearly all of the plans for inner city (re)development projects contain a multifunctional 
character. The mono-functional areas that were created in the sixties and seventies evolve into brisk 
and vivid districts offering a variety of functions accessible for everyone. Accordingly, Dutch inner 
cities are nowadays characterised by multi-functionality. Multi-functionality means that a large variety 
of functions are present in an inner city (e.g., the living, working and recreation functions), and that 
these functions sometimes share space 144

. An aspect that is connected with multi-functionality 
concerns the multi-motivation use of inner cities . This implies that users or visitors come to a city with 
a number of motivations, to which an inner city should submit. This idea is related to the 'multi
purpose'-thought, in the course of which the inner city fulfills a number of expectations and targets. 

Ambiance, cosiness , an attractive historical surrounding, cultural facilities as theathers and 
museums, all contribute to an attractive inner city. The combination of all these functions, the muti
functionality, provides the surplus value to an inner city145

. Shopping remains one of the main activities 
of inner city visitors , and therefore retail forms the economic base on which other activities may take 
place. Without this base, a death inner city originates. Although the retail function remains the most 
critical component in inner city projects , the hotel function seems to attract more attention. 

Three concepts are crucial to determine the relationships between the inner city functions mutually, 
and the relationships between the inner city functions and the inner city itself146

: (i) clustering; (ii) 

association; and (iii) synergy. 

Clustering is easy to recognise, but most fundamental because the definition of a city and its inner 
city is determined by the spatial proximity of buildings, people and activities. Clustering is therefore the 
'raison d'etre' of cities and, besides, it is the justification for maintaining high building densities in inner 
cities. Association aims at the relations between inner city functions mutually. The location of inner 
cities functions, the users, and the structures partially decide the relations between the functions. 
However, association does not automatically occur if functions are found side by side. Furthermore, 
association may have a positive or negative effect. There is a matter of a negative effect when inner 
city functions experience disadvantages of each other's proximity. 

The third and last concept is synergy. For the purpose of this thesis synergy stands for the added 
value created by joining two or more separate real estate functions, enabling a greater return to be 
achieved than by their individual contributions as separate entities ; i.e. , the overall gain in return is 
greater than the sum of its parts 147

. Functional synergy occurs when a separate function experiences 
positive influences of another inner city function. However, in practise it seems difficult to discern in 
detail the combination of functions and activities that leads to synergy. 

Figure 4.1: Functional Synergy. 
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Source: Ashworth, G.J. and Seip, MM. , 1998. Binnensteden: Analyse van gebruik en beheer. 

144 Ashworth, G.J. and Seip , M.M., 1998. Binnensteden: Analyse van gebruik en beheer. 
145 Van Dam, M.G., 1998. Branchering in stadscentra: een straatgerichte aanpak via overleg en huur of koop. 
146 Seip, M.M., 1996. Functional Synergy in City Centres; the courthouse as an example. 
147 Oxford University Press, 1997. A Dictionary of Finance and Banking, second edition . 
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Figure 4.1 shows that synergy occurs between particular functions in an inner city. Besides, there may 
be a matter of a two-sided and a one-sided relationship. A two-sided relationship implies that these 
functions would perform weaker without the presence of each other. In case of a one-sided synergy an 
inner city function is positively influenced by another function, but not the other way around. 

§4.5 URBAN HOTEL LOCATIONS 

The urban hotel is located in a busy, densely populated area and the implication is that it allows easy 
access to all the advantages of urban living 148

. 

Figure 4.2 offers a comprehensive typology of urban hotel locations on the basis of experience in 
Western European cities 149

. Six types of location clusters are hypothesised, each resulting from the 
responses of the hotel industry to such factors as accessibility, land-values, environmental amenity, 
historic inertia and, more recently land-use planning controls. 

Figure 4.2: Typology of Urban Hotel Locations. 
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Source: Ashworth, G.J. and Tunbridge, J.E., 2000. The Tourist-Historic City; Retrospect and Prospect of Managing the Heritage 
City. 

The most significant conclusion from the mentioned typology is that recognisable concentrations of 
hotels can be identified, and these can be allocated to distinct categories . However, these 
concentrations are themselves widely dispersed through the city in many types of central or peripheral 
location, a pattern by no means confined to European cities 150

. 

148 Collins, D., 2001. New Hotel Architecture and Design. 
149 Ashworth, G.J. and Tunbridge, J.E., 2000. The Tourist-Historic City; Retrospect and Prospect of Managing the Heritage City. 
150 Supplement 9 provides a simple model to determine the market space for hotel properties in inner cities , by number of hotel 
rooms. 
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§4.6 CHARACTERISTICS INNER CITY HOTELS 

As a general rule, hotel development follows other types of real estate activity. Most hotels that 
opened in the United States during the fist half of the twentieth century opened in downtown areas, 
where office buildings, retail space, residential development, and many of the area's employers were 
already concentrated 151

. With the coming of the interstate highway system and of beltways around 
major cities, and with the rapid expansion of air travel, development of commercial, retail , and 
residential projects moved out from the central core; suburbia began to evolve 152

• The hotels build in 
such locations differ dramatically from the hotel products found in inner cities, mainly due to lower land 
costs and a less stricter local zoning (as to the building heights allowed) . The costs of low-rise 
construction are substantially less than those of inner city high-rise construction; moreover, features 
such as elevators are often unnecessary. Inner city hotels are generally high-rise structures because 
of both high land costs and limited availability of land. 

Within a metropolitan area, inner city hotels often comprise the oldest and newest properties in the 
area. New inner city hotels are usually parts of mixed-use projects that help to stimulate revitalization 
programs in major cities . However, due to site constraints, the physical layout of an inner city hotel is 
not always the most efficient. 

The major sources of demand for American inner city hotels are convention and weekday commercial 
business, simply because this type of location generally attracts individual commercial travellers as 
well as meeting and convention market. However, some downtown hotels in popular destinations, 
such as Amsterdam, also attract leisure demand. 

Inner city occupancies actually exceeded citywide occupancies in the United States 153
. Inner city 

hotels in the United States have been among the biggest beneficiaries of the growth in meetings and 
conventions. At least 20 percent of the room-nights sold at inner city full-service facilities is generated 
from meetings and conventions , a share that appears to be moving upward. This percentage generally 
increases with the size of the hotel , accounting for nearly half of the business at the largest properties. 
However, compared to the United States, most Dutch cities does not seem too interesting to develop 
hotels focussed on the meeting and convention segment, due to, among other things, the size of 
Dutch cities, short travel distances within the Netherlands a/o Europe, and kind and size of 
conventions and meetings held. Nevertheless, cities as Amsterdam , The Hague, and Rotterdam may 
be a good place for development in European perspective. 

The weekday commercial market is the other major source of room-nights for U.S. inner city hotels. 
Weekends, however, are problematic for hotels serving this market, effectively limiting annual 
occupancies. Most hotels in good locations that market to business travellers might expect reasonably 
high levels of demand in midweek (Monday to Thursday) outside of holiday periods. If the hotel 
achieves full occupancy for these nights, that statistically still only provides a room occupancy of about 
38 percent over the week, far short of the 65 percent that is generally recognized as necessary to 
achieve adequate levels of profitability for most newly constructed hotels. Accordingly, such hotels 
must generate weekend demand from other market segments. Those cities whose inner city areas are 
significant tourist attractions, such as Amsterdam, are able to exceed the natural ceiling , because 
there is always a certain level of commercial activity that takes place. 

Although inner city hotels share a common type of locations and some general traits, several styles of 

inner city hotels have evolved as developers and chains have specialized in order to appeal to 
particular segments of a growing and diversifying market. To respond to the needs of varying types of 
guests, the following four distinct types of inner city hotels primarily offer their services in the largest 

151 A downtown is defined as the main business district of a town or city. 
152 Laventhol and Horwath, 1990. Hotel/Motel Development, 3rd edition. ULI - the Urban Land Institute. 
153 Tarras, J.D., 2000. Hotel Investments Handbook. 
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metropolitan areas of the United States: convention hotels, commercial hotels, luxury hotels, and al/

suite hotels154
• Three, four, and five star hotels are all found in inner city areas in the Netherlands. 

However, five star hotels are the ones that most frequently appear in inner cities (61.3 percent of all 
five star hotels). 23.7 percent of all four star hotels, and 17.3 percent of all three star hotels are located 
in inner city areas in the Netherlands 155

. 

Hyatt International specializes in deluxe hotels with meeting facilities and special services for the business traveller. Hyatt 
operates hotels in major and secondary cities, airport locations, and leading resort areas throughout the world. In many 
cities Hyatt has made a significant contribution to revitalizin the area and spurring business growth. 

Two of Hyatt's core hotel brands are Grand Hyatt and Park Hyatt. These brands were introduced in 1980 to further 
identify and market the diverse types of Hyatt properties worldwide. Grand Hyatt hotels serve large business destinations 
that attract leisure and corporate travellers, as well as large-scale meetings and conventions. Park Hyatt distinguishes itself 
as a residential-style hotel with international flair. All properties pride themselves in their first-class inner city locations 
and combine elegance and drama in their architecture unifying modern trends and regional trademarks in their design. 

Exposed above is the Park Hyatt Tokyo; the inspiration and backdrop for the film Los t In Translation. The hotel is an 
elegant oasis of space that offers spectacular views of Tokyo from the top 14 floors of the 52-storey Shinjuku Park Tower. It 
is conveniently located in the heart of Shinjuku, Tokyo's vibrant business and entertainment district, close to the 
International Airport and Shinjuku Station, the city's major transportation hub with rail and subway access to anywhere in 
metropolitan Tokyo. The 178 rooms and suites are the most spacious hotel guest rooms in Tokyo. 

The number of guest rooms in inner city hotels varies widely, but typically, downtown properties are 
larger than hotels in other locations. New inner city hotels tend to be large and impressive, featuring 
amongst the most prominent buildings in downtown districts. To gain advantages in marketing as well 
as economies of scale in high-rise construction , hotels commonly have 250-600 rooms and sometimes 
more. However, in practise it seems very difficult to be able to pronounce upon the size (amount of 
rooms) of inner city hotels. For instance, within the five star hotel segment in Amsterdam many 
differences appear; the Amstel Intercontinental Hotel comprises 79 rooms and the Okura Hotel 

contains 370 rooms, while they are both five star hotels located in the same city. 
Moreover, hotel companies usually require a minimum number of rooms in new inner city hotel 

developments, for instance, Hilton Hotels requires a minimum of 120 guestrooms, while Marriott 
Hotels and Radisson Hotels require a minimum of 250 rooms156

. 

154 Armitstead, M., 2000. Development Strategy and Brand Management. Developing Hospitality Properties and Facilities; and, 
Basile, R.J. , 2000. Downtown Development Handbook. ULI - Urban Land Institute. 
155 Bedrijfschap Horeca en Catering , 2003. Horeca in Cijfers 2003. 
156 Hotel & Motel Management, 2004. Hotel & Motel Management's 2004 Franching-Fees Guide. http://www.HotelMotel.com. 
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§4.7 SELECTING URBAN HOTEL LOCATIONS 

The key to a successful hotel development is the location's potential for attracting and holding guests 
and how well the services offered are matched to the proper market segments. Table 4.1 presents the 

most important factors to consider when selecting hotel locations. 

Table 4.1: Important Factors to Consider when Selecting Hotel Locations. 
General Considerations 

• Local, regional, and national economic trends . 

• Neighbourhood characteristics and appearance . 

• Location and type of competitive hotel facilities; number of rooms, facilities, average rate, percentage of occupancy . 

• Availability of adequate utilities . 

• Local weather conditions . 

• Types of travellers . 

• Major cities with a population in excess of 150,000 inhabitants . 

• Airport locations that deal with at least 4 million passengers per year . 

Considerations for Inner City Locations 

• Traffic patterns - Of utmost importance is convenient access to and from major transportation arteries . 

• Good locations are readily visible and accessible to passers-by and out-of-town visitors . 

• Location of demand generators - A good location ei ther offers active points of interest for business and leisure travellers . 

Offices, convention centres, large universities, major sporting venues, and tourist attractions like Disney World offer 

points of interest. . Availability of parking . 

• Availability of public transportation - train, taxi, bus, subway (distance from hotel location to airport) . 

• Good locations are attractive (restaurants) and offer sufficient (evening) entertainment and sightseeing opportunities . 

Local attractions within a maximum of a 40-km radius that can be promoted so as to attract weekend stays at the hotel 

property. Distance and travel time from major destinations. . Location of convention centres - size and types of events (Effectiveness of convention and visitors' agencies) . 

• Potential for weekend patronage . 

• Security of surrounding area and character of neighbourhood . 

Source: Mortgage Bankers Assoc1atwn, http://www.mbaa.org, 1998; and, De Haast, A. , 2000. Developing Hosp1tal1ty Properties 
and Facilities. 

For many visitors the Hotel Arts Barcelona is one of the most popular five star luxury hotels in Barcelona. Owned by the 
Ritz Carlton Group it offers modern and high quality accommodation in Barcelona. The hotel location is not in the very 
heart of city centre but close the historic city centre near Barcelona's finest shops and restaurants. Situated in the marina area 
of Port Olimpico, the hotel is only a few minutes walk from the famous Ramblas, beach, and metro. 

Hotel Arts, designed by Skidmore, Owings, and Merrill, has 482 luxurious rooms and fourteen meeting rooms with 
panoramic views of both the city and sea. It furthermore contains a fitness centre and various restaurants and bars. 

Table 4.2 , as illustrated on the next page, supplies a possible format for comparing features of the 
market segments to the features of a particularly property. Activity descriptions are usually analytically 
adjusted to fit (attract) the most promising segment of the market. 

68 



4 - Hotel Property in Inner Cities 

Table 4.2: A Development and Design Criteria Matrix. 
Market Segments 

Business/Meeting and Convention Leisure 
Guest Requirements 

Independent Group Independent Group 

TT AD TT AD TT AD TT AD 

Location 

Accessibility x x x x 
Parking x x x x x x x x 
Proximity x x x x x x x x 
Visibility x x x x 
Appearance 

Decor x x x x 
Design x x x x 
Landscaping x x 
Structure x x x x 
Rooms 

Capacity x x x x 
Equipment x x x x 
Rates x x x x x x x x 
Room size x x x x 
Restaurants 

Capacity x x x x x 
Diversity x x x x 
Functional space x x 
Hours of operation x x x x x x x x 
Other Guest services 

Laundry x x x x 
Shops x x x x 
Valet x x x x 
Entertainment and recreation facilities 

Active x x x x 
Sedentary x x x x 
IT: In Transit 
AD: At Destination 

Source: Cornell Hotel and Restaurant Admm1strat1on Quarterly, 2003. http://www.hotelschool.cornell.edu. 

As with any real estate development, location is paramount to the hotel's ability to successfully attract 
hotel demand. All location decisions for hotel properties deal with a limited number of broad issues: 
land and development costs; the site should be close to demand generators; the site should possess 
good exposure; the site should be easily accessible; and, the site should be surrounded by compatible 
land uses (railway station, water). 

Exposure is the relation of the site to its surroundings. Favourable exposure increases a site's 
value, whereas unfavourable exposure decreases its value. What constitutes favourable and 
unfavourable exposure varies according to land use. Accessibility is the cost in terms of time and 
money of moving people or products to a site from certain locations or from the site to certain 
locations. For example, an office developer may be concerned with the ability of prospective tenants to 
reach other businesses, hotels, eating establishments, and their homes. 
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§5.1 INTRODUCTION 

Inner city development is a much more complex task than development in depressed areas 157
. The 

costs of inner city development may increase considerably, because existent blocks of buildings must 
be purchased and demolished to create space for new plans. Besides, it is more difficult to demolish 
and build in an inner city; measures to protect the surrounding area must be taken and inconvenience 
must be restricted to a minimum. Inner city development projects are therefore characterised by a 
large number of risks. 

Inner city mixed-use development is even more complex for property developers, because it 
involves more then the sum of the parts 158

• For instance, property developers must strategize the 
proper placement and timing of components; they must evaluate each use individually, and 
understand the synergies created - both positive and negative. If property developers understand the 
issue of synergy, they will be in a better condition to decide at first glance if an inner city provides 
space for a new hotel property. Apparently, if an inner city and its present real estate functions do not 
turn out to be appropriate for a new hotel development - from a synergistic point of view-, the property 
developer may examine which functions he should integrate in a proposed mixed-use development in 
order that a hotel development might become a favourable component. 

In addition, ownership of new hotel properties requires sufficient cash reserves to cover low 
occupancies and heavy promotional expenses during the start-up phase. Efficient management and 
promotion are vital. Location is of prime importance, but the appeal of one site may be destroyed by 
changes in local economic conditions, the quality of tourist attractions in the area, and major 
transportation routes. These risks may be mitigated to some extent by the integration of hotel 

157 The Association of Institutional Property Investors in The Netherlands (IVBN), 2003. http://www.ivbn.nl. 
158 Schmitz, A. and Brett, D.L., 2001 . Real Estate Market Analysis: A Case Study Approach. Washington , D.C.: ULI -the Urban 
Land Institute. 
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properties in mixed-use developments 159
• If such a development is well done, the hotel and the 

adjoining shops, offices, and entertainment facilities may benefit from offering shared services, 
possible higher-density zoning, name recognition , distinctive design, and better marketability. Mixed
use projects may therefore be more successful than single-purpose projects. 

Ultimately, the problem outline of Chapter One showed that the final success of a hotel 
development, among other th ings, largely depends on the success of the letting process. Property 

developers may optimize this process by demonstrating that a hotel property may become a 
successful component of an inner city mixed-use development. The final success of the hotel property 
should be measured according to the future occupancies and daily rates that may be realised. 

As mixed-use projects are gaining popularity in both large and small cities , paragraphs 5.2 to 5.5 will 
illustrate the characteristics of mixed-use developments. These paragraphs will exemplify that mixed
use projects can really strengthen the community and maximize real estate investments. 
Subsequently, the position of hotel properties in inner cities mixed-use developments, and the 
possible synergy between real estate functions will be summarized in paragraphs 5.6 and 5.7. 
Eventually, the planning process - including the market analysis - for a hotel within a mixed-use project 
will be determined in paragraphs 5.8 and 5.9, because they are far more complex than for most other 
real estate projects. 

§5.2 MIXED-USE DEVELOPMENT 

Mixed-use developments first appeared on the American scene in downtown locations; for the most 
part they were the product of publ ic/private efforts to revitalize central commercial cores 160

. These 
areas had served for many years as diverse urban centres , but over the years many had declined as 
affluent residents moved to the suburbs were shopping centres began to spring up. Revitalization 
programs were frequently geared toward large-scale efforts to re-establish inner city diversity by 
incorporating multiple uses that could extent the activity cycle of the area. 

The original definition of mixed-use development still holds today. According to this definition the 
components of a mixed-use development project include three features 161

: 

• Three or more significant revenue producing uses (such as retail/entertainment, office, residential, 
hotel, and/or civic/cultural/recreation) that in well planned projects are mutually supporting. This 
requirement usually connotes a large scale (generally 50,000 square meters or more) so that the 
project has enough space to integrate several uses. 

• Significant physical and functional integration of project components (and intensive use of land) , 
including uninterrupted pedestrian connections. Orienting the project to pedestrians is a major aim 
of mixed-use developments; thus , the project must include a pedestrian circulation network to and 
from its principal components, either in the same structure or close to it. In many downtown or 
inner city areas, projects with several uses are close to each other, but because they are not 
dense enough or do not have significant physical integration, they are classified as multi-use 
projects rather then mixed-use developments. 
Development in conformance with a coherent plan (that frequently stipulates the type and scale of 
uses, permitted densities, and related items) . This type of planning is quite different from the 
unplanned mix of uses in projects by different developers. 

159 Cooper, J.R. , Kapplin , S.D. , Lapides , P.O., Pyhrr, S.A. and Wofford , L.E., 1989. Real Estate Investment: Strategy, Analysis, 
Decisions, Second Edition. 
160 ULI - the Urban Land Institute, 1987. Mixed-use Development Handbook. 
161 ULI - the Urban Land Institute, 1976. Mixed-Use Developments: New Ways of Land Use. 
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The concept of mixed-use development and the actual product have evolved tremendously in the last 
decades. The modern concept of mixed-use development that is being implemented nowadays is 
quite different from the historical models, largely because it incorporates many modern building forms 
- high-rise office buildings, large hotels, large apartment buildings, shopping and entertainment 
centres, convention facilities, health clubs, transit stations, and parking structures. Besides, modern 
mixed-use developments are often characterized by the dramatic design , size, impact, and sense of 
place that is created - including significant public spaces and amenities - making them the subject of 
broad attention. 

Despite the trends leading away from mixed-use development throughout much of the 201
h century, 

countervailing influences have now brought mixed-use development and urban place-making 
concepts back to the forefront of development trends around the world . The art of creating or 
enhancing viable and attractive mixed-use environments in cities (and suburbs) is flourishing and is 
being energized from many directions. Moreover, smart growth and new urbanism movements 
encourage mixed-use developments because it enhances opportunities for improved pedestrian 
accessibility through increased density and mixing of activities, both of which shorten the distances 
between destinations 162

. Smart growth supports the integration of mixed land uses into communities 
as a critical component of achieving better places to live. By putting uses in close proximity to one 
another, alternatives to driving, such as walking or biking , once again become available. Mixed land 
uses also provide a more diverse and sizeable population and commercial base for supporting viable 
public transit. It can enhance the vitality and perceived security of an area by increasing the number 
and attitude of people on the street. It helps streets, public spaces, and pedestrian orientated retail 
again become places where people meet, attracting pedestrians back onto the street and helping to 
revitalize community life. 

'Babylon' in the Hague, delivered in 1978, is one 
of the earliest examples of a hotel within a mixed
use development in the Netherlands. The 
'Babylon' complex w as built next to the Hague's 
Central Station, on a site captured between three 
streets. 'Babylon' includes two underground car 
parks (450 parking places), a five star hotel (144 
rooms), three office blocks (16,000 m 2), a two
storey shopping centre (9,000 m 2), and two 
cinemas. 

However, Imca Vast-goed will transform and 
extend - approximately 80,000 m 2 - 'Babylon' in 
the years to come into a modern business centre. 
Besides a new hotel, Imca will realise offices 
(31,000 m2), apartments (34,000 m2), a new cinema, 
and retail and other forms of services (15,000 m 2) . 

Mixed-use development is complex and does not lend itself to the formulaic approach of many single
use projects. Each project and situation is different, and the development concept and outcome vary 
dramatically, depending on the particular site, market, property developer, urban designer, and 
funding . Uses must be marketable in their own right, phased at the right time, and work together 
synergistically to create a whole that is greater than the sum of its parts. Perhaps most distinctively, 
unlike most mixed-use environments of the past that evolved over time and involved many builders, 
modern mixed-use projects are usually developed over a relatively short period of time by one master 
developer under one master plan . 

162 Smart Growth Network, 2003. http://www.smartgrowth.org. 
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One fundamental characteristic that makes the traditional downtown or inner city a focus of economic 
and social activity is its mix of uses 163

• A diversity of uses is one of the most important features of a 
vital inner city, so much that cities encourage a mix of development types through zoning and financial 
incentives. Mixed-use development is also therefore becoming a preferred approach to revitalization 
by the public sector. Concerns about transportation , the most efficient use of land and a related desire 
to create more lively inner cities also drives the shift in public policy toward mixed-use development. 

However, public policy is not the only push for mixed-use development in inner cities. The 
prognosis for less new development could actually encourage mixed-use developments, because the 
best locations are often best suited for mixed-use development, and they are the only locations that 
will get developed in coming years 164

. Further, mixed-use developments are usually undertaken by 
experienced and well financed developers, the only ones who will be in the position to undertake new 
projects - also because the price of 'inner city' land has become so expensive. Land costs throughout 
major metropolitan areas have risen, particularly in commercial areas where more intensive 
development has occurred. As land costs have climbed, property developers have sought ways to 
build greater 'supportable values' through higher-density and mixed-use development. They have also 
sought to build out their projects more quickly by diversifying uses, which hastens absorption and 
reduces carrying costs on the undeveloped land. Furthermore, mixed-use developments create better 
urban environments, allowing them to be more competitive than freestanding projects, essential in a 
tough market165

• 

Besides the factors as mentioned before, the tremendous growth in office employment and the 
resulting demand for office space (and increasingly larger office buildings) over the past two decades 
as well have supported demand for mixed-use projects. Office space is frequently a cornerstone of a 
mixed-use project - most mixed-use developments are driven by the office component (hotels seldom 
take the lead) - and many of the largest office projects can generate substantial demand for 
surrounding amenities and uses. Although this demand alone may not justify the development of a full 
mixed-use project, it may provide the added market necessary to tip the scales in an area already 
poised for such growth and diversification. The larger the office project, the greater the need for 
amenities like restaurants and retail shops to serve office workers, hotels to provide lodging for 
business clients , and nearby residential units to house office employees. 

Summarising, a community may benefit from mixed-use projects - places where people can live, work, 
play and meet everyday - because mixed-use projects 166

: 

Create a sense of place and provide more interaction among people. 
Increase economic vitality and expand market opportunities. 
Support long-term economic stability by strengthening , for example, the job market and business 
opportunities. 
Increase transportation options such as walking, biking , or bussing. 
Maximize use of land and public infrastructure (i.e., roads, water, and sewer). 
Allow people to use facilities at different times for different purposes. 
Encourage historic preservation, re-use, and redevelopment of existing buildings. 
Increase customer traffic generated by other occupants and users of the development. 

163 ULI - the Urban Land Institute, 1992. Downtown Development Handbook, Second Edition. 
164 Ellerbe Becket, 2003. http://www.ellerbebecket.com. 
165 Schwanke, 0 ., et al., 2003. Mixed-Use Development Handbook, Second Edition. Washington , D.C.: ULI - the Urban Land 
Institute. 
166 Ryan, B., 2003. Mixed-Use Developments; A Renewed Opportunity for Retail and Services Businesses. Community 
Dividend, a publication of the Federal Reserve Bank of Minneapolis. 

74 



5 - Hotel Property as Component of Inner City Mixed-Use (re)Development Projects 

§5.3 CONFIGURATIONS OF MIXED-USE DEVELOPMENTS 

Although mixed-use developments include diverse types, sizes, and configurations, some basic 
physical and structural models can help to define these developments. The physical configuration of 
mixed-use developments generally can be grouped into three broad categories167

: mixed-use towers, 
integrated multi-tower structures, and mixed-use town centre/urban villages/districts. 

These types also represent three concepts on a continuum, with mixed-use towers generally the 
highest density and town centres/urban villages the lowest. Last mentioned configuration is of little 
account for the result of this thesis, because this resource is hardly applied in inner city 
(re)development projects. 

Mixed-Use Towers. A mixed-use tower is a single structure, typically of considerable mass and 
height, whose uses principally are layered vertically. Several varieties are possible. Among the most 
distinctive qualities of the mixed-use tower configuration is the consolidation of project mass into a 
single and therefore striking physical profile , establishing a dramatic project identity that is helpful in 
marketing the development. Among the disadvantages is that little opportunity exists to create a 
compelling outdoor public space or civic realm . 

One example of a mixed-use tower is a development of MAB: 'De Rotterdam', in Rotterdam the Netherlands. The project is 
situated at the 'Kop van Zuid', a recently developed area on the southern bank of the Maas River, near the inner city of 
Rotterdam. MAB worked with Rem Koolhaas' Rotterdam-based Office for Metropolitan Architecture on this project. Taking 
the mixed usage as the basis, this firm developed a very striking architectural concept - 'the vertical city' - a building 
approximately 135 meters high. The ground floor is largely devoted to public amenities, with lobbies of functions such as 
the hotel, cinema, apartments and offices forming the heart of the building. The building accommodates functions that 
create a synergetic use of the different facilities by the various occupants. For example, residents may use the fitness and 
catering facilities, and office users may benefit from the conference and hospitality facilities in the hotel and catering 
establishments. 

Integrated Multi-Tower Structures. Integrated multi-tower or multi-component structures include 
individual buildings and towers, architecturally connected by a common atrium, concourse, shopping 
complex, and/or underground parking structure that integrates all or most of the project components at 
the lower levels in a common base (however, numerous variations are possible). They are typically 
found in downtown central business districts and higher density suburban locations - such as 
suburban downtowns. 

167 Schwanke, D., et al., 2003. Mixed-Use Development Handbook, Second Edition. Washington , D.C.: ULI - the Urban Land 
Institute; and, Adams, L., Penner, R.H. and Rutes, A., 2001 . Hotel Design Planning and Development. 
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AOL Time Warner Centre in New York, designed by internationally renowned architects of Skidmore, Owings and Merrill 
LLP, is an international example of an integrated multi-tower structure, in this case evolving two mixed-use towers that rise 
from a multi-storey base structure. The base structure includes two underground levels and ten levels above ground 
containing retail, office, and cultural facilities. Both towers include condominiums and office space, and one also includes a 
hotel; the Mandarin Oriental Hotel, which consists of 251 sophisticated and luxuriously appointed guestrooms, and a total 
of 650 m 2 of meeting space including four meeting and function rooms with state-of-the-art audiovisual capabilities. The 
hotel is due to cost €160 million. 

Mixed-Use Town Centres. Distinct from the more concentrated urban mixed-use complexes, planned 
community developments expand to embrace the demands of an entire living community. In addition 
to office, hotel, retail, entertainment, residential, and related uses, these developments also may 
include schools, parks, museums, and town hall. However, they are predominantly made up of a 
variety of individual buildings arranged along streets and around public squares or other open spaces 
as parks and plazas. 

Mixed-use town centres are clearly the direction that many mixed-use designs are moving today, 
and they are likely to become increasingly common as suburban mixed-use developments grow in 
popularity. They also offer greater flexibil ity for timing and phasing projects, important factors in 
improving feasibi lity and reducing risk. 

§5.4 OPPORTUNITIES IN MIXED-USE DEVELOPMENT 

It should never be assumed that a mixed-use concept leads to greater financial returns or a better 
urban environment. According to the data provided in Chapter 1, mixed-use projects , as easily as 
other projects, can be failures from a business point of view and from the viewpoint of the urban 
environment. The mentioned problems and pitfalls can be overcome, because mixed-use projects do 
offer opportunities for greater financial returns and better urban environments that are more satisfying 
and relevant to human needs. Mixed-use projects offer many advantages over single-use real estate 
projects in terms of place making, synergy, economies of scale, critical mass (clustering of functions 
on physique locations) , operational efficiencies, and impact on a community. Moreover, the 
development of mixed-use projects may offer the following distinct advantages 168

: 

In some cases, mixed-use development is the only feasible approach. Under some circumstances, 

successful development requires creation of an essentially new physical environment on a large 
scale to overcome blighting influences of adjacent areas. 

168 Schwanke, D., et al. , 2003. Mixed-Use Development Handbook, Second Edition. Washington , D.C.: ULI - the Urban Land 
Institute. 

76 



5 - Hotel Property as Component of Inner City Mixed-Use (re)Development Projects 

Mixed-use development may be used to achieve higher densities while also creating more 
amenities and more usable and pleasant public open space. Win-win situations for both the public 

and private sectors may be the result. 
Mixed-use development may be used as a means of more rapid development of the site's 
potential. Mixed-use projects can enable a faster absorption schedule, thus increasing the present 
value of investment and reducing land-carrying costs. 
Mixed-use development may be used as a means of differentiating products and encouraging 
superior design through aggregation of individual uses a!o provision of superior amenities or 
public spaces. A superior design can often be achieved as a result of a larger development budget 
and the potential for integrating attractive public spaces, creating a place where users want to be. 
Mixed-use development may result in shared infrastructure, thereby making possible economies 
of scale in development. Developers' opinions are mixed on this subject, and although some 
points to economies of scale in key project components (parking, for example), a valid database is 
not available for drawing definitive generalizations. At any rate, such savings as the result of 
economies of scale in some project components are frequently eaten up elsewhere in the 
development (increased cost for landscaping, art works, or other amenities, for example). In larger 
mixed-use developments, scale can actually lead to diseconomies. 
Mixed-use developments may result in superior project performance (for example, higher rents or 
prices, higher occupancy). Superior performance can be derived from creation of a special place 
or quality address, thereby permitting premium prices or rents or faster sales and leasing. Superior 
performance can also derive from synergies created within the project by uses that are mutually 
supportive of each other. Most developers see evidence of market synergy, and many have 
established premium prices or rents accordingly. Synergy does not occur naturally or through 
happenstance, it is the deliberate outcome of careful planning, design, and management. 
Mixed-use development may achieve economies of scale in operation, including savings on items 
such as parking operations, common area maintenance, central heating, ventilation, and air
conditioning systems, and marketing and promotion. 
Mixed-use development can achieve greater long-term appreciation in land and property values. 
By creating a special place through innovative mixing of uses and a creative urban design, owners 
can benefit greatly in the long term from the appreciation in value of both the project itself and the 
surrounding undeveloped land. 

Underlying these observations, of course, is the opportunity afforded by mixed-use projects to better 
satisfy consumers' needs and preferences by offering the right mix and scale of real estate products, 
services, and place identity within an overall physical configuration that is pleasing, functional, and 
even exciting. By virtue of their scale and functional diversity, mixed-use developments have a far 
greater impact on community development than single-purpose projects. Mixed-use projects, for 
example, are viewed as an important solution to improve and revitalize urban areas that are dead 
during nonworking hours through the introduction of residential, transient, a!o recreational activities. 

Two key considerations should be kept in mind when property developers undertake an inner city 
mixed-use project. Firstly, when mixed-use projects succeed or fail, they do so on a much larger 
financial and environmental scale than single-use projects. Secondly, when the project works as a 
whole, it can become an entity greater than the sum of its parts, but when only one element fails , it 
can negatively affect the entire project. In short, the mixed-use concept can magnify both success and 
failure in a development venture, and it should be approached with the understanding that such 
magnification increases both the risks and potential rewards for both the private and public sectors. 
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§5.5 SUITABLE INNER CITY LOCATIONS FOR MIXED-USE DEVELOPMENT 

Inner city sites are frequently chosen for mixed-use development, especially underused or blighted 
sites in diverse downtown areas, often with transit nearby. The edges of downtowns - transition areas 
between districts of differing character and use - are often good locations for mixed-use projects 169

. 

The major impediment of such locations, however, often is the difficulty of assembling a large enough 
site to support a mixed-use development. The major asset is the diverse nature of such inner city 
areas, which can usually support three or more uses in a mixed-use project if the timing and sizing of 
the project are appropriate. 

Convention centres and arenas, especially in or near inner city areas where office markets are 
strong, are also sometimes attractive places for mixed-use projects because of the visitor traffic they 
generate, which in turn may support hotel and retail facilities. Convention centres generally are not, 
however, a good use with residential space unless the two uses are sufficiently separated. 

Waterfront redevelopment sites in downtown areas are also a natural location for mixed-use 
projects , as they frequently offer a prime location adjacent to a natural amenity that can enhance the 
marketability of a variety of uses. A good example of a current waterfront development site is project 
ODE in Amsterdam , the Netherlands. 

Underused railroad or other industrial holdings in or near central cities may also provide good 
opportunities for mixed-use projects because of their size and central locations. Moreover, sites near 
or over subway or light-rail transit stations are often superb sites, also offering excellent access and 
higher-density zoning that encourages a variety of uses. In many cases, such sites are former 
industrial or railroad sites. A prominent international example is the JR Central Towers in Japan. 

The JR Central Towers & Station in Nagoya, Japan's third largest city, is a 446,000 m2 mixed-use development developed by 
Japan Central Railways and designed by Kohn Pederson Fox Architects. The vertical elements of the S9-story hotel tower 
and the SS-story office tower intersect the horizontal banding of the 20-story retail podium which spans over a major 
transportation complex. The horizontal ribs of the podium emphasize the rail lines below that serve the high-speed bullet 
train, the national railway network, several commuter trains, and the city subway and bus lines. In the future, a nearby sta
tion will serve as a stop for the magnetic levitation train, now in development. Helicopter-pads are located on the roofs of 
both towers, adding to the transportation web. 

The design addresses the structural challenge of creating a large mixed-use building on top of an existing transportation 
hub, in addition to integrating the many thousands of people who daily use the terminal with those needing to access the 
mixed-use building. Construction was sequenced carefully to allow active transportation networks to maintain operations. 

The hotel is managed by Marriott and comprises 780 guestrooms, 10 restaurants and 17 function rooms offering a 
convention centre on their own (43,6S2 m 2 of total meeting space). 

1s9 Id. 

78 



5 ·Hotel Property as Component of Inner City Mixed-Use (re)Development Projects 

§5.6 HOTELS AS COMPONENT OF INNER CITY MIXED-USE PROJECTS 

Hotels are strong contributors to, or popular in mixed-use projects for several reasons 170
: 

Hotels with strong brands can enhance a project's image, create a special address, or provide 
name recognition for the project through an established name and effective marketing program. 
Hotels bring 24-hour vitality to the project attracting people and groups throughout the day and 
evening ; a visitor patronage that would otherwise not be drawn to the mixed-use development. 
Hotels can provide dining, entertainment, recreation , and other amenities that serve not only hotel 
guests but also, for instance, office and residential tenants. 
Hotels can become the most profitable component of the project where the market is strong. 
Hotels can be important for market synergy, thereby improving the mixed-use developments' 
overall marketability. 

Hotels also may benefit greatly from a mixed-use environment, especially if pedestrian, retail , a/o 
entertainment facilities enhance the hotel's image and guests experiences during their stay - the mix 
of hotel and office space (usually with retail as a third use) always has been a most potent 
combination in mixed-use development. Hotels also benefit directly from the demand generated by 
office a/o residential components of the project. Depending on the type of office tenants in adjacent 
buildings, the demand for hotel rooms may be quite significant from on-site office users. Similarly, 
high-end residential condominium residents also frequently use the hotel's services. 

European and especially Dutch data about hotels within mixed-use projects are almost unavailable. 
Trerefore, American data will be used to visualize the issue of hotels within mixed-use developments. 

For many mixed-use projects developed before the 1990s in the United States, hotels were usually 
of the upscale and luxury (four-to-five-stars) categories and often quite large, with 300 or more rooms 
the norm; many of them were associated with larger convention facilities 171

. With the advent of mixed
use town centres and other smaller projects, many hotels in mixed-use projects are now smaller -
sometimes of the boutique variety - and some have been developed in the mid-price segment172

. In 
the United States, budget or economy hotels are seldom developed in mixed-use projects. 

Further literary study indicates that hotels are located in 69 percent of the mixed-use developments in 
the United States. Furthermore, hotels are more likely to be found in central business districts (CBD) -
72 percent of the mixed-use developments. The median number of hotel rooms in mixed-use 
developments in the United States with hotels is 360 rooms, ranging from an average of 260 in 
suburban CBDs to 400 in urban CBDs. Luxury hotels predominate in American mixed-use 
developments, followed by commercial hotels. 

Hotels properties appropriate for European inner city mixed-use projects are likely to be at least 
125 rooms and more likely around 300 rooms, and should naturally be high-end four-to-five star 
hotels 173

. 

It is difficult to compare the data, as described, with actual Dutch mixed-use developments, 
because these kinds of developments - hotels within mixed-use developments - are hardly realised in 
the Netherlands until today. However, some examples that may be mentioned are: 
• The Sofitel hotel, a luxury 143-room five star hotel , as part of the project Babylon in The Hague. 
• The 250-room five star hotel assimilated in the Symphony Project at the Zuid-As in Amsterdam. 
• The proposed 278-bedroom luxury five star hotel, as subject of the case Ode. 

170 Schwanke, D., et al. , 2003. Mixed-Use Development Handbook, Second Edition. Washington , D.C. : ULI - the Urban Land 
Institute. 
171 ULI - the Urban Land Institute, 1992. Downtown Development Handbook, Second Edition. 
172 Boutique hotels are also making inroads in the hotel market and may be good fits with mixed-use projects . 
173 Amarante, K., 2002. More money in mixed-use. 
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§5. 7 SYNERGY IN MIXED-USE PROJECTS 

In assessing market potential for a mixed-use development, property developers should seriously 
evaluate on-site market support for each use and overall market synergy only after determining that a 
sufficient market exists for each major use. Three kinds of market synergy can be achieved in a 
mixed-use project174

: (i) direct support (on-site market support), (ii) indirect support, and (iii) place
making synergy. 

Direct Support. One type of market synergy is derived from direct on-site market support. For 
example, office workers , hotel guests, and residents will support a certain volume of nearby retail and 
restaurant business, and office tenants will generate a certain level of business for a nearby hotel and 
a certain number of occupants for nearby residences. The proximity of uses and the project's 
pedestrian access are critical for the success of this kind of synergy. 

Indirect Support. The second kind of synergy involves the indirect benefits of other uses as 
amenities. For example, retail and hotel uses do not directly generate revenues for office tenants or 
residents, but they may serve as important amenities for those uses - which can lead to faster lease -
up at higher rents for the office and residential space. Retail and restaurant uses can provide an 
attractive and convenient shopping environment and sense of place for hotel guests, office tenants, 
and residents, improving the marketability of each component. 

Hotels may also serve this purpose. For example, Millennium Partners in New York has undertaken 
numerous inner city mixed-use projects around the United States that combine luxury condominiums 
with luxury hotels; many of the condominiums are marketed for more than $1 million; the residential 
portions of these projects clearly benefit from the luxury services and image that the hotel offers to the 
residences 175

. One of its projects , the-298 room Ritz-Carlton Hotel and Residences, emphasizes the 
marketing strength of the hotel name for both the hotel and residences. 

Other uses, such as recreational, cultural, or entertainment facilities, may also contribute to this 
kind of synergy by enhancing the project's image and making each component and the project as a 
whole more marketable. 

Place Making. The third kind of synergy is derived from the opportunity that mixed-use development 
offers for place making, for creating a compelling new address and location in the urban landscape. 
Mixed-use developments have frequently been used to help transform blighted central city areas that 
could not attract or nurture single-use projects. For example, a location surrounded by blight that could 
not support the development of any single-use project might overcome these shortcomings - often with 
the help of the public sector - if several uses are combined on a relatively large scale to create a place 
that is amenable to and marketable for numerous purposes; these places often include city halls and 
libraries to enhance the identity and civic nature of the developments. Major inner city redevelopment 
almost always involves mixed-use development. 

Unlike most single-use developments, mixed-use developments can create a whole new sense of 
place for an area or district. Mixed-use developments, by virtue of their larger scale, variety of uses, 
multiple buildings, and large construction budgets, allow for the shaping of new urban spaces and 
places. In fact , the quality of the public urban spaces created in these projects can be the defining 
element and the most important amenity in the project if they are well designed. In general, a mix of 
uses is fundamental in achieving success in place making and city building . 

174 Schwanke, D., et al., 2003. Mixed-Use Development Handbook, Second Edition. Washington, D.C.: ULI - the Urban Land 
Institute. 
175 Millennium Partners, 2004. http://www.millenniumptrs.com. 
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Compared with direct and indirect synergy, where some uses generate markets or value while others 
take advantage of them , all uses tend to benefit more evenly in the sense of place created. The point 
is to create a project of sufficient size , diversity, impact, and quality; a place or district rather than 
simply a building or project. 

Evaluating the possibilities of achieving th is kind of synergy is the most difficult analysis in 
developing a mixed-use development. Some projects, for example, have been developed in areas 
where market analyses did not show strong support for any of the proposed uses as freestanding 
entities , because none could establish a sufficient sense of place to overcome the site's shortcomings. 
When the uses were developed together, however, in sufficient scale and with the right design, they 
succeeded. In general, assessment of the synergy that can be created must rely on seasoned 
judgment and experience and on the study of other mixed-use projects and how the uses in them 
have performed in comparison with competitive single-use projects. Property developers should 
remember that overly optimistic assumptions about synergy have been the weak points in many 
mixed-use projects that tried to include or oversize questionable uses for the location. 

Schmitz and Brett [2001] formulated a matrix that identifies the interrelationships between markets for 
different types of property development that are typically found in a mixed-use project (Table 5.1). 
Where strong market synergy exists among uses, there are opportunities to realize market premiums 
from these combinations. Naturally, every mixed-use development is different in design and con
figuration as well as in relation to its sources of market support. So there can be no hard-and-fast 
rules. Nevertheless, the relationships suggested by the matrix hold true in most instances. 

Table 5.1: Market Grid for Mixed-Use Developments. 
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Residential Cl • x x Cl Cl Cl • x • 
Offices Cl Cl • Cl Cl Cl • • 
Hotel Cl Cl • Cl • Cl • Cl • x 

Retai l: Convenience • Cl Cl Cl Cl x Cl Cl • 
Retail: Specialty Stores • Cl • • • x • Cl Cl 

Retail: Comparison Cl Cl • • • Cl Cl Cl Cl 

Entertainment: Bars & Restaurants • • • • • Cl • • Cl 

Entertainment: Theatres Cl • • • Cl Cl x 

Entertainment: Sports Cl Cl Cl • Cl Cl Cl • Cl x 

Marina Cl • Cl • • Cl • 
Health Care Cl Cl Cl Cl Cl 

Level of Market Synergy in Mixed-Use Developments: 

• Strong. 

a Weak or Uncertain. 

- Neutral, Absence of Synergy. 

x Potential Market Conflict. 

Another overview of the effects of market synergy is provided in Table 5.2, as rendered on the 
following page. In this chart Schwanke et al. [2003] outl ine a general framework showing each use's 
potential positive effect on the others. Overall , this chart suggests that the use that can potentially 
derive the most support from on-site uses is retai l space, followed in order by cultural/civic/recreation 
facilities , hotels, residential , and offices. 
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Table 5.2: Framework for Estimating On-Site Support and Synergy in a Mixed-Use Project. 

