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ABSTRACT

The aim of this thesis is to establish the characteristic
features of hoteliers and hotels in the main sectors of the
U.K. hotel industry, and to demonstrate, through case
studies, patterns of growth, development and performance in
hotel companies in the period 1945 - 1989. The year 1945,
which marked the end of the Second World War, 1is a natural
start point for such a work whilst by 1989 the U.K. hotel
industry had established a standard of hospitality combined
with general management skills at 1least equal to and in
many cases superior to that offered on the Continent of

Europe and throughout the New World.

Subsequent to outlining the economic context of the
industry in the introductory chapter, the thesis
demonstrates the growth and development of the industry by
charting the progress of twelve separate hotel companies.
These are divided into three groups - hotels in the
independent sector, hotel companies which operate
throughout the U.K. and whose basis for growth has been the
underlying asset value of their property portfolio linked
to their ability to operate in a specialised retail
environment and hotel companies which have grown
principally as a result of international expansion and

diversification.



The final chapter is directed towards an evaluation of the
case studies and to factors which have been central to the

growth and development of each company.



INTRODUCTION

Although hotels and inns have existed for centuries it is
only in recent times that the hotel industry has come to
feature as a principal component of the service sector of
the economy. This 1is as a result of the growth and
development of the industry in the post-Second World War
period and it is this expansion which is the subject of the
thesis. The purpose of the thesis, therefore, is to trace
and analyse the reasons for the growth and development of

the U.K. hotel industry since 1945.

Traditionally, the hotel'industry in the U.K. was dominated
by independent hotels, often family controlled, which
sought to provide accommodation, food, liquor and latterly
leisure to their various markets (Ch. 2). The post war
period, however, has seen the emergence of a number of
large firms which operate groups of hotels and it is these
firms to which much public attention is now paid,
particularly those which operate as Public Limited
Companies. Furthermore, other large firms, especially
national brewers, have sought to diversify into the hotel
industry and have built up chains of hotels which form
separate divisions within their organizations (Ch. 3).
Initially these developments were related principally to
internal structural changes in the British business sector.
More recently, the international dimension in the hotel

business has increased and is considered in Chapter 4.



Although independent hotels have 1lost their dominance and
in recent years have declined in number by at least 10,000,
they still form an important part of the industry. A study
of such hotels was deemed, therefore, to be essential.
One exemplar was chosen from England, Scotland and Wales

together with one from central London.

Of special importance is the management style adopted by
typical hoteliers in this sector. This is detailed in each
instance and the profiles have been constructed in the form
of case studies which demonstrate not only how successful

hotels operate but what common factors can be identified.

Turning to larger firms within the U.K. market/companies
which have made a major impact on the pdst war growth and
development of the U.K. hotel industry were identified.
Each of these firms recognized the property aspect of hotel

ownership together with the potential of owning freeholds |
and long leaseholds with regard to their appreciation in
value. The growth and development of each was recorded,
attention being paid to the various management techniques

which were employed in order to improve profitability.

The third group of companies to be studied represented
those firms whose operations carried an international

dimension, usually subsequent to building a U.K. portfolio.



These firms represent the largest in the U.K. industry and,
by the end of the period under review, some of the largest

in the world.

There is a total of twelve case studies, each one of which
not only profiles the growth and development of an
individual firm but also indicates the common strands which
help form a successful hotel operation. The conclusion
identifies the factors which form the basis for success in
the hotel industry. These include a consideration of the
importance of property assets, the importance of location,
the methods and timing of acquisitions together with the

significance of professional advice.

Clearly, in order to develop such case studies, access at
proprietor, chairman and senior director level was
essential. This was achieved in all twelve studies and
indeed the willing cooperation of those at all 1levels
within the industry was most heartening and has resulted in
a thesis more credible than one conducted merely as a desk
based study. Interviews usually lasted for about an hour,
in some cases two hours or more and in the independent over
a period of three days each. A note of the methodology and

selected biographical details is contained in Appendix 1.



In two instances video recordings, each of some 45 minutes
duration, were made and these are available for inspection

and study.

An unrivalled commentary of the affairs of the period
proved to be the library of The Financial Times to whom
acknowledgement has already been made. The voluminous
press cuttings files on the individual companies provided
an accurate backdrop to the text and served as a useful

cross reference to other sources.



CHAPTER 1 THE DEVELOPMENT OF THE UK HOTEL INDUSTRY

In the period 1945 to 1989 the U.K. hotel industry changed
considerably. Change, however, tended to be gradual,
mirroring the upward trend in disposable incomes and the
growing use of hotels by businesses and business people in
general. Apart from the Hotel Proprietors Act of 1956, the
formation of the Hotel and Catering Economic Development
Committee and the Hotel and Catering Industry Training
Board, both established in 1966, there was 1little

government legislation which was industry specific.

It is clear, however, that The Development of Tourism Act
(1969) is a watershed on either side of which the general
environment for, and consideration of, the UK hotel
industry changed quite significantly. Before the Act the
industry attracted little government attention or support,
and the incentives to hoteliers to improve their facilities
were limited. After the Act the industry embarked on a

notable phase of expansion and improvement.

Although this expansion was temporarily slowed by the
recessions of 1973 - 1975 and 1980 - 1981, the industry
made major strides during the nineteen-eighties and by the

end of the decade could be considered a mature industry in



which major companies such as Trusthouse Forte, Bass and
Ladbroke each controlled large groups of hotels in

worldwide locations.
1. The Industry at the End of the War

The Second World War, 1939 to 1945, had a dramatic effect
on the U.K. hotel industry. The majority of hotels were
requisitioned by the government and even by November 1945,
2,699 hotels remained under government control. [1] Three
quarters of these were subsequently released in the
following nine months, most of them having suffered various
degrees of dilapidation.' Little or no refurbishment of
buildings and contents had been possible during the war and
the principal aim of the industry in the period 1945 to
1950 was a gradual return to normality and the
rehabilitation of buildings and equipment. This had to be
achieved against a background both of large increases in
allied military personnel stationed in the U.K. and the
even more formidable problem of severe shortages both in
goods and building materials essential to the efficient
operation of hotels. Added to this was an increasing
tendency for central government intervention in the affairs

of the industry.



Indications of the severity of shortages may be seen from
the following examples. Under a government order of March
1946 it became an offence for an hotelier to serve bread
with a main meal except at the specific request of the
customer. The severity of this restriction was followed,
in January 1947, by bread rationing, a measure that had not

been necessary throughout the entire war years. [2]

At the end of the war equipment for accommodation was in
such short supply that in March 1946 the government
announced a scheme of allocation of sheets, blankets and
mattresses which would allow at least some hotels to open
for the summer season. Furthermore, hotels had to comply
with rigidly enforced allocations of fuel and power. It
was not until 1950 that hotels were allowed to display
illuminated signs overnight. It was not until September
1950 that soap was de-rationed and food rationing did not
end until June 1954. [3] These restrictions, which forty
years on seem scarcely credible, give an indication of the
exigences to which the industry was subjected in the

immediate post-war period.

It has to be stressed that in the immediate post-war years
the hotel industry still displayed the heterogeneous nature
that had prevailed in previous centuries. Hotel groups did
exist but were very much in their infancy. The three best

known were the Savoy Hotel Group, Trust Houses and the



British Transport Hotels. The Savoy Hotel Group was small,
but owned and operated four of the 1leading hotels in
London. It operated at the top end of the market and,
despite a relatively poor profit performance, was regarded
almost as a . national institution. In contrast, Trust
Houses, formed originally in 1903, was well known and had
grown to operate around 200 hotels throughout the U.K. by
1949, These, however, tended to be of a relatively modest
standard without the trappings of affluence common in

today's luxury establishments. [4]

The major influence on the development of the industry, and
especially influential for hotel groups at this time was
the 1947 Transport  Act, which created the British
Transport Commission. This subsequently brought into
public ownership 54 hotels which had previously belonged to
the principal railway companies in the U.K. British
Transport Hotels came to the forefront of U.K. hotel
development, and at that time introduced training schemes
considered to be the best in the industry, which generally

paid scant heed to training and staff development.

Yet apart from these developments the industry was mainly
composed of independent hotels, often family controlled,
which served local communities throughout the year and
attracted holidaymakers during the summer months. At this

stage in the development of the U.K. hotel industry



international firms had yet to penetrate the market. For
the most part these organisations were at a formative stage
of development in their country of origin (in most cases
this being the United States of America). Simultaneously
the major brewing firms in the U.K. were concentrating
their efforts on the rehabilitation of their core
businesses. It was not until the 1960's that they
perceived the hotel industry as a useful vehicle for

expansion and diversification.

Consequently the hotel industry, partly because of its
fragmented and heterogeneous nature, was generally
perceived by central government as being of peripheral
importance to the national economy. This was despite
various reports presented to the Minister of Labour in the
period 1944 to 1945. These reports, which stemmed from the
Catering Wages Act of 1943, drew attention to the need for
the rehabilitation of the hotel and catering industry, the
development of catering, holiday and tourist services and
the need for training throughout the industry. It is
interesting that these highly perceptive reports were
commissioned and produced, but regrettably there is little
evidence to suggest that they were implemented with the

vigour they deserved. [5]



What the Catering Wages Act did do was to lay down minimum
rates of pay for a wide range of operative and supervisory
jobs within the hotel and catering industry. Moreover,
establishments within the industry were classified
according to whether they were 1licensed or non-licensed,
residential or non-residential with an additional category
given over to industrial and staff canteens. The main
objective of this 1legislation was to prevent unscrupulous
employers exploiting staff. staff who 1lived on the
premises and who were given full board and lodging were
particularly vulnerable to such exploitation and statutory
amounts were laid down for deductions in relation to board

and lodging. [6]

All the evidence of the late 1940's and early 1950's point
to an industry trapped in apparent inertia, lacking a
public profile, and failing to attract interest and
support from government. Not surprisingly, the evidence
also suggests rapid turnover in ownership of establishments

and probably some decline in total hotel stock.

One indication of the decline in the stock of hotels, and
therefore bedrooms, may be judged from the fact that in
1955 The Daily Telegraph suggested that only 11 London
hotels survived from the 110 listed in Baedeker 1900. (7]
Moreover, it is clear that there was little new building

activity and the nineteen-fifties was a bleak decade for

- 10 -



hotel construction in the U.K. Indeed, practically the
only new hotels of note that were built in the post war
period to 1960 were The Leofric in Coventry and The

Westbury in Mayfair, London. [8]
2. Trends in the Market to 1969

There are four main elements in the growth of demand for
hotel services; domestic holidays, foreign visitors,
business usage and the catering for functions such as
lunches and dinners for 'social occasions for U.K.
residents. At the end of the war hoteliers naturally had to
rely mainly on domestic ﬁsage, and this sector remained the
core business, expanding by 22% in volume by 1969, but
virtually doubling in value from £320M to £600M (Tables 1
- 1 and 2).

In regard to catering we have no direct evidence but
between 1966 and 1969 (Table 1 - 3) the data suggest
expenditure on catering and accommodation represented
£1,427M, some 4.9% of total consumer expenditure. Since
we have already seen from Table 2 that £600M of this was
spent on U.K. holidays, the balance of £827M must give some

approximation of the size of the catering industry in the



TABLE 1 - 1

British Residents' Holidays of Four or More Nights Away From Home

1951, 1955, 1965-1969

(million)
1951 1955 1965 1966 1967 1968 1969
In Britain 25 25 30 31 30 30 30.5
Abroad 1.5 2 5 5.5 5 5 5.75
Total 26.5 27 35 36.5 35 35 36.25

Source: British National Travel Survey 1951 - 1969




TABLE 1 - 2

British Residents' Expenditure® on Holidays of Four or More Nights Away from Home

1951, 1955, 1965-1969
(£ million)

1951P 1955 1965 1966€ 1967 1968 1969
In Britain 320 365 460 550 560 570 600
Abroad 60 100 265 320 300 320 390
Total 380 465 725 870 860 890 990

4 Holiday expenditure includes the cost of travel to and from the holiday.
b 1951 figures include expenditure on day trips.
€ Figures from 1966 onwards represent a new series.

Source: British National Travel

Survey



TABLE 1 - 3

Consumers' Expenditure on Meals and Accommodation 1966-1969
(€ million at current prices)

1966 1967 1968 1969
Catering (meals and accommodation) 1,250 1,275 1,346 1,427
+/-% over previous year) 2.0 5.6 6.0
Total consumers' expenditure 24,211 25,428 27,338 29,102
Catering as % of consumers' expenditure 5.2 5.0 4.9 4.9

Source: Department of Employment Family Expenditure Survey




U.K. In turn much of this £827M must represent business as
opposed to private expenditure on accommodation and

catering.

The other major segment is that of foreign visitors where
the growth is shown in Table 1 - 4. There was a very
vigorous recovery of such visitors in the first 10 years
after the war with expansion being more than fivefold in
the period 1946 to 1956. The 1level of growth slowed
somewhat towards the end of the 1950's but accelerated
during the 1960's when total numbers grew from 1.6 million
in 1960 to 5.8 million in 1969 - an increase of some 350%.
Expenditure in the same period moved from £169M to £359M -
an increase of some 220%. It will be noted that the £359M
is some 25% of the total expenditure of £1,427M by U.K.
residents shown in Table 1 - 3 and compares with the £600M

which was spent on holidays by U.K. residents.

Whilst the foregoing data are neither as accurate nor as
sector specific as one might wish, (problems relating to
data are outlined in the statistical note at the end of
this chapter) it would seem that total expenditure on hotel
and catering services in the U.K. in 1969 was in the order
of £1,786M; €1,427 by U.K residents and £359 by foreign

visitors.



TABLE 1 - 4

OVERSEAS VISITORS TO BRITAIN (LEISURE AND BUSINESS)
NUMBERS AND EXPENDITURE 1946 TO 1970

YEAR NUMBER OF TOTAL YEAR NUMBER OF TOTAL
VISITORS EXPENDITURE VISITORS EXPENDITURE
('000) (E€Emillion) ('000) (Emillion)

1946 203 12 1959 1,395 143
1947 396 21 1960 1,669 169
1948 504 33 1961 1,824 176
1949 563 43 1962 1,956 183
1950 618 61 1963 2,159 188
1951 712 75 1964 3,257 190
1952 733 80 - 1965 3,597 193
1953 819 88 1966 3,967 219
1954 902 95 1967 4,289 236
1955 1,037 111 1968 4,828 282
1956 1,107 121 1969 5,821 359
1957 1,180 129

1958 1,259 134

Source: Department of Trade and Industry
Britain and International Tourism

- 16 -



3. Overview: The Industry at the end of the 1960's.

The period 1945 to 1969 saw many changes in the UK hotel
industry, but none of them had a major impact on its
structure, conduct or performance. Rather, these changes
may be viewed as factors which gradually saw the industry
emerge from the ravages of the Second World War and
latterly, from 1960 onwards, saw the emergence of an
industry in which well organised, professionally managed
groups began to have a considerable influence. These
groups, such as Grand Metropolitan, had a different
perception of the industry compared with the more old
fashioned organisations such as The Savoy Group. The new
groups marketed their properties with specific regard to
the differences between accommodation, food and drink; they
sought economies of scale in purchasing; they targeted
additional properties for acquisition and they responded
more quickly to the changing demands of their customers -
in particular, their business customers, who formed an

increasing share of the market.

For its part, the U.K. government gradually came to realise
the potential of the U.K. hotel and related industries both
in terms of employment opportunities and foreign exchange
earnings. The increasing interest of government led both
to the formation of the Hotel and Catering Industry

Training Board in 1966 and latterly, to The Development of

- 17 -



Tourism Act 1969. Few, however, at that time, could have
forecast the very rapid growth of the following twenty
years or the increasing importance of the industry to

the national economy.

B. The Industry in the 1970's and 1980's

1. (i) The Significance of The Development of Tourism Act

1969

During the 1960's the U.K. government came to realise both
the growing importance and economic potential of activities
associated with leisure, recreation and tourism. In an
effort to increase tourist capacity the labour
administration, 1led by Harold Wilson, brought in The
Development of Tourism Act 1969, which came into effect on
1st January 1970. In turn this 1led to the Hotel
Development Incentive Scheme which provided for grants and
loans from public funds for buildings and fixed equipment
for work commenced before April 1971 and completed by April
1973. The maximum grant was £1,000 per bedroom which, at
at that time, represented approximately 25% of the capital
cost. During the 1life of the scheme grants marginally in

excess of £50M were awarded to the industry.



The scheme was administered by the three statutory Tourist
Boards in England, Scotland and Wales. Although no precise
figures are available, it has been reliably estimated that
prior to the Hotel Development Incentive Scheme the number
of bedrooms added to the total stock was in the order of
2,000 per annum. Investment during the period 1970 to

1973, however, showed a sixfold increase. [9]

(ii) Problems and Opportunities Caused By The Development

of Tourism Act 1969

The Act provided a much needed shot in the arm‘?gr the
industry, and in particular encouraged companies to proceed
with schemes of renewal and refurbishment which had
hitherto been classed as marginal. Indeed, such was the
number and variety of schemes initiated by both operators
and property developers that there was a temporary over
supply of accommodation, even in London. One short term
problem that emerged was that inexperienced property
developers, financiers and hoteliers tried to cash in. 1In
London especially, properties were built that were neither
soundly financed nor operated. This temporary over supply
was exacerbated by the quadrupling of oil prices late in
1973 and by the subsequent recession which lasted until mid

1975.



2. The Changing Market

(i) Income, Expenditure and the Standard of Living

As a major service industry the hotel sector is heavily
dependent on growth in real income and consumer expenditure
and equally on an increase in disposable income being
directed to consuming its services. Between 1945 and 1990
income per head increased about threefold, as did total
consumer expenditure, an average of about 2% per year.
[10] Most of the gains came after 1970, with 60% of the
increase in real consumer expenditure occurring in the
period 1970 to 1989 and two thirds of that concentrated in
the 1980's. Consequently, the gains in real consumer
expenditure did not favour a rapid expansion of usage of
hotel facilities before 1970. Nevertheless, expenditure on
services did increase from about 16% of all consumer

spending in 1948 to 23% in 1970 (Tables 5 and 6). [11]

Thereafter the growth was more rapid, and by 1988 some 31%
went on services, about twice the 1level prevailing
immediately after the war. Perhaps even more striking was
the fact that food attracted about 24% of all consumer
spending in 1948 but only 20% in 1970 and a mere 12% in
1988. [12] These changes and the huge growth in such
spending reflect the growth in affluence and the



TABLE 1 - 5

Sources of Household Income {1]

1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978

Number of households
supplying data [2] .c.ciceceeeesses| 7,184 7,008 6,313 7,239 7,017 7,126 6,695 7,203 7,203 7,198 7,001

Average weekly houeshold
income by source (j)
Wages and salaries .......ccccce0...| 22.33 23.92 26.32 28.43 32.36 36.33 42.25 54.51 60.23 66.92| 76.10
Self-employment ......ccccceccceces 2.08 2.26 2.28 2.80 2.57 3.34 4,38 4.03 4.38 5.47 5.29
InvesStments .....cceceeccccccccccne 0.99 1.31 1.40 1.40 1.28 1.70 1.97 2.57 2.51 2.81 2.95
Annuities and pensions (other
than social security benefits) .... 0.62 0.75 0.90 0.83 0.99 1.24 1.43 1.70 2.15 2.29 3.03
Social security benefits .......... 2.63 2.87 3.06 3.42 3.92 4.45 5.45 7.00 8.68 10.57| 12.50
Sub-letting and imputed income
from owner/rent-free

OCCUPANCY coceescsovsccccsccsscanacns 0.94 | 0.99 1.08 1.19 1.34 1.92 2.24 2.44 3.46 3.93 4.93
Other SOUXCeS .....cceceecensccsccs 0.35 0.36 0.35 0.41 0.39 0.42 0.60 0.64 0.89 0.99 1.33

TOtAl ceveeececcnnancccnnncacsseaes| 29.98 32.47 35.40 38.48 42.85 49.41 58.33 72.87 82.30 92.98(106.13

[1] Information derived from the Family Expenditure Survey
[2] in 1970 and 1974 data were not collected for a few weeks at the time of the General Elections

Source: Department of Employment




TABLE 1 - 6

Sources of Household Incomel

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Number of households

supplying data? .........eeneenenn 7,198{( 7,001| 6,777| 6,944| 7,525| 7,428| 6,973 7,081} 7,012 7,178| 7,396| 7,265| 7,410

Average weekly household
income3 by source (£)

Wages and salaries ........c.c00...| 66.92]| 76,10| 86.27|104.78|114.22|118.50{121.56(131.00/141.26|150.32(162.70]176.78|189.36
Self-employment ....cccecccccccsan 5.47 5.29 5.63 8.16| 10.24| 10.59| 12.26( 12.07| 14.65| 17.96| 21.53| 29.59| 32.39
Investments ....ceccecccccccccscoccs 2.81 2.95 3.28| 4.49 6.35 6.94 6.77 7.07 8.42 9.78| 12.44| 13.26( 13.98

Annuities and pensions (other

than

social security benefits) ... 2.29 3.03 3.14 3.79 5.20 5.26 7.39 7.72 9.58| 10.14) 11.87| 13.78| 14.43

Social security benefits3 ........| 10.57| 12.50| 14.88| 17.60| 21.87| 24.58| 28.03| 27.45| 28.90| 30.30| 31.09| 31.58| 32.65

Imput
free

ed income from owner/rent-
ooo:vm=QMo ceesesescasesensas 3.93 4.93 5.65 6.75 7.79 8.57 9.70( 10.23| 11.86( 12.57| 12.95( 15.83| 16.56

Other sources® ....cccocececsccscs 0.99 1.33 1.59 1.61 1.93 2.24 2.15 1.84 2.21 2.61 3.72 3.04 4.46

Total

cesecscsessessescesseesseess| 92.98/106.13/120.451147.18|167.60/176.67(187.86(197.371216.86)233.68256.31 283.86/303.84

WN =

Information derived from the Family Expenditure Survey (FES).

In 1979 and 1983 data were not collected for a few weeks at the time of the General Electionms.

Because of the introduction of the Housing Benefit Scheme figures for 1983 and 1984 are not on a comparable basis, nor
are those for 1983 consistent with earlier years.

Imputed income is the weekly equivalent of the rateable value: this is adjusted to allow for general increases in rents
since date of valuation, and is also included in income of households living rent-free. From 1976 the method of
calculating this adjustment is changed. 1985 assessments of rateable values in Scotland were used from 1 April 1985 in
the calculation of imputed income and housing expenditure of owner-occupiers and those living rent-free (1987 FES
Report definitions 14(h), (g).

From 1982 'Other Sources' includes very small amounts of income previously classified under self-employment.




expenditure on leisure, a critical feature underlying the
expansion of the hotel industry since the Development of

Tourism Act 1969.

(ii) The Domestic Holiday Market

One indication of increasing affluence in the nineteen-
seventies was the increase in expenditure on meals and
accommodation. Between 1970 and 1975 this increased by 80%
(Table 1 - 7), while expenditure on extended holidays grew
by 60% (Table 1 - 8). This was a very vigorous growth of
the domestic market, even though the trend to holidays
abroad was beginning to rival domestic holidays in total
expenditure (Table 1 - 8). Even in the 1980's when the
overseas holiday market effectively doubled in scale, the
domestic holiday market continued to provide a sizeable
core business for the hotel sector (Table 1 - 10). While
this market held relatively steady, that for overseas

visitors to the U.K. displayed a very substantial gain.

(iii) Overseas Visitors

In 1970 6.7 million overseas visitors spent £434 million in
Britain. That was about half the value of British
residents' expenditure on holidays at that time. By 1980,
the number of overseas visitors had nearly doubled to 12.4

million, while expenditure rose to £2.9 billion. By 1988
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TABLE 1 - 7

Consumers' Expenditure on Meals and Accommodation 1970-1975
(£ million at current prices)

1970 1971 1972 1973 1974 1975
Catering (meals and accommodation) 1,568 1,700 1,892 2,153 2,452 2,832
+/-% over previous year) 9.9 8.4 11.3 13.8 13.9 15.9
Total consumers' expenditure 31,644 35,165 ’ 39,716 45,044 51,832 63,673
Catering as % of consumers' expenditure 5.0 4.8 4.8 4.8 4.7 4.5

Department of Employment Family Expenditure Survey




TABLE 1 - 8

British Residents' Expenditure on Holidays of Four or More Nights Away from Home
1970-1975 .
(£ million)

1970 1971 1972 1973 1974 1975
In Britain 790 810 920 n.a. 1100 1270
Abroad 470 630 830 870 740 1080
Total 1260 1440 1750 n.a. 1840 2350

Source: British National Travel Survey 1976

Holiday expenditure includes the cost of travel to and from the holiday.




