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MANAGING IN A DIGITAL WORLD - INTERCONTINENTAL HOTELS GROUP (IHG)

Submission of this piece of coursework is on 13 August, 2010.
The case relates to the management in the digital world.

InterContinental Hotels Group (IHG) [LON:IHG, NYSE:IHG (ADRs)] is the world's largest hotel group by
number of rooms. IHG owns, manages, leases or franchises, through various subsidiaries, over 4,300
hotels and almost 630,000 guest rooms in nearly 100 countries and territories around the world. The
Group owns a portfolio of well recognised and respected hotel brands including InterContinental®
Hotels & Resorts, Hotel Indigo®, Crowne Plaza® Hotels & Resorts, Holiday Inn® Hotels and Resorts,
Holiday Inn Express®, Staybridge Suites® and Candlewood Suites®, and also manages the world's
largest hotel loyalty programme, Priority Club® Rewards with 44 million members worldwide.

IHG has nearly 1,600 hotels in its development pipeline, which will create 140,000 jobs worldwide
over the next few years.

InterContinental Hotels Group PLC is the Group's holding company and is incorporated in Great
Britain and registered in England and Wales.

Current IHG Priorities

Reduce costs

2009 regional and central costs are now expected to be around $80m below 2008 levels comprising at
least $40m of sustainable savings, $20m of currency benefit and $20m of non-sustainable savings.
The drive to improve efficiency continues and by the end of 2010 compared to 2008 levels, IHG
expects to achieve sustainable cost savings of between $65m and $70m, representing a c.20%
reduction, net of increases such as inflation and investment in growth. The additional estimated cost
to achieve these savings will be ¢.$25m with a ¢.$22m cash cost.

Open rooms

€.90,000 rooms under construction, c.25,000 of which are scheduled to open in the balance of the
year (26,956 rooms opened in the half). Room removals are still expected to be in the region of
35,000 for both 2009 and 2010.

Drive share

US RevPAR outperformed the market by 2.7 percentage points (IHG US brands H1 RevPAR decline of
16.0% compared to US industry decline of 18.7%).

Relaunch Holiday Inn

1,040 hotels now operating under the new standards. Results from the first relaunched hotels
continue to show RevPAR outperformance of more than 5% compared to a control group.

Chief Executive’s Comments

Andrew Cosslett, Chief Executive of InterContinental Hotels Group PLC said:

SIM Case Study (2010) - IHG [Re-sit] Page 2



BA(Hons) Business Administration programme Guildhall College

“Trading was very challenging throughout the first half of the year and we expect the remainder of
2009 to be tough.

“We have made good progress on improving efficiency and reducing costs as we make more effective
use of our scale. We will continue to invest behind our system to drive revenue and grow market
share.

“The continued out performance of our brands around the world is encouraging, as is our signings
pace which, despite the continued scarcity of financing for developers, is still averaging around one
deal a day. We are on track to open more than 400 hotels this year. We are making good progress
with the global relaunch of Holiday Inn and over 1000 hotels have now completed this process.
Feedback from relaunched hotels continues to be positive and we are still committed to completing
the programme by the end of 2010.

“The outlook remains challenging, but we are confident that with our fee based business model,
substantially reduced cost base, strong financial position and the renewal and refreshment of our
brands supported by our system scale, we will outperform the competition and be well positioned for
the upturn.”

Performance

Americas

Revenue performance

RevPAR declined 15.8% in the first half, with a second quarter decline of 18.0%. In the US, IHG’s
brands outperformed the industry by 2.7 percentage points in the first half, driven by the resilience of
the midscale brands which represent 80% of IHG’s rooms in this market. Revenues declined 25% to
$375m. Excluding one $13m liquidated damages receipt in the first half of 2008, revenues declined
23%.

Operating profit performance

Operating profit declined 40% from $249m to $149m. Excluding the $13m liquidated damages
receipt, operating profit declined 37%. A 28.6% decline in RevPAR from owned and leased hotels,
partially offset by strong cost control at hotel level, drove the drop in these hotels’ operating profit
from $26m to $S4m. In the managed business, excluding the $13m liquidated damages receipt in the
first half of 2008, a RevPAR decline of 18.4% caused a $34m drop in operating profit to a loss of S9m.
This was primarily due to IHG funding shortfalls to the agreed owner’s priority return on a number of
hotels managed for one owner. This operating profit decline is in line with the disclosed sensitivity
that a 1% change in RevPAR has a $7m impact on annual operating profit across the global managed
business, of which some $4m relates to the Americas. Franchised hotels’ operating profit fell by 18%
to $177m driven by a 12% decline in royalty fees and an $11m reduction in fees associated with initial
franchising, relicensing and termination, partially offset by a 5% increase in room count.

EMEA

Revenue performance

RevPAR declined 16.4% in the first half, with a second quarter decline of 20.3% reflecting the impact
of the movement of Easter from March to April. The Middle East and the UK were the most resilient
markets with first half RevPAR declines of 8.5% and 10.7% respectively. Revenues declined 31% (20%
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at constant exchange rates (CER)) to $186m. Excluding one liquidated damages receipt of $3m in the
first half of 2009 and one of $9m in the first half of 2008, revenues declined 30% (18% CER).