Use 
Degree of Support for and Synergy with Other Uses 

1 2 3 4 5 
Hotel 

Office • • • • • 
Residential • • • 
Retail/Entertairunent • • • • 
Cultural/Civic/Recreation • • • • 
Convention Centre • • • • • 
Office 

Residential • • 
Hotel • • • • • 
Retail/Entertairunent • • • • • 
Cultural/Civic/Recreation • • • 
Convention Centre • 
Residential 

Office • • • 
Hotel b • • • 
Retail/Entertairunent • • • • 
Cultural/ Civic/Recreation • • • • • 
Convention Centre • 
Retail/Entertainment 

Office • • • • • 
Residential • • • • • 
Hotel • • • • • 
Cultural/ Ci vie/Recreation • • • • 
Convention Centre • • • • 
Cultural/Civic/Recreation 

Office • • • • 
Residential • • • • • 
Hotel • • • • • 
Retail/Entertairunent • • • 
Convention Centre • • • • 
Convention Centre 

Office • • 
Residential • 
Hotel • • • • • 
Retail/Entertairunent • • • • 
Cultural/Civic/Recreation • • • • 
1 = very weak or no synergy / 2 = weak synergy / 3 = moderate synergy / 4 = strong synergy / 5 = very strong synergy 

• Restaurants and food services are the main source of benefit for offices. 

b Synergy is strongest between high-end hotels and condominiums, less for mid-priced hotels and residences. 

Entertainment Uses are cinemas, arenas, and stadiums, restaurant, bars, (live entertairunent) clubs. 

Cultural uses are arts centres, museums, religious fac ilities, or art in the built envirorunent. 

Public and Civic Facilities are city halls, goverrunent offices, courthouses, libraries, post offices, educational facilities, 

community/ civic centres, and various types of transit stations. 

Recreational Uses are parks, marinas, athletic/ health clubs, and ice rinks. 

Both frameworks are intended only as a general guide; the actual on-site support and synergy vary 
from project to project and place to place. Predicting and estimating the effects of synergy within a 
mixed-use development is tricky, and the level of expected synergy has often been miscalculated. Ex
perts emphasize the need to make certain that each major component can essentially stand on its 
own. If the synergy turns out to be significant, the project will be even more successful and profitable. 
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Paragraph 5.6 showed that hotels could be a vital component in mixed-use developments for several 

reasons. Moreover, more than any other use, office development has been the driving force behind 
mixed-use development, with nearly all mixed-use projects including an office component. Office 
development has clear market synergy with hotels, bars, and restaurants, and, to a lesser extent, with 
most types of retail activity. Most offices have occasional , if not frequent , out-of-town visitors and find it 
desirable to refer them to a nearby lodging facility. However, property developers should not think that 
solely the office component will generate enough demand for rooms to support the hotel. 

In addition to the strong positive relationship of hotels to office users, hotels tend to provide patrons 
for most types of retail activity, especially unique specialty stores and boutiques, bars and restaurants , 
and sports entertainment. The type of hotel, however, can have a big influence on the amount of retail 
patronage that is generated. Most business travellers do not take the time to shop, but conference 
attendees, tourists, and vacationers do. Failure to know and consider the nature of the hotel patrons 
can lead to serious misjudgements of hotel-generated demand for retail goods and services in a 
mixed-use project. 

Convention and entertainment facilities, or more precisely, convention centres, stadiums, and arenas, 
may also be an important component of an inner city's strategy for revitalization or redevelopment176

. 

The role of inner cities has emerged in many cities as an entertainment centre with restaurants and 
specialty shops. The entertainment elements and hotels create an attractive environment for Class A 
office space, which in turn reinforces support for shops, stadium or arena. This synergism has become 
important to many successful downtowns a/o inner cities . In addition, it is not uncommon for a major 
new public assembly facility, as these buildings are also called, to generate new business or the 
construction of new buildings: a new hotel, a restaurant, a catering or security services business, for 
example. Public assembly facilities are one-of-a-kind buildings. Few communities have more than one 
arena, one stadium, or one convention centre. Most cities and towns have none, and only the largest 
have all three. Although each of the facil ities shares similar functions, they are different enterprises 
serving unrelated industries. 

§5.8 MARKET ANALYSIS FOR A HOTEL WITHIN A MIXED-USE PROJECT 

The bridge between the idea for and the reality of a hotel project is the feasibility analysis 177
. 

Researching the market for a hotel within a mixed-use development should begin with the caveat that 
each element of the project must be able to stand on its own as marketable and financially feasible. A 
major mistake is the early assumption that the office component of the mixed-use development will 
generate significant demand for rooms in the hotel. A hotel must be able to compete as effectively in 
the marketplace as if it was freestanding. 

So, as Chapter 2 & 3 already partly showed, the decision to build a hotel must be based on an ac
curate assessment of current and future economic and market conditions. First, the property 
developer or his consultant must collect the data that will form the basis for that assessment, which, 
entails delineating the market support area, determining the sources of hotel demand, evaluating the 
existing and proposed supply of hotels, evaluating the suitability of the site for development, analysing 
the market demand, recommending size and amenities for the facility, preparing projections of 
occupancy levels and room rates , and projecting revenues , operating costs , and expenses 178

. 

The market support area for a hotel is the geographic area within which the major source of 
demand lies. While determining this area may entail analysing the other elements of the mixed-use 
development. Other elements of the mixed-use project may generate varying degrees of room-night 

176 Petersen, D.C., 1998. Convention Centres, Stadiums, and Arenas. 
177 ULI - the Urban Land Institute, 1987. Mixed-use Development Handbook. 
178 Schwanke, D. , et al. , 2003. Mixed-Use Development Handbook, Second Edition. Washington, D.C.: ULI - the Urban Land 
Institute. 
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demand, depending on their type and market orientation. For example, corporate offices in a mixed
use project, like national financial or business services firms (e.g. , accounting and law firms) and 
similar operations that bring frequent out-of-town visitors a/o require training seminars, are compatible 
with hotel development. Such business operations generate significant hotel demand179

. 

Both demand and supply should be carefully evaluated for a defined market area surrounding the 
site. The developer should analyse the sources of hotel demand, which, according to Chapter 2 & 3, 
may be segmented into three general categories - business, meeting and convention , and leisure 
travellers. The developer should then inventory existing and proposed competing facilities in the 
market support area, noting the size, location, brand, segment, amenities offered, room and 
occupancy rates (including weekly and seasonal variations) , ownership status, and strengths and 
weaknesses of competitors. Occupancy levels are determined by the ratio of the proposed hotel 's 
available guest rooms to the total rooms available in the competitive hotel market. For example, if 600 
rooms were available in the competitive market, a 200-room facility is under construction, and the 
proposed facility would have 200 rooms, its fair share would be 20 percent [200/(600+200+200)] . 
Looking at the proposed facility's strengths and weaknesses in light of competing hotels' strengths and 
weaknesses allows the developer and his team to determine whether the proposed facility can 
achieve more or less than 100 percent of its fair share. 

The proposed site itself should be analysed for its adequacy as a hotel location. Is the site 
accessible from major highways or near public transportation , and is it easily accessible from potential 
generators of room-night demand? What are its physical characteristics, and can it functionally 
accommodate a hotel? What is the status of the existing infrastructure? Are the surrounding land uses 
now compatible with a hotel, and will they stay that way? Underserved market segments should be 
evaluated to determine what the potential is for a hotel on the site. What are the voids in the market, 
and what likely market segments may be attracted to this new facility? 

The analysis also includes an examination of the distance from the mixed-use development to 
sources of travel demand (convention centres, office space, and visitor attractions) , travel patterns of 
travellers to the area, as well as expenditures of visitors to the area, and various socio-economic 
indicators. 

At this point, if the team decides to proceed, the initial hotel size, range of amenities, room rates, and 
occupancy levels should be proposed for further testing. The developer must not lose sight of the 
overall market position of the mixed-use project as a whole. A mismatch between the market 
positioning of the hotel and other elements of the project can doom the hotel or even the entire project. 

Once the market potential has been established, two very important issues still need to be 
considered: (i) selecting a hotel operator, and (ii) evaluating the hotel's role in the mixed-use project. 

Selecting a Hotel Operator. If market analysis determines that a hotel is a likely component of the 
mixed-use project, the search for a hotel operator begins as soon as the preliminary master plan for 
the project has been developed. Because hotels range from luxury to budget, the search should target 
those that would fit the quality being considered for the project180

• 

Perhaps the most critical issue in seeking a hotel operator is finding the right brand match for the 
project, because the naming of the hotel may provide a marketing advantage for both the hotel and 
the other uses in the project if uses and market segments are highly compatible. If the mixed-use 
development is targeting high end of the office and retail markets, then the new hotel needs to have a 
high-end brand name. Likewise, if the project's target market for office tenants is in the middle range, 
then planners should seek a mid-priced hotel operator. For example, the price point for a project that 
is closely associated with a university or medical complex in an off-centre location is different from that 
for an inner city mixed-use project that caters to high-end business travellers and tourists. If the project 

179 Mellor, M. J. W. and Witherspoon, R., 1995. Focus on Hotels in Major Projects. 
180 PKF Consulting, 1996. Hotel Development. 
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includes or is located near a major convention centre, its hotel must be competitive with other nearby 
hotels seeking to tap the same market181

. 

Finding the right fit of a hotel operator is of major concern for a further stipulation of the hotel concept 
and for the execution of the schedule of requirements. Hence, hotel operators must be selected on, 
among other things, the basis of their financial background, geographic distribution, portfolio, 
charisma/appearance, and guest segmentation standards. Moreover, before selecting any hotel name 
or operating company, the property developer should ascertain the company's: 

Responsiveness to the market orientation of the mixed-use project (is the hotel to be the crown 
jewel of the mixed-use development or merely a service element to attract office tenants or 
increase office space, and serve surrounding transient demand?). 
Responsiveness to the property developer's a/o end-investor's objectives (will they get involved in 
operational issues?). 
Reputation with the public, with other owners and developers, and with lending institutions. 
Record of experience and operating experience in other mixed-use projects, competence, stability, 
and continues growth. Important issue is that the operator's portfolio consists of comparable hotel 
properties as proposed for the concept. A distribution of its hotels over more than one continent 
should be a condition as a consequence of international brand awareness. 
Ability to provide complete and reliable marketing services, operational controls, financial reports, 
and pre-opening management and technical services. The operator must be prepared to bear the 
wishes and requirements of the most important guest segments expected to visit the (inner) city 
where the development will take place. 
Development and ownership expertise (some hotel companies are not interested in taking on a 
major development role, or in acting as an end-investor) . 
Standard operating agreements. 
Financial objectives and financial commitment as it relates to the project (willingness to make an 
equity contribution). Besides, the selected hotel operators must be disposed of a financial backup 
(e.g., bank or investment company) which may act as financier. 

Once a hotel operator has been confirmed, the property developer works with that operator to define 
market relationships with other uses in the project. For example, a significant office component in the 
project might be an excellent target for business travellers for both short- and extended-term stays. 
Likewise, the hotel may be a major source of meeting and function space. 

Determining the Hotel's Role. Hotels are seldom the dominant use in a mixed-use project unless the 
project is in a resort location or near a convention centre. Neither are they usually a minor use, 
because certain economies of scale involved in marketing and operating a typical commercial , luxury, 
or convention hotel mean that these facilities usually must be at least several hundred rooms to 
operate effectively. 

Hotel uses are a major part of several contemporary mixed-use developments. Some developers 
have recognized the marketing strength of hotels and have used them as anchors for their overall 
development strategies. 

Determining the right approach, brand, and hotel operating company for a hotel in a mixed-use 
project must be addressed upfront. The market analysis should involve discussions with various hotel 
brands a/o operators to determine their level of interest in the site and the proposed project. Without a 

181 An unusual example that makes the point of finding the right fit is that of a hotel that will feed off a medical complex. The site 
has a mix of potential markets: patients and their families coming for evaluation a/o treatment, top medical professionals coming 
for meetings, mid-level professionals coming for training, and pharmaceutical and medical equipment sales representatives, to 
name a few. Persons in each category might require somewhat different room prices. Thus, several types of hotels, from 
extended-stay to those catering to business travellers, might be considered. The choice depends on the other uses in the 
project and the depth of the market for a specialized type. 
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reputable brand a/o operator, a hotel is difficult to develop and finance. An international operator of an 
upscale or luxury hotel, such as Hyatt, Marriot, Ritz-Carlton, Four Seasons, Westin, or Hilton, with its 
strong international reservation system, can provide a definite marketing advantage for a mixed-use 
project. Other hotel chains may be used merely to provide hotel services at a lower price and may not 
add a strong brand name to the project. 

Whatever the role of the hotel, it is clear that if a hotel is to be included, it will necessarily become a 
substantial factor in the planning process; it cannot be approached as simply a minor of supporting 
use. The hotel must be able to tap a substantial market beyond the other uses in the project and must 
be properly positioned in the project for effective market appeal. 

The type of hotel, guest mix and proposed room rates are key factors in determining on-site support 
for a retail component from hotel guests. The type of hotel - whether it is a convention hotel serving 
primarily conventioneers or a commercial hotel serving primarily business travellers - affects 
consumers' spending pattern. For example, expenditures for business travellers in the United States 
during 2002 broke down as follows: 48.1 percent for lodging, 26.5 percent for food, 10.8 percent for 
shopping , 8.3 percent for entertainment, and 6.2 percent for miscellaneous purchases 182

. 

Expenditures for leisure travellers broke down quite differently183
: 24.6 percent for lodging, 29.6 

percent for food , 19.6 percent for shopping, 19.8 percent for entertainment, and 6.2 percent for 
miscellaneous purchases. Leisure travellers clearly have a higher propensity to spend money on 
shopping and entertainment. Meeting and convention travellers have their own special spending 
patterns, likely somewhere between those for business and those for leisure travellers. 

One factor to consider is the level of restaurants, entertainment, meeting and retail services offered in 
the hotel itself, which will affect the potential for such services in the restaurant/retail/entertainment 
component of the project. Most first-class hotels have their own restaurants and bars, but some 
mixed-use projects have successfully incorporated limited-service or serviced apartment hotels and 
then provided restaurants nearby to create a package closer to full service for the hotel. 

One block away from the site of the Shanghai World Financial Center, Jin Mao Tower rises 88 stories and was the first 
major mixed-use project completed in Shanghai. The 555-key Grand Hyatt Shanghai occupies 32 floors at the top of the 
building and includes the tallest atrium~· The lower 50 floors of Jin Mao Tower are used for offices. In addition to 
the hotel and office uses, a six-story podium building contains a shopping mall, cinema, auditorium, food court, and confer
ence facilities for the hotel. Three levels below grade include parking for 993 cars and 1,000 bicycles. 

The hotel's sky lobby links multiple public space functions on three levels including reception, lobby lounge, several 
restaurants, hotel administration offices, and a health club with a swimming pool at the 57<h floor. There are nine restaurants 
in the building including two on floors just below the 88th floor observation deck. While others claim to be the tallest hotel 
in the world, the Grand Hyatt Shanghai can claim to be the highest hotel in the world. 

182 D.K. Shifflet & Associates Ltd., 2003. http://www.dksa.com. 
183 American Hotel & Lodging Association , 2003. http://www.ahma.com. 
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§5.9 PLANNING AND DESIGN OF THE HOTEL COMPONENT 

Like other aspects of mixed-use developments, planning and design are more complex then single
use projects , because the various uses have numerous and often conflicting needs. Moreover, zoning 
has become a key element in planning and designing inner city mixed-use developments, because 
some inner city areas do not allow a mix of uses in one district, and a growing number are shaping the 
size and nature of inner city projects by their zoning requirements. The property developer plays an 
expanded role as the overall coordinator for architects, engineers, planners, economic experts , and 
property managers, making sure that designs take into account the goal of the project as a whole . 

Planning includes several requirements 184
: configuring each use in conjunction with the others to 

provide maximum use and appeal in a considerably larger project space, making sure that mechanical 
systems and infrastructure are adequate and integrated, maximising the flow of pedestrians, solving 
parking and transportation problems, carefully planning the central focus of the project, ensuring that 
the project's atmosphere and function blend with the surrounding community. 

Once market demand is established for each use planned for the mixed-use development, 
conflicting priorities must be resolved . A plan that emphasizes evolution of a project, rather than de 
factor development, has a better chance of succeeding. Some development planning matters, such as 
hotel loading and servicing , though less visible than others, are still vital. Other planning issues are 
more apparent: How to create the hotel 's 'sense of place' and position within the complex to project a 
discrete identity? Other design items represent risk factors for the property developer as well as 
operator185

: 

A development that creates a fortress like exterior may drive away potential lodgers. Some early 
mixed-use developments achieved this dubious distinction. Visibility is important for retail and 
entertainment uses; hotels must have pedestrian and vehicular access, convenient parking, and 
maximum privacy and security. A site plan for a large mixed-use project usually places offices in 
the interior locations, with hotel, retail , and entertainment uses at the edges for the best visibility 
and access. Besides, hotels should be placed and oriented so that they are visible and can take 
advantage of views - a major selling point, especially for inner city or downtown facilities. 
Locating a hotel within a mixed-use development requires considerable skill. Potential hotel 
operators will ask whether it is centrally located, whether it fronts on main pedestrian and 
transportation arteries, whether it is part of a destination within the mixed-use development, 
whether it will create an inviting environment, and whether adequate and convenient parking is 
available. Furthermore, proximity to transit, convention facilities, historic districts, and other 
advantages may produce a superior site. 
The plan for the mixed-use development should reconcile the hotel's requirements for a lobby and 
entry on the main floor with the rest of the project, particularly retail space. The hotel and retail 
elements should have separate entrances yet be able to feed off each other. 
Retail and restaurant space within other elements of the mixed-use development should 
complement, not compete with, the hotel 's services. 
Convention or conference space that has been reduced to provide for more office and retail space 
limits the hotel's marketability. 
Proper timing and phasing of project components are crucial. Each phase must be able to work 
independently of future phases, because there might be a considerable lag between each. The 
project should begin with the uses that have the strongest current market potential, creating cash 
flow that can be funnelled into later phases of the project. 

184 Schwanke, D., et al. , 2003. Mixed-Use Development Handbook, Second Edition. Washington , D.C.: ULI - the Urban Land 
Institute. 
1as Id. 
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A strong and separate building identity for the hotel is preferred but not required in all ci rcumstances. 
For example, hotels in mixed-use towers a/o integrated structures can do well so long as they have 
strong signage and prominent entrances 186

. In suburban locations, however, visibility from roadways 
(especially the brand and its signage) is essential for the hotel to succeed. Internal visibility is also 
important, and the stronger the brand, the stronger the visibility should be, as the brand creates a 
strong image for the overall project. 

Wherever the hotel is placed, the entrance to the hotel should be very prominent and located on a 
secure street so that hotel guests can feel comfortable and safe. The entrance must provide for auto 
access, arrivals, taxis, and drop-offs, and it will likely take up a considerable area. It should be 
positioned and designed so as not to invite local pedestrian traffic and generally should not serve as a 
primary passageway to the project's other components such as retail space or a convention centre; 
because doing so will attract unwanted traffic, detract from the atmosphere of the hotel lobby, and 
create a security problem. Major problems can develop for the hotel when entrances and lobbies are 
confused with other uses. 

Although hotel lobbies have been used as major public spaces in mixed-use projects, hotels in 
mixed-use projects have been moving away from this role of providing a public realm and increasingly 
are becoming more private places located at the edge of the project. More recent projects have 
generally chosen not to create major public spaces in hotel itself and have sought instead to minimize 
pedestrian traffic through the hotel lobby, imbuing it with a sense of quiet privacy for travellers. 

186 Schmitz, A. and Brett, D.L., 2001 . Real Estate Market Analysis: A Case Study Approach. Washington, D.C.: ULI - the Urban 
Land Institute. 
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The hotel sector offers property investment opportunities at the best urban locations in the world. Throughout nearly 14 
million rooms worldwide, investors can choose from economy to luxury standards and from city to resort locations. An 
additional layer to this mix includes the brand and management company, which act as a point of differentiation. 

An example of such an investment opportunity is the Four Seasons Hotel Chicago. The hotel is situated in a 200,000m2 

m ixed-use tower designed by Kohn Pedersen Fox Associates. The portal of the 66-storey building opens into a si~-storey 
atrium shopping mall and public spaces. Situated above the retail base are the two public floors of the hotel, 20 office floors, 
17 hotel floors (343 guest rooms), and 19 residential apartments on the top floors. 

As, among others, geographical location, property type, revenue stream, the nature of the operating agreement entered 
into between the operator and investor, and branding are the main key development and investment criteria for the hotel 
sector, Chapter 6 & 7 explain the general concepts of these criteria and relate them to hotel property development. 
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§6.1 INTRODUCTION 

6 - The Hotel Industry 
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Chapter 1 identified three factors giving rise to letting hotel properties conflicts. These are: (i) finding 

a lessee; (ii) determining the lease; and (iii) determining the possible agreement forms. Overall, this 

chapter clearly clarifies issues (i) and (ii i), and to a lesser degree issue (ii). 

Many mainstream property developers lack specialist knowledge of the hotel industry, making more 

difficult the negotiation of operating contracts. Because the hotel industry is considered as highly 

complex , competitive, and non-transparent, paragraphs 6.2 and 6.3 describe the development of the 

hotel industry, the ways in which it works and the forces that affect it. 

As a chain affiliation has a direct impact on a hotel's value , paragraph 6.4 explains the generic 

concepts of branding and relates it to the development of hotels. It furthermore shows the importance 

of involving a branded hotel chain in an inner city mixed-use project. 

The hotel industry is characterised by a somewhat idiosyncratic ownership/management structure. In 

the hotel industry there is a subset of hotels where one party owns the physical assets of the hotel 

(investor), and an independent second party that manages the hotel (operator). It are these particular 

facets of the industry that are central to the focus of the study reported in paragraph 6.5. 

Finding an appropriate hotel operator (lessee) in an early stage of the development process seems 

to be difficult for property developers. Only a restricted number of parties are leading the industry, and 

property developers, as well investors, often lose the view over activities that the various hotel industry 

participators pursue. As an early lease deal is required in hotel property development, paragraphs 

6.5.1 and 6.5.2 identify the principal competitors in the hotel market, the services they provide, and the 

role they may play in various phases of a new hotel project. 
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Since lease agreements for hotel properties are non-generic - fixed lease contracts only occur 
occasionally in the hotel industry -, and each respective party has its own priorities, it seems 

complicated for property developers to produce a good, and for both parties (investor and operator) 
hotel lease. Besides, hotel companies - or its subsidiaries - operate hotel properties under a variety of 
management structures (dependent on location, property or market); therefore, the variety of 
agreements that may be negotiated is very sizeable. As the final investment deal is depending on the 
type of agreement the property developer intends to take out with the future lessee, paragraph 6.5.3 
until 6.5.5 will provide substantial knowledge concerning the different and complex ways in which hotel 
properties are professionally exploited. 

Subsequently, paragraph 6.6 explains how hotel companies a/o chains evaluate inner city locations 
and the conditions these parties require before they decide to enter into a new hotel project. 

One of the primary goals of hotel investors is to receive maximum net income from hotel 

operations. The ability and efforts of a management company have a direct impact on whether the 
hotel is able to realise this goal. As concerns management, the property developer needs to identify a 
management company that is well suited to the needs of the property and that may manage the new 
hotel property profitably. Hence, paragraph 6.7 is dedicated to the management selection process. 

§6.2 DEVELOPMENT OF THE HOTEL INDUSTRY 

From the start of the twentieth century, the United States took the leading role in the development of 
hotels and new hotel types 187

. Since that moment, the hotel markets in Europe lagged behind the 
authoritative U.S. hotel market. 

Before 1950 the U.S. hotel industry consisted almost entirely of independently owned hotels with 
fewer than fifty rooms habitually located in an urban setting near the railroad station and the central 
business district188

. Afterwards, in the 1950s, brand names told the consumer what kind of hotel 
experience they would have. With only a few companies owning and operating all hotels in the United 
States, their names - which were often family names like Hilton and Marriott - became almost 
synonymous with the word 'hotel' . A brand of hotel nearly always looked the same and provided the 
same level of service, no matter where it was located; Hiltons were Hiltons and Hyatts were Hyatts 189

. 

They stressed uniformity of design for easy recognition by the travelling public. 
The growth and diversification of the lodging industry in the United States as well in Europe since 

1950 have been phenomenal. Eight key-trends have been most influential in this development190
: (i) 

population growth and migration; (ii) household formations; (iii) rising incomes; (iv) increased leisure 
time; (v) extension of the road system; (vi) business development in the suburbs; (vii) airport 
construction and growing air service; and (viii) convention centre construction . One of the first effects 
of these growth and diversification trends was the dramatically increase of the average size of hotels. 

During the 1950s and 1960s competitions between hotel chains grew. Intense hotel competition, 
and the fact that travellers became more demanding, forced hotels to become more specialised and 
distinctive. To meet the varying needs of the consumer travelling for either business or leisure, the 
hotel industry evolved specialized property types, and the range of amenities and services offered 
kept enlarging. Hotels that had proposed mainly to provide overnight sleeping accommodations 
evolved into entertainment, dining, and meeting complexes 191

. 

In the early 1970s, Hilton and Sheraton were the international recognized brand names aggressively 
developing in the then-emerging nations worldwide, bringing credibility and investment in their wake. 
As the majority of big hotel companies added properties and became more profitable, they took 

187 De Jong, T., Braak, J.J. and van Mulken, H.M., 1987. HOTELS: Planning en Ontwerp. 
188 Pagliari, J.L. , 1995. The Handbook of Real Estate Portfolio Management. 
189 Rushmore , S., 1983. The Origins of the Lodging Industry. Hotels, Motels, and Restaurants. 
190 Laventhol and Horwath, 1990. Hotel/Motel Development, 3rd edition : ULI - the Urban Land Institute. 
191 Guilding, C., 2002. Financial Management for Hospitality Decision Makers. 
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advantage of their name values and became public corporations. As public companies, they faced 
even greater pressure to increase revenue and profits. The allure of hotels and their profits began 
attracting wealthy individuals and institutional investors, which began to purchase properties. These 
new players found themselves in need of qualified management at the same time that the traditional 
hotel companies were looking for new sources of revenue. The hotel companies offered their services 
as second-party managers. In such cases, the hotel company's brand name went on the hotels it 
managed but did not necessarily own. However, to meet the demand for new hotels, major companies 
began even to let go of management towards selling franchises . Distributed by the corporate office, 
exhaustive construction and operating manuals were supposed to guide novice hoteliers through the 
intricacies of building and running a hotel. 

By the start of the 1980s, hotels were operating efficiently - a 25 to 30 percent operational profit 
margin became the standard - and the major hotels were represented in all major markets. Once 
again, hotel companies needed to be creative in finding ways to grow their revenues in the competitive 
marketplace. Their emphasis began to shift away from operations and towards marketing 192

. Sales 
efforts were beefed up at the property level and the major hotel companies began to invent niche 
products aimed at specific types of demand. From the perspective of the hotel companies , niche 
products offered a way to grow, but the meaning of once specific brand names became fuzzy. 

The increase in tourism and business travel in the 1990s pre-empted a growth in national and 
international hotel chains, and latterly the emergence of global chains 193

. The growth has not only 
occurred in the number of chains, but also in their size, brought about on the one hand by a range of 
mergers, acquisitions and take-overs, and on the other by a combination of franchising, management 
contracts and joint venture agreements, resulting in a significant increase in the choice and diversity of 
segmented hotel products available to the consumer. As ownership changed, the names have just 
become another part of a portfolio of brand. Because of the far-reaching segmentation of brands and 
the complex interweaving of ownership and management, the hotel industry has reached a stage that 
can be described best as confusion. Naming a hotel a Sheraton, a Hilton, or a Marriott, does not 
reveal what company owns or operates it. 

In the past 20 years , the profits of hotel companies were driven principally by the gains on the hotel 
assets hotel companies held rather than the money made by operating these assets 194

. However, 
during the past several years a perceptible shift has begun to occur in the hotel industry from being 
primarily an asset-driven industry toward being a brand-driven industry. Major hotel companies have 
become brand collectors - developing a/o purchasing brands and then positioning them to provide 
wide spectrums of customer choices. Besides, these companies have increased their collaborating 
with travel and recreational entities to develop broad-range, one-stop-shopping market places to 
provide an edge in maintaining their present customers and in winning new customers from their 
competition 195

. To provide capital necessary for the hotel company to expand market presence, major 
hotel companies are selling properties that they manage and abandon the risks - and with it the 
rewards - of ownership. In the 1990s, for instance, Marriott completed the split of operations into two 
companies: Host Marriott Corporation, a real estate investment trust (REIT) which owns and acquires 
high quality lodging assets in prime locations, creating value through intensive asset management; 
and Marriott International, manager of hotel properties as a pure operating company. In this structure it 
often occurs that Marriott International develops a hotel property, negotiates a management or lease 
contract with herself, and sells the underlying real estate to Host Marriott, enabling Marriott 
International to raise the capital necessary to start up new projects. 

192 Winfree, M.W., 1996. A Historical Perspective. Hotel Development. 
193 Nilsson, M., Harris, P.J. and Kett, R., 2001 . Towards a valuation framework for hotels as business entities. International 
Journal of Contemporary Hospitality Management 13 (1 ), p. 6-12. 
194 CB Richard Ell is Hotels, 2003. The State of Europe 's Hotel Finance Market. April 2003. 
195 Raleigh , L.E. and Roginsky, R.J., 1999. Hotel Investments. 
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The sale and lease back structure is also popular. Listed hotel companies are under constant pressure 
from global equity markets to raise cash and cut debt. With too much equity tied up in hotel real 
estate, selling non-core hotel property assets and leasing those back from purchasers may help in 
freeing up cash 196

. 

Intercontinental Hotels operates 3,500 hotels - including Intercontinental , Crown Plaza and Holiday Inn - and has 
been hit by the post September 11 travel slowdown. Intercontinental Hotels is planning to shed properties to help 
it recover from three years of falling hotel bookings 197

. Moreover, lnterContinental's strategy is to shift from 
outright ownership to sell nearly all of its owned hotels to leave the company to make most of its profits from 
franchising and managing hotels198

. Although the company is disposing of its interest in the properties it 
consequently aims to retain the management contracts. 

As part of its ongoing disposal drive, Intercontinental has already sold assets worth €450 million . The group 
had hotel assets of approximately €5 ,5 billion before its asset review and disposal programme199

• Intercontinental 
currently estimates that the major disposal programme will involve the further sale of assets with a net book value 
of between €1 , 1 billion and €1 ,4 billion200

. The sheer scale and complexity of the programme means that it will 
take some considerable time to complete and is subject to no significant adverse changes in market conditions. 

The company will be left with a portfolio of some 50 owned hotels. Intercontinental has developed plans for 
each of their assets, taking into account a wide range of different criteria, including, where relevant , the state or 
recovery of local markets and readiness of the asset to be sold . Additionally, assets will only be owned if they 
have strategic value or generate superior returns, or will be kept on after a recent multi-million euro refurbishment. 

§6.3 MARKET TRANSPARENCY 

An often-heard complaint in the world of commercial real estate is that the hotel market is non
transparent201 . The availability and quality of hotel development and investment data (e.g ., lease data 
and yields) is vastly inferior to other investment classes, and the market is strongly depending on a 
limited number of parties with a far-reaching globalisation. Besides, as the previous paragraph 
explained, various hotel companies enter into collaborations from which new brands arise filling in new 
niche markets. The hotel real estate market and more specific hotel chains have such an international 
character that property developers have little hold over their operations and assumptions202. 

-m 
Before the beginning of the new millennium , Germany's Dorin! Hotels expected sufficient expansion opportunities. 
Dorin! Hotels had acquired a forefront position in the German market by developing four and five star hotels in all 
of the country's main cities. In all , the group operated 91 hotels, of which 75 in Germany, and had some 20 
properties under construction or in development203

. However, Dorin! slumped into the red due to over-committing 
itself by expanding its luxury property range . Mid 2002, the involved banks gave Dorin! the well-meaning advice to 
search for a global player to guarantee its continuation ; ending in the alliance with Accor in 2003204

. 

Leading French hotel group Accor bought a 26°fo stake in Dorin! Hotels (with the option to raise its stake to 
51 %). The deal gave Dorin! a much-needed capital increase and set up close co-operation between the four and 
five star hotels of the two groups. Accordingly, Accor aims to establish a strategic partnership to develop 
commercial and managerial ties between the Dorin! properties and Accor's Sofitel , Novotel and Mercure hotels, 
and to improve Dorint's financial position205

. Besides, the acquisition boosts Accor's presence in the German 
market, particularly in the luxury hotel sector as Accor operates mostly economy to three star hotels at present. 

196 Jones Lang LaSalle Hotels, 2002. Hotel Sale -Leaseback Transactions. Hotel Topics Issue 11 , June 2002. 
197 Reuters, 2004. http://www.reuters.com. 
198 Hotel New Resource, 2004. http://www.hotelnewsresource.com. 
199 Financial Times, 2004. http://www.ft.com. 
200 Intercontinental Hotels, 2004. http://www.ichotelsgroup.com. 
201 Baars, B., 2003. Verkoop of verhuur van hotels vereist gestructureerd proces. Vastgoedmarkt Financieel, February 2003. 
202 Van Onna, F.A.M., 1992. Ontwikkelingen op de hotelmarkt en de waardebepaling van hotels. 
203 Dorint Hotels & Resorts , 2004. http://www.dorint.com. 
204 Bootsma, E., 2004. Hospitality Management, volume 13, nr. 1, 2004. 
205 Deloite & Touche, 2004. http://www.HotelBenchmark.com. 
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Additionally, it seems hard for prospective developers a/o investors to compare hotels with other forms 
of real estate, such as office, retail and industrial segments with which they are more comfortable206

. 

The relationship between transparency and returns of various significant real estate classes is 
illustrated in Figure 6.1 . 

Figure 6.1: Relationship Transparency and Returns. 
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Source: Van Lookeren Campagne, K., 2003. Presentation presented at the Hate/Benchmark Congress, Amsterdam, 26 
November 2003. 

Nevertheless, the hotel industry seems to change in a positive way. The hotel branch increases in 
terms of professionalism - with regard to the fields of accounting systems, product quality, and 
efficiency-, enhancing the transparency of the hotel market to potential developers and investors207

. 

§6.4 BRANDING 

A brand is a product, service or concept that can be distinguished from others in a way that can be 
easily communicated and marketed. Branding is an increasingly popular method of marketing hotels 
because it communicates a consistent and understandable message to the potential guest208

. In 
essence, branding is a promise of quality, consistency and value - to customers, staff, financiers, and 
suppliers and investors. Products come and go, buildings are built and demolished, but a good brand 
will endure although it may require the occasional 'review' or repositioning. In this respect, a strong 
brand is often a company's most valued asset that inspires trust and encourages repeat purchase, 
what means that guests stay longer and recommend the brand to relatives. This in turn leads to 
enhanced revenue, greater operating efficiencies and an ability to out-promote competitive brands209

. 

It is frequently the case that the brand underpins the reputation of the company; and although it 
may be difficult to quantify the direct value in a brand, there are other more tangible benefits to having 
a strong hotel brand in a proposed mixed-use development. Branding may have the following 
benefits210

: 

Funding: branding can help attract funding or investors - Hilton, for example, may often get the first 
choice of development opportunities, simply because of recognition and brand name. 

206 Jones Lang LaSalle Hotels, 2003. A Global Comparison of Hotel and Office Real Estate. Hotel Topics Issue 14, July 2003; 
and, Huizinga, V., 2003. Direct Beleggen in Bestaande Hotels. 
207 Schoutsen, M., 2003. HeartBreak Hotel. FEM Business, 25 October 2003. 
208 Armitstead, M., 2000. Development Strategy and Brand Management. Developing Hospitality Properties and Facilities. 
209 Id. 
210 Id. 
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People: strengthening human resource strategies - many of the luxury hotel groups attract and 

retain employees, often through the prestige of being or feeling part of the group. 
Create Barriers to Competition: the presence of a strong brand on a location might scare off 
competitors. 

Memorable, consistent, and repeated signage aids brand-name recognition, which is critical in obtaining and keeping 
market share. Standards of price, quality, and amenities are part and parcel of brand-name recognition. 

Hotels that are already affiliated with a chain seem to gain essential advantages. Chain hotels in the 
Netherlands also perform considerably better than independent hotels; chain hotels realise a four 
percent higher occupancy rate, and therefore higher RevPARs211

. Moreover, due to a recognisable 
image, a central reservation system, standardisation of the product at many locations, cost reductions, 
a collective purchase, loyalty programs212

, and a professional marketing and advertising department -
all aimed at increasing a hotel 's penetration of market demand -, average chain hotels are able to 
achieve an IBFC of 41 %, while the average independent hotel achieves an IBFC of 23% 213

• As more 
and more Dutch hotels realise that a chain affiliation provides many notorious advantages, the amount 
of Dutch hotels affiliated with a chain is expected to increase in the coming decade. 

Currently, only 13% of the Dutch hotels belong to a national or international hotel chain, while chain 
hotels represent 20% of the European hotel market, and 80% of the current U.S. hotel market214

. 

Approximately 30% of worldwide hotel rooms are branded, although this varies significantly between 
individual countries and regions215

. Table 6.1 shows a ranking of the top 25 hotel brands established 
in Europe and the Netherlands, and other important brands active on the Dutch market, using 
estimates of the number of properties and total room counts. These are only estimates because 
chains and groups are constantly acquiring and disposing of properties. 

Among the top 25 hotel brands located in Europe, Accor (plus 1,773 rooms on behalf of IBIS, plus 
1,406 on behalf of Mercure, and plus 4,068 on behalf of Novotel) and Intercontinental Hotels (plus 
1,530 rooms on behalf of Holiday Inn) had strengthen their positions in the European market in the 
course of 2003216

. 

Table 6.1 furthermore indicates that more expensive brands and higher star classifications often 
accommodate more hotel rooms per property than cheaper brands. If the average number of branded 
hotel rooms in the Netherlands, which amounts to 46% of the total number of rooms available, is 
analysed, it also seems that branded chain hotels accommodate relatively many rooms per hotel; 
more than in a non-branded hotel217

. 

21 1 Horwath Consulting, 2002. HOSTA 2002. 
21 2 A loyalty program offers guests the opportunity to earn and redeem (hotel) points a/o airline miles within a hotel company's 
properties around the world, guaranteeing a customer flow. 
213 Huizinga, V., 2003. Direct Beleggen in Bestaande Hotels. 
214 Dijksterhuis, A. and Peters, A., 2003. 'Branded Hotels in Nederland. BOSS Magazine, November 2002. 
215 TRI European Hotel Industry Guide and Smith Travel Research, 2002. Hotels Estimates. 
216 MKG Group, 2004. http://www.mkg-group.com 
217 Travel Research International , 2004. http://www.ttra.com. 
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Table 6.1: European and Dutch Ranking of Hotel Brands by Number of Rooms as of January 2004. 
Group (European and Dutch Europe The Netherlands 

Rank/Brand 
Ranking) Hotels Rooms ANOR Hotels Rooms 

1. Best Western Best Western (2) (7) 1,067 69,147 65 50 3,389 

2.IBIS Accor (1) (4) 551 55,020 100 12 1,988 

3. Mercure Accor (1) (4) 492 52,359 106 25 2,403 

4. Holiday Inn InterContinental Hotels (3) (9) 265 40,133 151 6 961 

5. Novotel Accor (1) (4) 252 37,634 149 9 1,781 

6. Hilton Hilton International (5) (6) 122 29,602 243 4 3,473 

7. NH-Hoteles NH-Hoteles (10) (3) 181 25,052 138 29 5,139 

8. Formule 1 Accor (1) (4) 327 24,112 74 3 199 

9. Campanile Louvre/Envergure (4) (-) 378 23,284 62 8 522 

10. ET AP Hotels Accor (1) (4) 283 22,299 79 1 118 

11. Scandic Hotels Hilton International (5) (6) 117 21,364 183 1 85 

12. Travel Inn Whitbread(-)(-) 302 18,069 60 0 0 

13. Quality Choice Hotels (9) (-) 172 17,570 91 0 0 

14. Radisson SAS Carlson Rezidor (-) (1) 79 17,038 216 5 5,482 

15. Riu Hoteles TUI (8) (-) 61 16,886 277 0 0 

16. Melia Sol Melia (6) (-) 67 15,567 232 0 0 

17. Ramada International Marriott International (7) (11) 130 15,542 120 3 281 

18. Golden Tulip/Tulip Inn Golden Tulip Top(-) (5) 161 15,410 96 47 3,954 

19. Sol Sol Melia (6) (-) 47 15,382 327 0 0 

20. Marriott Marriott International (7) (11) 74 15,354 208 3 931 

21. Sofitel Accor (1) (4) 80 14,490 181 5 1,113 

22. Comfort Choice Hotels (9) (-) 232 14,314 62 0 0 

23. Premier Classe Louvre/Envergure (4) (-) 200 14,060 70 0 0 

24. Sheraton Starwood Hotels & Resorts(-) (14) 47 13,852 294 3 869 

25. Travelodge TTLC Ltd. (-) (-) 236 13,127 56 0 0 

Other Significant Brands on the Dutch Hotel Market 
-

Van der Valk Van der Valk(-) (2) - - 112 47 5,284 

Bilderberg Hotels Bilderberg Hotels (-)(8) - - 88 25 2,203 

Bastion Bastion Hotels (-) (10) - - 55 28 1,532 

Amrath Amrath Hotels(-) (12) - - 72 14 1,015 

Carlton Hotels Carlton Hotel Collection (-) (13) - - 127 7 888 

AMS Hotels AMS Hotel Group(-) (15) - - 56 10 563 

Le Meridien Le Meridien (-) (16) - - 166 3 498 

Hotel Okura Okura Hotels & Resorts(-) (17) - - 370 1 370 

ANOR: Average Number of Rooms per Property. 
.. 

Source: MKG Group, 2004. http://www.mkg-group.com; Mtsset Horeca, 2002. De top 100 van grootste horecabedn1ven. 

In the Randstad, especially in the region Amsterdam/Schiphol, chain hotels dominate the hotel market 
in the higher segments (four and five star hotels), attracting mainly Americans and business travellers. 
Moreover, in major European markets more than two-thirds of business guests state brands influence 
their hotel selection218

• Therefore, business districts house relatively more branded hotel properties 

than tourist locations. 
At present, the fastest growing brands in Europe are: Accor, Hilton, Marriott, Choice Hotels, 

Carlson, Whitbread, and Meridien. It may be suggested that a number of these fast-growing foreign 
brands are also planning to increase their share on the Dutch hotel market219

. However, some strong 
international brands that are already active in the Netherlands at the moment are Carlson, Best 
Western, and NH-Hoteles (Table 6.1 ). Van der Valk - which gains the largest part of their returns from 

food & beverage, and not from guests -, Bastion, and Golden Tulip are domestic brands, which are 
also active abroad. It is striking that from the top three of largest hotel chains in the world just the 

218 BDRC (Business Development Research Consultants) , 2002. European Guest Survey. 
219 Horwath Consulting , 2004. HOSTA 2004. 

97 



Hotel Property 

French Accor belongs to the top in the Netherlands220
. Perhaps this implies that the Dutch hotel 

market is (still) considered as too small for the luxury Marriott and Hilton. 
However, the development of an increase in branding may result in a dominance of large hotel 

chains on the Dutch or European hotel market, leading to the detriment of the diversity in the supply of 
hotels221

. Besides, competition among different hotel chains within the same market area can 
adversely affect the operating results of a particular property. Competition from hotels with the same 
chain affiliation or management can be even more devastating222

. Hotels with identical names 
operating in the same market area and going after the same market segments can produce a 
competitive environment that is not only confusing to the market but also counterproductive in 
capturing room-night demand. 

§6.5 THE HOTEL INDUSTRY STRUCTURE 

Relative to other property types, hotel developments and investments involve complex owner/operator 
relationships223

. Figure 6.2 illustrates, in simplified form, the complicated nature of cash flows from the 
hotel guests to the major participants in the hotel ownership/management matrix. As shown, hotel 
operators act as intermediaries between hotel guests and hotel property owners. From the property 
developer's perspective, which negotiates agreement terms with the hotel operator in favour of the 
end-investor, th is sort relationship creates the potential for some conflicts of interest in the letting and 
selling processes. 

Figure 6.2: Simplified Hotel Property Cash Flow Diagram . 
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Source: Prudential Real Estate Investors, 2000. httpi/www.prudential.com. 

220 Het Financiele Dagblad, 2001. Schaal onvermijdelijk in hotelbranche. 
221 Ernst & Young Real Estate Hospitality & Construction Group, 2003. Merkbeleving in de hotelwereld. 
222 Rabobank Nederland, 1999. Marktstudie Hotels. 
223 Hess, R.C. and Liang, Y., 2000. Tracking Publ ic Market Commercial Real Estate Penetration from 1995 to 1999. Prudential 
Real Estate Investors, July 2000. 
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§6.5.1 Hotel Management Companies 

A hotel management company can be classified as either a first-tier management company or a 
second-tier management companf24

. First-tier management companies can operate different hotel 

chains simultaneously, and can participate in the ownership of the hotels they manage. A first-tier 
management company furthermore operates hotel facilit ies for third parties under a management or 
lease contract and provides two types of services: 1) day-to-day operational supervision and property 
management, and 2) national or regional customer recognition through affiliation with a chain (their 
trade names) . Hilton, Hyatt, Marriott, and Sheraton are examples of first-tier management companies. 

A second-tier management company, which also operates lodging facilities for third parties under a 
management contract, provides day-to-day operational supervision and property management but 
offers no customer recognition through their corporate name, but makes use of franchise affiliations to 
generate customer identification. Therefore, they can solely own and operate hotels that are affiliated 
with chain brands. An example of a second-tier management companies is Four Seasons Hotels. 

Once a property developer has decided to use the services of a hotel management company, a 
decision must be made as to whether a first- or second-tier operator should be selected. Using a first
tier or second-tier management company has certain advantages and disadvantages. The ones that 
are of interest in a new hotel property development are225

: 

Cost: The cost of a first-tier management company is often less than that of a second-tier 
operator and the requisite franchise affiliation. Second-tier management companies provide no 
national identification, so the cost of a franchise affiliation must be added to the second-tier 
management fee in order to reflect the same benefits of a first-tier company. 
Corporate Identity: First-tier companies have a strong interest in running successful operations. 

