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Introduction

n 2005 the European hotel industry
Icontinued its strong recovery, which had

begun the previous year. Events such as
the war in Iraq and the London bombings
failed to have a negative impact on either the
volume or value of hotels transacted; on the
contrary, the industry saw the greatest
number and value of transactions recorded
annually in the last seven years. The hotel real
estate  transactions that took place
demonstrated that the sector is now truly
established as a mainstream asset class
following the proven strength of the
European hotel investment market over the
last four years, and positive leverage resulting
from improved profitability continued to
create a very attractive environment both for
investors and lenders.

The European hotel investment market in
2005 shifted from the top gear experienced in
2004 into overdrive in terms of both single
asset and portfolio transactions. HVS
International recorded a spectacular 77%
increase in total investment activity in 2005 to
the record level of approximately €15.9
billion, the highest annual volume of hotel
investment made in the last seven years.
Investment was primarily driven by real
estate investors, followed closely by hotel
investment companies as well as private
equity investors. The weight of money
targeted at hotel real estate, in particular
assets with good covenants, continued and
increased from last year with an exceptional
level of private equity and institutional
capital available.

European Single
Asset Transaction
Activity

n 2005 there were only two events major
Ithat may have had an adverse effect on

European single asset transaction activity.
However, the bombings in Madrid in March
and those in London in July failed to force the
market down. In fact, Spain and the UK were
the two strongest markets for hotel
transactions in Europe in 2005. Additionally, a
majority of European markets enjoyed
RevPAR growth in 2005, indicating that on
average most cities are on the upswing of the
hotel investment cycle. This was marked by
the fact that, while fewer hotels were sold by
owners, more capital was expended by
buyers.

During 2005, HVS International recorded a
total of 133 single asset hotel transactions of
more than €7.5 million, the minimum amount
set for a transaction to qualify for inclusion in
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our survey. Once again, the total volume of
single asset transactions was particularly
impressive, resulting in another record level
of investment despite the actual number of
such transactions decreasing from last year
(140); investment, at just over €6.1 billion, was
51% higher than in 2004. Single asset
transactions accounted for approximately
39% of the total investment activity, a decrease
on the proportion recorded in 2004; the strong
increase in portfolio activity in 2004,
following the subdued level of activity the
year before, continued into 2005, representing
61% of total transaction activity.

We must emphasise that 37% of all qualifying
single assets transacted in 2005 had no
publicly disclosed sales price; these
transactions has been estimated to equate to
just over €1.5 billion.

In 2005, Spain continued to be the most
active market for hotel transactions for the
third year in a row. A total of 43 qualifying
transactions were recorded in Spain,
representing over 9,500 rooms and totalling
over €1.15 billion, some 19% of the total single
asset transaction activity in terms of
investment volume. However, only 19 of the
transactions in Spain had a disclosed sales
price. Our estimates place the value of
undisclosed hotel transactions at around €730
million.

The UK also demonstrated strong liquidity,
again settling behind Spain for the second
year running with 34 qualifying transactions
totalling approximately €1.75 billion and
accounting for 29% of total single asset
transaction activity in terms of investment
volume. Our estimates show a value of
approximately €150 million in undisclosed
single asset transactions.

Meanwhile, five other European countries
accounted for nearly half of the total
investment activity. For the first time Russia
was also one of the leaders in total investment
value, totalling almost €555 million and
representing 9% of total transaction activity.

Turkey enjoyed a buoyant hotel investment
market in 2005, totalling almost €440 million
and accounting for 7% of total transaction
activity. Of the other main European
countries, France, Ireland and Germany were
also among the most active markets. Germany
totalled almost €485 million, or 8% of total
transaction  activity. Ireland  totalled
approximately €440 million in transaction
activity, or 7% of total transaction activity.
France totalled almost €450 million in
transaction activity, also 7% of total
transaction activity.

In 2005, Central and Eastern Europe
experienced growth in investment activity,
representing around 19% of total European
investment volume, with Turkey and Russia
comprising the majority. A total of 14
qualifying transactions took place, up from 11
transactions in 2004. As values in Central and
Eastern Europe are yet to achieve the levels
seen in Western Europe, especially outside the
capital cities, there were several single asset
transactions not included in our survey as
they did not break the €7.5 million threshold.
Nevertheless, they, along with the 14
transactions recorded in our survey,
demonstrate increasing liquidity in these
markets, albeit that there is a long way to go
yet.

In 2005, the largest single asset to transact
in terms of both investment and value per
room was in the UK, where the 263-room
Savoy €332 million, or €1,262,000 per room.
The iconic London hotel was acquired from
Quinlan Private by a joint venture between
Prince Alwaleed Bin Talal’s Kingdom Hotel
Investments and Bank of Scotland Corporate.
The following were among other notable
single asset transactions in 2005.

* The 324-room De Vere Belfry in North
Warwickshire, sold to the Quinn Group for
€271 million (€837,000 per room), was the
largest regional single asset hotel
transaction in the UK;
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e The 233-room Hotel Danieli in Venice was
sold to the Statuto Group for €177 million
(€760,000 per room);

e The 438-room InterContinental Hotel in
Paris was sold to DABICAM SAS for €315
million (€719,000 per room);

* The 56-room St James’ Club in London was
sold to Leverguide (a company set up by
the Landesberg and Rosenberg families)
for €30.1 million (€538,000 per room);

* The 46-room Hempel Hotel in London
was sold to Michael McBride and investors
for €24 million (€515,000 per room);

* The 403-room Jurys Ballsbridge & Towers
Hotel and the 186-room Berkeley Court
Hotel in Dublin were sold to Padholme
Property Developers for a total of €260
million (€441,000 per room).

