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	Section: BUSINESS 

Asia's hotels 
EMPTY ROOMS? SO WHAT? 


	Asians who own hotels are having a dreadful time. But the foreigners who run them are doing rather nicely 
Dateline: HONG KONG 

ACRES of marble, glass and gold fittings and enough hardwood to deforest Sumatra: even in the good times, Asian hotels symbolized the worst excesses of the region. So it seemed fitting that, when the bad times came and the tourist and business trade dried up, the hotel business should be hit excessively hard.

Considering that the biggest of these struggling hotels sport such familiar western names as Hyatt, Hilton, Marriott, Starwood (owner of Westin and Sheraton) and Bass (Holiday Inn, Inter-Continental and Crowne Plaza), this might seem a particularly sorry chapter in the story of multinationals in Asia. But oddly, these companies have skated through the crisis relatively unscathed. Their Asian profits may be down a bit, but not one has dipped into the red. How did they manage to pull off this magic? By exploiting one of the niftiest business models around.

Most of the big western hotel chains in Asia are managers, not owners. This means that they take little of the risk and a big chunk of the profit in the hotels that carry their name. Somebody else--a property developer or a local tycoon looking for a glamorous pile to call his own--takes out a huge loan, buys the land, builds the hotel and furnishes it. Then, either because they know nothing about the hotel industry or because they simply need a brand, a global reservation system and economies of scale, the owners sign a long-term contract with a big-name hotel-management company to run it. ``For many owners, prestige counted for more than cash flow,'' says Andreas Flaig, of Arthur Andersen's hotel research group.

The managers have usually fixed a sweet deal. Typically, they take in all the money and write all the cheques, including one to the owner, if there is anything left after paying for all hotel operating costs, the management fee, and sometimes the salaries of the staff in the manager's own regional headquarters. Twenty-five-year contracts signed in the early and mid-1990s had management fees as high as 3.5% of total revenues, plus 6-10% of gross operating profit. Even if there was no profit, as was often the case after accounting for the owner's financing costs, the management company could be sure to stay comfortably in the black.

In contrast, most Asian hotel chains, such as Shangri-La Asia, Mandarin-Oriental, and Hong Kong and Shanghai Hotels (which holds the Peninsula brand), own and manage their own hotels. With a property-developer mindset, these companies stood to profit more than western managers in the days when property valuations were skyrocketing. But they were also far more exposed when the market turned down: Hong Kong and Shanghai alone lost $266m before tax last year. Today, says Jones Lang LaSalle, a property and hotel consultancy, hotels are the lowest-yielding property investment in the region. Indeed, some Singaporean owners are giving up and converting their hotels to condominiums.

Despite the advantages of their business model, management companies saw Asia's economic crisis as an opportunity to straddle the line. If they could buy hotels cheaply, they could both maintain control over the properties and resell them at a tidy profit when the market recovered. This time last year, investment bankers reckoned that these firms were prepared to spend as much as $10 billion buying distressed hotels in the region. But after a frustrating year, most of that money has gone home: no major deals have emerged (although Goldman Sachs, an investment bank, is in a bidding war for the Regent Hotel in Bangkok). Without workable bankruptcy laws in much of the region, hotel owners could default on their debt with equanimity; and they saw little reason to sell their property at a huge loss.

Now management companies are facing a tougher market. New and renegotiated contracts these days tilt the balance more toward performance-based fees: often just 1% of revenues and up to 12% of profits (and sometimes only net profits at that). The contracts are also shorter: often just ten years, with options to extend or break depending on results. As they get more familiar with the hotel industry, more owners are opting for franchising, a system in which they pay for a chain's name, reservation network and marketing, but manage and control the hotels themselves. Compared with the owners, the managers still have it good. But they will still feel the impact of the crisis for years to come.
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LOTS of Asian hotels lose money these days, and plenty are mismanaged. But none can hold a candle to the father of Asian disaster hotels, Taiwan's Grand Hotel. The Grand hit its nadir in 1996, when Lien Chan, then prime minister and now vice-president, was stuck in one of its lifts for nearly an hour with the rotund visiting president of Malawi, one of the few countries that still recognize Taiwan. Given that the Grand was built largely to impress diplomats from countries whose support Taiwan needed in its battle against China, the episode was particularly poignant.

Two decades ago, this huge red Chinese box on a hill overlooking Taipei was ranked as one of the seven best hotels in the world. It was a national treasure, with a golden pagoda-style roof the size of a football field supported by a forest of red pillars each more than three meters around. Tourists and locals alike came to gawk at its Chinese antiques, hand-painted walls, and the intricately carved and gilded dragons in its lobby ceiling. Foreign dignitaries frequently stayed there.

But in the late 1970s, as all the most important countries abandoned Taiwan for mainland China, the Grand lost its raison d'etre. Very little has gone right for it since. Although its accounts are a shambles, they suggest that the Grand has made a profit only once in its history, in 1989. This despite a cosy deal with the government that allowed the hotel to be built on interest-free bonds and operated with no tax, cheap rent, and even, for a while, a duty exemption on the luxury items that its managers imported to fill its rooms.

Part of the explanation for this singular failure may be that its 1,000 employees are among the best-paid in the industry, with a third having worked at the hotel for more than 18 years. Another may be that it operates under the auspices of the non-profit Taiwan Friendship Foundation, whose 11-member board is made up mostly of former political figures or their acolytes, such as the doctor and secretary of modern Taiwan's founder, Chiang Kai-shek. The age of its directors averages 80--or, rather, it did before a fraud and embezzlement scandal last year led to the conviction of the board's former president and the replacement of three ailing directors with government representatives.

By the mid-1990s the hotel had become a national embarrassment, shabby and usually empty. When its roof was destroyed in a blaze in 1995 the Grand was mercifully shut down. Last year a renovated Grand reopened, having regained much of its original splendor. It still does not make money, but revenues are rising and it hopes to break even this year. Next month the directors plan to turn the rest of their seats over to the government, part of a process that would, in effect, nationalize the hotel. There may be no reason to think that the government will make a better business of the Grand than two generations of political cronies--but it can hardly do worse.
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