TABLE 1 - 9

British Residents' Holidays of Four or More Nights Away

From Home

1970-1975

(million)
1970 1971 1972 1973 1974 1975
In Britain 34.5 34 37.5 40.5 40.5 40
Abroad 5.75 7.25 8.5 8.25 6.75 8
Total 40.25 41.25 46 48.75 47.75 48

Source: British National Travel Survey 1970




TABLE 1 - 10

Trends in Holidays by UK Residents

LEVEL OF HOLIDAY TAKING BY UK RESIDENTS 1965 - 1989

YEAR
All Taking 1965 1975 1980 1985 1987 1989
Holidays in:
GB Only 48 46 42 34 28 29
GB and Abroad 4 6 6 8 8
Abroad Only 9 10 © 15 17 21 22

HOLIDAYS TAKEN BY GB RESIDENTS LASTING 4+ NIGHTS
1980 - 1989

YEAR
(Number in Millions)

TREND 1980 1983 1985 1987 1989 CHANGE
In Britain 36.5 33.5 33.0 28.5 31.5 - 14%
Abroad 12.0 14.5 15.75 20.0 21.0 + 43%

Source: British National Travel Survey



foreign visitors reached 15.6 million, a further gain of
about one third and expenditure more than doubled to £6.2

billion (Table 1 - 11).

By the end -of the 1980's this tidal flow of visitors was
impacting significantly on the available accommodation.
The British Tourist Authority estimated that Britain could
absorb a maximum of 20 million overseas visitors per year.
[(13] With such visitors by this time being in excess of 15
million, the capacity margin available was not large.
Even so, there is 1little or no evidence to suggest that
the British hotel industry responded by seeking to build
new hotel capacity specifically for the overseas market.
Given the high capital cost of hotels, such a course of
action would have carried excessive risks. Consequently,
the hotel sector plans its development to cater
simultaneously for overseas visitors, domestic customers
and business users. Seasonally, of course, the market
segments differ in importance - between spring and autumn
there 1is a significant expansion of overseas clients,
while in the winter months the business and domestic

markets provide most of the business.



TABLE 1 - 11

OVERSEAS VISITORS TO BRITAIN: (LEISURE AND BUSINESS)
NUMBERS AND EXPENDITURE 1970 TO 1988

YEAR NUMBER OF VISITORS TOTAL EXPENDITURE
('000) (€million)
1970 6,730 434
1971 7,131 500
1972 7,459 576
1973 8,167 726
1974 8,543 898
1975 9,490 ’ 1,218
1976 10,808 1,768
1977 12,281 2,352
1978 12,646 2,507
1979 12,493 2,764
1980 12,400 2,961
1981 11,400 2,970
1982 11,600 . 3,188
1983 12,400 4,003
1984 13,600 4,614
1985 14,400 5,442
1986 13,800 5,553
1987 15,500 6,260
1988 15,600 6,215

Source: Department of Trade and Industry
British Tourist Authority



(iv) Business Usage

The available data on the hotel industry does not readily
or systematically disaggregate the business user. Table 1
- 12, however, provides some insight to the importance of
this sector. The domestic and overseas business market
segments display quite different patterns. As far as U.K
residents are concerned, four fifths of all bed nights in
British hotels are taken up by the business user. In
contrast, business usage represents only 40% of bed nights
taken up by overseas visitors. Taken together, the
business market now represents two thirds of all bednights
in the U.K. hotel industry, this suggesting that either the
tourist has to be satisfied with the standard of provision
for the business market or has to seek facilities that have

been developed in niche markets.

The growth in consumer expenditure and the expansion of the
market segments indicate a very large growth in demand for
hotel services. The obvious question is how effectively

did the industry respond?



TABLE 1 - 12

UK HOTELS PLC: ROOM NIGHTS USED (MILLIONS)

Demand Category UK Residents Overseas Visitors Total

1979 % 1989 % 1979 % 1989 % 1979 % 1989
Business Travellers 5.7 72.2 14.0 84.3 2.8 38.3 4.7 40.9 8.5 55.9 18.7
Holidaymakers 2.2 27.8 2.6 15.7 4.5 61.6 6.8 59.1 6.7 44.1 9.4
Total MWM 16.6 “ww HHWM 15.2 28.1

Source: Kleinwort Benson Securities, 1990 UK Hotels plc: The Decade Review, 1990.




3. The Response of the Industry

(i) Hotel Capacity in the mid 1970's

As there is no system of state registration of hotels in
the U.K. it has always been difficult to ascertain
accurately the number of units operating at any one time.
Best estimates of units in operation in the immediate post
war period are put at around 30,000 - 1licensed and

unlicensed. [15]

What would appear to be an accurate picture of hotel
capacity in the U.K. 1is shown in Tables 1 - 13 to 15 which
formed part of a report commissioned by the National

Economic Development Office for the Hotels and Catering

Economic Development Committee. The tables show the total
number of hotels in the U.K. in 1974 to be 33,659. This
total is broadly in line with other estimates. The tables

also show that of this total only 384 hotels had more than
100 bedroomns, while no fewer than 27,405 had 15 or fewer
roonmns. These figures are a clear 1illustration of the
fragmented, and small scale nature of the industry. A
similar pattern emerges when licensed and unlicensed hotels

are considered separately.



TABLE 1 - 13
Distribution of hotel capacity, Great Britain, 1 January 1974 - licensed hotels

Establishments Bedrooms

Location Size of hotel (no of bedrooms) All Size of hotel (no of bedrooms) All

4-10 11-15 16-25 26-50 51-100 Over Hotels 4-10 11-15 16-25 26-50 51-100 Over Hotels

100 100

England
Seaside 1140 895 836 765 317 57 4010 8758 11583 17214 26969 21760 7482 93766
Countryside 1105 254 158 85 19 6 1627 7615 3210 3020 2897 1360 660 18762
Small towns 1788 484 365 308 151 43 3139 12672 6107 7143 10487 10500 5705 52614
Large towns a 274 135 83 130 95 82 799 2013 1691 1691 4679 6663 13015 29752
London 51 62 21 69 107 135 445 350 791 433 2711 7576 40873 52734
TOTAL 4358 1830 1463 1357 689 323 10020 31408 23382 29501 47743 47859 67735 247628
Scotland
Seaside 330 157 155 92 38 9 781 2451 2034 3148 3242 2602 1023 14500
Countryside 512 126 91 60 17 3 809 3410 1614 1836 1989 1195 351 10395
Small towns 480 137 102 75 35 10 839 3397 1753 2013 2643 2393 1610 13809
Large towns 52 37 18 46 18 16 187 429 434 340 1668 1217 2719 6807
TOTAL 1374 457 366 273 108 38 2616 9687 5835 7337 9542 7407 5703 45511
Wales
Seaside 120 88 102 84 22 3 419 922 1126 1989 3005 1494 433 8969
Countryside 176 48 42 9 2 1 278 1200 619 821 271 155 115 3181
Small towns 167 48 46 33 11 1 306 1117 608 906 1052 718 138 4539
Large towns 4 3 10 6 4 2 29 33 39 197 210 319 227 1025
TOTAL 467 187 200 132 39 7 1032 3272 2392 3913 4538 2686 913 17714
Great Britain
Seaside 1590 1140 1093 941 377 69 5210 12131 14743 22351 33216 25856 8938 117235
Countryside 1793 428 291 154 38 10 2714 12225 5443 5677 5157 2710 1126 32338
Small towns 2435 669 513 416 197 54 4284 17186 8468 10062 14182 13611 7453 70962
Large towns b 381 237 132 251 224 235 1460 2825 2955 2661 9268 15775 56834 90318
TOTAL 6199 2474 2029 1762 836 368 13668 44367 31609 40751 61823 57952 74351 310853
Source: Based on information supplied by F J Bull Esq Hotels and Catering Economic Development Committee by
a Excluding London b Including London Business and Economic Planning Ltd (Management Consultants)




TABLE 1 - 14 .
Distribution of hotel capacity, Great Britain, 1 January 1974 - unlicensed hotels

Establishments Bedrooms

Location Size of hotel (no of bedrooms) All Size of hotel (no of bedrooms All

4-10 11-15 16-25 26-50 51-100 Over Hotels 4-10 11-15 16-25 26-50 51-100 Over Hotels

100 100

England
Seaside 8534 2441 525 134 11 2 11647 62935 30397 10717 4281 799 244 109373
Countryside 414 119 15 4 - - 552 2574 1458 292 128 - - 4452
Small towns 1379 408 74 12 5 1 1879 9427 5023 1430 385 284 145 16694
Large towns a 756 373 69 28 - 2 1228 5526 4574 1377 991 - 370 12838
London 163 488 92 68 26 10 847 1132 6304 1756 2336 1729 1347 14604
TOTAL 11246 3829 775 246 42 15 16153 81594 47756 15572 8121 2812 2106 157961
Scotland
Seaside 706 120 56 5 1 - 888 4363 1486 1056 162 55 - 7122
Countryside 299 28 5 1 1 - 334 ©1689 346 93 26 80 - 2234
Small towns 434 51 8 2 - 1 496 2580 626 150 58 - 205 3619
Large towns 327 57 24 6 - - 414 2196 710 466 215 - - 3587
TOTAL 1766 256 93 14 2 1 2132 10828 3168 1765 461 135 205 16562
Wales
Seaside 757 92 39 12 - - 900 4536 1168 735 462 - - 6901
Countryside 315 16 3 2 - - 336 1733 186 54 55 - - 2028
Small towns 330 21 5 2 - - 358 2032 272 94 57 - - 2455
Large towns 94 10 6 2 - - 112 649 118 117 58 - - 942
TOTAL 1496 139 53 18 - - 1706 8950 1744 1000 632 - - 12326
Great Britain
Seaside 9997 2653 620 151 12 2 13435 71834 33051 12508 4905 854 244 123396
Countryside 1028 162 2 7 1 - 1222 5996 1990 439 209 80 - 8714
Small towns 2143 480 87 16 5 2 2733 13839 5921 1674 500 284 350 22568
Large towns b 1340 928 191 104 26 12 2601 9503 11706 3716 3600 1729 1717 31971
TOTAL 14508 4224 921 278 44 16 19991 101172 52668 18337 9214 2947 2311 186649
Source: Based on information supplied by F J Bull Esq Hotels and Catering Economic Development Committee by
a Excluding London b Including London Business and Economic Planning Ltd (Management Consultants)
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TABLE 1 - 15
Distribution of hotel capacity, Great Britain, 1 January 1974 - total hotels

Establishments Bedrooms

Location All Size of hotel (no of bedrooms All

4-10 11-15 16-25 26-50 51-100 Over Hotels 4-10 11-15 16-25 26-50 51-100 Over  Hotels

100 100

England
Seaside 9674 3336 1361 899 328 59 15657 71693 41980 27931 31250 22559 7726 203139
Countryside 1519 373 173 89 19 6 2179 10189 4668 3312 3025 1360 660 23214
Small towns 3167 892 439 320 156 44 5018 22099 11130 8573 10872 10784 5850 69308
Large towns a 1030 508 152 158 95 84 2027 7539 6265 3068 5670 6663 13385 42590
London 214 550 113 137 133 145 1292 1482 7095 2189 5047 9305 42220 67338
TOTAL 15604 5659 2238 1603 731 338 26173 113002 71138 45073 55864 50671 69841 405589
Scotland
Seaside 1036 277 211 97 39 9 1669 6814 3520 4204 3404 2657 1023 21622
Countryside 811 154 96 61 18 3 1143 5099 1960 1929 2015 1275 351 12629
Small towns 914 188 110 77 35 11 1335 5977 2379 2163 2701 2393 1815 17428
Large towns 379 94 42 52 18 16 601 2625 1144 806 1883 1217 2719 10394
TOTAL 3140 713 459 281 110 39 4748 20515 9003 9102 10003 7542 5908 62073
Wales
Seaside i 877 180 141 96 22 3 1319 5458 2294 2724 3467 1494 433 15870
Countryside 491 64 45 11 2 1 614 2933 805 875 326 155 115 5209
Small towns 497 69 51 35 11 1 664 3149 880 1000 1109 718 138 6994
Large towns 98 13 16 8 4 2 141 682 157 314 268 319 227 1967
TOTAL 1963 326 253 150 39 7 2738 12222 4136 4913 5170 2686 913 30040
Great Britain
Seaside 11587 3793 1713 1092 389 71 18645 83965 47794 34859 38121 26710 9182 240631
Countryside 2821 591 314 161 39 10 3936 18221 7433 6116 5366 2790 1126 46052
Small towns 4578 1149 600 432 202 56 7017 31225 14389 11736 14682 13895 7803 93530
Large towns b 1721 1165 323 355 250 247 4061 12328 14661 6377 12868 17504 58551 122289
TOTAL 20707 6698 2950 2040 880 384 33659 145539 84277 59108 71037 60899 76662 497502
Source: Based on information supplied by F J Bull Esq Hotels and Catering Economic Development Committee by
a Excluding London b Including London Business and Economic Planning Ltd (Management Consultants)




As may be seen from Table 1 - 13 licensed hotels in 1974
numbered 13,668. Of this figure over 6,000 were hotels
with 10 or fewer bedrooms. Equally relevant is that more
than 12,000 hotels had fifty or fewer bedrooms whilst 1,204
had more than fifty and only 368 had more than 100
bedrooms. These hotels, however, provided 74,351 (24%) out
of a total 6f 310,583 bedrooms.

As might be expected the total number of unlicensed hotels,
19,991, as shown in Table 1 - 14, is greater than the
total of licensed hotels. As also might be expected, by
far the greatest proportion is made up of small units,
14,508, having between' 4 and 10 bedroomns. Only 60
unlicensed hotels have more than fifty rooms and only 16
more than 100. Again these figures demonstrate the highly
fragmented nature of the industry. In addition, the total
number of bedrooms in this sector is 186,649, indicating
an average of only 9 rooms per unit. Small wonder that
statistics for the industry in general tend to be
unreliable, since they have to be supplied by such a large

number of small businesses.

Tables 1 - 13 to 15 also show the preponderance of hotels
in London compared with the rest of the U.K. This is
particularly noticeable for large hotels where 145 out of a
total of 384 hotels are 1located in the capital. These

figures may be compared to those shown in Table 1 - 16.

- 36 -



From these it will be noted that the number of
establishments with fewer than 15 rooms fell from 20,706 in
1971 to 9,500 in 1981, a principal contributory factor
being the implementation of the Fire Precautions Act which
led to the closure of many hotels whose proprietors could

not afford to implement the requirements of the Act.

It will also be noted that in the period 1971 to 1981 the
number of hotels with more than 200 bedrooms increased from
115 to 190. Essentially, this represents the building
programme of the main companies within the industry, a

programme sparked by the Development of Tourism Act 1969.

Whilst the structure and distribution of hotel capacity
throughout the U.K. remained fairly stéble in the period
under review, the number of units and number of bedrooms
fell markedly. The Fire Precautions Act was the trigger
for the decline in the number of small hotels the changing
pattern of holidaymaking, in particular the progressive

move towards foreign holidays, was a further major cause.

The outline changes in the provision of hotel services are
summarised in Table 1 - 16. Generally speaking the most
significant changes occurred at the extreme ends of the
business.. The biggest loss of roomstock was concentrated
in very small private hotels with fewer than fifteen rooms,

while the greatest increase came in large hotels with more
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TABLE 1 - 16

l. U.K. HOTEL ROOMSTOCK 1971 - 1981

ROOMS
Size of Unit 1971 % 1981 % % Change
>15 Rooms 191,800 33.1 96,100 18.9 -49.90
15-50 Rooms 223,600 38.6 200,000 39.4 -10.55
50-200 Rooms 124,200 21.4 141,000 27.8 13.53
<200 Rooms 39,200 6.8 70,000 13.8 80.87
TOTAL 578,800 508,000 -12.23
2. U.K. HOTELS 1971 - 1981

UNITS
Size of Unit 1971 % 1981 % % Change
>15 Rooms 20,700 64.7 9,500 48.1 -54.11
15-50 Rooms 9,600 30.0 8,400 42.5 -12.50
50-200 Rooms 1,550 4.8 1,650 8.3 6.45
<200 Rooms 115 0.4 190 1.0 65.22
TOTAL 31,965 19,740 -38.24
3. AVERAGE UNIT SIZE 1971 - 1981

AVERAGE UNIT SIZE

Size of Unit 1971 1981 % Change
>15 Rooms 9.27 10.12 9.17
15-50 Rooms 23.29 23.81 2.22
50-200 Rooms 80.13 85.45 6.65
<200 Rooms 340.87 373.16 9.47
TOTAL 18.11 25.73 42.12

Source: The Management of Hospitality Operations, Chapter 1.
Jones P and Lockwood A - Cassell (1990).



than 200 rooms. This change reflects a growing
concentration of quality and capital in the hands of large
hotel groups who are better placed to respond assertively
and flexibly to market change. This concentration of scale
is also reflected in the increasing emphasis placed on

property values from the mid 1970's.

(ii) Property Values in the U.K. Hotel Industry - 1976
to 1988

The almost continuous rise in property values has enabled
hotel groups to become more financially secure from an
asset viewpoint but has had a detrimental effect on the
rate of return on capital invested. Examples from the
1980's would include The Dorchester in Park Lane, London
W1l which was sold to an Arab consortium in 1976 for £10M,
resold eight years 1later to the far eastern group Regent
International for £45M, only to be sold in 1985 to the
Sultan of Brunei for a reputed £60M. This sum was all the
more surprising as the property was in need of major
refurbishment. A further example was The Churchill Hotel
in Portman Square, London W1 which was sold in 1987 to a
Hong Kong consortium for £110M, with a further £15M to be
spent on refurbishment. Whilst the operating profits of
each hotel increased in absolute terms in the period 1975
to 1985, they did not increase in proportionl to the

purchase price. [15]



Clearly, if the value of an hotel doubles it does not
follow that the operating profit of the property will do
likewise. What will happen 1is that the increased value
will result in a lower rate of return on capital investment
especially where, subsequent to the sale of the property,
the operation becomes more highly geared. These examples
highlight some of the problems associated with hotel

valuation.

There was a significant increase in hotel property values
in the period 1985 to 1988 which mirrored the rise in house
prices generally, and in the south of England in
particular. Prices for top quality hotel property in
central London by the middle of 1988 exceeded £250,000 per
bedroom, as was shown by the acquisition of a medium sized
west end hotel, The Londonderry by Kennedy Brookes
(subsequently taken over by Trusthouse Forte) for £45M. One
course of action considered by Trusthouse Forte subsequent
to acquisition was to put the hotel on the market with an
asking price of £60M. Whilst the increases in the
provinces were not so marked, many well run properties
doubled in value in the period 1982 to 1988. Although this
state of affairs clearly suits vendors, it makes entry
into the industry that much more difficult, especially for

first time buyers. Also, it makes it more difficult to



trade up as moderate sized properties generally rose at a
faster rate than smaller properties throughout the 1980's.

[16]

The high level of prices paid for existing properties also
made matters difficult for property developers who included
an hotel in a major property development. As a result of
land and construction costs, it is now becoming
increasingly difficult to build hotels at a cost which will
attract hotel operators. The projected capital costs can
result in potential operators withdrawing from developments
when they realise that the prices they would have to charge
for accommodation in oraer to earn a satisfactory rate of
return on capital invested would be beyond the budgets of

their business, let alone tourist clients.
The Nature of the Hotel Business

It may be seen, therefore, that essentially an hotel has

two values:

i) as a going concern based upon its level of turnover and

operating profit

ii) as a purely property asset based upon its rental value
which in turn will be affected by its location and its

profitability.



It has been a feature of the groups which have been
successful in the post war period that they have recognised
this dual nature of hotel property. They have purchased
hotels in good 1locations (or have purchased property that
has been capable of conversion into hotels) at a time when
turnover, profitability and therefore asking prices have
been modest. Thereafter via improved management,
particularly in the marketing of accommodation, they have
greatly increased the turnover of such properties. This
has had the effect of increasing the profitability and
thereby the capital value on a going concern basis. The
major bonus, typified by the years 1985 to 1988, has been
the steady appreciation of property values. This
combination has made established hotel companies that much
more secure with the result that the industry is viewed
more favourably by the investment community than

heretofore.

Major groups that benefited in this way were Grand
Metropolitan thoughout the post war period and from 1977,
Mount Charlotte, Norfolk Capital and Queens Moat Houses.

(17]



(iii) Position of Major Groups in Period Under Review

The growth of new firms and groups in the U.K. hospitality
industry in the period 1960 - 1980 was, to a significant
extent, initiated by the formation of Grand Metropolitan
Hotels Ltd in July 1962. This company represented the bulk
of an extensive hotel portfolio controlled by the chairman
Maxwell Joseph. This was followed in the mid 1960's by the
formation of the Crest Hotel Group, at that time a
subsidiary of Bass Charrington. Around this time other
major breweries started to diversify into hotels - Scottish
and Newcastle with its Thistle Group (initially formed in
1965 and expanded steadily throughout the decade) and Vaux
Breweries, based in Sunderland, with its Swallow hotel
division. 1In all three cases the rationale was to provide
additional retail outlets for food and liquor, together
with a desire to enter the related retail field of

accommodation.

In 1970 came the important merger of Trust Houses with
Forte Holdings. The marriage of an old established hotel
company and a relatively recently formed catering company
is later described in some detail. The stated rationale
for the merger was to form a group which could successfully
and simultaneously retail accommodation, food and liquor.
The early 1970's and the recession of 1973 - 75 saw general

retrenchment throughout the industry, but the latter half
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of that decade witnessed the emergence of two important
groups, Queens Moat Houses and Mount Charlotte, each built
on the basis of clever property transactions. The latter
company eventually bought the Thistle Group in 1989. Queens
Moat Houses was to enjoy rapid growth both in the U.K. and
on the Continent of Europe during the nineteen-eighties.
In the same period Mount Charlotte grew to become the
second largest operator, by bedrooms, in the U.K. with a
particularly strong emphasis on the London market. Other
groups such as Stakis, Norfolk Capital, Gleneagles and
Friendly also grew during the nineteen-eighties, but were
significantly smaller, by sales and market capitalisation,

than the larger groups.

Table 1 - 17 shows the major operators in the U.K. in
1976, the year in which Trust Houses merged with Forte
Holdings to form the largest company in the industry. This
company was still the largest in 1989 .- Table 1 - 18. In
fact, there



TABLE 1 - 17

Leading Hotel Operators in Britain 1976

Organisation Bedrooms Hotels Location Notes
1 Trust Houses Forte 16,600 199 National Includes Ireland, also
hotels abroad
2 Grand Metropolitan 9,500 81 National 24 in London,
31 County Hotels
26 Steak House division
3 J Lyons 7,900 38 National Strand Hotels and Falcon
Inns, also hotels abroad
4 Bass Charrington 7,000 104 England Crest Hotels including
& Wales Europe and some smaller
hotels
5 Centre Hotels 5,300 24 National 1Includes Holland
6 Scottish & Newcastle 3,600 66 National 41 Thistle Hotels and
Breweries 25 Ofer House Inns
7 British Transport 3,500 28 National British Rail
8 Rank Organisation 3,000 12 National Also hotels abroad
9 Imperial London 2,400 6 London Private company
Hotels
10 Allied Breweries 2,200 42 England Ind Coope Hotels
& Wales also some smaller hotels
11 Norfolk Capital 2,200 18 London &
Hotels provinces
12 De Vere Hotels 1,800 16 England
and Restaurants
13 Whitbread 1,800 98 England Includes tenanted and
& Wales leased hotels
14 Cunard 1,700 4 London &
Cambridge
15 Reo Stakis 1,700 26 National
Organisation
16 Vaux Breweries 1,700 48 N England Includes Lowlands of
& Scotland Scotland hotels
17 Adda International 1,600 7 London Also one in Amsterdam
and one in Paris
18 EMI Hotels and 1,600 17 London, Royal London Hotels
Restaurants Birmingham
& Scotland
19 Mount Charlotte 1,500 22 England Nuthall and Ocean
Investments Hotels
20 North Hotels 1,300 12 London Unlicensed
& South
Source: S. Medlik (1978) Profile of Hotel and Catering Industry
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Trusthouse Forte Hotels
Mount Charlotte Thistle Hotels
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Hilton United Kingdom
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is relatively little difference in the two tables, the
major feature being the No 2 position of Mount Charlétte
Thistle, which came about as a result of the sale of
Thistle to Mount Charlotte by Scottish & Newcastle

Breweries in the autumn of 1989, for £645 million.

It may be seen from the latter table that the top twenty
operators owned/operated a total of 900 hotels out of an
estimated total of some 20,000 (5%), but these units
accommodated 98,964 bedroomns, nearly 20% of the estimated
U.K. total. From these calculations it may be seen that the
average size of hotel operated by the major groups was some
110 rooms. At the end of the 1980's it was estimated that
nearly half the hotels in the country still had less than

15 rooms, and nearly 40% had less than 50 rooms.

These figures show that although some powerful hotel groups
have emerged in the post war period, the industry is still
dominated by small units and therefore highly fragmented.
The major groups wield an influence disproportionate to
their percentage of the total of units, and of bedrooms.