Operating profit performance

Operating profit declined 35% (30% CER) from $89m to $58m or 31% (26% CER) excluding the net
$6m impact of the two liquidated damages receipts. Owned and leased operating profit almost
halved to $10m, primarily due to tough trading conditions at InterContinental Paris Le Grand.
Managed hotels’ operating profit declined by $23m to $33m, or by $14m excluding the impact of one
liguidated damages receipt in the first half of 2008. Continued growth in fees in the Middle East was
offset by the impact of a 25.4% RevPAR decline across the European managed estate and the
annualisation of the reduced contribution from a portfolio of hotels in the UK, first reported in the
third quarter of 2008. Excluding the $3m liquidated damages receipt in the first half of 2009,
franchised hotels’ operating profit declined $8m to $27m (9% at CER) driven by a RevPAR decline of
17.0% being partially offset by a 7% increase in room count.

Asia Pacific

Revenue performance

RevPAR declined 17.9% in the first half, with a second quarter decline of 19.3%. Greater China was
the weakest market with a first half RevPAR decline of 21.7%, significantly better than the industry
down 33.3% which continues to be impacted by the recent increases in supply, particularly by
international brands. Revenues declined 25% (22% CER) to $106m.

Operating profit performance

Operating profit declined 41% (34% CER) from $29m to $17m. Operating profit at owned and leased
hotels fell by $9m to $11m primarily reflecting a RevPAR decline of 28.1% at the InterContinental
Hong Kong. Managed hotels’ operating profit declined 35% (23% CER) to $17m driven by a 16.5%
RevPAR decline.

Strong operating system

Revenue delivery to hotel owners through reservation channels and loyalty programmes continued to
improve:

*  $4.4bn of rooms revenue or 66% of total rooms revenue, was booked through IHG's channels
or by Priority Club Rewards members direct to hotel, up 4 percentage points on the first half
of 2008.

*  Priority Club Rewards members of 44m, up from 42m at the end of 2008.

* Internet revenues increased from 19% to 23% of total rooms revenue, 79% from IHG’s own
websites.

Cash flow & net debt

$91m of cash was generated from operating activities in the six months to 30 June and $12m of cash
was generated from disposals. Growth capital expenditure in the half was $9m and maintenance
capital expenditure was $31m. Full year maintenance capital expenditure is still expected to be
c.S75m.

SIM Case Study (2010) - IHG [Re-sit] Page 4



BA(Hons) Business Administration programme Guildhall College

IHG’s net debt was maintained at $1.3bn at the end of the first half, including the $203m finance
lease on the InterContinental Boston. IHG remains well placed in terms of its banking facilities, with a
$1.6bn revolving credit facility expiring May 2013 and a $0.5bn term loan expiring November 2010

Tough trading pushes IHG into red

By Pan Kwan Yuk
Published: Financial Times - February 16 2010 11:50

InterContinental Hotels Group offered little relief for the struggling travel and leisure sector on
Tuesday after the world’s biggest hotel company swung into a loss and warned that trading would
remain difficult until business travellers return in greater numbers.

InterContinental Hotels Group 2009 results

Sales Pre-tax loss Earnings per share Dividend
$1.5bn S64m 72.6 cents 41.4 cents
19%4, $318 profit 19%4, same

The group, which owns brands such as Holiday Inn, Crowne Plaza and InterContinental, said that while
occupancy levels had stabilised, room rates remained under pressure as operators fought for
customers with deep discounting.

“2009 was a very challenging year for the industry,” said Andrew Cosslett, chief executive.

“The fourth quarter did show some improvement in trends and occupancy has now stabilised. Rates,
however, remain under pressure and we expect trading to stay tough until business travellers return
in greater numbers.”

Hoteliers have cut prices as the global economic slump hit the industry and stifled demand.

IHG, which has been enticing travellers with discounts such as ‘buy two nights, get one free’, said
average room rates across the group had fallen by between 10 and 15 per cent.

Overall revenue for the year to December 31 fell 19 per cent to $1.5bn (£951m) while revenues per
available room (RevPAR) — the key industry benchmark — fell 14.7 per cent.

IHG made a pre-tax loss of $64m ($316m profit) following a $373m hit in one-off exceptionals,
including a $91m charge related to management contract guarantees in the US.

Excluding these, underlying profits fell 31 per cent to $309m, slightly ahead of market expectations.
Earnings per share were 72.6 cents, compared with 91.3 cents the year before.

Analysts described the results as a “mixed bag”, with Numis Securities noting that IHG’s outlook was
slightly more cautious compared with the one issued by rival Marriott last week.
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Although there was still “poor visibility” on forward bookings, IHG said it remained well positioned to
take advantage of any economic recovery.

As a sign of its confidence, it maintained its final dividend at 29.2 cents, which gives an unchanged
total annual pay-out of 41.4 cents.

