Hotel Spa Profits Rise
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Spas Meet Needs Of Hotel Guests And Owners

LOS ANGELES, Jan. 7 /PRNewswire/ ——- A special analysis of hotel spa

department operating statements conducted by PKF Hospitality Research (PKF-HR)
finds that a 9.7 percent increase in hotel spa revenues resulted in an 11.3
percent gain in spa department profits in 2006. Driving the increase in
revenues was a 9.6 percent increase in the sale of such popular spa services
as massages, body scrubs/wraps, and facials. Also contributing were gains in
revenue generated from local membership fees, fitness lessons and personal
training, and the sale of merchandise and clothing. These observations come
from the recently released inaugural edition of Trends in the Hotel Spa
Industry published by PKF Hospitality Research, an affiliate of PKF

Consulting
(PKF-C) . The report is believed to be the most comprehensive analysis of
hotel

spa department financial performance in the industry.

"Over the past decade, hotels across the nation have added spa operations
to meet escalating consumer expectations and to increase revenues and
profits," said Mark Woodworth, president of Atlanta-based PKF-HR. "A growing
number of people are leading healthier lifestyles and demanding spa services
when they travel. Further, by offering and promoting spas to their guests,
hotels have generated increased interest in pampering and luxurious spa
experiences.

"Hotel spas are now seemingly ubiquitous and have reached a level that
warrants a serious study of this industry," Woodworth said. "As spas become
even more prevalent, the need for effective management of these facilities 1is
imperative. PKF Hospitality Research and PKF Consulting have a 7l1-year legacy
of providing the hospitality industry with valuable information that allows
hotel owners, operators, and other interested parties to benchmark the
performance of their operations to industry-wide measures. This report builds
on that legacy."

From a total sample of 147 operating statements for hotels with spa
operations, PKF-HR analyzed the financial performance of 46 resort spas and
17
urban hotel spas that reported extensive revenue, expense, and profit data
for
both 2005 and 2006. The Trends in the Hotel Spa Industry report presents
year-—
to-year changes in spa department financial performance sorted by location,
as
well as revenue categories. Under the guidance of Bruce Baltin, a Los
Angeles-
based Senior Vice President of PKF-C, the interpretation of the data and
development of the editorial content was conducted by representatives of
Health Fitness Dynamics, Miraval, and Cornell University, as well as analysts
from PKF Consulting.

The following paragraphs highlight the major findings of the PKF-HR hotel
spa financial analysis.

Spa Revenues

From 2005 to 2006, total hotel spa revenue grew from $2,886 per available
room (PAR) in 2005 to $3,166 PAR in 2006. This 9.7 percent increase compares



favorably to the 8.2 percent increase in total hotel revenues and a 5.9
percent average gain in sales from all other operated departments.

"When evaluating spa revenues, it is important to analyze sales based on
a
dollar-per—-square—-foot, or dollar-per-revenue-station basis," Baltin noted.
"These metrics help an owner evaluate the potential return on investment when
adding a spa operation." In 2006, hotel spa revenues averaged $130.62 per
square foot, or $115,823 per revenue station. Revenue stations consist of
treatment rooms and salon stations.

Treatments such as massages, body wraps, and facials are the largest
sources of revenue for hotel spas. Together, they comprised 73.0 percent of

the revenue generated by hotel spa departments in 2006. "While spas offer a
wide range of services, massages remain the top revenue generator for several
reasons," Baltin noted. "First, most consumers are unaware of or may be

intimidated by more exotic spa treatments and, therefore, tend to gravitate
towards the norm. Second, nothing beats a massage when you are seeking a
relaxing and indulgent experience. Finally, as more men are taking advantage
of spa services, they tend to be drawn to massages as their treatment of
choice."”

Clothing and merchandise sales exhibited the greatest gains of all
revenue
sources during the year (20.4 percent) and represent 6.6 percent of total
departmental revenue. "As more hotels' guests are becoming educated spa
consumers, they are incorporating elements of the spa experience into their
everyday life by purchasing items that can enhance the home spa experience,
such as candles, clothing, music and literature. Thus, spa boutiques have
become an integral component of the spa business model as they provide
products that relate specifically to individual treatments and thus,
contribute positively to the bottom line," Baltin observed.

Spa Expenses

Because hotel spa departments are not directly burdened with their
overhead costs, the majority of spa department expenses are variable in
nature. Therefore, it is not surprising that the increase in operating
expenses paralleled the 9.7 percent gain in revenue. In 2006, total spa
department operating expenses grew 9.0 percent. Exhibiting the greatest gains
were labor costs (9.6 percent) and cost of goods sold (9.0 percent). Combined,
all other operating expenses grew 6.6 percent during the year.

In an effort to provide truly hands-on, personal levels of service, hotel
spa departments are labor intensive operations. Taken together, salaries,
wages, and benefits account for 73.6 percent of all spa department operating
expenses. "It is apparent that, like the hotel industry, increasing labor
costs are a key operating variable in the spa industry. As treatment prices
continue to rise, the spa therapist's percentage of revenue closely follows.
Further, the difficulty of efficient therapist scheduling also results in
higher labor costs," Baltin noted.