This is especially true in the area of marketing.



4. The Shape of the Hotel Industry in the 1980s

a. The Growth of Business Travel

The structural theory of international business travel was
promulgated by Paul Slattery of Kleinwort Benson Securities
in "1990 UK Hotels plc: The Decade Review". In this,
Slattery sought to show that the demand for business travel
internationally is determined by the structure of an
econonmy, rather than simply by the growth in the GDP.
(18]

The structural theory identifies three distinct phases or
stages of growth in an economy. The first relates to
developing economies dominated by single site companies in
extractive and manufacturing industries. In such economies
there is little 1local demand for hotel services and the
demands of international travellers may well be serviced by
a few international hotel groups such as Hilton or Holiday

Inn.

According to Slattery economies will sooner or later enter
a second phase of expansion where there is growth in
companies serving national and international markets,
rather than local and regional markets. In addition, there
is a concurrent growth in multi-site companies as the

economy moves from primary to secondary to tertiary
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industries. As a consequence there tends to be a marked
growth in the number of corporate jobs and in peripatetic
employees, both of whom require hotel accommodation and
hotel services. Slattery suggests that the U.K. economy
was generating this type of hotel business need from the
1960's and this syndrome encouraged the growth of larger

hotel groups specifically targeted at the business market.

Slattery then identifies a third and final phase of the
structural theory of business travel as being one where
there is only a marginal increase in demand for hotel
services as a result of the bulk of the business having
been satisfied by the stockbuilding of hotels which
characterised Phase 2. Slattery suggests that the majority
of advanced economies will enter Phase 3 in the 1990's. 1In
turn this will mean that in the U.K., for example, owing to
the highly capital intensive nature of the hotel industry,
existing hotels will be refurbished, sometimes extensively,

rather than new hotels being constructed from scratch.

The U.S.A. 1is a further example of a Phase 3 economy where
not only is there a wide range of service industries and
strong indigenous demand for hotel services but only
marginal growth available in terms of achieved daily rates
and occupancy levels. Tangible indications of this mature
market are the vigorous introduction of sales pfomotion

strategies such as frequent user programmes and high-
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specification hotel facilities 1like suites, executive
floors and hotel clubs at prices marginally above standard

rooms.

To a large extent the theory may be considered valid. One
addition not mentioned 1is the replacement of o0ld hotel
stock - pre 1960 - by modern stock. This is already
happening in London in a manner not dissimilar to the

replacement of office accommodation.

An important link between business travel on the one hand
and domestic and overseas vVvisitors on the other is
incentive travel, whereby business executives are rewarded
for superior performance by foreign holidays. For the U.K.
the markets of the U.S.A. and Japan have particular

significance in this respect.

b. Growth of Employment in Service Industries in Post

War Period

The greatest single change in the composition of labour
markets in advanced industrial nations in the post war
period has been the rise in employment in the service

industries.



Writing on the growth of employment in service industries
some writers, notably Gershuny and Miles in the U.K.,
together with James Heskett in the U.S.A. have drawn
attention to the underlying reasons for such changes and
have highlighted the future employment prospects of various
sectors within the service industries. [13] Clearly the
hotel and catering industry is an important component
within the service sector and has been identified as one
which is likely to increase further both by volume and by

standards.

c. Composition of Labour Force of U.K. Hotel and Catering

Industry

In the U.K., in common with other major industrial
countries, the large increase in employment in the hotel

and catering industry has to be treated with a degree of

caution. A very high proportion of jobs, typically between
60% and 70%, at the operative and supervisory level are
part time with the hours worked being 1less than 20 per
week. The majority of these jobs, such as waiters and
waitresses, chambermaids, barmen and barmaids are filled by
females and, as such, despite the Sex Discrimination and
Equal Pay Acts, tend to offer low rates of pay. Currently
(1989) these vary from as 1little as £1.20 per hour to
around £3.00 per hour. [20]



As a consequence of the fragmented nature of the industry
with a preponderance of small retail businesses - public
houses, restaurants, cafes and family run hotels - there is
markedly little trade wunionism and with approximately 2.5
million unemployed, upward pressure on wage rates tends to

be miNimal.

The single craft category in which rates of pay have risen
significantly is that of chefs. Although the rates of pay
during and immediately after training tend to be low, once
a chef has more than three years' post qualification
experience rates of pay tend to show a marked increase.
This will be particularly so if a major part of his
training and post qualification experience has been in the

kitchen of one of the growing number of “celebrity" chefs,

of which the Roux brothers, who own among others Le
Gavroche in Mayfair, London W.1 and The Waterside Inn at
Bray in Berkshire, are typical. Subsequent to such

tutelage a young chef in his mid twenties can command a
premium on his salary, taking it to £15,000 to £20,000 and

significantly further in later years.

Pay levels for managerial staff within the industry in the
U.K. vary considerably. Even bearing in mind that to a
significaht extent the industry has been dominated by
relatively young staff - wunder forty - the rates of pay

tend to be modest. In 1989 2% of managers earned below
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£5,000 per annum, 27% between £5,000 and £10,000, 32%
between £10,000 and £15,000, 20% Dbetween £€15,000 and
£20,000, 10% between £20,000 and £25,000, 4% between
£25,000 and £30,000, with the remaining 4% in excess of
£30,000. [21]

It may be seen, therefore, that the hotel industry in the
U.K. is not particularly well paid. Indeed, it often faces
charges of exploitation of 1labour, in some cases with
considerable justification, especially with regard to
operative and supervisory staff. Only two groups earn
really substantial amounts i.e. in excess of £50,000 per
annum. One is established owner managers who may have had
to struggle many years to achieve a position of relative
financial security - the other is directors and senior
executives of large companies who, in many cases, are not
hoteliers in the technical sense of the word, but

professionally qualified accountants, lawyers or surveyors.

d. Developments In The 1980's

Table 1 - 19 shows a summary of Overseas Travel and Tourism

statistics for the period 1980 to 1989. By the latter date

17.3 million visitors came to the U.K. and spent £6.9

billion. Against this, however, U.K. residents made 31
million visits overseas and spent £9.3 billion. The
highest favourable balance, £1.2 billion was in Jubilee



TABLE 1 - 19

OVERSEAS TRAVEL AND TOURISM: SUMMARY

eeessscsssscsssNumber Of VviSsit8.cceesecccccacccan

To the UK by Overseas by
.....0verseas visitors.... ....UK residents...... ....Earnings.... ....Expenditure.... Balance
Percentage Percentage Percentage Percentage
increase increase increase increase
on previous on previous £ ‘on previous £ on previous €
Thousands year Thousands year million year million year million
1980 12,421 -0.5 17,507 13.2 2,961 5.9 2,738 29.8 +223
1981 11,452 -7.8 19,046 8.8 2,970 0.3 3,272 19.5 -302
1982 11,636 1.6 20,611 8.2 3,188 7.3 3,640 11.2 -452
1983 12,464 7.1 20,994 1.9 4,003 25.6 4,090 12.4 -87
1984 13,644 9.5 22,072 5.1 4,614 15.3 4,663 14.0 -49
1985 14,449 5.9 21,610 -2.1 5,442 18.0 4,871 4.5 +571
1986 13,897 -3.8 24,949 15.5 5,553 2.0 6,083 24.9 -530
1987 15,566 12.0 27,447 10.0 6,260 12.7 7,280 19.7 -1,020
1988 R 15,799 1.5 28,828 5.0 6,184 -1.2 8,216 12.9 -2,032
1989 17,338 9.7 31,030 7.6 6,945 12.3 9,357 13.9 -2,412
Source: Business Monitor
Overseas Travel and Tourism
MA 6 1989

Central Statistical Office - Published HMSO 1991




year, 1977. The period 1986 to 1989, which coincided with
a phase of unrestrained econonic expansion in the U.K., saw
the unfavourable balance nearly double from £530 million in
1986 to £1.02 billion in 1987, double again to £2.03
billion in 1988 with a further increase to £2.4 billion in

1989.

There is no doubt that the U.K. hotel industry made
significant progress in the 1980's to the point where, by
1989, it was generally regarded as a mature industry.
Among the principal developments of the decade, two
unrelated events sparked a major series of property
transactions which had a marked effect on the composition
of property portfolios of the main groups within the
industry. The first was the acquisition in 1981 by Grand
Metropolitan of the Intercontinental Group from Pan
American World Airways for U.S. $500 million (£260
million). In turn this led Grand Metropolitan to dispose
of all but four of its U.K. properties. The majority was
sold to Queens Moat Houses in 1982 for €26 million. This

transaction transformed the latter company and paved the

way for its further expansion. Other sales by Grand
Metropolitan had important effects on those
companies. [22] The Mount Royal was sold to Mount

Charlotte, the Piccadilly to Gleneagles and St Ermin's to
Stakis.



The second was the sale, at the instigation of the
government in one of its initial forays into privatization,
of the 29 hotels which had been in state control since the
Transport Act of 1947. The sale of these hotels started in
1981 with the setting up of Gleneagles Hotels PLC and ended
some four years later with the sale of The Queen's Hotel in
Leeds to Trusthouse Forte. In all, these sales realized

the target figure of €40 million. [23]

The growing strength of the U.K. hotel industry was best
demonstrated a few years later when, in the autumn of 1987
Bass acquired Holiday Inn International in a deal worth
U.S. $575 million. This gave Bass control, via a mixture
of ownership, leases, management contracts and franchises
of 13 hotels outwith the U.S.A. and 13 further hotels in
the southern states of that country. [24]

This was followed in September 1987 by Ladbroke who, in a
deal valued at no less than U.S. $1.07 billion, acquired
the 91 properties that formed Hilton International.
Together with the Grand Metropolitan acquisition of
Intercontinental six years earlier, this resulted in three
of the leading international brand names in the industry
coming under British ownership and control. For the
industry in general this represented growth to the point of

maturity. [25]



Each acquisition was a carefully planned opportunistic
strike. Pan American Airways were in considerable
financial difficulty when approached by Grand Metropolitan.
Holiday Corporation was in a vulnerable position consequent
to a somewhat dubious scheme of capital reconstruction
which resulted in a heavy 1level of debt on its balance
sheet and the company exposed to predators. [26] Hilton
International had only been owned by the vendor United
Airlines for six months when it was put on the market,

having been previously owned by Trans World Airlines. [27]

Each acquisition benefited the British purchasers in
different ways. Grand Metropolitan sold Intercontinental
in 1988 for £1.35 billion, thus realising a profit after
all expenses and taxes in excess of £500 million - a
handsome return for seven years' ownership. The deal
allowed the company to develop its corporate strategy as
specialist manufacturers and retailers of food and liquor.

(28]

For Bass the Holiday Inn deal put it squarely in the
forefront of the international hotel industry. With a
worldwide roomstock of 57,000, backed by the goodwill
inherent in the Holiday Inn brand and its marketing
expertise, Bass was well placed for further advances both

in the U.K. and overseas.



The Ladbroke deal was widely regarded as the deal of the
decade and a personal triumph for Cyril Stein, the Ladbroke
chairman. His company came as a late player to the hotel
business but the impressive strides since made may well be
a sign of greater things to come. In the short time that
Ladbroke has been in control of Hilton International the
profitability of the operation has significantly improved
which, taken with the increase in property values in the
period 1987 to 1989, indicates an increase in the value of

assets acquired of at least £250 million. [29]



5. CONCLUSION

The U.K. hotel industry has undergone radical change in
the post war era. In particular, the emergence of large
companies within the industry has paved the way for major
improvements in the quality of management throughout the
industry. This professionalisation of management has
enabled companies large and small to adopt a much more
businesslike and profit oriented approach to the operation
of hotels. Aided by specialists in finance, marketing and
personnel, hotel operators have been able to bring a wide
variety of management techniques to their businesses and in

so doing have simultaneously improved the gquality of

service and facilities to clients, as well as returns to
shareholders through  improved profitability. The
combination of improved management, operational

profitability and substantial appreciation in value of
hotel property has resulted 1latterly.in investors, both
institutional and private, taking a more positive attitude
towards investment in the U.K. hotel industry. This
syndrome has been clearly in evidence since the recession

of 1980-1981.

As a result of progress made it is reasonable to suggest
that the hotel industry in the U.K. has come of age. As
service industries continue as the main employers of labour

compared with manufacturing industry, it would appear that
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the hotel and catering industry may gradually move towards
the forefront of the nation's economy, and that by its own
efforts its status and importance will win increasing

recognition.

It is in the 1light of the foregoing economic context that
the growth and development of the U.K. hotel industry is
reflected in a series of 12 case studies which form the
principal part of the thesis. The case studies are divided
into three distinct groups. The first deals with
independent hotels which, as shown, still account for the
major part of the roomstock of the industry. The second
deals with U.K. groups which jdentified the property
aspects of the hotel industry as being those which
represent the optimum route to growth and increased
profitability. The third group reflects the efforts of U.K

hotel groups who have expanded abroad.

The case studies also show the contribution made by the
founders of each organisation - in most cases the chairman
or managing director, or both, in each company. Especially
in the case of the independent hotels, the success of the
operation is clearly 1linked to the personality of the
proprietor. Equally the large groups would not have grown
but for the ability of the founder directors to act in an

entrepreneurial and acquisitive fashion.
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Problems Relating to the Compilation of statistics of the
U.K. Hotel Industry

Cogent statements of the difficulties surrounding the
accurate compilation, interpretation and evaluation of
statistics dealing with hotels and catering in the U.K. is
contained in a document published by the reference division
of the Central Office of Information in January 1972. The

document states that

a) "Because no national system of hotel registration or
grading exists in Britain there are no official figures
in existence of the number and capacity of

establishments offering accommodation."

b) "Accurate statistics of the total number of people
employed in the tourist industry (including hotels) are
impossible to obtain for the same reasons which make
figures of the number of accommodation establishments
difficult to assess. Additionally, the work-force in
the tourist industry is split up into different
categories of employment by the Department of

Employment so that workers in travel agencies, for



example, are placed in the category of "other services"

in the "miscellaneous services".

Workers from other

industries, and employees engaged in both internal and

international tourist transport,

"transport and communications"

category of employees in

many employees in this

are placed in the

section. The separate

catering and hotels includes

field not

tourist industry, such

involved with the

as workers in industrial

canteens, schools and hospitals.

These problems and inconsistencies in classification, and

the very general and fragmented

the high proportion of part

nature of the industry,

time staff employed in the

various sectors, plus the seasonality,

nature of the industry mean

(certainly up to 1972) should be

caution. Inaddition,

volatility and very

that statisticalmaterial

<fe) long

comprehensive system of registration,

likely to be clouded in
difficulties are likely to

future.

obscurity

viewed with extreme

as there is no
such issues are

and the present

remain for the foreseeable



The situation had improved but 1little by 1992. Twenty
years on from the C.0.I. statement, estimates of the size
of the U.K. hotel industry ranged from 27,000 (British
Tourist Authority) to 14,000 (Central Statistical Office).
Oon the former, broader definition, about 70% of all hotel
rooms (as distinct from hotels) were independently
operated. The major hotels (with 100 plus rooms)
constituted only 2% of hotel stock but 23% of all hotel

rooms.

Quoted in Hospitality, October 1992
The Medium Term Outlook for the U.K. Hotel
Industry.
Nigel Healey. Leicester University Management

Centre.

Cairncross also reminds us of the fallibility of

statistics.

'Readers should be warned that statistics
are not, in principle, any more accurate
and reliable than other 'facts' about the

past and that official statistics may be
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changed, sometimes quite radically, both
shortly after and long after

publication.'

A. Cairncross, The British Economy since 1945, Institute of
Contemporary British History (1992, Blackwell, oxford),
p316.



Note to Preface Chapter 2

video Recordings

A video recording of some 45 minutes duration was made with
the co-operation of Arthur Neil, The Open Arms, Dirleton.
The dialogue is indicative of the role of the individual
proprietor and his contribution to the effective management

of an independent operation and to profitability.

A further video recording, again of some 45 minutes
duration, was made with the co-operation of Peter Tyrie,
managing director of Gleneagles Hotels PLC. In this case
the dialogue vividly illustrates the importance of the dual
perception of the industry as an investment in property as

well as a retail operation.

Regrettably, cost and distance precluded a third video
recording to illustrate aspects of the growth and

development of international groups.

Nevertheless, the recordings made, and which are
available, represent a most useful insight to the operation

of the independent and property sectors.



CHAPTER 2 THE INDEPENDENT SECTOR
Introduction

Despite the many changes that have taken place in the U.K.
hotel industry since 1945, independent hotels still form by
far the largest single sector. In 1971 it was estimated
that there was a total of 31,965 hotels in the U.K. of
which 9,600 had less than 50 rooms and 20,700 had less than
15 rooms. By 1981 the total had fallen to 19,740 of which
8,400 had less than 50 rooms and 9,500 had less than 15

rooms. [1]

The vast majority of these independent hotels are family
controlled and operated, as in the case of The Goring in
London and The Metropole in Llandrindod Wells in Wales each
of which was purpose built. The Lygon Arms in Broadway,
Worcestershire is a very old building which was extensively
refurbished and enlarged throughout the post war era. As
the standard of the property improved the operation of the
hotel moved up market until it became one of the best known

tourist hotels outside London.

The success in marketing the property abroad, especially in
the United States of America, was one of the principal
achievements of the proprietor. Many independeht hotel

buildings were originally private houses which were
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extended to provide additional facilities for the retailing
of accommodation, food, liquor and latterly, leisure.
The Open Arms at Dirleton, near Edinburgh is a good
example of this syndrome and the particular skill of the
proprietor has been to operate an outside catering business

in conjunction with the hotel.

The examples chosen, reflecting differing geographical
areas of the U.K., all display the principal
characteristics of independent hotels and in particular
demonstrate many of the criteria necessary for commercial

success.

The examples selected for detailed study from the

independent sector are:-

1. The Goring Hotel, London

Proprietor George Goring

2. The Lygon Arms, Broadway, Worcs.

Proprietor Douglas Barrington

3. The Metropole, Llandrindod Wells, Powys

Proprietor David Baird-Murray

4. The Open Arms, Dirleton, East Lothian

Proprietor Arthur Neil



Examples 1 to 4 also illustrate typical ways in which
independent hotels have developed in the post war era

through the personality of the respective proprietor.



1. The Goring Hotel, London

Proprietor George Goring

The Goring Hotel, a privately owned and operated freehold
property, is located in London SW1l being midway between
Buckingham Palace and Victoria Station. Mr. 0.R. Goring
(1869~-1948), the grandfather of the present proprietor,
financed and had constructed to his personal specification
the original building which opened on 1st March 1910. By
that time O.R. Goring had had nearly twenty years
experience of the hotel industry in England and was a

prosperous man.

The hotel was the first in England to have a private
bathroom for each bedroom, a trend which was not followed
by other major London hotels until the 1920's. Original and
innovative, O.R. Goring brought his wunderstanding of
engineering to good use. The hotel featured central
heating throughout, together with systems of ventilation
and centralised vacuum cleaning which were well in advance

of their time.

During World War 1 the hotel was requisitioned for the army
of the United States of America shortly after their entry
into the war in 1917. It was one of the first hotels to be
de-requisitioned in 1919 and generous compensation was

paid. In 1922 and 1926 the hotel was extended to its
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present size of 88 1letting bedrooms with a sleeping
capacity of 135. The hotel was not requisitioned by the
services throughout World War 2 and adapted to the rigours
and restrictions of those times with both alacrity and

ingenuity. _.[2]

During the immediate post-war period demand for hotel
accommodation in central London greatly exceeded supply.
Provisions and materials of all kinds were, however,
desperately short. 0.G. Goring (1901 - 1974), the father
of the present proprietor, -‘alleviated the problem of the
shortfall of provisions in an entrepreneurial yet stylish
fashion. He purchased a large country house in Kent.
Although the building was in very poor condition the
property included a 1large walled garden with mature fruit
trees and soil ideal for growing a wide variety of
vegetables. The hotel was thus assured of a steady supply
of fruit and vegetables at a time when competing
establishments were not able to offer such produce on their
menus. Moreover the excess fruit was canned and used
during the winter months. The garden also yielded a fine
range of flowers which helped brighten the hotel. In
addition 0.G. Goring successfully raised Rhode Island
chickens on the property to ensure a plentiful supply of

poultry and eggs for the hotel. Such were the stratagems



employed to surmount the problems of the day. The
alternative would have been to resort to the black market -

a course of action fraught with risk. o

Furnishing and equipment were also in very short supply
during the immediate post-war years and 0.G. Goring was
forced to adopt many economies which went against the grain
of hoteliers keen to please their clients e.gq. replacing
worn areas of bedroom carpeting with carpeting from the
area under the bed. Such economies persisted for the
decade after the war and might have continued but for the
intervention of his wife, Mrs. E. Goring. She was
instrumental in implementing the interior refurbishment of
the hotel in the period 1955/1965. It was her insistence
on top quality linen, curtaining, carpeting and upholstery
that enabled the hotel to recapture the elegance it enjoyed
in pre-war days. These factors, added to the upgrading of
china, glass and cutlery, resulted in the hotel being able
to offer genuine value for money to the rising demands of a

widening yet discerning clientele.

In 1948 O0.G. Goring acquired the Coburg Court Hotel in
Bayswater, London W2. It had approximately 150 bedrooms,
only a small minority of which had private bathrooms. The
fabric of the building was in a very poor state of repair,
the hotel had but a very modest income from the éale of

food and beverages and was able to 1let the majority of
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bedrooms only because of the excess of demand over supply
of accommodation. During the next few years considerable
amounts of expenditure were applied to the hotel in an
effort to upgrade it to a standard comparable with the
Goring. Similar efforts were made to improve the quality
of management throughout the hotel. To a certain extent
this course of action proved successful but the
profitability of the Coburg Court could not rival that of
the Goring, the principal reason being the undeniably
superior location of the latter. 1In 1958 0.G. Goring sold
the property to Myddleton Hotels consequent to their

attractive offer. [3]

Realising that it would be virtually impossible to create
another hotel of the same standard and style as the Goring
in London, 0.G. Goring determined to find a country
property that would complement his metropolitan operation.
Subsequent to a four year search the 90 bedroom Spa Hotel
at Tunbridge Wells "fell into his lap" in 1962. He was
easily able to finance this acquisition with the proceeds
of sale from the Coburg Court together with the profits of

a transaction on a house in Victoria. ([4]

As with the Coburg Court extensive schemes of refurbishment
and modernisation were necessary. These proceeded rapidly
and culminated in the construction of a health and leisure

centre together with additional bedrooms at a combined cost
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of nearly €1m in 1985. By that time the number of original
bedrooms had been reduced significantly as a result of the
installation of private bathrooms. The hotel is now mainly
geared to conference business and overseas visitors
together with the 1local trade. The financial performance
of the hotel is shown in Table 2 - 1. As with all long-
established hotels - the original building dates from 1776
with major additions during the Victorian era (the property
commenced trading as an hotel in 1880) - very large sums of
money are required to maintain the fabric, furnishings and
equipment. In years where the expenditure has been
particularly heavy the hqtel has operated at a loss; when
such expenditure has been less severe the hotel has
produced useful trading profits - the figures from 1984 and
1985 illustrate this clearly. The hotel is constituted as
a subsidiary of the London hotel and, as such, has been

financed by the parent company.

Subsequent to the purchase of the Spa, 0.G. Goring
arranged for nearly all of his assets to be placed in
family trusts. He took a less active part in the running

of the hotels and spent an increasing amount of his time

either travelling abroad, mainly on the Continent of
Europe, in connection with his activities in the
International Hotel Association, or within the UK serving

on the numerous committees of the hotel and catering

industry and related bodies of which he was a member. His
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health subsequently deteriorated and after a long illness

he died in 1974 at the age of 73.

Undoubtedly one of the leading figures within the UK hotel
industry in the immediate post-war period, he had a notable
career not only with regard to the success of his own
operations but more importantly from an historical
viewpoint in his role, together with very few others, of
gaining professional recognition for the industry in the
eyes of both the public and the government. An extract
from the obituary in the Caterer and Hotelkeeper is worth
recall.

"The Goring has been described as an

unofficial annexe to Buckingham Palace

and over the years has housed many

distinguished guests who .were

accompanying official state visitors."
An hotelier who has the wit to operate an hotel in such a
location deserves recognition in the annals of the
industry. It was indeed sad that severe ill health and

lack of mobility prevented him from enjoying a well-earned

retirement. [5]

The present proprietor George E. Goring was born in 1938.
He commenced work at the family hotel in December 1961
having had a classical training at the Lausanne hotel

school followed by extensive experience on the Continent of



Europe culminating in a sojourn at the family owned yet
internationally renowned Hotel Vier Jahreszeiten in

Hamburg. (6]

Gradually he took over the running of the hotel from his
father and evolved his own management style, primarily with
regard to the provision of accommodation, food and drink
then latterly to the specialist areas of personnel,
marketing and finance. This management style evolved over
a considerable number of years and is worth examining is

some detail.