One significant difference in transactions
activity compared to 2004 was that several
trophy assets, such as the Savoy Hotel in
London and the Danieli in Venice, found their
way onto the market. As a consequence, the
average price per room increased markedly
on last year’s figure, when there was a near
absence of such assets. Our survey shows a
32% increase in the average price per room to
approximately €208,000. We would stress that
the average price per room recorded in 2005 is
now more in line with the hotel asset values in
2005, as illustrated in the HVS publication
European Hotel Valuation Index 2006 (HVI).
The average transaction price per room of
hotels included in this survey is only
approximately 11% lower than the European
average value per room recorded in the HVI
of approximately €234,000 per room,
compared to a 29% difference recorded last
year. Within the HVI survey the sample of
hotels is limited to typical four-star and five-
star branded hotels only, whereas the HVS
European Hotel Transactions review includes
all publicly quoted hotel sales above €7.5
million and encompasses assets positioned in
the budget, mid-market and luxury hotel
sectors. From this we can infer that either the
number of high-value versus low-value hotels
transacted has increased on last year’s
number, or the price per room for budget and
mid-market hotels is on the increase,
effectively narrowing the gap between
average sales prices per room recorded in
each of the surveys.

.
Portfolio
L
Transaction
L .
Activity
ollowing the steady increase in portfolio
Finvestment activity over the last three
years, 2005 experienced a jump in
activity to a level similar to the one recorded
in 2001. This increase was driven primarily by
the desire of hotel operators to become asset
light and dispose of properties primarily
through sale-and-manageback deals, a trend
that has greatly increased from 2004, and the
widespread acceptance of hotels as a
mainstream asset class and therefore a more
established investment medium.
HVS International recorded 29 portfolio

transactions in 2005, compared to 22 in the
previous year. In 2005, portfolio activity
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amounted to almost €9.8 billion, a near
doubling in sales volume on the previous
year. Portfolio transaction activity in 2005 also
surpassed the current record of activity
recorded in 2001 at €8.8 billion. A summary of
these transactions in 2005 is shown in Table 1.

In 2005, portfolio transactions were
dominated by the UK market, accounting for
nearly half of the total investment volume.
Hotel investment companies were the most
prevalent buyers of hotel portfolios in 2005,
and were involved in several of the high-
profile and high-value transactions. Hotel
portfolios in Scandinavia emerged as popular
acquisitions by hotel investment companies in
the Nordic region. Following are some
examples.

e Starwood Capital LLC acquired Société du
Louvre for nearly €1.7 billion from the
Taittinger family, part of a €2.5 billion
acquisition of the Taittinger Group. The
portfolio includes the Envergure Group,
composed of the Premiere Classe,
Campanile and Kyriad chains with more
than 51,000 rooms (when including the
managed and franchised hotels), and the
luxury Concorde Hotel Group, which
includes the Crillon and Lutétia in Paris
and the Martinez in Cannes;

* The second-largest portfolio transaction
this year was the purchase of Le Meridien
by Starman, a joint venture between
Starwood Capital LLC and Lehman
Brothers Holding, for €1.2 billion. The
portfolio included 135 hotels located
worldwide, although the majority were
held under management agreements. The
owned/leased hotels were almost all
located in Europe and included the Eden
Hotel, Rome; Le Meridien Piccadilly,
London; the Excelsior Gallia, Milan; the
Dona Filipe and Penina, Algarve; and the
Etoile and Montparnasse hotels in Paris.
The Le Meridien brand is to be retained
and hotels will be operated by Starwood
Hotels;

* Stardon UK Limited (a joint venture
between Starwood Capital and Chardon
Hotels Limited) acquired 11 Hilton
properties for €160 million (€114,000 per
room), from Hilton Group plc, forming
part of Hilton’s ongoing strategy to dispose
of non-core mid-market hotels in order to
concentrate on its portfolio of four- and

five-star properties. Some hotels will be re-
branded as Holiday Inns;

e Tritax acquired 13 Accor hotels from

London & Regional Properties for €105
million, or €88,000 per room. The portfolio
is made up of 12 Ibis hotels and one Etap, a
total of 1,190 rooms;

