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PRICE BEGETS PROFITS

By: Robert Mandelbaum

Market Update newsletter, PKF Hospitality Research

(PKF-HR) made the following observation: “The driving
force behind revenue growth in 2011 is clearly price
positioning. The higher the room rate, the greater the
projected growth in ADR and, consequently, RevPAR.”

In the March 2011 edition of our monthly Hospitality

After analyzing the results of the 2011 Trends® in the Hotel
Industry survey, the relationship between price positioning
and profits appears to be as strong as the correlation
between room rates and the ability to grow revenue. In
general, hotels in the highest room rate categories achieved
the greatest increases in net operating income in 2010.
Conversely, properties in the lowest rate categories either
achieved minor increases in profit, or suffered their third
consecutive year of declines on the bottom line.

The limited-service properties in the Trends® sample typify
this correlation between prices and profits. In 2010, limited-
service hotels not only achieved the lowest ADR among all
property types, but endured the least gain in profits (+0.5%).
Among the limited-service hotels, those with an ADR less
than $70.00 saw their NOI decline 3.0 percent from 2009 to
2010. However, limited-service hotels with an ADR greater
than $100 achieved a 6.5 percent increase in profits.

Within the full-service category, those hotels in the lowest
ADR category (less than $100) saw just a slight 0.3 percent
increase in profits in 2010. On the other end of the spectrum,
upper-upscale and luxury hotels with an ADR greater than
$200 enjoyed a strong 33.0 percent gain in NOI.

The 2011 edition of Trends® presents aggregate average
changes in unit-level revenues, expenses, and profits from
2009 to 2010. The data comes from a sample of the 6,700
financial statements received from hotels located throughout
the United States. For the Trends® report, profits are defined
as net operating income (NOI) before deductions for capital
reserves, rent, interest, income taxes, depreciation, and
amortization.

Revenue Up For Most Everyone

Nearly 80 percent of all hotels in the Trends® sample
enjoyed an increase in rooms occupied in 2010, but only 67
percent were able to leverage that into an increase in total
revenue. On average, the hotels in the Trends® sample
achieved a 6.2 percent increase in occupancy, but were
unable to raise their room rates. In aggregate, ADR for the
overall sample declined 0.9 percent.

Given the preceding changes in occupancy and ADR, the
Trends® sample averaged a 5.3 percent rise in rooms

revenue in 2010. Among the other sources of revenue, food
and beverage sales increased 5.6 percent and other
operated department revenue rose 2.2 percent, but rentals
and other income declined 10.0 percent. The net result was
a 4.8 percent increase in total hotel revenue for the overall
Trends® sample.

Expense Growth Suppressed

Given the fact that the gains in revenue were driven by
growth in the number of rooms occupied, it is not surprising
that the costs and expenses needed to operate a hotel also
grew. Total operating expenses increased 3.4 percent in
2010. While this growth was more than double the rise in the
consumer price index for the year, it is slightly less than
expected given the historical expenditure patterns we have
observed during the initial stages of past lodging industry
recoveries.

Part of the reason for the suppressed growth in operating
expenses is the continued high rate of unemployment in the
country. Given the persistent elevated unemployment rate
and resulting lack of pressure on wage rates, labor costs for
U.S. hotels increased a modest 2.7 percent from 2009 to
2010.

In contrast, the amount spent to purchase all other goods
and services needed to operate a hotel (excluding
management fees, property taxes, and insurance) increased
5.3 percent in 2010. The greatest gains among these
expenditures were seen in the rooms (6.2%) and food and
beverage (9.3%) departments. These large increases in
operated department costs are to be expected given that
revenue growth was driven by increased business volume
as opposed to a rise in prices.

Facing dramatic declines in revenue in 2009, hotel
managers were effective in cutting all department expenses
except fixed charges (property taxes and insurance).
However, as predicted in the 2010 Trends® report, the profit
declines in 2009 led to decreases in property values in 2010.
Accordingly, fixed charges fell 3.8 percent in 2010, the only
expense category to be reduced during the year.
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Price Begets Profit
(continued)

Fewer Benefit on the Bottom

While 70 percent of the hotels in the Trends® sample enjoyed an increase in total revenue, only 60 percent were able to translate
that into an increase in profits. On average, unit-level NOI for the Trends® sample rose 9.8 percent in 2010. After two years of
declining profits, this is welcome news, but it does not make up for the 37.9 percent cumulative loss in profits experienced during
2008 and 2009.

The ability to grow profits in 2010 varied by property type. The greatest gains in NOI were achieved by full-service (+14.4%), resort
(+10.4%), and convention hotels (+8.7%). Limited-service (+0.5%) and suite hotels with food and beverage (+1.8%) lagged in their
ability to generate more dollars on the bottom line. This diversity of performance follows the previously described observation
relating profit growth to price positioning.

2011 Outlook

Based on a preliminary September 2011 Hotel Horizons® forecast, PKF-HR is forecasting that the average hotel in the U.S. will be
able to increase their total revenue by 7.4 percent for the entire year. The revenue growth will come from a relatively equal
contribution of increases in occupancy and ADR.

Accordingly, hotel operators will need to continue their diligent efforts to control costs. Assisting management in curbing costs in
2011 will be low pressure on wages from lingering unemployment. On the other hand, the recent increases in commodity prices
have already resulted in a rise in utility costs, delivery surcharges, and the cost of goods sold. Cost controls might be what begets
profits in 2011.