The primary reason these companies have for not franchising is the desire to maintain total control 
over the operational and physical quality of the property. 
Ease of Financing: First-t ier hotel management companies tend to be more 'financible '; that is, 
lenders in the hotel field , as well as equity investors, are often more comfortable lending money to 
projects operated by recognizable 'brand-name' management companies. Whether the perception 
that a name operator reduces risk is correct or not, first-tier hotel management companies usually 
find it easier to acquire financing than do most second-tier operators. First-tier hotel companies 
have a name recognition benefit that gives them a low-risk image. 
Restrictions on Property Size: First-tier hotel management companies do not often manage 
smaller properties; most first-tier companies have size requ irements for the hotels they will 
operate under a lease or management contract. Generally, these operators consider hotels of 
fewer than 200 units as too small. First-tier companies believe that their organizational structure 
and overhead cannot be sustained by such smaller properties. Exceptions are made, however, for 
factors such as desirable locations or unique property characteristics that would make a particular 

contract attractive to a management company. 
Restrictions on Contract Terms: The term of contract for a first-tier management company is 
typically longer than that for a company in the second-tier. Most first-tier companies require 
contract terms of at least ten years. First-tier lodging chains operating under a recognizable trade 
name generally want to maintain a presence at a particular location for an extended period of time. 
A short-term contract, which would allow the removal of the trade name of the first-tier company 
from the property after a relatively short amount of time, might result in an appearance of 
instability and thus undermine the travelling public's image of the company. 
Less Flexibility in Negotiations: First-tier hotel companies typically have more rigid 

requirements than do second-tier companies when it comes to the specific terms of a 

224 Rushmore, S., 2002. Hotel Investments Handbook. 
22s Id. 
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management contract; provisions are more difficult to obtain. This inflexibility might be attributable 
to the general sense that first-tier hotel companies have a stronger bargaining position and may 

impose stricter terms on less experienced property developers. Besides, first-tier hotel companies 
usually use experienced executives to perform the actual negotiating to develop the specific terms 
of an agreement. Second-tier management companies are basically less strict in their overall 
requirements. Therefore, the actual negotiating process between a first-tier hotel company and a 
property developer may be longer and more difficult than involving most second-tier operators. 
Lack of Financial Strength: Second-tier hotel companies do not always have the necessary 
financial strength to make meaningful investments in a property or to guarantee operating results. 
The current investment climate has caused many hotel investors and property developers to 
require that hotel companies make some form of capital contribution in order to obtain a lease or 
management contract. They seek equity, debt or other investments from a hotel company to help 
finance, for instance, start-up losses, on-going interest (initial inventories as FF&E), working 
capital , and debt service guarantees to align the interests of the investor and hotel company. An 
equity contribution demonstrates the operator's confidence in the projections that are developed 
for the project. The incidence of equity contributions by operators has increased significantly in the 
past several years. This shift has been due primarily to (i) the increased competition among 
operators in bidding for prime projects and locations; (ii) to share as a joint-venture partner in the 
profits of a lucrative project; and, (iii) to protect their interest by gaining a voice in ownership 
decision-making226

. 

§6.5.2 Services Provided by Management Companies 

In order to properly evaluate hotel management companies, property developers should be familiar 
with two basic operating philosophies found in the industry. Generally, management companies have 
either a highly centralized management structure or use a decentralized organizational 
approach227

. Both philosophies can produce desirable results, but the manner in which the results are 
achieved is markedly different. For this reason, property developers should select the type of company 
whose methods most easily lend themselves to the characteristics of the proposed hotel development. 

Centralized Management. An example of a highly centralized hotel management company is the 

Marriott Corporation. Marriott employs thousands of people to supervise the management of its hotels 
and restaurants. All aspects of Marriott's hotel management system are contained in manuals that 
cover every conceivable eventuality. These reference guides provide on-site management with 
information regarding such topics as how to prepare a dinner from a standardized recipe, what to do in 
the event of a bomb scare, where to purchase operating supplies, and how to update a marketing plan 
for the next accounting period. This sort of centralized operating philosophy leaves little to chance or 
human error, because virtually everything involving the operation of a hotel has already been thought 

through and the proper solution set forth in clear language. The result is a highly structured and 
standardized hotel operation in which individual creativity is minimized. 

Decentralized Management. On the opposite end of the spectrum is another respected, highly 
successful hotel management company, the Hyatt Corporation, which runs its hotels in a very 
decentralized manner. In the Hyatt system, on-site managers are given a broad latitude in forming 
property-level operating systems and procedures. Hyatt does provide general guidelines from its home 
office, but managers are allowed wide discretion regarding the manner in which they operate their 

226 An example of a company makes equity contributions is Four Seasons Hotels. To the extent required, Four Seasons will 
make loans or investments to secure long-term management contracts, but these investments are made only in order to expand 
or enhance its management business and where the overall economic return justifies the investment. However, Four Seasons 
generally limits its total long-term capital exposure to no more than 20% of the total equity required for the new property. 
227 Rushmore, S .. 2001 . Hotel Investments Handbook. 
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property. The primary advantage of a decentralized operating philosophy is that it encourages 
individual creativity, which can be beneficial in the hospitality industry. Most hotel management 
companies tend toward decentralized management. 

In addition to the aforementioned operating philosophies, management companies also frequently 
provide pre-opening services and technical services used at newly developed hotels. Pre-opening 
services are provided by the management company before the opening of a facility to the public. Typ
ical services include a pre-opening plan and budget, personnel recruiting and training (aligning the 
hotel management team), sales and advertising, purchasing, and establishing an account system and 
controls . Technical services are provided during the planning, design, and construction stages of a 
new hotel development. These services, which usually deliver great value and savings, include site 
identification, design and facilities planning, architectural assistance and review, interior design and 
lighting recommendations and mechanical and food facilities installation. 

Hotel companies should get involved in a new hotel development as early as possible, because 
one of the major success factors for a hotel project is proper planning228

. The reasons why property 
developers should cooperate with a hotel company in a number of development processes, and the 
role that a hotel company may play in those, are outlined in Table 6.2. 

Table 6.2: The Role of a Hotel Company in Several Development Processes. 
Development Processes 

Planning Launching Operating Investing 

• Selecting the best hotel sites. • Launching well. 
• Defining the right product 

market; proper ty layout. 
for the • Recruiting the best 

• Supplying technical assistance and 

expertise in design and development. 

• Assisting in negations with 

contractors. 

people. 

• Establishing 

business fas t. 

• Driving revenues. 

• Establishing profitable 

operations. 

• Responding to 

changing business 

conditions. 

• Together wi th a hotel 

company a united fro nt to 

financiers is presented. 

• Availabil ity for financial 

participation. 

• Prudent and profi table 

investment. 

Source: Payer, R., 2003. The Way to a Marriage Made in Heaven. Presentation presented at the Hate/Benchmark Congress, 
Amsterdam 26 November 2003. 

Moreover, as the following case illustrates, a hotel company's engineering or development team 
usually offer complete and detailed plans, providing turnkey implementations. 

Starwood is a hotel company that provides prototypes and assistance to property developers and investors . Their 
Westin prototype is poised to fill the gap in upscale-plus hotels, allowing participators to enjoy an upper-upscale 
position in revenues at upscale constructions costs. As Starwood provides streamlined turnkey developments, a 
hotel may be running in the briefest time possible and saving considerable start-up costs229

. 

The Westin prototypes are unique hotels scaled from 150 to 250 rooms , making them perfect for primary markets. 
The profile of sites under consideration are high-end residential and retail areas, and dynamic commercial 
projects. Pedestrian traffic and day-through-night activity are also necessary, also because every new Westin 
must feature one popular restaurant. 

228 Payer, R., 2003. The Way to a Marriage Made in Heaven. Presentation presented at the Hate/Benchmark Congress, 
Amsterdam 26 November 2003. 
229 Starwood Real Estate Group, 2004. http.1/development.starwood.com. 
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§6.5.3 Operating Risks Hotel Property 

Hotel operations are, just like other operating businesses, exposed to several risks. The operating 
risks that are allied to a hotel's operation are reflected below230

: 

• International operations generally are subject to various political, geopolitical, and other risks. 
These risks include the risk of war, terrorism or civil unrest, and various international jurisdictions. 

• Changes in general economic conditions, including the severity and duration of the current 
economic downturn. Moderate or severe economic downturns or adverse conditions may 
negatively affect hotel operations. These conditions may be widespread or isolated to one or more 
geographic regions . In addition, a tightening of the labour markets in one or more geographic 
regions may result in fewer a/o less qualified applicants for job openings in hotel facilities and 
higher wages, and the increasing cost trends in the insurance markets may negatively impact 
results as the costs of premiums increase. 

• Sales in international jurisdictions typically are made in local currencies, which subject hotel 
companies to risks associated with currency fluctuations. Currency devaluations and unfavourable 
changes in international monetary and tax policies could have a material adverse effect on 
profitability and financing plans, as could other changes in the international regulatory climate and 
international economic conditions. Therefore , international properties are geographically 
diversified and are not concentrated in any particular region . 

• The impact of Internet intermediaries on pricing. 
• Cyclical over-building in the hotel industries. 
• Restrictive changes in zoning and similar land use laws and regulations or in health, safety and 

environmental laws, rules and regulations . 

• Changes in travel patterns. 
• Changes in operating costs including, but not limited to , energy, labour costs, insurance and 

unanticipated costs such as water damage and its consequences. 
• Disputes between hotel management companies and owners of properties, and franchisees which 

may at times result in litigation. 
• The availability of capital to allow property developers, hotel management companies , potential 

hotel owners and franchisees to fund construction and investments. 
• The financial condition of the airline industry and the impact on air travel. 

§6.5.4 Hotel Operating Structures 

Depending on the required returns and appetite for risk, participants in the hotel industry have diverse 
operating structures. Consequently, hotel real estate can be exploited in the following five ways231

: 

[1] Self-Operated Hotel. Under this structure, the entity, which owns the property, directly controls 
and manages the business (a) independently of any second-party assistance; (b) with membership in 
a referral system ; or (c) under a franchise agreement. Owners can be individuals, corporations (either 
private or public) , real estate investors, or several types of partnerships (e.g. , joint ventures). 
Generally, ownership offers the possibility of future gains from hotel profits and appreciating asset 
values if the property is effectively market and efficiently managed. In regions with stable economies 
owners usually own the hotel property, the furnishings, fixtures and equipment (FF&E), and often the 
land on which the hotel is constructed. 

230 STARWOOD Hotels & Resorts Worldwide, 2003. Annual Report 2002. 
231 Rushmore, S. , 2001 . Hotel Investments Handbook; Van Bruggen, M. and Hoogendoorn, E. , 2003. Zwaar weer, maar geen 
echte averij. Hospitality Management, volume 12, nr. 4, p. 27; Hanson, B. and Smith, R.A. , 1999. Overview of the Lodging 
Industry. Hotel Investments Issues & Perspectives; Van Onna, FAM., 1992. Ontwikkelingen op de hotelmarkt en de 
waardebepaling van hotels; and, De Haast, A., 2000. Asset Management. Developing Hospitality Properties and Facilities. 
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[2] Lease Agreement. Lease agreements have become widely established in the European hotel 
investment market. The main reason for this rise is that leased hotels are preferred by institutional 

investors (such as pension funds and insurance companies) as it provides a secure long-term return 
on their investment. A lease agreement is a simple way of avoiding all the operational complexities. 
The indexed lease provides returns that are safe around, lowering the risks involved, and increasing 
the marketability of the property. Besides, lenders involved in hotel debt financing tend to limit their 
attention to leased hotels in contrast with hotels that are operated by a management contract. 
Subsequently, lease agreements enable property developers to find the necessary end-investor and 
lender more easily. 

[3] Management Contract. A management contract is an agreement between a management 
company (operator) and a property owner (hotel investor) whereby the operator assumes complete 
responsibility for managing the hotel. As a result, the owner must rely completely upon the operator's 
ability to promote the property effectively, efficiently, and generate adequate profits to cover the 
owner's debt service and other costs. Moreover, a management company prepares and implements 
annual budgets for the hotel and is responsible for allocating property owner funds for periodic 
maintenance and repair of buildings and furnishings. A significant part of the larger, quality hotel stock 
worldwide is now operated on this basis although the detail terms and conditions of contracts do vary 
widely. Since the operating result for a hotel is an uncertain factor, giving rise to high risks, most 
investors prefer not to get involved in hotel developments based on a management contract. 

[4] Bipartitely Management Contract. Under this structure, the hotel chain acts as a management 
company for a specific hotel, but is also responsible for the hotel property in economical and legal 
respect, for instance by taking an interest in a company (new established if desired) that owns the 
hotel. The existence of this bipartitely relation or intermediate form is due to a threesome causes: (i) 
the hotel chain doesn't have substantial means (liquid assets) to obtain full ownership; (ii) the hotel 
chain assumes that by its operation and management a surplus value arises, of which the chain also 
wants to receive a part; and (iii) because of the fact that investors are often not interested in a one
sided management contract. 

[5] Franchise Agreement. A hotel franchise is essentially an agreement between a hotel chain 
(franchisor) and a hotel owner or investor (franchisee), wherein the hotel chain allows the owner to 
make use of the chain's name, trademarks, and various services (e.g., a central reservation system 
and defined operational procedures) in return for which the hotel owner pays the hotel chain a 
franchise fee. Under such an agreement, the chain has no ownership or financial interest in the hotel 
and is not directly responsible for its economic success. However, the hotel property should be 
operated according to the product formula of the hotel chain . Some examples of franchising 
companies are Cendant Corp., and Choice Hotels International. 

Combined with the wide geographical spread of hotels, a balanced range of hotel operating structures 
means a hotel company or investor is in a good position both to weather economic downturns and to 
take advantage of strengthening economies232

• Moreover, the geographic diversification of a hotel 's 
portfolio helps to balance the risk associated with market volatility and the cyclically aspect of hotel 
markets. In this way hotel companies or owners can proactively respond to country and product risks 
and manage their hotels more effectively. 

So, structures of operation are determined region by region to optimise profitability. To optimize 
profitability, hotel operating structures are implemented depending on each region's characteristics. By 
analysing and comparing the annual reports of various leading hotel companies in the world it 
becomes clear that, in general, hotel companies allocate their financial resources following Figure 6.3. 

232 Hanson, B. and Smith , R.A. , 1999. Overview of the Lodging Industry. Hotel Investments Issues & Perspectives 
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Figure 6.3: Types of Hotel Operating Structures. 
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As notified in Figure 6.3, most hotel companies want to be represented , by their range of brands, in all 

potential markets worldwide. However, a region's characteristics and circumstances stipulate the 

conditions by which a hotel company enters into an agreement. As an indication, Figure 6.4 shows 

the hotel portfol io of Accor. Accor's global hotel portfolio primarily consists of owned (22%), leased 

(42%), managed (17%), and franchised (19%) hotels233
. 

Figure 6.4: Hotel Portfolio Accor by Type of Operation, Broken Down by Number of Rooms (2002). 
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Source: Accor Hotels, 2003. Annual Report 2002. http://www.accorhotels.com. 

A property developer who wants to buckle down on hotel property developments should understand 

the type of agreements hotel companies want to negotiate. However, for hotel property development 
only two types of agreements seem important234

: (i) the management contract ; and (ii) the lease 

agreement. The following two subparagraphs will provide a detailed discussion about the contents of 

these two types of hotel agreements. Although the important details of these contracts are beyond the 

scope of this thesis, it should be noted that a thorough knowledge is required for the ones that are or 

want to get involved in hotel property development. 

233 Accor Hotels, 2003. Annual Report 2002. http://www.accorhotels.com. 
234 Banz, C. , 2003. Operation of Hotels; Some Legal Observations. Presentation presented at the Hate/Benchmark Congress, 
Amsterdam 26 November 2003. 
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§6.5.5 Management Contract 

This paragraph describes general characteristics and trends of management contracts235
. However, it 

should be mentioned that it is inappropriate to apply these characteristics to a specific management 

agreement under negotiation. 

Term. In Europe, management agreements tend to have a long term . The average term length is 19 

years and 62.1 % of the agreements have a term of 20 years or more. 

Renewal Term. Only 55.2% of the agreements contain option provisions. Of those agreements that 

include renewals, the most popular option is two periods of five years with the next most common 

being unlimited options of five years. There seems to be a trend of having shorter initial terms with an 

option to extend the contract. A shorter initial term provides the owner with more flexibility and the 

opportunity to benefit from an unencumbered sale at the end of the term . 

Management Fees. A management fee is the compensation a hotel company receives for providing 

the various services called for in a management contract. The fee must be enough to both cover the 

management company's operating expenses and provide an adequate profit. For first-tier hotel 

companies, the management fee covers both their management services and the value of their chain 

identity; second-tier operators are compensated for their management services alone236
. Management 

fees are comprised of a base fee, which is generally based on a percentage of gross revenues, and 

an incentive fee, which is generally based on the property's profitability. 

Base Fee. Under the arrangement known as the base fee, the management fee is determined solely 

by a percentage of Gross Revenue, creating an incentive for the operator to increase marketing 

efforts and other activities that increase sales volume. The drawback to this arrangement is that the 

base fee provides no incentive to minimize operating expenses. If the entire management fee is in the 

form of a base fee , the operator can theoretically increase marketing and sales efforts to the point at 

which the highest possible revenues are reached , but any margin of profit is eliminated. 

The base fee payable to an operator is generally 3% of Gross Revenue237
. The base fee for three 

star hotels tends to be less than hotels with a higher star rating, however, there is no discernable trend 

between four and five star hotels238
. 

Incentive Fee. In 34.5% of European agreements, the incentive fee is scaled as a percentage of 

Gross Operating Profit (GOP). The range of incentive fees is much more widely spread than base 

fees. Many agreements specify a sliding scale , for example 5-15%, for incentive fees. The average 

incentive fee is 6.9%, and the most popular fee is 10%. The stepped incentive fee links the fee closer 

to the actual performance of the operator, thus, the higher the achieved GOP level, the higher the 

incentive fee. 

Almost half of the European contracts contain performance guarantees by the operator in favour of 

the property owner. An operator guarantee gives a degree of certainty of return to the owner. 

Guarantees are predominantly one of two forms : (i) guarantees of a certain percentage return on the 

owner's investment; and (ii) guarantees of a minimum fixed profit. 

Operators understand the need of investors to receive the maximum net income possible from hotel 

operations, but they also realize that in some instances they have little control over operating results. 

In overbuilt markets or depressed economies, even the best management companies find it difficult to 

235 Jones Lang LaSalle Hotels, 2001 . Management Agreement Trends Worldwide. Issue No. 7, June 2001 . 
236 Rushmore, S., 2002. Hotel Investments Handbook. 
237 Hoogendoorn, E., 2003. Hosta 2003. Presentation presented at the Hate/Benchmark Congress, Amsterdam 26 November 
2003. 
238 Jones Lang LaSalle Hotels, 2001. Management Agreement Trends Worldwide. Issue No. 7, June 2001 . 
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generate suitable profits. The same is true for new hotels, for which a period of occupancy build-up 

and initial operating losses are expected. To protect themselves from these uncontrollable external 

factors, management companies seek to have the bulk of their fees calculated as a percentage of 

revenue (usually total revenue), which may decline somewhat when adverse conditions affect the 

property, but is never totally eliminated. 

Most management companies are able to cover their actual operating expenses with the base fee. 

Expressed as a percentage of gross revenue, the operating expenses to the management company 
generally range from one to two percent. A base fee of three percent of total revenue will cover all of 

the operator's costs and leave an adequate profit. The incentive portion is therefore largely profit. 

The cost of management can absorb a substantial portion of the cash generated by a hotel. Simply 

put, quality hotel management is expensive. Depending on the operator and the terms of the 

management contract, the total management fee, expressed as a percentage of the cash flow after 

debt service, can be as much as 70 to 85 percent. If the occupancy level is low, as in the case of a 

newly opened hotel, the total management fee could exceed the cash flow after debt service, meaning 

the investor would have to contribute additional capital to the venture. To assist investors during start

up periods and provide lenders with an additional debt service cushion , most hotel management 

companies will subordinate their incentive fee to debt service. This means that if the income before 
debt service is insufficient to cover the mortgage payment, the management company would either 

forgo or defer their incentive management fee. 

Capital Expenditure. The future owner must contribute adequate financial resources to allow the 

operator to manage the hotel in a manner consistent with the operating standards. Hence, property 

owners are obliged to provide sufficient capital expenditure to maintain the hotel at its specified 

standard, particularly in relation to five star hotels. 
The vast majority of European agreements include a specified FF&E Reserve. There is no obvious 

standard structure of the reserve, with the percentages of Gross Revenue spread quite evenly around 

the 1-5% range. This range is mainly used for new developments that require less FF&E Reserve in 

their first years of operation . Generally, from year five onwards the FF&E Reserve is between 3% and 

5% of Gross Revenue annually. 

Termination. A management contract gives the operator total operational control of the property. If 

the management company operates the hotel in a competent manner, this loss of control is not a 

problem. However, if the property is mismanaged, the hotel investor may find it extremely difficult to 

remove the incompetent operator. As a result, a great number of management agreements have 
included specific standards that allow owners to terminate operators who do not achieve certain levels 

of performance. However, the reputation of the hotel can be badly damaged if new management is not 

quickly in place. 

Non-Compete. Almost half the European agreements include non-compete clauses, which are most 

commonly for the duration of the term. Interestingly, in a number of agreements where an operator 

has a family of brands, the agreement contains a non-compete clause for the whole term in relation to 
the brand of the subject hotel, as well as a shorter period of non-compete for other competing brands 

under the operator's umbrella. 

Operator and Owner Risks in a Typical Management Contract. The distribution of risks between 

investor and operator depends upon two factors239
. First, the high risk and commensurate return of 

hotel investments are assumed by the investor, not by the operator, under a management contract. 

Unlike the traditional lease, in which the owner is guaranteed a fixed lease payment that covers debt 

service, insurance, and taxes , leaving the operator to benefit or suffer from fluctuations in cash flow, 

239 Saegert, A.M. and Lee, S.S. , 2003. When Hotel Owners Are At Risk. The Real Estate Finance Journal, Winter 2003. 
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the management contract guarantees the operator management fees and passes the remaining cash 
flow on to the owner for meeting debt service, insurance, and taxes. If operating cash flow is high , the 
owner enjoys a high return; if operating cash flow is low, the owner suffers a loss. 

Second, the investor assigns all operating responsibility to the operator and is restricted from 
interfering with or influencing the operation of the property. As a result, the owner must rely completely 
upon the operator's ability to promote the property effectively, efficiently, and generate adequate 
profits to cover the investor's debt service and other costs. 

Operator and owner risks in a typical management contract agreement are summarised below240
. 

Management contracts have certain risks to both the hotel company and hotel investor. In order to 
negotiate and structure an equitable agreement, the property developer should understand the risks 
for entering into a management contract. 

Operator Risks: 
Financial Risk. Financial risk is low compared to operator-leased or operator-owned properties. 
Assuming that the managed property is operating above its break-even volume, a lower return on 
sales is realised compared to an operator-leased or operator-owned property. If the property is 
operating below its break-even volume, cash deficits must be made up by the investor, not the 
operator. The management company has no financial exposure and essentially covers its 
operating expenses and makes a small profit from the base fee and makes an even larger profit 
from any incentive fee. 
Dependence on Owner's Continued Financial Strength. Since the owner is required to supply 
additional funds when cash flow is inadequate to meet operating and debt-retirement needs, the 
operator is dependent upon the investor's ability to provide, if needed, long-term cash infusions. 
Little Influence on Ownership Decision-Making. Unless the operator has made an equity 
contribution to the project, he has minimal influence on ownership decisions regarding the sale or 
disposition of the property. 
Risk of Contract Termination. Termination of contract by the investor prior to or at the end of the 
agreed-upon term can result in the operator's loss of a competitive location and loss of prestige. 

Hotel Investor Risk: 
Loss of Control. By turning over all responsibility for the day-to-day operations to the operator, the 
investor has no control over the hiring and firing of personnel, the setting of prices, the 
determination of costs, and the use of cash generated before all expenses, including the 
management fees, have been paid. He must rely completely upon the operator's discretion. 
Fee. The management fee is paid over and above the normal operating expenses of the 
operation, thereby lowering the profit the investor would receive if he operated the property 
himself. Consequently, the investor must be convinced that the operator is generating adequate 
additional income to more than cover the management fees. 
Financial Risk. Under a typical management contract, the hotel investor is financially responsible 
for all working capital, operating expenses, and debt service. Since no fixed rental income is 
required from the operator, as in a lease, the investor bears the full risk of the operation's inability 
to meet operating expenses and debt payments. Conversely, however, the investor's return will be 
greater under a management contract than under a lease if the property experiences above
average volume and is efficiently operated. 
Difficulty of Contract Termination. The investor can generally terminate the contract only if he can 
prove gross negligence on the part of the operator, or in the event of bankruptcy, insolvency, 
merger, or corporate reorganisation of the operator. 
Possibility that Operator Favours Operator-Owned to Operator-Managed Properties. Many 
investors express the belief that operators place their best managerial talent in their owned 

240 Eyster, J .J., 1988. The Negotiation and Administration of Hotel and Restaurant Management Contracts, third edition . 
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properties and favour them with group business bookings at the expense of their managed 

properties, since the return from an operator-owned property is greater than from an operator

managed property. 

§6.5.6 Lease Agreement 

Lease contracts for hotel properties are often unusual, with a rental fee that is sometimes fixed and 

sometimes performance related (profit sharing of GOP). Lease contracts are usually long-term; often a 

minimum period of 20 years with a prolongation per 5-1 O years241
• 

The choice of type of lease is essentially governed by the following factors: (i) type of hotel ; (ii) 

belief in the hotel market; (iii) the operator that will manage the hotel; and (iv) length of the lease. The 

four types of lease found in the hotel property sector are242
: 

Fixed-Fee. 
Turnover Lease: 

Revenue-Based. 
Result-Based. 

Management Lease. 

Fixed-Fee. A fixed-fee lease is an agreement between a hotel company and a hotel investor whereby 

the hotel company leases the hotel (land, improvements, and sometimes the furniture, fixtures, and 

equipment) from the investor. The hotel company thus becomes the tenant and assumes all operating 

responsibilities, as well as the financial obligations of funding, working capital, operating expenses, 

and rent. The investor is passive with respect to all operating decisions and is not responsible for 
working capital or operating expenses. The hotel company receives the residual net income after all 

expenses, including rent, are paid. Fixed-fee leases with an index linked to the development of the 

Consumer Price Index (CPI) are used in mature markets and in well-established hotel products. A 

fixed-fee lease limits the risk but also the potential. 

Turnover Lease. A very successful variation of the lease is the turnover rent provision, which allows a 

greater share of risk and reward between property owner and operator243
. Here, the rental income is 

separated into separate risk tranches. The first tranche, or base rent, is fixed, certain and indexed on 
an annual basis (Figure 6.5). The second tranche is geared to trading performance or profitability. The 

advantage of this structure is that the investor has a known downside risk and a rental profile that 

offers better growth prospects in line with trading performance. As some investors have begun to 

understand better the cyclical nature of the hotel industry, they now accept a turnover base rent244
. 

Revenue-Based. Revenue-based hotel leases are linked to the sales generated by the hotel 

business. This form of lease provides investors with a share of growth in both the market as a whole 

and in the market share. To limit the risk, these leases generally specify a minimum guaranteed 

amount of rental revenue. 

Result-Based. A result-based hotel lease implies that the hotel investor receives a share of the hotel 

operator's operating net. The operating net is created by the prevailing market situation, market share, 

and the hotel operator's abil ity to run the business efficiently. This type of lease requires that the hotel 

investor understands the operator's financial control system. Result-based hotel leases can also 
specify minimum guaranteed rental revenue. This form of lease is suitable in markets with rapid 

growth in conjunction with changes in the business that create strong growth in earnings. 

241 The mentioned contract forms and its restrictions are very general and just meant as indication. Actual lease contracts may 
be more complicated. 
242 Pandox, 2004. http://www.pandox.se. 
243 Jones Lang LaSalle Hotels, 2004. Hotel Investor Sentiment Survey, May 2004. 
244 CB Richard Ellis Hotels, Gammage, 0 ., 2003. The State of Europe 's Hotel Finance Market. 
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Figure 6.5: Value Operational Linked Real Estate. 
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Management Lease. A management lease can be perceived as a sort of agent contract. The main 
characteristic is that the hotel investor also owns the hotel business. Through a management lease, 
an operator/manager is assigned to operate and manage the hotel on behalf of the investor, 'manage 
the manager', for which a management fee is paid to the operator/manager. Management leases can 
be suitable for hotel property companies or investors with specialist expertise where one can integrate 
the operator's activities with its ownership, and thereby obtain a greater portion of the operating net. 
With this type of lease, unlike those described before, the investor does not have to take into account 
the indirect rights of possession, as there is no tenant. 

A lease agreement contains advantages and disadvantages for investors and operators245
. An 

investor realizes the following advantages: 

The investor retains title to the property, which provides possession and creates residual value 
when the term of the lease expires. 
The financial risk to the investor is minimized, particularly if the hotel company is creditworthy and 
has guaranteed a minimum rent. Often, a bank guarantee or parent company guarantee of escrow 
account at one-to-three times the rental amount is required. 
The investor has no operational responsibilities. 

The investor faces the following disadvantages: 

Maintenance, repair and replacement construction related elements of real estate (e.g., 
installations) are for the lessor. Other maintenance, repair and replacements (including FF&E) are 
for the lessee. The operator has little incentive to maintain the property in top condition as the 
lease term nears its expiration date. For this reason, many hotels are returned to investors in poor 
physical condition, as well as with a tainted reputation. Furthermore, because much of the existing 
business is often diverted to other hotels managed by the operator, few reservations are on the 
books for the investor or new tenant. 

A hotel lease places the investor in a passive position. Under such an agreement, the investor has 
no input in the operations of the hotel or control over the hotel management; it is the business of 
the operator. Little can be done if the property is not operated in a profitable and appropriate 
manner unless the terms of the lease are violated. 

If the hotel is extremely successful, the investor does not participate in the financial rewards to the 
extent of an operator. Thus, the potential for profit is somewhat limited. 

245 Rushmore, S., 2002. Hotel Investments Handbook. 
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Leases are difficult to terminate. Unlike a management contract, a lease creates an encumbrance 
on the real estate that gives the tenant specific rights of possession. 

There are several advantages in a lease agreement for the hotel operator. 

The operator has total control of the hotel during the term of the lease with very few approvals 
required from ownership. 
A profitable hotel creates a leasehold value that can sometimes be mortgaged by the operator. If 

the terms of the lease permit a transfer, the leasehold value can also be realized through a sale. 
The upside profit created by a successful hotel will solely benefit the operator, who receives 
whatever money remains after operating expenses and lease rental have been paid. 

The disadvantages for a hotel operator are as follows: 
The hotel operator loses possession of the property when the lease term expires. 
The leasehold loses its value as the term of the lease expires. 

The financial risks of operating the hotel are borne by the hotel company, so the operator must 
have a net worth great enough to be able to incur the exposure. Besides, in case of a new hotel 
development, a hotel company is exposed to an actual cash loss with a lease contract if the hotel 
experiences a slow occupancy build-up. 
Leasehold interests create contingent liabilities on corporate balance sheets that can adversely 
affect the value of stock in publicly traded companies. 

After analyzing both the management agreement and the lease contract, it may be concluded that 

one favours the operator too much and the other favours the investor too much. However, both parties 
are interested in a long term partner who understands that a lease and a management contract are 
both one sided arrangements. Although the management contract and lease agreement are the most 
common and widely used contract forms in hotel property development, between both there is a broad 
range of operating structures each with a different risk/reward profile. For instance, if an operating 
company wants to benefit beyond its management fee from the upside returns of a strong property, it 
will usually attempt to negotiate a joint-venture position with the investor246

. If the investor is unwill ing 
to share an ownership position, the operator may sign a lease in order to benefit from the upside 
return and to secure its position at the property. Consequently, the property developer, for any location 
or mixed-use project, should be capable to find a tailored format to suit both future partners. However, 
life is never simple as Figure 6.6 illustrates. 

Figure 6.6: Risk/Reward Profiles of Various Agreement Forms. 

Source: Payer, R. , 2003. The Way to a Marriage Made in Heaven. Presentation presented at the Hate/Benchmark Congress, 
Amsterdam 26 November 2003. 

246 Den Ridder, J.W., 1994. Hotels, from ego trip to rational investment. 
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§6.6 LOCATION PREFERENCES HOTEL COMPANIES IN NEW DEVELOPMENTS 

Hotel companies believe that they need strong brands in major markets worldwide based on the global 
recognition of these company's hotel brands. Capturing the international guests' demand depends on 
having a network of hotels in attractive locations around the world, since these guests tend to have a 
circuit of key cities that they frequently visit247

• If a traveller once has chosen for a particular hotel 
chain, he is expected to book a room with the same chain in another city or country. Therefore, hotel 
companies strongly develop a distinguished and diversified group of hotel properties that appeal to 
various market segments, well positioned in the most attractive markets. This gives them a 
sustainable competitive advantage, also meaning that all their brands can happily co-exist in close 
proximity. Airline companies that exploit or participate in hotels also dictate a great interest in a 
worldwide hotel network {for instance, Nikko Hotels International is owned by Japan Airlines). It is their 
philosophy to offer its passengers a hotel bed in all major cities on which they fly. Besides, a global 
hotel network offers airline companies relatively cheap stay-over possibilities for its crew. 

The benefit of going global is primarily diversification and the opportunity to earn higher returns. 
Capital will tend to flow from low-yield origins to higher-yield destinations with GDP representing the 
potential of emerging and developing markets248

. However, investing across borders brings with it 
practical problems as taxation, market transparency, current volatility and risks multiply as the 
perspective broadens. 

As hotel companies a/o chains evaluate inner city locations in a larger context due to branding and 
international reservation systems, hotel companies or its chains do not seem to have specific location 
preferences in major cities when they decide to develop and operate a new hotel property (Huizing, 
2003) . Huizing [2003] furthermore states that an ideal location in a city does not seem to exist. 
However, Van Aelst [2003] does suggest that hotel companies a/o chains have a preference for 
central locations within a city (i.e., waterfront, train station). Moreover, according to Starwood Hotel & 

Resorts [2003], hotel companies intend to explore opportunities to expand and diversify a company's 
hotel portfolio through selective acquisitions of existing properties (undervalued hotels or portfolios of 
hotels) and new developed properties domestically and internationally that meet some or all of the 
following criteria249

: 

Quality hotels in strategic central locations as major metropolitan areas, inner cities, and business 
centres (in areas that offer easy access, as well as shopping, theatre, restaurants, nightl ife, and 
parking facilities) . 
Major tourist hotels in markets that have favourable demographic trends. 
Hotels in major markets with major room demand generators such as office, retail or convention 
complexes, airports, tourist attractions, events, politics or universities. 

Additional location considerations for hotel companies are250
: 

No other group hotel in the city might compete with the new hotel property development (e.g. , 
Hilton International indicated that, according to the contracts with existing Amsterdam Hilton 
Hotels, it is not permitted to take new initiatives for the development of a new hotel in Amsterdam). 
Future expanding opportunities with respect to zoning plan, environmental legislation, etc. 
The high development costs and laborious and very time-consuming procedures to build on the 
best inner city locations. 

247 lnterContinental Hotels & Resorts, 2004. http://www.ichotelsgroup.com. 
248 Jones Lang Lasalle Hotels, 2003. Hotel Investment Strategy Annual 2003. 
249 Starwood Hotels & Resorts Worldwide, 2003. Annual Report and Financial Statements 2002; and, Economisch Bureau ING, 
2003. Sectorstudie Hotellerie, mei 2003. 
25° Collins, D., 2001 . New Hotel Architecture and Design. 
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§6. 7 SELECTING THE RIGHT MANAGEMENT COMPANY 

Selecting a hotel management company with the specific capabilities necessary for running a 
particular property is one of the key steps in a hotel property development. Selecting the right operator 
often means the difference between a successful hotel development and a major financial failure. 
Since a number of operating alternatives exist, each of which provides certain advantages and 
disadvantages not present in the other choices, property developers (for the benefit of investors, 
operators and lenders) must carefully analyse which alterative will best meet the needs of the project 
concept (location, product, and image), its market position, and the level of management expertise 
necessary251

. Buying on price alone (i.e., low fees) is wicked, because a property developer is really 
buying a brand, a reservation system, a source of business, management expertise, a reduction to 
risk, et cetera252

. 

Despite the fact that the management selection process is principally driven by the investor's 
investment objectives and by the number of suitable operators in a market, the following section 
describes a guide on the selection process for finding, negotiating, and retaining the hotel 
management company best suited for a particular project. The following contents will be outlined and 
may be seen as an important addition to the information provided in paragraph 5.S253

: 

Analysis of Market Study. 
Selection of a Management Company. 
Consultation with Project Team. 
Issues During Management Company Selection. 
Negotiation Process . 

Analysis of Market Study. The first step in selecting a hotel management company is to analyse the 
findings of the market study for the project in order to determine the type, class, and market position of 
the subject property. The findings of the market study that bear most closely on the selection of a 
management company are the following: 

Current and future demand for transient accommodations, including demand growth rates. 
Characteristics of demand, including market segmentation, rate categories, average length of 

stay, seasonality, special requirements, and facility needs. 
Current and future supply of hotels (competition). 
Characteristics of supply, including market segments, rate categories, facilities, location, image, 
and reputation. 

Several basic characteristics of the subject property can be determined from these areas of the market 
study. In turn , these characteristics are used to determine the sort of management company best 
suited to the property. The following characteristics must be analysed in this regard: 

Market Segment. The primary and secondary market segments (i.e., commercial, meeting and 

convention, and leisure) that are expected to be captured by the facility must be identified, with an 
estimate as to what percentage each segment will represent as part of the whole. Information 
pertaining to the potential future growth of each segment and the expected competition is also 
useful. The data serves as a basis for determining the level of services and type's of facilities and 
amenities needed to attract the intended market segment. The facilities (e.g., food , beverage, 
meeting and banquet, recreational, amenities, and shops) within a hotel project must be as 
carefully evaluated as the number of guest rooms. Building more facilities than are actually 

251 Eyster, J.J., 1988. The Negotiation and Administration of Hotel and Restaurant Management Contracts, third edition. 
252 Payer, R., 2003. The Way to a Marriage Made in Heaven. Presentation presented at the Hate/Benchmark Congress, 
Amsterdam 26 November 2003. 
253 Eyster, J.J ., 1988. The Negotiation and Administration of Hotel and Restaurant Management Contracts, third edition ; and, 
Jones Lang LaSalle Hotels, 2001 . Management Agreement Trends Worldwide . Hotel Topics Issue No. 7, June 2001 . 
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needed will reduce profit potential. Too few facilities will not satisfy the market and could reduce 
the competitive standing of the property. 
Room Count or Size of Hotel. Many factors go into establishing optimum size. For example, site 
and zoning restrictions can place limits on the permitted number of buildable units. Market-related 
supply and demand considerations will also either push the size upward or will hold it down 
depending on future expectations. Finally, economic influences such as land values, construction 
costs, a property's critical mass, and economies of scale will affect the final room count. 

The purpose of this stage of analysis is to define broad project parameters, rather than specific 
guidelines. The actual layout and design of the subject property should be done in conjunction with the 
hotel company ultimately retained to manage the project. The company will be responsible for 
generating profits, so the hotel should be specifically planned to fit its mode and style of operation. 

Selection of a Management Company. To narrow the search for a management company, it may be 
stated that a first-tier management company would be the most appropriate choice to manage a new 
hotel property as component of an inner city mixed-use project, due to: 

The findings of Chapter 5. 
The formulated advantages and disadvantages as described in Paragraph 6.6. 1. 
The investor's investment objectives (see also Chapter 7). 

The lender's objectives. The lender is the important third party in the choice of an operating 
agreement, because of his financial exposure in the project. To protect this exposure, the lender 
wants to ensure that the property can generate its projected volume of business, profitability, and 
coverage ratios to meet debt service. As a result, the lender will usually insist upon affiliation and 
professional management in the form of a first-tier chain operating company. 

If the property developer decides to use a first-tier management company, the first step that should be 
taken in order to choose a particular operator is to determine what operators are already in the 
market254

• Generally, companies not currently represented are the most likely candidates , but a 
particular company should not be ruled out if it is active in the market; occasionally, a company will 
make a move in favour of a better project255

. 

The property developer should look for operators that have a high level of recognition and market 
identification in the segments and class determined to be best suited for the subject property by the 
market study. A commercially oriented chain, for example, would not be likely to have the marketing 
infrastructure to succeed with a convention hotel. Moreover, property developers should look for 
operators with similar properties situated in feeder cities that have established reputations. 

Consultation with Project Team. Before narrowing down the field of candidates, the property 
developer should consult with members of the subject property project team and ask for their 
suggestions. This step is particularly important if an investor can be identified at this stage. Hotel 
investors can have definite opinions as to which operator would be best suited for a project, and as a 
result, considerable time can be saved if their input is solicited early in the selection process. 

In the main, hotels are valued on profitability. Therefore, the ability of an operator to maximise 
profitability is critical if the property is to eventually realise its true asset value potential. Again, the 
investor's investment objectives will have a direct impact on the type of operator selected. There is no 
doubt some operators perform far better than others, not only due to their ability in cost management, 
but also because of their developed sales and marketing network, which allows them to spread 
marketing costs and administrative overheads. Ultimately, the property developer's and his advisor's 

254 There are in excess of 300 hotel brands worldwide from which to choose. Interestingly, the ten largest brands control almost 
10% of the world's room stock. 
255 Hotels, 2000. Hotels Magazine, July 2000. 
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role is to maximise asset value for the investor, and the identification of which operators can achieve 
this is crucial. However, property developers should not select a hotel operator purely on an investor's 
recommendation, because, in the end, the hotel property should contribute to the overall success of 
the inner city mixed-use project. 

Issues During Management Company Selection. Against the mentioned criteria, a restricted group 
of five to ten operators should be approached to submit a proposal to manage the property. The 
operators will be given a timetable and must be requested to submit a detailed proposal to manage 
the property including items such as the following256

: 

Company Profile. The profile should contain a description of the present status of the company 
and its plans for the future. The profile should also contain information regarding the number of 
properties currently under contract, their locations, facilities, amenities, ages, market orientations, 
number of years under contract, the identities of the owners, development assistance, description 
of any existing or pending litigation against the company, description of the company's personnel, 
training, and recruiting practices, and, finally, whether the operator has an equity interest. 
Suggested Branding and Outline Marketing Plan. 
Operating Performance. One of the most important issues in the hotel management company 
selection process is whether a particular management company can make money for the investor. 
The most efficient method of evaluating the operational expertise of a hotel management company 
is to examine the actual financial performance of properties they operate. 
Operating Projections and Details of Proposed Fees. The preparation of a five- or ten-year 
projection of income and expense (including management fee) for the subject property should be 
considered. The purpose of this is twofold. First, the projection establishes a basis for judging the 
hotel company's future management performance. A performance standard can be established 
from these projections and incorporated into the management contract, with termination provisions 
keyed directly to projected operating levels. Second, it pinpoints the operator's anticipated 
earnings from the management contract. This information is useful when negotiating the fee 
structure portions of the agreement. If the operator is optimistic in projecting profit, that operator 
might appear to be a favourable choice compared with other management companies. The 
projection of income and expense prepared by the management company should be checked 
against the actual operating performance shown in the financial statements of the comparable 
hotels to verify that the results are achievable. 
Details of Critical Commercial Terms. Important issues are (i) term and option periods; (ii) 
termination provision; (iii) guarantees; and (iv) non compete provisions. 
Sa/es and Marketing. One of the most important considerations in the selection of a hotel 
management company is the ability of a company to generate business through various sales and 
marketing programs. Some of the components of a sales and marketing structure include central 
and regional sales offices, a reservation system, frequent guest programs, a convention and group 
sales data base, marketing organization, and various public relations and publicity functions. 

Negotiation Process. Once the number of management companies has been reduced to a 
manageable two or three, bargaining may begin. As the negotiation process is unique for each hotel 
development, it seems difficult to give general verdicts concerning negotiation strategies, bargaining 
positions, the major terms of a contract, and clauses and provisions. However, the usual major terms 
that form the basis of agreements and that are primary issues in the negotiations are broad topics 
whose full discussion would go beyond the scope of this thesis, but they form a necessary context for 
property developer's concern. However, these topics are identified in James Eyster's Negotiation and 
Administration of Hotel and Restaurant Management Contracts [1988]. 

256 Eyster, J .J ., 1988. The Negotiation and Administration of Hotel and Restaurant Management Contracts, th ird edition ; and, 
Jones Lang LaSalle Hotels, 2001 . Management Agreement Trends Worldwide. Hotel Topics Issue No. 7, June 2001. 
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Chapter 1 identified three problems that may occur in the selling process of new developed hotel 
properties: (i) interesting end-investors; (ii) determining the selling price; and (iii) arranging funding for 

the investor. Hotels are unique real estate investments because they contain many elements, as 
business value and operating risks, not typically found in other properties. These characteristics affect 
the risks and the benefits associated with hotel investments and demonstrate the highly specialised 
nature of this type of real estate. To improve the selling process, a familiarity with hotels as 
investments and investment sector is essential for property developers. Hence, this chapter examines 
the structural, operational, and investment characteristics of hotel properties that are most meaningful 
to the property developer and investor. 

The discussion consists of four sections. Firstly, paragraph 7.2 describes how hotel properties fit 
into the commercial real estate investment universe. It looks into some of the rationale behind hotel 

real estate investment and compares and contrasts the key structural components of the hotel sector 
with the office investment market. Identification of the relationship may assist property developers and 
investors to pre-empt the behaviour of these sectors in the future. 

Secondly, paragraph 7.3 identifies why hotel properties represent an investment opportunity for 
investors. For this benefit, the main hotel investors active on the European market and their 

requirements will be identified. Furthermore, common investment themes of hotel properties are 
discussed to improve hotel fundamentals, placing specific emphasis on their unique risk and return 
characteristics. Finally, this paragraph discusses the (future) role of hotels in an investment portfolio 
and suggests portfolio mixes. 

Thirdly, as property developers and investors are confronted with some specific valuation problems 
concerning the forecast of the proper yields necessary to determine the (investment) value of a new 
developed hotel property, essential knowledge of the main valuation methods will be provided and 
applied in paragraph 7.4. 
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As stated in Chapter 1, property developers generally arrange funding for the investor to complete the 
deal and to finance construction. Because the hotel industry has earned a reputation as a high-risk 
business, few traditional lenders are interested in providing funds for hotel investments. Moreover, 
lenders take various other factors into consideration when deciding to provide debt financing for new 
hotel properties than in case of traditional commercial real estate. Hence, fourthly, paragraph 7.5 will 
explore the various financing techniques and sources of capital commonly used in the hotel sector. In 
addition, it discusses what the hotel developer should consider when obtaining funding. 