* NorGani Hotels ASA, the largest hotel

property company in Scandinavia,
acquired hotel property company
Hotelleiendom AS, comprised of 16
Scandic hotels in Sweden with 2,909 rooms,
for €189 million, or €65,000 per room.
Following this transaction, which is the
largest made by NorGani Hotels ASA to
date, the company will own 25% of all
Scandic hotels in the Nordic region and
will  considerably  strengthen  the
company’s position in the Swedish market.
These hotels were acquired only five
months earlier by Hotelleiendom AS for
€143 million, or €49,000, from Norwegian
company Capona AB. NorGani Hotels
ASA also acquired three hotels from
Wenaas Gruppen for a total of €94 million,
or €132,000 per room. The hotels include
the SAS Radisson Bode, SAS Radisson
Lillehammer and Clarion Copenhagen.
Furthermore, five additional hotels were
bought by NorGani Hotels ASA from
Capona AB for €70 million, or €88,000 per
room. The hotels were the 327-room
Scandic Hotel Malmen, Best Western Hotel
Jagersro, Scandic Hotel Vixjo, Scandic
Hotel Bollnds and Royal Corner Hotel &
Konferens, all with a rent guarantee period
of five years. The hotels have a total of 800
rooms. NorGani Hotels ASA also acquired
12 Swedish hotel properties from Pandox
in a deal worth €120 million, or €67,000 per
room. The hotels had been acquired by
Pandox in the late 1990s and most had been
upgraded and rebranded. In total, NorGani
Hotels ASA was thus responsible for a
number of the portfolio transactions
recorded in 2005, representing 5% of total
transaction volume at €473 million.

Sale-and-manageback as well as sale-and-
leaseback deals also featured prominently in
portfolio transactions during 2005; following
are some examples.

* The second-largest portfolio transaction in
2005 occurred when LRG Acquisition
Limited (a consortium of investors
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Table 1

Portfolio Transactions 2005

Number of Number of  Total Sales Price per

Portfolio Country Properties Rooms Price (€) Room (€) Buyer
Société du Louvre France 227" 19,559 1,691,000,000 86,000 Starwood Capital LLC
InterContinental UK 73 12,841 1,436,700,000 112,000 LRG Acquisition Limited
Le Meridien Various 135 - 1,230,300,000 — Starman
Whitbread UK 46 8,102 1,041,000,000 128,000 Condor Overseas Holdings
128 Accor Hotels France 128 16,700 1,000,000,000 60,000 Fonciére des Murs
15 Hilton UK Hotels UK 15 2,974 562,950,000 189,000 Managed Hotels Unit Trust
B&B Hotels France & Germany 119 8,015 380,000,000 47,000 Eurazeo Private Equity Group
Thistle UK 6 1,209 271,000,000 224,000 Topland
Club Med France 4 1,569 225,000,000 143,000 Gecina Group
Hotelleiendom AS Scandinavia 16 2,909 188,700,000 65,000 NorGani Hotels ASA
Menzies Hotels UK 14 1,200 174,500,000 145,000 Nikko Principal Investments
Hilton UK UK 11 1,405 159,500,000 114,000 Stardon UK Ltd
Queens Moat Houses UK 9 1,196 146,300,000 122,000 Jefferson Hotels LLP
Scandic Sweden 16 2,909 143,100,000 49,000 Hotelleiendom AS
14 Capona Hotels Scandinavia 14 2,164 139,300,000 64,000 ESO InvestiAS
Holiday Club Finland Oy Finland 15 —_ 120,000,000 —  Dividum
Pandox Sweden 12 1,794 119,600,000 67,000 NorGani Hotels ASA
North British Trust Group Hotels UK 20 1,662 108,600,000 65,000 Swallow Hotels
13 Accor Hotels UK 13 1,190 105,100,000 88,000 Tritax
3 Scandinavian Hotels Scandinavia 3 708 93,800,000 132,000 NorGani Hotels ASA
Elmville Limited UK 5 352 72,000,000 205,000 Leverguide
5 Capona Hotels Sweden 5 800 70,400,000 88,000 MNorgani Hotels ASA
Furlong Hotel Group UK 3 182 60,700,000 334,000 Dawnay Shore Hotels
Choice Hotels Scandinavia ASA (42% stake) Scandinavia 140 - 54,200,000 — (Capona AB
2 UK Hotels UK 2 256 50,300,000 196,000 Macdonald Hotels & Resorts Ltd
Corus UK 8 477 49,400,000 104,000 Swallow Hotels
Nordic Hotellikiinteistét Finland 2 704 41,600,000 59,000 Kapiteeli
Ramada UK 4 239 25,000,000 105,000 WG Mitchell Group
Foremost Hotels UK 3 378 - — morethanhotels
(1) Owned hotels. Total including managed and franchised - 823
Source: HVS International Research

including Lehman Brothers Real Estate with Marriott now operating the hotels * Leverguide acquired Elmville Limited, the

Partners, Realstar Asset Management and
GIC Real Estate) purchased 73 hotels in a
€1.5 billion deal from InterContinental
Hotels Group (IHG), part of a larger
disposal programme outlined by IHG. The
price paid for the 73 UK hotels, all but 3 of
the total UK portfolio and made up of one
Express Holiday Inn, four Crowne Plazas
and 68 Holiday Inns comprising 12,841
rooms, averages €112,000 per room. IHG
will retain 20-year management contracts
for 63 of the hotels, with a ten-year renewal
option. For the remaining ten hotels, LRG
Acquisition Limited must invest in those
assets in order to retain the management
contracts. These agreements will allow
IHG to focus on branding, franchising and
managing hotels while at the same time
maintaining its strong UK market position.
IHG will use the sale proceeds to fund
investment in the business and pay down
debt;

* Managed Hotels Unit Trust (MHUT, a
property fund led by lawyer Egal Ahouvi,
which handles funds for Israeli investors
and pension interests) acquired 15 Hilton
properties in the UK for €563 million cash
from Hilton Group plc. The deal provides
for the hotels to retain the Hilton brand for
an initial term of 30 years under long-term
management agreements. The deal was
highly leveraged by the Royal Bank of
Scotland, with MHUT providing only
about €3 million of equity;