Accommodation

Over the years the Goring has enjoyed a sound reputation
for value for money especially with regard to
accommodation. In an average year just over 60% of total
turnover comes from this area and is the key to the
profitability of the hotel. The strategy adopted by George
Goring has been concerned therefore with maintaining the
standard of accommodation offered to guests, simultaneously
ensuring that the room rates represent good value for money

compared with competing London hotels.



The Goring is fortunate in owning property, both freehold
and long leasehold, near the hotel. This allows nearly 40
out of the total staff complement of 125 (full and part
time) to "live in". The "live in" staff are mainly
chambermaids, receptionists, cashiers and secretaries.
Having these staff on call is a considerable advantage and
helps ensure that the maintenance and cleanliness
throughout the hotel are of a consistently high standard.
Nothing is more 1likely to upset guests than dirt or
untidiness in bedrooms for which they are paying
considerable amounts of money. A further aid to
consistently high standards in bedrooms and public areas is
the maintenance staff whose remit is to keep all the
mechanical and electrical services in good working order.
Having one's own staff to carry out this function also
carries significant advantages when compared to reliance on
outside contractors, particularly when they are required at

short notice.

Linked to the servicing of the rooms is the work of the
receptionists and the advance reservations office. Long
practice over the years allied to 1long-serving and
experienced staff has resulted in the letting of bedroom
space being brought to a fine art. The proof of the
expertise may be seen in the high proportion of hotel
turnover attributable to rooms, allied to the annuai number

of sleepers and the bed occupancy figures.
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Food and Drink

The principal points of sale for food and liquor are the
five banqueting rooms and the hotel dining room.
Banqueting, especially liquor, is an important contributor
to food and beverage turnover and profitability. The hotel
dining roonm, although busy, shows but a small margin of
operating profit. Unlike accommodation there are
substantial direct material costs for food and beverage.
The labour costs are also significantly higher (often
accounting for 40% of turnover) and once additional
departmental expenses such as laundry are taken into
account the margin of operating profit tends to be less
than 10%. Nevertheless it 1is a vital part of the hotel
operation. Usually a client's first dealing with the hotel
will be a meal in the dining room. Satisfaction in this
area will often lead to enquiries and bookings for
accommodation. In addition to the cuisine, which is
essentially French with an emphasis on fish and seafood, a
major attraction for the discerning guest is an extensive
wine list particularly strong on claret. The Goring is now
one of only a very few hotels that are in the enviable
position of being able to buy wines to lay down for future
consumption five to ten years hence. Even allowing for the
opportunity costs involved and the costs of stockholding

this practice can pay handsome dividends and allows the




hotel to present a list which offers the «client
significantly better value for money than other leading

London hotels.
Personnel

Whilst it is a truism that no hotel can be better than its
staff the Goring has again been fortunate over the years in
the quality of its management and staff. A family run
business in a service industry will naturally have a
greater ability to attract and retain staff over a long
number of years. Whilst hotels belonging to major chains
may have special attracéions these tend to be ephemeral
especially as staff within 1large groups tend to be moved
around to a greater or lesser extent. The policy at the
Goring has been to carefully interview, induct and train
staff with the result that a large proportion remain with
the hotel for many years. In 1980 there were 8 who had
more than thirty years service, 15 who had more than
twenty, while no fewer than 24 had been with the hotel for
more than ten years. When one considers that there are
only 125 full and part time staff the length of service
becomes all the more remarkable in an industry where staff

turnover of 100% or more in one year is not uncommon.



During the last twenty years in particular the hotel has
been able to build strong 1links between management and
staff. In a relatively small hotel most staff tend to know
one another. Essentially the management team comprises
three people - the proprietor, the general manager and his
deputy. In addition there are three posts at assistant
manager level together with six posts at head of department
level. The remainder are at either supervisory or
operative level. Under such conditions i.e. a working
proprietor, a straightforward management structure and
clear lines of communication for supervisory and operative
staff, it is not difficult to enable all grades of staff to
participate in the decision making pfocesses within the
hotel and to promote motivation and morale at all levels.
The outward manifestation of this situation are various
staff and management meetings which take place on a monthly
basis and represent a forum for discussion. George Goring
freely admits that some of the most productive suggestions
for improving the operation of the hotel have emanated from
these meetings - often at the instigation of supervisory

and operative staff.

Among the major benefits of a low rate of staff turnover is
that the guests and staff can get to know one another. One
of the particular attractions of hotels such as the Goring
is that the guests can return on numerous occasions

reasonably certain that they will receive a warm welcome,
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have their car hire and theatre tickets arranged, their
favourite table in the dining-room and the same bedroom as
before and all of this carried out by staff whom they know
and trust. Taken together these attractions add
considerably to the goodwill generated by the hotel.
Furthermore they are extremely difficult to emulate in
hotels that are merely part of a chain or group. There can
be little doubt that the success of the Goring over the
years is attributable to the abilities of the staff.

A profit participation scheme has been in force since the
1960's and although the rates of pay throughout the hotel
tend to be above not only the Catering Wages Act but also
the average for competing London hotels, substantial sums
are distributed to all grades of staff via the scheme - to
the extent of £70,000 in 1985. In essence George Goring's
approach to staff management is one of enlightened
paternalism. Although to many this may seem somewhat
old-fashioned the profitability of the hotel is sufficient

vindication. [7)

Marketing

It is not easy to evaluate the marketing function within
the hotel. Prior to World War 2 the marketing was linked
to two factors - the personality of the proprietor 0.G.

Goring and the location. There was relatively 1little
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marketing as we understand the meaning of the word today
other than bookings made through travel agents, the
commission on which was a bone of contention even in those
days. In the immediate post war period the excess of
demand over supply ensured upsurge in world tourism and the
gradually increasing disposable income of the British
clients maintained the status quo. It was not until the
implementation of the Development of Tourism Act 1969,
which brought in its wake the various development
incentives, that independent hoteliers perceived that in
order to retain their share of the market more time and
effort would have to be deployed in the marketing of their

products.

The Goring still retained the inbuilt advantages of an
exceptionally good location, a strong following in the
United States of America dating back to World War 1 when
the hotel had been requisitioned for the American army, and
the unique connection with Buckingham Palace and the
Comptroller of the Royal Household. Furthermore, the hotel
enjoyed a loyal following in the UK for accommodation,
functions, weddings and restaurant business. Nevertheless
the vhotel building boom of the early 1970's and the
recession of 1973-1975 caused the balance between supply
and demand for hotel accommodation of all grades throughout
central London to undergo radical change. Discouhting of

room rates was rife, group and tour business was accepted
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by even the most prestigious hotels and hoteliers in the
capital became desperate to £fill rooms which were empty

even ih the traditionally peak times of the year.

Against this background George Goring resolutely refused to
join in the practice of discounting room rates. He
preferred to let the room at the rack rate, which he
correctly saw as offering sound value for money vis a vis
his competitors, or not let it at all. In the long run he
was able to maintain this policy, although the period 1974
to 1976 saw a significant fall in the number of sleepers as

was the case later on in the period 1981 to 1983.

Like his father and grandfather before him he had fought a
long-running battle with travel agents over the matter of
commission. For many years he refused to pay the travel
agents their customary 10% commission on room sales.
Likewise he would not accept credit cards. The events of
the 1970's, however, caused him to rethink his policies.
Eventually the major credit cards were accepted in 1978 and
commiésion to travel agents was paid from 1981.
Nevertheless he was able to make a considerable marketing
ploy out of the 1latter and was able to attract nationwide
attention throughout the United States of America via the

columns of the New York Times. [8]



The hotel is now serviced by an extensive network of travel
agents throughout the United States and regular personal
contact is maintained with them in order to secure a steady
stream of clients. Overall the approach to marketing is
conducted insofar as 1is possible on a person'to person
basis with the Goring name and the personality of George
Goring projected to the full. This, however, does not imply
a high profile technique, but more of a widening of the
circle and the ripple effect of the Goring name in the many
locations in which it is recognised throughout the

Continent of Europe and the New World.

Finance

Although not overtly interested in financial matters, as is
the case with many genuine hoteliers, George Goring is
sufficiently aware of the financial necessity of hotel
profitability. To a certain extent his apparent lack of
interest may be attributed to the strong financial position
from which he operates. This happy state of affairs is
neatly encapsulated in the family motto - e viribus servi -
serve from strength. As shown in Table 2 - 1 and 2 the
combined turnover of the two hotels is approximately £4
million per annum. With both properties freehold this

would indicate a conservative combined valuation in the



region of £7 million. Even this figure does not mean very
much as it 1is highly unlikely that either hotel will ever
be put on the market. |

The year to year profitability is linked primarily to room
occupancy and room rate and secondly to the 1level of
repairs and renewals written off against revenue and
charged to the profit and loss account. As may be seen
this latter amount tends to be significant and is the
principal reason for the pre-tax profits being restricted
to their present levels. In George Goring's words "old
hotels tend to be thirsty brutes". The room rates in the
period under review have been determined by a combination
of competition and inflation. In 1960 a single room with
bathroom per night was £2.25, in 1970 £4.50, in 1980 £40
and in 1985 €£60. In the recession of 1981 to 1983 there
was again a marked decrease in turnover as Table 2 -1
shows and it was not until 1985 that business returned to
its previous levels. These figures clearly illustrate the
cyclical nature of the hotel industry. Usually it is
linked to business cycles in general and to specific
external factors such as the strength of sterling against

the major foreign currencies.



The sales mix is especially favourable with the marginal
profitability of the food and beverage operations being
more than offset by the volume of accommodation business.
Indeed the figures for 1978 and 1985 indicate a bed
occupancy of 85%, a high figure even by London standards.
It may be seen therefore that the Spa and especially the
Goring are in an enviable financial position compared to
the vast majority of independent hotels in the U.K. The
combination of 1long established freehold properties in
sound location enjoying a considerable degree of goodwill

is a potent recipe for success.

Wisely George Goring allows himself sufficient time for
leisure and recreation. Having been a keen horseman since
his youth he has maintained a keen interest in this field
and over the years his success has grown considerably.
Generously he ascribes this more to the quality of the
horses than his prowess as a rider. Although he originally
intended his riding to act as a diversion from the hotel,
events have paradoxically resulted in the recreation
becoming a marketing tool. His three-day eventing team
which is known as the Boring Gorings is sponsored by the
hotel. The "Boring" epithet was given to him by travel
agents in the United States, tired of his one tinme

insistence not to grant them commission.



In essence his management style could be termed that of a
professional amateur. With 75 years and three generations
to assist him he can make the hotel portray the style and
appearance of a private house rather than the highly
profitable business it is. One small example may serve to
typify this style and contrast it to that generally found
in large group hotels. In such establishments the guests'
hearing is often assailed by discordant piped music. When
guests dine at the Goring it is to the accompanient of, for
example, a Chopin polonaise played on a Zimmerman grand by
students from the Royal College of Music; Small touches
such as this are indicative of the advantages that

independent hotels can generate to their benefit.

During this century the Goring has carved for itself an
unique niche in the U.K. hotel industry and after 75 years
of service is genuinely regarded with considerable

affection by generations of guests and staff alike.
FINANCIAL COMMENTARY

The schedules of The Goring Hotel Limited and The Spa Hotel
(Goring) Limited illustrate two principal features of hotel
profitability - the importance of a high 1level of
accommodation in the sales mix and the impact of revenue
repairs and renewals on operating profit levels. In these

areas the Goring is especially fortunate in having such a
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large proportion of its turnover in accommodation, which in
turn allows the property, externally and internally, to be
maintained in sound condition. It may be noted that by
1985 the expenditure on repairs and renewals for the Goring

alone was running at the rate of £1,000 per day.

Nevertheless the Goring and the Spa attest to the principal
determinant of success in the hotel industry, insofar as
they display the dual nature of the business as an
investment in property, linked to a retail business with
inherent added value characteristics. The expert matching
by professional management of the inherent and potential
value of the property to the retailing of accommodation,
food, 1liquor and leisure results in a situation where near

optimum profitability can be achieved.



Number of Sleepers

Total Turnover

Provision Receipts

Liquor Receipts
Cigar/Cigarette Receipts
Gross Profit

Gross Profit % Provisions
Gross Profit % Liquor
Gross Profit % Tobacco
Repairs & Renewals

Net Pre-Tax Profit (Loss)

Year to
31.3.76

34,051
£
583,898
179,238
65,853
4,403
454,650
47.7
51.7
16.6

£51,006

TABLE 2 - 1
THE GORING HOTEL LIMITED - LONDON
FINANCIAL SUMMARY - 1976-1985

Year to Year to Year to Year to Year to Year to Year to Year to Year to
31.3.77 31.3.78 31.3.79 31.3.80 31.3.81 31.3.82 31.3.83 31.3.84 31.3.85

40,429 42,611 41,795 37,400 31,060 31,547 32,511 37,953 42,249
£ £ £ £ £ £ £ £ £
770,215 945,187 1,152,195 1,273,534 1,363,595 1,570,810 1,776,464 2,191,111 2,633,601
226,149 273,606 311,807 332,321 367,755 439,466 502,252 600,197 693,362
85,394 94,434 111,240 126,368 149,273 182,430 213,771 242,003 293,051

4,599 5,208 5,431 6,410 7,003 8,569 10,278 10,528 10,449

601,985 757,429 931,557 1,033,949 1,102,090 1,247,717 1,406,268 1,777,593 2,159,842

45.3 49.2 49.0 48.2 49.0 47.7 47.17 51.7 50.9
52.5 53.1 48.8 50.6 54.0 52.6 53.8 52.6 57.5
14.0 14.2 12.7 19.3 18.7 18.5 13.1 15.5 13.3

£78,859 £121,311 £157,345 £158,411 £88,323 £196,247 £216,649 £239,314 £365,150

£54,650

£89,225 £102,226 £114,359 £55,470 £88,341 £(15,577) £1,685 £200,096 £203,545

Note:

Source:

Gross Profit = Total Turnover - Cost of Sales of Food, Liquor and Tobacco
Audited Accounts - The Goring Hotel Limited - London
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TABLE 2 - 2
SPA HOTEL (GORING) LIMITED

FINANCIAL SUMMARY - 1976-1985

Year to Year to Year to Year to Year to Year to Year to Year to Year to Year to

31.3.76 31.3.77 31.3.78 31.3.79 31.3.80 31.3.81 31.3.82 31.3.83 31.3.84 31.3.85
Number of Sleepers 22,378 23,176 23,491 25,003 23,832 19,898 22,300 21,879 22,289 22,213

£ £ £ £ £ £ £ £ £ £

Total Turnover 374,558 447,263 574,705 715,190 825,377 838,546 986,604 1,060,840 1,223,611 1,329,955
Provision Receipts 150,385 195,644 267,501 327,561 380,189 385,976 432,901 480,375 526,438 604,621
Liquor/Tobacco Receipts 73,137 86,579 103,811 128,649 154,653 161,501 195,284 210,193 243,732 258,476
Gross Profit 239,089 273,330 370,194 482,538 549,783 573,068 680, 341 713,254 839,762 924,038
Provisions Gross Profit 36.5 35.2 44.5 48.8 49.3 47.9 49.3 48.0 49.2 51.8
Liquor/Tobacco Profit 43.9 43.5 43.9 47.3 52.4 51.6 52.4 51.6 52.2 53.4
Repairs & Renewals £54,864 £25,738 £57,739 £106,781 £130,319 £82,025 £€91,482 £143,365 £103,241 €£191,330
Net Pre-Tax Profit (Loss) £(18,182) £(2,728) £15,404 £30,835 £(21,897) £19,097 £63,655 £(6,644) £95,718 £(34,488)

Note:

Source:

Gross Profit = Total Turnover - Cost of Sales of Food, Liquor and Tobacco

Audited Accounts - Spa Hotel (Goring) Limited



2. The Lygon Arms, Broadway, Worcester

Proprietor Douglas Barrington

The Lygon Arms is situated in the picturesque village of
Broadway, Worchestershire, some 90 miles from London. The
original buildings date from the 14th century. From as
early as 1532 it was known as the White Hart Inn. Both
Charles 1 and Cromwell were guests of the inn which was the
property of the Trevis family from 1620 until 1770. In
1830 a veteran of the Napoleonic wars, General Lygon,
acquired the buildings and surrounding land. His butler

took over the inn and renamed it The Lygon Arms.

At the beginning of the twentieth century inns and hotels
throughout England tended to be in a poor state and The
Lygon Arms was no exception. In 1903 Sydney Bolton Russell
(1866-1938) acquired the property and set about restoring
it to its former glory. When one of the principal function
rooms, The Russell Room was opened on 28th June 1957 the
then chairman of the British Travel and Holidays
Association Sir Arthur Morse said of the founder of the
modern Lygon

"Sydney Russell was a man of vision with a

knowledge and love of architecture and a

passion to create the perfect English inn

and his two interests have borne splendid
fruit in The Lygon Arms". [9]



Sydney Russell had three sons - Sir Gordon Russell and
Professor Richard Russell were both prominent industrial
designers and owned a furniture factory which they operated
from Broadway. The middle son Don Russell (1894 - 1970)
was, together with his father, responsible for greatly
improving the standards of the inn before and after World

War 2.

In the period 1939 to 1945 the hotel was frequented by many
groups of servicemen. In one was a young Australian naval
gunnery officer by the name - of Douglas Barrington. An
accountant in his native Perth he had come to the U.K. in
1941 as a naval recruit. Towards the end of the war Don
Russell offered him the 3job of manager at the Lygon Arms
and subsequent to obtaining his discharge in England he
accepted the challenge, became a director in the following
year, managing director in 1956 and chairman in 1983. The
continuing success of the hotel in  the post war era is

inextricably linked with his name.

When Douglas Barrington came to the hotel it had only 26
bedroomns. Subsequent to an initial decade when the
property underwent rehabilitation to restore the fabric and
furnishing to pre war standard a series of extensions was
planned and executed. The first major extension was in
1957 when completely new kitchens were built. The area

formerly occupied by the kitchens and the ancilliary
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premises was converted to form The Russell Room which is
now used as a relaxation area for residents and

occasionally for private functions.

In 1960 the land adjoining The Russell Room was utilised to
create a bedroom extension of 14 rooms, all with private
bathrooms, overlooking the hotel gardens. Consequently this
area was named the Garden Wing. A second wing was
completed in 1968. This comprised a further 19 roons,
again all with private bathrooms. In addition a
comprehensively equipped conference room, The Edinburgh
Room, was incorporated into what was named the Orchard
Wing. These two modern wings attracted much architectural
acclaim - Sir Nikolaus Pevsner remarking in his Buildings
of England

"A perfect twentieth century extension

just to show that such a thing can be

done and should be done." [10]
Additional refurbishment then took place in some of the
older parts of the building. The number of rooms declined
from a peak of 72 to the current 63 as a result of the
provision of private bathrooms in all the original
bedrooms. The principal function/conference area, the
Torrington Suite, was incorporated into this phase of

development.



Whilst the series of extensions and accompanying
renovations produced an enlarged hotel offering superior
facilities to discerning guests it must not be assumed that

these improvements represented a passport to profitability.

The Lygon Arms does in fact serve as an excellent
illustration of the principal economic problems that
confront innkeepers and hoteliers. It will have been
perceived that the bulk of hotel investment is of a capital
nature, being tied up in land, stone, bricks and mortar,
together with fixtures, fittings and equipment. As a
consequence there is a high incidence of fixed costs,
particularly in establishments where standards are as high
as those at The Lygon Arms. Not only are the costs
(repairs and renewals, rates, insurance and depreciation)
of maintaining the fabric and furnishing considerable but
the single greatest cost - that of labour - is essentially
fixed and therefore has to be borne irrespective of the

level of turnover.

The result is that the break-even point of the operation,
in terms of room and bed occupancy, as well as food and
beverage turnover, is high. Because of the fixed 1location
of the premises and the perishability of the principal
product, accommodation, and to a lesser extent food and
liquor - allied to seasonality and a propensity towards

volatile patterns of turnover, it is difficult for

- 96 -



proprietors to earn significant 1levels of profit or
satisfactory rates of return on capital investment. It is
against this economic background that the importance of
marketing becomes crucial. The latter day success of The
Lygon Arms can be largely attributed to the marketing
expertise that the management of the hotel has acquired and

consolidated during the period under review.

It has already been noted that the major post-war expansion
of the U.K. hotel industry dates from the early 1960's.
At that time Douglas Barrington anticipated the upsurge
that was about to take place. Simultaneously he realised
that in order to attain satisfactory levels of turnover in
the three principal revenue producing areas of the hotel -
accommodation, food and drink - it would be necessary to
widen his market and to attract a substantially greater
number of visitors from overseas. He identified the United
States of America as a prime marketing target and made his
first foray there in 1964. This visit was to prove a great
success and the following year saw a 30% increase in the
business from the U.S.A. Such is the importance of this
market to the Lygon Arms that Douglas Barrington visits it
every other year in order to consolidate his relationships
with the many travel agents who send him valued clients.

(11]



At the time it was made, it was very much a pioneering trip
for an independent hotelier to undertake. Very few
independent hotels had direct relationships with travel
agents outwith the Continent of Europe and of the major
groups only Grand Metropolitan had by that time an

established sales and marketing team.

Since that initial visit Douglas Barrington has made
numerous other overseas trips principally to Australia and
Japan. By 1985 only 46% of the hotel's turnover came from
U.K. residents, an equal percentage from clients from the
United States of America together with 2% each from
Australia and Japan. Effectively this means that the hotel
now earns more than £1m in foreign currency. The outward
manifestation of this considerable marketing success was
marked both in 1971 and 1985 by the Queen's Award to
Industry for export achievement, the first independent

hotel to gain this honour.

Douglas Barrington also foresaw the need for independent
hoteliers to act together in the field of marketing and
sales promotion. The Lygon Arms was one of the founder
members of Prestige hotels, a marketing consortium which
now numbers some 30 hotels in the U.K. all of which are
independent and the vast majority of which are in the
country house style. Membership of Prestige has brought

useful benefits to all members of the consortium and has
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enabled them to tap markets which otherwise would have been
prohibitively expensive. Furthermore they have been able to
extend their activities into the field of purchasing
thereby making additional savings. The success of the
Prestige venture encouraged Douglas Barrington to
participate in another international consortium, that of
Relais & Chateaux. This 1is an organisation founded in
France some thirty years ago with the aim of promoting
hotels of excellence, situated in tranquil rural areas and
dedicated to providing relaxation, comfort and fine cuisine
for guests. It is now a worldwide organisation with some
17 members in the U.K. and the standard is perhaps even

higher than that of Prestige.

Because the marketing of the hotel projects an image of
exceptional comfort and fine cuisine, located in an area of
outstanding natural beauty surrounded by historical and
cultural attractions, it is imperative. that the operational
standards are maintained at a consistently high level. The
higher the standard of an hotel the greater attention must
be paid to ensuring that the expectations of the guests are
satisfied. A guest will tend to remember one or two small
matters that were not exactly to his or her liking rather

than the majority which may have been faultless.



The key to high standards is a management structure that
enables a high degree of customer contact and direct staff
supervision. Allied to this is the high degree of social
and technical skills of staff at all levels. Ideally a
chambermaid, porter or waiter should be able to converse
with guests with a degree of fluency similar to that of the
proprietor. To facilitate all this the management
structure comprises the proprietor, the managing director
and the general manager as the top tier supported by a
conference manager, a food and beverage manager and an
accommodation manager as a second tier. Thereafter 120
staff of whom 100 are full time exist to fulfil the
expectations of the guests. In addition and somewhat
unusually for an independent hotel there is a wide range of
consultants in such fields as wine, interior decor, fire
precautions and energy conservation whose specialist
expertise complements the technical skills of the

management team.

As has been indicated the proprietor is essentially
concerned with the external projection of the hotel both
through his own efforts and via the many committees on
which he serves related to tourism, hotels and catering.
The managing director Kirk Ritchie has been with the hotel

since 1975.
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Having had a classical five year training with the Savoy
Hotel Company, preceded by a year in France in the wine
trade and the post Savoy training with an international
group in London, he 1is ideally placed to evaluate the
requirements of an increasingly discerning clientele. In
practice this means that all guest accommodation must be

constantly maintained in impeccable condition. When guests

may be paying in excess of £100 for a twin room for one

night (which approximates to London West End prices) there
has to be unceasing attention to detail allied to the
provision of accommodation that is simultaneously

aesthetically pleasing, comfortable yet functional. [12]

In the case of an essentially o0ld building such as The
Lygon Arms this can be achieved only by a high level of
skill and significant, often heavy, expenditure on repairs
and renewals to the fabric and furnishings. Indeed, the
cost of repairs and renewals is one of the main limiting
factors in the determination of profitability. The
aesthetic standards of the Lygon Arms accommodation are
greatly enhanced by the wide use of numerous pieces of
antique furniture which are to be found in the individual
guest bedrooms as well as public areas. It is a pleasant
surprise, especially for overseas visitors, to find the
modern fittings of their room such as a hairdrier and

colour television set complemented by, for example, a
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Georgian bow fronted chest of drawers or a Victorian

writing table.

