Advice on hotel, motel investment
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Ducmg the “70s in Alaska, millions
were spent on new hotel and motel
construction,

Several older hotels were re-sold o
new owners, and it seemed logical that
hirtel properties might be an excellem
investmenl,

Staiewide, numerods compamies
chose to get involved in tourism in this
wity and muide substantial investments,
wking on significant dett o become
mvolved in the industry . Some of the
same companes engaged management
firms to run thesr botels by contract,
which added 1o Operating cosiy 1ol
dition 1o debt service

Todduy, sivme of the same properties
and thewr owners are faced with eohes
Freary e inmiiald losses or nurginally pro
fible properties thal have no
lonmger e’ prospects or developing
pood returns tor shareholders

A crital guestion Becomes how 1o
ten this: situation arowind so owners
can cuther ook ol making  mayor
changes for  thewr opertions o
eviluate selling these properties and
abitadming the highest possible value on
wale

There are five key stops o proper
ly assess the value and muarketability
of @ hotel propeny

Let's take a look ot each of the five
serments wnd how. o comipany inight
approach them

*Property Condition. In this part of
the process, a hotel ﬁmpcrly should
be examined timmuF, ly by a profes-
sional engineer qualihed 1o spot poten-
tal structural, plumbing, electrical
orf code problems that might interfere
with the sale of the property

Taken together, a report by such an
v diinl cian be used as o disclosure
0 o prospective buyer identifying that
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i thorough review of the property hud
been compleied by o professipnal
inspector

sFinancial Statements. The firancial
stitements of the operation ure, nexi
tor the quality of management, the miost
rnporiant information contrbuting 1o
a successtul sale

Actuil (not estimnated ) income and
expense figures for at beast the current
il past two years ol operation will
provide a proapective puichaser with
coumplete mformation from which o
ke o odecision W purchase

In fact, the story of a hotel's or
maofel's true operaning health s ol
here, and the cane taken i the propén-
tom amnd review ol these diatg will
determime how serously the purdhase
ol w propenty is conswdered by a pro
spective buyer,

o urrent hotel munagement. When
u property s evalared for sale, the
management of the hotel — the sklls
and day-to-duy oversight of the open-
fion should have real value to the new
owner because the management ol the
operation actually secures the cash
flow of the hotel and gives ot real
money-making  potential  season 10
SEUAON.

I the manugement team of the hotel
15 to go with the purchase ol the pro
perty, that group of professionals
should be very involved with the sile
process and might actually have some
financiul incentives to ussist in the sale

*(ther options besides outnght sale.
There can often be other uses 1o a hotel

{_ Lt_rl'mn Stk

property through conversion if an
vwner decides o mumtain ownership
but improve the Aoancial viability ol
popropenty, Some of these opions
might inclide converting the proper
v o an apariment bsilding, con
deimumim o afhice butldmg

Phese types of conversion  pro
pisals, however, eoch require o
review of whan are called “civil™” re
yifements of the local municipality
or the state and nclude specific ruley
for such features as parking, zoming
classifications, hre code rules and con-
struction stindards for different uses

Also, one conyersion cost can in
vilve higher cash requirements than
another, and return the same or less
cash once comversion iy complete
(nher conversions can lake place
rather inexpensively and offer o much
higher rate of return 10 the owners
once (e conversion is complete,

(M course, ! projected  income
statements will g-c reguired to be
developed for each of the proposed
changes m bwlding use. Yooy

wish to employ o third purty profes
stomal accounting firm 10 assist in
prepanng the pro- forma stsements on
all proposed options 50 that the dati
can be evaluated m s consisten! way

=Heview of the marketing eloments
for u property . The overadl benefits Tor
a prospective owner of a hotel proper
ty are wsuilly found i 8 complete
marketing prospectis which, depend
ing on the scale of the project, may
be prepared by an investmeni banking
firm, or & real estiste brokerage firm

The coments of thiy package wall in-
elude summuary information incloding
complete  property  deseription,
CRRINeCnig repons, pro-larmma income
statements, o complete odthng ol
management luncions amd successes
andd detad om Ferane g terms 1 ofTensd
by the scller

Agtain, the mont critical pait ol this
packoge for evalustion, sest w dhe
rnagement of the property s the a
cisintant s [YE RO IT FOeahme
stitements, Thew hiold the Facts thist ste
vrioad W eviluating how the mvest
ment will perform i the fulure

I thie ennd, Dot a seller of 4 boted pen
perty, the goal will be 1o negotte the
tghest value tor ihe propey amd
therelone preserve value for ity present
LU Ll

The histel investors of the "My will
be lookmg w sellers o provide this
kKind of information. In order o be
successiul, the setlers ol hored prope
ties i the "Ny will be able w present
their properties o o wider group ol
potentinl investors il this type ol
preparation s dobe proor to offenng
a hotel Tor sale
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