§7.2 HOTEL PROPERTY IN THE COMMERCIAL REAL ESTATE UNIVERSE 

Hotels, nursing homes, hospitals, theatres, and recreational facilities are all special-use or income
producing properties - having little or no alternative use. Unlike other property types, special-use 
projects have two investment elements: (i) the real estate itself, and (ii) the specialised business for 

which the property is used. Investors purchasing special-use properties buy both and assume the risks 
of both. Thus only relatively sophisticated investors who wish to specialise in analysing and managing 
the unique business situation created by the special-use property should consider these properties. 

Although there are similarities between hotels and other commercial properties in terms of land and 
buildings, hotel properties differ from other types of property in the following aspects257

: 

One of the most distinguishing features of the hotel market that separates it from other commercial 
real estate markets is its lease structure. Unlike office, retail and industrial space that usually rely 
on long-term leases, hotels rely on daily check-ins and daily check-outs, which are highly sensitive 
to underlying economic conditions. For instance, during 2002, 864 transactions, often with a long
term lease, took place in the Dutch office sector. In the hotel sector, during the same year, 
assuming a 70.9% occupancy rate, a total supply of 63,588 hotel rooms, and an average length of 
stay of 1.7 days, almost 10 million transactions took place258

. 

To accomplish the goals of executing 24-hour leases and operating other related businesses, 
hotels require specific management expertise and are very labour intensive. The high labour costs 
in Europe tend to average approximately 40%-50% of gross revenues per property. 
Hotels are also capital intensive and require more capital expenditure than other real estate 
assets. The excessive use of a hotel property requires annual capital expenditures for property 
renovation and improvements to remain attractive and competitive (the life-cycles for major 
renewals or refurbishment are illustrated in Supplement 10). This especially concerns the 
furniture, fixtures, and equipment (FF&E), which include guestroom , dining room , lounge 
furnishings; kitchen, front office and administrative equipment; and items of decor. Together these 
elements may account for up to 25% of total property value. 
Hotels have shorter functional lives than other property sectors , with styles and hotel formats 
changing constantly. To remain competitive and attract a more global clientele, the hotel industry 
is constantly reinventing itself. As a result of increased product segmentation and the desire to 
establish global appealing brands, the industry generally experiences high construction levels. 
Hotels are typically 'branded' with a chain affiliation. In essence, that chain affiliation partially 
replaces the real estate broker as a leasing agent. 
Hotel properties are generally considered to be the most risky type of commercial property; clearly 
different from other sectors in that they provide services to short-term guests with revenues 
coming largely from room rents as well as such extras as restaurants, equipment rentals and 
meeting rooms, especially at luxury hotels. Small increases in occupancy rates or room prices go 

257 Laventhol & Horwath, 1990. Hotel/Motel Development, 3rd edition, ULI - the Urban Land Institute; Pagliari , J .L., 1995. The 
Handbook of Real Estate Portfolio Management, Nilsson, M., Harris , P.J. and Kett , R., 2001 . Towards a valuation framework for 
hotels as business entities. International Journal of Contemporary Hospitality Management, 13/1, p. 6-12.; and, Jonhstone, D.T. 
and Duni , J.A., 1995. The Hotel Sector. 
258 Horwath Consulting , 2003. Hosta 2003. 

116 



7 - Hotel Investments 

a long way toward improving profitability because of considerable fixed costs. Yet unlike other 
income-producing properties, hotels do have increased expenses as occupancy increases; 
therefore, maximizing occupancy does not always equal maximizing long-term profits. 
A clear difference exists in value between both sectors. In theory, if the value of all Dutch hotels is 
compared with the value of all offices it seems that a square meter hotel space values more than a 
square meter office space; in 2001 , 2.5 million square meters hotel space valued around seven 
billion euro, against 39 million square meters office space with a roughly value of 75 billion euro259

• 

The management contract model is very common in Europe ; however, the region has the most 
established hotel leasing sector. Due to the prevalence of leases, there exists congruence between 
the office and hotel sectors within Europe260

. This positive correlation between the performance of 
office real estate and hotels becomes clear by examining the drivers of supply, demand, and rental 

income for both sectors. 

Supply. In general , office and hotel supply move in tandem with each other. Due to the building 
structure of office and hotels - corridors with rooms on both sides - office buildings may be converted 
into hotels and vice versa, intrinsically linking the supply of these asset classes. Other corresponding 
supply characteristics between both sectors are: 

Hotel and office supply generally increase in tandem across European cities. Between 1993 and 
2002 office space increased by 19.4%, while hotel rooms grew by 16.3%. 
In Europe, hotel supply growth fluctuates more significantly than office supply, due to the longer 
construction period required for the completion of hotels. Especially the full-service inner city hotel 
takes considerable time to plan and construct261

. Similar to office and large regional malls, long 
lags exist between hotel development decisions and the actual completion of new space. By the 
time new completions enter the stock of space market, conditions may have changed. These lags 
and overbuilding create a large degree of risk for property developers262

. 

Demand (vacancy/occupancy263
). Hotel and office occupancies generally move in the same direction 

at the same time, but hotels experience greater peaks and troughs. Hotel occupancies are generally 
more affected by demand shocks in the short term , but in most instances recover before offices. This 
is because most demand for hotel rooms reacts to market conditions on a daily basis whilst office 
space is locked in for a specific term. Other demand characteristics between both sectors are: 

Adverse economic conditions impact the hotel sector more immediately than the office sector. 
However, as the hotel sector begins its recovery before the office market, hotels may be seen as a 
predictor for office performance. 
With the exception of 2001, average annual occupancy growth in both sectors is broadly similar. 
Long-term vacancy, as it occurs in the office sector, is not under discussion in hotel real estate264

. 

Rental Income. A hotels' average daily rate (ADR) is computed on a daily basis whereas office rent is 
based on the prevailing market conditions at the time of signing the contract and consequent rental 
reviews. As hotels are tenanted daily, hotel occupancies are more volatile than office vacancy rates265

• 

By contrast, office rental contracts are usually long-term (three to fifteen years) versus hotels which , 
effectively, have daily leases. A shorter lease term has a higher risk of vacancy but it allows the 

259 Huizinga, V. and Kohsiek, R., 2004. lnteresse voor beleggen in hotels neemt toe. Vastgoedmarkt, Februari 2004. 
260 Jones Lang LaSalle Hotels, 2003. A Global Comparison of Hotel and Office Real Estate. Hotel Topics, Issue 14, July 2003. 
261 Wheaton , W.C. and Rosso!, L., 1997. The Cycl ical Behavior of the U.S. Lodging Industry. CB Commercial/Torto Wheaton 
Research, January 1997. 
262 Gallagher, M. and Mansour, A., 2000. An Analysis of Hotel Real Estate Market Dynamics. JRER, volume 19. 
263 For the purposes of comparison, the occupancy of offices as one less the published vacancy rate is used. For example a 7% 
vacancy rate becomes a 93% occupancy rate. 
264 Smit, R., 2003. 
265 Jones Lang LaSalle Hotels, 2003. A Global Comparison of Hotel and Office Real Estate. Hotel Topics Issue 14, July 2003. 
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investor to benefit from increases in market rental rates on a daily basis. As such, hotels are probably 
the most effective inflation-hedging investment since rents can be adjusted on a dai ly basis. 

In contrast to the occupancy relationship, office rentals fluctuate more significantly than hotels' 
ADRs. This is perhaps also due to the fact that hotel rates are generally priced to the market each day 
and therefore do not witness a major correction each year when new leases are signed. This explains 
why the fluctuations in office rent over the long term are more significant. In addition, the following 
comparisons are of importance: 

The European office market experiences more significant fluctuations in rent than hotels. 
Rents of hotels and offices generally move in tandem ; between 1993 and 2002 the office market 
rents grew by 58.8% compared to the hotels' rate growth of 47.4%. 
Hotels generally can not increase average room rates to the same extent as office rents. 
2001 demonstrates the immediate impact of external influences on the international hotel sector, 
recording negative performance. However, the hotel market was quicker to recover from the 
events of 2001 and posted modest growth during 2002; in contrast, European office rents were 
stable during 2001 before falling significantly during 2002. 

Summarising , Supplement 11 defines and contrasts the key investment characteristics of the office 
and hotel real estate sectors. The table shows that the terms commonly used in the office sector, are 
not applied in the hotel sector or have a complete different meaning. 

§7.3 CONSIDERATIONS HOTEL INVESTMENTS 

§7 .3.1 Hotel Investors 

None of the ten largest Dutch real estate investors specifically invest in hotel properties266
• These 

investors are quite often institutions, which are familiar with the performance of office and retail 
sectors , but unfamiliar with hotel market behaviour. These investors often stick to their strategy to 
invest in one or two major types of investment class (for instance, Corio, a Dutch closed-end fund , 
solely invests in retail projects). However, situations may occur in which investors do have a hotel 
property in their portfolio ; mainly due to former portfolio take-overs (for example, Vasloc got 
possession of the Ibis-Accor hotel in Amsterdam) . 

Banks are other parties that do not consciously choose for hotel ownership. They often get hotel 
properties in their portfol ios as a result of bankruptcies in periods of economic decline. Nevertheless, 
there are several professional investors that purposefully invest significant amounts of capital into the 
hotel sector. The most prominent types of investor in the European market are267

: 

• Institutional Investors. 
• Hotel Investment Companies. 
• Hotel Operating Companies. 
• Private (Equity) Investors. 

REITs. 

Institutional Investors. German institutional investors, including both open-ended and closed-ended 

real estate funds , are the most active players in the European hotel sector268
. Open-ended funds are 

property funds that invest directly in real estate, offering shares to private investors. The most active 
institutional investor in the hotel sector is the open-ended fund DIFA. The open-ended fund Commerz 
Grundbesitz Investment (CGI) is also active but solely invests in newly bu ild or complete remodelled 

266 Id. 
267 Jones Lang LaSal le Hotels, 2003. Hotel Investment Strategy Annual 2003. 
268 Molsbergen , M., 2004. 
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business or city hotels in conurbations with leases only; CGI does not invest in tourist hotels269
. Other 

active funds include Westinvest, Deka Immobilien, Norwich Union, Aareal Bank AG, and SEB Group. 

Closed-ended property funds, in contrast, are more complex and have developed more of a private 
structure and, as such, they are less common. Examples of closed-ended funds include Dr Ebertz & 

Partner and FUNDUS Hotelentwicklungs- und Verwaltungsgesellschaft mbH. 
An anomaly is the growing trend for German open-ended funds to invest in hotel development 

projects, because this bucks the trend of investing in an asset with a proven track record . While 
German open-ended funds are particularly sensitive with respect to their choice of asset investment, 
the risk of investing in an asset under construction is particularly higher than investing in a going 
concern. However, emphasis by German funds is placed upon factors such as the quality of the 
covenant and the location of the site to ensure that it is a viable long-term investment opportunity. 

Hotel Investment Companies. Hotel property companies have specialist expertise in the hotel 
market, hotel operations and business development and through active ownership create conditions 
for stable and increasing cash flow and therefore added value. None of these companies operate 
outside Europe and the majority focuses within a specific area. Major property investment companies 
with a substantial exposure to hotels as part of their overall portfolio include Pandox, Capona, 
Dividum, and Marylebone Warwick Balfour (MWB). 

Similar traits include owning assets in strong locations (such as in city centres, at airports or at 
convention centres) ; the hotels should be in the upper medium to high price range; and, focus on the 
business and leisure segment. The hotels owned are usually run and operated by the most powerful 
players in the hotel market who with well-known brands create strong market positions and thereby 
stable revenues. Revenues are furthermore created by flexible lease agreements that are related to 
the operators' turnover, which increases the potential for hotel investment companies in good times at 
the same time as the minimum guarantee levels in the lease structure limits the risk. 

Hotel Operating Companies. These vehicles have a dual focus in expanding their operating 
presence and creating a substantial hotel portfolio , restricting their investment to hotels and leisure 
property. Hilton Group pie , Six Continents Hotels & Resorts , and Millennium and Copthorne are 
examples of hotel operating companies acquiring hotel properties. 

Private (Equity) Investors. Private equity groups have become significant players in the European 
hotel market. Private investors account for a share of 78.5% of the respective European hotel 
investment community270

. Private equity real estate funds, also called opportunity funds, have 
recognised the favourable conditions for investment in the hotel sector. Low interest rates , a low 
inflationary environment, moderate supply growth, anticipated increases in cash flow in the medium 
term , enhanced value potential and the availability of debt capital , are all favourable conditions 
currently available for hotel private equity funds looking to take advantage of well-located hotel assets 
across the globe. Typical transactions that big opportunity funds target are the large, complex sale and 
leaseback deals in which financial engineering skills are essential. 

Traditional private equity funds operating in Europe include Blackstone Group, Colony Capital , 
Strategic Hotel Capital, Royal Bank of Scotland (RBS), the BAA Hotel Partnership, Hospital ity Europe 
BV, and Walton Street Capital. All of these companies have significant expertise in real estate and are 
particularly skilled at sourcing and selectively acquiring single asset investments. Hotel assets of 
particular interest are sited in prime locations, have a significant cash flow and have strong residual 
value enhancement potential through creative and assertive asset management techniques. 

269 Commerz Grundbesitz Investment GmbH , 2005. http.!lwww.hausinvest.de. 
210 Gibson, D., 2002. Public and Private Hotel Investment. Hotel Topics, Issue no. 1 O, March 2002. 
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Real Estate Investment Trusts. The modern real estate investment trust (REIT) is a U.S. 

phenomenon and is a real estate mutual fund permitting small investors to participate in large, pro
fessionally managed real estate projects (e.g., U.S. based Host Marriott and Meristar Hospitality). 
Generally, all REITs acquire ongoing properties with an established track record and have been rarely 

used for new builds271
• Besides, European REITs usually favour a lease driven structure. 

The top 13 of the pure hotel investors only own 57,439 rooms, equal to only about 1 % of Europe's 
total hotel room stock (Table 7.1 )272

. This suggests that there is still considerable scope for the growth 

of pure investment companies. However, only one major European player in the sector, Deutsche 
lnterhotel , has been focusing on hotels for more than seven years. Most of the others of the 13 
principal European investment entities have been active for four years or less. 

In addition, this specialist-owning sector is still very localised. None of these companies owns 
hotels outside Europe and many cannot really claim to be European in scope at all. For instance, RBS 
operates only in the UK; Capona and Dividum only in Scandinavia; and, HEBV and Pandox operate 
predominantly in Northern Europe. This in contrast to the largest hotel operating companies, such as 

Accor, Hilton and Marriott, which have a presence in every continent. 

Table 7.1: European Pure Hotel Investors, Ranked by Room Numbers. 
Company Country Rooms Hotels Brands 

Pandox Sweden 8,277 44 Hilton, Scandic, Radisson SAS, others 
Capona Sweden 6,712 42 Scandic and others 
RBS UK 6,449 23 Le Meridien, Hilton 
Orb Estates UK 5,500 37 Thistle 
Dividum Finland 5,271 32 Scandic, Radisson SAS, Finnish brands 
Deutsche lnterhotel Germany 5,133 15 Several 
DIFA Germany 3,420 20 Several 
Hospitality Europe BV .......... -Netherlands 3,230 8 Sheraton, Hyatt 
Renaissance Kapiteeli Finland 3,200 21 Scandic and others 
Home Invest AS Norway 3,015 25 Choice brands 
BAA Hotel Partnership UK 2,689 7 Mixed 
London & Regional UK 2,500 23 Ibis, Hilton 
2018 Hotels UK 2,043 10 Hilton 
Total: 57,439 302 

Source: Jones Lang Lasalle Hotels, 2003. Hotel Investment Strategy Annual 2003. 

It is interesting to note that most of the above mentioned investor categories are focused on leases. 
They accept low yields but do not favour hotel management contracts because of the risk element. 
However, the hotel lease structure with an indexed rent is the form of investment for most of the U.S. 
based specialist hotel investors, who like to bring an active asset-management approach to the 
situation and thus add value to their investments. This resulted in their preference for hotels operated 
under management contracts , which offer the greatest capital appreciation potential and control over 
the maintenance of the property. Similarly, specialist European hotel investment companies such as 
Hospitality Europe and lnterhotel - generally established by shareholders with high return expectations 
over a relatively short time frame -, have traditionally preferred to acquire hotels operated under 
management contracts as they had the knowledge and expertise to 'manage the manager' and 
maximise their returns. A breakdown among the top 13 pure hotel investors in Europe by the preferred 
the kind of contracts shows that turnover leases are the preferred operating contracts (six investors) , 
followed by management contracts with guarantees (three investors)273

. Only one of the 13 investors 
prefers fixed leases. 

271 Adams, D., 2001 . Capital Investment Appraissal. Developing Hospitality Properties and Facilities; and, Jones Lang Lasalle 
Hotels, 2003. Digest Europe, volume V. 
272 Jones Lang Lasalle Hotels, 2003. Hotel Investment Strategy Annual 2003 
213 Id. 
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§7 .3.2 The Role of Hotel Properties in a Diversified Portfolio 

Investors usually have a diversification strategy that requires them to acquire different types of real 
estate in various locations in order to maintain a balanced and risk averse real estate portfolio. Despite 
the fact that the hotel industry is expected to be one of the world 's largest industries with a steadily 

and substantial growth forecasted for the next decades, hotels are currently discarded from many 
investment portfolios of traditional investors. In general, hotels represent a tiny share of institutional 
investment across the globe. In 2002, for instance, only 2.5% of all European real estate investment 
transactions by value were hotels274

. There are a number of possible explanations for this relatively 
low level of institutional investment in hotel properties. The most commonly accepted reasons to 
explain why hotels are not a bigger part of investors' portfolios are275

: 

The hotel sector is a sensitive market, vulnerable to demand shocks such as SARS or terrorist 
attacks, designating hotels with a higher component of risk. 
Historically, the returns for hotel property investments have been more volatile than have those for 
other property types (due to their increased volatility, hotel investments are considered an 
opportunistic investment). This greater volatility arises in part from the daily lease terms for hotels. 
As a result , hotel revenues are extremely sensitive to changes in the economy. The relatively long 
lease terms for most other property types make cash flows, and therefore investment 
performance, considerably less volatile. 
As hotels are service-intensive, they require more specialized, industry-specific knowledge than 

most other property types. The quality of a hotel 's on-site management has a direct effect on the 
property's economic viability and value. So, competent hotel management - the ability to maximise 
long-term revenues while minimising long-term expenses - is required. Investing in office 
properties, for example, does not require expertise in the operational aspects of each tenant. 
Hotels usually experience a one-to-four year start-up period before they reach a level of income 

that can support normal financing. Besides, ownership of new properties requires sufficient cash 
reserves to cover low occupancies and heavy promotional expenses during the start-up phase. 
The F&B department is a source of constant aggravation for most operators and investors. 
Opening early for breakfast, providing room service, and extending coffeeshop hours are essential 
for competitive reasons, but these practises erode profits for many hotels. Most operators see the 
F&B department as a necessary service provided strictly for the guests' convenience. Except for a 
few, high-volume banquet operations, most hotels lose money on F&B. This potential income loss 
constitutes a major risk factor and can adversely affect a hotel 's market value. 
Hotels are liable to a rapid functional obsolescence. The optimal layout, design, construction 
materials, and amenities of hotel facilities are constantly changing. As industry standards change 
constantly, properties must either alter their facilities or suffer functional obsolescence. 
Hotels are also susceptible to external obsolescence. For instance, overbuilding increases 
competitive supply and cause area occupancies to decline. 

As institutional investors and other nonspecialist hotel investors seek to diversify their portfolios, hotels 
may increasingly become a more mainstream asset class. Factors behind the changes include276

: 

274 Jones Lang LaSalle Hotels, 2003. Hotel Portfolio Sales. Focus On, August 2003. 
275 Rushmore, S., 1992. Hotels and Motels : A guide to Market Analysis, Investment Analysis, and Valuations.; Gammage, D. 
2003. The State of Europe 's Hotel Finance Market, and, Hess, R.C., Liang, Y. and McAllister, R. , 2001. An Institutional 
Perspective on Hotel Investing. Real Estate Finance, summer 2001 , p. 51-61 . 
276 Bock, P. and Forster, B., 2003. European Hotel Transactions 2003; deRoos J.A. and Corgel , J.B., 1996. Measuring Lodg ing 
Property Performance. Cornell Hotel and Restaurant Administration Quarterly, volume 37, No. 4, p. 20-27; Frequin, H. , 2004; 
Gallagher, M. , and Mansour, A. , 1999. An Analysis of Hotel Real Estate Market Dynamics; Dijkstra, L.D.H., 1998. Hotels 
hebben en houden. Vastgoedmarkt Winkels, September 1998, p. 75; Jones Lang Lasalle Hotels, 2002. Changing Ownership 
Structures. Hotel Topics Issue 13, December 2002; and, Jones Lang LaSalle, 2004. Company Reports Industry Activity for First 
Half of 2004 & Forecasts Volume for Rest of Year. 
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As stock markets and other real-estate asset classes, such as offices and equity markets, 
underperform, and low inflation and low borrowing rates continue, investors seek higher returns 
through portfolio diversification and may include higher-risk asset classes such as hotels. 
Potential yields on hotel investment are mostly higher than those on other property categories. 
Hotels are esteemed as probably the most effective inflation-hedging investment. 
Hotel real estate is exceptionally counter-cyclical to stocks and bonds and may therefore provide a 
good risk diversification by asset type. 

The hotel sector offers property investment opportunities at the best urban locations - the long
term value of hotel assets is often supported by high quality locations with barriers to entry. 

An increase in sale- and leaseback activity as a means of raising capital to fund brand 
development and expansion. 

Increased competition amongst hotel operators to gain a global presence has resulted in greater 
flexibility with respect to operating agreements. As a result, the acceptance of long-term leases, 
providing secure annual income streams, has become much more widespread , fuelling the entry 
for indirect investment vehicles. 

Improving transparency and knowledge of the industry among real estate; major players now have 
specialist hotel investment teams 'indoors'. Besides, the leading real estate advisors, Insignia 
Hotels and Jones Lang LaSalle Hotels joined together with the Investment Property Databank 
(IPD) to establish a new benchmark to monitor the performance of European hotel property. 
The introduction of the euro has removed many of the barriers relating to foreign currency, thus 
allowing the potential for greater cross-border investment and lending. 

Increasing availability of finance for the hotel sector, and the fact that hotel real estate provides a 
good refinancing opportunity. 

·l :.: ":,:lJ.· .. 
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The Roppongi Hills is a revolutionary urban development project in the center of Tokyo, Japan. The project, covering 
approximately 11 hectares, with a total floor area of 724,000m2, was completed in 2003, and the total project cost were two 
billion euros (3.5 billion euros including land value). The project components are acquired by domestic investment funds, 
several of Japan's commercial banks, and property investor Mori Trust. 

By integrating offices (380,105 m2), residences (840 apartments; 149,964 m2), hotel (69,070 m2), retail (230 entities), and 
cultural functions (arts center, museum, outdoor event place) with parks and plazas that preserve the features of the existing 
landscape and the majority of the lot's open space, Roppongi Hills succeeds in creating a green and enriching urban cultural 
complex offering all the essential elements for urban living. Moreover, all project components are linked directly to the 
integrated subway station. 

The hotel property comprises a 390-room five-star international hotel; the Grand Hyatt Tokyo. The 21-floor hotel has a 
height of 80 m and is designed by Irie Miyake Architects and Kohn Pedersen Fox Associates. The hotel furthermore offers, 
among other things, a business centre, seven restaurants, a boutique, two bars, a cinema, a spa and fitness facility, a 
swimming pool, an aesthetic salon, treatment rooms, and a chapel. 
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Despite the aforementioned aspects of hotel investments that help offset their negative features , the 
most important advantage of such investments is the potential for large profits. Once the income from 
a hotel property reaches the breakeven point - the point at which aggregate revenues and expenses 
are equal -, profits tend to increase rapidly277

• The hotel industry tends to break even on a relatively 
low average occupancy level of about 60 to 65 percent, thus properties have a great potential for high 
profits when fully occupied278

. When occupancy rates arise above 65 to 70 percent, investors make a 
little bit of money; when occupancy reaches 75 to 80 percent, they make a very good profit (if they 
entered into a lease or management agreement with a turnover-related component) . 

The hotel sector offers a variety of investment options. Throughout nearly 14 million rooms worldwide, 
investors can choose from economy to luxury standards and city to resort locations279

• An additional 
layer to this mix includes the brand and management company, which act as a point of differentiation 
between asset types ; dictating their performance. Figure 7.1 exhibits 50 of the largest hotel brands 
throughout the world, reflecting the wide variety of choice open to investors. The hotel brands have 
been broadly segmented into five categories based on their general characteristics around the world. 

Figure 7.1: The Hotel Investment Universe. 

Economy Midscale without 
0 Best Western Food & Beverage 
0 Comfort Inn 0 Hampton Inn Midscale with 
®Country 0 Holiday Inn Food & Beverage 

Comfort Express 
0 Days Inn 0 Homestead 0 Cou.rtyard by Marrio 0 Aman 
0 Econolodge ®Ibis 0 Donni Upscale 0 Banyan Tree 
0 Etap . 0 Residence Inn ° Dou tr 0 Crowne Plaza ° Conrad 

§ 0 Flag Choice ®Hilton 0 Four Seasons 
~ 0 Formule . 0 Hyatt 0 Hyatt Regency 
li; 0 Travelodge 0 Embassy S.uites ®Inter. 0 Peninsula 

:;:- 0 Travellnn ~ ~~i~~nG:~~~n Inn Continental 0 Ritz Ca rlton 

· ~ 0 Hol iday Inn 0 Marri?tt 
"- 0 Melia 0 Marrt1m 

0 Mercure 0 Meridien 
0 Novotel 0 Regent 
0 Radisson 0 Rena issa nce 
0 Ramada 0 Sheraton 
0 Scandic 0 Sof1tel 
0 Tryp 0 Westin 

limited Service Business Hotel 0 Gran Melia Full service/resort 

Level of Service 

Source: Jones Lang LaSalle Hotels, 2003. Hotel Investments Strategy Annual 2003. 

However, investors are primarily interested in purchasing hotel assets with the following property and 
location characteristics280

: 

Property Characteristics: 
Existing quality hotel assets (three to five star internationally branded hotels focussed on the 
business and leisure segment) with repositioning potential. 
Existing quality hotel assets with an established track record (significant cash flows) and a strong 
residual value enhancement potential. 
Trophy assets. 
Quality hotel assets subject to a lease with a guaranteed rental income with a qualified covenant. 

277 PricewaterhouseCoopers , 1997. Decline in Break-even Occupancy Follows Improved Industry Efficiency. Pricewaterhouse
Coopers Hospitality Directions, November 1997, p. 11-16. 
278 Cooper, J.R., Kapplin , S.D., Lapides, P.D., Pyhrr, S.A. and Wofford, L.E., 1989. Real Estate Investment: Strategy, Analysis, 
Decisions, second edition. 
279 Mellor, M.J.W. and Witherspoon, R. , 1985. Focus on Hotels in Major Projects. Urban Land, September 1985, p. 8-11 . 
280 Jones Lang LaSalle Hotels, 2004. Hotel Investments Strategy Annual 2004; Giraldo, C.M., 1998. Hotel Investment 
Strategies: Objectives . The Real Estate Finance Journal, winter 1998, p. 12-21 ; and, Intercontinental Hotels Group, 2004. 
http://www.ihgplc.com. 
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Location Characteristics: 

Quality hotel assets in traditional European gateway cities (24-hour markets) with restricted future 
supply pipelines. 
Quality hotels assets on prime locations (such as in city centres, at airports or at convention 
centres) in established markets, which show a strong demand potential and are resilient to 
fluctuations in international tourism demand. 
Quality hotel assets on strategically important locations that will benefit from EU enlargement. 

Furthermore, in Europe, new developed hotels may especially attract an investors' attention, because 
the European hotel market is characterised by older historic buildings281

. In case of acquiring an 
existing property, a potential buyer needs to consider the physical structure of the building and 
determine refurbishment costs. This is in contrast to, for instance, the U.S. market where most hotels 
are relatively new and therefore structural considerations are less of an issue. As a result of the 
historic nature of many hotels, the product is not uniform across major cities. Investors with tight 
branding criteria may not be able to achieve standardisation in terms of room sizes, technical 
equipment (air conditioning, lifts and safety) and leisure facilities. Therefore, an investor able to 
acquire a new-build or uniform product in a quality location will be well positioned in the market. 

Another issue that makes new hotel properties of interest is the restricted ability to add new supply 
in most European cities. These cities often have a historic core where lack of available sites and very 
tight planning regulations make new development (other than conversions) prohibitive. 

Optimal Portfolio Mix. If a strategy for hotel investment in the first place is to create diversity in the 
portfolio as a whole with an upside potential above the return an office building can make, then a 
hedging within the hotel investment can be of interest, reducing the overall risk of a portfolio282

. For 
example an office may provide a good return when occupied, however, if the office is empty for any 
length of time it does not produce anything at all. A hotel will provide good returns in the up-cycle and 
will always provide some return in the down cycle. Therefore, hotels appeal to investors seeking a pre
emptive measure for office investment and a potential for strong upside. Moreover, if the hotel 
investment could be made less risky and can add to the overall result of a portfolio for an institution, 
then a limited hotel allocation of such a portfolio can contribute positively to the overall result283

. 

Besides, hotels can act as a barometer of office market performance given their quick reaction to the 
economic climate. 

Additionally, the moderate correlation between hotel property returns and apartment and retail 
property returns implies that portfolios weighted heavily in either one (or both) of these property types 
would benefit from the addition of hotel properties284

. Given these relationships, it may be suggested 
there is a place for hotels alongside other property types in an investment portfolio. 

Given the risk factors and (dis)advantages mentioned previously, for investors who are seeking for 
higher portfolio returns, hotels traditionally fit into an 'opportunistic' investment strategy, as hotels have 
the highest returns and risk compared to other property types. For an opportunistic strategy, it may be 
suggested to weigh up to a 10% to hotels in a portfolio285

. Analysis of asset performance over the past 
twenty years indicates that an optimal portfolio mix would include a 10% to 30% allocation to real 
estate. Based on an opportunistic strategy therefore, hotels would have a 1 % to 3% role in a mixed 
asset portfol io, comprising stocks, bonds and other real estate. In all reality, no investor currently 

281 Jones Lang LaSalle Hotels, 2000. Hotel Investment in the Global Market Place. Hotel Topics , Issue no. 2, February 2000. 
282 The Urban Land Institute and PricewaterhouseCoopers, 2004. Emerging Trends in Real Estate Europe 2004. 
283 Den Ridder, J .W., 1994. Hotels, from ego trip to rational investment. 
284 Hess, R.C ., Liang, Y. and McAllister, R., 2001 . An Institutional Perspective on Hotel Investing. Real Estate Finance, summer 
2001 , p. 51-61 ; and, Jones Lang LaSalle Hotels, 2003. A Global Comparison of Hotel and Office Real Estate. Hotel Topics. 
Issue 14, July 2003. 
285 Corgel , J.B. and deRoos, J.A., 1997. Hotel Investments in the Portfol io: Are they Part of the Core? Real Estate Finance, 
summer 1997, p. 29-37. 
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allocates 30% of their portfolio to real estate, let alone 3% to hotels. This statement is endorsed by 
Table 7.2, which outlines the portfolio mix of three significant real estate funds (randomly chosen). All 
three invest in high yield properties with a balanced utilisation and tenants mix at preferred European 
locations with sound economic performance. 

Table 7.2: Mix of Uses for the Investor's Properties (breakdown by net rental income as of 2004). 
Company Fund RE Assets (EUR) Offices Retail Hotels Industrial Other 

DIFA Deutsche 
DIFA-Fonds Nr. 1 7.9 billion 66.8 % 15.7 % 6.4% 8.9% 2.2% 

Immobilien Fonds AG 
Commerz Grundbesitz 

Hauslnvest Europa 11.9 billion 75.4% 16.9% 2.1% 1.3% 4.3% 
Investment GmbH 
Deka-Immobilien Deka-Immobilien 

9.7 billion 77.6% 14.5% 2.8% 1.5% 3.6% Investment Europa 
Solely DIFA invests in Residential approxiamately 1.2% . .. 

Source: DIFA Deutsche Immobilien Fonds AG, 2005. http://www.dlfa.de; Commerz Grundbes1tz Investment GmbH, 2005. 
http://www.hausinvest.de; and, Deka-lmmobilien Europa, 2005. http://www.deka-immobilien.de. 

Furthermore, it is proven not to be worthwhile to allocate one or two hotel assets to a portfolio due to 
the high volatility of the hotel sector266

. An investors' strategy should be designed to allocate more 
hotel properties to its portfolio, because diversification by different hotel types, age, types of demand 
generators, market segmentation, affiliations, locations, or by geographical region increases stability 
and reduces volatility and risk267

. Besides, a package of hotels in different countries in different types 
of city and in different star categories avoids currency devaluation risk, political risk and economic risk. 
However, this strategy may work well for investors with long holding periods and the capital and talent 
to effectively manage such a portfolio. Besides, knowledge of when to enter and exit hotel investments 
is perhaps more critical than for any other type of real estate. 

§7.4 CONSIDERATIONS PROPERTY DEVELOPERS 

§7 .4.1 Determining a Hotel Property's Value 

Hotel can be characterised, just like for example cinemas and parking garages, as exploitation
bounded real estate266

. Exploitation-bounded real estate distinguishes itself from other kinds of real 
estate investments, like retail properties and office buildings, because the exploitation of the real 
estate is equal to the product of the enterprise. In this context, the building is considered as the 
process. Besides, as outlined before, an external management company runs this kind of property, 
and thus, it is directly responsible for the (expected) revenues269

. 

Among the factors that an investor, seeking to buy a new developed hotel, might consider are the 
following: location; property type; size of property; costs ; potential cash flow with stable future 
earnings; potential appreciation in asset value; barriers to entry for new competition ; and the property 
developer's ability to appoint a reliable operator. The element that is perhaps the most significant 
seller's development of a purchase price is the potential earnings, because the selling price of 

exploitation-bounded real estate is depending on the (future) operational results of the operator (and, 
of course, on the agreement the property developer takes out with the prospective operator). 
Consequently, property developers should base the value of hotel properties on the expected cash 
flows from the hotel operator, and not on the sum of bricks, toilet bowls, tableware , and suchlike. 

286 Litt, J., Keung, P. and Mills, K., 1997. U.S. Lodg ing Industry: Overview and Outlook. PaineWebber Lodging Research, 
February 1997. 
287 Giraldo, D.M., 1998. Hotel Investment Strategies: Objectives. The Real Estate Finance Journal, winter 1998. 
288 Heydeman, J., and van Lookeren Campagne, K., 2002. Marktkennis scoort bij niet-transparante markt. Vastgoedmarkt 
Beleggingen, May 2002, p. 33. · 
289 De Jong, T., Braak, J.J. and Van Mulken, H.M., 1996. Hotels Planning en Ontwerp. 
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To develop a proposed selling price, property developers or its advisors must make assumptions 
about future market conditions and the future performance within its market, and incorporate these 
assumptions into an appropriate valuation model290

. Accordingly, a solid understanding is required 
regarding the structure and contents of the profit and loss statement of a hote1291

. 

Besides the aforementioned, property developers should pay particular attention to some crucial 
business elements of the deal, including the items included in and excluded from the selling price, 

because the business nature of hotels means that their assets involve many items other than pure real 
estate292

. The negotiation of the items that will be included in the sale has a substantial impact on the 
smoothness and cost of transition from the property developer to the new owner. As a general rule , 

hotels involve the following assets that a buyer would normally want included in a hotel purchase: 
New Assets. Inventories of food and beverages and inventories of supplies. 
Property and Equipment. This includes land, building(s), FF&E, linen, silverware, and suchlike. 
Other Assets: These include pre-opening expenses, licenses and permits. 

§7 .4.2 Profit and Loss Statement 

Through a profit and loss (P&L) statement, property developers may determine the expected annual 
cash flows for a new hotel property. These cash flows are necessary to calculate the value (selling 
price) of a new developed hotel293

. However, income and operating cost and expense projections are 

complicated by the instability of the revenue stream over seasons and years. Any projection by years 
should be based on weighted, seasonally adjusted, average occupancy and room rates (considering 
off-season specials) during the year. Besides, the issue of building hotel property in mixed-use 
projects even hampers this issue. Therefore, property developers should be aware that projecting 
revenues and costs and expenses requires an in-depth knowledge of how hotels operate and the 

synergies that may be created by inner city mixed-use projects. As do other steps in the development 
process, predicting operating performance requires care and the involvement of experienced hotel 
consultants or operators. Consequently, just some basic principles will be provided in th is paragraph. 

Projecting Revenues. Projecting room revenue is the single most important step in compiling 

financial projections for a hotel. Room sales typically represent the largest source of income for a hotel 
(paragraph 2.5.3 already illustrated that full-service hotels generally derive 50-65% of their revenues 
from room sales). Assessments of potential room revenue result from three factors: (i) projected 

number of available guest rooms; (ii) projected average annual occupancy; and (iii) projected average 
annual room rates . Thus, for a 300-room hotel with a projected annual occupancy of 70 percent and a 
projected average annual room rate of €70, room revenue would be €5,365,000 (300 rooms x 365 
days x 70 percent occupancy x €70 average room rate). 

Many hotel projects, which are presented to investors, contain overoptimistic assumptions of 
occupancy and room rate as well as real growth and inflation factors over the room rate294

. Real 
growth is the amount of increase in average room rate, which can be attributed to a hotel over and 
above inflation because of the competitive position a hotel has in a market. It would open with prices 
below eventual stabilised prices and as the hotel manifests itself in the market and captures market 
share it could increase its prices above inflation for an initial period of years. 

290 Ballin , B., Butler Jr., J.R. and Benudiz, P.P. , 1996. Acquisition as a Development Tactic. Hotel Development. 
291 Den Ridder, J.W., 1994. Hotels, from ego-trip to rational investment, and, Hoevers, B.W., 2002. Het ontwikkelen van een 
hotel. 
292 Ballin, B., Butler Jr., J.R. and Benudiz, P.P., 1996. Acquisition as a Development Tactic. Hotet'Development. 
293 Den Ridder, J.W., 1994. Hotels, from ego-trip to rational investment. 
294 Wilder, J., 1996. Liability Insurance Can Hinder Hotel Investment. Hotel and Motel Management, September 1996, p. 16. 
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As high occupancy and low room rates achieve the same as high room rates and with a low 
occupancy, property developers (or its advisors) may choose which strategy to follow. Of course it 
would be ideal to prospect a high rate and a high occupancy, but this does happen rarely. Moreover, 
investors take a higher relative risk when they invest on the basis that a high occupancy and high rate 
are required for a project to be successful , because they eliminate the flexibil ity to lower prices to go 
for a higher occupancy as the project already requ ires both to succeed. Subsequently, in analysing the 
hotel rate or occupancy potential it is better not to focus on optimal achievable revenues but rather to 
look at downside risk minimalisation. 

The volume of food and beverage sales is a function of the daily occupancy of the hotel , the type and 
number of guests staying there, and the incidence and nature of banquets, special events, and walk-in 
trade. Thus, the type, size, and mix of restaurants, bars, coffee shops, and banquet facilities must 
closely fit the needs both of the market-segment mix and of the walk-in trade. Food and beverage 
sales range from 30 to 35 percent of total hotel sales. 

Telephone revenues - generally representing between 2 and 3 percent of total sales - result from 
charges to guests for their local and long-distance calls. 

Within most mid-rate and luxury hotels, some income derives from other departments as the 
operation of a guest laundry, gift shop, a newsstand, valet service, in-room movies, and other such 
departments. The rental and other income category, which provides between 1.5 and 2.5 percent of 
total sales (paragraph 2.5.3), includes revenue from the rental of retail space in the hotel. Other 
income may involve commissions on sales, interest income, vending machine revenues , game room 
revenues , and other types of income from miscellaneous elements. 

Projecting Operating Costs and Expenses. Projections of operating costs and expenses for all hotel 
departments result from assessing the relationships among the following: (1) the proposed facilities 
design ; (2) prevailing local base rates for salaries and wages, utilities, and other related costs ; (3) 
costs and expenses incurred by comparable facil ities in comparable markets; (4) expected staffing 
needs ; (5) requirements of the proposed hotel operator; and (6) predicted level of occupancy. 

Operating expenses have both fixed and variable components. Fixed expenses are those that 
remain the same despite the rate of operations, while variable costs change in direct proportion to this 
rate. Rent, property taxes , insurance, and replacement costs for fixed assets, for instance, constitute 
the major fixed expenses. Variable components are payroll and related expenses (salaries, wages, 
payroll taxes, and employee meals), cost of F&B sales, telephone calls, energy, property operation 
and maintenance. 

Supplement 12 shows the average profit and loss statements for Dutch hotel property by location, 
size, rating, and price classification categories. Supplement 13 provides a hypothetical P&L 
statement for the Case-Hotel. 

After projecting all revenues and expenses, a statement of projected cash flow from operations can be 
prepared. This statement should be presented in constant and current (inflated) euros and should 
cover the initial five years of operation, because, under normal circumstances, a stable occupancy for 
a hotel project is expected in the fifth year. The stabilized year intends to reflect the anticipated 
operating results of the property over its remaining economic life, given any or all applicable stages of 
build-up, plateau, and decline in the life cycle of a hotel. Thus, income and expense estimates from 
the stabilized year forward exclude from consideration any abnormal relationship between supply and 
demand, as well as any nonrecurring conditions that may result in unusual revenues or expenses. 

The following subparagraph describes some valuation techniques to determine the value or sell ing 
price of inner city hotel property by income and expense projections. 
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§7.4.3 Appropriate Valuation Techniques Hotel Property and Application 

For hotel properties, investors wish to estimate the investment value, which typically rel ies on a 
modified income approach tailored to their circumstances, augmented with recent transaction 
information, to estimate value and form their bidding strategy. Investment value is defined as the value 
of an investment to a particular investor based on his or her investment requirements295

. 

In valu ing hotels, there are three approaches from which to select296
: (i) the sales comparison 

approach; (ii) the cost approach, and (iii) the income capitalization approach. Although all three 
valuation approaches are generally given consideration , the inherent strengths of each approach and 
the nature of the hotel must be evaluated to determine which approach provides supportable value 
estimates. In addition, there is a set of rules of thumb that are used to provide a rough estimate of 
value. Since hotel investors typically give more weight to it, the income capitalization approach will be 
emphasized in this paragraph. 

Sales Comparison Approach. The sales comparison approach is most useful in providing a range of 
values indicated by prior sales and in establishing an indicator of pricing momentum; however, 
reliance on this method beyond the establishment of broad parameters is rarely justified by the quality 
of the sales data. Moreover, factors such as the lack of an extensive database of transactions, the 
numerous insupportable adjustments that are necessary and human motivations of comparable 
transactions often make the results of this technique questionable. Besides, two hotels are rarely 
directly comparable, due to their variations in size, quality, market positioning and facilities. Therefore, 
hotel investors usually do not employ this approach in reaching their final purchase decisions297

. 

Cost Approach . The cost approach essentially emphasises asset replacement, i.e. rebuilding costs. 
The cost approach does not reflect income-related considerations and does not account for a hotel's 
future net incomes. Therefore, this approach is given minimal weight in the valuation process for a 
new hotel property298

. 

Income Capitalization Approach . The income capitalization approach is based on the principle that 
the value of a property is indicated by its net return, or what is known as the 'present worth of future 
benefits' . The future benefits of income-producing properties, such as hotels, are the net income 
estimated by a forecast of income and expense along with the anticipated proceeds from a future sale. 
These benefits can be converted into an indication of market or investment value through a 
capitalization process and discounted cash flow analysis. 

Of the three valuation approaches available to the property developer, the income capitalization 
approach generally provides the most persuasive and supportable conclusions when valuing a hotel 
facility299

. Moreover, the income capitalisation approach is generally considered to be the most 
appropriate for the determination of hotel valuations, because a ten-year forecast and an equity yield 
rate most accurately reflects the actions of typical hotel buyers, who purchase properties based on 
their leveraged discounted cash flow300

. The income capitalisation approach includes two main 
valuation methods: 

Single Capitalisation Rate Methodology (SCR) . 
Discounted Cash Flow Analysis (DCF). 

295 The Appraisal Institute, 1996. The Appraisal of Real Estate, 11th Edition, p. 26. 
296 Rushmore, S. and Baum, E., 2001 . Hotels and Motels: Valuations and Market Studies. 
297 Sikich, F., 1993. Business valuations: from the accountant's perspective. The Bottomline, volume 8, no. 2, p. 14-18. 
298 Laib, K.M., 1998. How design affects valuation. http://www.hvsinternational.com/lodghosp.htm. 
299 Rushmore , S. and Baum, E., 2001 . Hotels and Motels: Valuations and Market Studies. 
300 Human, C., 1996. Valuation methodology: how do real buyers value hotels? The Hotel Valuation Journal, autumn, p. 1-6; 
Mellen, S.R. and Castro , R.C., 1994. Simultaneous valuation : a proven capitalization technique for hotel and other income 
properties. The Bottomline, volume 19, No. 4, p. 24-9; Huizinga, V., 2003. Direct beleggen in bestaande hotels; and, 
MacDonald, B. , 1998. The reconciliation of a hotel market value . The Canadian Lodging Outlook, November, p. 1. 
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Single Capitalisation Rate. The SCR is determined by using one year's net income and dividing it by 

the 'capitalisation rate ' (income multiplier or initial yield)301
. For example, if a hotel has a net income of 

€500,000, and it sells for €5 million, its cap rate would be 10%. The capitalisation rate is based on the 
market, i.e. the capitalisation rate of a hotel that has recently been sold302

. Whenever a hotel 
transaction takes place the first thing industry participants want to know is the sales price per room 
and the cap rate. The information acts as benchmarks for determining the health of the hotel industry 
and developing parameters and pricing trends for future transactions. 