Other major operating costs include contract services (5.3 percent of
total expenses), cost of merchandise and clothing sold (4.8 percent),
professional products and supplies (4.8 percent), and operating supplies (3.6
percent) .

Spa Profits

"As the spa industry continues its evolution and revenues increase, U.S.
hotels are enjoying more profits from their spa operations," Baltin said.
"From 2005 to 2006, hotel spa department profits increased 11.3 percent. This
is greater than the 9.9 percent average growth in profits for all operated
departments during the same period."

Due to the extensive labor requirements, spa departments achieve lower-
than-average profit margin ratios, compared to all other operated departments.



In 2006, the average hotel spa department achieved a profit margin of 31.1
percent. This compares to a 40.8 percent profit margin ratio for all other
operated departments combined. Higher profit margins were achieved by resort
hotels (33.3 percent) compared to urban hotels (17.9 percent).

"With a stronger focus on staffing and a better understanding of the
local
community, both urban and resort spas have an incredible opportunity to
increase their profit margins," Baltin concluded. "A properly operated and
marketed spa facility can enhance the overall hotel's performance in terms of
rate potential, occupancy, and guest demand diversity."

To purchase a copy of the 2007 Trends in the Hotel Spa Industry report in
PDF format, please visit the firm's online store at www.pkfc.com/store, or
call (866) 842-8754. The 36-page report contains several data tables that
allow hotel operators to benchmark the financial performance of their spa
departments.

PKF Hospitality Research (PKF-HR), headquartered in Atlanta, is the
research affiliate of PKF Consulting, a consulting and real estate firm
specializing in the hospitality industry. PKF Consulting has offices in
Boston, New York, Philadelphia, Washington DC, Atlanta, Indianapolis, Houston,
Dallas, Bozeman, Sacramento, Seattle, Los Angeles, and San Francisco.

Contact:
Bruce Baltin Chris Daly or Jerry Daly (media)
Senior Vice President Daly Gray Public Relations
PKF Consulting 620 Herndon Parkway
865 South Figueroa Street, Suite 3500 Suite 115
Los Angeles, CA 90017 Herndon, VA 20170
(213) 680-0900, ext 3309 (703) 435-6293
MIX OF REVENUES
All Hotels - Spa Departments
2006

Revenue Source Percent of Total Revenue
Massage 51.3%
Spa Treatments 21.7%
Salon Treatments 7.4%
Merchandise and Clothing Revenue 6.6%
Other Revenue 3.6%
Club Use 2.9%
Membership Fees 5.6%
Fitness Lessons and Personal Training 0.5%
Health / Wellness Services 0.4%

Total Spa Department Revenue 100.0%

Source: PKF Hospitality Research

SELECT HOTEL SPA REVENUES
Change From 2005 to 2006

Resort
Revenue Source Hotels Urban Hotels All
Hotels



Club Use 6.2% 2.5%
Membership Fees 25.3% 3.2%
Clothing / Merchandise 21.3% 14.1%
Salon Treatment 2.4% -4.4%
Spa Treatment 7.2% 27.1%
Massage 8.9% 14.8%

Total Spa Department Revenue 9.3% 12.4%

Source: PKF Hospitality Research

HOTEL SPAS
Direct Operating Expenses*

Expense Items Percent of Spa Department
Administration
Contract Services
Cost of Goods Sold
Laundry and Dry Cleaning
Linen
Management Fees / Royalties
Marketing
Miscellaneous
Operating Supplies
Professional Products and Supplies
Salaries, Wages, and Employee
Benefits
Uniforms
Total Expenses

Note: * Does not include undistributed or fixed charges of hotel.

Source: PKF Hospitality Research

SELECT HOTEL SPA EXPENSES*
Change from 2005 to 2006

Expense Item

Total Departmental Expenses
Operating Expenses

Labor

Cost of Goods Sold

Note: * Does not include undistributed or fixed charges of hotel.

Source: PKF Hospitality Research

HOTEL SPA PROFIT MARGINS¥*
By Property Type
Percent of Department Revenue - 2006

Property Type Percent of Spa Department

N -
O O O o u U

o° o

o

o\

o\

~ OB OO
o

o\

Revenue

0

WMNDDNOOORKR WWw

68.

.3%
.6%
.3%
.9%
. 4%
.3%
2%
2%
.5
.3

o\

o\

o\

O N 3
o

o\

Change

9.

O W O

0%

o

O O O
o

o\

Revenue



All Hotels 31.1%

Resort Hotels 33.3%
Urban Hotels 17.9%

Note: * Does not include undistributed or fixed charges of hotel.

SOURCE PKF Hospitality Research

Bruce Baltin, Senior Vice President of PKF Consulting, +1-213-680-0900, ext
3309; or Chris Daly or Jerry Daly (media), +1-703-435-6293, both of Daly Gray
Public Relations



