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INTRODUCTION

Although the Danish economy has been hit
by the global economic downturn, fundamen-
tals still seem rather strong. GDP is estimated
to grow by 1.7 per cent in 2002 and 2.5 per
cent in 2003.

The Copenhagen hotel market is experiencing
a surge in activity with several new hotels
under construction. For instance, Scandic
Hotels is building a new hotel in southern
Copenhagen, First Hotel is converting the
former Daells Varehus department store in
central Copenhagen for hotel use, and there
are also plans to establish a hotel in Scala,
today serving as a retail and entertainment
centre, near the Tivoli Gardens as well as a
hotel inside the Tivoli Gardens itself.

In conjunction with the construction of sever-
al new hotels, the hotel market demand now
seems to have weakened after some years of
intensive growth.

Such market conditions offer opportunities
and challenges, but could potentially also in-
volve substantial risk. Some sectors and sub-
markets will outperform the general market,
while others will definitively be left behind.

The current developments within the hotel
market call for vigilance. Hotel investors must
stay on their toes to maintain performance.

For their extremely valuable input to this Hotel
Market Report, Sadolin & Albak would like to
thank

® HORESTA

m Copenhagen Capacity
= Wonderful Copenhagen
® Danish Tourist Board

This 2002 Hotel Market Report by Sadolin &
Albxk offers an overview of the Greater Cop-
enhagen hotel property market, including
occupier and investment market information
and details on important transactions in vari-
ous segments and submarkets. Additionally it
offers a long-term outlook on demand as well
as supply.

This Hotel Market Report has been compiled
to guide you in your planning and decision-
making in respect of hotel property, and in
order to facilitate investor and occupier deci-
sions in the short as well as the long term.

It is based on data and market information
that we believe to be reliable. Whilst every ef-
fort has been made to ensure that the infor-
mation supplied in this Hotel Market Report is
both accurate and complete, Sadolin & Albak
cannot offer any guarantee that no factual
errors have occurred.

All decisions involving hotel property aspects
- leasing, acquisitions, disposals, financing
and development activity - include important
long-term financial commitments. Such deci-
sions should always be based on both
detailed and updated knowledge and an in-
depth understanding of the market.

If you have any queries concerning this
Report or any other hotel property-related
issue, Sadolin & Albak is at your full disposal.

Copenhagen, April 2002

Sadolin & Albeek « ONCOR International
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SCANDINAVIAN AND REGIONAL MARKET OVERVIEW

Copenhagen / Malmoe

® A core region of northern Europe

® Population of 3 million

® Strong position within biotech and high-
tech industries and distribution

® Massive investments in infrastructure

The @resund motorway and railway bridge
that opened in 2000 across the Sound be-
tween Copenhagen and Malmoe, Sweden, will
serve as a major catalyst for an integrated
market in the years ahead - both in terms of
labour, education, hotel and retail catchment
and in terms of property.

The region has a solid and highly educated
workforce, a strong concentration of compa-
nies within the IT sector, telecommunications,
the pharmaceutical industry and biotechno-
logy. At the same time, Copenhagen / Malmoe
has a large concentration of universities and

Growth in bed nights, Copenhagen
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research institutions, and a highly developed
infrastructure.

The investments in infrastructure include a
massive expansion of Copenhagen Airport.
The airport is a hub for Scandinavian and
northern European air traffic. Both the Cop-
enhagen and Malmoe city centres can be
reached by train or by car within 15 minutes
from the airport or from the @restad develop-
ment scheme, located near the airport.

The birth of this cohesive new region is cre-
ating new opportunities and new challenges
for the business community and for the
property sector.

Several Scandinavian and international com-
panies are in the process of consolidating
activities in the region: New regional head
offices, research and development facilities as
well as distribution warehouses have been set
up in the region.
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The rapid development in the region has also
rubbed off on the hotel market. Since the mid-
1990s, Copenhagen hotel occupancy rates
have been soaring. This may partly be ex-
plained by low supply and in particular applies
when considering Quality Hotels. However,
the effects of a strong demand growth should
not be ignored.

Copenhagen bed night demand reached 3.9
million in 2000. This was the highest demand
ever recorded and the consequence of a
growth rate nearing 10 per cent. In 2001 bed
night demand increased by 1.5 per cent.

Development in Room Yields has increased
alongside demand. Copenhagen ranks se-
cond when compared to other Scandinavian
cities. In spite of low occupancy rates,
Stockholm still has the highest Room Yield
level.

The Room Yield rates for Copenhagen are
closely linked to the insufficient implementa-
tion of yield management techniques. Focal
point for Copenhagen’s hotel managers re-
mains a high level of occupancy, yield
management having low priority.

Room yield, Copenhagen (Euro)

1996
1997
1998

1999

2000

The Danish economy

Like the rest of the world, Denmark and the
Danish economy have been hit by the global
economic downturn, which was worsened by
the effects of the 11 September terrorist
attacks on the World Trade Center in New York
and the Pentagon in Washington DC. Never-
theless, the Danish economy has to some ex-
tent been cushioned by the non-cyclic nature
of the sectors in which Denmark traditionally
enjoys a strong market position, including the
food industry, the pharmaceutical industry
and biotechnology.

Thus, the Danish economy remains funda-
mentally sound despite a certain slowdown.
As a result, the 2002 forecasts for GDP,
exports and domestic private consumption
have been lowered.

The global recession has kept the estimated
GDP growth rate at approximately 1.7 per cent
in 2002. However, the economy is expected to
recover towards the end of 2002 and to ex-
pand at an estimated GDP growth rate of
approximately 2.5 per cent in 2003.
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Source: PKF
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The hotel market in Malmoe

Malmoe is transforming from being Sweden’s
third largest city to becoming an integrated
part of the main northern European region, a
region that enjoys the status of an important
biotech, high-tech and science centre. This
will have a major impact on the city’s hotel
property market.

Hotel occupancy rates have traditionally been
low in Malmoe, but similar to Copenhagen,

Growth in bed nights, Malmoe
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Malmoe succeeded in raising the occupancy
level significantly throughout the latter part of
the 1990s. The market size of Malmoe
compared to Copenhagen obviously limits
hotel demand, but the fixed link to Denmark
that opened in 2000 seems to have had a
positive impact on demand in the city.

Room Yield levels have followed suit together
with occupancy rates, indicating a healthy
balance in hotel marketing strategies.
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Source: Statistics Sweden

Room Yield, Malmoe (Euro)
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Stockholm

m With 1.6 million inhabitants Stockholm is
the commercial and administrative centre
of Sweden

® Occupancy rates sustained in high demand

Hotel market demand in Stockholm had favou-
rable conditions throughout the 1990s. In
2001 bed night demand reached 4.2 million.

Although also Stockholm has experienced a
high level of occupancy, the Stockholm mar-
ket is, unlike Copenhagen and the other Scan-
dinavian capitals, characterised by a relatively
substantial Quality Hotel supply.

Occupancy rates achieved here are to a great-
extent sustained by high demand. In fact,
Stockholm has a higher occupancy level than
Copenhagen outside the Quality segment.
Nevertheless, because the supply of Quality
Hotels in Copenhagen is limited, occupancy

Growth in bed nights, Stockholm

rates in Copenhagen in this market segment
exceed the Stockholm rates.

Room Yields at EUR 147 further demonstrate
that the Stockholm hotel market performs
well.

The Swedish economy

The Swedish economy has been hit by an eco-
nomic downturn. As a result, there has been
increased pressure on the Swedish currency,
leading to a rise in inflation. In 2000, real
growth in exports was 9.2 per cent, whereas
the 2001 figure plummeted to a mere 0.4 per
cent. However, the forecast for 2002 seems to
indicate an improvement that will be driven by
the low value of the Swedish currency, which
is favourable to the net export trade.

The Swedish unemployment rate seems unaf-
fected by the global recession. In 2001, the
unemployment rate thus stood at 4.0 per cent
and is expected to be approximately 3.9 per
cent in 2002.

Source: Tourmis database
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Oslo

m With 0.5 million inhabitants Oslo is the
largest city in Norway

® Occupancy rates plummeted to 68 per
cent in 2000

Unlike the Copenhagen and Stockholm hotel
markets, Oslo has for a number of years now
been experiencing a slump in the hotel market
to the detriment of Quality Hotel occupancy
rates. In 2000, occupancy rates thus reached
a level of merely 68 per cent in this market
segment.

The low occupancy can be seen as a result of
the relocation of the city’s international air-
port, Gardermoen, now situated some 50 km
outside Oslo. The considerable commute
from the airport to the city centre has caused
many conferences to be relocated to venues
outside the city centre.

Growth in bed nights, Oslo

14%

Prospects are that the situation will remain
unchanged in Oslo. Oslo’s Room Yields are
low, albeit still higher than Copenhagen
yields.