Hotel projects have usually a high risk-exposure and are therefore entitled with a soaring cap rate. 
Cap rates for existing hotels usually range between 10% and 12%, and average cap rates for new 
acquisitions move around 7.8% 303

. If an exisiting hotel sells at a cap rate of less than 10% it might be 
assumed that the seller got a very favourable price. On the other hand, if a hotel sells at a cap rate of 
more than 12% many people assume that the buyer acquired the hotel at an attractive price. In 
addition, markets that are under future supply pressure show higher yield requirements than 7.8%. 

When using the capitalisation rate from recent hotel transactions it is important to note that different 
years' net incomes can be used. Some calculations may use the first year forecast, the previous year, 
the previous rolling 12 months or the forecast stabilised year net incomes, each resulting in different 
capitalisation rates. For example, a price may easily reflect a capitalisation rate of five percent on the 
previous year's net income, but nine percent on forecast first year's net income304

. 

10-Year Discounted Cash Flow. While the SCR method is mainly based on present performance 
with little or no regard to the future generation of net income and taking no account of the time value of 
money, the DCF-analysis is calculated by using a number of estimated future net incomes. Therefore, 
the DCF-analysis is considered as the most useful method of valuation for a new hotel property305

. 

This method is calculated on an leveraged basis and normally uses a ten-year projection of net 
income and a terminal or residual value (to account for the future net income into perpetuity) that are 
discounted back, using an overall discount rate, to a net present value. As the DCF-analysis considers 
the future generation of income, it accounts for the envisaged profitability of the investment, which is of 
considerable interest to the investor, especially if this is likely to change significantly between years. 

However, practitioners need a high level of knowledge and expertise of the property being valued, 
its market and the hotel industry, otherwise the assumptions regarding future forecasts can result in 
significantly incorrect valuations306

. 

There are two methods that utilize the concept of discounted cash flows307
: (i) the Net Present Value 

(NPV) , and (ii) the Internal Rate of Return. The IRR is the discount rate that results in a net present 
value of zero for a series of future cash flows. Both IRR and NPV are widely used to decide which 
investments to undertake and which investments not to make. The major difference is that while NPV 
is expressed in money, the IRR is the true interest yield expected from an investment expressed as a 
percentage. IRR is the flip side of NPV and is based on the same principles and the same math. 

Commonly, analysts use the IRR to analyze project returns . The hurdle rate (the minimum IRR that 
investors will accept) for freestanding hotels range from 13 to 18 percent, while the hurdle rate for 
hotels in mixed-use developments may be one to two percentage points lower308

. 

301 Sayce, S.L. and Connellan , 0 ., 1998. Implications of the valuation methods for the management of property assets. Property 
Management, volume 16, no. 4, p. 198-207. 
302 Novelli , N.A. and Procter, A., 1992. Real estate valuation : a transatlantic perspective. Appraisal Journal, volume 60, no. 2, p. 
247-256. 
303 Jones Lang LaSalle Hotels, 2004. Hotel Investments Strategy Annual 2004. 
304 Accetta, G.J., 1998. Supporting capital ization rates. Appraisal Journal, volume 66, no. 4, p. 371-374. 
305 deRoos, J. and Rushmore, S., 1999. Hotel Valuation Techniques. Hotel Investments Issues & Perspectives; second edition ; 
and, Van Onna, F.A.M., 1992. Ontwikkelingen op de hotelmarkt en de waardebepaling van hotels. 
306 Bension, M.E., 1999. Real estate and business value : a new perspective. Appraisal Journal, volume 67, no. 1, p. 205-213. 
307 Adams, D., 2001. Capital Investment Appraissal. Developing Hospitality Properties and Facilities. 
308 Hotels, 2003. www.hotelsmag.com, January 2003. 
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For the purpose of this thesis, the NPV approach is applied, because the NPV approach is a logical 
method for assessing potential investments because the calculation takes into account both the timing 
of the cash flows and the cost of financing the project. Using the NPV technique involves the following 
six stages: 
(1) Calculation of expected cash flows (often per year) that result out of the investment over a period 

of ten years. 
(2) Select an appropriate discount rate based on the business weighted average cost of capital and 

the perceived risk attached to the project. 
(3) Multiply the cash flows by the discount rate. 
(4) Calculate the total initial investment required. 
(5) Estimate the residual value of the investment at the end of the cash flow period. 
(6) The net present value is calculated by adding all the inflows from the project and then deducting 

the predicted outflows. 

An elaboration of these six stages for the Case-Hotel may be found in Supplement 14, and must be 
seen as a hypothetical contribution. The 10-year DCF-analysis technique produced a value of 
€143,310,729. Accordingly, an assumed net income of €13,865,000 for the Case-Hotel in its stabilized 
year, results in a cap rate of 9.7%. 

Rules of Thumb. The hotel industry has a well-known rule of thumb known as the Room-Rate 
Multiplier, which states that a property is worth 1,000 times its average daily rate on a per-room 
basis. Besides, the rule is essentially a RevPAR multiplier, setting value per room at 3.5 to 4.5 times 
annual room revenues, depending on occupancy. More formally309

: 

(1) Value Hotel Property= Average Daily Rate x Number of Rooms x 1,000, or 
(2) Value Hotel Property= Annual Rooms Revenue x 3.5 (or 4.5) x 1,000. 

Practitioners generally use the current year's expected ADR (or rooms revenue) when applying the 
rule to existing hotels, but apply a stabilized ADR (or rooms revenue) when applying the rule to 
properties under development. The room-rate multiplier technique is also applied on the Case-Hotel 
and may be found in Supplement 15. The technique produced an estimate of value significantly lower 
than the other technique, because it is based on a single revenue metric and does not account for the 
operating characteristics of the property, indicating that this technique is subject to error. It gives a 
rough indication of value , but should not be relied on as definitive. 

In case the expected value for a new hotel property is known, property developers may be able to 
determine the required lease. A simple calculation method for this determination is the Gross Initial 
Yield (GIY). An investigation among foreign hotel investors revealed that these investors apply a GIY 
(BAR in the Netherlands) between 7% and 8% for hotel projects in Europe310 (in exceptional 
circumstances even 6.5%, which is justified if it concerns a high-quality and fully-let top location311

). 

The GIY is usually calculated by dividing the Market Lease Revenue for the stabilised year by the 
Total Investment: 

GIY =Market Lease Revenues1abilised Year+ Total Investment. 

Accordingly, the following yearly lease revenues may be required for the Case-Hotel (assuming the 
calculated NPV) : 

309 Corgel, J.B. and deRoos, J.A., 1993. The ADR Rule-of-Thumb as a Predictor of Lodging Property Values. International 
Journal of Hospitality Management, volume 12, no. 4, Winter 1993, p. 353-365. 
310 Huizinga, V., 2003. Direct beleggen in bestaande hotels. July 2003. 
311 Rutger Derksen, 2005. http://www.iex. nl. 
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(1) Market Lease Revenuestabilised Year = (7%) x €143,310,729 = €10,031 ,751. 

(2) Market Lease Revenuestabilised Year = {8%) x €143,310,729 = €11 ,464,858. 

7 - Hotel Investments 

In the Netherlands, on average, operators spend between 25% and 28% of Gross Revenues on 
leasing the real estate and exploitation rights for five star hotels312

. According the proposed P&L 
statement and the formulated assumptions, the lease fees that may be paid range between : 

(1) €44,634,000 x 25% = €11 , 158,500. 

(2) €44,634,000 x 28% = €12,497,520. 

This means that the future operator of the Case-Hotel should be able to comply with the liabilities. 
However, in practise, annual rent terms may be much more complicated than described before. 
Therefore, property developers may choose for various terms of payment. For instance, property 
developers may require a minimum annual rent as guarantee to the lessor, combined with a annual 
variable rent (as percentage of Gross Revenues). Additionally, lessors may receive a performance 
rent (kicker) over the annual and variable rent if Gross Revenues exceed a certain amount. However, 
as the structures of possible leases should be adapted to each prevailing situation, and as these 
structures can take many forms (e.g ., fixed-leases, turnover-based leases, profit-based leases, and 
operating leases) entire books can be written on determining appropriate lease constructions; though 
these issues are beyond the scope of th is thesis. 

§7.5 DEBT FINANCE MARKET 

Since debt generally represents the largest source of cash invested in a hotel transaction, finding a 
lender is another make-or-break issue in the hotel development process. Without a lender, the 
contemplated development and transaction will usually die. Lenders, realizing this great power, are 
often difficult to approach . Coupled with the fact that most lenders do not make hotel loans, finding 
suitable financing can be difficult313

. 

In general, the lending opportunities preferred by lenders tend to be refinancings or acquisitions of 
internationally branded, well-located properties with established trading histories, as opposed to new 
developments. Refinancing can be defined as the process of repaying some or all of the loan capital 
by obtaining fresh loans, usually at a lower rate of interest. The financial community generally shuns 
new hotel projects, which must by definition rely on financial projections, because the hotel industry 
has earned a reputation as a high-risk business. Exceptions to this are gaming related projects 
affiliated with the successful hotel chains314

. 

Despite the fact that few traditional lenders are interested in providing funds for hotel investments, five 
major international sources of hotel financing are profiled below315

: 

Life Insurance Companies. Especially in the United States, insurance companies provide direct 
loans for hotel development to supplying fixed-interest mortgages for hotel investors. 
Pension Funds. Pension funds represent a large pool of capital , and would seem to be a logical 
source in (hotel) real estate financing in Europe. 
Commercial Banks. Commercial banks have historically played the most significant role in 
providing financing for the hotel industry. However, the majority of banks allocate a small amount of 
their lending resources to hotel debt financing , because it is still a specialist field. Some examples 
are the investment bank Lehman Brothers; German mortgage banks as HypoVereinsbank, Deka 

312 Horwath Consulting, 2003. Hosta 2003. 
313 Rushmore , S., 2002. Capital Sources and Financing. Hotel Investments Handbook. 
314 Elgonemy, A.R ., 2002. Debt-financing Alternatives. Refinancing and Restructuring in the Lodging Industry. 
315 Keeling , J.M., 1994. Hotel Development Trends. Urban Land, August 1994; and, Roginsky, R.J., 1999. Current Market 
Analysis Techn iques. Hotel Investments Issues & Perspectives. 
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and Aareal Bank, and the British banks as Royal Bank of Scotland and Barclays. These foreign 
lenders are implementing aggressive lending strategies to establish a foothold across Europe. A 
Dutch player on the market is NIB Capital N.V., which particularly focuses on the larger three-to
five star hotels runned by the professional management of well-known international chains316

. 

Credit Companies. Credit companies generally operate in the United States. They are usually real 
estate subsidiaries of large industrial companies and are often called 'lenders of last resort ', 
because of their typically high interest rates and arduous terms. Credit companies have been 
consistent players in the hotel lending market, more willing than most lenders to take on riskier 
projects, offering loan-to-value ratios as high is 80 percent. Some examples of credit companies 
are GE Capital, BT Securities and CapStar Hotel Company. 
Hotel Groups. Some hotel groups provide financing for hotel mortgage, new construction, take-out, 
refinance and conversion. One example is BHR Capital (BHRC) , an exclusive financing seNice for 
the clients of the Intercontinental Hotels Group (IHG). BHRC offers a full complement of financing 
products to support investments in IHG's brands. 

The cost of capital for hotel investments is quite high relative to the cost of financing other kinds of real 
estate. Interest rates on hotel loans remain one to two percentage points above the interest rates for 
loans on retail , office, and industrial projects. The typical LTV ratio of lending transactions is between 
60% and 70% 317

. 

As each possible loan structure is case-specific, a full discussion would pass the range of this thesis. 
Hence, just some types of loans that typically employ in hotel financing are described318

: 

Construction Loans. A construction loan is a short-term loan made during the period in which a 
project is under construction. The moneys from a construction loan are disbursed over the de
velopment period for amounts determined by the actual progress of construction. Construction 
loans are paid off when the project is completed and the hotel opens. 
Construction and Mini-Permanent Loans. When a lender provides both the construction financing 
and a short-term permanent loan (two to five years) , the arrangement is called a construction and 
mini-permanent loan. The terms of the construction segment of the loan are similar to those of nor
mal construction loans. The advantage of construction and mini-perm financing is that the borrower 
does not have to find a permanent take-out lender, which can be difficult to locate for a new hotel 
without an operating history. Once the hotel has been operating for two to four years and has an 
established track record, the investor is better able to attract a long-term permanent lender at more 
favourable terms. 
Term or Bullet Loans. If a construction lender does not want to provide a mini-permanent loan after 
the construction has been completed, the borrower can line up a term or bullet loan, which 
generally runs from three to five years , as the take-out. By using this type of loan until the property 
establishes a track record, the borrower is better able to obtain more favourable terms on a long
term permanent loan. 
Permanent Loans. A permanent loan is obtained by a take-out lender after the term of a 
construction or mini-permanent loan that is used to pay off the previous lender. The permanent 
loan carries either a fixed or floating interest rate over a twenty- to thirty-year term. 

316 NIB Capital N.V. was established in 1999, and is a joint venture between the two largest Dutch pension funds, Algemeen 
Burgerlijk Pensioenfonds (ABP) and Stichting Pensioenfonds voor de Gezondheid, Geestelijke en maatschappelijke Belangen 
(PGGM). 
317 Jones Lang LaSalle Hotels, 2003. Hotel Investment Strategy Annual 2003. 
318 Rushmore, S., 2002. Capital Sources and Financing. Hotel Investments Handbook; and, Keeling, J.M., 1994. Hotel 
Development Trends. Urban Land, August 1994. 
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Lenders take various factors into consideration when deciding to provide debt financing . The factors 
that lenders require to ensure that the asset, in all probability, may generate sufficient cash flow in 
order to service debt payments include319

: 

City Type: Most lenders provide debt financing primarily in capital cities. 
Location and Property Type: Inner city and CBD locations in cities with high barriers to entry are 
the preferred locations when providing debt financing . High-quality assets as upscale and luxury 
hotels focussed on the business segment are the preferred choice for hotel debt financing. Other 
important criteria are the diversity of the hotel's market segmentation, the competitive environment 
in the area and future supply, and the suitability of its facilities and amenities towards the hotel's 
market and strategic positioning. 
Brand and Management Expertise. Lenders, recognizing the key role management plays in hotel 
real estate, require hotel developers to obtain an appropriate chain affiliation (brand) and a capable 
operator with knowledge of the local market before they approve a loan. 
The Structure of the Lease or Management Contract. Lenders express a preference for leased 
hotels when providing debt financing. 
Type of Investor. Lenders prefer to provide financing to investors with an active portfolio 
diversification, both across different asset classes and through geographical diversification, which 
reduces risk exposure. 

So, obtaining financing for a hotel property calls for creativity, tenacity, and flexibility. Moreover, the 
key to obtaining hotel financing is to put together a transaction that clearly shows excellent financial 
potential and low investment risk. The broadening of hotel ownership to non-specialist investors 
inevitably means that lease structures will continue to play an important role in providing a more 
secure and attractive investment product. 

Through subsidiaries of Shangri-La Asia Limited, a company listed on the stock exchange of Hong Kong, Shangri-La Asia 
Limited is both the owner and operator of most of the upscale Shangri-La Hotels they manage. Therefore, all their efforts 
are focused on perceiving each hotel as a business operation that must achieve a return on capital investment, while 
maintaining the required high standard of product and service. Consequently, profitability has two prime components: 
increasing revenues and controlling costs. 

Shangri-La Hotels are conveniently located, offering luxurious, high standard and comfortable hotel accommodations, 

comprehensive facilities, expansive lobbies, extensive function space and fine dining. Shown above is the Island Shangri

La which is centrally located in the heart of Hong Kong. Towering 56 floors above Victoria Harbour, it has direct access to 

Pacific Place - Hong Kong' s most prestigious shopping and entertainment complex. The 531 guestrooms and 34 suites of this 

luxurious hotel are among the largest in Hong Kong and each offers breathtaking views of the city and famous harbour. The 

hotel also features exquisite restaurants, a business centre, health club and swimming pool. 

319 Bock, P. and Forster, B., 2003. European Hotel Transactions 2003. HVS International; Jones Lang LaSalle Hotels, 2004. 
Hotel Debt Financing. FocusOn, April 2004; Delorme, E.R., 2002. Hotel Industry Slowly Sees Light at the End of a Recession 
Tunnel. Real Estate Finance Journal, winter 2002; Beals , P. and Engel , T.R., 1995. Investors Demand Better Hotel 
Management Contracts. Real Estate Review, spring 1995, p. 32-36; Johnson, K., 1996. Management Contracts. Hotel 
Development, and, Bell , C.A. , 1993. Agreements with Chain Hotel Companies. Cornell Ouartery, February 1993. 
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A successful hotel property requires a familiarity with more than the demand for and supply of hotel properties, the site's 

capacity to support a hotel property, and the financial, operational, marketing and organisational objectives of operators 

and investors influencing the project. Equally essential are a basic understanding of the development process itself, timing, 

and the programmatic and design decisions. Only if all these objectives, which will be discussed in Chapter 8, are in 

balance with each other, the project can prosper. 
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Chapter 8 represents the last theoretical chapter of this thesis and will discuss four remaining issues 
important for hotel property development. Firstly, paragraph 8.2 traces the basics of the hotel 
development process, because the development process for a hotel property is complicated and 
requires a great deal of planning and coordination. Since many aspects of the development process 
had been described already in this thesis, paragraph 8.2 just summarizes the hotel development 
process and describes the phases that must be completed. It furthermore illustrates the main 
differences between the development process of a hotel property and other commercial real estate. 

Other critical elements to achieving any successful building project are time (when to build), quality 
(product and design) and cost (development costs). So, secondly, paragraph 8.3 will provide an 
answer on the question of when it is viable to build and to deliver a hotel property. 

The identified markets in Chapter 2 all affect the configuration and allocation of space in hotel 
properties in different ways. Issues as the number and type of bedrooms, the amount of space in 
bathrooms, and the size of meeting rooms are all depending on the markets they will serve. 
Accordingly, paragraph 8.4 will describe how the facilities description directly influences the pre-design 

and planning phases of the hotel development project. This allows property developers to consider 
solutions that effectively complement a hotel property to the market for which it has to be built. 
Consequently, the subparagraphs of paragraph 8.4 will provide a general description of space 
allocation for the most important hotel elements, among which: guestrooms, public areas, back-of

house facilit ies, health club and other recreational facilities , retail facilities , and parking. 
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The mentioned spatial requirements of paragraph 8.4 also have a strong influence on the types of 
structure used in hotel building. As a result, paragraph 8.5 will discuss the most effective structural 
designs for inner city hotels and the other factors that may affect it. Besides, the paragraph will provide 
some suggestions concerning industrial, flexible and demountable construction principles as these 
may add a considerable value for hotel property development. 

Fourthly and last, paragraph 8.6 will provide guidelines on development costs for hotel products 
suitable in inner city mixed-use projects. However, readers should consider the information provided 
only as a general guide for the various categories , as these differ per, for example, hotel type, site and 
location, market conditions , development constraints , and aimed product-quality. 

§8.2 THE DEVELOPMENT PROCESS 

The development process - regardless of type, size, location, or orientation - links the following five 
distinct, though evolving, phases that sequentially provide a blueprint for action320

: (i) initiation, 
conceptualization, and planning ; (ii) feasibility analysis ; (iii) commitment; (iv) design and construction; 
and (v) management/operation. 

Initiation, Conceptualization, and Planning. The initiation, conceptualization, and planning phase 
require property developers to321

: 

Establish a set of development objectives: Financial, developmental, and operational. 
Identify and define developmental issues: regulatory, legal, locational, and managerial concerns; 
political and environmental issues; synergy of project components with one another; land 
assembly questions; and development incentives. 
Formulate a preliminary development concept: A concept that responds to tlie constraints and 
opportunities of the site; that shows sensitivity to the needs of the community; that complements 
the surrounding land uses; and that minimizes market risk. 
Complete a development team sufficiently experienced to implement the project successfully. 

Property developers and other real estate professionals must allocate a generous amount of time and 
resources to this phase, since the project's objectives and planning will serve as a framework within 
which to measure the progress and success of the development process. Members of the 
development team during the mentioned project phases may include architects, engineers, attorneys, 
government relations advisors, marketing advisors, finance advisors, appraisers, accountants, tax 
advisors, and land planners. 

Feasibility Analysis. Conducting a market and financial feasibility analysis for a proposed hotel is 
essential to determining the 'go/no-go' status of the project. The finished assessment of market 
potential for the project discloses the level of demand for its use by each market segment, the 
suitability of the site, the estimated growth of and changes in market demand, the special locational 
characteristics of the project, and some resultant facilities specifications, sufficiently detailed to begin a 
formal architectural program. With the changes occurring today in the hotel development climate, a 
timely and thorough examination of market potential must be made before the final decision to 
proceed is taken. The final step in the feasibility phase involves determining the preliminary 
development costs, identifying and selecting the best financing structure, and preparing operating and 
consolidated financial statements that may respond to change. Ultimately, a feasibility analysis aims to 
recommend a product that will meet or exceed the economic, financial, developmental , and 

operational expectations of the project's investors, developers, and operators. 

320 Id.; Ransley, J., 2001 . Developing Hospitality Properties and Facilities; and, Laventhol and Horwath, 1990. Hotel/Motel 
Development. Washington , D.C.: ULI - The Urban Land Institute. 
321 Ransley, J., 2001 . Developing Hospitality Properties and Facilities. 
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Commitment. At the conclusion of the feasibility phase, preliminary design and development 

schedules must be generated, enabling all parties concerned to negotiate and execute documents and 
to begin development proceedings. These proceedings might involve: 

Securing project funding, either a sufficient amount to cover front-end costs and land assembly, or 
a total commitment on a construction or a permanent loan. 
Concluding the commitment for land assembly and control. 

Completing any development agreements necessary to begin the project. 

Executing , if necessary, either a preliminary management agreement with an experienced hotel 
operator, or a franchise agreement. 

Design and Construction . The design and construction phase should create the public image or 
signature for the project. Necessarily, it also greatly influences the operating performance and mar
ketability of the product. The final design, the phasing and timing of development, the preparation, 
negotiation, and execution of construction management documents, and the actual building of the 
hotel, together compose the construction phase. The goal of this phase is to complete the project 
according to the design, market, operational, and cost guidelines already established. 

Management and Operation . The ability to manage and market the project effectively upon 
completion will determine its long-term success. Because currently a need exists for a new hotel to 
affiliate with a professional management firm to have access to a national or international reservations 
network, this phase takes on added importance for the project's debt and equity investors. 

Monitoring the management/operational phase minimizes the development risk while maximizing 
the value and life of the facility. Without appropriate and skilled management involved in the early 
stages of the process, the chances for a profitable, efficient project decrease. This phase usually 
begins 12 to 18 months before the hotel opens, continues when the hotel becomes operational, and 
involves the following functions that must be executed by the appointed hotel operator322

: 

Obtaining the necessary permits, licenses and certificates to open a hotel (i.e., business license, 
F&B license, swimming pool permits, elevator/escalator and fire protection system certificates). 
Preparation and implementation of an aggressive sales and marketing campaign. 
Recruitment, training, and retention of staff. 
Management of each operating department. 
Continuing control and reduction of operating costs and expenses. 
Generation of operating profits, maintenance of facilities, and enhancement of the hotel's image in 
the marketplace. 

The previous sections showed that hotel projects follow the same general sequence as other 
development projects. However, there are some important nuances as Figure 8.1 clearly illustrates323

• 

The future operator, for instance, usually must be involved from nearly the first step, because these 

companies generally have real estate professionals and architects on staff, who may help coordinate 
and provide guidance and feedback during some of the following basic steps: 

Prepare a facilities program (concept, area program, operational description, project budget) . 
Obtain financing. 
Review the project design (schematic, design development, construction documents) . 
Monitor construction and the hotel opening. 

An explanation of the key differences between the development process of hotel properties and other 
commercial real estate, as mentioned in Figure 8.1, is considered at length in Chapter 1 of this thesis. 

322 Belfrage, E.E., 2001 . Business Value Allocation in Lodging Valuation. The Appraisal Journal, July 2001 . 
323 PKF Consulting , 1996. Hotel Development. Washington, D.C.: ULI - The Urban Land Institute. 
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Figure 8.1: A Simplified Overview of the Development Process of a Hotel Property. 
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The hotel industry, perhaps more than any other type of real estate, displays cyclical occupancy 
trends over the long term. A development strategy or approach that may best respond to the unique 
nature of the hotel industry is324

: Time the Market. Figure 8.2 presents a graphical representation of 
the hotel industry cycle that historically takes eight to 12 years to change325

. 

Figure 8.2: Hotel Industry Cycle. 
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Source: Gorge/, J.B., 2003. Predictive Powers of Hotel Cycles. Real Estate Issues, volume 28, no. 4, winter 2003. 

As hotel room night demand grows in a market with a fixed number of rooms, hotel occupancies 
increase; at some point the market's hotels can start to move their rates upward. As occupancies and 
rates increase, profitability and net incomes at the market's individual hotels increase. As hotels 
generate strong cash flows, market values for hotel properties increase326

. Eventually, capital markets 

324 Giraldo, C.M. , 1998. Hotel Investment Strategies: Objectives. The Real Estate Finance Journal, winter 1998, p. 12-21. 
325 PricewaterhouseCoopers, 2002. Dating the Recent Industry Cycle. Hospitality Directions, August 2002, p. 47-53. 
326 Rubin, K.F., 2000. What Can Make New Hotel Construction Economically Feasible When New Hotel Construction Isn't 
Economically Feasible? Real Estate Issues, Spring 2000. 
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jump on the bandwagon with equity capital and loans for new development and values of individual 
hotels in the market rise to the point where they start to approach, equal , and exceed the cost of 
building new hotels. At this point, the cost of building a brand new hotel will be equal to or less than 
the cost of acquiring an existing one : it is a better deal to build than to buy. This is the part of the cycle 
where new hotel development is economically feasible327

. 

Ultimately, new hotel rooms open, supply is diluted and demand is spread out among the increased 
number of rooms. Occupancies decline, rates decline or may cease to grow, and profitability and net 
incomes decline at the individual hotels. As investors sense risks rising, they requ ire higher returns 
and begin to look for other investments, by which financing for hotel development becomes less 
available328

. Moreover, the least competitive facilities drop out of the market, because overleveraged 
players vanish and bankruptcies remove some rooms from the market. These factors generally cause 
a decline in the value of the market's hotels. And, when values decline to something less than the cost 
of building new rooms, it is cheaper to buy than to build and the cycle begins anew. 

In the world of sports, it is a disciplined rule that being first also means being best; in the competitive 
world of business, this rule often rings true as well. In the game of hotels and hotel development, 
sometimes the winner is second, third or even fourth. Nevertheless, with the threat of overbuilding in 
certain markets, no property developer wants his hotel to be the last to open its doors for fear of 
missing out on demand capture to other new hotels. 

The question of when to build is often determined by the property developer, who typically has 
timetables set forth for a hotel a/o mixed-use project. Very rarely does this timetable incorporate a 
holding period to allow for market demand increases or to await the absorption of other new supply329

. 

Rather, the developer typically specifies the earliest possible opening date, hoping to be the early bird 
who gets the most of the worm before there's no worm left, and hoping that other potential projects 
may be dissuaded from entering the market. 

The basic premise on which delayed timing becomes viable holds that the net present value of the 
future returns of the proposed hotel, built immediately, is less than that of the returns based on a 
predetermined future construction of the hotel , less discounted holding period costs330

. For instance, a 
scenario can be envisioned whereby the developer of the subject property allows the market more 
time to absorb the other new supply before developing its own product. At the time of its opening, 
other market entrants have had more time to stabilize in the market, allowing demand levels to 
increase slightly before the subject property opens. General economic conditions may also dictate 
optimal development tim ing for hotels, as more favourable economic conditions may delay 
construction for projects proposed. 

Construction completion dates generally are more critical for hotels than for most other types of 
buildings. Hotels under construction - even those late in the design phase - sell large blocks of 
guestrooms often years before the hotel opens. Typically, kitchens, training facilities, computer rooms, 
and laundry and operating supply areas are brought online three to four months before opening , while 
guest rooms, front office and reception are turned over four to six weeks ahead of opening. Any delay 
entails not only lost revenue but can negatively affect the hotel's reputation among travel agents and 
disaffected guests. In addition, staff payroll , training , and other fixed pre-opening expenses are further 
extended331

. To help ensure that opening dates are met, the construction contract may include 
liquidated damage and bonus clauses to penalize or provide incentives for the contractor. 

327 Corgel, J.B., 2004. Endogenous Real Estate Cycles and Overbu ilding: Evidence from U.S. Hotel Markets, unpublished 
working paper, Cornell University School of Hotel Administration. 
328 Mueller, G.R., 2002. What Will the Next Real Estate Cycle Look Like? Journal of Real Estate Portfolio Management, 2002. 
329 Rushmore, S., 2001 . Hotel Investments Handbook. 
33° Canter, T.A. and Maher, W.J., 1998. An Analysis of Supply and Demand for the U.S. Hotel Industry. Real Estate Finance, fall 
1998. 
331 Jones Lang LaSalle Hotels, 2002. Hotel Project & Development Services Top Ten Pitfalls in Hotel Development. Focus On, 
February 2002. 
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§8.4 DESIGN AND SPACE ALLOCATION 

§8.4.1 Design 

Design decisions made early in the development process stay with the property for its lifetime and may 

become an operations benefit or nightmare. The great paradox in hotel design is that while most 
hotels are generally the same programmatically, no two are alike. Although an oversimplification, it 
may be said that 90 percent of the hotels in the three star range and above contain almost all the 
same physical spaces, housing similar functions that have the same specific physical relationship to 
each other. Within this sameness, variables such as site constraints , the number of rooms, operators 

requirements, and quality differences may help define a hotel and give it its own character. Even 
within one chain , hotels will not necessarily be carbon copies of one another, but will each be 
designed to complement the market for which it was built. Hotel design is normally dictated by three 
parameters332

: 

Location and site consideration : space, surroundings, development constraints . 
Market orientation and operator requirements: facil ities, mode of use, product style, brand. 
Cost and time: level of sophistication, planned life cycle , future changes, cost limits, investment 
criteria, program requirements, financing. 

Although location is a fixed and unchangeable factor for the hotel, both interior and exterior design can 
add or detract from the property's attractiveness333

• The task of the property developer and architect is 
to establish a harmonious balance between the factors (i) image; (ii) style; (iii) operating efficiency; 
and (iv) customer comfort. Image and style represent the way in which the hotel operator, or its 
organization, appeals to the target market by projecting the desired image, providrng the required price 
and quality, and communicating messages such as brand identity. 

Operating efficiency and customer comfort are more tangible operational considerations. A new 
hotel design should be one that can be operated efficiently by the staff of the future operator. 
Customer comfort depends to a high degree on the physical (accessibility, room size, 
heating/ventilation, leisure) and psychological (ambience, privacy, safety/security, soundproofing) 
comfort that is, often unconsciously, experienced. The interior design creates the overall ambience, 
tone or mood of the accommodation and it is this overall experience that makes the customer feel at 
home - or not. The quality of furnishings and fittings, materials used and the comfort of seats and beds 
need to 'fit' the service level of the hotel. 

Views play an important role for inner city hotels from a design perspective. Once guests arrive in their 
hotel room, among the first things that they do is check the view. Guestroom views often are crucial in 
selecting the site, orienting the buildings, developing the building form, and designing the fenestration . 

Views furthermore add real value to a hotel property, because hotels routinely demand higher rates 
for rooms with great views of the skyline, the waterfront, or a park than those facing an adjacent office 
building. Therefore, it is important to know and, perhaps, to predict where views will exist. It may 
govern decisions on how high to build to ensure that upper floor suites gain a spectacular view over 
surrounding buildings. For instance, a property developer may be faced with an economic decision to 
build a 50-story hotel with 10 rooms per floor as opposed to a more efficient and less costly 25-story 
hotel with 20 rooms per floor. The added expense of building the taller structure must be weighed 
against the potential of higher room rates for the added value of spectacular views and the intangible 
value of a more significant presence on the city's skyline. 

332 Lawson, F., 1995. Hotels & Resorts. Planning Design and Refurbishment. 
333 McDonough, B. et al. , 2001 . Building Type Basics for Hospitality Facilities. 
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A prominent architectural profile on a city's skyline is an important design feature for hotels. Here the distinct top of the 
Hyatt Regency Boston, United States, stands out against its Boston's inner city. 

§8.4.2 Space Allocation 

Space allocations vary considerably with the type of hotel being built. Hotels are generally conceived 
as having three major components: (i) guest rooms; (ii) public areas (front-of-house) ; and (iii) 
administrative and support areas (back-of-house). 

While the general concept of the hotel may be known early in the project, establishing the hotel 
program is especially important because of the highly competitive nature of the hotel business. The 
needs of the identified markets will affect the configuration and allocation of space334

. The size of 
meeting rooms, the number and type of bedrooms and bathrooms, as well as the amount of space in 
the reception area, are all depending on the markets they will serve. The facilities description is the 
one section that most directly influences the pre-design and planning phases of the hotel development 
project. Consequently, the following subparagraphs will provide a general description of space 
allocation for the following hotel elements : 

Guestrooms. 
Public areas as lobbies, restaurants and lounges, and meeting and banquet facilities. 
Back-of-house facilities. 
Health club and other recreational facilities. 
Retail facilities. 
Parking. 

334 Van Wetering , J. , 2001 . Accommodation. Developing Hospitality Properties and Facilities. 
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§8.4.3 Guestrooms 

Guestrooms are crucial to customer satisfaction: it is here that customers spend the majority of their 

time in the hotel. Guestrooms, where a typical guest spends 50% of his waking time in the bathroom 

and 50% in the bedroom area, are usually compact units with standardized fittings and modular 

dimensions, and are generally repetitive arranged from floor to floor335
. As the profitability of an inner 

city hotel is primarily dependent on sales of bedrooms (and often to a lesser extent on sales in its food 

and beverage outlets) it is important to maximize the space available for building bedrooms. 

Generally, guestrooms represent around 65-75% (luxury) , 75% (mid-rate), and 85% (budget) of the 
total floor area of a hote1336

. 

In general terms, the transient business person look for single accommodations - a high percentage of 

single occupancy in most inner city business hotels may therefore justify smaller rooms -, the 

convention and meeting market need double rooms , and the leisure market requires rooms to sleep 

two or more guests. Because each of these market groups uses the room differently, an architect must 

consider work and meeting functions in one case and family activities in another. 
The guestroom design decision , which most influences the room layouts and much of the guest 

reaction to a hotel, is the choice of three critical room dimensions: (i) the inside or net width, (ii) the 

length of the room from the exterior wall to the bathroom wall; and (iii) the size of the bathroom. 

In the past few years, guestroom dimensions have become generally standardized for different 

quality levels of hotels (Table 8.1) . While a few hotel operators have tried to provide noticeably larger 

rooms than their direct competitors, the guest room size, quality of furnishings and finishes , and room 

rate remain closely linked because of the overriding influence of the initial cost of construction and 

furnishings. However, American chains such as Marriott and Westin indicate that their four-to-five star 

average room sizes cover 28 to 32 m2
; while Asian chains as Shangri-La and Peninsula require rooms 

with a standard size of 40 to 45 m2
. 

Table 8.1: Minimum Guestroom Dimensions for Three Different Quality Hotel Levels. 

Hotel Type 
Living Area (•) Bathroom Total Guestroom 

Dimensions Area (m2) Dimensions Area (m2) Dimensions Area (m2) 

Three Star (Mid-Rate) 3.6 x 5.5 20.1 1 .5 x 2.3 3.4 3.6 x 7.0 25.6 (73 %b) 

Four Star (Upscale) 4.1 x5.8 23.8 1.7 x 2.6 4.4 4 .1 x8.6 35.3 (71 %b) 

Five Star (Luxury) 4.5 x 6.1 27.9 2.3 x 2.7 6.6 4.5 x 9.1 41.1 (71 %b) 

Notes: 

• Living area does not include the bathroom, closet or entry. 

b Residential % of Total. 

Source: Adams, L. , Penner, R.H. and Rutes, W.A. , 2001. Hotel Design; Planning and Development; Lawson, F., 1995. Hotels & 
Resorts. Planning Design and Refurbishment; and, Koninklijk Horeca Nederland, 2001. De 4 bouwstenen voor het hotelbedrijf. 

The selection of a proper room mix is important because it influences the hotel's ability to rent 100% of 

its rooms and to generate the maximum revenue. For this reason, rooms which offer more flexibility 

are popular with the management companies. For instance, a room with two double beds is more 

flexible than a king; a king plus a convertible sofa is attractive to a single business person and can be 

converted to family use. 
Table 8.2 illustrates typical room mix percentages for different types of hotels, according to the 

internationally accepted classification standards since the guidelines for three-to-five star hotels are 

not available or superseded. However, it must be mentioned that the typical ration of room types for 

inner city hotels is 50% single-double rooms and 50% twin rooms337
. 

335 Ransley, J. and Ingram, H., 2001 . What is 'good' hotel design? Facilities, volume 9, no. 12, 2001 , p. 79-86. 
336 Adams, L., Penner, R.H. and Rutes, W.A. , 2001 . Hotel Design; Planning and Development. 
331 Id. 
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Table 8.2: Typical Room Mix Percentages for Different Hotel Types. 
Percentage of Total Guest Rooms(%) 

Hotel Type Double- King-
King Suites Comments 

Double Studio 

Inner City Business Hotel 30 60 3 7 Limited double occupancy. 

Boutique Hotel 10 75 3 12 
Suites depend on market and building 

configuration. 

Convention Hotel 55 35 0 10 Continuing reliance on double-double. 

All-Suite Hotel 30 70 0 0 
All keys include living room with dedicated 

bedroom. 

Super-Luxury 20 70 0 10 Double-double replaced by oversize twins. 

Casino Hotel 50 40 0 10 
D-D or Q-Q count depends on strength of tour 

market. 

Guestroom Bed Types 
Twin Room: Two twin beds (1.0 x 2.0 m) Double-Double Room: Two double beds (1.35 x 2.0 m) 
Queen Room: One queen bed (1.5 x 2.0 m) King Room: One king bed (2.0 x 2.0 m) 
California King Room: One king bed (1.8 x 2.0 m) Oversized Twin Room: Two twin beds (1 .15 x 2.0 m) 
Queen-Queen Room: Two queen beds Double-Studio: One double bed and convertible sofa 
Queen-Studio: One queen bed and convertible sofa King-Studio: One king bed and convertible sofa 
Parlor Room: One convertible sofa Wall Bed Room: One wall bed 

Source: Adams, L., Penner, R.H. and Rutes, W.A. , 2001. Hotel Design; Planning and Development. 

The number or percentage of suites varies among hotel types. Most hotels have no more than two to 
five percent of their keys allocated to su ites338

. Luxury full-service and convention hotels, on the other 
hand, provide up to 10 percent of the total guestroom count in suites. These most likely are positioned 
on the upper floors of the hotel property where the rooms have better views. Dependent on the suite
type, suites may cover a surface between 40 and 100 m2

. 

Shown above are the layouts of a standard room, diplomatic suite and a bathroom, randomly chosen. 

§8.4.4 Public Areas 

The layout of the public areas is usually the most challenging element of a hotel's design, because 
public areas are the first spaces customers and other vis itor's experience. Spaces (size, heignt) and 
how spaces are interlinked, colours , light, and furnishings must therefore be chosen with extreme care 
to reflect the image and profile of the hotel. Lifts, staircases and corridors also need special attention 
from the architect to avoid resembling functional bu ildings, such as offices or hospitals. 

Furthermore, public areas must interrelate with back-of-house areas and also be readily accessible 
from the main lobby and other public entry points . In high-rise hotels, the presence of service ducts 
and structural columns that come down from the guest rooms through the base (or podium) of the 
building makes achieving a satisfactory interrelationship between the public areas, support spaces, 
and primary public circulation areas even more complicated. Besides, many public areas - lobby 
restaurants and lounges, meeting spaces, and ballrooms - typically require a higher floor-to-ceiling 
height than the average guest room floor. Fitting these large areas, both vertically and horizontally, 
with other hotel components is difficult. 

338 Adams, L., Penner, R.H . and Rutes, W.A. , 2001 . Hotel Design; Planning and Development. 
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While the hotel guestrooms make up the majority of the floor area in virtually al l hotels, it is the publ ic 

space that defines the differences among the various types. The amount of space assigned to the 
various public facilities fluctuates greatly. Except in budget hotels, however, and except in those hotels 
with no restaurant or meeting facilities , this space normally approximates 10 to 20 percent of the total 
floor area of the hotel339

. Table 8.3 identifies the key differences in the public spaces for the various 
hotel types (the recreation , retail and parking areas are also displayed in the table for the sake of 

convenience) . Convention hotels, for example, need extensive meeting and banquet space, and inner 

city and luxury hotels, among others, have generally high-quality restaurants. 

Table 8.3: Public Areas per Room for Hotels that are Suitable in Inner City Mixed-Use Projects. 
Hotel Type Lobby F&B Areas Function Spaces Recreation Retail Parking 

Inner City Business Hotel Moderate Small Varies Moderate Moderate Small 
Boutique Hotel Moderate Small Small Small Small Small 
Convention Hotel Large Large Large Moderate Large Moderate 
Condominium Hotel Small Small Small Moderate Small Modera te 
All-Suite Hotel Moderate Moderate Moderate Moderate Small Moderate 
Super-Luxury Hotel Small Moderate Small Small Modera te Moderate 
Mixed-Use Hotel Large Large Large Moderate Large Moderate 
Casino Hotel Moderate Large Large Large (casino) Moderate Moderate 
Notes: 
'Small' means lobby< 0.55 m2/room; food and beverage areas< 0.7 seat/room; function spaces< 2 seats/room; recreation 
area = small pool or health club plus limited other facilities; parking< 0.7 car/room. 
'Moderate' stands for lobby 0.55-0.92 m2/ room; food and beverage areas 0.7-1.2 seats/room, function spaces 2-4 seats/room; 
recreation area = pool and health club plus other facilities, parking for 0.7-1.2 cars/room. 
'Large' indicates lobby> 0.92 m2/ room; food and beverage areas> 1.2 seats/room; func tion areas> 4 seats/room; recreation 
areas = extensive faci lities; parking> 1.2 cars/ room. Some types of hotels require additional parking for buses. 

Source: Adams, L. , Penner, R.H. and Rutes, W.A. , 2001 . Hotel Design; Planning and Development. 

Lobby. Among the many public areas of the hotel, the lobby makes the single greatest impact on the 
guest and on visitors to the hotel340

• Therefore, the design of the major lobby elements and the design 
of the details are crucial to making a positive and lasting impression on the guest. The most 
successful designs carefully balance two key factors : visual impact and function . 

The lobby is invariably spacious and provides the focus for reception and public facilities. The 
lobbies of high rated inner city hotels typically account for two to six percent of the hotel's total floor 
area; providing 0.6 to 0.9 m2 of floor area per guestroom in the lobby. Hotels developed as part of a 
mixed-use project may require 0.9 to 1.4 m2 per room. 

Shown above are the lifestyle lobbies of the Grand Hyatt Tokyo; the Le Meridien Hong Kong; and the Westin Hotel 
Rotterdam. All examples reflect the individual image and profile of the hotel operators that run the hotel properties. 

Alternative design approaches include the use of huge spectacular atriums providing more intimate 
areas for personal attention. Atrium designs seem an efficient solution for large inner city hotels in 
mixed-use developments, because these expansive spaces may include entrances to various mixed
use functions, as well as restaurants, bars, kiosks , and lounges - on one floor or with mezzanine levels 
- all sharing the same space. 

339 Id. 
340 Lawson, F. , 1995. Hotels & Resorts. Planning Design and Refurbishment. 
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Shown above are the atriums of Hotel Kyocera, Kagoshima, Japan; Hyatt Regency Paris; Sheraton Amsterdam Airport Hotel; 
and, Sheraton Paris Airport Hotel. All mentioned atriums contain multiple functions occupying shared space. Besides, 
guestrooms may overlook the lobby, which is especially appropriate at airport or inner city locations where noise and 
limited views may make rooms facing outward less desirable. 

Food & Beverage Areas. Most restaurant, bar and lounge facilities account for four to six percent of 
the total floor area of the hotel341

. The optimal number of restaurant and bar outlets varies with the 
size, type and location of the hotel and with the relative emphasis that the operator gives to that part of 
the operation. For instance, convention hotels, at which the breakfast meal creates the largest peak 
demand, usually have a large restaurant, and at least one specialty restaurant. At extended-stay 
hotels, where many guests stay several weeks or longer and where they often prepare their own 
breakfast and dine out in the evening, only minimal food and bar service are needed. 

Hotel restaurants and bars are appropriate functions that may be contracted out by a hotel operator. These spaces may be 

leased to parties that have proven records in running these kinds of operations. Accordingly, hotel operators have one thing 

less to worry about and are able to generate additional revenues. 

A good starting rule of thumb in Europe is to provide restaurant seats equal to 0.6 times the number of 
guestrooms and lounge seats equal to 0.3 times the number of rooms (Table 8.4). This initial program 

objective can be increased or decreased according to a market study and the hotel operator's further 
requirements. Thus, a 400-room hotel might feature, in stead of a 240-seat restaurant (0.6 times the 
number of guestrooms), a moderate-priced food restaurant for 160 people and a specialty restaurant 
with about 80 seats. However, in practice it seems difficult to give guidelines on restaurant and bar 
capacities for different hotels, because these generally need to be modified to recognize site and local 
market conditions as well as regional attitudes toward hotel dining. Besides, the public areas such as 
restaurants and bars in a hotel are often designed to attract non-residents. 

Table 8.4: Public Areas per Room for Three-to-Five Star Inner City Hotels. 
Seats and Net Areas per Room <•) 

Hotel Type Restaurants & Cafes Bars & Lounges Function & Meeting Rooms (b) 

Seats m2 Seats m2 Seats m2 

Notes: 

• Depends on particular location and marketing. 

b Including foyer/ reception area. 

Source: Lawson, F., 1995. Hotels & Resorts. Planning Design and Refurbishment. 

34 1 Ryan , C., 2001. An Introduction to Hotel and Catering Economics. 
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Function Space. The second principal category of public space includes the meeting , banquet, and 
exhibit spaces, which form a major core in many medium and large hotels and in convention hotels. 
This kind of space can range from little or none to extensive, depending on market requirements. 
Table 8.5 identifies the typical size for different function spaces and highlights many of the key 
features which the designer must incorporate into the design. Some other design criteria are342

: 

Function spaces are usually large spaces to allow change of function or arrangement. 

