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Hotel Industry Performance Results

The Best Surprise is No Surprise:
New Chain Hotels Generate
22% More REVPAR Than Old Chain Hotels

By Bruce H. Walker

A new, special and extensive computer study of the latest year performance of
265,900 Texas hotel rooms shows that new chain hotels outperform old chain
hotels by 22%, with results varying by chain segment and brand. That 22% pre-
mium for new chain hotels is conservative due to some of the poorest performing
hotels leaving the market before reaching 20 years of age and not factoring in
our calculations.

The study compared same-brand hotels that had a significant number of ‘Old’
properties, built 1994 or earlier, as compared to ‘New’ properties built 1995 or
later. The study strongly supports the premise that one cannot renovate an old
hotel and expect it to perform like a new hotel.

None of this should be news to many, but the degree of premium that a new hotel
achieves over an old hotel should be highly important to those who forecast the
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BEST SURPRISE (continued)

performance of hotel revenues or invest in Old and New
hotels.

New Findings Confirm Prior Study
In 2001, we studied all Texas hotels and motels opened
from 1990 through 1994 and compared their REVPAR per-
formance with the entire hotel industry in Texas.

It showed that new hotels and motels provide their peak
performance in Years III through V, when they typically
reach 112% of their local, same-market average REVPAR
performance.

In other words, the newness of a property is a major advan-
tage, on the order of 12% in Years III through V — versus
the average REVPAR that would otherwise be expected for
that property over a twenty-year period, and 22% higher in
Year 5 than in Year 17, (the same finding as the new study
finding below). The higher performance of new hotels is
the result of the consumer almost always picking new over
old because, to them, ‘new’ means ‘clean,” ‘new’ means
‘value,” and ‘new’ means ‘style.’

New Hotels 35% of Room Count

and 42% of Room Revenues

The new study computed the REVPAR results for the 12
months ending September 30, 2006 for two groups of
hotels:
Hotels built before 1995 and Hotels built in 1995 or later.
Study includes only brands with significant room counts in

both groups. This means that brands like Ramada, with no
new hotels, were excluded, and conversely, brands operat-
ing only post-1995, such as Mini-suite brands, were also
excluded (e.g. Comfort Suites, AmeriSuites, SpringHill)

In general, the study method neutralizes the effect of
brand name (each name has old and new product of same
brand), location (each has too many locations to affect
results (small exception: some Upscale downtown hotels
with prime locations).

As expected, the New hotel rooms in the sample account
for about a third of total. This makes sense as the New
hotels have operated within the ten year window since
1995 while the Old hotels would be typically be about 20
years old.

The data shows that Independents have the fewest new
rooms (20% of total) due to the conversion of branded
hotels to an Independent name as they become older, while
Limited Service Midscales (Holiday Express, Hampton,
Fairfield et al) have 58% new rooms in their total sample.
High priced Suites also were strong with new rooms at
49% of total. Low Price Extended Stay properties were
the newest segment shown (Mini-suites were even newer).
Looking at room revenues showed similar patterns. The
total sample represented almost $2 billion in room revenues
for the year.

Farfarmance Rasults, Te2ar Ending Saptambar 30, 2004
Old Hotalz (9% & zarliar) varsuz Maw Hotals (built 1995 and latar)
REWE AR Index s
 Oooupanay Es. § ALE 3 REVFAR, Total Pkt X
Segnernts Ad Mew Total g e Total Ad  Mew  Total Ad MHew  Chr
Liamy 623 651 672 14574 20089 16373 Q054 13084 11006 216 284 1%
Trpscale G945 G682 692 154 43 14632 137 5% Q340  9aye 9521 203 217 T
Suites 704 Tlo 707 10740 11814 11273 Tadl 8333 TAT0 1o 182 11%,
LA Tipscales 632 TiE 671 8394 10107 8854 5473 73sg s942 113 160 4%
L 5 lidec ales 634 TO3 675 G445 8lag T4AET 4030 5735 A054 g9 124 0%
LP Exd Stay G935 692 691 3045 39n3 3N35 hB5 ITAG 2723 i3 40 3%
Budgzet 67 602 578 4420 5330 4750 2540 3209 2744 a5 70 26%
TotalZhainzs 28 691 651 7551 &40 AL 4505 SE0s 0 S129 1M 1A %
Tot Indepetd. 05 544 512 6317 1922 A6Al 3190 4310 3410 a9 94 5%
Total Market 578 &¥1 &0%5 F1FF 827 FEAS 4145 5587 4507 QO 121 25%
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Limited Service Midscales and Mid-Upscales
Generate the Highest Change in REVPAR from Old to
New Hotels
Limited Service Midscales raised their REVPAR index
from 89 in the pre-1995 Old sample to 124 in the New,
1995+ sample, a 40% increase. While this certainly
reflects the major and primary advantage of being new,
it may also reflect a few other changes. This group of
brands made the greatest product change of any segment,
moving from exterior to interior corridors, offering great-
er security to the guest, adding suites to most new hotels
(‘Inn & Suites’), and exercising greater marketing power
(e.g. the rise of frequent traveler programs and higher

media spending).

Mid-Upscales gained a strong 34%, from a 119 Index to
160. However, Holiday dropped from 80% of the Old
sample to only 13% of the New sample while Courtyard

almost doubled in size, meaning the sample went from
being mostly Holiday to being mostly Courtyard.

Westin was the only Luxury brand with Old and New
hotels and gained 31%. The Budget segment gained
26% with almost all brands showing similar results. We
speculate that because the segment contains some very
old hotels, the New hotels of the segment had an ‘extra’
advantage. This finding also applies to Independents,
which includes many former branded hotels.

The only group not to gain strongly were the Upscales,
Hilton and Marriott in this case, who saw their REVPAR
index rise just 7% from Old to New. The fact that Marriott
in particular has wonderful locations for their Old hotels
in San Antonio, Austin and Houston makes the New
upscale hotels suffer from weaker market locations.
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