Arriving in the middle of the 1973 - 1975 recession as Food
and Beverage Manager Kirk Ritchie immediately had a
challenge on his hands to improve levels of turnover and
profitability. Of particular concern was the food and
beverage area which although satisfactory until the early
nineteen seventies was having to come to terms with serious
competition. A number of country house style hotels had
recently opened and it was imperative that the Lygon Arms
retain its share of the market. As a result of Kirk
Ritchie's endeavours a number of changes was instigated.
The aim of the food and beverage area is now to produce
quality menus of a consistently high standard without
indulging in spectacular cuisine which tends to be not only
costly but also much more difficult to achieve consistent
standards. The virtues of this approach may be seen in the
relatively short “a 1la carte menu and in the table d'hote
menu which is of a standard sufficient to satisfy the

majority of guests.

The significant proportion of function and conference
business enables the hotel to achieve an overall gross
profit percentage on food in excess of 60 and a similar
profit percentage on drink in excess of 50. This is both

necessary and important in an area which attracts a high
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labour cost, typically 30 to 35% of turnover, in addition
to a considerable number of - overheads e.g. 1laundry. The
hotel operates a full system of management accounting and
budgetary control which enables individual managers to
assess performance on a monthly basis and thereafter remedy
adverse variances and capitalise upon trends that are
favourable. The system is under the control of the company
secretary who reports to the chairman and managing

director.

During the summer months the Lygon Arms employs 120 staff
of whom 70 are female and 50 male. It may seem extravagant
to employ 100 full time and 20 part time staff in an hotel
which has only 63 bedrooms but the layout and the age of
the buildings combined with the high standard of personal
service which is available to guests necessitate these
generous staffing levels. Considerable attention is paid to
staff training and development with the result that the
rate of staff turnover compares very favourably with the
average for this type of hotel. For example 24 members of
staff have more than 15 years service and their combined
service extends to more than 1000 years. This attracts
considerable benefits both to the hotel and for regular
guests who can be assured of continuity of service by

people whom they get to know well.
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An indication of the importance that the management attach
to staff was evident 1in the early 1980's. At that time
consideration was being given to the provision of a health
and leisure facility for the guests within the hotel
grounds. Although very fashionable at the time there were
opposing views as to the merits of such a course of action.
Simultaneously it was recognised that the land available
could be utilised for the provision of a purpose built
staff accommodation wing. The hotel owned a number of old
properties in the village and surrounding area and whilst
these served a useful purpose their scattered location made
it difficult to maintain and supervise their upkeep.
Furthermore it was, oﬁ occasion, difficult to contact
staff. A decision was made to opt for the staff
accommodation wing which was built at a cost of £400,000, a
substantial proportion of the investment being met by the
sale of the village properties. The superior accommodation
is a definite attraction for staff and gives the Lygon an
advantage 1in engaging skilled staff with London or

equivalent experience.

In the period November to March a financial evaluation of
the hotel must take into account turnover, profitability
and the rate of return on capital investment. Over the
years the turnover has risen steadily to the point where it
is now some €£2.25m per annum. In the period October to

March, however, the hotel operates at a loss mainly because
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of the high 1level of fixed costs which have to be borne
irrespective of the 1level of turnover. It would be qﬁite
impracticable for an hotel of the standard of the Lygon
Arms to close during the winter months - the main aim
during this period 1is to minimize 1losses. The summer
months produce a substantial profit except in years where
the U.S. dollar is weak vis a vis sterling as was the case
in 1980/81. Also, in years where the revenue charge for
repairs and renewals 1is heavy, little or no operating
profit is generated. In years where this charge is less
than average a useful level of operating profit is

produced.

In the case of the Lygon Arms the rate of return on capital
investment is somewhat nebulous. On the basis of annual
turnover of £2.25m and taking into account goodwill and the
especial attractions of the hotel, a conservative valuation
of the property as a going concern might be in the order of
£3.5m. The hotel, however, has a valuable capital reserve
in the form of 13 acres of prime land on the outskirts of
the village. It is a prime site for private housebuilding
and were planning permission obtained a value of a least
£1.5m would be indicated. Oon the basis of a combined
valuation of some £5m the rate of return is very low. In
view of the capital structure of the company, however, this
figure does not give cause for concern. The majority of

the equity was formerly in the hands of the Russell family
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with Douglas Barrington having a nminority interest.
Subsequent to Don Russell gifting shares to Douglas
Barrington control of the business passed to the family of
the latter, Kirk Ritchie subsequently acquiring a minority

interest.

In 1986 Douglas Barrington, by now in his mid-sixties,
decided to sell The Lygon Arms. Not surprisingly the
proposed sale received numerous enquiries from prospective
purchasers but after careful consideration he decided to
accept the offer of £4.75M from The Savoy Hotel PLC.
Negotiations, which were concluded in the summer of that
year, resulted in Douglas Barrington joining the board of

the management company of the Savoy group. [13]
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The Barrington era, | spanning forty years, thus came to a
successful conclusion: the operation of the hotel was
transferred to capable hands with Douglas Barrington being
available to ensure that the standards he had built were

maintained and enhanced.

- 107 -



1976

£
Turnover - 718,515
* Total
(Exclusive
of VAT)
Accommodation 290,433
Food 312,458
Liquor 104,624
Gross Profit 63%
Percentage -
Food
Gross Profit 55%
Percentage -
Liquor
Repairs & 36,967
Renewals
charged to P & L
Net Profit £56,546

Before Tax

* Total Turnover includes:
Wine Bar

Telephones

Car Hire

Garage Rents

Source: Audited Accounts - The Lygon

1977
£

905,435

375,796
386,792
126,063

62%

54%

28,523

£63,658

TABLE 2 - 3

THE LYGON ARMS LIMITED - BROADWAY

FINANCIAL SUMMARY

1978
£

1979
£

1976-1985

1980

1981

1,035,081 1,256,597 1,333,625 1,366,960

462,276
411,247
147,754

62%

55%

35,689

£69,048

Arms Limited

546,451
444,966
178,058

62%

52%

43,999

£27,346
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573,465
472,022
183,277

61%

53%

84,167

Loss
(£58,314)

1982
£

1,516,149

563,197 634,162
512,516 519,020
198,886 245,486
53% 54%
51% 51%
31,597 29,508
Loss
(£66,879) £42,492

1983
£

1984

1985

1,733,918 2,031,296 2,312,798

762,018
618,651
262,786

52%

52%

47,684

262,767

894,822 1,020,266

710,730
269,062

63%

52%

81,260

109,952

809,216
313,580

63%

54%

154,333

271,397




3. The Metropole, Llandrindod Wells, Powys

Proprietor David Baird-Murray

The Metropole Hotel is located in the centre of Llandrindod
Wells, Powys (formerly Radnor) Wales. Cardiff and Swansea
are some 70 miles distant, Birmingham 80, Manchester and
Liverpool 125 and London 170 -~ approximately 3 hours by
car. The town is also served by the mid Wales railway line
running from Swansea to Shrewsbury. The town has a
population of 4,200 and within a radius of 25 miles there

are only some 20,000 people.

Powys covers more than 1;25 million acres, nearly a quarter
of Wales, with the smallest population of any county in
England and Wales. Llandrindod Wells was built mainly
between 1860 and 1870 as a Victorian Spa town. By 1910
there were at least 6 major hotels, each with 100 or more
rooms together with numerous smaller establishments giving

a total capacity in excess of 3,000 beds.

The great-grandmother of the present proprietor purchased
the original buildings in 1897 for the sum of £7,850. Mrs.
Elizabeth Miles (nee Spencer, born 1847 and died 1930) was
married at 20 and left a widow with two sons at 24. of
dynamic disposition and formidable personality Elizabeth

Miles wultimately became the licensee of ten properties in
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South Wales. In the period 1897 to 1923 a series of major
extensions was carried out with the result that at one time

the hotel was the largest in Wales. [14]

Mrs. Elizabeth Miles engaged a manager and manageress to
run the hotel. From 1906 Mr. A. Sims held this position
until his death in 1929, his wife continuing throughout the
Second World War until her retirement in 1947. Another
couple, Mr. and Mrs. Finlay McEwan then took over the
management until 1954 when the present proprietor David
Spencer Baird-Murray, great-grandson of the founder, took

over the operation. [15]

At the beginning of the Second World War the hotel was
requisitioned, at a fortnight's notiée, by the army
authorities. The contents of the hotel were sold,
unfortunately at a considerable loss. During the war years
the building was used as an artillery officer training
depot. Relatively minor damage was sustained during this
period but, in the summer months of 1945 following the end
of the war the hotel was used as a main demobilization
centre and in this short period extensive damage was done
to the fabric. The army reparations committee allowed only
£8,000 in compensation which, as it turned out, was barely
sufficient to eradicate the dry rot that had infested the
building.
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Consequently the immediate post-war years were hazardous in
the extreme. The hotel was in very poor shape, there was
little or no furniture and what there was had been bought
at second hand sales, rationing and shortages still being
the order of the day. There were hardly any carpets, no
central heating, obsolete kitchen equipment and little
prospect of an upturn in the low volume of business. The
bulk of what turnover there was came from the public bar
which the authorities had allowed to remain open throughout

the war years.

Furthermore, mainly as a result of the war, the
considerable family fortune was in marked decline. An
attempt was made to sell the hotel at an asking price of
€20,000 compared with a 1925 valuation of £32,000. There
were no offers. In what was virtually a last resort the
family sold most of their remaining property in Pontypridd
for £19,000 and loaned this sum to the hotel company in

order that it might effect essential repairs.

David Baird-Murray left Harrow in 1948 and spent two years
National Service commissioned in the Royal Marine
Commandos. As a result of this he had to forego the
opportunity of attending the prestigious Lausanne Hotel
School. Instead he spent a year in hotels in Paris and
Cannes thereby gaining a wuseful insight into the operation

of high class hotels on the Continent of Europe.
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Subsequent to a year in the shipping business in North
Africa he was then invited by his family to take over the
running of the Metropole. Realizing that the future
fortunes of his widely spread family were being placed in
his hands he responded to the challenge more out of a sense
of family duty than personal predilections or ambition. He
became the licensee in 1954 and was at that time, aged 23,

the youngest in Wales. [16]

In the early and mid 1950's when the annual turnover was
little more than £30,000 only 54 out of the 150 rooms were
available for letting. The season was short and the Spa
attractions of Llandrindod, which were at their peak in the
late Victorian era, had 1long since faded. The season
usually commenced around Easter with the meeting of the
Governing Body of the Church of Wales and finished in late
September with the autumn meeting of that body. In between
there were various theme weeks which tended to meet with
varying degrees of success. These difficult problems were
intensified by the extremely sparse local population, few
of whom could afford to patronise anything other than the
public bar. There was little cultural activity, the Welsh
identity having been suppressed during the war years. Trade
was equally depressed at the three other surviving hotels

of note in the town.
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Against this background David Baird-Murray commenced a
three pronged assault on the market in order to revive the
fortunes of the hotel. First of all he promoted the sale
of 1liquor in the bars. This generated much needed cash
with which to slowly set about the massive task of the
refurbishment of the fabric, furniture, fittings and
equipment. Secondly he set about attracting coach business
throughout the season. 1In this he was mainly successful
and after a number of years was dealing with no fewer than
17 separate coach operators from Thomas Cook downwards.
This business helped £fill the hotel and was a major
contributor to eradicating losses and moving tenaciously
towards a modest operating profit for the summer months.
The final part of the strategy was designed to promote a
cultural awareness of all things Welsh and to engender a
nationalist spirit throughout the region so that Welsh
people could perceive the advantages of tourism and
increase the utilization of the natural and physical

resources at their immediate disposal.

The implementation of these plans was successful to the
extent that by 1956 the hotel was opened throughout the
year, coach business continued to improve and the result of
David Baird-Murray's appeal to the local people led to his
being elected as district councillor in 1957. His
financial rewards, however, were of a much more modest

nature. For the first two years he had no salary from the
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hotel. From 1956 he was paid £250 per annum but this was
doubled on his marriage in 1958 and doubled again on the
birth of the first of his four children. Even then £1,000
per annum was not a great reward for six years' hard

labour.

In addition the hotel was still starved of capital
investment. 1In 1959 the hotel company was fortunate in
being able to raise £30,000 via a first mortgage with the
Eagle Star Insurance Company and Lombard Banking. This
enabled central heating to be installed on the ground floor
(but not as yet in the bedrooms) together with general

improvements to the food and beverage areas.

In the period 1957 to 1962 David Baird-Murray widened his
horizons by becoming involved in a number of organizations
connected with the hotel industry. All of these helped him
promote the hotel and the essence of his marketing strategy
over the years has been the range of external influence he
has been able to bring to bear on committees and
organizations involved with the administration of the
hotel, catering and tourism industries within Wales. He
involved himself in the West Midlands and South Wales
division of the British Hotels and Restaurants Association
and with the then voluntary tourist board of Wales. He
then attracted national attention throughout Wales as a

result of the moves towards the relaxation of 1licensing
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laws in the country with regard to Sunday opening. He
achieved an initial success in the 1961 campaign which saw
hotels in Radnor being allowed to open on Sundays. This
was followed by further successful campaigns in other Welsh
counties in 1968, 1975 and 1983 by which time only two
districts remained "dry" on Sundays. As chairman of the
council that supported seven day opening he became well
known in the country and this publicity was of considerable

benefit to the Metropole.

The period 1965/1966 saw him obtain a controlling interest
in the ordinary share capital of the company subsequent to
the restructuring of the share capital for the benefit of
some older members of the family. At the same time the
director of the insurance company that provided the
mortgage six years earlier now became the chairman of the
hotel company. In addition a senior executive from the
brewing firm Whitbread joined the board and from this grew
a close trading relationship. As well as supplying the
hotel with beers, wines and spirits they have been
significant lenders to the company, enabling additional
refurbishments to be carried out, with the added advantage
of such loans carrying minimal rates of interest. 1In spite
of this, substantial bank loans became a permanent feature
on the balance sheet as the hotel struggled to overcome its

economic disadvantages.
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The combined problems of an isolated location with a sparse
local population allied to seasonality and volatility in
patterns of turnover were particularly severe for a large
old hotel with heavy fixed costs, a continuing need for
repairs and renewals and 100 bedrooms to fill. Whilst
modest operating profits could be made during the summer
months these were more than offset by the losses of the
winter months exacerbated by increasingly heavy bank
interest charges. Expenditure on refurbishments, expensive
as they were, was essential to meet the now rising
expectations of the guests. It was clear that further
marketing ploys would have to be adopted in order to

increase turnover and thereby profitability.

A major advance was made when the Metropole became the
first Welsh hotel to join the Interchange consortium. In
1969 there were only seven members. David Baird-Murray was
able to play a leading part in the development of
Interchange and was instrumental in bringing the group to
the attention of the largest marketing consortium for
independent hotels in the world - Best Western which is
headquartered in Phoenix, Arizona, U.S.A. Its Board of
Management was eager to expand into Europe and in
particular into the U.K. They saw a ready vehicle in

Interchange and the deal was rapidly put together.
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Best Western U.K., of which David Baird-Murray was chairman
in 1976, has gone from strength to strength and by 1985
numbered 197 independent hotels. It has extended its
activities to bulk purchasing whereby members can obtain
substantial discounts on a wide range of goods and
services. The links with Best Western International have
been retained and it is interesting to note that Best
Western U.K. actually refers, via a global computerised
reservations system, more business to Best Western U.S.A.
than vice versa. Despite this the advantages of membership
are considerable and its popularity is reflected in the

growing number of participants.

David Baird-Murray was appointed chairman of the Mid Wales
Tourism Council in 1964. When the Wales Tourist Board was
formed in 1969 he supported the appointment of the first
chief executive Harold Naylor and worked closely with Sir
David Davies throughout the formative stages of the board's

development.

The hotel celebrated its centenary in 1972 with a
spectacular buffet reception attended by many of the
leading figures in Wales, the guest of honour being the
Minister of State for Wales, David Gibson-Watt, who later

became a 1life peer. The centenary celebrations were
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essentially a further marketing stratagem designed to bring
the hotel to the attention of a wide circle of influential

people.

In the centenary year Roberto Marchesi was appointed
General Manager and he has remained at the hotel to this
day. This allowed the proprietor to delegate much of the
day to day administration of the property, freeing him to
develop the marketing function and to explore the
possibilities of an improved financial structure.
Substantial bank loans were still outstanding, the
financial position being made worse by the installation of
many private bathrooms in guest bedrooms and further
central heating, including the installation of the new

boilers. [17]

The recession of 1973 to 1975 had considerable impact on
the Metropole especially in 1974 when 10,000 bed nights
were lost as a result of the cancellation of coach parties.
In an effort to recoup this, contracts were entered into
with SAGA and these became an important but not very
profitable part of the business of the hotel for the
following ten years. Effectively they enabled the hotel to
improve its room and bed occupancy and materially improved
the profitability of the hotel in April and October where
formerly the hotel had either just broken even or traded at

small 1loss. Nevertheless it is worth noting that in 1974
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the charge per person for a week's full board was only £23.
An additional problem during this period was the cost of
implementing the provisions of Fire Precautions Act 1971.
By the time that all the requirements of the authorities
had been satisfied the cost of fire detection systems, fire
doors, external flights of stairs and the 1like ran to

£110,000.

Consequent to the economy pulling out of the recession the
Metropole enjoyed its most stable period since the war in
the latter half of the decade. From 1976 to 1979 the hotel
was able to operate at a modest annual profit having
benefited from the con£inuing schemes of refurbishment
which resulted in clients being given sound value for
money. During this time the Powys conference suite with a
maximum capacity for 400 delegates was constructed and
fitted out at a total cost of nearly £200,000, £40,000 of
which was financed via a grant under section 4 of the

Tourism Development Act 1969.

In 1979 David Baird-Murray purchased two hotels, the
Bellevue Royal in Aberystwyth and the Haford Arms at
Devil's Bridge, at a combined cost of €£300,000, all
financed by bank 1loans. At the time both hotels were
showing satisfactory profits and it was forecast that the
combined turnover of the three hotels would exceed £1m and

that net pre-tax profits would be at 1least £135,000.
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Unfortunately, shortly after the purchase of the two hotels
trade became badly affected by the recession of 1979 to
1981. It soon became clear that the optimum course of
action was to sell the two hotels and this was eventually
accomplished via a piecemeal realization by early 1982.
The proceeds of sale were just sufficient to recoup the
investment, meet the bank interest and cover the trading
losses that had been incurred. It was an unlucky
experience. In other circumstances the investment might
well have produced a satisfactory rate of return on the
capital investment and the nucleus of a small group of
hotels would have been formed. In the event the timing was
wrong but at least the total investment was recouped

without serious loss. [18]

In 1975 the chairman of the company Mr. E. G. Spater died
and was succeeded by Lord Gibson-Watt. In the early 1980's
it became clear to the directors that there were basically
but two options open to further improve the standing of the
hotel. One was to expand by purchasing the nearby
Commodore Hotel at a cost of some €£€300,000 and then to
refurbish it to three star standard. This would then
attract the upper end of the market leaving the Metropole
to continue to aim for the volume tour business at the

lower end of the market. The other option was to spend
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heavily on the Metropole, regain the three star status it
had relinquished and then move up-market, dispensing both

with SAGA and the lower end of the coach business.

After considerable discussion it was agreed that the second
option was the better way forward. As a result, over a
period of three years from 1983-1985, further refurbishment
totalling close on £500,000 was implemented. The major
costs were a complete re-equipping of the kitchens,
£100,000; the creation of a new all day food and beverage
operation, £70,000; furniture and fittings, £100,000 with
the balance of £130,000 attributed to the provision of
further private bathrooms which resulted in all guestrooms
enjoying private facilities. A significant proportion of
the work was carried out by the full-time maintenance staff

of the hotel resulting in considerable savings.

Although the volume of business increased by the time these
major refurbishments were complete it was clear that in
order to recoup the investment and move up-market it would
be wise to terminate the various SAGA contracts and

dispense with the majority of coach business.

The hotel had a large outdoor swimming pool which
originally opened in 1935. It was felt that the increased
demand for health and 1leisure facilities should be met by

the provision of a health and leisure complex which would
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serve to complete the modernization of the hotel and would
be a powerful attraction to conference organizers. In
order to secure finance for this project David Baird-Murray
instructed Christie's to prepare a valuation of the hotel
policies. These were valued on a going concern basis at
£1.4m. Several proposals were considered in the range of
£400,000 to £900,000. In the event a proposal carrying a
capital investment of £420,000 was implemented and opened

in March 1988.

The investment proved itself by generating incremental
income to the extent that the proprietor could budget for
the hotel, for the first time in his career, to produce an
operating profit in the winter months. In turn this would
justify additional investment with the strategic aim of
achieving a sound three star standard in all areas of hotel

operation.

The management structure of  the hotel is such that the
proprietor is mainly involved with matters relating to
administration and finance, the general manager is
responsible for the day to day running of the hotel and is
heavily involved in sales and marketing, whilst the deputy
manager assumes much of the responsibility for the smooth
running of the food and beverage operations. This team is
backed by the various heads of department all of whom are

given as much freedom of operation as possible. In the
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season from Easter to October there can be as many as 80
staff of whom only 10 will be part-time. As the majority
of the staff are local few live in the hotel. During the
winter months this will fall to 50-60 but this still
represents a major fixed cost. In the 1980's the situation
has been alleviated via the employment of students from a
number of catering colleges in Wales and the West Midlands

with whom the hotel maintains a close working relationship.

FINANCIAL COMMENTARY

In the period 1978 to 1985 it will be noted that although
there was a steady increase in turnover, after taking
inflation into account, the volume increase was marginal.
Furthermore the sales mix, showing a high proportion of
food, strikingly illustrates the necessity of accommodation
sales to produce profits of any significance. The repairs
and renewals charged to revenue are relatively modest, the
standard of the hotel being such that the major part of
schemes of refurbishment had to be capitalized as directed

by the tax authorities.

In recent years (1983-1985) the revenue for accommodation
has represented only 33% to 35% of turnover and is
therefore indicative of the low profitability of the hotel.
The figure also reflects the seasonality of the operation.

Although the hotel is wusually 75% or more full from April
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to September, the 1low winter occupancies averaging less
than 20% in the period December to February result in an
annual occupancy of around 58%. This is at 1least 10
percentage points below what is required to produce a
satisfactory 1level of profitability. The problem is
compounded by the 1low average room rate, typically £11 -
€12 in 1984/1985 which 1is caused by the volume of coach
business. The considerable turnover in food enables the
hotel to achieve a gross profit percentage in excess of 60
whilst the sales mix for 1liquor produces a similar
percentage of nearly 50. =~ These figures are broadly
acceptable when compared to industry norms for food and
beverage operations. Tﬁe key to improved profitability
therefore is higher occupancies linked to a greater average
room rate. This, in turn, will result in improved volume

of food and beverage turnover. [19]

Although the hotel is now a soundly run business the future
is by no means certain. Oon the one hand if the Welsh
authorities, via public and private sector participation,
can inject substantial funds into the local economy by way
of additional tourist facilities, it could be that
Llandrindod Wells might recapture the widespread popularity
it enjoyed during its hey day as one of the premier Spa
towns of the Victorian era. If little or no public money
is forthcoming, however, the hotel will have to battle on

alone. Competition for independent hotels is now severe,

- 124 -



made more so by all the major groups upgrading their

facilities and refining their sales and marketing

strategies to provide guests with an ever widening range of
activities.
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TABLE 2 - 4

THE HOTEL METROPOLE - LLANDRINDOD WELLS

FINANCIAL SUMMARY - 1978-1985
None
1977 31.3.78 31.3.79 31.3.80 31.3.81 31.3.82 30.9.82 30.9.83 30.9.84 30.9.85
£ £ £ £ £ £ £ £ £ 1

Turnover - 511,412 513,599 864,206 921,635 742,027 400,057 728,551 915,563 913,698
(Exclusive
of VAT)
Accommodation 131,426 129,503 221,417 274,782 255,548 145,321 245,025 310,497 296,223
Food 165,072 284,952 415,725 427,988 352,928 202,996 355,683 427,841 450,690
Liquor 114,914 99,144 182,814 168,045 122,809 47,879 117,367 162,625 144,202
GP % Food 62 62 60 59 58 57 58 60 67
GP % Liquor 44 45 48 49 44 48 47 47 48
Repairs & 22,591 32,583 47,451 39,125 22,539 11,280 20,165 28,944 21,940
Renewals
{Charged to Revenue)
Net Pre-Tax £ 16,654 £ 45,869 £ (72,589) £ (16,567) € (31,117) £ (28,966) £ (5,606) £ 44,144 £ (13,581)
Profit/Loss
Notes
1. The accounts to 31st March 1978 covered a 17 month period.