Function spaces may need to be column-free (ballrooms, convention halls). 

Function spaces are mainly located at or near ground level to improve public access and control , 
and close to support areas (foyers, kitchens, equipment stores) . 

Table 8.5: Function Room Characteristics. 
Space and Uses Principal Planning Requirements Program (capacity) for Hotel Types 

Ballroom: Meetings, banquets, Divisibility, high ceiling (2.7-4.6 m), direct Typica l, most types: 2.0 m2 x GR 
receptions, exhibits food access, no columns Convention: 2.0-4.0 m2 x GR 
Ballroom Foyer: Reception, meeting Access to all ballroom sections and Typical: 0.2 x size BR 
registra tion, flow support, functions access to terraces Convention: 0.25-3 x BR 
Banquet Rooms: Banquets, meetings, Divisibility, di rect food access, natural Typical: 0.2-0.6 x size BR 
receptions light Convention: 0.4-0.6 x size BR 
Meeting Rooms: Meetings, limited 

Built-in audiovisual, limited divisions 
Typical: 0.2-0.4 x size BR 

banquets Convention: 0.4-0.6 x size BR 

Boardroom: High level meeting 
Separate from other meeting rooms, built- All hotel types: 12-20 people 
in audiovisual, superior finishes 

Exhibit Hall: Exhibition 
Display access, floor loading, high ceiling, Convention: N umber of booths 
high lighting level varies 

Auditorium or Amphitheater: Sloped floor or tiered levels, fixed theater 
Convention: 0.2-0 4 m2x GR 

Lectures, audiovisual presentation, seats or permanent work-counter, built-in 
case discussion audiovisual -

Men: 0.4 m2 per meeting seat 

Public Washrooms -
Women: 0.6 m2per meeting seat 
Coatroom: 0.4-0.5 m2per meeting 
seat 

Notes: 

GR = Number of guestrooms; BR= Capacity of ballroom. 

Source: Adams, L. , Penner, R.H. and Rutes, W.A. , 2001 . Hotel Design; Plannmg and Development. 

Inner city hotels are well placed to offer facilities for business meetings, conventions and social 
events. In most inner city hotels of a higher rating, the function areas account for 2.0 to 3.0 m2 per 
guestroom. As these hotels place an important emphasis on intimacy and exclusivity, property 
developers may include small but elegantly finished meeting and function rooms that tend to be used 
for receptions and banquets and to cater to the surrounding community rather than to hotel guests. 

Illustrated above is a typical ballroom, a meeting room and a board room. Luxury inner city hotels and other hotels of mid
rate grade generally omit large ball rooms, but usually include a suite of rooms for business meetings and social functions. 
In addition, a high percentage of conference usage in a hotel increases the extent of food and beverage facilities. 

342 Lawson, F., 1995. Hotels & Resorts. Planning Design and Refurbishment. 
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§8.4.5 Back-of-House Areas 

Back-of-house (BoH) areas do not directly generate income. For that reason they were in the past 
often housed in awkwardly situated and inadequate spaces. Modern operators, however, recognize 
that the location, design and layout of the workplace may contribute to the efficient running of hotels. 

Generally comprising between about 10 and 15 percent of the total floor area in all hotel types -
somewhat less in motels and budget inns, the organization of the offices and service areas greatly 
influences the staff's ability to meet overall administrative needs and to provide efficient food and 
beverage, housekeeping, repair, and engineering services to the hotel343

. 

The main functional areas include administration offices; food preparation and storage areas; 
receiving , trash, and general storage areas; employee areas; laundry and housekeeping areas; and, 
engineering and mechanical areas. These spaces vary considerably from property to property, 
depending on the type of hotel and on its size and location. Larger hotels have extensive 
administrative staffs and require substantial office suites to accommodate the complex office functions 
whereas small properties may be run out of little more than a single office. It is essential not only to 
provide adequate BoH areas but also to plan them appropriately. Safety and security, the smooth flow 
of supplies and materials into and through the hotel, and the quick and easy circulation of staff through 
the hotel without passing through public spaces are important design parameters. An amount equal to 
15 to 20 percent of the total public area should be added to allow for circulation. The space taken up 
by corridors, stairs and elevators usually represents between 25% and 35% of the total bu ilt area of 
guestrooms and 15-20% of other areas. 

BoH areas may be provisionally estimated as ratios of space per room depending on the standard 
and range of facilities included, the size of hotel and its location (Table 8.6). In a developed area many 
of the BoH operations (laundry, basic food preparation) may be contracted out, reducing total areas by 
two to three percent. 

Administration Front Office 0.4 0.4 0.4 

Administration other Offices 0.6 0.9 0.9 

Kitchen and Stores 1.5 2.0 2.0 

Laundry 0.8 0.9 0.9 

Housekeeping 0.5 0.6 0.6 

Room Service 0.1 0.1 0.1 

Receiving - Storage 0.7 0.8 0.8 

Employee Areas 1.0 1.2 1.2 

Engineering Areas 1.8 2.3 2.3 

Source: Lawson, F., 1995. Hotels & Resorts. Planning Design and Refurbishment. 

The amount of space reserved for administrative offices ordinarily varies between one and two percent 
of the hotel's total floor area. It includes the executive offices as well as the sales, accounting, 
personnel, and other administrative support offices. 

§8.4.6 Health Club and other Recreational Facilities 

Increasingly, hotels provide recreational facilities, ranging from an indoor pool to major health clubs in 
downtown hotels. While surveys show that relatively few guests actually use a swimming pool and 
other recreational facilities at most hotels, nonetheless, many guests expect them and it is essential 
that the property developer provide these amenities in some form. 

343 Id. 
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Inner city hotels increasingly feature such resort amenities as a swimming pool, full spa and fitness center, as nearly all 
hotel management companies and guests require the developer to include them. An increasingly major component of hotel 
recreational facilities is the health club, a feature that for many types of hotel has become more central than the pool. The 
focus of the health club is a combination of exercise equipment and such specialized facilities as steam rooms, whirlpool 
baths, and saunas. Illustrated above is the luxury health club at Four Seasons Hotel, Tokyo, Japan. 

Fitness centres have become standard fare in many hotels, but their design is evolving with the 
introduction of new state-of-the-art equipment and the increasing popularity of such innovations as 
specialized treatment rooms and healthcare products retailing within the fitness centres . The 
accompanying checklist in Supplement 16 shows the principal types of recreational facilities that a 

developer or operator might program into a property. Larger hotels and especially those with a 
business market frequently add extensive health clubs, including exercise rooms, saunas, and, 
perhaps, squash courts. 

To counter low use, some operators expand rather than minimize their recreational features and 
profitably promote them to the community, in addition to the hotel guest. In a highly competitive 
market, this is one more area in which a hotel may gain an edge over other properties. Property 
developers of an inner city hotel, for example, may include a full-size health club to complement the 
property's other business-oriented facilities in the mixed-use project. Other types of recreational 
facilities that are sometimes implemented in or programmed besides a new hotel property as -part of 
an inner city mixed-use project are344

: a cinema (0.7 to 1.1 m2 per person); a casino (1.2 to 2.0 m2 per 
person) ; and a nightclub or discotheque (1.2 to 1.8 m2 per person). 

§8.4. 7 Retail Facilities 

Recommended space allocations for shops or retail facilities generally depend on market 
requirements. Despite shopping is a major leisure pastime, the scope of a hotel's retail offering 
depends greatly on its size and grade, its location, the commercial viability of shops, and the potential 
spending patterns of its guests and the surrounding community. 

Almost every hotel has some retail space, which can range from a small sundries shop in the lobby 
to a full-blown shopping galleria. Name-brand outlets are commonplace in the gallerias of high-end 
hotels, adding to the hotel's cachet and, if properly located, capturing considerable impulse spending. 
Several shops as desk operations for car rentals or airline tickets, gift shops, jewellery, news agent, 
specialist stores as book, shoes, dresses, bank/exchange, beauty salons, and barber shops are also 
usually provided in high-rating inner city hotels. These individual shops, stands or kiosks are typically 
located in lobby or atrium areas, while the external design, materials and signage are habitually being 
controlled to conform to the image and style of the hotel. Alternative arrangements include345

: 

Mixed-use shopping malls occupying lower floors. 
Shops in extended arcade with lobbies and external access. 

An important design criterion for retail is that the shops should have external access and parking 
space for deliveries. An economical consideration is to contract out a hotel property's retail space so it 
may contribute to viability of a project and raise some of the necessary money to finance a hotel 
development. 

344 Id. 
345 Basile , R.J ., 2000. Downtown Development Handbook. ULI - Urban Land Institute. 
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§8.4.8 Parking 

Parking, which is more a function of a hotel's location than of its price category, is another element 
that should be decided upon in the preconstruction phase. When parking is not set by local zoning -
planning policies may deliberately restrict parking to control urban traffic in any area - several factors 
deserve consideration. For instance, the number of parking spaces required at a hotel varies (i) with 
the mode of transportation of arriving guests, (ii) with the volume of walk-in patrons served in the food 
and beverage outlets, and (iii) with the amount of function space in the hotel. An inner city hotel , for 
instance, might need very little parking if the majority of its business derives from air passengers 
passing through. Parking seems also less of a necessity in inner city hotels since travelers are less 
likely to drive and there is an abundance of public transport. Besides, many of the city's restaurants, 
museums, stores, and office buildings are usually within walking distance. 

Tight inner city sites may have no onsite parking, yet alternative arrangements must be considered, 
including off-site valet parking , the availability of alternative nearby public car parks (leasing parking by 
contract arrangements) , and expensive onsite underground parking may be necessary. However, 
parking beneath the hotel requires a heavy capital investment, often five to 10 times that of surface 
parking for a highway or suburban hotel346

• The parking provision for different types of hotel properties 
falls within the ranges shown in Table 8.7. 

Table 8.7: Parking Needed for Different Types of Hotels. 

Hotel Type 
No. of Spaces 

per Room 
Comments 

Inner City Business Hotel 0.4 - 0.8 Assumes limited function space. 

Boutique Hotel 0.3 - 0.8 Higher fac tor in resort areas. 

Convention Hotel 0.8 - 1.4 Regional convention hotels need higher provision. 

Condominium Hotel 1.2 - 2.0 May need two spaces/condominium. 
All-Suite Hotel 0.8 - 1.2 Limited F&B and function areas. 

Super-Luxury Hotel 1.0 -1.2 Limited function areas. 

Mixed-Use Hotel 0.6 -1.2 H ighly variable depending on other ac tivities. 
Casino Hotel 0.8 - 2.0 Varies by location (i .e., Atlantic City requires extensive bus parking) . 

Source: Adams, L. , Penner, R.H. and Rutes, WA. , 2001 . Hotel Design; Planning and Development. 

Where possible, hotels should provide 0.4 to 0.8 parking spaces per room in larger cities and 1.2 to 
1.4 spaces in smaller cities where guests rely more on their automobiles. However, some high-rated 
inner city hotels need additional spaces for employees and for any public areas - restaurants, bars, 
meeting space, or recreational facilities - that attract guests from the community. In this case, a good 
general rule allows for one space per room , one space for every three or four restaurant seats, plus 
one space for every three employees. However, these typical car park ratios of inner city hotels are 
depending on planning conditions and alternative car parks. In Europe, about 25.0 m2 is typically 
allotted for guest self-parking, including aisles and ramps347

. Furthermore, the property developer 
needs to consider the importance of proximity of parking to the lobby and guestrooms. 

Sharing of parking with other uses in a mixed-use development eases a hotel's burden of parking 
requirements. The demand for parking in a mixed-use project can be highly variable, and estimation of 
parking demand for such a project is more complex then for a single-use development. Besides, too 
little allowance for parking may severely impair the success of a project. An accurate estimate of the 
parking demand at a mixed-use project must not only reflect the variables that affect parking demand 
for each use but also recognize the fact that total peak parking demand for entire project will likely be 
less than the sum of the peak demand values for the project's individual land uses. 

346 Adams, L., Penner, R.H . and Rutes , W.A. , 2001 . Hotel Design; Planning and Development. 
347 De Jong, T., Braak, J.J. and Van Mulken, H.M., 1996. Hotels Planning en Ontwerp. 
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Because of the different activity cycles of different land uses, the peak parking accumulations for 
individual land uses in a mixed-use project often occur at different hours of the day, days of the week, 
and seasons of the year348

. So, various participants have many different perspectives on parking in 
mixed-use developments. In this case, hotels want adequate parking for guests at night and, to 
varying degrees, for conference attendees during the day. The estimated peak parking demand for 
hotels is presented in Supplement 17. 

§8.S BUILDING STRUCTURES OF HOTEL PROPERTY 

The mentioned spatial requirements in paragraph 8.4 have a strong influence on the types of structure 
used in hotel building. Structural design is furthermore affected by factors as: the height and 
dimensions of the building, the stability and load bearing capacity of the ground , and the need for large 
unobstructed spaces a/o basements underneath the building. The choice of structural systems for 
hotel properties falls into two main groups349

: 

Load bearing walls of masonry or panel construction are mainly used in low-rise buildings. 
Skeletal structures with floors of beams or slabs supported by a framework of columns and 
structural cores are generally used for large buildings. 

Frame-constructed buildings, such as many inner city high-rise hotels, are usually built around a 
skeleton of concrete pillars and beams, and typically have non-load-bearing walls between the rooms. 
This makes it comparatively easy to remodel small rooms into larger ones by removing walls or to 
change the layout of rooms and workspaces. It is far less easy to do this with buildings that have 
predominantly load-bearing walls. 

The new Westin Hotel New York at Times Square is designed by Arquitectonica as two 45-story towers split by a curving 
beam of light that soars above the New York skyline. The €215 million property is developed into a concrete frame enabling 
a fast-track construction schedule that is usually called for in many inner city locations where the high costs of land 
accelerate the need for return on investment. As part of an urban redevelopment project, the property houses an 863-room 
hotel on a retail podium. The 162 meters high hotel furthermore comprises around 3,200 m2 of meeting facilities . 

Site constraints, particularly on existing urban sites, often limit the opportunities for an optimal floor 
plan, while repetitive modules from floor to floor are essential for structural design and the location of 
service ducts. However, relatively inefficient floor plans will be acceptable in prime locations, so long 
as the viability of a proposal may be demonstrated. 

348 ULI - the Urban Land Institute, 1993. Shared Parking. 
349 Adams, L. , Penner, R.H. and Rules, W.A. , 2001 . Hotel Design; Planning and Development. 
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The most efficient layout found on hotel developments is a rectangular block with double-loaded 
corridors (corridors providing access to rooms on two sides), because these minimize circulation and 

optimize the number of rooms350
. This same building plan also results in a relatively low wall to floor 

ratio. 

The potential for future redesign or conversions varies with the basic construction structure of a 
building 351

. In this context, the use of Industrial, Flexible and Demountable construction principles 

(IFD) may become more or less common practice for hotel property development, as352
: 

IFD construction methods increase the speed with which buildings can be erected, being spurred 
on by continual pressures to bring hotel projects in on time and within budget. 
IFD offers a uniform solution in response to tremendous volume requirements. For building hotel 
properties, in which many construction elements are often repeated, as the guest- and bathrooms, 
certain benefits may be achieved by standardizing and preassembling the necessary elements. 
These components may be installed with quick-connect couplings and mounting systems, what 

leads to laboursaving and timesaving. Besides, preassembled components lead to reductions on 
purchasing costs. 
IFD contributes to the desire for low-maintenance buildings, and to an enlargement of future 
replacement possibilities. 
Hotel properties used to be built to the specification of one chain reflecting their own identity being 
unsuitable by other chains353

. As the investor does not want to be dependent on one chain , hotel 
properties must be designed flexible enabling to re-brand or remodel it without too much problem. 

§8.6 DEVELOPMENT COST OF HOTEL PROPERTY 

The hotel development sector is very diverse, and the range of construction costs is potentially wide. 
The broad range of costs is determined by a range of factors including the range of facilities provided, 
sizes of bedrooms and quality of finish among others. However, construction costs are one component 

of the development equation that property developers can forecast and over which they have control. 

For purposes of the consolidated operating and development costs statement, the estimate of 
development cost can be an order-of-magnitude estimate based on general industry standards and 

adapted to take local conditions into account. A property developer should expect to allocate the total 
development costs of three to five star inner city hotels in prime areas as follows354

: 

Land Purchase: 15% (up to 20% and sometimes even up to 30%). --4 · 
Site Works and Infrastructure: 1.5% (utilities, roads , surface parking, landscaping) . 
Building Construction : 50% (up to 55%). 

Preliminaries and insurance, etc: 12%. 
Substructure: 2%. 

I 

Contingencies: 5%. 
Construction: 32%: 

Finishes and Fittings: 16%. 
Mechanical and Electrical Services : 33% (fire refuge areas, sprinkler systems, fire command 
stations, back-up generators, and other conditions). 

Special Systems: 1 % (telephone, audio-visual systems). 

350 Adams, L., Penner, R.H . and Rules, W.A. , 2001 . Hotel Design; Planning and Development. 
351 Johns, N., 2003. Productivity management through design and operation. International Journal of Contemporary Hospitality 
Management, 5 (2) , p. 20-4 
352 Stuurgroep Experimenten Volkshuisvesting (SEV) , 2004. http://www.sev.nll ifd. 
353 Den Ridder, J .W., 1994. Hotels, from ego trip to rational investment. 
354 Lawson, F., 1995. Hotels & Resorts. Planning Design and Refurbishment, and, De Jong, T., Braak, J.J. and Van Mulken, 
H.M., 1996. Hotels Planning en Ontwerp. 
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Furniture, Furnishings, Equipment: 10 to 18% (including purchasing costs). 
Professional/Legal Fees : 4% (architecture, engineering , interior design). 
Pre-opening Expenses: 1112% (cleaning , recruitment, training). 
Working Capital: 1 % (initial suppl ies). 
Financing Costs and Interest: 11 % (fees, interest during construction , taxes, insurance). Financing 
costs and interest depend on the time taken for construction , phased payments for the work and 
interest rate charged on loans. 
Miscellaneous Contingencies: 1 % 

Care must be taken to incorporate into the estimate some costs that are often overlooked, including 
costs associated with the provision of infrastructure to the site ; the development of parking garages; 
site preparation ; the construction of elements like roads, retaining walls , and sea walls; and the 
provision of high-grade furnishings . In addition, since the inner city hotel guest will expect a higher 
level of finish , the FF&E will be 10 to 30 percent more expensive than the suburban property. 
Therefore, the entire FF&E category, with which many property developers often are unfamiliar, 
frequently approaches 18 percent of the total project budget and represents approximately half of the 
total interior design budget (depending primarily on the quality level of the property)355

. 

Due to the wide variety of development projects and their diverse geographic locations, ranges of 
development costs per room for most property-type categories overlap. Additional differences in site 
characteristics, density, height, construction materials, building and zon ing codes, local labour 
markets, and other construction costs, account for the wide range of per-room costs in each 
category356

. As an example, extended-stay and mid-rate hotels may be more expensive (on a per
room basis) to develop in inner city areas than suburban full-service hotels. Even with all the different _ 

circumstances that affect hotel development across the different segments, it is interesting to note that 
the allocation of costs among the five different components tracked in Table 8.8 result in consistent 

contribution ratios to total development cost. However, the land, building and site development costs 
are usually different for the luxury category, reflecting the expense of procuring typically larger sites 
with high barriers to entry in inner city destinations. In addition, it is recommended that readers should 
consider the per-room amount in the individual cost categories only as a general gu ide for that 
category. For instance, a property that has a high land cost may have lower construction costs and 
higher soft costs . 

T bl 8 8 2004 H t I D t c ts R • • p R f c t f 2003 (€) 

2003 Land Building and Site Soft Costs FF&E Pre-Opening ~nd Total 
Improvements Working Capital 

Mid-Rate Hotels w/o F&B I 

Range 
855 3%) 31,320 

8,915 6%) 147,275 

35,800 
208,035 

Range 
51,355 

326,082 
Luxu 

Range 
11,125 5% 201,050 
32,165 3% 1,188,360 

Range 
925 2% 45,645 

6,060 (3 %) 173,950 
Source: Sahlins, E. , 2004. Hotel Development Cost Survey 2004. 

355 Rushmore, S ., 2001 . Hotel Investments Handbook. 
356 Sahlins, E., 2004. Hotel Development Cost Survey 2004. 
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The following section represents an indication for the development costs of the Case-Hotel. The 
contribution must be seen as an explanation, rather than a definitive prescription. 

The investment-space for a new hotel property may be defined as follows : 

Investment-Space = Construction Costs + Land Costs + FF&E Costs. 

The Net Present Value , as calculated in Chapter 7, indicates the investment-space on base of the expected cash 
flows. The construction costs per scenario for the land costs and the FF&E costs may be determined by using 
indicating-numbers as provided by the hotel industry. These indicating numbers are: 

Land Costs: Land costs for three to five star inner city hotels in Amsterdam range between the €300 and 
€600 per m2 gross floor space. Furthermore , the percentage of land costs for these kinds of hotel on inner 
city locations usually range between the 15% and 20% of the total investment requirements357

. 

FF&E Costs: 18% of the investment requirements may be reserved for the FF&E costs of the Case-Hotel , 
due to the proposed five star luxury-level of the hotel property. 

Accordingly , the construction costs per m2 for the Case-Hotel may be calculated (Table C8.1). 

Table CS.1: Investment-Space and Construction Costs for the Case-Hotel. 
Five Star ODE Hotel 

% (€) 

Net Present Value (CW Cash Flow) ~~ 
Total Square Meters Case-Hotel 24,700 

Net Present Value per Square Meter (,_ 5,SO~ 
Land Costs i 15}P) 870 

Land Costs 20 '19 1160 -
FF&E Costs 18% 1,044 

Available for Construction Costs per Square Meter (15%) 3,888 

Available for Construction Costs per Square Meter (20%) 3,598 

The above-mentioned table illustrates that the construction costs for the Case-Hotel may range between the 
3,598 and 3,888 euro. 

Experience on developing new hotels show that one general guideline or 'rule of thumb' is invariably accurate358
. 

This guideline refers to the relationships between the cost per room of the completed hotel and the room price 
necessary to achieve a viable product. The guideline presents a correlation based on €1 of the room price against 
€1000 to build the bedroom; allowing a very rapid appraisal to be conducted on the viability of a hotel project. 

Assuming a 41.1 m2 bedroom (according to Table 8.1 ), the building costs per room would amount to €147,888 
(41.1 x 3,598) or to €159,797 (41 .1 x 3,888). If these costs are compared to the building costs of hotel prototypes 
offered by hotel companies , these sums show a realistic image. For instance, the construction costs for the luxury 
hotel rooms of the Intercontinental hotels, which belong to the Intercontinental Hotel Group, range between the 
€125 ,000 and €170,000359

. However, to apply the mentioned guideline, it is necessary to use the total building 
cost of the hotel property measured per bedroom. That means that the construction costs of the hotel property 
measured by guestroom averagely amounts to €515,506 (143,310,729/278). Applying the guideline would mean 
that a finished bedroom should achieve a rate of around €515.00 per night on the basis of the total costs. In 
conclusion it may be said that this rate is comparable to the actual rates demanded by the luxury five star hotels 
in Amsterdam. 

357 Daalhuizen, E., 2004. 
358 Adams, D., 2001. Developing Hospitality Properties and Facilities. 
359 Hotel & Motel Management, 2004. Hotel & Motel Management's 2004 Franchising-Fees Guide. 
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The Grand Hyatt New York, United States, has arguably one of the best locations of New York City hotels. The hotel is 
centrally located in Midtown and within walking distance from Broadway theatres, museums, the Empire State Building 
and Times Square. The hotel has a good visibility and has a fast and easy access throughout the city. Besides, various 
important demand generators, as major corporate headquarters, exclusive shopping, dining and nightlife, surround this 
inner city luxury hotel. 

The 34-Story hotel completed a $65 million extreme makeover that was completed in September 2004. The hotel now 
offers 1311 luxurious guest rooms, including 51 suites, a contemporary fitness centre, the latest in hotel amenities, and more 
than 5,110 m2 of meeting space with two ballrooms and more than 50 conference rooms. The Grand Hyatt New York may 
therefore be seen as an excellent example of an inner city hotel property in a mixed environment. Chapter 9 will summarize 
how property developers may reach a comparable success in new inner city mixed-use developments. 
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§9.1 INTRODUCTION 

Part 6, or more specifically Chapter 9, represents the synthesis of this research . Chapter 9 will 
commence with an overview of the most important conclusions that are the result of the preceding 

research. The conclusions are composed in accordance with the formulated research questions. 
Subsequently, paragraph 9.3 will provide the most important recommendations that may be done 

with respect to the title of this thesis: 'Hotel Property, From Sideline to Integral Component in Inner 
City Mixed-Use (re)Development Projects'. The recommendations are aimed at enabling property 
developers to define a better development strategy for hotel property in inner city mixed-use projects 
and at enlarging the feasibility of hotel property as component in inner city mixed-use developments. 
Moreover, the described recommendations will provide a better understanding concerning how 
property developers might contribute in the process to get a new hotel property fully booked. The 
appropriateness of the recommendations will be tested on basis of the case study that had been 
introduced in Chapter 1. 

After all, the thesis will be rounded off with a feedback on the drafted assumptions of this thesis 

(paragraph 9.4) and paragraph 9.5 will provide some recommendations on behalf of continuation 
researches. 
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§9.2 CONCLUSIONS CHAPTERS THESIS 

§9.2.1 Conclusions Chapter 2 

Chapter 2 suggested that property developers might be in a better condition to forecast a hotel 's 
economic performance when they understand the composition of and developments in an 
because the interaction of the diverse demand factors determine the strength or weakness of a 
particular market. Futhermore, Chapter 2 showed that property developers, which apply on hotel 
property development, should orient themselves toward a degree of market segmentation and product 
diversification. Property developers must identify the major market segments and components of the 
travel market where the proposed development should take place, because the market segments to 
be served form the primary focus for the design, marketing and operation of new hotel developments. 

In accordance with the demand factors as described in Chapter 2, property developers should 

consider the following conclusions that may contribute to a succesfull hotel property development in 
the Netherlands and Europe: 

Supply induced demand may be of importance for the Dutch hotel market in case of resort hotels, 
which are usually not located in inner cities, and if the government releases the market for casino 
hotels. 

- Certain types of businesses tend to generate more hotel room night demand than others. 
Businesses involved in wholesale trade tend to generate the largest amount of hotel demand, 
followed by firms engaged in finance, insurance, and real estate. Non-profit organisations create 
relatively little hotel room night demand. 

- A business-oriented hotel will generally achieve higher average room rates than a comparable 
facility catering to meeting and convention travellers. 
It may be noticed that occupancies are around 15.0% higher than average in the second quarter of 
the year. April , March, and June are popular months for meetings and conventions, and other 
events. The top is often achieved in the third quarter - with September as the absolute month of 
peak hotel demand. 

- 72.4% of 28.7 million overnights stays in the Netherlands can be assigned to foreign tourist (mostly 
British, Germans, and Americans) . The asian market is rising . 
Cities are important destinations for foreign guests; provinces seem the most important market for 
domestic travellers. 

- The presence of international orientated trading companies or organizations is of great importance 
for the dimension of the demand coming from the business segment. Moreover, urban four-to-five 

star hotels, located in city centres , are by far the most popular among business travellers, because 
of nightlife, accessibility, and the distance to companies. 

- The demand for hotel rooms of the meeting and convention segment aims at locations in the 
proximity of the accommodation. Besides, new hotel developments are solely viable on locations or 
in cities where convention-initiative companies and institutions as universities, academic hospitals 
and large multinationals are present. Moreover, the presence of proper convention agencies, as 
well convention and meeting accommodations is of significance. 

- The leisure segment particularly gives preference to hotel locations in city centres, and prefers to 
spend the night in three-to-five star hotels. Furthermore, they prefer accommodations with parking 
convenient to the rooms and they typically demand extensive recreational facilities and amenities. 
Ease of highway access and proximity to vacation related attractions are also important location 
considerations. 
Demand from the business segment is strongest Monday to Thursday night; low in December. 
Demand from the meeting and convention segment is strongest Monday to Thursday night; low 
in August. 
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Demand from the leisure segment is strongest Friday and Saturday night; high during holiday 
periods as August and December. 

Considering the growth in GDP, Eastern Europe has a great potential for new hotel property 
development. 

- Other important factors that may influence hotel demand in the Netherlands and Europe are: the 
recruitment of events and conventions; the performance and development of local airports as, for 
instance, Schiphol Airport, Rotterdam Airport, Welschap Airport and Eelde Airport; local zoning 
regulations ; investments in infrastructure as well as commerce ; demographic conditions; the 
exchange rate of the euro; and a continuation of fear for worldwide terrorism and the lingering 
conflicts in the Middle East. 

- Special target groups for the Dutch and European market are: Seniors, Double-Income Families, 
and Singles. 

§9.2.2 Conclusions Chapter 3 

In imitation of Chapter 2, Chapter 3 has explored the nature o uppl of hotel properties. This is a 
large and complex field, but, as will now be appreciated, one that is very/important for property 
developers applying on hotel property development. Moreover, Chapter 3 has briefly highlighted 
issues that relate to the operational aspects of hotel properties, the composition of the European and 
Dutch hotel market, the new supply trends and developments, and the parties that possess the 
majority of the separated European hotel markets. 

As supply developments affect a proposed hotel size, its layout, design, chain affiliation, operating 
structure, and type of management, Chapter 3 provided a rationale knowledge enabling property 
developers to contribute significantly in developing hotel properties well suited to meet the particular 
needs of different types of operators, and therefore property developers may assist to the operating 
competitiveness and profitability of a proposed hotel property. 

As a consequence of the information provided in Chapter 3, property developers should consider 
the following conclusions that may contribute to a succesfull hotel property development: 
- As the expectations of the marketplace change, new hotel and hotel room concepts care for the 

fact that a hotel evolves into a multifunctional area of working, sleeping-, recreation and fun (daily 
necessities of life). As a result, the use of, for example, restaurants, retail, health and fitness 
centres become very important sources of income. 

In order to produce an efficient and profitable hotel operation, property developers should gather a 
better understanding concerning 'the operational aspects involved in hotel operations, and the risks 
that may affect these operations. The ideal way to achieve efficient operational design is to plan the 
concept from operational principles and to integrate these into the design and construction of the 
building. 
Hotel guests have gone from demanding simply a clean d and a wholesome meal to expecting a 
variety of business services and recreational amenities. 
Hotels with a la~r amount of rooms and beds seem easier to exploit profitably. 

- The total number of hotels will stabilise or decrease in the Netherlands, while the amount of rooms 
will increase. Most new hotel developments will take place in the three and four star segments. 
Hotels with a higher rating, bigger size, and higher price classification, generally realise higher 
occupancy rates in the Netherlands. Besides, hotel properties in the region Amsterdam show the 
best performance in the Netherlands. 

- Three-to-five star hotels generally derive about 65% of their revenues from rooms. Furthermore, 
hotels in large metropolitan cities derive higher revenues from rooms than hotels in provinces, 
which are more depending on F&B revenues. 
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New hotel supply is unlikely to be easily absorbed in weak hotel markets. Fairly positive are 
situations with minimal increases in supply balanced by a healthy mix of weekday and weekend 
demand. 
City centres where new domestic or foreign investments are planned need new hotel properties 
(e.g ., Amsterdam, Almere). Other potential areas are: areas with a high hotel density; areas with an 
attractive business and tourism profile; markets where existing hotels achieve high occupancy 
rates (at least over 65%) ; markets with a discrepancy in supply (lack of available or suitable 
products); and markets where suitable sites are available. Another factor that is driving the need for 
new hotels is the constant desire of hotel chains to increase market penetration. 
60% of the five star hotels in the Netherlands are located in inner cities. 

- The correct time to be developing hotels is at the bottom of the operating cycle so that the new 
hotel property opens when trading is improving and the market is able to absorb new supply. 
Potential European markets with a healthy supply and demand balance are: London, Amsterdam, 
Paris, Milan, Rome, Birmingham, Cardiff, Edinburgh, Hamburg, and Prague. 
New hotel property developments require a clear indication of the hotel product that should be 
developed. Dutch classification standards do not provide sufficient information considering hotel 
product types. As foreign hotel products will soon be dominating in Europe, and as hotel products 
are becoming more segmented and specialized, property developers should become engrossed in 
the classification systems, and its resulting hotel products, used by foreign hotel companies. 
Moreover, property developers should attempt to define their potential markets and to develop 
facilities targeted specifically at those markets, according to the requirements of the foreign chains. 
New hotel product types that are comparable to the three-to-five star hotel segments and that 
definitely may have a supplemental worth in inner city mixed-use developments are: Commercial 
Hotels; All-Suite Hotels; Condominium Hotels; Luxury Hotels; and Casino Hotels. 

Boutique hotels are also popular but various factors limit its building opportunities, as high per 
room construction costs, its specific demand and its general small size. 

- As large casino hotels more than meet the requirements of the convention market, there is a trend 
noticeable toward combining convention and casino activities. 
Commercial hotels with attached conference space derive demand from all market segments. 
Property developers should realise that new hotel concepts that are accepted abroad, cannot be 
implemented without any problems in Europe due to a different demand profile. 

- The increasing competition in local hotel markets enlarges the necessity for both property 
developers, as well as hotel companies, to deliver a qualitative good hotel product that is perfectly 
geared to the desires and needs of the future hotel guests. That means a hotel product with an 
excellent price/quality relationship, a first-rate location, and outstanding facilities and amenities. 

§9.2.3 Conclusions Chapter 4 

A hotel's location is one of the most deciding factors for the future success of a proposed hotel. 
Chapter 4 identified the assessing factors concerning if a location is suitable for a hotel property. The 
location considerations as discussed in this chapter offer property developers, to a certain extent, a 
helping hand to make conscious decisions with regard to the evaluation of an individual location, and 
to pick the right location in (inner) cities. The right location may be seen as the location where a new 
hotel property is thought to serve best with respect to demand, and where it may achieve a higher 
than stable income stream. 

As a result of the location considerations as described in Chapter 4, property developers should 
consider the following conclusions that may contribute to a succesfull hotel property development: 
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The four different 'city functions' of a city all account for, to some extent, hotel room demand in 
their way. 
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The more hotel room demand generating companies, institutions, and amenities are present in a 
city, all the more is the need for hotel properties. 

Hotel property development requires a good assessment capacity of property developers with 
regard to a city profile, on behalf of the resulting market segments. For instance, if a city has a 
strong business climate, a new hotel property may be tuned to the business segment. 

The hotel function shows a strong coherence with other inner city functions. Besides, hotels - and 
the visitors they house - are a crucial component of a successful (inner) city. 
Urban municipalities play an important role in attracting new companies, tourists and cultural 
events. Cities where municipalities stimulate to achieve or maintain an attractive inner city (in 
terms of ambiance, cosiness, history, infrastructure, culture, living climate, e.g.) have potential for 
new hotel property developments. 
'Primary resources' particularly determine the unique character of a city, and distinguish the city 
from other cities. Furthermore, 'primary resources' usually form the occasion for a visit to the city. 
'Secondary resources', including hotels, do mostly not form the motive of a visit. 
An inner city seems interesting for a hotel property development if it provides a complete supply of 
'primary and secondary resources', which are also geared to one another and supplementary. 
A new hotel property should contribute to an increase of the functional synergy in a mixed-use 
development, as well as in a city where the development takes place. 
As with any real estate development, location is paramount to the hotel's ability to successfully 
attract hotel demand. 
All location decisions for hotel properties deal with a limited number of broad issues: land and 
development costs; the site should possess good exposure and should be attractive and secure; 

the site should be easily accessible by car and public transport; and, the site should be 
surrounded by compatible land uses (demand generators). 
The urban hotel locations that may have potential for new hotel property developments are usually 
located near historic cities, central business districts, and railways stations. 
A property's location affects many factors including the market segments served, the types of 
facilities and services required, and occupancy cycles . 
Inner city locations in the vicinity of a station enjoy an average to strong preference of guests that 
visit the Netherlands, due to the fact that foreign guests frequently arrive at inner city hotels by 
public transportation (naturally this does not count for every European city). 
Four and five star hotels (with an convention, commercial, luxury, or all-suite character), aimed at 

the business, meeting and convention, and leisure segments (of course dependent on the location 
and city/country profile) seems to be most viable for new inner city mixed-use projects. 
Inner city hotels are generally high-rise structures, because of both high land costs and limited 
availability of land. 

Income from the rental of guest rooms constitutes the major source of revenue at inner city hotels. 
Many U.S. inner city hotels offer guests an extensive array of facilities, amenities, and services. 
Hotel companies want their brands to be present in a majority of key metropolitan cities in aid of 
'City-Branding', with the restriction that no other group hotel in the city might compete with a new 
hotel property development. 

Hotel companies a/o chains prefer good accessible inner city locations surrounded by office and 
retail functions, in the proximity of a railway station. 

§9.2.4 Conclusions Chapter 5 

Chapter 5 has sought to explain that inner cit mixed-use development is complex because property 
developers must strategize the proper placement and timing of components , evaluate each use 
individually, and understand the synergies created. Futhermore, Chapter 5 showed that a poor 

position for the hotel in relation to the other elements of a mixed-use development and the exterior 
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environment may be one of the greatest risks to a hotel's success. Property developers should 
therefore consider the following conclusions that may contribute to a well done mixed-use 
development, and, more specifically, to a successful hotel component as part of the entire project: 
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Mixed-use centres that incorporate hotels offer unlimited options for the business and leisure 
traveller. These 'cities within cities' benefit the retailer, hotel investor, and guests. 
Mixed-use developments that contain hotels will continue to flourish downtown. The services and 
amenities provided by hotels are recognised as a benefit to a multitude of building types including 
office buildings, residential, entertainment complexes, conference centres, and shopping malls. 
All mixed-use project components should be interconnected by pedestrian links. Pedestrian 
circulation , orientation, and the proximity of uses are critical elements in planning , because without 
them the project will not achieve the desired synergies and sense of place that are the hallmarks 
of good mixed-use developments. 
Uses within a mixed-use project must be marketable in their own right , phased at the right time, 
and work together synergistically to create a whole that is greater than the sum of its parts. 
Most mixed-use developments are driven by the office component. 
Each element of a mixed-use development, including its hotel , office building , condominiums, and 
shopping mall , benefits from integration with a larger, more prestigious project. 
Mixed-use towers and integrated multi-tower structures are the most suitable physical 
configurations of inner city mixed-use developments, because of high land costs , and because 
projects must be build more quickly to reduce carrying costs. 
Mixed-use developments which want to attract a significant number of visitors should be 
developed on locations which are well served by public transport, have adequate infrastructure 
and are properly integrated, in terms of land use and design, with surrounding areas. 
The following inner city locations are suitable for mixed-use development: underused or blighted 
sites with transit nearby; inner city areas which can support three or more uses; convention 
centres and arenas where office markets are strong ; waterfront redevelopment sites; underused 
railroad or former industrial sites; and sites near or over subway or light-rail transit stations. 
The mix of hotel and office space (usually with retail as a th ird use) is the most potent combination 
in mixed-use development. Moreover, hotel properties have a strong positive relationship with 
offices, retail (speciality stores), entertainment (bars and restaurants) , and sports entertainment 
(and convention centres if they are a component of a mixed-use development) . 
Convention facilit ies are attractive components of mixed-use projects because of their 
compatibility with hotels - convention or conference space enhances the hotel's marketability- , the 
support they can lend to the retail and restaurant components of a project, and the after-five 
activity and business generated by convention goers. 
The key factors affecting the success of a mixed-use development are related to the sense of 
place that the project can create and the project's activity cycle. Besides, the support for as well as 
the final success of an inner city mixed-use project development may be enlarged by international 
diversification. 
Retail and restaurant space within other elements of the mixed-use development should 
complement, not compete with , the hotel 's services. 
The hotel function should be more than site serving and should draw its own clientele to the 
project. 
Hotels are major traffic generators. 
Hotels in mixed-use projects are likely to be at least 125 rooms and more likely around 300 rooms. 
Luxury and commercial hotels are the kinds most often found in U.S. mixed-use projects. All-suite 
hotels seem suitable too. 
With an international reputable brand a/o operator, a hotel is easier to develop and finance. 
Moreover, with its strong international reservation system it may provide a definite marketing 



9 - Hotel Property as Part of The Core Business 

advantage for a mixed-use project. However, the stronger the brand, the stronger the visibility 
should be, as the brand creates a strong image for the overall project. 
The hotel's lobby and entry must be situated on the main floor (in case of, for instance, a mixed
use tower). The hotel should have a separate entrance, because major problems can arise for the 
hotel when entrances and lobbies are confused with other uses. Additionally, the entrance to the 

hotel should be very prominent and located on a secure street so that hotel guests can feel 
comfortable and safe. The entrance must provide for auto access, arrivals, taxis, and drop-offs, 
and it will likely take up a considerable area. 
A site plan for a mixed-use project usually places the hotel property at the edge for the best 

visibility and access. Moreover, hotels should be placed and oriented so that they have pedestrian 
and vehicular access, convenient parking, maximum privacy and security, and so that they are 
visible and can take advantage of views - a major selling point. 
Potential hotel operators require a central location for the hotel (the hotel must become a 
destination within the mixed-use development); a direct connection on main pedestrian and 
transportation arteries; and the availability of adequate and convenient parking. Furthermore, 

proximity to transit, convention facilities , historic districts, and other advantages may produce a 
superior site for attracting operators. 

§9.2.5 Conclusions Chapter 6 

T~e hotel industry and ~erating considerations as discussed in Chapter 6 improve the conditions of 
property developers to deal with the requirements and restrictions imposed by the hotel industry in 
relation to hotel development. It furthermore contributed to gain an insight into the letting process of 
hotel properties and to clarify and simplify the complex ways in Which hotel properties are exploited. 
Moreover, it puts property developers in a better position to align hotel companies, investors and 
lenders, likely resulting in a more viable hotel property development. In accordance with the issues as 
described in Chapter 6, property developers should take the following conclusions into account: 

The current hotel industry may be typified as br~-driven. Hotel companies sell properties that 
they manage to provide necessary capital to expand. Consequently, hotels investors have many 
investment opportun ities avoiding the negative aspects that newly developed hotels bring along. 
With regard to other commercial real estate, the hotel industry may be typified as non-transparent. 
Chain hotels, which accommodate more hotel rooms per property than non-branded hotels, 
perform considerably better than independent hotels (higher occupancy rates and RevPARs). 
Integrating a strong hotel brand in a mixed-use; development provides various benefits . 
If a mixed-use development contains functions that generate business guests, a brand-name 
recognition seems critical in obtaining and keeping market share. 
Hotels with identical names operating in the same market area and going after the same market 
segments produce a competitive environment that is counterproductive in demand. 
In a hotel property development as component of a mixed-use project, a property developer 
should take his chance with first-tier management companies, because: 

They provide the necessary brand recognition and management expertise. 
• The cost of a first-tier company is often less than that of a second-tier operator. 
• First-tier companies have a strong interest in running successful operations. 
• First-tier companies usually find it easier to acquire financing due to a low-risk image. 

The term of contract for a first-tier company is usually longer than that for a second-tier 

company, benefiting an investor's objectives for secure long-term returns on his investment. 
• First-tier companies usually have the necessary financial strength to make meaningful 

investments in a property or to guarantee operating results as often required . The operator's 
contribution may be seen as a sign of faith in the property's financial viability. 
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Management companies with a centralized management structure or a decentralized 
organisational approach that both have a brand recognition, can both produce desirable results . 

Hotel companies are essential in the planning, designing, and launching phases of a new hotel 
project. To ensure a strong foundation for success, they should get involved as early as possible. 
The difference between a management contract and a lease agreement is that under a 
management contract the residual income (or loss) after payment of all expenses, including the 
management fee, goes to the investor (he has to deal with the exploitation or operating risks); with 
a lease agreement, the operator enjoys the upside return in a profitable property and takes the 
downside risk, whereas the owner is in that position with a management contract. However, hotel 
operating companies usually do not consider leasing a property because they prefer management 
contracts, which do not contain the downside risks associated with leases. Lease agreements are 
the preferred form for investors. 

The key to the entire selection process is to match the various proposed elements of the subject 
property (i.e., size, class, image, location, market segments served and facilities offered) with the 
operator that has the expertise and ability to effectively promote and manage these elements in a 
profitable manner. 

§9.2.6 Conclusions Chapter 7 

The investment characteristics of the hotel sector, as examined in Chapter 7, provide a better -----understanding for property developers with respect to the requirements of potential buyers and 
lenders of new hotel projects. Chapter 7 furthermore explained the investment and financing issues 

necessary for property developers to pass through a smoother selling process. Besides, the provided 
information may enable property developers, once again, to produce a hotel product with the ability to 
generate a strong future net income. However, property developers should consider the following 
conclusions : 

Hotels experience a relatively high degree of functional and economic obsolescence. These 
factors tend to reduce a property's economic life, thereby decreasing the period during which an 
investor can fully recapture invested capital. 
F&B departments generally carry high risk; yielding low profits. 

~- Inner city full-service hotels require a relatively long construction period. 
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Hotels are a good inflation-hedge since rents can be adjusted daily. 

Relatively high (long-term) vacancy rates barely occur for hotel properties, due to price-adjusting. 

Hotel properties, which rely on the success of a business, are often viewed as high-risk 
investments with tremendous upside potential. 

The hotel sector offers property investment opportunities at the best urban locations - the long
term value of hotel assets is often supported by high quality locations with barriers to entry. 

Due to the presence of a few major players, the hotel investment market is a conveniently 
arranged market. 

