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Toronto Hotels Go Lux

By: Paul Varteressian - HVS Canada

Commencing in 2009, eight boutique and
luxury hotels of the highest quality will
enter the Toronto lodging market. The new
supply will be geographically dispersed
and will undoubtedly enhance the overall
quality of Toronto's lodging market. From
an economic perspective, however, the
luxury and boutique markets will both
face a surplus of supply with unproven
demand to match-the high-end market in
Toronto is fairly small at the moment, and
the onslaught of new supply will entirely
redefine the city's lodging landscape. As
such, market equilibrium will elude
Toronto's high-end lodging market for
some time.

Since the Hazelton Hotel opened in
August 2007, it has enjoyed a monopoly
on Toronto's most affluent lodging
clientele because of its well-deserved title
as the only five-star property in the city.
The Hazelton will soon face healthy
competition when the luxury segment
expands dramatically, commencing in
2010 with the addition of four luxury
hotels, all of which are currently under
construction and moving forward.

The luxury hotel market will comprise the
existing 77-unit Hazelton Hotel, the new
260-key Four Seasons, the 267-key Ritz-
Carlton, the 200-key Shangri-La Hotel,
and the 256-key Trump International
Hotel & Tower. By 2013, five luxury
hotels and 1,060 lavish guestrooms will
compete on a daily basis for affluent
transient and group demand; however, a

dramatic expansion of the boutique
market, which also targets the wealthy,
will further complicate this competitive
environment.

Numerous boutique hotels have been
developed in Toronto over the past several
years, but this segment is still in its
infancy. Beginning in 2009, however,
Toronto's boutique market will begin to
expand with the opening of the 120-key
Thompson Hotel in Toronto's
entertainment district. The 160-key Hotel
Le Germain Maple Leaf Square, the 161-
key Boutique Hotel at One Bloor Street
East, and the 150-key Hotel Gansevoort
will soon follow.

Three distinct geographic areas have been
deemed appropriate for luxury and
boutique hotel developments: Toronto's
entertainment district, the financial and
primary  business  district, and
Yorkville/Bloor Street. These areas are
considered to be either affluent or trendy
and proximate to the city's primary
corporate and leisure demand generators,
which are so important to the success of a
hotel.

Can lodging demand growth keep pace
with a market that will be required to
absorb an additional 1,574 luxury and
upscale boutique guestrooms daily, or
574,510 guestrooms annually, by 2013?
Historically, the upper-upscale and
boutique markets combined have achieved
annual occupancies around the high sixty

percent range, which is relevant to
predicting the future performance of the
market at a stabilized level; however, it
must be kept in mind that Toronto's upper-
upscale boutique and luxury hotel markets
are mostly unproven relative to the
upscale market. There is some evidence
that supports the potential success of the
new product, notably the stabilized
performance of the Hotel Le Germain and
the SoHo Metropolitan, which have been
able to capture more than their fair share
of overall demand while achieving
average room rates at the top end of the
market.

Construction pipelines can change,
particularly in a liquidity crisis and a
credit crunch, but, assuming that all eight
projects are adequately financed, at least
one luxury or boutique hotel will open
every year for five years starting in 2009.
The bulk of the rooms are scheduled to
open in 2011 and 2012. This means that
occupancies will contract as each new
hotel is added. The industry will require
additional time to stabilize, and it will be a
slow process before all eight hotels are
performing to the high standard set by
their aesthetic values and quality.

It is an exciting time for Toronto's hotel
industry. As the skyline slowly changes,
an entirely new hotel market is being born.
Nevertheless, those invested in the success
of either the luxury or boutique market
will need patience to see it through to
profitability and stabilization. A
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DEFINITIONS

Occupancy: Rooms sold divided by rooms available.

Room Revenue: Total room revenue generated from the sale or rental of rooms.

Average Daily Rate (ADR): Room revenue divided by rooms sold.

Room Revenue Per Available Room (RevPAR): Room revenue divided by rooms available (occupancy times average room rate will

closely approximate RevPAR).

If you have any questions regarding this publication please send a message to bmacdonald@hvs.com
Web Site: http://www.hvs.com
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HVS is the leading consulting and appraisal firm specializing solely in the hospitality industry. HVS personnel have university degrees
in Hotel Administration, or actual hotel work experience, and are taking further courses of study to obtain recognized real estate
designations. HVS has consulted for over 10,000 hotels in 55 countries.

For a complete list of consulting and valuation offices click here.
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