2. The
3. The

Source:

accounts to 31st March 1981 included a surplus on property disposal of £86,942.

Audited accounts - The Hotel Metropole Limited.
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The true trading loss being 7103,509.
accounts to 31st March 1982 also included a surplus of £65,870 on property disposal.

The true loss being 396,987.




4. The Open Arms, Dirleton, East Lothian

Proprietor Arthur Neil
BACKGROUND AND ORIGINS

The Open Arms is a small country hotel located in the East
Lothian village of Dirleton, some twenty miles from
Edinburgh. The buildings date from the eighteenth century,
various additions having been made both during Victorian
times and subsequent to the Second World War. In 1947 the
property, which had been run as a guest house, was acquired
by a tenant farmer from Pencaitland and his wife, George
and Marguerite Gibson. The purchase price was in the
region of £€1,000 and the company, The Open Arms Limited,
was incorporated on 20th January 1947, in the depths of a

particularly severe winter throughout Great Britain.

The moving spirit behind the enterprise was Mrs. Marguerite
(Pat) Gibson. She hailed from Glasgow and during the war
held a prominent position in the land army in East Lothian.
Of vigorous disposition and commanding presence she found
the 1life of a farmer's wife did not fully exercise her
energy and talents. She decided to become the proprietrix
of a licensed hotel, a venture she saw essentially in terms

of challenge and opportunity. She chose the name The Open
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Arms to symbolise a welcome return for her clients and in
particular wished to provide comfort and relaxation for

those who had endured the war years.

The principal aim of the hotel was to provide a standard of
food and drink somewhat removed from the austerity of
wartime. Foodstuffs, however, were in short supply
although the situation in country districts tended to be
less serious than in urban areas owing to the occasional
availability of local fish, meat and game. Wine merchants
to the hotel were Sandeman Brothers, originally a Dundee
family, but prominent as 1long established wine and spirit
merchants in Edinburgh. The wine list was built around
claret and the white wines of Bordeaux: even in the first
year of operation the hotel carried the four first growths
of the Medoc classification of 1855 - Lafite-Rothschild,
Margeaux, Latour and Haut-Brion. In addition much
Sauternes was sold and one client used to delight in
drinking Chateau d'Yquem with pommes frites. At that time
these first quality wines were sold for between £1.75 and
£2 per bottle - to-day in similar circumstances they would

sell from £75 per bottle upwards.

The period 1951/2 saw the formation of the outside catering
division of the company. The main reason for this
diversification was to boost sales during the quieter

winter months. The venture quickly ©proved highly
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successful with 1000 people catered for at the Coronation
Ball held in the Assembly Rooms, Edinburgh in June 1953; a
similar number at a function dinner in the Assembly Rooms,
Edinburgh in June 1953; a similar number at a function to
mark the 21st birthday of the then Duke of Hamilton and a
further dinner in the Assembly Rooms in honour of the
supreme commander of NATO in 1958. A further important
reason for diversification was that food and beverage sales
formed by far the major part of the turnover of the
company. There were only four letting bedrooms and in the
early years little effort was made to sell the

accommodation.

The outside catering division became one of the principal
advertising media of the company and was instrumental in
building goodwill as a result of the many family occasions

for which it provided comprehensive facilities.

The turnover of the hotel increased during this period to
such an extent that the restaurant was extended by building
on a verandah which enabled a further 35 diners to be
accommodated. Nevertheless food standards were maintained

and the scope of the menu widened. [20]
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THE ARTHUR NEIL PERIOD 1954 - 1989

Arthur Neil, the present proprietor, came to The Open Arms
in 1954. A native of Falkirk, his family had been engaged
for two generations in the manufacture of confectionery.
In the second world war his father served with the 51st
Highland Division, was captured at St. Valery in 1940 and
spent five years in a prisoner of war camp in Poland.
During this time he anticipated the post war trend to
travel and tourism and thus identified the hotel and

catering industry as a possible career for his children.

Consequently Arthur Neil applied to the recently formed
Scottish Hotel School in Glasgow but was initially rejected
on account of his being under age. He therefore spent some
eighteen months during 1946 and 1947 at the Central Hotel
in Glasgow. He was accepted for the Scottish Hotel School
in 1947 and was, when admitted, the youngest student and
the first of normal school leaving age. 1In the earliest
days of the School nearly all the students were ex-service
men over the age of 21. On leaving hotel school he
completed two years of National Service finishing with the
rank of paid acting Captain in the Catering Corps. He then
worked in a well-known family hotel in London, The Goring,

and later.at the Bellevue Hotel in Berne, Switzerland. He
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then decided that he would like to have a spell in a small
hotel as he had, by that time, made up his mind to become

eventually the proprietor of an independent hotel.

His early months at The Open Arms were spent in assisting
Mrs. Gibson and in particular helping her operate systems
of catering control which had been installed by Henry
Smith, the first in a long line of post-war consultants to
the hotel and catering industry. Early in the autumn of
1955, having spent more than one year at the hotel, he
decided to return to London where he had been offered the
management of a reputable hotel similar to the Goring.
Arthur Neil informed Mr. and Mrs. Gibson of his plans and
was asked to find a successor. This he did and a suitable
candidate was offered the position. The candidate,
however, did not communicate by telegram acceptance of the

post within the stipulated time.

Then, on 6th October 1955, Mr. and Mrs. Gibson, together
with a family friend, whilst travelling by motor car to
Edinburgh, were involved in a car accident. Tragically
Mrs. Gibson was killed. 1Ironically the driver of the other
car was on his way to dine at The Open Arms. Mr. Gibson
survived the accident, re-married three years later and
died in 1977. 1In the aftermath of the tragedy Mr. Gibson
invited Arthur Neil to take over the management of The Open

Arms and made him an offer to that effect. Arthur Neil
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agreed on condition that they travelled to London to
explain the circumstances to Neil's potential employers.
This was done in order to prevent the future career of Neil
being put in jeopardy within the close knit world of London

hotel proprietors.

On their return to Scotland arrangements were made for Mr.
Gibson and his accountant to continue in office as
directors of the hotel company. In order to aid the smooth
transfer of operational management Mr. Gibson's daughter
Rosemary relinquished her directorship. Arthur Neil was
appointed manager and acquired a minority shareholding in
the company. The overall effect of these arrangements was
to create a stable business relationship between Arthur
Neil, in his capacity as manager, and the Gibson family in

their capacities as directors and shareholders.

Rosemary Gibson had left school in the. early 1950's and had
attended the prestigious Lausanne Hotel School. She had
also worked in the Goring Hotel in London subsequent to
Arthur Neil. Naturally the two came to know one another
well and were drawn closer by the death of Mrs. Gibson.
They married in 1958. In due course they bought out the
interests of Mr. Gibson's son by his first marriage. In
the mid 1960's, with the help of an unnamed border woollen
family they were able to buy out Mr. Gibson who, 'at that

time, wished to raise finance to start a herd of cattle at
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his Pencaitland farm. Much later, in the early 1980's,
Rosemary and Arthur Neil were able to purchase the

interests of the border woollen family.

The authorised and issued share capital of the company
still stands at £5,000 in shares of £1 each. Arthur Neil
holds 2,083 his wife 1,757 and his son Jamie 1,067. The

remainder is held in family trusts. [21]

The principal difficulty which confronted Arthur Neil from
1955 to 1960 was living with the legend that Mrs. Gibson
had created during less than a decade when The Open Arms
had been brought to the forefront of the Scottish hotel and
catering industry. The hotel was held in high regard by
clients from in and around Edinburgh, and further afield,
who were by the standards of the day relatively
discriminating in the matter of the quality of provision of
food and drink in hotels and restaurants. It was not until
around 1962 that he felt his own reputation had been
established mainly through the vehicle of outside catering

functions, especially weddings.

During the 1960's Arthur Neil strove to improve and
maintain the standards of The Open Arms. In this he was
generally successful. With the gradual rise in disposable

incomes during this period an increasing number of people
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found new pleasure in eating out. The reputation of the
hotel enabled the volume of business and hence the

profitability of the establishment to increase and improve.

Two other ventures occupied part of his time during this
decade. He became involved, together with a local farmer,
in the setting up of a wholesale potato and vegetable
business - Shieldness Produce - of which he remains a
director. The turnover of this company rose over.the years
to several million pounds per annum. In 1965 he and some
business associates acquired a twenty year lease of some
old farm buildings in Fife and operated them as the Grange
Inn. The style of the Speration was similar to The Open
Arms. During the recession of 1973 to 1975 the lease was
discharged when it became clear that owing to certain
external influences it did not prove possible to achieve
the initial aims of the venture with regard to agreed

criteria for turnover and profitability.

In 1967, whilst retaining his interest in the hotel company
and in the outside catering division, Arthur Neil became
the first regional manager in Scotland for the Hotel and
Catering Industry Training Board which had been created via
the National Economic Development Office. In Scotland
there followed effective implementation of Training Board
policies aided by the extensive operational experience of

Neil. This was in contrast to other regions in the U.K.

- 134 -



where lack of operational expertise on the part of training
board management, exacerbated by a hierarchical manageﬁent
structure, led to a degree of conflict and major problems
in the implementation of board policy. Neil himself was
seen by certain board members as being something of a
maverick. They may have been relieved when in 1970,
exactly three years after taking up the appointment, Neil,
as he had intended at the outset and within the time limit
he had set himself, informed the board that he was going to

leave in order to pursue his business interests.
ACQUISITION OF HOWARD HOTEL IN EDINBURGH

Neil was now faced with the choice of extending The Open
Arms, acquiring something similar or bréaking new ground.
In 1970 the chance came to acquire The Howard Hotel in
Edinburgh. The hotel was 1located in Great King Street in
the New Town having been built as a private house in 1821.
Immediately prior to acquisition by Neil it had been run as
an hotel but had acquired a seedy reputation. The property
was purchased on a going concern basis for £46,000, £10,000
of which came from Neil's own funds and £36,000 raised by
way of external loans. During the period 1970 to 1975 a
total of £300,000 was expended on the property. In the
first phaée some £100,000 was spent on the provision of
private bathrooms for all twenty five bedrooms, plus the

installation of lifts. Subsequent expenditure was in two
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tranches, one of £50,000 and the other £150,000. Grants
under Section 4 of The Development of Tourism Act 1969 were
approved for work to the value of £40,000. By the end of
the refurbishment programme Neil possessed an attractive
property set in an exclusive 1location with ample car

parking and full facilities for discerning guests. [22]

Unfortunately the recession of 1973 to 1975 struck as the
refurbishment was nearing completion and there was a
shortfall in sales which caused the principal lenders to
become temporarily apprehensive as to the commercial
viability of the operation. Neil briefly considered
selling the property but when initial interest indicated a
purchase price somewhat below what he reckoned was
reasonable in the circumstances he decided the optimum
course of action was to "tough it out" and drag the lenders
along with him. This duly happened and as the recession
receded and the economy regained momentum sales dgrew
steadily and operating profits sufficed to service the debt
interest. Sales advanced to the point where by 1987 they

were in excess of £500,000 per annum.

An important feature of the growth and success of the group
has been the quality and effectiveness of the professional
advice enjoyed by Neil who is quick to point to David
Birrell (inter alia a director of the Clydesdale Bank) of

Dundas & Wilson C.S., his lawyer for the past twenty-five
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years. Also Balfour Thomson of John M. Geoghegan,
Chartered Accountants, occasional advice from Charles
Gwynne of Christie's regarding property valuation and
Douglas Laird of the architectural firm Campbell & Laird.
Each has made an important contribution to the growth and
well-being of the group over the years and collectively
have acted as a counterpart to the operational expertise of
Neil. These contacts have formed part of a web of
interwoven friendship based on trust and mutual respect and
have allowed Arthur Neil to have "a force beyond the
purchasing power" of his business in his dealings with the
professional and business community within and around

Edinburgh.

Allied to this has been a caring management who know their
business thoroughly. In particular Wilma Campbell and her
cousin Dene McLeod, both from Lewis in the Western Isles,
have been associated with The Open -Arms for many years.
Similarly David Ogden (college- trained with international
experience of both operations and education) and his wife
Marion, respectively manager and housekeeper at The Howard
Hotel have been with the group since the mid-sixties. These
members of staff, by their professionalism, epitomize the
management style that the proprietor has successfully

created and projected.
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A major key factor is the prime 1location of each property
with The Open Arms set in a village of great charm and
antiquity only twenty miles from a conurbation with a
population of 500,000 and The Howard handily situated in
the heart of the New Town of Edinburgh. A further factor
is the risks that Neil took, especially with The Howard, by
making full use of bank finance. Although this made the
business highly geared the gquality of the management
ensured its immediate survival and latterly the business
was sold for approximately four times the value of the

original purchase and subsequent refurbishments.

Neil's ability, brought about by intellect and experience,
to perceive, alleviate and satisfy the physiological and
psychological needs of his clients 1is indicative of his
skill as an hotelier. The ability to please people and
make them feel comfortable in what is essentially a
business environment for which they are paying, is not
given to many. It was, however, an attribute Neil had
and he exercised it to the full. As a result he built
goodwill and word of mouth advertising helped him achieve a
successful business. Furthermore the standard of his
operation was consistent which gave increasing confidence

to his clients and resulted in repeat business.
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Arthur Neil suggests certain personal qualities which
successful hoteliers require. Prominent amongst these is
an acquisitive instinct to set up on one's own rather than
spend an entire career working for others. A further
attribute is a genuine kindly nature which he considers
essential in dealing with the wide diversity of human
nature that is the lot of the hotelier. Alonsgide this is
a genuine, not assumed, interest in clients - their needs,
wishes, desires, habits and nature. Oonly by a full
understanding of clients can the operation be flexed to
suit their individual preferences. Skill in business
techniques, particularly those of accountancy and law, are
necessary combined with ‘technical expertise in the fields
of the production and service of accommodation, food, drink
and leisure. A further important requirement is skill in

staff management.

Neil is of the opinion that, generally speaking, guests are
easier to deal with than staff. For one thing they tend to
be on the premises for only a few hours or a few days at
the most. Also they tend to seek gratification when
visiting hotels and restaurants and a significant number
are determined to obtain this gratification even to the
extent of a degree of self delusion. Furthermore, in a
well run establishment the great majority of guests
genuinely find that their needs are satisfied. Oon the

other hand staff may be with an employer for an indefinite
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period of time stretching over many years. In order to
satisfy both employer and employee Neil reckons that staff
must be positively motivated; must be paid well enough in
order to release them from the poverty trap, thus allowing
them to gain self respect and status; must be able to work
in an environment which allows them to achieve their
potential and must aim at a degree of self fulfilment which
may result in them leaving an employer in order to advance

their career. [23]

SALE OF THE HOWARD HOTEL

In 1989 a combination of circumstances, principally the
rapid increase in hotel property values in the period 1985
to 1988 together with firm proposals for major 1leisure
developments 1in the Dirleton area led Arthur Neil, by now
rising sixty, to dispose of The Howard Hotel for a sum
comfortably in excess of £1M. With the free proceeds of
sale he planned to build additional bedroom accommodation
at The Open Arms together with a specialized function suite
which would materially aid his outside catering business in
East Lothian. Such developments, which typify |his
entrepreneurial and opportunistic approach to business, may
be Jjudged as holding out the promise of a felicitious
culmination to a long and successful career in the hotel

and catering industry.
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FINANCIAL COMMENTARY

The figures for the period 1976 to 1985 as shown in Table 2
- 5 give an analysis of turnover together with
profits/losses at the operating level. At first sight it
would appear that neither establishment is particularly
profitable. It has to be borne in mind, however, that a
feature common to the majority of independent hotels is the
ploughing back of profits into the business by way of
continuous programmes of refurbishment of furnishings,
fittings and equipment. For old properties in particular
this often results in the bulk of operating profit being

swallowed up in programmes of this nature.

It will be seen that by 1985 the two properties were
turning over close to €£1M. At The Open Arms the
combination of hotel food sales and function food sales
formed the largest single item of turnover. At The Howard
Hotel the progressive refurbishing and upgrading of the
property combined with its city centre location resulted in
accommodation forming an increasing proportion of turnover
which proved the key to profitability and the major source

of funding for improvements.
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As one would expect 1in a professionally managed operation
there is relatively 1little movement over the years in
liquor gross profit. The variations in food gross profit
are less marked at The Open Arms than The Howard. This may
be attributed principally to the fact that The Open Arms
received more direct control from Arthur Neil than The
Howard, added to which the former enjoyed the benefit of
outside catering which tended to minimize such

fluctuations.
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OPEN ARMS HOTEL

TURNOVER EX. VAT -
Accommodation
Food
Liquor
Function Food
Function Liquor
GP % Food

Liquor
Repairs & Renewals

TOTAL

NET PRE-TAX PROFIT/(LOSS)

HOWARD HOTEL

TURNOVER EX.

Accommodation

Food

Liquor

GP % Food
Liquor

Repairs & Renewals

VAT - TOTAL

NET PRE-TAX PROFIT/(LOSS)

Source: Audited Accounts - The

1976
€

198,900
19,400
78,600
29,500
52,300
19,100

59
49
12,000

£(16,200)

1976
£

178,700
62,500
38,800
77,400

51
47
10,000

£13,600

Open Arms Limited.

1977
£

244,300
21,400
84,900
31,200
74,900
31,900

60
48
12,700

£47,300

1977
£

243,300
85,100
53,800
104,400
56
48
13,600

£(3,000)

TABLE 2 - 5

THE OPEN ARMS HOTEL -

SCHEDULE OF FIGURES -
1978 1979
£ £
267,100 331,700
27,000 28,800
99,400 115,900
39,000 45,400
76,700 108,300
25,000 36,300
56 59
49 52.5
9,300 14,600
£4,900

DIRLETON
1976-1985

1980
£

356,900
33,300
129,900
51,500
108,500
33,700
60

53.5
18,000

THE HOWARD HOTEL

SCHEDULE OF FIGURES -
1978 1979
£ £
280,600 326,000
94,700 97,300
70,300 101,100
115,600 127,600
56 61
45 50
14,600 27,400
£17,200 £2,000
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1976-1985

1980
£

393,600
106,000
130,200
155,400
58

48
31,300

£11,000

1981
£

378,300
31,300
117,100
48,200
140,600
41,100
59

52.5
18,800

€34 €£(17,700) £(16,500)

1981
£

435,400
117,900
149,500
168,000
57

49
25,100

£4,600

1982
£

362,300
32,700
134,300
53,300
127,500
34,500

57.3

52.3
17,900

£(4,000)€

1982
£

433,200
120,200
141,900
171,100

52.6

51
27,400

1983
£

366,800
37,200
139,000
59,400
107,200
24,000
59

52.5
19,300

(16,000)

1983
£

436,500

157,000

132,600

148,900
52.8

48

42,700

1984
£

440,500
46,400
172,300
68,500
125,500
27,800
62

50
14,400

£12,700

1984
£

473,100

182,900

130,300

159,900
52.8

48

36,200

£(24,100)£(27,900) £(17,000)

1985
£

437,900
50,600
169,400
66,200
124,000
27,700
59

49.7
31,400

£6,000

1985
£

537,800
229,100
139,800
168,900
59.9
48.4
40,700

£33,000



COMMENTARY ON OPERATION OF INDEPENDENT HOTELS

From the case studies certain aspects of the operation of
independent hotels may be seen to contribute to their
success. The levels of staffing and the relatively low
levels of labour turnover give them an advantage over
competing hotels with 1less generous staffing 1levels and
higher rates of staff turnover which lead to inconsistent
standards. Competent staff together with fixed assets
maintained in good condition form a sound basis for guest

satisfaction.

The consortia which Douélas Barrington and David Baird
Murray helped promote enabled each to attain a higher level
of turnover and —consequent profitability than would
otherwise have been possible. David Baird-Murray, in the
early years of The Metropole, also sought to exploit the
coach trade at a time when few hotels of the quality of The
Metropole perceived such trade being of significant value.
By comparison Arthur Neil used his outside catering
business to act as a marketing and advertising medium for

The Open Arms.

It is notable that none of the hotels featured in the case
studies was in the vanguard to instal health and leisure
facilities although these were very much both in fashion

and demand by the mid nineteen eighties. By the end of the
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decade George Goring and Arthur Neil had rejected thenm
whilst Douglas Barrington and David Baird-Murray were only

latterly persuaded that they were necessary.

A further feature common to each but not to independent
hotels in general was that, especially latterly, all four
of them were relatively free from debt and therefore did
not have substantial interest payments which eradicated
their trading profits. Many operationally successful
competitors went into 1liquidation in the period under
review as a result of high gearing which resulted in
satisfactory operational profits being 1less than interest

payments due.

EVALUATION OF INDEPENDENT HOTELS

The case studies suggest that amongst the criteria for
success in the independent sector, the following may be

judged relevant:

a) location

b) entrepreneurial approach of proprietor
c) skilled exploitation of the market

d) sound professional advice

e) satisfaction of both guests and staff.
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An examination of each of the case studies will reveal to

what extent these criteria were in evidence.

a) Location

Clearly the location of The Goring Hotel has been a major
contributory factor to its commercial success. The
location of The Lygon Arms was sound but it was the
exploitation of the location that gave Douglas Barrington a
significant competitive advantage over his immediate
neighbours. In marked contrast the poor location, more
than anything else, was the cause of the relatively poor
profitability of The Metropole. The Open Arms enjoyed a
good location with 1little or no surrounding competition,

especially in it$S formative years.

b) Entrepreneurial Approach of the Proprietor

In each of the case studies individual proprietors struck
an entrepreneurial pose, some to a greater degree than
others. Perhaps the riskiest of all actions documented was
the purchase of The Howard Hotel by Arthur Neil - he nearly
came unstuck as a result of the recession of 1973 - 1975,
and it was only his ability to convince the bank to back
him through those difficult years that ensured his
commercial survival. The extensions to The Lygon Arms

were, in themselves, risky but their deft implementation,
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co-ordinated by Douglas Barrington, was a model of astute
timing of capital investment in accommodation, for which he
was sure there would be a continuing demand. George Goring
was unusually fortunate insofar as his strong position
resulted in him having to take few risks other than to
refuse to discount his room rates and, for many years, to
refuse commission to travel agents. It could be argued
that the greatest risk taken by David Baird-Murray was the
acquisition of additional properties. Having realised that
the timing was unfortunate he had the wit to sell them and

escaped without serious loss. -
c) Skilled Exploitation of the Market

In this area it could be fairly argued that Douglas
Barrington achieved the greatest degree of success. The
case study shows clearly how he built the market, exploited
his overseas connections, consistently moved the hotel
up-market whenever possible and generally became a byword
amongst fellow hoteliers for his marketing expertise.
George Goring also put a great deal of effective effort
into the marketing of his properties. With the advantage
of goodwill stretching back over many years he was able
both to retain o0ld customers and seek new ones. The
occupancies at both The Goring and The Spa attest to the
success of this approach. Arthur Neil was also no Stranger

to the skilled exploitation of the market and, in
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particular, to using his outside catering organisation to
act both as a marketing device and a profit centre in its
own right. David Baird-Murray had a hard road to travel to
slowly build markets for a property saddled with a poor
location and at the mercy of seasonality. That the
property survived is, as is suggested in the text, a case

of survival against the odds.

d) Sound Professional Advice

Sound professional advice is a pre-requisite for success in
all businesses, but particularly so for small businesses in
their early stages of development. In such circumstances
the sage advice of a sound 1lawyer and accountant is
especially valuable. The proprietors of many small
businesses neither have the time nor the inclination to
become involved in the intricacies of accountancy, finance
or the law. Nevertheless, the successful conduct of their

businesses has to rely on an understanding of such matters.

From the case studies it may be seen that Arthur Neil paid
due tribute to the skills of his lawyer and accountant.
Douglas Barrington not only took professional advice in
such matters, but also employed a wide range of independent
consultants to maintain and improve his business. David
Baird-Murray would not profess to be expert in such matters

but his powers of persuasion with both bankers and various
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insurance companies helped procure the finance necessary
both to survive and latterly expand. George Goring, thanks
to his very strong trading position, could afford to leave
financial matters almost solely to his accountant. It has
to be said that very, very few hoteliers are in such a

fortunate position.

Professional advice is rarely referred to in the evaluation
of business success. In these instances, however, it is
considered that sound professional advice played a
significant part in the success of each of the businesses

portrayed.

e) Satisfaction of both Guests and Staff

In order to prosper and to create goodwill it is clear that
hoteliers must satisfy the needs of both guests and staff.
Each of the case studies shows the separate approach of the

individual hotelier.