The Norwegian economy

Growth in the Norwegian economy remains
moderate with a 2001 mainland GDP growth
rate of 1.3 per cent. The forecast for main-
land GDP indicates a growth rate of 1.9 per
cent in 2002. Needless to say, the moderate
growth rates are a result of the global eco-
nomic slowdown, but also of relatively high
interest rates in Norway, which have made the
Norwegian business community reluctant to
make investments. This reluctance may be
partly overcome in the course of 2002 by the
expected elimination of an “investment duty”
in April. It remains to be seen whether this
duty will have caused investments to be
postponed.

Source: Tourmis database
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Scandinavian Hotel Demand

® High level of domestic demand in
Stockholm, Malmoe and Oslo.

® High proportion of non-domestic demand in
Copenhagen.

The composition of demand differs widely
between the Scandinavian cities. Domestic
demand in Copenhagen constitutes only 26
per cent, whereas in Stockholm hotel guests
of domestic origin account for 46 per cent of
bed nights.

The low domestic demand recorded for
Copenhagen is closely linked to Denmark’s
modest size and good infrastructure, which
reduces the need for bed nights in the capital.
Danes can easily return home after visiting
Copenhagen. At the same time, however,
international demand is higher in Copen-
hagen because its geographical position
makes the city a regional hub.

Stockholm’s high domestic share of demand
is similarly a result of this city’s peripheral
geographical location in relation to the rest of
Sweden.

The high domestic share of demand in Oslo
and Malmoe can primarily be attributed to the
limited appeal to international leisure tourism.
This effect is more pronounced in Malmoe
than in Oslo.

The composition of business and leisure
demand in Oslo and Copenhagen is more or
less identical. Leisure tourism in Malmoe,
however, is higher than in the case of
Copenhagen, which in fact attracts a very low
share of this segment, similar to Oslo.

Copenhagen and Oslo primarily differentiate
themselves from Stockholm by attracting a
high proportion of MICE (Meetings, Incentives,
Conventions and Exhibitions) guests.

Hotel demand in a sample of Scandinavian cities, 2001

Purpose-related demand Domestic
demand
Inhabitants  bed nights Business MICE Leisure
thousands per cent

Stockholm 1621 4162 61 21 18 46
Copenhagen 1796 3 889 55 32 13 26
- Other Copenhagen 1206 632 59
- Copenhagen CBD 590 3256 19
Oslo 940 2504 56 30 14 56
Malmoe 243 854 58 25 17 77

Note: ,Purpose-related demand" is for Quality Hotels.
Sources: Danish Tourist Board, PKF and Statistics Denmark
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Scandinavian Hotel supply

m Copenhagen has 92 hotels, whereas
Stockholm and Oslo have 111 and 56,
respectively.

m Copenhagen and Stockholm have roughly
the same room supply with approximately
11,000 rooms each.

Being the same size and having roughly the
same level of demand, the supply in
Copenhagen and Stockholm had by 2001
attained approximately the same level, i.e.
approximately 11,000 rooms.

Yet immanent dissimilarities in the
composition of demand have had effects on
the market structure in the cities of Stockholm
and Copenhagen.

The size of Stockholm hotels is smaller than
the average hotel size in Copenhagen.
Copenhagen, however, which has the same
demand structure as Oslo, also resembles
Oslo in terms of the structure of the hotel
market supply.

Scandinavian hotel supply, 2001

Nevertheless, the low average number of
rooms per hotel in Stockholm conceals the
fact that there are great differences between
individual Stockholm hotels, i.e. there may be
more large hotels in Stockholm than in
Copenhagen and Oslo, but there are similarly
more small-sized hotels. Thus Copenhagen
and Oslo have a higher number of hotels that
belong to the medium-sized hotel segment.

The Malmoe hotel market is just like the
Stockholm market characterised by a relatively
large number of minor hotels.

Stockholm has about the same number of
Quality Hotels as Copenhagen, whereas Oslo
has fewer. However, in proportion to city size,
the number of Quality Hotels is roughly the
same for all three cities.

If the hotel supply in Copenhagen is quoted
to include the capacity across the Sound in
Malmoe, the supply of Copenhagen-Malmoe
in absolute figures surpasses any other
region in Scandinavia.

Copenhagen Malmoe
Hotels 92 30
Rooms 11 365 2797
Rooms per hotel 123 93
Beds 21710 4754
Beds per hotel 236 158

Stockh

111

10 766
97

20533
185

olm Oslo

56

8 391
150

16 650
297

Sources: Danish Tourist Board, Norwegian Tourist Board and Swedish Travel and Tourism Council
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Copenhagen in an European perspective

m Copenhagen hotel capacity on a par with
European average.

® Few cities have exceptionally high bed
night demand in relation to city size.

Diversity in European cities’ bed night
demand is pronounced. This holds true even
when compensating for the variation in city
sizes in terms of inhabitants.

There are a few cities that boast considerably
larger bed night to capita ratios than the
average, although all of them for widely
different reasons. London thus has a high bed
night to capita ratio as a direct result of its
superior international status. Conversely, the
cause of Geneva’s similarly high ratio is to be
found in the high demand generated by the
large number of international institutions that
exist in the city.

Amsterdam, Prague and Vienna are a different
story all together. These cities have been
successful at generating high demand by
clearly differentiating themselves as city
destinations particular from other cities. The
effects of intelligent marketing and/or the
general public appeal of these destinations
become evident here.

Bed nights per capita

These “super cities” raise the demand average
significantly due to the large discrepancies
between the cities. A comparison excluding
these “super cities” has two effects. Firstly, the
cities left in the sample are more homogene-
ous. Secondly, the demand average is lowered
to the effect that the remaining cities become
more comparable.

In this respect, Copenhagen on average
performs on a par with Barcelona, Helsinki,
Brussels and Stockholm. In general, excluding
“super cities”, Copenhagen performs on
average, indicating that demand in
Copenhagen corresponds to the level
expected for a city its size.

However close the three Scandinavian capitals
may seem in terms of bed nights per capita,
Copenhagen has the lowest demand as well
as supply compared to the size of the city.
This becomes particularly evident when
Copenhagen is compared to the much smaller
city of Oslo. Thus Oslo enjoys a somewhat
larger hotel market than the size of the city in
fact justifies.

On the other hand, Malmoe has a larger hotel
market than is normally expected for this size
of city, which can be attributed primarily to
the close proximity to Copenhagen.
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PLAYERS IN THE COPENHAGEN HOTEL MARKET

® Choice Hotels, Arp-Hansen and SAS
Radisson are the most significant
distributors and operators.

m Widespread overlap between hotel

proprietors and operators.

It is convenient to divide the Copenhagen
hotel market into two geographically differ-
entiated submarkets. Hotels that are located
in the Municipalities of Copenhagen and
Frederiksberg are categorised as City Hotels
as their proximity is closest to the Central
Business District (CBD). Conversely, hotels
located in the County of Copenhagen (Kgb-
enhavns Amt) are labelled Suburban Hotels.

Hotel distributors

Hotel distributors manage the marketing and
booking for each chain’s respective member
hotels. Marketing and hotel members are tai-
lored to match the requirements of a specific
clientele.

Hotel guests may have alternating needs.
Some use their distributor for both business
and pleasure, having different requirements
for each booking. Others may incessantly
demand the exact same hotel surroundings
every time.

Consequently, distributors differentiate them-

selves trying to target a specific clientele all
the while they venture to supply as broad a

range of exclusive individual brands as possi-

ble.

Thus most chains that act as distributors,

such as Choice Hotels, are multi-brand chains.

Choice Hotels accommodates the business
traveller with its Clarion brand and target the
price aware leisure traveller with the Comfort
brand.

Choice Hotels offers many other brands in its
endeavour to accommodate every traveller’s
alternating needs. As does for instance
Marriott International, although targeting the
top end of the market.

' Proprietors

Branding in general is crucial for any
distributor’s long-term survival capability.

Distributors in Copenhagen

In Copenhagen, most hotels have a member-
ship with a hotel distributor. The proportion
of hotels that are part of a distributing chain
network is two thirds of the entire range of
hotels. However, for City Hotels the number is
only 62 per cent as opposed to 80 per cent
for the Suburban Hotels.

In general, the majority of distributors are lo-
cal or regional distributors in all areas. As far
as Suburban Hotels are concerned, 55 per
cent of the hotels in a hotel chain are part of a
regional hotel chain, e.g. First Hotels and
Scandic Hotels.

As far as City Hotels are concerned, the
percentage of regional hotel chains consti-
tutes 48 per cent of all hotels connected to a
chain. The regional and local brands of City
Hotels comprise, among others, the Arp-
Hansen Hotel Group, Scandic Hotels and
Dansk Kroferie, whereas Suburban Hotels also
include brands like Comwell.

The definition of Scandic Hotels as a regional
hotel distributor is somewhat misleading
since the merger with Hilton. The merger must
be expected to initiate a consolidation in the
market, furthering international chain integra-
tion in the region. However, as there are some
discrepancies between the two brands, we
choose to distinguish between them in this
Report.