Generally, institutional investors, hotel investment companies and hotel operating companies are 
potential buyers of new hotel developments. 
An investor's asset management department is increasingly being recognised as the driving force 
behind many successful hotels, due to its relentless pursuit of profits for investors and added 
benefits of security for lenders. 
Long-term lease structures are needed to provide a secure and attractive investment. 
Operators desire performance-based lease structures, rather than the fixed leases that are more 
common with other forms of property investment. 
Operating structures as the turnover lease with a guaranteed rental income, which effectively 
combines the security of a lease (a long-term and secure income) with the upside potential of the 
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management contract, appears to be a perfect solution to attract hotel investors. It increases the 
potential for hotel investors in good times at the same time as it limits the risk in bad times. 
Hotel development opportunities are less sought after by investors and lenders, which prefer going 
concerns with an established track record and a strong value enhancement potential. However, 
newly well located, high rating hotel projects, focussed on core market segments and that are 
operated by the most powerful players in the hotel market, which are able to maximise long-term 
revenues while minimising long-term expenses, attract their attention too. 
When an investor's portfolio strategy is pursued to provide a multi variable location and product 
mix within the context of a much larger property portfolio , then the hotel investment can provide an 
excellent opportunity to diversify and balance the portfolio and to capture above average returns. 
An investors' strategy should be designed to allocate more hotel properties to its portfolio, 
because diversification by different hotel types, age, types of demand generators, market segmen
tation, affiliations, locations, or by geographical region, increases stability and reduces volatility 
and risk. Besides, a package of hotels in different countries in different types of city and in different 
star categories avoids currency devaluation risk, political risk and economic risk. 
The DCF-analysis is considered as the most useful method of hotel property valuation. 
The financial community - lenders - generally shuns new hotel projects. Exceptions to this in the 
United States are gaming related projects affiliated with the successful hotel chains. 
The type of project financing depends upon the specific project and the needs of property 
developers. The most common short-to-intermediate-term debt instruments available for financing 
hotel projects today include the following : construction loans, combined construction and term 
loans, term and bullet loans, and permanent loans. 
Commercial banks and only a few hotel groups play the most significant role in providing financing 
for the hotel industry. 
The most important factors that lenders take into consideration when deciding to provide debt 
financing are: 

• A new hotel property must be a high-quality asset located on inner city or CBD locations in 
capital cities. 

• An appropriate chain affiliation (brand) and a capable operator with knowledge of the local 
market must be selected to exploit the hotel. 

• The operator is preferred to enter into lease contracts. 

§9.2. 7 Conclusions Chapter 8 

Chapter 8 commenced with a short description of the five phases of the develo ment rocess that de
serve close consideration in order to enhance the quality of the hotel product and the needs of the 
communities they serve. The information concerning the development process finds itself on the 
principle that successful projects typically meet or exceed the development objectives of their 
investors and operators, securing financial gain for those associated. 

Chapter 8 furthermore suggested that it is important for property developers to time the market 
well. Accordingly, Chapter 8 monitored some scenarios in which it is viable to build or open a new 
hotel property. Another critical element to achieving any successful hotel property is quality. In this 
context, the role of the property developer is to work closely with the architect and hotel client to 
develop a final product that meets the needs of the client and satisfies the consumer. Balance must be 
struck between factors such as image, style, operating efficiency and customer comfort, and between 
aesthetics and practicalities. Ultimately, Chapter 8 showed that the development costs of hotel 
properties range a lot, due to the fact that the hotel development sector is very diverse. However, the 
provided overview of development costs puts property developers in a better position to estimate 
potential costs of a proposed hotel property. In the light of the sections described in Chapter 8, 
property developers should take the following conclusions into account: 
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The development of a hotel should be market driven, based on the principle that hotels meet the 
development objectives of investors and operators by providing the type and quality of products 
and services that the market desires. The development process, therefore, links the investor, the 
property developer, and the operator with the public to be served. 
Paying attention early in the development process to management and operational concerns 
reduces the development risk while it enhances the value and extends the life of the hotel 
property. Besides, hotel operators (its managers and staff) must be involved as soon as possible 
in the design and construction of a new hotel building, as their sets of design standards and 
details have been found to be cost-effective, successful, and satisfactory to meet the requirements 
of their brands. 
Timing for hotel property development is critical, especially in seeking to forecast the occupancy 
levels or the economy in a certain location. 
New hotel development is economically feasible if the cost of building a brand new hotel will be 
equal to or less than the cost of acquiring an existing one. 
Construction delays that result in a postponed opening, or cost overruns, are considerable risks in 
hotel development, because they can easily turn a profitable project into a development 
nightmare, often losing millions of euros in the process. Construction contracts must therefore 
include liquidated damage and bonus clauses ensuring that opening dates are met. 
Good design leads to increased sales, greater efficiency, reduced staffing levels, higher gross 
operating profit and the need for lower capital investment and maintenance costs. 
Decisions about property design, technology, room size, meeting facilities, flexibility with current 
brand standards, and the mix of food and beverage must be the driving force in 'future-proofing' a 
design so that the property remains competitive well into its future. 
The architecture of the hotel is the hotels dominant visual statement. The architectural challenge 

must be to create an icon in the cityscape within a context of mass, scale, and form . 
Generally, guestrooms, or the residential area o! a hotel, represent around 6~~of the total 
floor area in four and five star hotels and around 75% in three star hotels. 
Most inner city three-to-five star hotels have two-to-ten percent of their guestrooms allocated to 
suites, which are most likely positioned on the upper floors of the hotel property. 
The amount of space assigned to the public facilities normally approximates 10 to 20 percent of 
the total floor area of the hotel (except in those hotels with no restaurant or meeting facilities). 
Hotel lobbies of high rated inner city hotels typically account for two-to-six percent of a hotel's total 
floor area. 
Inner city hotels usually provide 0.~2 of floor area per guestroom in the lobby and mixed
use hotel properties may require 0.9 to 1.4 m2 per room. 

~ ---------- .- -
Restaurant, bar and lounge facilities usually account for four-to-six percent of the total floor area of 
a hotel. 
Many hotel operators insist on bringing in partners to do the best restaurants or best bars in town. 
High rated inner city hotels generally provide extensive facilities for visitors as well as guests. A 
large scale and accessible location usually justifies a one or two restaurants, an arcade of retail, 
meeting and function rooms, a business centre, and health and leisure club to cater to the 
surrounding community and to hotel guests. 
Most guests expect a swimming pool and other recreational facilities at hotels properties. 
Hotel lobbies are becoming activity centres with more interaction between retail and hotel. Hotel 
properties in inner city mixed-use projects must include retail space - not typical mall retail , but 

more entertainment oriented - which is typically located in lobby or atrium areas having external 
access and parking space for deliveries. 
Hotel restaurants, bars, health clubs and retail are all appropriate functions that may be leased to 
parties that have proven records in running these kinds of operations. Accordingly, hotel operators 
have one thing less to worry about and are able to generate additional revenues. 
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In higher rated inner city hotels, the function areas account for 2.0 to 3.0 m2 per guestroom. 
Back-of-house areas generally comprise between about 10 and 15 percent of the total floor area 

in all hotel types. 
The planning and design of the back-of-house or service areas of the hotel are critical to the 
eventual success of the hotel. 

The design of structural systems, including vertical transportation systems, which can effectively 
serve multiple land uses, is a major concern in inner city mixed-use projects. 
High land costs for inner city hotels preclude extensive amounts of surface parking and therefore 
require the construction of a garage, often below the hotel. 
Hotel guests infrequently use their cars in urban locations. 

- Parking demand for a hotel property in a mixed-use project usually ranges between th 0.6 and 
((2$paces per guestroom, but this range is highly variable and depending on the other functions~ 
~mixed-use project. 

Inner city hotels are usually frame-constructed buildings, built around a skeleton of concrete pillars 
and beams, and typically have non-load-bearing walls between the rooms, enabling a fast-track 
construction schedule that is usually called for in many inner city locations where the high costs of 
land accelerate the need for return on investment. 
The use of Industrial, Flexible and Demountable construction principles (IFD) becomes common 

practice for hotel property development. 
Ranges of development costs vary widely, due to differences in geographic locations, site 
characteristics, density, height, construction materials, local labour markets, the range of facilities 
provided and the quality of finish . 

§9.3 RECOMMENDATIONS THESIS 

§9.3.1 Target Groups 

For a succesful new hotel property, property developers should focus on two specific market 
segments, because a hotel property that is able to attract two segments is likely to have a smoother 
year round occupancy than a property that is largely dependent on only one. Considering the 
information provided in Chapter 2, two combinations of market segments may be most viable for new 
hotel properties: (i) business segment in combination with leisure segment; and (ii) meeting and 
convention segment in combination with leisure segment. 

The leisure segment is conspicuously integrated in both segments. Three reasons may be 
discerned. Firstly, peak periods of leisure demand are negatively correlated with commercial visitation 
patterns, which demonstrate the stabilising effect on occupancy produced by capturing weekend and 
summer tourist travel. Secondly, the travel industry will see a large increase in leisure travel. And 
thirdly, as faster transportation may eliminate the need for any hotel accommodations for the business 

segment, property developers should focus more on leisure demand. 

Generally, in the United States, the major market segments for inner city hotels are business travellers 
and meeting and convention travellers; leisure travellers are attracted to balance demand. However, 
for the purpose of this thesis it may be suggested that new hotel properties focussed on a combination 
between the business and leisure segment may be most successful as component of inner city 
mixed-use (re)development projects in Europe a/o the Netherlands, because this customer mix is 
expected to enable hotel properties to achieve high week and weekend occupancy and higher room 
rates, which greatly enhances the property's operational efficiencies. 

When it comes down on business visits, the Netherlands captures a strong position within Europe. 
As the link between new commercial development in an area and an increased demand for hotel 
rooms is direct, various new property developments that are currently executed in the Netherlands 
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(e.g., the Zuid-As, City Centre Almere, De Rotterdam, ODE) may stimulate an increase in business 
travel, by which the position of the Netherlands within Europe may become even stronger. 

Other assurtions that may defend the choice for this combination are (i) the fact that demand from 
the business segment is expected to increase most in the Netherlands between 2003 and 2011 (as 
discussed in paragraph 2.6.2); (ii) upper medium to high price ranged properties focussed on the 
business and leisure segment are interesting assets for investors (Chapter 7); and (iii) both business 
travellers as leisure travellers give preference to hotel locations in city centres. 

Several reasons may be discerned why the combination between the meeting and convention 
segment and the leisure segment is expected to be less favourable than the first one. 

Building for the meeting and convention segment requires a lot of efforts. The average size of 
meetings and conventions and the planning time required can be important considerations for property 
developers. Likewise, in developing a hotel property mainly oriented toward the meeting and 
convention market it seems difficult to estimate the amount and size of the meeting space in the 
facility, and to determine whether it suits to meeting demand in a local area. 

Besides, major meetings and conventions require time to set up and time to tear down. A three-day 
trade show may require two or three 'dark' days at the convention centre before and after the show 
days. A hotel whose only locational advantage is its proximity to the convention centre has a tough 
time during these 'dark' days, being contradictory to the objective of a mixed-use development, in 
which every function is meant to enlarge the lifespan of the area and to increase the synergy between 
developed functions, as well as between the functions and the surrounding area(s). 

Moreover, as the number of events and conventions depends upon the economic climate, on 
budgets and subsidies from authorities, and with a continuation of fear for terrorism, it does not seem 
that this segment is very promisingly. 

Furthermore, convention centres are hardly ever a component in mixed-use developments, simply 
because convention centres are too large to integrate (also with regard to the amount of parking space 
required). If convention centres want to attract major international events they have to be of a large 
dimension (for example, Rai in Amsterdam comprises over 87,000 m2 exclusively without parking). 
However, if a municipality decides to develop a new convention centre in their city centre, property 
developers should obviously integrate a hotel focussed on meeting and convention travellers. 

Within the framework of growth in leisure demand, property developers, as well as investors and 
operators, will have to remain attentive to a changing work environment and changing family 
structures as they design, develop, build, market, and operate hotel facilities in the 21st century. 

Among the trends and changes in the society at large and within the hotel industry that will affect 
the long-term development and profit potential of hotel properties are the seniors. When the baby 
boom was young, the society was youth-oriented. From now on as the members of the baby boom 
generation reach their age of greatest discretionary income and leisure time, this economically 
powerful generation will become the most sought-after consumer market. Besides, there is a 
misconception that older people want to live off in a serene pastoral setting by a pond, because most 
want to be smack in the middle of the action, connected to communities near familiar services. 

Other important trends that must be monitored are the continuing diversification of households 
(increase in double-income families, and singles), consumers' growing value consciousness, time 

pressures on consumers, the popularity of destination gaming and entertainment attractions, and the 
incorporation of information and communications technologies into everyday aspects of family life and 
business operations. These developments will lead to more frequent trips, an increase in weekend 
travel , and an expanding demand for high-quality hotels that provide an outstanding level of service 
and amenities/facilities . Important keywords are sightseeing, entertainment, and active recreation. 
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T bl C M k S a e 9.1: ar et egmentat1on A d F S H mster am 1ve tar ote s. 
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Business Individual 42% 36% 
Tourist Individual 30% 34% 
Tourist Group 5% 7% 
Business Group 15% 17% 
Aircrew 8% 6% 
Total 100% 100% 

Source: Horwath Consulttng, 2003. Hosta 2003. 

§9.3.2 Challenges and Chances of the Hotel Product 

In recent years, a major turnaround has taken place in the hotel industry. During this period, the travel 

industry has grown explosively. At the same time distant tourist destinations all over the world have 
become closer. The design of the settings we live, work, shop and play in therefore gains importance. 
Hotels now need to have their own image to distinguish themselves. The increasing competition in 
local hotel markets enlarges the necessity for property developers to deliver a qualitative good hotel 
product that is perfectly geared to the desires and needs of the future hotel guests. Within this 
framework, property developers should be innovative and creative to prevent an overbuilt hotel market 
build up by the same kind of products, because the development of an increase in branding leads to 
the detriment of the diversity in the supply of hotels. 

The contemporary hotel attunes its comfort level to the client and a sense of cosiness has become 
important. While business travellers consider technology the primary factor, people who vis it hotels for 
pleasure are looking for emotional and sensory experiences. Since travellers enjoy discovering 
unexpected things, the settings need to incorporate elements of entertainment. 

According to the data provided in Chapter 3, property developers should nowadays develop hotel 
properties with a higher rating , bigger size (more rooms are easier to exploit) , and higher price 

classification , for the simple reason that these properties realise higher occupancy rates. Furthermore, 
hotel properties with a high star classification in large metropolitan cities derive higher revenues from 
rooms than hotels in less urban areas, which are more depending on F&B revenues. As room 
revenues are the most important revenues for inner city hotel properties, property developers should 
reduce a significant portion of the hotel property's public space in new hotel properties and transfer 
these square meters to guest rooms. Property developers should aim to allocate around 70% to the 
guestrooms or res idential area of a hotel, enabling properties to achieve income-to-expense ratios that 
are significantly higher as a consequence of lower staffing requirements and the lack of F&B facilities, 
the latter of which generally operate at fairly low profit margins and carry high risk. 

Business travellers have a preference for four-to-five star hotels, and leisure travellers prefer to stay in 
three-to-five star hotels. As the number of hotel stars proves nothing to little in the Netherlands, it is 
difficult to develop a hotel product based on that information. To develop the right kind of hotel 
property, in the right proportions, suitable for large-scale inner city mixed-use (re)development 
projects , property developers should focus on foreign successful hotel products that have great 
potential for the European market. In larger context, according to the U.S. hotel market segmentation 
based on Class, the following full-service hotel segments may suit well in the European hotel market 
and are comparable to three-to-five star properties: Super-Luxury, Luxury-Deluxe, Luxury, Upscale, 
and Mid-Rate with F&B. These hotels suit well because they predominantly focus on a mix of business 
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and leisure guests, often with a high proportion of international guests360
, and they are well-appointed 

hotels with an excellent price/quality relationship, providing high-quality amenities, and are usually 
located in prime inner city locations in major cities. 

By focussing on the business and leisure segments, property developers should take account of 
the fact that both segments have different rates of double occupancies, different average length of 
stays, and the like. Therefore, property developers must select a proper room mix. The typical ratio of 
room types for inner city hotels in mixed-use projects is 50% single-double rooms, 40% twin rooms, 
and 10% suites. 

The most viable hotel products that are part of the mentioned hotel segments, and which are 

suitable in inner city mixed-use projects in Europe, are (in conformance with the three-to-five star hotel 
products): A/I-Suite Hotels, Casino Hotels, Commercial Hotels, Condominium Hotels, and Luxury 
Hotels. There are several reasons that justify this selection, as the mentioned hotels: 

• Tend to cater primarily to business and leisure travellers (both domestic and foreign) or derive 
demand from all three market segments. 

• Derive at least 62-86% of the revenues from rooms, with the exception of casino hotels and luxury 
hotels. 

• Are usually situated in inner cities , near concentrations of office and retail buildings, restaurants, 
entertainment outlets, and one or more modes of transportation. 

• Offer most of the service, amenities and facilities as required by hotel operators and hotel guests. 
• Are able to realise high occupancies in inner cities. 
• Are appropriate to implement or attach some kind of meeting and convention facility in the project 

to optimise the occupancy pattern, as, besides the business and leisure segment, group business 
travel is emerging as a separate hotel market. 

Supplementary reasons are: 
• All -suite hotels, casino hotels and condominium hotels are largely undersupplied in Europe361

• 

Property developers should recognise this need and grasp the opportunities waiting . 
• All-suite facilities usually attract guests who stay longer and, because of the higher occupancies 

and smaller staffing needs attributable to low guest turnover, they are often more profitable than 
regular hotels. 

• The specialist knowledge that property developers gained in residential development indicates 
that property developers may have a natural affinity for all-suite and condominium hotels. 

• Casino hotels, or casino facilities as part of another hotel type, attract many tourists to a specific 
location because they comprise gambling activities, entertainment and catering. The combination 
of entertainment and hotel has created some strong destination markets and will become an 
important segment for the hotel industry. 

New hotel products that have less potential to perform well in European inner city mixed-use projects , 
but that may be profitable, according to demand and supply developments, in suburban areas, as 
freestanding projects, or in conjunction with a special function, are: Healthtels, Convention Hotels, 
Conference Centre Hotels, Extended-Stay Hotels, and Boutique Hotels. 

In hotel property development it does not only concern the real estate that houses a hotel operation, 
but the totality of the hotel project must play the key part in the overall concept of a new hotel property. 
One the one hand, site selection and product development, including facilities and services, should be 
geared to the needs of the intended target groups. On the other hand, it must be the ultimate objective 

360 Property developers should reckon with the fact that 72.4% of the total numbers of guests that visit Dutch hotels are 
foreigners. 
361 Van Essen, A.S., 2004. 
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to develop and build an efficient - to operate and maintain - hotel. Additionally, property developers 
must understand that hotels have two constituencies to serve: (i) from the investor's point of view; how 
to optimise the revenue stream with a better use of space; and, (ii) from the operator's point of view; 
how to create a space with the right ambience to support the brand image. Accordingly, the following 
sections will describe recommendations for the hotel property, the necessary amenities and facilities, 
the lobby, and hotel design, as these parts are tangible and directly suggestible by property 
developers in the development process. 

Inner city mixed-use hotel properties are usually: 

• High-rise structures because views are a major selling point that add real value to a hotel property. 
• Major business hotels in the four-to-five star segments with at least 150 rooms (investor's 

requirement) and more likely around 300 rooms for the suitability in mixed-use developments. 
• High-quality assets. 

Because of the inner city hotel's complex and cosmopolitan setting and its inevitable competition from 
nearby rivals, property developers are forced to adapt to a level of sophistication that suits its more 
discerning urban audience. Inner city hotels become a one-stop shop: not just a hotel but also a 
destination bar, a restaurant, a health club or spa and neutral territory for business meetings, both 
formal and casual. Moreover, inner city hotels should at least offer the following array of facilities, 
amenities, and services to attract people and to entertain them (to make every stay a pleasure), and 
because the target groups as well as hotel operators require them: 
• One or two restaurants and lounges. 
• Stylish bar(s) . 
• Comprehensive meeting and function rooms in the form of a high-quality business centre, a 

ballroom, a board room , a/o some multipurpose meeting rooms, featuring the latest technology. 
• A health & leisure club and swimming pool. 
• Retail shops, rental and ticket offices. 

A concierge, translation and secretarial service, and babysitting services. 
• Entertainment, such as casinos , arts, cinemas, concert or fashion halls. 
• Hotel night clubs, as they are often one of the most fashionable places to party in foreign cities. 
• As sophisticated information and communications technology becomes a part of the everyday life 

of travellers , hotels must provide the newest in room technological amenities, videoconferencing 
and audiovisual equipment. 

As income from the rental of guest rooms constitutes the major source of revenue at inner city hotels, 
a hotel property does not need to provide all the required amenities and facilities. Mixed-use projects 
provide the solution to integrate some amenities and facilities in other real estate functions of the 
project. Doing so makes these facilities also accessible for, among the hotel guest, the surrounding 
community, tenants and its employees, and other visitors . Such an option contributes to an optimal 
spin-off effect and improves patronage. 

Hotel lobbies may also contribute to a relocation of facilities and amenities, as lobbies are 
becoming activity centres. Lobbies used to be a hotel's signature to support the brand image, 
designed as a meeting place for people, but there is an increased interest in including retail , health 
club activities, and entertainment opportunities in hotel lobbies (or adjacent to the hotel 's entrance) to 
attract more interest and turn wasted space to profitable and productive use. 

If the hotel lobby is situated on a major (access) route through (into) the mixed-use development, 
the traffic through it may exceed several hundreds of thousands of people annually, making a lobby 
economically attractive to owners. A hotel lobby that incorporates (high-end) stores, restaurants that 
offer a top dining experience, a health club or the best bars in town, will attract a daytime and night 
time population, giving it a broader economic base. Besides that fact that cash flows may be improved 
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significantly, these kinds of lobbies may be seen as a fruitful extension of the mixed-use development 
and operators and owners do not need to maintain a lot of cubic footage just to make an 
overwhelming statement to their guests. Property developers should therefore check out the 
possibilities of the hotel lobby, making such a space more profitable and productive, considering 
incidental circumstances as parking for visitors and deliveries. 

The days of standard chain hotels that are interchangeable worldwide are over. The hallmark of a 
successful hotel company is not so much a standard, recognizable design, as it is a particular 
approach to service and guest satisfaction and a particular signature in terms of graphics and 
amenities. All elements must come together to make the hotel property a meeting, greeting, and 
staying experience. 

To attribute to a property's success, the external design of hotel properties must be outstanding 
and appealing, creating an icon in the cityscape, and in the same time it must incorporate local culture 
and history. Internal design aims to make the best use of the space available. Good design leads to 
increased sales, greater efficiency, reduced staffing levels, higher gross operating profit, remaining 
competitive position, and the need for lower capital investment and maintenance costs. 

Moreover, hotels experience a relatively high degree of functional and economic obsolescence that 

reduce a property's economic life, thereby decreasing the period during which an investor can fully 
recapture invested capital. Consequently, it is the task of property developers to develop buildings that 
are appealing and efficient to operate, but in the same time long-lasting (not maintenance-sensitive), 
'user-friendly' (with regard to seniors) and flexible. Flexibility seems a very important issue for hotel 
property, because in case a hotel operation terminates, the investor is left with a mono-functional 
property that only can be converted to another use against high costs. Therefore, investors require a 
hotel property to be applicable for alternative uses, or to- re-brand or remodel it without too much 
problem. Naturally, the location of the property should also be appropriate for other purposes, such as 
offices or apartments. Therefore, the use of Industrial, Flexible and Demountable construction 

principles (IFD) are becoming common practice for new hotel property. 
Additionally, the several million baby-boomers in Europe point to a continued expansion and 

investment in senior and assisted-living residences by the major hotel chains and property developers. 
Seniors require hotels that offer medical supervision and treatment programs in addition to exercise 
programs, and buildings that are user-friendly and build conforming 'adaptable building' principles. 

The Adelphi Hotel in Melbourne, Australia, is designed for guests that want to experience something special, something 
refreshing and something very different. Quite apart from the obvious architectural qualities, the Adelphi is inspired by an 
ideal of essentialism, a passion to create a new language for hotels of the future by combining beautiful abstractions of 
colour and line for an environment that is a philosophy for life. 

The Adelphi Hotel is a discreet hotel in the heart of the city's art and business precinct, surrounded by art galleries, 
exciting restaurants, shopping boulevards, theatres, a concert hall, park, and river; the right ingredients for a successful 
operation. The 32-room hotel provides utmost comfort, a five star service, the latest in technology, banquet and meeting 
facilities, F&B outlets, a 25 meter glass ended rooftop pool, a sauna 'and a fitness room. 
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§9.3.3 Viable Markets for Hotel Property 

If a possible new inner city mixed-use development project occurs in Europe (e.g., by means of a held 
competition), the following cities or markets provide, at first glance, potential for the assimilation of 

hotel property: 
• Cities with a strong 'profile' according to its four 'city functions ' (governmental , economical , 'traffic

situation' and welfare function), as these functions determine, in a large context, the amount and 

kind of visitors attracted. 
• Vibrant and inspiring cities with an attractive business and tourism profile, measured by hotel room 

demand generating companies, institutions, amenities, and 'primary' and 'secondary' resources. 
• Cities with future ambitions; where the involved municipality actively wants to achieve a/o maintain 

an attractive tourist, business and cultural inner city, and which stimulates its centre function. 
• Key metropolitan cities where hotel companies want their brands to be present. 
• 24-hour markets where hotels constantly achieve high occupancy rates (at least over 65%). 
• Markets with a healthy supply and demand balance, and restricted future supply pipelines. 
• Markets with a lack of suitable products and where suitable sites are available. 

In May 2004, the European Union (EU) welcomed ten new members. The accession of the new 
countries from Eastern Europe to the EU is expected to change the dynamics of the tourism industry 
across Europe362

. Cheaper prices, a lower cost of living, the increase in routes provided by budget 
carriers, which expect traffic to the new EU countries to increase by at least 20 percent a year363

, as 
well an overvalued euro, are all expected to help lure tourists eastwards. Hungary, Poland, the Czech 

Republic, and Slovakia are expected to benefit most from joining the EU, resulting in a positive impact 
on hotel performance over the next few years. Therefore , these countries may be seen as new 
potential markets for property developers willing to build hotels. 

In addition to the aforementioned, it is recommended to develop hotel properties, irrespective of the 
market, when the operating cycle of local hotel markets is at the bottom, because hotel markets are in 
the best condition to absorb new hotel supply when trading is improving. Here it does not matter if 
these areas already contain a high hotel density, because markets with a diverse existing supply of 
hotel property usually have a large variety of target groups and strong demand profile. Additionally, as 
September is usually the peak-month of hotel demand in the Netherlands, property developers should 
try to deliver new hotel projects in Holland before that month. 

Evaluation Current and Future Hotel Supply in Market Case-Hotel 

Table C9.2 shows the current supply of hotels and hotel rooms in Amsterdam including Schiphol. The table 
indicates that the supply of five star hotels in the Netherlands is mainly concentrated in the Amsterdam/Schiphol 
area. 

T bl C9 2 A t d H t I S I Th .. F d F St S 

Category 
AmsterdamfSchiphol 

Hotels Rooms 
Five Stars 21 5,581 
Four Stars 34 4,805 
Three Stars 67 5,203 
Total 122 15,307 

Source: Bedrijfschap Horeca en Catering, 2003. Horeca in Cijfers 2003. 

362 Hospital ity Trends , 2004. http://www.htrends.com. 
363 Financial Times , 2004. http://www.ft.com. 

. t 2002 
' AmsterdamfSchiphol as% of Total ' 
I Hotels Rooms 

66% 81 % 
10% 16% 
8% 20% 

11 % 25% 
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The municipal ity of Amsterdam has focussed its policy on hotel development in the districts around the city centre 
in order to spread out tourism over the city. Hotel developments in the city centre itself are limited. Table C9.3 

shows the new plans for five star hotel developments in Amsterdam (realisation of some projects is still 
uncertain) . The locations of these expansions or new hotel properties are rendered in Supplement 18. 

Table C9.3: Addition Suoolv Three to Five Star Hotels Amsterdam. 

'" 111:.0.•••• e1:. : I I I 11:..r.••I •··. : 
Amstel Station 4 200 - 2005 
Blakes Hotel Keizersgracht 5 16 (exp.) Expansion 2003 
Oostelijke Handelskade 4/5 400 Dorint/ Accor 2005 
Getz Entertainment Centre 4 250 Holiday Inn 2007 
'Lloyd Hotel' Oostelijke Handelskade 4 150 Cultural Accent 2004 
Head Java Eiland 4/5 200 - 2005 
Haveneiland IJburg 3/4 200 Partly Extended Stay 2006 
Lutkerneer Polder (Osdorp) 3/4 150 - 2005 
Marriott Stadhouderskade 5 80 (exp.) Expansion 2004 
Mercure Oude Haagseweg 4/5 150 - 2005 
Muntbergweg Zuid-Oost 3/4/5 50. AMS Hotel Group 2004 
Telepoorf/Westpoort 3/4 200-585 Accor 2005 
Telepoorf/Westpoort 3 200 Amsbao 2008 
RembrandtpleinjVijzelstraat 5 200 Former ABN-Arnro 2005 
Carlton Marina Hotel Kop Westerdokseiland 4 300 Carlton 2006 
Zuid-as Kavel 19/20 5 330 InterContinental 2006 
Oosterdokseiland 5 278 Unknown 2007 
De Nieuwe Meer 4/5 320 Unknown 2009 
Rai Convention Hotel 5 1,050 Marrio tt 2009 
Centre Area Noord 3/4 200 Chinese Accent 2010 

Source: Horwath Consulting, 2003. Letter report of the update for the planned five star hotel on Oosterdokse1/and, Amsterdam. 

If all the mentioned plans will be realised it would mean a total addition to the five star supply in Amsterdam of 
around 38% up to 2007, and 79% up to 2009. 

The following inner city five star hotels, as represented in Table C9.4, are considered to be the competitive set for 
the Case-Hotel , based on a total score for points on location, size , and hotel performance. 

T bl C9 4 C . ff st c H t I 

Name Hotel #Rooms Rack Ratel Competitive Description 
Strength2 

Amstel Intercontinental 79 €520 4.2 
Meeting rooms (MRs), restaurant and bar 

(R&B), fitness (F) 
The Grand Sofitel 182 €380 4.2 19 MRs, R&B, complete spa, F 
Blakes Hotel 41 €370 3.8 MRs, R&B 

Hotel de l'Europe 100 €335 3.9 
6 MRs, R&B, swirruning pool (SP), 

solarium, F 
Crown Plaza City Centre 270 €335 3.4 5 MRs, R&B, SP, solarium, F, sauna 
Crown Plaza American 174 €320 3.5 3 MRs, cafe, R&B, F, sauna 

Okura Amsterdam 369 €320 3.8 
16 MRs, 4 R & 2 B, SP, complete health and 

fi tness centre 
NH Grand Hotel Krasnapolsky 468 €290 3.8 22 MRs, 4 R&B, beauty salon, shops 
NH Barbizon Palace 275 €290 3.6 6 MRs, R&B,F 
Radisson SAS Hotel 243 €280 3.0 9 MRs, cafe, R&B 
NH Amsterdam Centre Hotel 274 €270 3.6 10 MRs, R&B, spa, beauty parlour 
Hotel Pulitzer 230 €215 3.8 10 MRs, cafe, R&B 
Marriott Hotel 392 €189 3.7 MRs, R&B, health club and sauna 
Total/Average 3,843 - 3.7 
Hotel Plan Case 278 ? 4,2 -

1 The published or highest room rate charged, based on a standard double room. 
2 The competitive strength evaluation is based on location aspects (accessibility, visibility, parking space, attractiveness 
region/surrounding/ property), and on product aspects (quality and quantity of rooms, meeting space, and F&B). The 
d isplayed numbers provide an impression concerning the mutual position of the inner city five star hotels. 

Source: LAgroup Leisure & Arts Consulting, 1999. De Nederlandse hotelmarkt in kaart gebracht. 
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Conclusion. 
Amsterdam has more than 330 hotels with approximately 17,000 rooms. New supply in Amsterdam continues to 
be constrained by the lack of sites, the presence of the old city centre - growth in capacity amounts to four percent 
per year - and competition from the office market. 

In 2003, hotels in Amsterdam continued to experience further declines in occupancy and average rate. 
Despite this decline in trading performance, Amsterdam is still one of the strongest hotel markets in Europe in 
terms of occupancy (high) and room rates (relatively low) . Besides, the gateway cities of Paris, Amsterdam and 
London are currently in the trough of the cycle and show good growth potential. These cities also benefit from 
relatively restricted supply pipelines as well as a healthy business and leisure mix 

The planned Case-Hotel may be considered part of the top luxury hotels in Amsterdam, with as main 
competitors The Grand Sofitel and Amstel Intercontinental. Measured by it competitive strength , the Case-Hotel 
is expected to perform considerably well in its market. 

Evaluation Market Case-Hotel 

Amsterdam is the capital of the Netherlands, situated in the northwest of the country within the province of Noord
Holland. The total population of Amsterdam comprises some 738.763 people (173 nationalities) with an 
unemployment rate of 47,316 in Amsterdam by 1 July 2003. 

Amsterdam possesses a fifth position in the top-30 of best locations to establish in Europe364
. The top-3 

consists of London, Paris and Frankfurt , followed by Brussels and Amsterdam. 

Amsterdam is the cornerstone of the Dutch economy. Due to its strategic location, the city is internationally 
recognised as a big centre of trade and distribution. A large proportion of its industry and commerce is foreign 
owned and relies heavily on export. The city's economic welfare is mainly provided by the following six economic 
pillars365

: Congress; Financial ; ICT; Industry; Transport; and , Tourist. 
Amsterdam holds a strong position as a congress city ; in fact , it is the 5th-ranking congress city in the 

world366
. The fact that the city is home to the Netherlands Central Bank, the Stock Exchange, and the 

headquarters of various major Dutch banks makes Amsterdam the financial heart of the Netherlands. Overall , 
nearly 1,000 foreign companies have set up in and around Amsterdam , and some 200 companies have their 
European head office in the city. Besides, Amsterdam has been an industrial city for many centuries ; currently, 
sectors such as chemicals, metals and the graphic industry are strongly represented. 

Amsterdam is the centre of the Dutch motorway (transport) network, with the A 10, A 1 and A2 as main 
motorways leading into the hinterland, Belgium and Germany. Besides , the national railway is well integrated with 
other European networks with direct services to main Dutch and European cities. The international Schiphol 
Airport fulfils a hub function , helping to make it a vital factor in Amsterdam's economy. Schiphol is Europe's 
fourth-ranking passenger airport and third-ranking cargo airport. In 2001 Schiphol processed almost 40 million 
passengers and more than a million tonnes of freight. 

The seaports of Amsterdam together form the 17th-ranking port in the world and the 5th in Europe. Some 60 
million tonnes of freight are transhipped in the Amsterdam seaport region. In addition, Amsterdam now has a 
brand-new passenger terminal for cruise ships, situated close to the city centre . Amsterdam already attracts more 
than 100,000 sea cruise passengers and 60 ,000 river cruise passengers per season. Each seagoing ship 
generates around €500 ,000 income for the city's economy. 

Amsterdam hosts millions of tourists every year (including nine million foreign visitors} , and all through the 
year. It is not only the historic city centre that enchants visitors they are also attracted by the many museums, 
theatres and of course the canals. All in all this makes tourism one of the most important commercial factors in 
the city . Tourism in Amsterdam currently generates an annual turnover of more than €3 billion and creates more 
than 37,500 fulltime jobs. This gives the capital a place among Europe's top ten tourist cities. 

Conclusion. 
Amsterdam's multi facetted economy ensures a healthy balance of industry and service sectors. Its international 
appeal , as one of the most popular business locations in Europe, ensures that the city is an attractive proposition 
to the tourism and conference & incentive markets alike. Despite that Amsterdam is substantially impacted by the 
economic slowdown, which is resulting in a lower take-up of new office supply (vacancy rate of 17% per 1 
January 2004), Amsterdam seems a dignified , but also natural , urban destination for new hotel properties. 

364 Cushman & Wakefield , 2003. Promotie van Amsterdam als Zakenstad kan beter. http://www.cushmanwakefield.com, 16 
October 2003. 
365 Amsterdam .nl , 2004. http://www.amsterdam.nf. 
366 Dienst Onderzoek en Statistiek, 2004. http://www.os.amsterdam.nf. 
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Hungary has undertaken a remarkable transformation from its communist past toward a democratic, market-oriented 
future . WestEnd City Centre in Budapest, the Hungarian capital, is symbolic of this dramatic change. Developed by 
TriGranit Development Corp., this 192,000 m2 mixed-use project combines a 230-room hotel, Class A office space (20,000 m2), 
retail (50,000 m2), parking for 1,500 cars, and leisure facilities in the main business and leisure district of the city. The 
project's leisure facilities feature 33 restaurants and cafes in a food court, a cinema, and a 22,000 m2 park. With a distinctive 
architectural character, high quality design and construction, and an attractive mix of uses, the project has already had a 
tremendous impact on the local market and has set a new standard for future development projects in the city. 

As per management contract, Hilton Hotels is the operator of the hotel since it delivery in 2000, but did not participate as 
an equity investor in the project. The Hilton Budapest WestEnd is a stylish contemporary hotel, situated near the city's 
major attractions such as the parliament, opera house, and a modern shopping and entertainment mall. All rooms are 
furnished comfortably with the most modern facilities for both business and leisure travellers. Other features include 10 
meeting rooms of varying sizes, a business centre, a fitness club, a garage, and three restaurant and bars. 

The Hilton forms an integral part of the Westend City Centre, with direct access from the lobby to the shopping mall 

and the nearby transit facilities (the city's main railway station). In terms of attracting attention and customers to the project, 

it has certainly helped that Hilton sits on a landmark site with high visibility in the local market, by which constant 

occupancy rates of approximately 75% are achieved. 

§9.3.4 Strategic Locations in Inner Cities 

Location is a critical consideration because if affects the ability to draw customers. The right inner city 
location may be seen as the location where a new hotel property is thought to serve best with respect 
to demand, and where it may achieve a higher than stable income stream. Accordingly, property 
developers should seriously consider developing hotel property on prime inner city locations: 
• That are located near historic inner cities. 
• That are located near central business districts. 
• That are located adjacent to an inner city waterfront. 
• That have a proximity to 'hotel demand generators' (offices, retail, convention centres a/o 

universities) or locations where new domestic or foreign investments are planned to strengthen its 
business and tourism profile. 

• That are near recreational and entertainment centres, such as restaurants , cinemas, theatres, 
museums, shopping opportunities, cultural resources, tourist attractions, or major sports facilities. 

Complementary important criteria for these inner city locations are: 
• Locations must be good accessible ; proximity of a railway station - to eliminate the need for 

automobile transportation - and ease of access to and from airports (good transport links). 
• Locations must provide a good visibility for a mixed-use project as well as for the proposed hotel 

property. 
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• Locations should be appropriate to realise or contain a sufficient availability of parking . 
• Locations must be secure. 

The more of the mentioned criteria are present on a inner city location, the better the hotel is expected 
to perform. Besides, strategic locations will provide assurance that what appears to be a strong 

location today will continue to be so 10 years hence. Furthermore, it should be mentioned that a 
proximity to a large residential population seldom provides adequate support for a commercial hotel 
facility367

. 

In addition, property developers should accentuate the characteristics of the business segment in 
developing hotel properties if: 

• An inner city contains a strong business climate. 
• An inner city location is good accessible by car or public transport. 
• The inner city provides attracting tourist recreational facilities and entertainment (nightlife). 
• The proposed hotel property is situated in the proximity of international operating companies or 

organisations. 

Likewise, property developers should accentuate the characteristics of the meeting and convention 
segment in a new hotel property if: 
• A convention accommodation is situated near the proposed site. 
• Many convention-initiative companies and institutions as universities, academic hospitals and 

large multinationals are in proximity (or present in the city). 
• The accessibility by car or public transport is well. 

Property developers should develop hotel properties partly focussed on the leisure segment if: 
• An inner city has a strong tourism profile (historical architecture, cultural artefacts, retail) . 
• An inner city contains an extensive supply of recreational facilities and amenities. 
• The proposed hotel property is easy accessible by highway. 

The proposed hotel is situated in proximity to vacation related attractions. 

Evaluation Site Case-Hotel 

The site of the Case-Hotel is situated to the east of the Central Station (CS) , to the southwest of the recently 
opened Passenger Terminal , and to the north of the historic city of Amsterdam. The site is bordered by water 
to the south . 

The site will be accessible via a newly constructed junction, leading via the 'Piel Hein Tunnel ' to the A 10 ring 
road , and will comprise 1,540 parking places. The site can be accessed from the A 10 in approximately 15 
minutes. The site is within walking distance of the CS, which provides access to Amsterdam's train , metro, tram, 
and bus network. Furthermore, access is easily obtained from the city centre. 

Due to the relatively high buildings comprising the subject mixed-use project , visibility will be good from both the 
northern and southern part. The scheme can easily be seen from trains approaching CS from the east as well as 
cruise ships entering the Passenger Terminal. Furthermore , the project is highly visible from the city centre . 

The site is very well located for the financial service area of the city of Amsterdam and the project components 
(e.g ., congress, retail , office space, culture) will undoubtedly create demand for hotel accommodation . The fact 
that access to the city centre is straightforward and the site is within 15-20 minutes from Schiphol and the RAI 
should compensate the fact that the largest commercial conurbation (Zuid-As) is south of the city. 

From a leisure and tourism perspective the site is very attractive with the shopping street the 'Kalverstraat', 
Dam Square , Royal Palace, Diamond Centre , and Red Light District within direct proximity. 

367 Rushmore, S., 1992. Hotels and Motels : A guide to Market Analysis, Investment Analysis, and Valuations. 
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Conclusion. 
The site is situated on a high profile development whose components are likely to generate substantial levels of 
hotel demand. If the site is being judged on criteria as the location within the city, accessibility, visibility, parking, 
and attractiveness, the site scores considerably. Moreover, given that Amsterdam experiences, according to its 
'city profile', different visit-patrons during the week as well as during the year, 'low-season' periods will almost be 
out of the question for a proposed hotel on that location . So, the site may therefore be estimated as an extremely 
suitable and attractive hotel location . 

§9.3.5 Hotel Property as Integral Component in Inner City Mixed-Use Projects 

Property developers may optimise the process of inner city development by improving the urban 
climate and by developing attractive combinations of real estate functions, which are typified as mixed
use developments. By virtue of their scale and functional diversity, mixed-use developments may have 

a far greater impact on community development than single-purpose projects. Moreover, mixed-use 

projects use urban sites and introduce new functions/activities to stimulate growth, attract good jobs, 
and to create synergy among uses. 

The success of a mixed-use development is not simply and solely dependent on picking the right 

location for the development. The key factors affecting the future success of a mixed-use development 

are related to the sense of place that the project may create and the project's activity cycle. 

The size and diversity of uses in mixed-use projects, if effectively programmed and designed, 

should result in a project that becomes a significant new place on the urban landscape, which turns a 

lesser location into a prime one. In creating a pleasant sense of place, new mixed-use developments 
must emphasize an orientation toward pedestrians and more interaction and integration with adjacent 

uses. Important adjacent uses that are modifying for the success are, among others, tourist 
attractions, museums, parks, and waterfronts, because they attract individuals and families, other 

outside visitors and, more importantly, groups. 

A primary objective of commercial mixed-use projects is to create an environment that generates 

activity throughout the day and the week, including evenings and weekends. Additionally, ambiance, 

cosiness, an attractive historical surrounding , a hotel facility and cultural facilities all add to an 

attractive and lively inner city. Property developers may lengthen the activity cycle in an inner city by 

developing a great diversity of functions and activities in its mixed-use project, because the 

combination of all these functions , the muti-functionality, provides the surplus value to an inner city. 
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One of the greatest risks in developing mixed-use projects is getting the mix wrong . The right mix of 
uses should create a positive feedback system, depending on a proper plan and guided by market 
research, where each use supports the success of the others. 

As mixed-use development calls for extraordinary planning , management, and capital resources, 
and a high appetite for risk to cope with the more intricate planning, long time frame for development, 
higher front-end costs , and heavier negative cash flows, proper timing and phasing of project 
components are crucial. Each phase must be able to work independently of future phases, because 
there might be a considerable lag between each. The project should begin with the uses that have the 
strongest current market potential , creating cash flow that can be funnelled into later phases of the 
project. It also permits separate financing for each part of the project, which can add the flexibility 
needed to take advantage of i.e. interest rates and future opportunities for selling the project. 

The mix of hotel and office space (usually with retail as a third use) is the most potent combination in 
mixed-use development. However, the components that make a hotel property vital and create 
enough support are offices & convention centres (business demand generators) , and retail & 

entertainment (leisure demand generators) that together achieve a critical mass capable of attracting 
patrons from a large area. 

Most mixed-use developments are driven by the office component, and many of the largest office 
projects can generate substantial demand for surrounding amenities and uses. The larger the office 
project, the greater the need for amenities like restaurants and retail shops to serve office workers, 
hotels to provide lodging for business clients, and nearby residential units to house office employees. 
Offices focussed on international orientated trading companies or multinationals are proven to mostly 
stimulate hotel demand. 

Convention facilities are also attractive components of mixed-use projects because of their 
compatibility with hotels (creating considerable longer guest stays) , the support they can lend to the 
retail and restaurant components of a project, and the after-five activity and business generated by 
convention goers. However, as convention facilities are often giant behemoths that consume a great 
deal of land and can detract from a pedestrian friendly atmosphere, property developers should 
integrate some space to meetings and conventions in a proposed hotel property. The market for such 
facilities must be determined in conjunction with the future hotel operator, which will likely be solely 
responsible for marketing and managing the meeting spaces. 

Shopping remains one of the main activities of inner city visitors, and therefore retail forms the 
economic base on which other activities may take place. Especially, hotels may prosper adjacant to 
speciality stores. 

The fourth use that is extremely important to add besides a hotel property in an inner city mixed
use project is entertainment. Entertainment facilities - casinos , cultural facilities, theatres, sport 
facilities , concert halls, cinemas, restaurants , bars, and clubs - have become key ingredients in many 
mixed-use developments. The kinds of entertainment uses that may be included vary considerably 
depending on the location and nature of the development. Within the entertainment category, bars and 
restaurants tend to have the greatest market synergy with both retail and non-retail uses. Theatres 
tend to be destinations in themselves without much interdependence with hotels, offices, or residential 
uses located in the mixed-use project. 