Arthur Neil is the most explicit in his comments about both
guests and staff. His assertion that, generally speaking,
it is easier to deal with guests than with staff is an
interesting one. The key difference, of course, is the
length of time each spends in the establishment - for the
guest it is unlikely to be longer than a fortnight and may

be only a few hours; for a member of staff it may be years.
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Barrington, Goring and Neil all speak of the importance of
treating each guest as an individual, recognising that
when people spend considerable amounts of money they
rightfully expect management and staff to give them a high
level of personalised service, perhaps not pandering to
every whim, but at 1least providing good value for money.
At the upper end of the market, value for money becomes
somewhat subjective - who can evaluate the worth of a
particular style of decor, a floral arrangement or the
texture of a particular sauce? Rather it is the overall
impression that a guest forms of his stay in an
establishment that will determine for him whether or not,
or to be more exact, to what extent, his needs have been

truly satisfied.

In each of the case studies the benefits of a well trained
and highly motivated staff are evident. Again the higher
thk standards of the establishment, the more important it
is that the staff can relate freely to the guests. For
this to happen, social skills have to be inculcated into
staff - a process that may take time and which can only be
achieved by staff whose personalities are suited to a

service industry.
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From the case studies it is clear that the impact of the
character and personality of the proprietor has a
significant effect on the conduct and profitability of the
individual business. It 1is noteworthy that three out of
four proprietors - Douglas Barrington in the Navy, David
Baird-Murray in the Marines, together with Arthur Neil in
the Army Catering Corps, all had commissioned service in
the armed forces. These character-forming experiences
stood them in good stead during the formative years of
their businesses. Arthur Neil indicates the qualities which
are to be found in many successful hoteliers. A clear
understanding of the needs of clients and the
implementation of the appropriate management techniques to
satisfy these needs were central to the success of the

hoteliers portrayed.
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CONCLUSIONS ON INDEPENDENT SECTOR

From these four case studies the factors that have
contributed to the success of the various proprietors may
be seen. George Goring, of course, had a huge advantage
over his fellow proprietors insofar as he inherited a first
class property in an exceptionally good location backed by
a significant market following. Nevertheless the
professionalism which he has exhibited over the years has
enabled The Goring to remain in the forefront of London
hotels and it is probably the finest truly private hotel
left in the capital.

By contrast Douglas Barrington had to rebuild the fortunes
of The Lygon Arms in the early post war years and was only
able to propel it to the forefront of the industry by a
series of major extensions and refurbishments which,
happily, did little to alter the ambience and charm of the
property. Apart from masterminding the improvements to the
hotel, his principal achievement was to create and then
implement a coherent marketing strategy for a relatively
small country hotel with such success that latterly half

the turnover was derived from overseas visitors.
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As indicated in the case study David Baird-Murray had to
strive over many years to overcome obstacles which would
have defeated most. Perhaps it could be said that stamina
was the key to his success. Certainly had he not been so
young when he initially took over the hotel it would have
been significantly more difficult to succeed. The fact
that the The Metropole faced all the principal economic
problems of the industry to a greater extent than most,
especially with regard to size and location, made life far
from easy for David Baird-Murray and it was not really
until the successful launch of the health and leisure club

that the future of the property could be called secure.

Arthur Neil was able to carve a special niche for himself
on the strength of his particular skills and abilities in
the food and beverage areas. Up market outside catering is
strewn with many pitfalls and it is a measure of Neil's
professionalism that he was able to build his personal
reputation in this field. Allied to this was his ability
to take risks - typified by the purchase of the Howard.
His initial equity in this was a mere £10,000. Some twenty
years on he was able to sell the hotel for £1.25M - an
exceptional return even bearing in mind the £300,000

initially spent on upgrading.
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In all cases the projection of the personality of the

proprietor has been a key factor in the success of the

various enterprises. It is, perhaps, the single major
advantage they enjoy when compared with larger
organizations. The individual attention they can give to

their guests and the ambience they create in their smaller
establishments enables guests to feel more comfortable more
quickly than in 1large hotels where, irrespective of the
efficiency of the service, it is more difficult to

successfully practise the arts of hospitality.
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CHAPTER 3 HOTEL GROUPS GEARED TO THE U.K. MARKET

Introduction

A major theme of this thesis is the dual perception of the
hotel business as an investment in a property asset which
is 1likely to increase in capital value as well as a
specialised retail operation with inherent added value
characteristics. All companies, including those whose
operations carry an international dimension, recognise this
but some companies more than others have capitalised on
this perception and it is these companies which are the

focus of this chapter.

The four companies portrayed are as follows

1. Mount Charlotte Investments Plc
Managing Director Robert Peel
2. Norfolk Capital Group Plc
Managing Director Peter Eyles
3. Centre Hotels, Comfort Hotels and Friendly Hotels
Chairman Henry Edwards
4. Gleneagles Hotels Plc

Managing Director Peter Tyrie
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1. MOUNT CHARLOTTE INVESTMENTS PLcC

*Managing Director Robert Peel

MOUNT CHARLOTTE INVESTMENTS: ORIGINS AND EARLY EXPANSION

The origins of the group may be traced to 1932 when the
company Lomah (Rhodesia) Gold Mines Ltd., was incorporated.
The location of the mining operation moved to Australia in
1939 and the company became Mount Charlotte (Kalgoorlie)
Ltd. Subsequent to the Second World War the mining
interests gradually declined and by 1958, having become a
classic shell company, the name was changed to Mount
Charlotte Investments Limited. At this time the chairman
of the company was a Mr. H. Scott Thompson and the main
subsidiary of the company, Bettafoods Limited, operated a
chain of medium priced, self service restaurants in central

London including Holborn and the City. [1]

In 1959 two acquisitions took place:

a) Walkers Restaurants comprising 4 units was acquired at a
cost of £87,000. A rights issue, which raised the
issued share capital to £25,000, was arranged to
finance this transaction.

b) Black and White Caterers comprising 5 units were
acquired via a share issued of 357,337 "A" Ordinary

Shares of 2 shillings in Mount Charlotte Investments
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Limited. By 1960 the post tax profit of the group had
advanced to £45,961 and further acquisitions were

imminent. [2]

In February 1961 the company acquired the catering group
Nuthalls for £624,706. This was by far the largest
acquisition to date. Nuthalls pre-tax profits for 1960
were £105,000 and it was forecast that the combined group
would produce pre-tax profits of approximately £200,000 for
1961. 1In addition to catering outlets Nuthalls owned and
operated the Grand Hotel in Bristol and the Abernant Lake
Hotel, Llanwrtyd Wells in Brecon, Wales. In the period
1962 to 1965 additional hotels were acquired in Exeter and
Torquay, together with a small group of six hotels, based
in Buxton, Derbyshire, three of which were located in

Norfolk. [3]

During this period the catering outlets in Central London
continued to thrive, one of the restaurants turning over
1,500 lunches in just 2.5 hours. Of the turnover as much
as 65% came in the form of Luncheon Vouchers rather than

cash. [4]

The results of the group in the period 1961 to 1966
fluctuated considerably, the best year being 1963 when
post-tax profits of £214,000 were recorded. These shrunk

to £52,000 in 1965 but recovered to £95,000 in 1966. In
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February of that year the chairman, Mr. H. Scott Thompson
retired temporarily on medical advice. Mr. Sidney cC.
Smith-Cox, a director of Nuthalls, was appointed to the
main board of Mount Charlotte Investments. His family had
also been connected with the Grand Hotel in Bristol since

the turn of the century. [5]

In July 1966 Mr. H. Scott Thompson resigned as chairman his
place being taken by a former Conservative M.P. Mr Paul
Williams. A contributory factor to the resignation of the
chairman was the company's involvement in radiovision and
juke boxes. This diversification had proved both
unfortunate and unprofitable with the chairman having to
carry the responsibility. The chairman, however, retained
his shareholding in the company until 1968 at which time he
sold out to Mr Maxwell Joseph, the well known hotel and
property dealer whose companies, Grand Metropolitan in
particular, were in an expansionary mood. Maxwell Joseph

joined the board of Mount Charlotte in October 1968.

(6l

PRINCIPAL EVENTS OF EARLY AND MID 1970's

Further hotel acquisitions resulted in the group achieving
pre-tax profits of £€257,298 in 1971 and £292,381 in 1972.
Maxwell Joseph then attempted, via Mount Charlotte

Investments, to purchase two brewery companies in the North
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of England. These proposed purchases did not materialise
and from that point his interest in the company waned. [7]
He was by then more than fully occupied with his principal
company Grand Metropolitan which had acquired the brewery
companies Truman, Hanbury and Buxton in 1971 and Watney in
the year following. The Watney purchase brought
considerable organisational complications in its wake which
left Maxwell Joseph and his directors with many problems to

solve.

In May 1974 Joseph sold his stake in Mount Charlotte to
institutional investors amongst whom was Slater Walker
Securities who built up a 20% stake in the company. As was
later widely recognised this company was heavily involved
in the property collapse of 1974-75 and was forced to sell
its shares in Mount Charlotte at a considerable loss - it
was reckoned by some sections of the financial press that
Slater Walker sold for between 3p and 5p per share. In any
event the share price of Mount Charlotte Investments which

had seen a high of 40p in 1968 fell to 2.5p in 1976. [8]
EXPANSION UNDER ROBERT E.G. PEEL

In March 1977 Sidney C. Smith-Cox was appointed chairman of
Mount Charlotte Investments. As previously indicated, his
family had been associated with the Grand Hotel in Bristol

since the turn of the century, his own association with the
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company dating from the acquisition of Nuthalls in 1961 and
having been on the main board of the company since 1966. By
the time of his appointment the company owned and operated
21 provincial hotels totalling 1,346 bedrooms of which 637
had private facilities. 1In addition the company owned Gale
Lister & Co. Ltd., a wine and spirit company, The Bronte
Liqueur Company and the Knightsbridge Cake Manufacturing
Company. There were thus a variety of businesses run with
a strong property orientation but 1lacking a distinct group

image targeted at a specific market segment. [9]

When Sidney Smith-Cox was appointed Chairman he was 67
years old. He realised that, in order to enhance the
fortunes of the company, he needed a dynamic young managing
director who had hands-on experience of the hotel business.
He found such a person in Robert Peel. Peel's father had
been a successful businessman with extensive interests in
the Middle East and in Egypt in particular. Unfortunately,
as a result of the Suez crisis the father lost a great deal
of money to the extent that Robert, then aged 16 and
attending Eton, had to leave school two years early. [10]
He decided to enter the hotel industry and initially worked
as a cellarman at the Hyde Park Hotel in London. His
experience with the Trusthouse Forte group later extended

to the positions of banqueting manager at Grosvenor House
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Hotel in Park Lane and to General Manager of the restaurant
complex incorporated in the Hotel Meurice owned and

operated by the Quagalino brothers. [11]

He thus had the required range of experience sought by
Smith-Cox. When Robert Peel joined Mount Charlotte in 1977
he was 30 years old. It was essential for him to take
decisive action immediately as the majority of the hotel
stock was in relatively poor condition and therefore
required considerable capital expenditure to bring it up to
a competitive standard. As a result of the decline of the
company very little had recently been spent on the fabric
and furnishings of each hotel. In turn this had weakened
occupancy percentages with a consequent adverse effect on
turnover and profitability. In such circumstances it was
not surprising that the morale of the staff was generally

low. [12]

Immediately subsequent to his appointment Robert Peel
acquired, with borrowed money, 300,000 ordinary shares in
Mount Charlotte Investments at a cost of 2.5p each. Within
two years his original stake of £7,500 was worth £75,000.
By the end of the decade the turnover of the company was
£9,98M with pre-tax profits of £1.05M. By this time Peel
had embarked on major schemes of property renovation and
improvement coupled with the raising of tariffs where

justified. He saw clearly that there was, in Mount
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Charlotte, the base to build a major hotel company by
shrewd acquisition of properties which could be upgraded
subsequent to renovation and refurbishment. The acquisition
of such properties at realistic prices together with
additional properties that were to come to the market in
not dissimilar circumstances was to form the basis of the
growth and successful development of the group throughout

the 1980's. [13]

Two entirely separate sets of circumstances contributed to
the considerable turnover of hotel property in the U.K. in
general and to London in particular in the period 1981 to
1984. One was the acéuisition from Pan American World
Airways of the Intercontinental Group of hotels by Grand
Metropolitan; the other was the disposal, at the
instigation of the U.K. government, of the 27 British
Transport Hotels. Included in the latter group were such
properties as Gleneagles in Perthshire, Scotland, the
Midland, Manchester and a large number of desirable
properties in Central London. In order to pay for the
Intercontinental acquisition Grand Metropolitan, in
separate deals, sold 12 hotels in central London for some
£120M together with 26 provincial hotels for £30M. The sale
gave established groups in the U.K. the opportunity to
expand their holdings of hotel property. [14].
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PRINCIPAL ACQUISITIONS

The first major London acquisition by Mount Charlotte in
this period was in June 1982. The London Ryan Hotel with
213 bedrooms was acquired at a total cost of £3.2M of which
€0.5M was satisfied by the issue of shares in Mount
Charlotte and the balance in cash in a series of
instalments. (15] This was followed early in 1983 by the
acquisition from Trusthouse Forte of four London properties
- The Park Court and Whites Hotel 1in Bayswater, The
Bayswater Post House and the Kingsley Hotel in Holborn.
The four properties comprised 847 bedrooms and the
consideration was £19M cash. This was financed by a medium
term bank loan secured on the properties of £5.4M together
with the proceeds of a rights issue which raised £13.6M

(net). [16]

The next major move was in London where Mount Charlotte
Investments acquired from Grand Metropolitan at a combined
cost of £21.5M the 713 room Mount Royal hotel in Oxford
Street and the 307 room Kennedy Hotel at Euston. Both were
leasehold properties with, in the case of the Mount Royal,
30 years of the lease remaining. Subsequent to acquisition
Mount Charlotte Investments negotiated a fresh 125 year
lease on this property for £9M from the freeholder, the
Portman Family Settled Estates, and embarked on a major

scheme of refurbishment. [17]
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The following year Mount Charlotte Investments acquired the
Skean Dhu group, which was based in Aberdeen, for £27,7M.
this group owned and operated three hotels in Aberdeen, one
in Glasgow and one in Irvine, Ayrshire. These five hotels,
all of which had been constructed from scratch since 1972,
comprised 1,040 bedrooms including the 316 bedroom hotel in
Glasgow, which, in terms of bedrooms, was the largest hotel
in Scotland. The transaction was financed via an
institutional placing of Mount Charlotte shares which
raised £27M. This enabled the company to purchase for cash
the majority of the Skean Dhu  shares and, at the same time
to re-finance certain Skean Dhu 1loan stock on more
favourable terms. The importance of the Skean Dhu
acquisition from the Mount Charlotte viewpoint was that it
resulted in the company becoming the second largest hotel
operator in the U.K. after the Trusthouse Forte group. By
1985 the company owned and operated 47 hotels with a
roomstock of 5,638 throughout the U.K. [18]

The principal reason why Mount Charlotte was able to
acquire the 1,040 roomstock of Skean Dhu for as little as
£27.7M - equivalent to £26,635 per bedroom - was that Skean
Dhu had little experience of hotel operations. For example
the Glasgow hotel was producing room occupancies of only

25%. This, combined with other major operational problems
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and deficiencies, including overstaffing, resulted in the
property losing as much as £5,000 per week at operating

level. [19]

To overcome this problem Mount Charlotte appointed a new
general manager, Alastair McMurrich, who had enjoyed a
classical training with the Savoy Hotel Company which had
included a spell as assistant banqueting manager at
Claridges. McMurrich and his management team rapidly
eradicated the major problems and over a two year period
turned round the fortunes of the hotel to such effect that
latterly it enjoyed occupancies on a par with its two major
competitors, the Glasgow Holiday Inn and the Albany, owned
and operated by Trusthouse Forte. As a result of his
initial efforts McMurrich was appointed operations director

for Scotland. [20]

Whilst 1985 was a relatively quiet year for Mount Charlotte
in terms of acquisitions 1986 and 1987 saw major advances.
During 1986 a total of £22.5M was expended on new
properties, the major part, £15.7M being the acquisition
from Chrysalis Plc of the Kingsmead Hotel Group which owned
and operated seven hotels comprising 399 rooms, the
majority in the provinces. In addition refurbishment
schemes were put in hand at hotels recently agquired,
notably at the 350 room Royal Scot at King's Cross, London,

formerly owned by Scottish & Newcastle Breweries. [21]
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The year 1987 saw three major acquisitions which were to
propel Mount Charlotte to the forefront of the U.K. hotel
industry with special emphasis upon London where by the end
of that year the group possessed a roomstock of no less
than 4,377. In March of that year the group commenced
negotiations with Rushkale/London Park for the acquisition
of three hotels in central London together with an hotel at
Heathrow Airport. The combined roomstock of the four
hotels was 850. This transaction, at a cost of £38M and
financed by way of an exchange of shares, was completed in
April. Two of the hotels, located at Piccadilly in Central
London and in Kensington, required extensive refurbishment

work which continued after completion. [22]

The second major acquisition in that year was the purchase
from the International Leisure Group of three major hotels
in London with a combined roomstock of 1,049. Two of the
properties, the Charing Cross Hotel with 218 rooms and the
Grosvenor at Victoria with 360 rooms, had originally been
owned and operated by British Transport Hotels whilst the
third, the New Barbican with 471 rooms was a new hotel
having been opened as recently as 1985. The New Barbican
was purchased as a freehold property whilst the others were
held on long leases of more than 120 years at a peppercorn

rent. [23]
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The consideration for the three hotels was £96M which was
financed via an open offer arranged by merchant bankers
Robert Fleming which raised £99M. This method of financing
was chosen as it was cheaper than a rights issue. The
majority of the shares were taken up by the institutions
but provision, on a favourable basis, was also made for the
smaller shareholder. [24] Then in the autumn the company
acquired from Ladbrokes eight smaller hotels in Scotland
and two in the north of England with a total roomstock of

879 for £18.65M. [25]

The overall result of the 1987 acquisitions was to increase
the total number of hotéls within the group to 68 with a
bedroom capacity of almost 9000 of which slightly more than
50% were in London. In terms of rooms the company had
grown to become the second 1largest in the U.K. exceeded
only by Trusthouse Forte. As has been shown the growth was
brought about entirely by acquisition, in many cases of
properties which had long term potential and the ability to
be upgraded with a view to obtaining improved room rates
and consequently greater potential profitability. The
expansion had been in all areas of the U.K. but the greater
part was focussed on London which, although involving
substantial capital outlay, had the merit of higher annual
occupancies and a lesser degree of seasonality than
provincial properties. After long negotiations with

Edinburgh District Council the company announced in the
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spring of 1988 that it would build a 288 bedroom hotel
together with a multi-purpose convention centre capable of
handling 2,500 delegates. This venture, to be located near
Edinburgh city centre, was capitalised at £45M all of
which, at least initially, to be funded by Mount Charlotte

Investments. [26]

FINANCIAL RESULTS: THE CONTRIBUTION OF PROPERTY

When Robert Peel took over as Managing Director he was
faced with a particular problem as far as pricing was
concerned because the properties were of widely differing
standards and in scattered 1locations throughout the U.K.
As additional properties were acquired he decided to
apportion them to distinct market segmehts, each aimed at
separate markets and price ranges. The result of this
approach saw the company emerge with five distinct
groupings - Luxury City Centre Hotels of which there are 5,
Hospitality Inns of which there are 10, city centre hotels,
the largest group, of which there are 29, country hotels of
which there are 21 and finally budget hotels of which there

are only 3 and which comprises a mere 152 rooms.

The great majority of city centre and country hotels are
three star, the Hospitality Inns and the luxury city centre
hotels are four star whilst one of the London properties

enjoys a five star rating. The room rate for the majority
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of three and four star properties is (at 1988 prices) in
the range £35 to £55 per night in the provinces and £50 to
€75 1in London. These represent the rack rates but there
are significant discounts for corporate clients and for
groups of .over 20 people. [27] The overall aim of the
pricing strategy is to maximise occupancies rather than to
sell only at rack rate. This produces greater revenue both
for accommodation and for attendant food and beverage sales

outlets.

As may be seen from the financial summary, group turnover
has climbed steeply between 1983 and 1987 as the result of
major acquisitions. Despite the costs associated with
acquisitions the return on sales (trading profit) has
improved each year from 1983 when it was 22.8% to 1987 by
which time it had risen to 35.0%. These figures saw Mount
Charlotte being placed second only to Glaxo in a league
table compiled by Management Today in February 1987. [28].
In the words of a Mount Charlotte director the results stem
from the Mount Charlotte policy of "very close control of
hotel operations and concentrating on f£illing hotels at a
reasonable price to the consumer rather than partially
filling them at a higher price". The early success of the
policies spearheaded by Robert Peel gave confidence to
joint stock banks and city institutions who gained
increasing respect for the managerial abilities of the

company. Robert Peel's brother, Charles, a partner in the
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stockbroking firm of Fielding, Newson-Smith & Co. played an
important role in raising the city profile of Mount
Charlotte. It was by such means that the company was able
to raise finance via open offers, institutional placings
and medium term loans. The raising of substantial tranches
of finance at competitive rates helped ensure the cost of
acquisitions remained reasonable and did not result in
undue pressure being put on operational profits via

interest charges (Table 3 - 1).

The financial summary also indicates the conservative
dividend policy adopted by the company whereby the ratio of
post tax profits to dividend has been maintained at
approximately 4:1 in the period 1983 to 1987. 1In turn the
high level of retentions has enabled the necessary amount
of refurbishment to take place thus ensuring the
competitive standard of the properties. [29] One feature
of the company which places it in a minority when compared
with the majority of its competitors is that it does not
revalue its properties regularly. The revaluation of hotel
properties, certainly in recent years, has had the effect
of 1lowering the rate of return on capital invested as

property valuations have moved significantly upwards.
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TABLE 3 ~ 1

MOUNT CHARLOTTE INVESTMENTS PLc and SUBSIDIARIES
~ FINANCIAL SUMMARY

1983 1984 1985 1986 1987

£'000 £'000 £'000 £'000 £'000
Turnover 26,694 |43,740] 60,283| 64,913| 93,358
Profit before 6,303 |12,002| 18,561| 21,693 33,726
Interest
Interest Payable 1,707 1,975 2,502 3,052 4,685
Profit before 4,596 {10,027| 16,059| 18,641 29,041
Taxation
Taxation 537 1,538 2,990 3,767 6,942
Profit after 4,059 8,489] 13,069| 14,879} 22,100
Taxation
Extraordinary - 315 - - 289
Items
Profit for 4,059 8,804| 13,069} 14,874] 22,389
Financial Year
Dividends 1,250 2,164 2,964 3,557 5,637
Profit retained 2,809 6,640| 10,105} 11,317| 16,752
Earnings per V 4.10p 5.20p 6.30p 6.90p 8.30p
share (net)
Dividends 1.03p 1.20p 1.40p 1.63p 1.90p
per share
Net Tangible 50,902 [96,190|115,177}127,198]282,347

Assets (£'000)

Source: Published Accounts 1987
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When Mount Charlotte eventually revalued its properties in
1988 substantial surpluses were disclosed with the total
property portfolio shown to be worth close to £1 billion.
This, of course, reflected not only the general rise in
hotel property values but the improvements made to run-down
and unprofitable hotels by competent management. The
success of Mount Charlotte in recent years clearly stems
from the partnership of Sidney Smith-Cox and Robert Peel
which, since the appointment of the latter to the post of
managing director in 1977, transformed the fortunes of the

company.

It is interesting to note that the modus operandi of Robert
Peel centres on a very small board of directors, four in
total, with only Kenneth Pawson, the company secretary and
himself as executive directors operating from the company
head office in Leeds whilst the chairman has an office in
Bristol and the non-executive director works in the city of
London as an investment fund manager. Consequently control
of the company and the major decision process is vested in
Robert Peel and Kenneth Pawson. Peel takes the view that
this style of management is best suited to the company's
needs particularly where rapid decisions regarding
acquisitions have to be made. Indeed with just Pawson and

himself in executive control the management style is akin
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to a partnership with each knowing the other's mind and
able to respond rapidly to advice, suggestions or

opportunities that may arise. [30]

For both of them having their head office in Leeds is a
considerable bonus. Rents and rates are much cheaper and
the momentum of the company is such that the morale of head
office staff is maintained at a high level. Kenneth Pawson
commented "if I arrive at 7.30a.m. some staff are already
here and if I leave at 10.00p.m. the situation is similar".
There are marked advantages for staff compared with London
in terms of commuting time, house prices, quality of 1life

and the like. [31]

Clearly the confidence in the company that Robert Peel has
engendered within the City of London has been especially
important in successfully completing major acquisitions in
the period 1984 to 1988. It is difficult to identify which
deal in the 1984-1988 period will turn out to be the most
profitable for the company but it may well be that the
acquisition of the Mount Royal with its 700 plus bedrooms,
together with the Kennedy with 300 plus bedrooms, will be
ranked as high as any. Grand Metropolitan were criticised
for selling off their London hotels too quickly and too
cheaply - six years on the price paid by Mount Charlotte
now seems like a bargain despite the subsequent costs of

refurbishment and the negotiations for a fresh lease.
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Despite the significant rise 1in hotel property values in
recent years it 1is 1likely that there will still be
opportunities for Mount Charlotte to make further
acquisitions thus strengthening their competitive position
and increasing their market share. Simultaneously, as some
of their major competitors have already done, Mount
Charlotte may decide to expand on the continent of Europe,

both via acquisition and management contracts.
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2. NORFOLK CAPITAL GROUP PLc
Chairman Anthony Richmond-Watson

Managing Director Peter Eyles

INTRODUCTION

The post war origins of Norfolk Capital may be traced to
1946 when Maxwell Joseph acquired the Norfolk Hotel (Hove)
Limited. He subsequently sold the hotel but retained the
company which carried a London stock exchange 1listing.
During the next two decades, whilst expanding his hotel
interests in London, Maxwell Joseph simultaneously made
opportunistic purchases of hotel property in the West of
England and Wales. Hié interest in this part of the
country stemmed partly from owning a large country house at
Melksham in Gloucestershire to which, particularly in the
early and mid 1960's, he would often retreat of a Thursday

evening returning to London the following Monday morning.