Sadolin|ALB &K
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With 11 hotels Choice Hotels is by far the
largest hotel distributor in the Copenhagen
hotel market. In terms of number of rooms,

Choice Hotels still remains the largest player,

Arp-Hansen just following suit. In this con-

text, Scandic Hotels only becomes a signifi-

cant player when including Hilton.

It is interesting to note the low correlation be-

tween hotels and rooms, when considering

the ranking of hotel distributors. Take

Marriott for instance: Although Marriott with
its single City Hotel is a small player in that
particular market segment, as in Copenhagen

in general in terms of number of hotels,

Marriott never-theless becomes significant in
both areas as far as number of rooms are
concerned.

The same applies to Hilton, which is located
by Copenhagen Airport but in the County of
Copenhagen. In terms of hotels, Hilton is an
insignificant player, but when it comes to
rooms, it becomes visible both among Subur-
ban Hotels and in the Copenhagen hotel mar-
ket in general.

To become a significant player in the Copen-
hagen hotel market it is sufficient just to have
one hotel of an adequate size.

Note: One hotel can have several distri-

City hotels e e i e s
connected to one hotel. However Arp-

Chain Hotels  Chain Rooms {farsen e Spranationslunantigios
sequently shown as one distributor.

Arp-Hansen / - Radisson SAS 1170

Supranational Arp-Hansen / 925

Choice Hotels 6 Supranational

Accor 6 Choice Hotels 828

Radisson SAS 4 Accor 666

Remmen Hotels 3 Scandic Hotels 634

Top International 3 First Hotels 403

Scandic Hotels 2 Marriot International 395

Best Western 2 Remmen Hotels 368

SRS World Hotels 2 Principal Hotels 364

Dansk Kroferie 2 Cab Inn Hotels 287

Principal Hotels 2 SRS World Hotels 225

Suburban hotels

Chain Hotels Chain Rooms

Choice Hotels 5 Choice Hotels 722

Scandic Hotels 3 Scandic Hotels 444

Best Western Hilton 382

Arp-Hansen / . Best Western 137

Supranational Arp-Hansen / o

Dansk Kroferie 1 Supranational

Hilton 1 t;r;‘igf:‘i’;e' 83

t;riigfzroi(teel 1 Comwell 61

Comwell 1 Dansk Kroferie 56

Source: Sadolin & Albeek
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Hotel operators

Hotel operators manage the operation of the
hotel. Operators can achieve economies of
scale by joining a chain of operators. Further-
more, operators can enhance the marketing of
their particular hotel by joining a hotel
distributor chain at a cost.

Operators have to weigh the cost of entering a
distributing chain against the potential reve-
nue the chain may generate in the form of
marketing and hence sales. Additionally, ope-
rators need to have a brand that is compatible
with the brands of a distributor.

It is common, however, in particular for the
major chains, that distributor and operator are
merged. For instance, Scandic Hotels may ser-
ve as a distributor for the hotels they operate.
Operators may distribute and distributors may
operate. However, some brands only concern
themselves with distributing and do not ope-
rate any hotels. This applies to e.g. Best
Western Hotels.

As for distributors, branding becomes focal
point for operators. The hotel or hotels must
differentiate their products from the products

Major hotel operators

of their competitors. In order to achieve eco-
nomies of scale, each single hotel or group of
hotels must provide a particular range of ser-
vices not provided anywhere else. The simp-
lest method may be in the form of location,
which is most widely used as a means of diffe-
rentiation. However, new innovative branding
techniques may adopt more progressive
strategies.

Operators in Copenhagen

The number of private operators is relatively
substantial in Copenhagen. Approximately 40
hotels are minor private or family hotels. The
largest operator, Arp-Hansen, is indeed priva-
te and operates more hotels than either Accor
or Choice, which each operate 6 hotels among
the City Hotels.

The same picture presents itself for Suburban
Hotels. Around 10 hotels are privately run. As
mentioned, however, the largest operator by
far, measured in number of hotels, is Choice
Hotels.

For a complete list of hotels we refer to
Appendix A.

City Hotels Suburban Hotels
Hotels Hotels
Arp-Hansen Hotel Group 7 Choice Hotels 5
Accor 6 Scandic Hotels 3
Choice Hotels 6 Comwell 1
Radisson SAS Hotels & Resorts 4 Hilton 1

Source: Sadolin & Albcek
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Hotel proprietors

Owning property or hotel property in particu-
lar is the objective of the hotel proprietor.

The proprietor and the operator of a hotel can
be the same company. Only a few companies
that specialise in owning property and in par-
ticular hotel property own hotels in Copenha-
gen. Operators may have a company that spe-
cialises in owning their hotel brand. This is
the case for First Host that owns hotels ope-
rated and distributed by First Hotels. Capona
and Pandox are independent of any operator,
owning hotels of alternating brands
throughout Scandinavia.

For the operator there may exist considerable
cost reductions concealed in the outsourcing
of property. The argument follows that of sale
and leaseback. Alternatively to having capital
tied in real estate, a hotel operator should in-
vest where the capital is expected to generate
the highest yield. Hotel operators must be ex-
pected to generate a higher yield doing what
they know best, namely managing the hotel as
an alternative to managing the property.

Major hotel proprietors

Proprietors in Copenhagen

The overlap between proprietors and opera-
tors is pronounced in Copenhagen. Approxi-
mately 50 of the around 70 hotels are owned
by the operator, leaving a limited number of
properties to investors.

Among the largest investors in the City Hotel
segment, Sorg Stolefabrik and InvestorPartner
can be mentioned. The number of small and
medium-sized private investors is approx-
imately 20. Even more surprisingly, it is obvi-
ous that the institutional investors in Den-
mark have not become significant players in
the hotel property market.

The impression is similar for Suburban Hotels.
However, in this category Capona has two
hotels, representing a very limited number of
specialised hotel property investors in Copen-
hagen.

City hotels Suburban hotels
Hotels Hotels
Operator 13 Property company 5
Private investor 9 Institutional investor 3
Limited partnership 6 Operator 2
Property company 4 Limited partnership 2

Source: Sadolin & Albcek
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COPENHAGEN HOTEL MARKET DEMAND

® Compound bed night growth rate since
1990 at 3 per cent p.a.

® High room occupancy with general
average of 73 per cent.

® Highly diversified nationality mix.

® Solid business demand in Quality Hotel
segment.

Generally speaking, the central part of Copen-
hagen comprises the two Municipalities of
Frederiksberg and Copenhagen, Copenha-
gen’s 500,000 inhabitants by far outnumbe-
ring Frederiksberg’s mere 90,000 inhabitants.
The hotels in these two areas combined cha-

racterise what we in a hotel market context de-

fine as City Hotels. The area has a diameter of
approximately 8 km.

Hotel market demand figures for Suburban
Hotels are based on and equal to statistics
provided for the County of Copenhagen. This
area has the closest proximity to Frederiks-
berg and Copenhagen and acts as a “buffer
zone” for the City Hotels, picking up excess
demand when necessary.

Bed night growth, City Hotels

15%

The number of inhabitants in the County of
Copenhagen is approximately 615,000 and
therefore merely accounts for half of the pop-
ulation considered in relation to all Copen-
hagen suburbs. The area, however, covers all
significant hotels in the suburbs with proxi-
mity to Copenhagen City that can be reached
within 20 minutes or less.

Bed nights in all of Copenhagen was 3.9 mil-
lion in 2001, an overall increase of 1.5 per
cent from early 2000 to late 2001. However,
the overall increase in fact covers a small re-
duction in demand for City Hotels in the order
of 0.1 per cent and an increase of nearly 10
per cent for Suburban Hotels which followed a
year with extensive demand growth. In 2000,
bed nights in Copenhagen thus grew by 9.2
per cent. All areas of Copenhagen experien-
ced growing demand from 1999 to 2000,
albeit the most pronounced increase then was
the 9.6 per cent lift recorded for City Hotels.

In 2000, the number of let rooms totalled 2.7
million. Not surprisingly, this figure followed
exactly the same pattern as bed nights in
2000, growth totalling 7.8 per cent. 2001 of-
fered more moderate growth rates with the
Copenhagen total for let rooms reaching 2.8
million, representing a growth rate of 1.3 per
cent.

10%
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Source: Statistics Denmark
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Room occupancy rates were as high as ever
for City Hotels in 2000, averaging 76 per cent
when taking all grades of hotels into account.
In 2001, occupancy rates fell to 73 per cent.
For Suburban Hotels occupancy was a little
lower, standing at 60 per cent, a level general-
ly sustained since the increases in the mid-
1990s.

Favourable aggregate demand developments
as seen in 2000 primarily strengthen the mar-
ket for the City Hotels. Hotel guests increas-
ingly favour City Hotels over more peripherally
located hotel premises.

In total, hotel performance in the Copenhagen
area was excellent in the latter part of the
1990s. Scandinavian demand surged, increas-
ing by 20 per cent to 844,000 bed nights in
2000. British demand followed suit at 18 per
cent, attaining 320,000 bed nights the same
year.