* Condor Overseas Holdings (a joint venture
between Marriott and Whitbread) acquired
46 UK four- and five-star Marriott-branded
properties for just over €1 billion, or
€128,000 per room, from Whitbread.
Whitbread thus exits from ownership and
operation of its Marriott hotels business,

under long-term management contracts.
Sale proceeds will partly be returned to
shareholders and will also go towards
reducing Whitbread’s pension deficit and
overall debt;

* Topland (a private property group owned
by London-based Israeli brothers Eddie
and Sol Zakay) bought six hotels from
Thistle Hotels Limited for €271 million, or

€224,000 per room. The purchase includes .

the Thistle Hyde Park, Euston, Barbican,
Bloomsbury  Park, Piccadilly and
Edinburgh hotels. The hotels will be leased
back by Thistle for 30 years. Financing was
arranged by the Royal Bank of Scotland;

* WG Mitchell Group acquired four UK
Ramada hotels in a sale-and-leaseback deal
from Butterfly Hotels for €25 million, or
€105,000 per room. The hotels, totalling 239
rooms, are located in Bury St Edmunds,

Colchester, King’s Lynn and Peterborough .

in East Anglia, and represent an initial
yield of 6.6%.

In 2005, other portfolio transactions included
the following.

¢ Fonciere des Murs (a consortium of
investors comprising Fonciere des Régions,

Generali, Assurance du Crédit Mutuel and .

Predica, a member of the Crédit Agricole
Group) acquired 128 hotels in France from
Accor for €1 billion, or €60,000 per room,
from Accor Hotels. The mid-scale portfolio,
a mixture of Mercure, Novotel and Ibis
hotels, consisted of 16,700 rooms, a quarter
of which are located in Paris. Accor will
continue operating all of the hotels and will
lease the properties back from Fonciere des

Murs; o

owner of five UK hotels, and in turn owned
by Corus and Intermediate Capital Group,
for €72 million, or €205,000 per room. The
portfolio is made up of the 138-room

Richmond Hill Hotel, the 68-room
Richmond Gate Hotel, the 53-room
Buckerell Lodge Hotel, the 45-room

Makeney Hall Hotel and the 48-room
Castle Inn Hotel;

Jefferson Hotels LLP (a vehicle of the
Landsberg and Rosenberg families)
acquired nine hotels from Queens Moat
House Limited for €146 million, or
€122,000 per room. The hotels are leased in
an agreement with Rezidor SAS, which
operates the brand under their Park Inn
brand. The transaction gives Park Inn
greater exposure in the UK and become a
significant hotel brand in the UK mid-
market hotel sector;

Eurazeo Private Equity Group (a French
investment firm) acquired B&B Hotels, the
third-largest operator in France’s budget
sector, for €380 million from Duke Street
Capital. The portfolio consists of 111 hotels
in France and eight in Germany, at a total of
8,015 rooms. Duke Street Capital was said
to have paid some ?200 million when it
acquired the chain in 2003;
Gecina Group (real estate group) acquired
four Club Med holiday villages in the
southeast of France for €225 million in a
sale-and-leaseback deal with Accor’s Club
Méditerranée. The properties include La
Plagne 2100, Optio, Val d'Isere and Peisey-
Vallandry. Under the agreement, Club Med
will continue to run the businesses for 12
years;

Nikko  Principal Investments (the
European merchant banking arm of Tokyo

HVS International
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based Nikko Cordial) acquired Menzies
Hotels for €175 million, or €145,000 per
room. The portfolio of 14 four-star hotels in
the UK comprises 1,200 rooms. Nikko now
holds 79% of the equity in the hotel chain,
with Nick Menzies, founder of the chain,
holding 16%. The remaining 5% are held by
the management;

ESO Invest i AS acquired 14 hotels from
Capona AB for €140 million, or €64,000 per
room. The hotels include five Scandic and
four Quality Hotels in Norway, Sweden,
Finland and Denmark;

Dividum (the hotel property investment
company acquired by London & Regional
Properties in 2004) acquired Holiday Club
Finland Oy for €120 million. The company
includes six spa hotels in Finland and nine
other holiday resorts.

Swallow Hotels acquired 20 of North
British Trust Group’s 24 hotels in the UK
for €109 million. 17 of the hotels are located
in Scotland with the remaining three in
northern England. The acquisition of these
20 hotels follows the earlier acquisition of
eight hotels from Corus Hotels plc for €49
million, or €104,000 per room. The
purchase of these 28 hotels makes Swallow
Hotels the largest hotel brand in Scotland;

Dawnay Shore Hotels acquired the Furlong
Hotel Group for €61 million, or €334,000
per room. The country house hotels, all in
central England, comprise the Lygon Arms,
in the Cotswolds; Billesley Manor, near
Stratford-upon-Avon; and Combe Grove
Manor, near Bath. The 182 rooms that these
three properties offer between them will
enter the portfolio of the Paramount Group
of Hotels, which is operated by DSH. The
new owners will spend around ?2.2 million
on the refurbishment of all three hotels,
each of which could also find itself
engaged in a project to add extra rooms;