Cultural facilities like a museum , library or performing arts centre are also often part of a mixed-use 
development because such institutions add two elements that other entertainment cannot. They 
expand the mix of audience, often adding a well-educated and affluent component, and they give the 
development a strong identity, marketing focus, and image of quality. However, including these uses 
generally requ ires forging a public/private partnership to make it feasible. 

Sports entertainment facilities as stadiums and arenas may be an important component of an inner 
city's strategy for revitalization or redevelopment, but are, because of their size, not often a component 
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in inner city mixed-use developments. However, a good example is the Skydome in Toronto, Canada, 
which includes an in-stadium hotel where the guestroom windows face directly onto the playing field. 

Incorporating a hotel property in a mixed-use development produces many benefits . Namely, a hotel 
integrated in a mix of real estate functions can lead to an enlarging lifespan - activity cycle - of a 
specific area, what can be good for, for example, the social security of that area. Moreover, the 
synergy and therefore spin-off effects between developed functions, as well as between the functions 
and the surrounding area(s) , will be increased by including a hotel. 

Furthermore, hotel properties should be positioned and designed in mixed-use projects so as to 
invite local pedestrian traffic and generally should serve as a primary passageway to the project's 
other components such as retail space, because doing so will attract wanted traffic, and enlarges the 
atmosphere of the hotel lobby. With a lobby that incorporates ancillary retail stores and restaurants for 
use by hotel guests, office workers, and others, the hotel will attract a daytime and night time popula
tion, giving a broader economic base. Whether they are tenants, shoppers, hotel guests, or simply 
visitors, people must be drawn to a new project, and once there, they have any number of reasons to 
stay. 

If property developers are actually able to create a pleasant environment that attracts many visitors , 
the good mix of uses will generate significant hotel demand resulting in less seasonality and more 
consistency in weekday and weekend demand. Architecture is absolutely central to the identity and 
attractiveness of projects. The design may distinguish it from the competition and helps to make it a 
compelling destination for business and consumers. Besides, a well-done mixed-use development 
contributes to the fact that an inner city recasts itself and regains its attractiveness to residents, 
businesses, tourists, and conventioneers ; through which hotel occupancy and rates may soar. 
However, the provision of sufficient parking can be a crucial element, in both the budgeting and 
conceptual planning for a hotel. 

Mixed-use projects are often multi-component structures architecturally connected by a common atrium that integrates all or 
most of the project components at the lower levels in a common base. An atrium may serve as the ground level main 
entrance for the hotel, retail, office, and residential users of each building in the block, with separate elevators ajo escalators 
to reach the mixed-use components or public transport facilities . Shown above are the atriums of Hotel Kyocera, 
Kagoshima, Japan, and JR Central Towers & Station in Nagoya, Japan. 
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Evaluation Site Case-Hotel for a Mixed-Use Project 

The previous evaluation indicated that the site may be estimated as an extremely suitable and attractive hotel 
location. However, this part of the case study will evaluate if the site is also appropriate for a mixed-use 
development. The site will be evaluated according to the restrictions and criteria as described in Chapter 5. 

The inner city development project ODE is taking place at the unique location of Oosterdokseiland (ODE) 
between the historical inner city and IJ River, alongside the central railway station . Besides, it is perfectly located 
with respect to the existing city functions. The plan comprises six aboveground plots with a radial structure 
reflecting the layout of the historical heart of the city. The height of buildings wil l be in keeping with the existing 
buildings, varying form 24 metres on the Central Station side to 47 metres on the eastern side of the island. 

The urban development structure comprising public spaces made up of streets, squares and quaysides will tie 
in with Amsterdam's look and feel. The pedestrian circulations are proposed to achieve the desired synergies and 
sense of place that are the features of good mixed-use developments . A view of the public space is rendered in 
the four illustrations below. 

Plinth and Quay Traffic and Expedition Water Plaza & Cultural Square 

Plinth and Quay. The commercial functions are represented on three levels throughout the project. Shops, 
catering services, culture , recreation and work alternate. In this plinth on the quay people will find the entrances to 
the important public and commercial functions. As the Oosterdokskade is ODE's lifeline, the Oosterdoksstraat is 
ODE's commercial backbone with representative office entrances, accessibility and service-supporting functions. 

Traffic and Expedition. For motorised traffic ODE is accessible via the IJ-weg, which gives access to the ring 
road A 10 and leads to the centre of Amsterdam via the new city bridges. Pedestrians and cyclists can reach ODE 
from the station square or via the bridge to the NEMO. ODE has a transparent expedition system that will be 
developed per function and plot. Large-scale expedition traffic with trucks takes place via the Oosterdoksstraat; 
provisioning on a smaller scale is possible from the parking garage or from the quay. 

Good parking facilities underscore ODE's attraction . There is a spacious, two-level underground parking 
garage with more than 1,540 parking places and a guarded bicycle park accommodating 2,500 bicycles for 
residents , visitors and workers. 

Water. An important part of the development is the waterfront of Oosterdokskade, providing a view across the 
water to the existing inner city. Water plays a very important part in the ODE experience. Along the quay, for 
example , a long jetty will be constructed for pleasure boats and the Amsterdam tour boats. Here people may take 
walks and enjoy the activities and events that may be organised on the water. The restaurant Sea Palace, which 
attracts about 300 ,000 visitors a year, is also situated along the jetty. 

East Plaza and Cultural Square. East Plaza has a modern , Asian, business-like character. In this square 
people will find the hotel , the Network Facility Centre and commercial facilities such as shops, catering services 
and homes. The Cultural Square is situated on the quay amidst the Public Library and the Conservatory with its 
leisure functions , offices and catering services. This square will become the meeting-place and location par 
excellence for events and activities . 

Conclusion . 
The scale of the project ODE is unprecedented by Dutch standards. Hence, the development calls for unusual 
planning and management; phasing of project components seems critical. Therefore, the project should begin 
with the uses that have the strongest current market potential, creating cash flow that can be funnelled into later 
phases of the project. 

Initially, MAB planned to develop the hotel property at plot 1 as the first component of the entire project (start 
construction in 2004; completion in 2007) . However, according to the operating procedures of the hotel industry it 
would be desirable that MAB would develop the hotel component as late as possible; because the true demand 
generators will just be developed at a later stage (completion is expected for 2007-2009). These functions should 
provide a boost to hotel patronage, besides, if the major tenants of the other functions are known they can be 
interviewed, through which demand and requirements may be readily estimated. Consequently, the proposed 
operator of the hotel property will be troubled in marketing the property. Moreover, once the hotel facility opens, 
its operation will be disrupted by construction traffic and the realisation of the other components . 
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Evaluation Suitability of Case-Hotel as Component of the Proposed Mixed-Use Project 

The site 'ODE' may be estimated as an extremely suitable and attractive hotel location. However, will the 
proposed mix of uses contribute to the final success of the hotel facility? This section will provide the answer. 

ODE will have an enormous wealth of lively intermingling functions that reinforce and complement each other. 
The project components are expected to attract many visitors. Furthermore, the project itself is in proximity of 
several major demand generators in Amsterdam . 

The plot division of mixed-use project ODE is composed of the following six plots, as shown above: 
Plot 1: Case-Hotel, 32 Apartments (Commercial) , Shops. 
Plot 2: Network Facility Centre (Network Facility Centre is a Chinese-European trade and facility centre 
within ODE. It is a centre created for the benefit of companies that operate from Southeast Asia towards 
Europe and vice versa) , Shops, 65 Apartments (Commercial) , 30 Apartments (Social). 
Plot 3: Offices, Shops, 114 Apartments (Commercial) , 60 Apartments (Social). 
Plot 4: Offices, Library, Cafe. 
Plot 5: Offices , Conservatory, Leisure, Restaurant. 
Plot 6: Offices , Shops, Leisure, 42 Apartments. 

Case-Hotel (24 ,700 m2
) . For centuries Amsterdam has opened itself up to different cultures and peoples. In 

ODE's first plot this hospitality is illustrated by a luxury five star hotel facility with a number of top notch 
restaurants . A congress centre will be built here as well , which will reinforce Amsterdam's position as the world's 
fifth congress city with its high-quality, flexible congress facilities. In the plinth of the hotel , located on the East 
Plaza, there are various lively and trendy bars and luxurious shops selling exclusive brands . They are accessible 
for hotel guests through the hotel lobby and for the general public through an entrance on the quay. Opposite the 
hotel there is a small -scale apartment block with 32 apartments for sale. 

Offices (79,300 m2). ODE constitutes an inspiring business location that is both representative and easily 
accessible, located in one of the most beautiful spots of Amsterdam with a spectacular view and plenty of parking 
facilities. In this dynamic working and living environment people find about 80,000 m2 of high-quality office space 
with everything that makes working in a metropolis such a pleasant experience , varying from a congenial street 
life to all sorts of catering services. The office units, varying from 50 to 800 m2 , are scattered about the various 
plots , each with a character of its own and an attractive mix of functions. A high level of hotel room demand is 
likely to emanate from the office components of the ODE project. 

Apartments (343 including approximately 30% rented accommodation). A return and strengthening of inner city 
residential development is often the unsung cornerstone of a city's rebirth . ODE offers comfortable living in optima 
forma with all the facilities that make life so attractive in dynamic, metropolitan surroundings : cultural facilities , 
extensive shopping opportunities, lively bars, good restaurants and a bustling street life. ODE offers an extremely 
varied supply of houses for rent or sale in all price categories, ranging from social housing to apartments in the 
most exclusive sector of the market. If possible, residents are expected to use the hotel 's facilities (i .e. health 
club) . 
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Shops & Catering (15,500 m2) . ODE is a tribute to the ever-ebullient city life of Amsterdam and offers all the 
facilities required for a pleasant and inspiring stay. There are plenty of restaurants with kitchens from all corners 
of the world . But there are also lively and trendy bars, an extensive food court , and pleasant pavement cafes 
where visitors may enjoy a drink or a bite. ODE also offers a rich variety of shops , varying from a supermarket 
with a specialised assortment of food products in which East and West meet, to a mega bookstore, a multi-media 
store, luxurious speciality stores and smaller more specialised shops in the field of food and non-food. 

Culture and Leisure (49,400 m2) . ODE offers an inspiring mix of functions , in which culture and relaxation play 
an important part. One of the cultural 'hotspots' is the new public library, with approximately 30 ,000 m2 of books, 
papers, magazines and news media, it is one of the largest libraries in Europe and is expected to draw about 2 
million visitors a year. Nevertheless, a public library does not generate revenue , but generates activity, and 
therefore may enhance the revenue of the overall project. 

ODE also provides space for the new Conservatory, which will be a musical source of inspiration for all visitors 
due to its architecturally open character and its many publ ic concerts . So, ODE offers large-scale leisure facilities 
with , among other things, a cafe dansant, a family entertainment centre and trendy little shops. 

Conclusion. 
ODE will offer national and international companies an excellent place of business set in an historical and 
inspirational part of Amsterdam; also due to the international character and charisma of Amsterdam and the 
excessive internationalization. With its Asian commercial centre, international hotel and congress centre, the new 
Amsterdam Public Library and Conservatorium, this part of the city will draw millions of people every year. They 
will include congress participants, students, tourists , workers of numerous offices, visitors and residents of rented 
and owner-occupied dwellings who will all bring new dynamics to Amsterdam . 

Subsequently, ODE, with its modern , high quality image and facilities compared to the existing market , will 
provide the perfect place to live, work, shop, relax and go out. It is furthermore expected to meet the basic 
assumptions required for a successful and viable mixed-use development, offering various facilities that lengthen 
the activity cycle of the area, and , moreover, that attracts and holds visitors. The high quality of the entire ODE 
project, and the synergy that will arise between the project components and the surrounding areas should enable 
the hotel to perform above average. Though , the new business centre at Zuid-As - taking business and traffic 
away from the inner city in long term - and future hotel developments (also including the Zuid-As) may be 
considered as threats. 

The Case-Hotel is planned at plot 1 of the site, surrounded by the Central Station and plot 2. Despite the excellent 
accessibility, the railway station may provide nuisance and therefore higher investment costs for sound insulation. 
Besides, plot 2 mainly provides apartments and may therefore fail in providing the necessary synergy for the 
Case-Hotel. Therefore , the following two recommendations may be mentioned. Firstly, to improve synergy 
between functions it may be recommended to partly adjust or relocate the originally planned functions of plot 2 
(more offices and leisure) . And , secondly, for the benefit of the overall performance of the mixed-use project and 
the future success of the Case-Hotel , it could be desirable to locate the hotel property in the middle of the action 
(on plot 3 or 4). Doing so also creates to opportunity of planning a well -designed space-sharing atrium that may 
connect various coherent project functions (and even transport facilities) . 

Evaluation Concept Case-Hotel 

It is anticipated that the hotel will be first among equals to its five star counterparts and as such one of the best 
hotels in the Netherlands. Besides , the hotel will be the first brand new five star hotel build in the centre of 
Amsterdam for some time (the last five star property to open in the city centre of Amsterdam was The Grand in 
1992 albeit in a converted building). 

In addition , a relatively high proportion of potentially competitive hotels suffer from a tired product resulting 
from years of high occupancy levels and under-investment. The quality of the rooms and facilit ies for the Case
Hotel is planned to surpass the current supply. These factors should enable the property to secure both top 
commercial and leisure demand particularly in view of the fact that the other project components are expected to 
attract high quality users. Moreover, the conference centre is expected to attract substantial levels of business, 
which in turn would create high levels of accommodation demand. 

Evaluation Segment Case-Hotel 
The Case-Hotel will be launched as a luxury five star convention hotel , focussing on the three main market 
segments. The choice for a luxury five star convention hotel may be justified by its internationally-appealing 
location, and its ability to attract to business and leisure travellers (both domestic and foreign). 
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Table C9.5: Planned Hotel Concept. 

Planned Rooms & Facilities Planned Components & Dimension 
Classification Five Star Hotel 

Number of Guest Rooms & Suites 278 

246 Standard (King, Twin & Disabled Guest Rooms) : 40-47 m2 

20 Junior Suites: 71-87 m2 

Room Mix 7 Mini Suites: 54-68 m2 

4 Executive Suites: 98 m2 

1 Presidentia l Suite: 137 m2 

Theme Restaurant: 364 m2 

Food & Beverage Facilities Lobby Tea Lounge Cafe: 411 m2 

Hotel Theme Bar: 200 m2 

Banquet & Meeting (Conference) Facilities 
10 Meeting Rooms: 40-90 m2 

1 Ballroom: 425 m2 

Other Facilities 
Fitness Centre & Spa Areas: minimal 640 m2 

Parking Facilities: 1,500 

The following fa cilities are not included in the Table: Service Areas, Lobby Areas, F&B related Areas, Housekeeping Related Areas, 
Engineering Related Areas, and Employee Facilities. 

Evaluation Space Allocation Case-Hotel 
It should be noted that the floor plans, interior design and building structures of the Case-Hotel could not be 
evaluated well , because these were not available in the time of elaboration of this thesis, also because the 
property developer did not contract out a lessee, which is an essential partner in the design process. However, 
the concept could be judged in larger context. 

The proposed amount of rooms seems to fit perfectly in a mixed-use project. Besides, the number meets an 
operator's requirement to efficiently operate a hotel , and it meets an investor's preference. Moreover, the intended 
room-mix seems rightly chosen concerning the conditions for inner city hotels. The total percentage of residential 
area of the Case-Hotel comprises 53%. This amount seems too low for inner city mixed-use hotel properties , 
because property developers should strive to allocate around 70% to the guestrooms or residential area of a 
hotel. 

The public areas (i.e. , lobby, restaurants , bars, lounges, meeting spaces, ballroom), which usually comprises 
10-20% of a hotel's surface, amounts to 10%. F&B departments usually comprise 4-6% of a hotel's surface. In 
case of the Case-Hotel this percentage amounts to 4%, which therefore may be approved. The proposed 
ballroom seems a little too small (425 m\ as it should provide 556 m2 according to the accepted prescriptions. 
Though , the number of and the floor space dedicated to the function rooms are good and unique for Amsterdam, 
and may be justified by the fact that 60% of the international conferences in Amsterdam generally take place in 
four-to-five star hotels. However, it may be recommended to dedicate some of the proposed space to a 
boardroom or a business centre as these are generally preferred in this kind of hotels. 

The array of facilities , amenities, and services that at least should be offered by inner city hotels , according to 
the recommendations, is present in the proposed Case-Hotel. The hotel will provide all the facilities of interest or 
demanded by the business , meeting and convention , and leisure travellers. However, facilities that are not 
planned in the hotel property, but which may contribute to an even more thriving mixed-use development are, for 
instance, a casino, cinema or a nightclub, because they are very appropriate to draw people. 

The projected Case-Hotel lobby incorporates a restaurant , a health club and a nice theme bar. As retail and 
entertainment opportunities are adjacent to the hotel, these facilities will also provide additional desired services 
for guests and visitors. However, to turn wasted space to profitable and productive use, more retail functions 
could have been included in the hotel property itself (on ground floor level) giving it a broader economic base. 
Besides, according to the wide pedestrian facilities that are made in the project, the lobby itself should focus more 
on capturing the huge amount of expected people that enlarge the activity cycle as frequently desired. 

The planned parking facilities seem sufficient as it may be expected that many futu re hotel guests will arrive 
by train . 

Evaluation Design Case-Hotel 
The architectonic style and the modern luxurious character will provide the Case-Hotel with a unique character, 
and wil l make the hotel a high-quality asset, and therefore an interesting object for investors . Besides, the design 
of the Case-Hotel will match the exceptional service guests and residents will receive inside. Moreover, as the 
hotel possesses a small Asian appearance it is supposed to attract extra Asians. With regard to the hotel's 
location, the Case-Hotel will provide excellent views. 
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Impression of the Oosterdoksstraat, ODE's commercial spine with the representative office and library entrances and 
accessibility. 

Conclusion. 
Partly due to the decision to build a luxury hotel property, the total percentage of residential area of the hotel 
comprises 53%. This amount seems too low for inner city mixed-use hotel properties , and will make it difficult for 
a future hotel operator to achieve high income-to-expense ratios. Given, among other things, the demand and 
supply profile of the market, the specific location and the unique mixed-use setting , it would be probably better to 
implement an all-suite, commercial or condominium hotel in the project. 

§9.3.6 Future Position of and Opportunities for Hotel Property 

Chapter 1 to 8 illustrated that the future success of a hotel property, as component of a mixed-use 
project, is dependent on eight key development criteria: (i) geographical location; (ii) type of hotel 
product; (iii) business mix; (iv) demand and supply; (v) mix of uses in a mixed-use development; (vi) 
choice of brand name; (vii) potential revenue stream; and (viii) the type of operating agreement 

entered into between the operator and investor. The previous subparagraphs provided 
recommendations with respect to criteria (i)-to-(v) . Here, the recommendations for the remaining 
criteria will be formulated . 

In a hotel property development, as component of a mixed-use project, property developers should 
always try to enter into an agreement with international first-tier hotel management companies, 
because: 

They are familiar with the requirements and wishes of foreign guests, which dominate the 
European hotel market. 

• They require more hotel rooms per property as required for a profitable operation. 
• They have a strong interest in running successful operations and perform considerably better by 

means of higher occupancy rates and RevPARs. 
• They provide the necessary brand recognition and management expertise that seems critical in 

obtaining and keeping market share. 
• They usually enter into long-term agreements, benefiting an investor's objectives for secure long

term returns on his investment. 
• They usually have the necessary financial strength to make meaningful investments for future 

conversions in a property or to guarantee operating results as often required . 
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• They often place equity contributions to a project, which may be seen as a sign of faith in the 
property's financial viability. 

• They sometimes provide financing for hotel mortgage, new construction, take-out, and refinance. 
• Due to their low-risk image it is easier to obtain financing. 

International hotel companies should be involved as soon as possible in the design and construction 
of a new hotel building to ensure a strong foundation for success, as they are essential in planning, 
designing, and launching a new hotel project. Moreover, due to their experience for decades, their 
sets of design standards and details have been found to be cost-effective, successful, and satisfactory 
to meet the requirements of their brands. Besides, as market strategies change constantly, feedback 
from operators is essential in areas ranging from trend research to detailed space requirements, 
special hotel systems, F&B service requirements, and typical layouts of back-of-house and other 
areas. Paying attention early in the development process to management and operational concerns 
reduces the development risk while it enhances the value and extends the life of the hotel property. 

The relationships between owners of hotel properties and hotel operators take the following two forms: 
(i) a hotel will be owned and operated by the same company, or (ii) one company - investor - owns the 
hotel (usually an institutional investors or hotel investment company) and another operates it on the 
basis of a management contract or a kind of lease agreement. 
In developing hotel property it is the specific task of property developers to align the operator's, 
investor's and lender's requirements through arranging an appropriate lease structure. Operating 
structures as the turnover lease with a guaranteed rental income that limit the risks, which effectively 
combines the security of a lease (a long-term and secure income) with the upside potential of the 
management contract for hotel investors in good times, appears to be a perfect solution to attract hotel 
investors and in the same time satisfying hotel management companies and lenders. 

However, before property developers may convince the three mentioned parties, as well as the 
local authorities, to enter into such a flexible lease structure for a hotel property, they should be able to 
guarentee that a hotel property as component of inner city mixed-use projects has a tremendous 
upside potential, a strong value enhancement potential and low investment risk. The focus of 
investors, for instance, is always on achieving high returns over the long term and benefiting from the 
appreciation of a property. This implies that property developers should apply to the following criteria 
to ensure a viable long-term investment opportunity and to obtain financing: 
• Property developers should negotiate long-term lease structures to provide a secure and attractive 

investment. 
• Property developers should contract the most powerful players in the hotel market - strong and 

established brand names - that have the ability to maximise long-term revenues while minimising 
long-term expenses. 
Property developers should develop large and high-quality assets that will gain value in the short
term and retain value in the long-term. 

Additionally, despite the financial community generally shuns new hotel projects, U.S. lenders have a 
positive approach towards gaming related projects affiliated with the successful hotel chains. 
Therefore, it may seriously be recommended to partly integrate a casino in a hotel project or as part of 
the mixed-use project. 

Besides, if property developers are able to pre-lease various mixed-use components, others than 
the hotel, the banks or lenders will be more convinced of a mixed-use project's feasibility, by which it is 
easier to release funds for hotel development. Moreover, the viability or future performance of a hotel 
property will be enlarged and risks will be limited if it is incorporated in an inner city mixed-use 
development, because well-developed and carried-out mixed-use projects create conditions to attract 
guests that eat up hotel rooms, optimising the hotels' cash flows. 
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Furthermore, experiences from foreign inner city mixed-use developments with distinctive properties 
and settings learn that, overall, the performance for each use is generally above average, resulting in 
the fact that property developers may command high-quality tenants on long leases against higher 
rents , by which higher property values may be created. Additionally, the long-term value of mixed-use 
assets, including the hotel, is often supported by the high quality locations of inner city mixed-use 
projects. 

Currently, MAB is developing an attractive hotel in Berlin, Germany, on the FriedrichstralSe, corner Am Weidendamm. It 
has an impressive frontage on the riverfront and excellent road and rail access. The Spanish Sol Melia Hotel Group has been 
secured as the tenant, and has leased the property for 25.5 years with the intention of operating it as a four star plus hotel. 

This elegant corner building, with its beautiful facade and a gross surface area per floor of approximately 23,000 m2, will 

have 360 rooms, a 850 m 2 ballroom, which can be converted into conference areas, retail (613 m 2), a restaurant, bar and fitness 

area. The underground garage will be able to house 65 cars. Hotel guests will be close to the most important theatres, concert 

halls, museums and restaurants, with direct connections to public transport. Many of the rooms have an excellent view, 

overlooking the Reichstag across the river. Construction of the hotel will be completed at the beginning of 2006. 

An inner city mixed-use project, where multiple uses complement each other, provides several 
opportunities to make the hotel component more feasible than if it was a single use. From this point of 
view, the following possibilities should be taken in consideration : 
• By allocating the hotel development costs to complementary uses such as residential, office and 

retail, the hotel component may be more feasibly developed. 
• The luxury and upscale market provide opportunities to plan hotel projects in conjunction with 

condominium hotel components, allowing property developers to subsidize the hotel costs with the 
more lucrative ownership units. The synergistic effect of a hotel/residential condominium typically 
enables property developers to sell the condominiums at prices 10% to 30% higher than 
residential projects without a hotel component and pre-sales provide the cash flow that makes 
development feasible. Besides, buyers may utilize some of the service provided by the hotel , while 
also sharing in the costs common to the complex; a double benefit for the hotel. 

• An initial lease-up of hotel restaurants, bars, health clubs and retail space may help leverage the 
construction costs of the hotel project so the hotel's cost basis is significantly lower than a stand
alone hotel development. 

• If the hotel company becomes the owner of the retail space provided in/near a property, fixed
income from retail helps offset the negative volatility that might take place in a hotel component in 
any economic cycle. 

Assuming the twofold real estate philosophy of major property developers, hotel property fits perfectly 
in the development portfolio of property developers. In social sense their philosophy is all about 
people and meeting their needs, and in commercial sense it is based on a clear vision of developing 
property types which offer reliable income and good returns. 
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Since hotel property development requires property developers to develop hotel properties well 
suited to meet the particular needs of operators and hotel guests, hotel property attunes well to the 
social sense. Besides, as Chapter 7 indicated that hotel property has a potential for stable income and 
high returns, hotel property also links up commercially. 
As hotel companies continue to look to expand their portfolios world-wide in order to strengthen their 
network of hotels, they are obliged to collaborate with property developers, because they have the 
access to the limited strategic and attractive locations available for a hotel company's necessary 
expansion. 

Furthermore, project portfolios of property developers usually focus primarily on area development 
and inner city mixed projects. Inner city redevelopment projects are usually based on the three pillars 
living, working , and recreation. Mixed-use development can be characterised as creating places where 
people can live, work, play and meet everyday by the development of a combination of real estate 
functions. And, hotel property development is creating a unique multifunctional space designed for 
living, working, and recreating. If the assumptions of these three levels of development are compared, 
it may be clearly noticed that all three different levels of development connect and strive for the same 
goals. Besides, as the locations on which property developers are usually active are suitable for hotel 
property, and hotel property is proven to enlarge city branding, to lengthen the activity cycle of an 
area, and to create synergy with other functions - all requirements property developers try to reach in 
commercial real estate development - it may be stated that, theoretically indeed, hotel property suits 
perfectly in a property developer's development portfolio , by which hotel property may also become an 
important property-class for the real estate development market. 

In practise, however, the actual share of hotel property in development portfolios of property 
developers may only increase if the right development opportunities occur in which a hotel property 
may be developed feasibly. This implies that all the right ingredients - the right business mix, the right 
hotel product, the right affiliation, the right market, the right location, the right mix of uses in a mixed
use project, and the right timing - and all underlying criteria must be present and met (as the 
requirements of the investment market and hotel industry). The more criteria property developers can 
meet in a new hotel development, the more they will be able to: 
• Reduce the risks involved. 
• More easily find the necessary dependable partners with established international reputations. 
• Contract out the desired long-term leases that fairly distribute risk and reward amongst the 

operator and investor. 
• More easily sell the subject property to an investor. 

Nevertheless, property developers should remember that the money for hotel property in inner city 
mixed-use projects is made in the pre-development, not specifically in operation, because lease, 
purchase and funding deals are required early in the development process. 

In conclusion, if property developers get more familiar with hotel property, and demonstrate that 
they may actively contribute to the final result of a hotel property, property developers may establish 
strong relationships with international hotel companies , investors and lenders. Those types of 
partnership can also be of great importance for a successful expansion across the international 
property market, which is frequently desired by property developers. Accordingly, the future is wide 
open , the industry is dynamic, and a truly collaborative partnership among developer, operator, 
investor and lender hopefully results in a continuing explosion of creative hotel property in the 
twenty-first century. 
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Conclusion Case-Hotel 

Assuming that the Case-Hotel possesses most of the right ingredients and that it meets the most important 
criteria, it may be stated that it should not be a tough job for MAB to lease a/o sell the hotel component. 

The key to the entire management selection process is to match the various proposed elements of the subject 
property (i.e. , size, class, image, location , market segments served and facilities offered) with the operator that 
has the expertise and ability to effectively promote and manage these elements in a profitable manner. Moreover, 
in picking out the right management organisation for the operation of the Case-Hotel , MAB needs to make a 
distinction between multinational hotel chains that are already established in the Netherlands, and multinational 
hotel chains that are interested to open their first hotel in the Netherlands. The plan must be to position the hotel 
under a well-known international brand , at the top end of the five star Amsterdam market. An important aspect 
with this is that the possible chain is Asian or may create an Asian accent, in conformity with the concept of the 
mixed-use development. Accordingly, chains that might be a potential eligible candidate are: Four Seasons; 
Hyatt; Le Meridien Hotels and Resorts ; Mandarin Oriental ; Marriott ; Nikko Hotels ; The Peninsula Hotels ; Shangri 
La's Shangri La Hotels & Resorts; and , Starwood's Westin . 

Assuming that MAB will not sell the hotel property to the future operator, and that MAB is able to negotiate a 
secure long-term lease contract with the hotel operator, this hotel property has the exceptional potential to attract 
strong investor interest. 

§9.4 FEEDBACK ASSUMPTIONS THESIS 

At this moment, close to the end and after many months of reading , thinking, discussing and writing , 
the balance may be drawn up. This thesis covers a univocal , all-embracing and practical usable 
scientific document representing a manual that clarifies most of the basic fundamentals , aspects, 
criteria, structures and decisive factors on which property developers need to focus in order to (i) 
develop or contribute to a viable and feasible hotel property as component of an inner city mixed-use 
project, and (ii) to align and rationalise the requirements and aims of hotel companies, hotel investors 
and lenders. Besides, this supporting multi-use tool enables property developers to gain the necessary 
familiarity with hotel property and its uncertain market, and it explains on which way property 
developers may utilise the potential that hotel property does offer for the real estate development 
market. Therefore, it may be stated that this thesis, to a certain extent, achieves the formulated 
objective, and, as well , provides a satisfying answer on the formulated phrasing. 

§9.5 RECOMMENDATIONS ON BEHALF OF CONTINUATION RESEARCHES 

This research provides a step forward towards an increasing professionalism of the subject hotel 
property. Considering the extensiveness of this thesis, various interesting interfaces are present for 
continued research. Besides, literature on the subject of hotel property in relation to development and 
investment is still undersupplied in the commercial real estate market. Hence, there is enough space 
for continued research within this challenging , exciting , interesting and 'new' market. The following 
sections will provide some suggestions with regard to continuation researches. 

In this research , many .different types of hotel products were passed in review, as, for instance, casino 
hotels, extended-stay hotels, healthtels and boutique hotels. Interesting continuation researches may 
be to investigate the specific possibilities a/o risks that appear in a possible development in these and 
similar hotels. Likewise, this issue may also be approached from an investor's point of view. 

Furthermore, this thesis implied that the possible success of a new hotel property in an inner city 
mixed-use project increases in proportion to the number of 'ingredients' present. Accordingly, another 
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interesting research might be to develop a theoretical model that indicates the minimum amount and 
type of ingredients (or the mix of uses) necessary for a 'go' status of a proposed hotel property 
development. Consequently, such a research may be followed by the development of an arithmetic 
model that indeed might project an expected performance. 

Equally, inner city mixed-use projects in itself may be approached in a financial manner. Such a 
research may offer suggestions in reference to the optimal composition of a mixed-use project a/o the 
desirable sizes of project components for specific markets, in order to optimize the financial synergy 
between functions making a mixed-use project as fruitful as possible. 

The results of this thesis illustrated that hotel property theoretically suits well in development portfolios 
of experienced property developers and that hotel property may add to the overall result of such a 
portfolio if a hotel property development could be made less risky. In view of that, a nice subject for 
research could be to analyse portfolios of property developers (or investors) to examine how a hotel 
allocation does effect to the overall result of a portfolio for an institution and to decide the optimal 
portion of hotel property in a portfolio. 

Ultimately, this thesis did not describe the situation in which property developers consider a longer 
involvement or participation in particular hotel projects. In that condition, property developers act as 
partly-proprietors for the initial years after delivery and are partly responsible for the exploitation. 

Hotels usually experience a one-to-five year start-up period before they reach a level of income 
that can support normal financing. Besides, ownership of new properties requires sufficient cash 
reserves to cover low occupancies and heavy promotional expenses during the start-up phase. 
Though, such participations may be profitable and may contribute to persuade operators, investors 
and lenders of the feasibility of a new hotel project. Hence, interesting objects of study may be to 
examine (i) the effects, (dis)advantages and risks of such participations, (ii) the optimal period of 
involvement, and (iii) the refinancing opportunities and aspects that are connected. 
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Notions Frame 

Adjusted GOP. Adjusted Gross Operating Profit. GOP less specified items (e.g. Base Management fee) . 

All-Suite Hotel. A hotel in which all guest rooms have a sleeping area and a living area, which are not 
necessarily physically divided. 

Amenities. In general , the services and facilities offered by a hotel or in a hotel 's market area. 

Average Rate. There are two quantities widely used to express room sales on a unit basis: (i) The Average Daily 
Rate per Occupied Room ; and (ii) The Average Daily Room Rate per Guest. 
1) Average Daily Rate per Occupied Room. Total guest room revenue for a given period divided by the total 
number of rooms occupied (room nights) during the same period . 
2) The Average Daily Room Rate per Guest. Total guest room revenue for a given period divided by the total 
number of guests accommodated during the same time period. 

Bargaining. The act of negotiating a provision of concern between an owner and an operator. In such 
negotiations the participants are working toward a balanced position - one to their mutual benefit - rather than 
assuming adversary positions. 

Base Management Fee. A fee paid to the operator for their services, usually based on a percentage of Gross 
Revenue. 

Capital Expenditure. Relates to structural changes of the property, major remodelling, replacement of exi sting 
assets etc, in order to maintain the hotel and/or improve the profitability or extend the life of the asset. 

Cap Rate. The shorten term for capital ization rate; the rate applied to the future income stream of the property to 
produce its current market valuation . For the purpose of this survey it expresses the percentage relationship 
between the net income of the hotel and its sales price. 

Cash Flow. The net spendable income determined by deducting all operating and interest expenses from the 
gross income. If expenses exceed income, the cash flow is negative. 

Chain Operating Company. A hotel company providing management and operating expertise to lodging 
properties it owns, leases, or manages, and using its national trademark and reservations system as an integral 
part of the management of the property. 

Commercial Real Estate. Improved real estate held for the production of income through leases for commercial 
or business use (for example, office buildings, retail shops , and shopping centres). 

Convention Hotel. A hotel that provides facilities and services geared to meet the needs of large meetings and 
trade shows. Typically such hotels contain more than 400 guest rooms and substantial function and banquet 
space that are flexibly designed for various uses. A convention hotel often works in concert with other convention 
hotels and convention centres to provide facilities for city wide conventions and trade shows. 

Demand Generator. Any entity that creates or attracts demand for hotel rooms . Examples include offices parks, 
convention centres , natural attractions, shopping malls, hospitals , sporting arenas or events , universities, military 
bases , and airports. 

Development Process. The process of preparing raw land so that it becomes suitable for the erection of 
buildings ; generally involves clearing and grading land and installing roads and utility services . 

Discounted Cash Flow. Present value of monies to be received in the future ; determined by multiplying 
projected cash flows by the discount factor. 

Double Occupancy Rate. The room rate for a double or twin room when two people occupy it. See also Single 
Occupancy Rate. 
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EBITDA. EBITDA is defined as income before interest expense, income tax expense , depreciation and 
amortization . Restructuring and other special items and gains and losses on asset dispositions and impairments 
are also excluded from EBITDA as these items do not impact operating results on a recurring basis. EBITDA is 
considered to be one measure of the cash flows from operations of a company before debt service that provides a 
relevant basis for comparison , and EBITDA is presented to assist investors and lenders in analyzing the 
performance of a company. However, this information should not be considered as an alternative to any measure 
of performance as promulgated under accounting principles generally accepted , nor should it be considered as an 
indicator of the overall financial performance of a company. Because a company's calculation of EBITDA may be 
different from the calculation used by other companies and , therefore, comparability may be limited. 

Equity. The interest or value that an owner has in real estate over and above any mortgage against it. Or that 
portion of an ownership interest in real property or other securities that is owned outright, that is, the value in 
excess of amounts financed . 

Extended Stay. A hotel designed for guests staying for longer periods of time than a few nights and tending to 
have a higher proportion of suites than normal hotels. 

Fair Market Share. A hotel's percentage share of the total number of competitive rooms in the market. Fair share 
is compared with actual market share to determine a property's capture rate or penetration . See also Market 
Share and Penetration . 

Feasibility Study. A combination of a market study and an economic study that provides the property developer 
or investor with knowledge of both the environment in which the product exists and the expected returns from 
investment in it. 

FF&F: Furniture, fixtures and equipment - non structural improvements as distinct to Capital Expenditure. 

Fixed Expenses. Costs that are more or less permanent and vary little from year to year, such as real estate 
taxes and insurance for fire , theft , and hazards. 

Franchise. A private contractual agreement under which the franchisee operates a business using a designated 
trademark and operating procedures. 

Franchisee. An operator who uses a brand under licence from the brand owner. 

Franchisor. The brand owner who licences brands for use by other operators . 

Full-Service Hotel. A hotel that provides a wide range of facilities , including food and beverage outlets, meeting 
rooms , and recreational amenities. Primarily corporate and group business. 

GDP. Gross Domestic Product may be defined as the monetary value of all goods and services produced by an 
economy over a specified period . It is measured in three ways: 

On the basis of expenditure , i.e. the value of all goods and services bought, including consumption , capital 
expenditure, increase in the value of stocks, government expenditure, and exports less imports . 
On the basis of income, i.e. income arising from employment, self-employment, rent, company profits, and 
stock appreciation . 
On the basis of the value added by the industry, i.e. the value of sales less the costs of raw materials. 

Gross Operating Profit (GOP). Gross Operating Profit equals Gross Operating Revenue less Operating Costs. 
See also Income Before Fixed Charges. 

Gross Revenue. All revenue and income, exclusive of certain expenses, such as taxes, derived directly or 
indirectly from the operation of the hotel , including license, lease and concession fees and rentals (store and 
building rentals or other payments from tenants and concessionaires) . 

Hotel. See Lodging Property. 

Hotel Chain . A hotel chain can be defined as any group of three or more hotels, motels, or resorts operated 
under a common name or by a single owner or operator. 
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Hotel Management Company. A company that uses its own trademark and reservations system in providing 
management and operating services for lodging properties , which it owns, leases, or manages. See also 
Independent Operating Company. 

Incentive Management Fee. A fee paid to the operator for their services based on a percentage of Gross 
Operating Profit. An incentive fee may be paid in addition to or in lieu of the basic fee , depending upon the 
provisions of the contract. 

Income Before Fixed Charges (Gross Operating Profit) . Profit after deducting from gross revenue all 
operational expenses, including the base management fee , but excluding the following : depreciation , interest, 
property taxes , and insurance; amortization of pre-opening expenses ; capital expenditures , including replacement 
of furniture, fixtures , and equipments; and the incentive management fee . 

Independent Operating Company. A hotel company providing management and operating services for lodging 
properties that it owns , leases, or manages, but without the use of a trademark or reservations system of its own. 
It may operate a franchise property that carries a lodging chains trademark and reservations system. See also 
Hotel Management Company. 

Induced Demand. Room night demand that has been attracted to a market by some new attraction or other 
demand generator. 

Initial Yield . Net operating income in the first year of trading divided by the sales price . 

IRA. Internal Rate of Return - the discount that needs to be appl ied to make the net present value of an 
investment equal to its purchase price (the current market price of the hotel) . 

Joint-Venture. A commercial undertaking or going together of two or more companies for the benefit of a specific 
project, which for capital and know-how are brought together, on the base of a shared risk . Joint ventures are 
becoming increasingly common as companies cooperate with each other in international markets , in order to 
share costs, exploit new technologies , or gain access to new markets. For example, in the first quarter of 2002, 
Marriott and Cendant Corporation completed the formation of a joint venture to further develop and expand the 
Ramada and Days Inn brands in the United States. 

Lease. A contract that gives the lessee (the tenant) the right of possession for a period of time in return for paying 
rent to the lessor (the landlord). 

Limited-Service Hotel . A hotel that provides only some of the facilities and amenities of a full-service property. A 
hotel without food and beverage. Primarily transient leisure business 

Loan-to-value (LTV) Ratio. The LTV is the relationship between the amount borrowed and the appraised value 
(or purchase price) of a property; the loan amount dived by the market value . The LTV Rario is used to measure 
the financial risk associated with lending and borrowing money. 

Lodging Property. Any commercial lodging accommodation available for transient guests, including hotels, 
motels , inns, and resorts. The word "hotel" used in this thesis carries solely the meaning of three, four and five 
star hotel properties. 

Management Contract. A written agreement between the owner and the operator of a hotel by which the owner 
employs the operator as an agent to assume full responsibility for operating and managing the property. As an 
agent, the operator pays , in the name of the owner, all operating expenses from the cash flow generated from the 
property, retains management fees , and remits the remaining cash flow, if any, to the owner. The owner supplies 
the lodging property, including any land, building, furniture , fixtures , equipment, and working capital , and assumes 
full legal and financial responsibility for the project. 

Management Fee. Payment which generally comprises a base management fee and an incentive management 
fee . 

Market Penetration . The percentage relationship between a hotel's market share and its fair market share. If a 
hotel is capturing more than its fair market share, its penetration is greater than 100%. See also Market Share. 
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Market Share. The percentage share of the total room nights in the market that is actually captured by a 
particular hotel. See also Fair Market Share. 

Market Value. The highest price for wh ich a property would sell , assuming a reasonable period of time within 
which the sale can occur, a knowledgeable buyer, and a seller not acting under duress. 

Mid-Rate. Either a full -service or limited-service hotel but with fewer amenities than upscale and comparatively 
lower room rates than upscale. 

Mixed-Use Development. A development, in one building or several buildings that combines at least three 
significant revenue-producing uses that are physically and functionally integrated and developed in conformance 
with a coherent plan . 

Net Operating income (NOi) . Cash flow from rental income on a property that remains after operating expenses 
are deducted from gross income. 

Net Operating Profit (NOP). NOP is equal to Gross Operating Profit less incentive fees , property taxes, FF&E 
Reserve, ground rental , owner's costs and insurance. 

Net Rooms Revenue. The revenue from rooms that remains after deducting expenses such as sales taxes, room 
taxes, and other occupancy taxes . 

Occupancy Rate. The rate of occupancy is derived from the number of rooms occupied in the year divided by 
total rooms available to the public in the year. 

Operational Factors. All the processes that go on behind the scenes of a hotel establishment in order to produce 
a saleable service. Frequently, they take second place to visual , service-concept related aspects of hotel property 
design and construction. This is regrettable , because the service quality ultimately depends upon the 
effectiveness of the relationship between the operation and the premises that house it. 

Operating Costs: All costs of operating the hotel including group services, costs of any insurance claims , costs of 
preparing business plans, costs of any advisors . 

Operating Expenses. The expenses necessary for the continuous operation and maintenance of an income 
property. 

Operational Factors. Operational factors can be defined as all the processes that go on behind the scenes of a 
hotel establishment in order to produce a saleable service. 

Operator. A chain operating company or an independent operating company, whose function is the professional 
management of a hotel property. See also Chain Operating Company, Hotel Management Company and 
Independent Operating Company. 

Option . The right given by the owner of property (the optionor) to another (the optionee) to purchase or lease the 
property at a specific price within a set time. 

Penetration. The percentage relationship between a hotel 's market share and its fair market share. If a hotel is 
capturing more than its fair market share , its penetration is greater than 100%. 

Percentage of Occupancy. The percentage of available rooms that are occupied during a given period. 

Property. The word 'property' used in this thesis carries the meaning of a three, four, or five star hotel including 
its furniture , fixtures , and equipment, and the land it occupies. 

Property Developer. The property developer is the person or organisation who initiates a project, bringing 
together the various resources needed to carry it out (site , funding , professional inputs) . 

Property Life Cycle. The three periods in the life of a building - the development period, the stabilisation period , 
and the decline period . 
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Published Rate. The room rate listed in hotel directories and on rate cards. Generally, the published rate is the 
hotel's highest room rate. Also called the Rack Rate. 

Rack Rate. In hotels, the published or highest room rate charged. 

Real Estate Investment Trust (REIT). Mutual real estate funds enjoying special tax benefits. REITs raise funds 
through the sales of shares to the public, and make mortgage or equity real estate investments . 

Redevelopment. The redesign or rehabilitation of existing properties. 

Referral : Joining a referral association such as Best Western provides the owner with membership in an 
association that provides national affiliation and referral , access to a reservation system, the ability to take 
advantage of lower cost supplies, equipment, and insurance, and a network organization of other owner
operators. 

RevPAR. Revenue per Available Room. The product of occupancy and average daily rate. 

Risk. The possibility that returns on an investment or loan will not be as high as expected. 

Room Night. One hotel room occupied by one or more people for one night, used as a unit of hotel demand. 

Room Revenue. Revenue generated from the sale of room nights. 

Room Sales. This category includes revenue from guest room accommodations. The figures are net of Value 
Added Tax and service charges paid to employees. This figure does not include revenue from public rooms ordi
narily used for food and beverage service. 

Segmentation . The classification of a population group into segments for the purpose of identifying marketing 
subgroups. 

Single Occupancy Rate. The discounted room rate for a double or twin room when one person occupies it. The 
discount rate is usually less than 50 percent. 

Shortfall. Difference between actual result and guarantee result. 

Tenant. One who rents from another. 

Term. The length of time a contract is to remain in effect. 

Total Room Nights Available. The total room nights available is quantified by multiplying the total guestroom 
supply for each projection year by 365 . 

Upper Upscale. A full-service hotel with high-quality amenities and characterised by superior service. 

Upscale. A well-appointed, mostly full-service hotel with moderate to high room rates. 

Working Capital. Funds provided from the operation 's cash flow and from the owner as required to make timely 
payments of all operating expenses. 

Yield . Yield is defined as revenue per available room , and can be calculated by multiplying room occupancy by 
average room rate (Yield is commonly used as: Income or profit earned on an investment) . 

Yield Management. Yield management is a technique that aims to maximize revenue over a cycle of peaks and 
troughs by adjusting prices to suit market demand. 

Zoning. Classification and regulation of land by local governments according to use categories (zones); often 
includes density designations as well. 
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