For an extensive overview of time series data

for the Copenhagen hotel market demand, we
refer to Appendix B.

Bed night growth, Suburban Hotels

15% 4

Nationality mix

Copenhagen CBD domestic demand is mod-
est compared to other similar cities. Only
about 30 per cent of bed nights are pur-
chased by Danes. Other European hotel
demand accounts for an additional 50 per
cent, leaving merely 10 per cent for North
American demand and 10 per cent for the rest
of the world.

The Scandinavian countries account for the
largest share of foreign hotel demand in CBD
with 21 per cent in total, Sweden alone ac-
counting for 13 per cent - the largest single
country share. Great Britain’s hotel demand
accounts for 9 per cent, surpassing Norwegi-
an demand by 150 bp.

The City Hotel demand composition renders
demand sensitive to international economic
volatility. In general, domestic demand is less
inclined to fluctuate in step with economic
trends - in fact, it may even run counter. How-
ever, this holds true for any international city
that conversely has the privilege of experien-
cing the effects of increasing international
travel the economic situation permitting.

10%

5%

0% A

-5% -

1990 1991 1992 1993 1994 1995 1996 1997

Source: Statistics Denmark

1999 2000 2001
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Suburban Hotel demand is composed in a
fundamentally different way. 55 per cent of
the overall demand is domestic and 35 per
cent is European. The remaining 10 per cent
of demand is evenly spread on various natio-
nalities, with no single nationality in the
segment standing out.

Sweden also has a strong hold on the Subur-
ban Hotel segment, accounting for 9 per cent
of demand, still leaving Scandinavian demand
unchallenged by any other foreign region.
Norwegian demand, however, merely matches
the share of Great Britain and Germany,
respectively.

Consequently, overall demand is more diffe-
rentiated in this segment than the City Hotel
segment. It follows that demand in this seg-
ment seems to be less dependent on the de-
mand originating from a foreign nationality.

Nationality mix

Among other things, the current economic
climate in Germany has taken its toll on Ger-
man hotel demand in Copenhagen in general.
In the early 1990s, German demand was about
the same level as British demand, but follow-
ing a continuous decline on the part of Ger-
man demand and vice versa for British de-
mand, German demand is now only 50 per
cent of the British demand.

British demand continues to grow stronger
and it is the market segment that increased
the most in the 1990s with an annual average
compound growth rate of 7 per cent. Domes-
tic demand ranks second with 6 per cent, fol-
lowed by Scandinavian demand with 5 per
cent.

City Hotels Suburban Hotels

Domestic @ Europe O Scandinavia O Other

31%

21%

21%

Source: Statistics Denmark
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Business mix

In general, leisure demand is what principally
motivates the demand for hotels, albeit with
major variations from area to area. Copenha-
gen City Hotels record the highest proportion
of leisure demand, whereas Suburban Hotels
primarily rely on business demand. Neverthe-
less, business demand for City Hotels is not
insignificant.

Leisure demand is the principal component in
Copenhagen hotel market demand in general.
In 1999, leisure demand accounted for 53 per
cent of all bed nights, whereas business
demand accounted for merely half of this

Business mix

figure, i.e. 26 per cent. The MICE component

(Meetings, Incentives, Conferences and Exhi-
bitions) accounted for the residual demand at
21 per cent. Although data on the subject are
scarce, the mix is generally considered stable.

Contrary to this, in the Quality Hotel segment
(defined as hotels with four or five stars and
150+ rooms in the City Hotel segment) busi-
ness related demand accounts for a very con-
siderable market share in Copenhagen. As
much as 55 per cent of demand can be attri-
buted to business guests in a sample of Qua-
lity Hotels in Copenhagen. The MICE segment
remains high, standing at 32 per cent, leaving
merely 12 per cent for leisure demand.

Copenhagen, Total Quality Hotels

Corporate 0O MICE O Leisure

20%

55%

32%

13%

Note: ,Copenhagen Total"is for 1999 when last estimated by the Danish Tourist Board.

Source: Danish Tourist Board
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COPENHAGEN HOTEL MARKET SUPPLY

® Compound room growth rate since 1990 at
4 per cent p.a.

® High growth rates especially seen since
year end 1999.

m fjve-star hotels are the largest in size and
the fewest in numbers.

m 11,000 rooms in the Greater Copenhagen

area.

Copenhagen has for several years had a con-
siderable undercapacity in the hotel market
compared to other capitals in Europe. How-
ever, the development currently underway is
gradually increasing the supply in the hotel
market.

Supply has been growing at a moderate com-

pound rate of 4 per cent p.a. since 1989, only
with decreasing aggregate supply in 1994 and
1999.

By December 2001 there were 92 hotels and
around 22,000 beds, the latter distributed on
11,000 rooms, in Copenhagen. Whereas 45
per cent of these hotels are convention ho-
tels, 51 per cent can be defined as business
hotels and 47 per cent as so-called garni ho-
tels (i.e. hotels without restaurant facilities).

Copenhagen City Hotels average 133 rooms
per hotel, whereas Suburban Hotels have 100
rooms per hotel on average. As opposed to
the City Hotels, which represent a great variety
of sizes, Suburban Hotels are either large or
very small. Similarly, there are only few very
large Suburban Hotels.

City Hotels

Copenhagen City Hotels obviously account
for the largest supply. In December 2001,
there were 66 hotels and around 17,000 beds,
distributed on 8,800 rooms, in the City Hotel
segment. 35 per cent are convention hotels,
52 per cent can be defined as business hotels
and 58 per cent as garni hotels.

In the period from 1996 to1999, however,
supply in terms of the number of hotels,
rooms as well as the number of beds fell. The
resulting reduction in competition improved
the economic environment for the hotels that
remained in the market. Yet by 2000, supply
growth in the sector had picked up, accom-
modating increasing demand. Growth conti-
nued into 2001.

Compound growth, however, reached 4 per
cent after 1989, concealing considerable
volatility.

The range of five-star Quality Hotels is very
modest. Particularly when taking into account
that the opening of Copenhagen Marriott Ho-
tel on 1 September 2001 boosted a 50 per
cent growth in this market segment, lifting the
number of five-star hotels from two to three.

Copenhagen hotel market

supply 2001
City Suburban
Hotels Hotels

Hotels 66 26
Rooms 8797 2568
Rooms per hotel 133 100
Beds 16 872 4 838
Beds per hotel 255 190

Source: Sadolin & Albaek

Major hotel chains in Copenhagen

Hotel chain Hotels

Choice Hotels 1
Supranational

Accor

Scandic Hotels

Best Western

Radisson SAS Hotels & Resorts
SRS World Hotels

Remmen Hotels

Top International Hotels
Dansk Kroferie

w W w N DM DN Ul OO O —

Source: Sadolin & Albaek
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Four and three-star hotels cover about the
same share of the market. The four-star ho-

tels, however, are more than twice the size of

the three-star hotels on average.

Choice Hotels, Accor and Scandic Hotels are
the largest players in the three-star market

segment. As for four-star hotels, the picture is

somewhat different. Choice Hotels is still

among the top three players. SAS Radisson

and Supranational (a distributor connected to

Arp-Hansen) are the other two. As a result,
Choice Hotels significantly dominates the
market segment that three and four-star

hotels address.

Suburban Hotels

Just as demand, supply for Suburban Hotels is

significantly lower than is the case for City

Hotels. There are approximately 4,900 beds
and 2,600 rooms, distributed on 26 hotels, of
which 80 per cent are conference hotels, 45

per cent are business hotels and merely 10

per cent can be categorised as garni hotels.

Needless to say, the market segment targeted

by Suburban Hotels differs somewhat from

that of the City Hotels. Business hotel guests

are evidently predominant here as illustrated

by the high percentage of conference hotels

and the relatively modest share of garni

hotels.

Graded hotel supply for City Hotels, May 2001

Grading Hotels Room type Total Rooms/Hotel
Single Double Suites

5 - star 3 88 661 16 765 255

4 - star 16 592 2767 127 3486 218

3 - star 36 798 2040 532 3370 94

In total 55 1478 5468 675 7621 139

Source: Sadolin & Abaek

Graded hotel supply for Suburban Hotels, May 2001

Grading Hotels Room type Total Rooms/Hotel
Single Double Suites

5 - star 1 341 40 382 382

4 - star 6 229 416 75 726 121

3 - star 13 108 815 100 1040 80

In total 20 337 1572 215 2148 129

Source: Sadolin & Abaek
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Suburban Hotel supply experienced more
moderate growth throughout the 1990s than
the City Hotels, e.g. in terms of hotel rooms
with 2 per cent p.a. on average. Here Quality
Hotel supply is scarce. There is one five-star
hotel, viz. the newly opened Hilton Hotel by
Copenhagen Airport.