Swedish real estate company Capona AB
acquired a 42% stake in Choice Hotels
Scandinavia ASA for €54 million. The
acquisition means that Capona AB must
make a bid for the entire Choice Hotels
Scandinavia ASA in the near future.
Included in the transaction are 140 hotels
located in the Nordic area, with two hotels
in the Eastern Baltic states. The Board of
Capona AB consider that changing Capona
AB from a refined hotel property company
to a company with exposure to the entire
hotel market is a correct and important
strategic step. Capona AB will become a
company with a substantial stock of hotel
property and considerable hotel operating
business through the acquisition of the
remaining stock of Choice Hotels
Scandinavia ASA;

Macdonald Hotels & Resorts acquired two
hotel properties in Scotland for €50 million,
or €196,000 per room. The hotels are the
Holyrood Hotel, Edinburgh and Cardrona
Hotel Golf & Country Club, Peebles,
totalling 256 rooms;

Finnish state-owned property investment
company Kapiteeli bought a 40% stake in
Nordic Hotellikiinteistét, owner of the
Hilton Helsinki Strand and Scandic
Continental, for €42 million, or €59,000 per
room, from Finnair’s pension fund. The

deal included approximately 100,000 m2 of
land which is likely to be used to build an
additional 100-120 hotel rooms. Following
this deal, Kapiteeli will own all of Nordic
Hotellikiinteistot;

» Foremost Hotels Limited, made up of three
Express by Holiday Inns, was acquired by
morethanhotels for an undisclosed sum.
The hotels are located in Bristol City
Centre, Birmingham NEC and Stafford, a
total of 378 rooms.

In 2006, we consider that the abundance of
portfolio activity will continue, given the
completion of several portfolio transactions
already this year, as well as the volume and
value of scheduled transactions due to take
place.

Profile of Investors

ignificant changes in terms of investor
profile occurred once again during 2005,

in both single asset and portfolio activity.
When considering total transaction activity,
three principal types of buyers stood out in
2005: real estate investors accounted for 25%
of activity, with hotel investment companies
accounting for 22% and private equity
investors accounting for 15%. Incredibly, total
investment by hotel investment companies in
2005 increased tenfold on 2004 levels, with
investment by real estate investors increasing
by around 230%.

* Private equity remains a major source of
capital, increasing 5% on the previous
year’s levels; it is important to appreciate
that the share of the capital placed by
private equity investors arose from the deal
involving the InterContinental Hotels
Group’s owned assets in the UK and the
purchase of B&B Hotels in France.

* Hotel operators accounted for 11% of total
investment activity, a decline of almost 25%
over last year and further enforcing the
trend of hotel operators disposing of their
physical assets rather than acquiring them.
Hotel operators that did purchase hotels
were mostly smaller hotel companies in the
UK and Spain in the process of establishing
greater market presence.

* High-net-worth individuals accounted for
only 6% of total investment activity in 2005,

a 58% decline on the previous year. Such
buyers have historically not followed a
significant trend.

We envisage that both real estate investors
and hotel investment companies will continue
to be dominant players in the hotel
investment arena, particularly as the
industry’s structure is changing. Hotel
operators are becoming further detached from
hotel ownership and hotels have become
acceptable investments, the latter exemplified
by the capital invested in hotels by hotel
investment companies and real estate
investors last year.

In respect of single asset transactions, there
was a major shift in the investor profile with
the emergence of a greater number of real
estate investors interested in single assets.
Acquisitions made by real estate investors
included the Hilton Hotel Frankfurt by
London & Regional Properties, the Hotel
Danieli in Venice by the Statuto Group, and a
number of transactions in Scandinavia by
Thon Gruppen and Wenaas Gruppen AS.
Overall, real estate investors represented
some 38% of total single asset activity, at just
over €2 billion, compared to only 20% in 2004
(€780 million).

* Hotel operators were more active than the
previous year, with investment totalling
€1.5 billion, a major increase on the
previous year. Hotel operators accounted
for 29% of activity, compared to 24% the
previous year, and like portfolios were
concentrated in the UK and Spain.

* On the other hand, all other buyer groups
proportionately declined by various
degrees in  2005. High-net-worth
individuals also curbed their spending
over the previous year, accounting for 17%
of total single asset activity, with
approximately €921 million, a decline from
24% and €932 million in 2004.

* Institutional investors proportionately
decreased investment in 2005. They
accounted for 5% of total single asset
activity, with approximately €250 million.
Private equity investors were not
prominent in 2005, representing 2% of the
total ~single asset activity, ~with
approximately €108 million, compared to
13% and €514 million in 2004.

Figure 3 Single Asset and Portfolio Investment Activity by Buyer
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Undisclosed Hotel Operators
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Source: HVS International Research
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Figure 4 Single Asset Investment Activity by Buyer Category 2000-05
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In respect of portfolio transactions, three during which real estate investors

principal types of buyers dominated the
portfolio transactions activity in 2005.

* Hotel investment companies, which until
2005 had been behind a very low number
of transactions, accounted for
approximately €3 billion, or
36% of total portfolio activity. Portfolios
bought by hotel investment companies
include the purchase of Le Meridien by
Starman, 11 Hiltons by Stardon UK Ltd,
Société du Louvre by Starwood Capital
LLC, 13 UK Accor hotels by Tritax and
many portfolio transactions in
Scandinavia.