(1]

Properties were acquired in Gloucestershire at Tetbury and
Gloucester, 1in Somerset at Bath and Weston super Mare, in
Warwickshire at Warwick, | in Wiltshire at Chippenham
together with properties at Cardiff and ' Swansea. The
properties were mostly old, built at the turn of the
century or earlier and consequently required substantial
expenditure to maintain the furnishings and fittings 1let

alone the fabric. All the hotels were controlled from
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Maxwell Joseph's small corporate office in Mayfair, London.
Each was constituted as a private 1limited company but in
due course the companies were reversed into Norfolk to form
a group. After 1966 when Maxwell Joseph embarked on a
dazzling series of acquisitions which transformed Grand
Metroplitan from a medium sized company in the hotel
business to one of the largest industrial groups in the
U.K., the west country hotels, understandably, received

less than their fair share of attention. [2]
MIXED FORTUNES 1973 - 1981

The west country group enjoyed mixed fortunes during the
1970's. In June 1973 Associated Hotels, a London based
company which included the Kensington ?alace Hotel and
Norfolk Hotel, South Kensington was acquired. Shortly
afterwards the group was severely affected by the
quadrupling of oil prices and the recession of 1973 to 1975
with the result that the shares were suspended until
towards the end of 1975. By 1979, subsequent to a series
of sales and purchases of various properties the group
comprised 17 hotels with a roomstock of 1800. Turnover
grew steadily to the point where, in 1979, it was £8.59M
with pre-tax profits of €£914,000. This was barely

acceptablé and the group lacked a distinct corporate image.
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It was not held in high esteem by institutional investors
who regarded it as peripheral to the main business

interests of Maxwell Joseph. [3]

In October of 1980, the year he was awarded a knighthood,
Maxwell Joseph appointed his son-in-law Peter Eyles as a
non-executive director for Norfolk. His previous career had
been in sales, marketing and advertising in firms outwith
the hotel industry. 1In addition, however, he had also run
his own property company through which he first came to
know Maxwell Joseph. He was appointed managing director
after a period of six months and immediately set about
re-organising the company. When he joined the
administration of the company was divided between London
and Bath and the head office personnel had grown to more
than forty. In a short space of time Eyles reduced this by
more than a half, devolving considerable responsibility
onto individual hotel managers. He reorganised the sales
and marketing staff, directing the thrust of their efforts
towards direct selling to business rather than tourist
clients, simultaneously ensuring that they operated in
close contact with the hotel managers. Furthermore he
instituted a management development programme to upgrade
the capability of managers, especially in the areas of
sales and marketing. In addition a bonus incentive scheme
was applied to give managers a stake in the improving

profitability of their units. [4]
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The following year saw a marked decline in the health of
Sir Maxwell Joseph and in June 1982 he appointed his wife,
Lady Eileen Joseph to the board. Subsequent to Sir
Maxwell's death 1in September 1982 Lady Joseph became
chairman. Additional board members were James McGuffie, an
independent hotel consultant who had originally joined
Maxwell Joseph's organisation in 1957, had been appointed a
non-executive director in 1969 and who latterly had
occupied a senior sales and marketing position with Grand
Metropolitan, and Anthony Good of Good Public Relations.
The group was adversely affected by the recession of
1980/81 and in the immediate aftermath the board determined
to dispose of unwanted properties, to refurbish selected
existing properties and to embark on a series of carefully

targeted acquisitions. [5]

In the first phase of disposal, carried out in the period
March to September 1982 four hotels and three investment
properties were sold realising a total of £3,019,501
against a book value of £2,628,500. The only acquisition
was the freehold of the four star, 100 bedroom Angel Hotel
in Ccardiff purchased in January 1982 from the major brewer
Whitbread at a cost of £850,000. Capital Gains Tax arising
from disposals was absorbed by rollover and other reliefs

available to the company. [6]
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The bulk of +the net proceeds was diverted to the
modernisation and refurbishment of two of the principal
London' properties, the Royal Court Hotel in Sloane Square
SW1l and the Norfolk Hotel in South Kensington SW7. The
improvements at each hotel were of such magnitude that the
Royal Court was closed from September 1984 until December
1985, partially re-opened in January 1986 and made fully
operational by the spring of that year. These closures
made heavy inroads to the level of group profits but the
wisdom of radical improvement was fully vindicated within
weeks of each property operating at full capacity. So well
did the Royal Court perform in the year to September 1983
that the manager of the hotel, as a result of the
management incentive schene, was, for that year, the
highest paid employee (directors included) within the

group. (7]

The refurbishment and operation of the Royal Court typified
the fresh management strategy that Peter Eyles wished to
implement at each of the hotels. The refurbishment was
carried out to a high standard with custom built, free
standing furniture imported from 1Italy being used for all
the bedrooms. This was felt to be a useful marketing tool
as it was a cut above the standardised built-in furniture
and fittings which were representative of competing

establishments. [8]
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Furthermore each bedroom floor had a different decor and
design theme - again this was an added attraction compared
with the bulk of the competition. The restaurant, named
The 01d Poodle Dog, the wine bar and the lounge bar were so
constructed as to enable them to be run as separate
businesses with many customers being unaware that they were
in fact an integral part of the hotel. This allowed
distinct market segments to be tapped for each area of the

business and thus improved turnover and profitability. [9]
RE-FINANCING OF BANK LOANS

Towards the end of 1981 group borrowings had been heading
towards £10M and this high level of gearing had made the
company vulnerable to even modest falls in turnover or
increases in costs. During 1982 the opportunity was taken
to rearrange the loan facilities of the group as follows:
a) a bank loan for £4M for a period of 10 years from 23rd
July 1982 repayable in annual tranches, the first
repayment of £250,000 being due on 23rd July 1985;

b) a bank overdraft of up to £1.5M repayable on demand;

c) a standby facility of £1.5M for a period of three years

commencing 12th July 1982. [10]
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When Lady Joseph took over as chairman she held in her own
right 29.9% of the equity. The next largest shareholding
was held by the Kuwait Investment Office with 15%. Other
hotel groups, notably Stakis and Kennedy Brookes, took a
stake in the company with a possible view to proceeding to
a full take over bid. None emerged and these two holdings

were subsequently sold on the open market. [11]

A NEW PHASE OF EXPANSION 1984 - 1987

During the following eighteen months management attention
was directed towards building fresh markets for the
refurbished hotels. In May 1984 the company raised £3.2M
by way of a rights issue, unconventionally issuing its
shares at par in the ratio of 7 to 2. The reason for this
was to eliminate the speculative element in the shares at
the time which would have otherwise prejudiced the
availability of this source of finance. The company was
advised by Morgan Grenfell & Co. Ltd., brokers to the
issue being Grievson, Grant and Co. Morgan Grenfell was
an interesting choice insofar as Sir Maxwell Joseph had
been advised throughout his career by their arch rivals
S.G. Warburg & Co. Ltd. Nevertheless the choice of Morgan
Grenfell was to have considerable implications for the
group as Lady Joseph appointed the bank director who
handled the account, Anthony Richmond-Watson, to the board
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on 28th July 1984. In due course, at Lady Joseph's
request, he became chairman of the company in June 1986.

(12]

Peter Eyles realised that in order to move the group up
market and to obtain comprehensive geographical coverage of
the U.K. it would be essential to acquire existing hotels
of a high standard. Simultaneously he realised that to
obtain worthwhile property required painstaking research
and not a 1little patience. In his search for suitable
property he was assisted by a property agent who worked for
him on a "no sale, no fee basis" and by James Baker, a
senior partner in Weatherall, Green, Smith, Chartered
Surveyors, who had extensive experience of hotel valuation.

(13]

The first set of properties to catch his eye were the
twenty-nine hotels owned and operated by British Transport
Hotels which, at the instigation of the government, were to
be disposed of either as a single group or in collective
lots. 1Initial information regarding these properties was
made available early in 1981. Eyles set his sights on
bidding for four properties - Gleneagles, The North British
and Caledonian in Edinburgh together with the Charing Cross
in London. He reckoned that a viable bid would be in the
order of £15M or slightly more. [14] At this stage,

regrettably, the group did not enjoy the backing of a bank
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as powerful as Morgan Grenfell, and consequently Eyles was
not in a position to bid. Nothing daunted he lowered his
sights somewhat and concentrated on acquiring one suitable
property in the north of England and one near London. To

achieve completion each property took more than two years.

In September 1984 the group acquired the 0ld Swan Hotel in
Harrogate from Leisuretime International for £2.25M. This
well known property, a grade II 1listed building, was
originally constructed in the eighteenth century with later
additions in the 19th century. It was of four star
standard with 140 bedrooms and 8.5 acres of ground, some of
which was available for future expansion and development.
The consideration for the 0l1d Swan Hotel was satisfied by
the allotment of 13,798,391 new Ordinary Shares of 5p each
in the company, all of which were placed by Morgan Grenfell
on behalf of the vendors through the market at 16.5p per

share. [15]

This was an important coup for Norfolk and brought the
added bonus that the company was subsequently able to
dispose of the 2 star Granby hotel in Harrogate. Further
disposals included the Norbreck Castle Hotel in Blackpool,
which catered for the mass tourist market and the New
County Hotel 1in Gloucester which was impracticable to
refurbish to a 4 star standard. These two disposals

fetched £3.2M.
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Norfolk was able, in October 1985, to complete the purchase
of the Briggens Hotel near Ware in Hertfordshire on which
Peter Eyles had been working for more than two years. The
Briggens Hotel was originally built as a country house in
the eighteenth century and, like the 0ld Swan, was a listed
building. It had been converted to an hotel in 1982 and had
rapidly achieved 4 star status. The property was set in 45
acres of parkland in which there had been constructed a
nine hole golf course. 1In addition the hotel had tennis
courts and an outdoor swimming pool and enjoyed fishing
rights on the river Stort. The consideration of £2.9M was
satisfied by the allotment of 14,310,980 new ordinary
shares in the company, all of which were placed by Morgan
Grenfell on behalf of the vendors through the market at
20.5p per share. [16]

In May 1986 the board of Norfolk announced that
negotiations had been finalised for the construction from
scratch of a 124 bedroom, four star property at Reading in
Berkshire at a capital cost of some £7M. An added
advantage of this development was that it was located at a
particularly attractive site by the river Thames. This was
the first such development by Norfolk but it was in tune
with the overall strategy of the group to acquire suitable
property in prosperous parts of the U.K. The development
was financed by an eight year loan, secured by guarantees,

commencing February 1989. [17]
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Each of these three moves, Harrogate, Ware and Reading
served to bring the Norfolk Capital group up market and to
give the company a higher public profile. 1In the spring of
1986 Peter Eyles, still in an acquisitive frame of mind,
noted the public interest surrounding the Guinness group
and its acquisition of The Distillers Company Limited for
€2.5 billion which had been finalised in April 1986.
Previously, in August 1985, Guinness had acquired the
whisky firm Arthur Bell & Co., for £375M. In turn Bells
had acquired, in February 1984, the Gleneagles group which
originally had been formed in 1981 comprising Gleneagles
itself together with the North British and Caledonian in
Edinburgh - the very hotéls over which Peter Eyles formerly
had cast a speculative and acquisitive eye. By the time
they were acquired by Bells, the Gleneagles group had
acquired and entered into a costly refurbishment contract
for the Piccadilly Hotel in London which they acquired from

Grand Metropolitan. [18]

Almost immediately after the acquisition of Distillers had
been finalised, Guinness sold the Piccadilly Hotel to the
hotel subsidiary of Air France for £31M. Guinness,
however, retained the health and leisure club which had
been constructed by Gleneagles in the basement of the hotel
at a cost of £4.5M. This fitted in with the other health

and leisure centres owned by Guinness. Guinness also made
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clear that whilst it intended to retain Gleneagles itself
it would consider bids for the Caledonian and the North

British.

ACQUISITION OF THE CALEDONIAN AND NORTH BRITISH
HOTELS IN EDINBURGH

A number of other hotel groups were interested in acquiring
the Edinburgh hotels. Scottish & Newcastle Breweries who
were headquartered in the city perceived the properties as
having especial attraction. = Mount Charlotte Investments
had been examining possible sites in the city and they also
showed interest as did Trusthouse Forte who were under
represented in Scotland generally and in Edinburgh
particularly. Alick Rankin, the chief executive of
Scottish & Newcastle had approached Guinness as early as
the summer of 1985 to enquire as to whether the two hotels
might be available. At that time the official Guinness line
was that they were not for sale. Rankin, however, knew
personally the chairman and chief executive of Guinness,
Ernest Saunders, and harboured hopes that the two

properties might eventually come on the market.

In the year that Gleneagles Hotels PLc was formed the
hotels' valuers Christies had valued the Caledonian at
£2.8M and the North British at €£2.33M. [14] In the years

immediately prior to the formation of Gleneagles Hotels,
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the Caledonian had been just breaking even, at operating
level, on a turnover of between £2M and £2.25M whilst the
North British produced remarkably similar figures with
marginally 1lower tariffs. Under thé direction of Peter
Tyrie and -aided Dby substantial capital investment,
especially at the Caledonian, where £4.5M was spent, the
turnover figures were increased to in excess of £6M for the
Caledonian in the year to December 1985. The turnover
figures for the North British are unavailable but it may be
presumed that they were substantially less than those of
the Caledonian. [19] This is due to the fact that the North
British received only minimal capital investment in the
period 1981 - 1985 and that the tariffs were lower. There
were further complications at the North British surrounding
the proposed redevelopment of the entire property with the
projected capital costs of various schemes ranging from

£10M to £50M.

As Guinness were using Morgan Grenfell Laurie, the property
arm of Morgan Grenfell, to advise on the disposal of the
two hotels Norfolk did not use Morgan Grenfell for advice
on the purchase of the hotels but only to effect the
financing following the agreement in principle of terms
with Guinness. Tony Richmond-Watson was involved, as a
principal, in the decisions taken by Norfolk but was not
favoured in any way by Guinness and was not privy to the

advice being given by Laurie to Guinness. [20]
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Norfolk was in a slightly different position from
Trusthouse Forte, Scottish & Newcastle and Mount Charlotte.
Each of these companies already had hotels in Scotland and
they were used to driving hard bargains for properties they
acquired. On the other hand Norfolk was relatively a much
smaller company and had no properties in Scotland - the
opportunity to purchase the five star Caledonian was a
considerable attraction and, to Norfolk, Jjustified a
premium price. In the event Norfolk submitted two bids to
Guinness - one for the Caledonian alone and one for both
properties. Subsequent to an outline agreement with
Guinness Peter Eyles instructed Weatherall, Green & Smith
to carry out full structural surveys of the two properties

and to confirm their preliminary valuations. [21]

The survey uncovered unexpected faults in the Caledonian
which 1led them to reduce their combined valuation to
£23.5M, £18.5M for the Caledonian and £5M for the North
British. This was £1.5M less than the €25M which Norfolk
had agreed with Guiness for both properties and led to
lively meetings to persuade Guinness to accept that
significant remedial work, of which they had not taken
account, was necessary. Having achieved this in May
Guinness effectively withdrew from the final stage of
negotiating the agreement owing to the pressures imposed by
the "Thomas Risk" affair which plagued Guinness thfoughout

the summer of 1986. Once Ernest Saunders, chairman and
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chief executive of Guinness was able to gain shareholder
support at an extraordinary meeting held in London on 11th
September, Peter Eyles and Tony Richmond-Watson were
relieved to see the negotiations resurrected. Even then
considerable uncertainty remained as to the outcome,
principally as a consequence of Guinness' requirement to
accommodate the proposed development of the North British.
Nevertheless, by the end of September, agreement was
finally reached and completion dates arranged for the sale

of both properties.

Both Tony Richmond-Watson and Peter Eyles perceived the
acquisition of the Caledonian and North British as the most
important single event in the development of the Norfolk
Capital Group. [22]. The acquisition, at a stroke, almost
double the size of the group, brought it into the five star
market, gave it greater credibility both within the
industry and with institutional investors and paved the way
for future acquisitions in the four and five star market.

The acquisition costs were met mainly by a rights issue of
115,900,832 S5p shares at a price of 18.5p per share. This
raised £20.2M net of expenses with the balance being met by

the internal resources of the group. [23]
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An additional long term attraction, especially to Norfolk
compared with the other bidders, was the significant
property redevelopment that was scheduled to take place in
the environs of each hotel. The authorities in Edinburgh
had been trying for a number of years to attract private
sector investment to construct a conference centre on land
adjacent to the Caledonian. The directors of Norfolk
reckoned that the Caledonian would be a major beneficiary
were such redevelopment to 'take place - the other major
beneficiary would be the Sheraton Hotel, opened in 1985,
located to the south of the proposed conference centre.
Regrettably, even by the end of 1987 the combined efforts
of Norfolk, the Scottisﬁ Development Agency, Edinburgh
District Council and Lothian Regional Council failed to
produce an acceptable plan which had the agreement of all

parties concerned. [24]

The property redevelopment plans for the North British were
even more fraught and towards the end of 1987 Norfolk
realised that the optimum approach to the problem would be
to redevelop the entire site by themselves. This would
necessitate the closure of the North British for a period
of two to three years and entail expenditure on the hotel
alone of some £12M to £15M to bring it up to the same

standard as the Caledonian. [25]
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In the short term the entry costs to the Edinburgh hotel
market proved expensive for Norfolk. The cost of the
Caledonian in particular was judged by some to be high at
the time. The marked increase in hotel property values
since then, however, has largely vindicated the decision.
Longer term judgement on the Edinburgh hotels must wait
until the mid 1990's by which time the North British will
have been fully refurbished and hopefully the capital will

have a conference centre of international standard.

FURTHER ACQUISITIONS IN THE 1980's

In January 1987 the opportunity came for Norfolk to bid for
a group of four country house hotels, each with a four star
rating. They were privately controlled by a Canadian, who,
being in his seventies, was approaching the time when he
wished to dispose of his assets in the U.K. [26] Peter
Eyles had spent time cultivating his acquaintance and the
acquisition by Norfolk of the Caledonian together with the
refurbishment of the Royal Court and the Norfolk had
favourably impressed the Canadian who decided to sell the
four properties to Norfolk. Thus for the sum of £15.3M the
group was able to purchase four properties with a total of
184 bedrooms with extensive conference facilities. The

hotels were situated in Kent, Berkshire, Worcestershire and
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Warwickshire and each had the added advantage of being set
in their own grounds which ranged from 9 to 62 acres as

indicated below.

Kent . Eastwell Manor 24 bedrooms
grounds extend to 62 acres
Berkshire Oakley Court 92 bedrooms
grounds extend to 25 acres
Worcestershire The Elms Hotel 27 bedrooms
grounds extend to 9 acres
Warwickshire Billesley Manor 41 bedrooms

grounds extend to 9 acres

The consideration was satisfied via an institutional
placing of 61.2M shares at 25p per share arranged via
Morgan Grenfell. This was an extremely sound purchase for
Norfolk. Not only did it emphasise the role of the group
in the country house hotel market but it gave a useful
geographical spread from Kent to the Midlands. As a result
of the subsequent rise in hotel property values Peter Eyles
found that he would have been able to sell, within little
over a year of acquisition, one of the hotels for as much

as the group paid for all four. [27]
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Later in the year Norfolk was able to acquire a four star
property with 45 bedrooms, The Royal Crescent Hotel in Bath
for £7.5M thus enabling the company to dispose of the Royal
York Hotel in the same city. The Royal York had been owned
by the group since the 1950's. It was in an inferior
location to the Royal Crescent and refurbishment, which had

been planned, would have cost some £4.5M.

Subsequent to meetings between Peter Eyles and Peter de
Savary Norfolk was able to set in hand arrangements to
acquire the St. James's Clubs in London and Paris at a
combined cost of £22M. Between them the clubs had 91
bedrooms thus the acquisition cost was in excess of
£200,000 per bedroom. [28] In addition Norfolk obtained an
option to acquire the St. James's Club, Los Angeles, which

was due to open in early 1988.

In order to pay for these Norfolk raised £44.2M (net of
expenses) via a1 to 3 rights issue of 102,655,884 5p
shares at a price of 45p per share, the issue being
underwritten by Morgan Grenfell. [29] It was a matter of
regret that while the issue price of 45p seemed reasonable
in comparison to the market price of 51p at the time of
issue the whole market turned soft shortly afterwards and
Norfolk suffered from institutional reaction to the

financing of other major acquisitions.
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Less than 20% of the shares were taken up leaving the bulk
with the underwriters. The stock market crash of 19th
October occurred only six weeks after the issue was
finalised. The shares, which earlier in the year had
reached more than 50p, fell back sharply and by the end of
the year had recovered to only 25p, 20p below the issue
price. Norfolk, had, nevertheless, obtained the
necessary finance to fund the acquisition on, in
retrospect, very favourable terms. In turn the
underwriters took substantial losses: some of them sold
their shares at a loss at the end of 1987 while others have
written down their holdings having taken a long term view
of the future success of the company. The view of the
chairman, Tony Richmond-Watson, was that it was merely "a
technical position that has to be unwound." Clearly a
degree of sangfroid is an asset under such circumstances.

(30]

Interest had also been taken in Westin Hotels which was a
substantial USA group which controlled 66 hotels throughout
the USA, Central America, Canada and the Far East. Its
parent company was the Allegis Corporation which earlier in
the year had sold Hilton International to Ladbroke for $1
billion and Hertz for $1.3 billion. The price it put on
Westin was similar to that for Hilton International.
Initially there were as many as fifty interested buyers but

this was whittled down first to fifteen and then to five.
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It was a major undertaking for Norfolk who, at the time,
were capitalised at approximately one third of the value of
Westin. Peter Eyles spent a week in New York with some two
dozen advisers from Morgan Grenfell, Peat Marwick McLintock
and Weatherall, Green & Smith analysing the details made

available by the vendors. [31]

Unfortunately the stock market crash put paid to hopes that
Norfolk would be able to put in a realistic bid for the
group which was sold subsequently to a Texan oil family.
Nevertheless, Peter Eyles felt that it had been a useful
exercise and that it gave both Norfolk and its professional
advisers the feel for méunting a similar exercise should
the occasion present itself and considerable knowledge of
the USA which was put to good use six months later when
Norfolk decided to exercise its option to acquire the St.

James's Club, Los Angeles. [32]

The results for the year to December 1987 showed turnover
of €32.2M and pre-tax profits of €£5.2M. Despite the
acquisitions made during the year the company was keen to
acquire further properties judging that "Only in a period
of absolute bear market frenzy would it become difficult to

finance suitable purchases" (Table 3 - 2). [33]
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PERFORMANCE OF NORFOLK CAPITAL 1984 -~ 1987

During the period 1984 to 1987, via a strategy of
acquisition, the group grew dramatically with net tangible
assets moving from £12M at the end of 1983 to £153M by the
end of 1987. [34] It should be noted, however, that whilst
the capital costs of refurbishment of the London hotels,
together with the acquisition of Celebrated Country Hotels
may be judged reasonable the later purchases, particularly
the St. James's Clubs must be judged as being relatively
expensive. Oon the one hand they may be justified on the
basis of the likely long term appreciation of high quality
property but it is more difficult to justify them on the
basis of current profits and rate of return on capital
invested. It could be argued that the full price paid for
the St James's Clubs was reflected in the disappointing

level of take up of the 1987 rights issue.

The geographic spread of hotels throughout the U.K. is
concentrated in and around London and the Home Counties.
The remainder are divided between the West Country, the
West Midlands and Edinburgh. It remains to be seen whether
buying opportunities arise in major English provincial
cities which, if taken, would result 1in a more balanced
property portfolio. It should also be noted that financing
fresh acquisitions became more difficult from mid 1988 as a

result of rising interest rates.
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All told there is no doubt that Norfolk Capital made
impressive strides both in the quality of its properties
and the ability of its management throughout the 1980's.
In particular the combination of the property d