The four-star hotels are more widespread in
terms of location than the hotels in the City
Hotel segment, especially in view of the size
of the respective two hotel market areas.
Choice Hotels dominates the four-star hotel
segment, tied to the Quality Hotel brand. Best
Western is the only significant follower.

Copenhagen hotel market supply 1990 - 2001

As far as three-star-hotels are concerned,
Scandic Hotels is the leading hotel chain in

the area with the concept of motorway hotels.

Choice Hotels ranks second, also with the
Quality Hotel brand.

City Hotels Suburban Hotels
Hotels Rooms Beds Hotels Rooms Beds
1990 56 6244 11089 21 1982 3703
1991 56 6556 113812 21 1964 3623
1992 58 6880 12543 24 2136 4026
1993 61 7155 13378 24 2136 4026
1994 60 7206 13415 22 2010 3796
1995 59 7093 13159 23 1989 3773
1996 60 7333 13645 22 1929 3676
1997 59 7316 13597 23 1996 3801
1998 59 7294 13652 24 2041 3 865
1999 56 7234 13658 24 2035 3879
2000 62 8029 15298 24 2113 4067
2001 66 8797 16872 26 2568 4838

Source: Statistics Denmark
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HOTEL MARKET TRENDS

® Weakening short-term demand.

® Catch-up process of demand to long term
trend expected to commence in 5 years’
time.

® Short and medium-term supply increases
will make competition fiercer.

m Some mixed business and leisure hotels
expected to close down.

Demand outlook

The Copenhagen hotel market benefited from
the prolonged upturn in the world economy in
the 1990s. However, 2001 introduced a be-
ginning slump. The horrific events that un-
folded on 11 September 2001 have reduced
expectations additionally, driving anticipa-
tions of a fast recovery into the ground. In the
long term, the effects of the economic slump
must be the prime concern of the hotel
industry.

Sadolin & Albzk’s demand outlook in the
short term follows the scenario created by the
temporary shock effects of the Gulf War on
Danish hotel market demand, and in the long
term closely interacts with the basic effects of
an economic slump in the Western World. The
most significant medium and long-term influ-
ence on hotel demand is, however, expected
to originate from the current economic situ-
ation.

Our model is mean reverting, i.e. the shock
effects will eventually subside and growth will
return to its long-term trend.

Short term

The economic downturn will in the short run
affect demand as corporate travels are post-
poned in anticipation of enhanced financial
capability. This postponement trend gained
further momentum in late 2001 when the in-
creased risk of air travel gave companies
further incentive to keep their human resour-
ces at home.

Leisure travels are to the same extent as
business demand linked to financial capabi-
lity. As income expectations continue to fall,
people will postpone their international tra-
vels. However, international trips will to some
extent be superseded by regional travelling or
domestic trips, e.g. Germans may turn to their
national tourist attractions in their vacations.

As a result, the current situation is expected
to boost Scandinavian demand, all things be-
ing equal. However, Scandinavian demand in
Denmark is predominantly constituted by
Swedish demand, which is at present weake-
ning on account of the unfavourable Swedish
terms of trade. This trend is expected to con-
tinue in the near future. Thus a fall in Swedish
demand is forecast for 2001 and 2002.

British trade and investment in Denmark is in-
creasing and this integration process can only
be expected to continue. British demand has
soared and is projected to continue rising,
albeit Britain is among the countries most like-
ly to be severely hit by the war on terrorism.
Consequently, future growth will take place at
a much more moderate pace than in 2000
when growth attained nearly 20 per cent.

Germany recently experienced difficulties in
maintaining the desired macroeconomic tar-
gets. Nevertheless, growth in the first half of
2001 was positive, reaching approximately 4
per cent, as Germany once again recovered.
German hotel demand in Denmark has been
decreasing for years, so the chances of a sud-
den return to the former level of demand are
slim, given the present climate.

North American demand will nothing short of
plunge. The terrorist attacks on the World
Trade Center and the Pentagon were unprece-
dented. Therefore any attempt to generate an
outlook becomes complicated. The closest
historical resemblance occurred in 1991 with
the allied retaliation to the Iraqi invasion of
Kuwait. In early 1991 American demand plum-
meted by 30 per cent - and from September to
October 2001 alone, American demand drop-
ped by a stag-gering 23 per cent. However,

Sadolin|ALB &K
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the present direct implications for air travel
and thus hotel bed nights are expected to be
prolong-ed in comparison to 1991, the argu-
ment being that the calculated risk of air travel
has increased significantly to an all-time high.
North Americans, however, are not among the
most frequent hotel guests in Denmark and
repercussions will be control-led. The reduc-
tions anticipated in our model correspond to
a fall of 6 per cent in dome-stic demand from
2000 to 2001.

Japan continues to have low economic growth
and the economic outlook is not favourable,
to the detriment of hotel demand. However, as
the Sadolin & Albazk model forecasts, Japa-
nese hotel demand can nothing but increase
after hitting rock-bottom levels. Other Far
Eastern countries account for a very modest
share of hotel demand in Copenhagen, al-
though it has increased rapidly over the last
couple of years, being one of the fastest
growing market segments. This development
is anticipated to continue.

No specific conferences are expected to have
a significant impact on demand. For the lar-
gest conference scheduled for 2002, 12,000
people will attend for 4 nights. This will in-
crease demand by 1 per cent as a maximum.

Long term

In the long term, hotel demand in Copenha-
gen is projected to eventually catch up to the
long term trend. Recovery is forecast to com-
mence within the next 5 or 6 years, and the
power of the catch-up will be directly propor-
tionate to the length of the slump. Conse-
quently, the longer the slump, the less time
will it take for the catch-up to be completed.
With an expected complete recovery in 2010,
demand will attain 5.20 million bed nights and
the compound growth rate will have reached 3
per cent.

The intuitive assumptions on the economic

developments that form the basis for Sadolin
& Albak’s outlook are listed below.

Sadolin|ALB &K

Notable basic assumptions for demand

outlook are:

Domestic growth will continue into 2002
but will be reduced to a contraction in the
second quarter.

British demand is severely effected by the
september 11 terrorist attacks. However
trade between Denmark and Britain will
increase further and demand growth is
expected to continue in the short as well
as the long run.

German demand will continue to grow

in spite of the macroeconomic situation,
because it will be regionally
concentrated.

Norwegian demand will continue to grow.

Swedish demand is severely affected by
the adverse global economic climate.
Demand will, however, increase in the

long term as the fixed link across the
Sound begins to play an ever growing

part in the integration of the Copenhagen/
Malmoe region.

In 2002, American demand drops to 30
per cent below the 2001 level. Demand
will slowly pick up in the long run and
will in the catch-up period be able to
sustain substantial growth.

In Japan the global economic climate and
domestic liquidity problems reduce
demand similar to American.

Other Far Eastern demand growth will
continue to soar. However, in the early
phase of the catch-up period, demand
growth will conform to the overall

average trend.



Supply outlook

Two large hotels, the Hilton Hotel by Copen-
hagen Airport and the Marriott Hotel on the
Copenhagen waterfront, were opened in 2001,
indicating the coming of interesting
developments in the hotel market.

The entry of these hotel chains has initiated a
thorough consolidation in the market. The
majority of the new entries are completely new
to the Copenhagen hotel market. Yet estab-
lished hotel chains are similarly preparing for
the keener competition. For instance, Choice
Hotels and Scandic Hotels may thus currently
be considered to boast the most progressive
market strategies.

The merger of Scandic and Hilton is sympto-
matic of this phenomenon precisely: An es-
tablished chain endeavours to meet competi-
tion and an international chain spots an op-
portunity to enter the market.

A great many projects have been announced
along with many large hotel chains either ex-
pressing their intentions to consolidate al-
ready existing positions in the market or to
introduce new brands to the market.

Among the chains that have expressed their
interest in the Copenhagen hotel market are
Starwood, Ritz-Carlton, Meridien and Accor.
However, most of these have postponed their
expansion plans in light of the present uncer-
tainty in international hotel markets.

Similarly, since 11 September some of the
more long-term projects have been cancelled.
Rica Hotels discarded their plans to erect a
hotel in @restad by the large conference faci-
lity of Bella Center. In addition, Choice Hotels
has abandoned the project of opening two
hotels by Vesterport train station with a total
of 800 rooms.

10 000 000 +

Hotel market trends and outlook, 1990-2010

I Room occupancy

9 000 000 +

8 000 000

Bed nights =====Beds per year

r 90%

80%

7 000 000

4000 000 +

3000 000 -

2000 000 -
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Source: Sadolin & Albaek

Short term

However as occupancy remains high, still
more new projects are replacing old ones and
several are realised. This applies to a total of
eight hotels that in our opinion will open in
the period from 2002 to 2005. The opening of
these hotels is the fundamental assumption
on which we base our demand outlook.

We have listed the hotels we presume to enter
the market in the table on page 32. One
project currently in the pipeline, Arp-Hansen
at Fisketorvet in Sydhavnen in 2004-2005, is
not listed. This project is just as likely to be
completed as the projects we have listed.
However, we only expect three entries in that
period in total.