* Private equity continued to represent a
significant portion of portfolio activity.
Private equity investments totalled
approximately €2.3  billion, which
accounted for 27% of the total portfolio
activity. Transactions purchased by private
equity investors included the 73 UK
InterContinental  hotels by LRG
Acquisition Limited, the 119 B&B Hotels in
France and Germany by Eurazeo Private
Equity Group and the nine Queens Moat
Houses in the UK by Jefferson Hotels LLP.

* Capital sourced by real estate investors
also dominated portfolio activity.
Investments made by real estate investors
also totalled approximately €2 billion,
accounting for 23% of the total portfolio
activity. The large increase on last year,

accounted for only 8% of the total portfolio
activity, marks a return of the hotel
investment cycle to the same level
experienced in 2002, when real estate
investors accounted for 32% of total
portfolio activity. Deals included Condor
Overseas Holdings’ acquisition of 46
Whitbread hotels and Hotelleiendom AS’s
acquisition of 16 Scandic hotels in Sweden.
Institutional investors accounted for 12%
of portfolio transactions, with activity
including Fonciere des Murs’ acquisition of
128 Accor hotels in France and Kapiteeli’s
acquisition of Hotellikiinteistot.

A significant decline in the proportionate
value of portfolio deals made by hotel
operators was experienced in 2005,
underlying the trend of hotel operators
becoming asset light in order to focus on
the branding, franchising and management
of hotels instead. As with single asset hotel
transactions, hotel operators involved in
portfolio transactions were small-scale
hotel companies in the UK. Acquisitions
were limited in size and included three
hotels by morethanhotels, eight Corus
hotels by Swallow Hotels and two hotels
by Macdonald Hotels & Resorts.

Meanwhile, high-net-worth individuals all
but disappeared from portfolio-related
activity, with no portfolio transactions
taking place. However, it should be notes
that some high-net-worth individuals are

Figure 5 Portfolio Investment Activity by Buyer Category 2000-05
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now to be found among the real estate
investment  companies and  hotel
investment companies.

Cross-Border
Activity

uropean hotel investment remains a
Eglobal affair. Cross-border deals

continue to be facilitated by the euro, as
it has allowed greater transparency and
increased the pool of potential lenders and
investors seeking to invest in European
markets. Additionally, investors are looking
to new markets abroad in which to invest an
increasing amount of capital.

In 2005, acquisitions made by buyers in
their home countries totalled €5.5 billion, or
42%, with acquisitions abroad totalling €7.6
billion (58%). Of the domestic transactions,
63% were single asset transactions. Of the
transactions abroad, 73% were portfolios. In
2002, buyer interest remained largely
concentrated on portfolio transactions ‘at
home’, with any investment abroad primarily
geared towards single assets. Over the last
three years there has been a steady change in
these preferences, which activity in 2005
underlines; investors are increasingly buying
hotel portfolios abroad, while activity at home
remains primarily concentrated on single
assets.

2005 witnessed a relatively small number
of US, Middle East and Asian buyers
compared to the number of European buyers.
This was due to the relative weakness of the
US dollar compared to the euro throughout
2005, as well as the increasing capital
investments being made by such buyers in
new markets in the Middle East and Asia.

The Trend of Sale-
and-Manageback
Transactions

educing asset intensity has become a
Rkey reason for hotel operators divesting

property in today’s market. With most
of the major hotel operators publicly listed,
hotel asset values are important drivers in the
sector’s share price. There are two main
reasons for this. First, the return on capital is
extremely low and one primary means of
creating shareholder value is through asset
disposals, which are considered to be earnings
enhancing, provided that book value is
achieved. Second, asset prices remain robust
with strong demand from a wide source of
investment capital.

The emergence of property, institutional
and private equity investors, as proven by the
weight of capital invested in the sector this
year, confirms the acceptance of hotels as a
mainstream asset class. In recent years, sale-
and-leaseback deals have contributed to a
change in the shape of the industry. Hotel
operators, by divesting themselves of
ownership of hotel assets, especially
portfolios, in return for leases or management
contracts, have gained a considerable sum of
capital that can be put towards refurbishment
and used to fund acquisition and
development activity in new markets and
brands, or which can be returned to
shareholders.

In 2005, management contracts proved

HVS International
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Figure 6 Cross-Border Activity — Single Asset and Portfolio Transactions
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noticeably popular in a number of both single
asset and portfolio transactions. Hotel
operators have been more successful in
persuading owners to management contracts
as opposed to leases when structuring deals.
Management contracts also do not typically
appear as contingent liabilities on a company’s
balance sheet as lease contracts do. Many hotel
owners are increasingly prepared to forego
their previously inflexible positions for
requiring operators to take leases as they
discover the additional financial benefits
which can be obtained in strong trading
conditions.

Property investors have become interested
in hotel properties as an alternative asset class
because of falling commercial property yields.
Several high-profile transactions completed as
sale-and-manageback deals are indicative of
this trend. Examples of portfolio transactions
include the sale of 73 UK Holiday Inns to LRG
Acquisition Limited, 15 Hilton properties to
Managed Hotels Unit Trust, 46 Whitbread
properties to Condor Overseas Holdings, six
Thistle hotels to Topland and the Jurys
Ballsbridge & Towers Hotel and Berkeley
Court Hotel to Padholme Property
Developers. Single asset transactions include
the sale of the Hotel Danieli in Venice to the
Statuto Group and the De Vere Belfry to the
Quinn Group.