Shares in the group fell 27p to 893p.

o FT Comment

With 80 per cent of its operating profit coming from the US, the weak hotel market across the Atlantic
continues to weigh on IHG. Revpar there is down 15 per cent and most industry watchers believe a US
recovery is unlikely to start until 2011 at the earliest. Shares in IHG, up almost 80 per cent over the
past 12 months, are currently trading on 19 times 2010 earnings. This looks expensive, especially when
compared with the 15 times commanded by budget hotel operator Whitbread and the 20.5 times for
Millennium & Copthorne, which has more exposure to faster-recovering Asian markets.
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Requirements

Usihg the above informatiorand other relevant and/or credible sourcegritically
assess the influence of the digital world on the key operations of the
InterContinental Hotel Group (IHG).

Specifically, your report should address the following:

1. Describe the use of digital technology and information systems in IHG's
current operations (examples can come from any of its hotel chains),

2. Identify the opportunities and threats to IHG resulting from its
exposure/use of the digital technology and information systems, and

3. Give suitable recommendations to capitalise on the opportunities and to
minimise the threats mentioned above — this may include practices IHG
may currently be engaged in.

Report Format (and Marks Breakdown)

9 Executive Summary (10%)

9 Introduction/Background (10%)

9 Discussion of main issues —
0 IHG’s current operations in respect of the digital world, (20%)
0 Opportunities and Threats, (15%) and
0 Recommendations (15%).

Conclusion (10%)

References and Bibliography (10%)

Approach and writing style (5%)

Language and formatting (5%)

= =4 -4

Report should NOT exceed 2000 words.
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Harvard Referencing Methods

Harvard Referencing System
We expect students to use the alphabetical or name-date method known as the
HARVARD system. There are two parts in this system:

1. Citation within text or body of the report:

In this the author's surname and year of publication are cited in the text, e.g. (Bond,
2004).

2. Reference List:

A reference list (of these citations) is included at the end of the assignment, in
alphabetical order by author. The reference list also includes additional details
such as the title and publisher.
A bibliography lists relevant items that you have used in the preparation of the
assignment but not cited in your text. A bibliography should also be in the Harvard
style and the inclusion of such a list shows that you have read widely beyond the
items you have cited.

Examples of citations within text or body of the report:
1. Cormack (1994, p.32-33) states that................

2. i This view has been supported in the work of Cormack (1994, p.32-

3. Jones (1946) and Smith (1948) have both shown......
4. Corporate Author: 1st citation: Royal College of Nursing (RCN), 2007

2nd citation: RCN, 2007
Examples of listings in reference list:
1. Books with one author:
Redman, P., 2006. Good essay writing: a social sciences guide. 3rd ed.
London: Open University in assoc. with Sage.
2. Books with two, three or four authors

The required elements for a reference are: Authors, Initials., Year. Title of
book. Edition. Place: Publisher

Kirk, J. & Munday, R.J., 1988. Narrative analysis. 3rd ed. Bloomington:
Indiana University Press.

3. Books with more than four authors

For books where there are more than four authors,use the first author only with
surname and initials followed by “et al”.

The required elements for a reference are:

Author, Initials., Year. Title of book. Edition. (only include this if not the first edition)
Place: Publisher
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1 Grace, B. et al., 1988. A history of the world. Princeton, NJ: Princeton
University Press.

4. E-books
For e-books the required elements for a reference are :
Author, Year, title of book. [type of medium] Place of publication: Publisher

1 Fishman, R., 2005. The rise and fall of suburbia. [e-book]. Chester: Castle
Press.

If available at website:
1 Fishman, R., 2005. The rise and fall of suburbia. [e-book]. Chester: Castle
Press.
Available at: libweb.anglia.ac.uk / E-books [accessed 5 June 2005]

5 Journal articles

Author, Initials., Year. Title of article. Full Title of Journal, Volume number (Issue/Part
number), Page numbers.

Perry, C., 2001. What health care assistants know about clean hands. Nursing
Times, 97(22), p.63-64.

6 Newspaper articles

Author, Initials., Year. Title of article. Full Title of Newspaper Day and month before
page numbers of article.

Slapper, G., 2005. Corporate manslaughter: new issues for lawyers. The Times, 3
Sep. p.4-5.

7 Journal articles from an electronic source

Boughton, J.M., 2002. The Bretton Woods proposal: an indepth look. Palitical
Science Quarterly, [online]. 42 (6), Available at: http://www.pol.upenn/articles
(Blackwell Science Synergy) [accessed 12 June 2005]

8 Internet

National electronic Library for Health. 2003. Can walking make you slimmer and
healthier? (Hitting the headlines article) [Online]. (Updated 16 Jan 2005) Available at:
http://www.nhs.uk.hth.walking [accessed 10 April 2005]

The title of a web page is normally the main heading on the page.

9 E-version of annual reports

Marks & Spencer, 2004. Annual report 2003-2004. [Online]. Available at: http://www-
marks-and-spencer.co.uk/corporate/annual2003/ [accessed 4 June 2005]
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