The market will not be unaffected by these en-
tries. The minor mixed business and leisure
hotels will be seen to suffer in the stated peri-
od of time. Within this hotel segment there
has not been sufficient preparation to with-
stand the increased competition, and the pre-
dicament is furthered by the additional pres-
sure from an economic slump expected to
come.

Sadolin|ALB &K
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Although competition has already started to
stiffen, the market will not feel the complete
impact for some time. If calculating 12
months or so for these mixed business and
leisure hotels to be struck full scale by the
new situation, the first bankruptcies will be
seen in 2003. The number of bankruptcies will
presumably range from one to three in the
period from 2003 to 2005.

Hotel market supply reacts with a lag of ap-
proximately 12 months to the demand in the
market. As a result, 2006 is projected to be
the last year when bankruptcies are expected
to occur.

Long term

As economic growth is restored, the hotel
market will brace itself. For a period of approx-
imately two years after 2006 there are fore-
seen no new developments in the market. As
occupancy slowly returns to its 2002 level as

Basis for hotel supply outlook

a consequence of demand again following its
long-term trend, the Copenhagen hotel mar-
ket will once more become attractive to inter-
national hotel chains. We see approximately
two entries after 2008.

Ten hotels in total will have entered the
market and seven will have made their exit.

Market reallocations in the short term

In spite of the thorough consolidation efforts,
there is, all things being equal, no reallocation
in the number of hotels held by one chain
from 2001 to 2003, but rearrangements in
room ranking are nonetheless significant.

Even when disregarding development pro-
jects, Choice Hotels will significantly strength-
en its position in the market in general, con-
solidating its top three ranking in terms of
number of hotel rooms in Copenhagen.

Year Entries Exits*
Hotel Location Developer Rooms [Hotel Rooms
2002 Scandic/Hilton Sydhavnen KPC 280 1 74
Scandic/Hilton HK-huset 207
2003 Rainbow Ny Tgjhusgrunden  Thon 450 1 74
Choice Sydhavnen TK Development 216
Country Inns & suites @restad Keops 175
2004 First Hotels Daells Varehus TK Development 350 3 222
Scala Scala Cargill 225
2005 Kempinsky Tivoli - 160 2 148
2006
through No entries - ) .
2008
One hotel entry . . )
2009 with 400 rooms
One hotel entry
2010 with 400 rooms ) ) )

*
The size of a hotel that exits is estimated as the average of mixed business and leisure hotels with less than 140 rooms. On

average these hotels have 74 rooms and 144 beds.
Source: Sadolin & Albaek

Sadolin|ALB &K



Sadolin|ALB &K




34

HOTEL SUBMARKETS AND PERFORMANCE

® Standard-size Business Hotels will have
the most entries.

m Stable performance in Major Business
Hotels while Standard-size Business Hotels
catch-up.

m Counter-cyclic performance in Suburban
Hotels.

(1) Major Business Hotels

This market segment includes all well-estab-
lished hotels with four or five stars and 250+
rooms in the City Hotel segment. In total, the
segment comprises around 2,100 rooms and
the hotels are mainly located in Copenhagen
CBD.

The hotels cater to the top segment business
guests and are thus among the most up-to-
date and well-equipped hotels in Copenha-
gen. Marriott is included in this segment, but
no sufficient data are available yet.

(2) Standard-size Business Hotels

The Standard-size Business Hotels are also
categorised as four or five-star hotels and are
similarly found in the City Hotel segment. The
way that the Standard-size Business Hotels
differ from the Major Business Hotels is their
size in terms of number of rooms.

There are around 2,300 rooms in this seg-
ment. The hotels are mainly located in two
areas. Firstly, in the Central Station/City Hall
(Radhuspladsen) area where the largest hotels
are located . The hotels here are traditional
business hotels and fully meet the required
standards.

Secondly, the hotels are located in the area
around Kongens Nytorv and Nyhavn where
the minor hotels are located. The hotels in
this area typically distinguish themselves by a
more romantic image while still meeting the
standards demanded of hotels in this seg-
ment.

Sadolin|ALB &K

Some new entries are expected in this seg-
ment in the years to come. First Hotels in the
former department store of Daells Varehus at
Ngrregade and Kempinsky in Tivoli Gardens
are thus expected to open in 2004 and 2005,
respectively. Additionally, in 2004 a hotel is
expected to open in Scala by the Central
Station.

(3) Mixed Business and Leisure Hotels

The Mixed Business and Leisure Hotels com-
prise all three-star hotels in the City Hotel seg-
ment. There are 3,800 rooms in this category.

Again, the hotels are typically located in two
main areas: Firstly, in the Central Station/City
Hall area and secondly, around Kongens
Nytorv and Nyhavn.

The Central Station/City Hall area accommo-
dates very different hotels. Thus, the area be-
hind the Central Station has the densest con-
centration of hotels in the city and the hotels
here are on the whole Leisure Hotels. The ho-
tels have had the capacity to absorb excess
demand from the business hotels, hence the
categorisation.

In the area around the City Hall, the hotels are
mainly Business Hotels. Equivalently, these
hotels have had the capacity to absorb excess
demand from the Leisure Hotels and in parti-
cular attract the medium-priced segment of
hotel guests.

The area around Sydhavnen is set to become
a new geographical hub for this segment. In
2002, Scandic/Hilton opens a three-star hotel
in Sydhavnen with direct access to one of the
arterial roads coming in from south of Copen-
hagen. Choice is also interested in placing a
new hotel in this area.

(4) Suburban Hotels

In the County of Copenhagen there is a great
variety of hotels. The segment generally

comprises three or four-star hotels. Hilton by
Copenhagen Airport is the only five-star hotel



in this segment. Generally speaking, it can be
argued that the hotels in this segment are
Conference Hotels as leisure and business
related demand in these areas is limited, at
least in comparison to City Hotels.

The hotels in this segment have, in addition
to serving as Conference Hotels, had the abi-
lity to absorb excess demand from Copenha-
gen CBD.

Hotel market performance

2000 was an exceptionally good year for the
Copenhagen hotel market in general. Good
performance was seen in all areas when com-
pared to past years. 2001 continued the
growth trends of 2000 in the early months of
the year. However, the beginning economic
slump soon started to take its toll and key
performance indicators came out moderately
lower than 2000.

Particularly the Standard-size Business Hotels
have performed well in the last couple of
years. Room Yield increases attained around
40 per cent in 2000. This hotel segment is
seen to slightly outperform the Major
Business Hotels.

The number of Major Business Hotels is mod-
est, viz. approximately 5 hotels. The segment
has for several years performed well on avera-
ge, partly due to high and continuously stable
occupancy rates.

In this segment, the great increase in overall
demand seen in 2000 was not as evident as in
the other segments, yet the level of demand in
this segment reflects significantly more stabi-
lity throughout the year and when seen over a
number of years.

The high Room Yield increases for Standard-
size Business Hotels can be seen as a result of
successful yield management as well as a
substantial rise in occupancy rates for this
segment. This will help reduce the impact of
future lower occupancy rates.

Also the Mixed Business and Leisure Hotel
segment has performed well. Occupancy rates
in this segment have surpassed all other seg-
ments and the Average Achieved Room Rate
improved by 10 per cent in 2000. In 2001,
growth still reached 2 per cent despite of
falling occupancy.

Some of the Mixed Business and Leisure Ho-
tels are anticipated to experience difficulties
in meeting satisfactory performance targets
under poorer market conditions. The more se-
condary hotels in this segment are not expec-
ted to have consolidated their position signifi-
cantly to accommodate increased competition
in a slowing market.

On average, Suburban Hotels perform similar
to the Mixed Business and Leisure Hotels
within the City Hotel segment.

Nevertheless, especially in years of good per-
formance in the Copenhagen hotel market
there is a tendency to see Room Yield growth
concentrated in the City Hotel segment. Thus
Room Yield growth in 2000 only constituted 2
per cent, whereas occupancy rates actually
dropped. On the other hand, when City Hotels
experienced a fall in occupancy in 2001, the
Suburban Hotels managed to achieve
increasing Room Yields as well as occupancy
rates.

Generally speaking, high occupancy rates
have influenced performance in the last cou-
ple of years. In spite of the onset of an econo-
mic slump in 2001, all City Hotel segments re-
corded occupancy rates of around 75 per
cent.