While some investors will continue to
prefer leases, it is clear that management
contracts have greatly increased in popularity,
particularly as hotel operators are actively
separating the ‘bricks and mortar’ aspect of
their business from their actual operation (‘the
brains’). We envisage that sale-and-
manageback deals will continue to be popular
among both hotel owners and property
investors, provided that we do not see any
legal disputes involving tenant or licensee
issues between operators and property
owners that could rock the boat.

UK Real Estate
Investment Trusts
— The Story
Continues

n March 2004 the UK government
expressed its commitment to a UK
equivalent of a Real Estate Investment

Trust (REIT). A REIT is a listed or listable
portfolio real estate investment vehicle that is
required to distribute 95% of its income by
way of dividend in return for exemption from
corporation and capital gains tax, after an
initial payment called a conversion charge.
The UK government published draft
legislation for the introduction of REITs in
December 2005 following a period of
consultation since March 2004, with the aim
that the legislation be finalised in this year’s
Finance Act.

The initial UK consultation paper stated
that proposed REITs should only be available
for investment in property types where the
rental returns reflect the underlying property
assets, effectively restricting them to
commercial, office and residential property,
and excluding real estate that forms part of a
leisure or hospitality trading company, such
as hotels. The current draft legislation has
changed in that REIT status has been
redefined. Accordingly, at least 75% of a
REIT’s activities must relate to a ‘qualifying
property letting business’, which effectively
includes hotels. However, according to the
current draft legislation, a REIT must include
a minimum of three properties, in which a
single property may not exceed 40% of the
value of the whole.

Issues that remain include the current
stipulation that no more than 10% of the share
capital or voting rights of a REIT may be
controlled by one shareholder; that REITs will
not be allowed to sell developments less than
three years after their completion; and the non-
specification of a conversion charge
calculation.

One of the main reasons to establish UK
REITs is that the existing financial structures do
not provide sufficient incentive for companies
to retain property ownership in the UK, due to
tax leakage. As a result, many firms have set up
offshore structures, with almost €50 billion in
value exiting the UK. A second main driver to
establishing REITS is their growing prevalence
and success in other countries, for instance the
USA, Australia and, more recently, France.

The hotel investment market, which has
been undergoing a period of profound change
already, is set for further change now that
REITs have been extended to include hotels.
What remains to be seen is whether the level of
resistance that continues to face the current
REIT proposal will continue, or whether more
changes will be made in order to satisfy the
commercial ~ property and hospitality

industries.

Conclusions and
Outlook

n 2005, with an upturn in trading evident
Iacross the majority of European markets,

the sector witnessed a colossal amount of
investment capital from two primary sources.
Many investors are keen to invest in hotel real
estate due to the cyclical nature of the hotel
business, allowing them to diversify their
portfolios.

The signs in late 2004 that investor
confidence in the hotel sector was high
proved correct, with 2005 witnessing a 77%
increase in the level of hotel investment,
driven by a 51% increase in single asset
transactions to over €6 billion, and an
astounding 98% increase in the level of
portfolio activity to almost €10 billion. While
private equity investors have continued to
invest strongly within the sector, 2005 has
seen the substantial increase of both real
estate investment and hotel investment
companies, accounting for 60% of total hotel
investment in 2005.

In 2006, the structure of hotel ownership is
likely to see a continuing reduction in the
number of hotel operators owning hotels,
while hotel investment companies, real estate
and private equity investors are likely to
extend their standing further. The future of
REITs in the UK and their inclusion of hotels
has been confirmed, which is likely to have a
considerable impact on the UK hotel
investment market, influencing once more the
profile of investors.

In 2006, we envisage the strong level of
investment activity to continue, driven by the
continued weight of money targeted at hotel
real estate. 2006 has already witnessed the
sale of Luxury Family Hotels, the Scotsman
Hotel Group and the Airport Hotels Unit
Trust portfolios. Portfolio deals currently in
the market include the €1.5 billion sale of a
package of Marriott hotels, the €657 million
sale of Hilton Group assets, the €511 million
sale-and-leaseback of the UK and European
Park Plaza assets, two InterContinental
Hotels Group portfolios reportedly worth
€876 million, the €292 million sale-and-
manageback of about 20 Macdonald hotels,
and the sale of the Hospitality Europe
portfolio.

Single asset investment seems poised to
witness a greater number of quality assets
coming to the market as trading performance
improves, with the Four Seasons Canary
Wharf and Marriott Park Lane in London
already on the market, and likely to be sold in
sale-and-manageback  transactions.  In
addition, we have already seen the sale of the
Great Eastern Hotel in London to JER
Partners, which will be operated by Hyatt.
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. Offices and Services

Elana Bader is a Research Analyst
with HVS International’s London
office. =~ She  joined HVS
International in September 2005
having worked in various
hospitality roles, primarily Food
& Beverage, in three countries in
Europe as well as the USA.
Originally from Zurich,
Switzerland, Elana holds a
Bachelor of Science in Hotel
Administration from Cornell University’s School of Hotel
Administration.