* % %

Robert Mandelbaum is Director of Research Information Services for PKF Hospitality Research. He is located in the firm’s Atlanta office (www.pkfc.com). To
purchase a copy the 2011 Trends® in the Hotel Industry report, please visit www.pkfc.com/buyannualtrends. This article was published in the July 2011 edition
of Lodging.

MENMS compiled and produced by PKF Consulting USA. Readers are advised that Colliers PKF Consulting does not represent
the data contained herein to be definitive. Neither should the contents of this publication be construed as a recommendation of policies or actions.
Quotation and reproduction of this material are permitted with credit to Colliers PKF Consulting.




Statistics And Trends Of Rooms Business In Coachella Valley
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BY LOCATION

MONTH OF JULY 2011
PALM SPRINGS

DOWN VALLEY - RESORTS
DOWN VALLEY - OTHERS

OVERALL AVERAGE

JANUARY TO JULY 2011
PALM SPRINGS

DOWN VALLEY - RESORTS
DOWN VALLEY - OTHERS

OVERALL AVERAGE

AVERAGE DAILY RATE

OCCUPANCY PERCENT

2011 2010 VAR
$107.03 $99.05 8.1%
$121.34 $118.60 2.3%

$70.88 $65.39 8.4%
$105.79  $101.74 4.0%

AVERAGE DAILY RATE

2011 2010 VAR
4594% 40.20% 14.3%
51.32% 49.67% 3.3%
47.37%  46.82% 1.2%
48.94%  46.75% 4.7%

OCCUPANCY PERCENT

2011 2010 VAR
$137.02  $129.50 5.8%
$183.81 $175.66 4.6%
$103.04  $97.01 6.2%
$152.86  $144.93 5.5%

2011 2010 VAR
53.69%  49.10% 9.4%
60.77% 54.81% 10.9%
61.12%  58.28% 4.9%

58.97%  54.11% 9.0%

2011

$49.18
$62.28
$33.58

$51.78

2011

$73.57
$111.71
$62.98

$90.14

REVPAR

2010

$39.82
$58.90
$30.61

$47.56

REVPAR

2010

$63.59
$96.27
$56.54

$78.42

VAR

23.5%
5.7%
9.7%

8.9%

VAR

15.7%
16.0%
11.4%

14.9%
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OCCUPANCY PERCENT

2011

43.77%
46.42%
49.29%
55.57%
48.94%

53.76%
67.24%
57.03%
59.78%

58.97%

2010

47.84%
40.69%
47.45%
52.96%
46.75%

50.76%
65.15%
53.89%
54.15%

54.11%

VAR

-8.5%
14.1%
3.9%
4.9%
4.7%

5.9%
3.2%
5.8%
10.4%

9.0%

OCCUPANCY PERCENT

BY RATE AVERAGE DAILY RATE
2011 2010 VAR
MONTH OF JULY 2011
Less than $60.00 $45.61 $44.08 3.5%
$60.01 - $100.00 $81.42 $78.55 3.7%
$100.01 - $130.00 $114.43  $112.67 1.6%
Over $130.00 $150.45 $134.03 12.3%
OVERALL AVERAGE $105.79 $101.74 4.0%
JANUARY TO JULY 2011
Less than $60.00 $49.74 $49.45 0.6%
$60.01 - $100.00 $79.48 $77.63 2.4%
$100.01 - $130.00 $113.13  $109.19 3.6%
Over $130.00 $177.54  $168.45 5.4%
OVERALL AVERAGE $152.86 $144.93 5.5%
BY SIZE AVERAGE DAILY RATE
2011 2010 VAR
MONTH OF JULY 2011
Under 100 rooms $85.48 $76.04 12.4%
100 - 199 rooms $87.52 $86.73 0.9%
200 - 299 rooms $96.12 $94.88 1.3%
Over 300 rooms $121.89 $118.03 3.3%
OVERALL AVERAGE $105.79 $101.74 4.0%
JANUARY TO JULY 2011
Under 100 rooms $117.30 $110.29 6.4%
100 - 199 rooms $115.17 $105.70 9.0%
200 - 299 rooms $141.77 $144.43 -1.8%
Over 300 rooms $179.83  $171.57 4.8%
OVERALL AVERAGE $152.86 $144.93 5.5%

2011

49.13%
47.95%
42.79%
50.89%

48.94%

62.07%
60.66%
52.51%
58.86%

58.97%

2010

53.60%
44.51%
36.33%
49.74%

46.75%

57.97%
56.75%
47.80%
53.38%

54.11%

VAR

-8.3%
7.7%
17.8%
2.3%

4.7%

7.1%
6.9%
9.9%
10.3%

9.0%

2011

$19.96
$37.80
$56.40
$83.60
$51.78

$26.74
$53.45
$64.53
$106.13

$90.14

2011

$42.00
$41.96
$41.13
$62.03

$51.78

$72.81

$69.87

$74.44
$105.84
$90.14

2010

$21.09
$31.96
$53.46
$70.98
$47.56

$25.10
$50.58
$58.84
$91.22

$78.42

2010

$40.76
$38.60
$34.47
$58.70

$47.56

$63.94
$59.99
$69.04
$91.58
$78.42

REVPAR

VAR

-5.3%
18.3%
5.5%
17.8%
8.9%

6.5%
5.7%
9.7%
16.3%
14.9%

REVPAR

VAR

3.0%
8.7%
19.3%
5.7%

8.9%

13.9%
16.5%

7.8%
15.6%
14.9%