Conversely, the good performance figures can
be partly accredited to successful yield mana-
gement and thus be labelled as structural.
Consequently, structural performance in the
long term improved throughout the latter part
of the 1990s in general. This was reflected in
the development in rent levels.
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Copenhagen hotel market performance levels

DKK 1995 1996 1997 1998 1999 2000 2001 .G(ff_‘.”o‘(',‘
- Per year -

Major Business Hotels

LR B B SR & 8 B 8

Average Achieved Room Rate (1) 580 610 640 720 740 800 840 5%

Room Yield (2) 420 470 500 540 600 650 630 -3%

Occupancy in per cent 73 78 78 75 80 82 75 -7%

GOP per room (3) 74000 115000 124000 129000 149000 168000 153000 -9%

Rent per room 66 000 76 000 84 000 92 000 99000 109000 102000 -6%

Standard-size Business Hotels

L2 S R IS & 8 8 8 J

Average Achieved Room Rate 540 560 620 650 740 850 870 2%

Room Yield 360 390 460 470 480 670 650 -3%

Occupancy in per cent 67 69 75 72 64 78 74 -4%

GOP per room 65 000 75000 83000 85 000 87000 139000 128000 -8%

Rent per room 48 000 53 000 56 000 63 000 73 000 87 000 83 000 -5%

Business and Leisure Hotels

* ¥ ¥

Average Achieved Room Rate 410 430 430 500 500 550 560 2%

Room Yield 280 300 320 360 360 440 420 -5%

Occupancy in per cent 69 71 73 73 72 79 75 -4%

GOP per room 47 000 47 000 60 000 66 000 66 000 89 000 67 000 -25%

Rent per room 34 000 36 000 39 000 44 000 49 000 55 000 53 000 -4%

Suburban Hotels

kK — Xk kKX

Average Achieved Room Rate 430 440 440 450 500 520 520 0%

Room Yield 260 290 290 300 330 340 350 3%

Occupancy in per cent 60 66 65 67 66 65 68 3%

GOP per room 56 000 64 000 66 000 67 000 64 000 90 000 90 000 0%

Rent per room 41 000 42 000 45 000 48 000 52 000 56 000 56 000 0%

Note: For a complete list of the relevant hotels we refer to Appendix A. The numbers on the location map to the right refer to this list.

Sources: Sadolin & Albaek

(1) AARR: Operational income from let rooms per let room.

(2) Room Yield: Operational income from let rooms per room.

(3) Gross Operational Profit: Operational income net of operational expenses,

excluding interest payments and depreciation.
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HOTEL INVESTMENT

® For long lease contracts net initial yields hotels trading at 7.00 to 8.00 per cent. For
above the 6.75 per cent bracket. the operational contracts net initial yields
® Hotel investment market dominated by range from 8.75 to 9.50 per cent.

private investors.
The relative invariance of the Standard-size

Business Hotel segment in terms of hotel

Major Business Hotels trade at net initial trading performance has brought down net

yields in the order of 6.75 to 7.25 per cent initial yields and has closed the yield margin
for long lease contracts. For short leases, at which they trade. For long lease contracts
the margin is somewhat wider, 100 bp, this becomes particularly evident as they

Net initial yields, Major Business Hotels
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R
6% +
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4% + t {
Long lease Short lease Operational contract

Source: Sadolin & Albcek

Net initial yields, Standard-size Business Hotels
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Source: Sadolin & Albcek
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trade at net initial yields of 7.00 to 7.25 per
cent. For short leases the margin is similarly
narrower for this segment than for the Major
Business Hotels, i.e. 75 bp, these hotels tra-
ding at 8.25t0 9.00 per cent. However, the
spread in yields for operational contracts is
less pronounced, yields running from 9.00 to
10.00 per cent.

Net initial yields, Mixed Business and Leisure Hotels

13% ~
12% -
11% ~
10% -

9% -

7%
6% -

5% T

For Mixed Business and Leisure Hotels the
spread in net initial yields is also insignificant.
Long leases trade at 7.00 to 7.50 per cent. For
short leases the margin widens as the seg-
ment spans several different types of hotels,
all representing different risk. Short leases tra-
de at net initial yields ranging from 8.50 to
10.50 per cent. The diversities within this seg-
ment are also reflected in the operational con-
tracts, which trade at yields in the order of
9.00 to 12.00 per cent.

4% t
Long lease Short lease

Source: Sadolin & Albcek

Net initial yields, Suburban Hotels
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Sadolin|ALB &K

39



40

Hotel trading

New construction has characterised the Cop-
enhagen hotel market in recent years.

The hotel investment market is dominated by
private investors. partly due to the great pre-
valence of owner-occupancy in the market.

Private investors in tax-driven limited partner-
ships are also very common players in the
Copenhagen hotel investment market. Hotel
property provides a tax depreciation allowan-
ce of 5 per cent p.a. The chief concern for this
investor segment is to minimise risk and
hence cash flow volatility. Thus, the typical
lease in relation to the private investor is not
pegged to turnover performance.

Specialised investors, such as Capona or
Pandox, are less common in the market. Their
unique market knowledge enables them to
take higher risks. As a result, lease contracts
pegged to turnover performance are the norm
for this type of investor.

Capona owns two hotels in Copenhagen out-
side CBD. Today, in Copenhagen CBD there
are no specialised investors.

Institutional investors have been reluctant to
enter the hotel investment market in Copen-
hagen. However limited the prevalence of in-
stitutional investors operating in the market,
the area outside CBD is to a lesser extent
privately owned.

Sadolin|ALB &K

Notable transactions include:

® |n 1998 a private investor sold Webers
Hotel at Vesterbrogade in CBD to Investor-
Partner - a domestic limited partnership -
at DKK 150 million and a net initial yield at
7.4 percent. The current operator is
Scandic Hotels on a long lease contract.

® |In 1999 domestic developer TK Develop-
ment built a hotel for First Host, also at
Vesterbrogade. The hotel was the first City
Hotel opened by First. The transaction
price was DKK 280 million.

® |n 1999 the construction of a new Hilton
hotel at Copenhagen Airport was com-
menced. The hotel is integrated in the
airport building, making access from
hotel to airport as easy as possible. The
owner of the hotel is Copenhagen Airport.

® In 1999 Nykredit built a new hotel on the
waterfront in Copenhagen CBD. Inciden-
tally, this hotel construction was a precon-
dition for the erection of Nykredit’s own
head office premises that were constructed
on the neighbouring site at the same time.
The tenant is Marriott. The cost was ap-
proximately DKK 500 million.

® |[n 2000 domestic Cevo-Invest sold Palace
Hotel near the City Hall square with Princi-
pal Hotels on a short lease. Principal Hotels
has continued as tenant.



® |n 2000 Cevo-Invest sold Komfort Hotel

in CBD to InvestorPartner with Principal
Hotels on a short lease. Principal Hotels
has continued as tenant.

In 2000 Neptun Hotel and Hotel Esplana-
den were sold by a private proprietor to
InvestorPartner at a price of DKK 115 mil-
lion and DKK 85 million, respectively. The
tenant is Choice Hotels on a 20-year lease.
Net initial yield was approximately 7.25 per
cent.

® |n 2000 Arp-Hansen sold Hotel Astoria to

domestic property investment company
Ejendomsinvest. Arp-Hansen re-leased
the hotel at a long lease contract. The
price was approximately DKK 70 million
with a net initial yield of 7.4 per cent.

In 2001 Scandic Hotels begun construc-
tion of a new hotel in Sydhavnen with im-
mediate access to one of the most signifi-
cant approach roads to Copenhagen. The
cost is approximately DKK 200 million. The
hotel was pre-sold to a private investor at a
net initial yield of approximately 7.25 per
cent.

Sadolin|ALB &K
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LIST OF HOTELS