Karen Smith is a Director with
HVS International’s London
office, specialising in hotel
valuation and consultancy. She
holds a BSc (Hons) in Urban
Estate Surveying and is a
Chartered Surveyor with over 13
years experience in the hotel
property industry. Karen joined
HVS International in 2001 and has
conducted and managed
numerous valuations, feasibility studies and consultancy
assignments across Europe, the UK, North Africa and
Asia.

HVS SERVICES

* Valuation Services

* Consulting Services

* HVS Hodges Ward Elliott

* HVS Shared Ownership Services
* Development Services

* Asset Management & Operational
Advisory Services

* Executive Search

* Organisational Assessments/
Performance Cultures

* Convention, Sports &
Entertainment Facilities Consulting

* Food & Beverage Services

* Gaming Services

Europe

HVS London

Russell Kett

Dominique Bourdais
Karen Smith

Bernard Forster

Elie Younes

HVS Hodges Ward Elliott
Charles Human

Rudy Reudelhuber

HVS Shared Ownership
Services

Philip Bacon

HYVS Executive Search
Chris Mumford

7-10 Chandos Street
Cavendish Square
London W1G 9DQ
UK

(44) 20 7878-7700

(44) 20 7878-7799 (fax)

HVS Madrid
C/Capitan Haya 1 - planta
15

28020 Madrid

Spain

(34) 91 417 6937

(34) 91 556 2880 (fax)

Asia

HYVS Singapore

79 Anson Road
#11-05

Singapore

(65) 6293-4415

(65) 6293-5426 (fax)

HVS Hong Kong

183 Jade Villa

Ngau Liu Chuk Yeung Road
Saikung

China

(852) 2791-5868

(852) 2792 2358 (fax)

HVS New Delhi

C-67, Anand Niketan
2nd Floor

New Delhi, ND, 110021
India

(91) 11 2410-1005

(91) 11 2410-1066 (fax)

Australia

HVS Sydney

Suite 101, Level 1

5 Elizabeth Street
Sydney, NSW, 2000
Australia

(612) 9233-1125
(612) 9233-1147 (fax)

North America
HVS New York
372 Willis Avenue
Mineola, NY, 11501
USA

(516) 248-8828
(516) 742-3059 (fax)

HVS San Francisco
Suite 620

116 New Montgomery
Street

San Francisco, CA, 94105
USA

(415) 896-0868

(415) 896-0516 (fax)

HVS Boulder
2229 Broadway
Boulder, CO, 80302
USA

(303) 443-3933
(303) 443-4186 (fax)

HVS Vancouver

4235 Prospect Road

N. Vancouver, BC, V7N 3L6
Canada

(604) 988-9743

(604) 988-4625 (fax)

HVS Toronto

Suite 202

2120 Queen Street East
Toronto, ON, M4E 1E2
Canada

(416) 686-2260

(416) 686-2264 (fax)

HVS Miami

Suite 216

8925 SW 148th Street
Miami, FL, 33176
USA

(305) 378-0404

(305) 378-4484 (fax)

HVS Dallas

Suite 101

2601 Sagebrush Drive
Flower Mound, TX, 75028
USA

(972) 899-5400

(972) 899-1022 (fax)

HVS Denver

Suite 906

1777 South Harrison Street
Denver, CO, 80210

USA

(303) 512-1222

(303) 691-3799 (fax)

HVS Washington DC
Suite 102

1300 Piccard Drive
Rockville, MD, 20850
USA

(240) 683-7123

(240) 683-7120 (fax)

HVS Chicago
Suite 1A

445 West Erie Street
Chicago, IL, 60610
USA

(312) 587-9900
(312) 587-9908 (fax)

HVS Phoenix

4913 E Mitchell Drive
Phoenix, AZ, 85018
USA

(602) 667-6655

(602) 269-1864 (fax)

HVS Weston, CT
262 Lyons Plain Road
Riversbend

Weston, CT, 06883
USA

(203) 226-6000

(203) 221-0068 (fax)

HVS Mt Lakes, NJ

Suite 203

420 Boulevard

Mountain Lakes, NJ, 07046
USA

(973) 335-0871

(973) 335-0722 (fax)

HVS Boston

4th Floor

607 Boylston Street
Boston, MA, 02116
USA

(617) 424-1515

South America

HVS Sao Paulo

Av. Brig. Faria Lima
1912 ¢j.7F

01452-001 Sao Paulo/SP
Brazil

(55) 11 3093-2743

(55) 11 3093-2783 (fax)

HVS Buenos Aires

San Martin 640 — 4° Piso
(1004) — Buenos Aires
Argentina

(54) 11 4515-1461

(54) 11 4515-1462 (fax)

© 2006 HVS International. All rights reserved.

Published by:

HVS International, 7-10 Chandos Street,
Cavendish Square, London W1G 9DQ
Tel:+44 (20) 7878 7700 Fax:+44 (20) 7878 7799

For further information please contact:

Elana Bader - ebader@hvsinternational.com

or Karen Smith - ksmith@hvsinternational.com

or visit our website at: www.hvsinternational.com

* HVS Compass Interior Design
* Marketing Communications

* Technology Strategies

* Hotel Parking Solutions

* European Hotel Financing

* HVS/The Ference Group: Operational
& Management Strategy Development
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