3 to 5 star City hotels

# Hotel Street E?)f:ltgl E?::?II ct Stars
1 Copenhagen Admiral Hotel Toldbodgade 24-28 1253 Copenhagen K 4
2 Radisson SAS Royal Hotel Hammerichsgade 1 1611 CopenhagenV 5
3 Radisson SAS Scandinavia Hotel Amager Boulevard 70 2300 CopenhagenS 4
4 Scandic Hotel Copenhagen Vester Sggade 6, P.O Box 337 1601 CopenhagenV 4
5 Copenhagen Marriott Hotel Kalvebod Brygge 5 1560 CopenhagenV 5
6 Hotel D'Angleterre Kongens Nytorv 34 1050 CopenhagenK 5
7 71 Nyhavn Hotel Nyhavn 71 1051 Copenhagen K 4
8 Clarion Hotel Neptun Sankt Annz Plads 18-20 1250 Copenhagen K 4
9 First Hotel Vesterbro Vesterbrogade 23-29 1620 CopenhagenV 4
10 Grand Hotel Vesterbrogade 9 1620 CopenhagenV 4
11 Hotel Kong Arthur Ngrre Segade 11 1370 Copenhagen K 4
12 Hotel Kong Frederik Vester Voldgade 25 1552 CopenhagenV 4
13 Imperial Hotel Vester Farimagsgade 9 1606 CopenhagenV 4
14 Palace Hotel Radhuspladsen 57 1550 CopenhagenV 4
15 Phoenix Copenhagen Bredgade 37 1260 Copenhagen K 4
16 Sofitel Plaza Copenhagen Bernstorffsgade 4 1577 CopenhagenV 4
17 Sophie Amalie Hotel Sankt Anna Plads 21 1250 Copenhagen K 4
18 Radisson SAS Falconer Hotel Falkoner Alle 9 2000 Frederiksberg 4
19 Absalon Hotel Helgolandsgade 15 1653 CopenhagenV 3
20 Ansgar Hotel Colbjgrnsensgade 29 1652 CopenhagenV 3
21 Comfort Hotel Europa Colbjgrnsensgade 5-11 1652 CopenhagenV 3
22 Comfort Hotel Excelsior Colbjernsensgade 6 1652 CopenhagenV 3
23 Hotel Christian IV Dr. Tvaergade 45 1302 Copenhagen K 3
24 Hotel du Nord Colbjernsensgade 14 1652 CopenhagenV 3
25 Hotel Tiffany Colbjarnsensgade 28 1652 CopenhagenV 3
26 Ibis Copenhagen Star Hotel Colbjernsensgade 13 1652 CopenhagenV 3
27 The Mayfair Hotel, BW Helgolandsgade 3 1653 CopenhagenV 3
28 Top Hotel Hebron Helgolandsgade 4 1653 CopenhagenV 3
29 Ascot Hotel Studiestrade 61 1554 CopenhagenV 3
30 Comfort Hotel Esplanaden Bredgade 78 1260 Copenhagen K 3
31 Comfort Hotel @sterport Oslo Plads 5 2100 Copenhagen @ 3
32 Copenhagen Strand Havnegade 37 1058 Copenhagen K 3
33 DGI-byens Hotel Tietgensgade 65 1704 CopenhagenV 3
34 Hotel Alexandra H.C. Andersens Boulevard 8 1553 CopenhagenV 3
35 Hotel Astoria Banegardspladsen 4 1570 CopenhagenV 3
36 Hotel City Peder Skrams Gade 24 1054 Copenhagen K 3
37 Hotel Danmark Vester Voldgade 89 1552 CopenhagenV 3
38 Hotel Maritime Peder Skrams Gade 19 1054 Copenhagen K 3
39 Hotel Opera Tordenskjoldsgade 15 1055 Copenhagen K 3
40 Ibis Copenhagen Crown Hotel Vesterbrogade 41 1620 CopenhagenV 3
41 Ibis Copenhagen Triton Hotel Helgolandsgade 7-11 1653 CopenhagenV 3
42 Ibsens Hotel Vendersgade 23 1363 Copenhagen K 3
43 Mercure Hotel Copenhagen Vester Farimagsgade 17 1606 CopenhagenV 3
44 gg;fﬂﬁaggael Richmond Vester Farimagsgade 33 1606 CopenhagenV 3
45 Mermaid Hotel Lengangsstraede 27 1468 Copenhagen K 3
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3 to 5 star City hotels

Postal

Postal

# Hotel Street Code District Stars
46 Park Hotel Jarmers Plads 3 1551 Copenhagen V 3
47 Savoy Hotel Vesterbrogade 34 1620 CopenhagenV 3
48 Scandic Hotel Webers Vesterbrogade 11B 1620 CopenhagenV 3
49 Avenue Hotel Aboulevarden 29 1960 Frederiksberg C 3
50 Cab Inn Copenhagen Danasvej 32 1910 Frederiksberg C 3
51 Cab Inn Scandinavia Vodroffsvej 55 1900 Frederiksberg C 3
52 Comfort Hotel Rossini Gammel Jernbanevej 27 2500 Valby 3
53 Hotel Fy & Bi Valby Langgade 62 2500 Valby 3
54 Leda Hotel Svanevej 6 2400 Copenhagen NV 3
3 to 5 star Suburban hotels

# Hotel Street ng;:l B?::?II ct Stars
55 Hilton Copenhagen Airport Ellehammersvej 20 2770  Kastrup 5
56 Quality Hotel Marina Vedbak Strandvej 391 2950  Vedbak 4
57 BW Hellerup Parkhotel Strandvejen 203 2900  Hellerup 4
58 Quality Airport Hotel Dan Kastruplundgade 15 2770  Kastrup 4
59 BW Taastrup Park Hotel Brorsonsvej 3 2630  Taastrup 4
60 Quality Hotel Hgje Taastrup Carl Gustavs Gade 1 2630  Taastrup 4
61 Glostrup Park Hotel Hovedvejen 41 2600  Glostrup 4
62 E?c‘)jti:-:i?onttiéaotel Engvej 171 2300 CopenhagenS 4
63 &glr:?grzlrtecsczt:tléfursus' 09 Frederiksborgvej 105 3500 Vearlgse 3
64 Comwell Holte Kongevejen 195 2840 Holte 3
65 Gentofte Hotel Gentoftegade 29 2820  Gentofte 3
66 Scandic Hotel Eremitage Lyngby Storcenter 62 2800  Lyngby 3
67 Drager Hotel Drogdensvej 43 2791 Drager 3
68 Drager Kro Strandgade 30 2791 Drager 3
69 Quality Hotel Lautruppark Borupvang 2 2750  Ballerup 3
70 Herlgv Kro - Hotel Herlev Torv 9-11 2730  Herlev 3
71 Scandic Hotel Hvidovre Kettevej 4 2650  Hvidovre 3
72 Ishgj Hotel Ishgj Narregade 1 2635  Ishgj 3
73 Quality Hotel Brendby Park Breandbyvester Boulevard 6 2605  Brendby 3
74 Scandic Hotel Roskildevej 550 2605  Brendby 3

Glostrup / Copenhagen

Sadolin|ALB &K
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COPENHAGEN HOTEL MARKET DEMAND

Copenhagen hotel market demand

Growth
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 00-01
City hotels
Bed nights
Total 2277 639 2399908 2442380 2574134 2587221 2853645 2830624 2842000 2969811 3256 341 3252212 -0,13%
Nationality
Domestic 512034 538608 560467 619162 648566 703050 696904 763974 836867 882699 865543 -1,94%
Scandinavia 496 212 515167 485563 515005 499281 586085 558878 562250 586423 709735 673496 -511%
Germany 134104 148583 170257 159842 156920 168 794 145442 135848 129324 131838 134004 1,64%
UK 142319 148 801 157 149 180901 181 534 194982 205948 214409 241860 287912 307119 6,67%

Other European 428 912 439526 458154 473205 459620 524800 532141 521926 544342 564599 599980 6,27%
European total 201 547 1252077 1271123 1328953 1297355 1474661 1442409 1434433 1501949 1694084 1714599 1,21%
North America 223590 230571 222235 234811 221181 217678 217782 230793 243364 274847 283067 2,99%
Asia 79 083 95 774 86513 88 962 81901 136696 119087 134838 144943 151074 145896 -3,43%
Other 261385 282878 302042 308554 338218 321560 354442 277962 242688 253637 243107 -4,15%

Room demand

Let rooms 1589941 1664779 1692221 1764903 1810876 1961380 1960543 1977004 2079648 2247 414 2223 837 -1,05%
Occupancy

Beds 51% 50% 49% 51% 52% 57% 57% 56% 56% 58% 56%

Rooms 64% 64% 63% 66% 69% 74% 73% 73% 74% 76% 73%

Suburban hotels

Bed nights
Total 482 257 495859 477693 495154 493239 590797 573429 587608 590628 632233 695193 9,96%
Nationality
Domestic 214110 225606 220735 246122 260519 306853 292294 313528 332039 370242 39139 5,71%
Scandinavia 74 840 73 924 62 158 62 381 56 496 82 525 69 068 87771 85 750 94 611 91 449  -3,34%
Germany 51727 64490 76557 61579 47773 51 449 36 331 35916 37666 34187 36092 5,57%
UK 25 762 27362 24338 23952 27 573 28 805 34933 33036 28839 32177 53981 67,76%

Other European 71599 62 189 53 254 57612 52 100 79 221 102 319 84 438 70 521 62 639 68 475 9,32%
European total 223928 227965 216307 205524 183942 242000 242651 241161 222776 223614 249997 11,80%

North America 15602 16 440 13972 11223 10213 10 739 11132 12 382 12 250 12 481 21 090 68,98%
Asia 2 241 3327 1686 1965 3 845 4917 8 042 8126 9784 10 708 11190 4,50%
Other 26 376 22 521 24 993 32 287 34 720 26 288 19310 12 411 13779 15188 21520 41,69%

Room demand

Let rooms 354 047 360055 350710 367183 379322 443428 440619 454009 447524 476970 535625 12,30%
Occupancy

Beds 35% 34% 33% 36% 37% 44% 42% 42% 42% 43% 40%

Rooms 48% 47% 46% 51% 54% 63% 61% 62% 62% 62% 60%

Source: Statistics Denmark
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O Acknowledgements must be made for
any quotations
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13
14

19
24

28
33
45

First Hotel Vesterbro
Hilton Copenhagen
Airport

Copenhagen Mariott Hotel
Scandic Hotel
Copenhagen

Radisson SAS Royal Hotel
Phoenix Copenhagen
Hotel D’Angleterre
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