ARE YOU PAYING REAL ESTATE TAXES ON BUSINESS VALUE?
Real estate taxes can be a large recurring expense for hospitality properties.  An annual review of these taxes, especially in times of deteriorating market conditions, is a prudent management function.  In general, hotel property values have been declining due to economic conditions, the September 11 disaster, and significant new supply additions.  Therefore, your real estate tax bill should be reviewed annually to determine whether the assessment is appropriate.  
An appropriate allocation of furniture, fixtures and equipment, as well as business enterprise value, should be deducted from the overall going concern value of a hotel when determining market value for the real estate only.  Hotel values are often categorized by property taxing jurisdictions as real estate. In reality, a hotel is a business that has multiple value components, including tangible and intangible property. Tangible assets include real and personal property (furniture, fixtures, & equipment). Each of these components is generally subject to property tax by the local taxing authority. Intangible assets should not be taxed as real estate. The problem is that intangibles are difficult to quantify. Intangible value, often referred to as business enterprise value, is created in hotels by successfully blending three components, service; affiliation, and management.  

Since the estimation of business value is difficult, and somewhat controversial, many hotel owners pay real estate tax on the portion of value that may well be attributable to non real estate items. To clarify the difference, a franchise-affiliated, professionally-managed hotel, with excellent service would have a higher value than an identical hotel located across the street, without these components.  The difference is exclusively business related, and should not be subject to real estate taxes.
Hotel purchases can be categorized by local taxing jurisdictions as a real estate acquisition. If the entire purchase price, or property value, is taxed as real estate, property taxes may be excessive. This issue may be overlooked in good times, as hotel companies are driving revenue. However, in a declining or stagnant market, controlling costs often becomes the only way to reduce net income losses. According to Smith Travel Research, in their 2001 HOST study, real estate taxes account for between 2.1% and 5.4% of total revenue. As a fixed expense, this ratio can increase as sales decline. Appropriate allocation of non real estate items can result in a significant tax savings even in a positive economic environment. The current economy, supply increases, and the 9-11 impact on travel have resulted in declining hotel values in many cases.  Combining the effect of value declines, and the non realty component, could reduce a hotels real estate tax burden.
A review of your real estate tax bill should show the appraised value, allowing you to determine the basis for the real estate tax calculation.  If you believe the value of the real estate portion of your hotel is less than the total appraised value, there is a window of opportunity in which to file a complaint with the local taxing authority.  Be aware of the appropriate filing deadlines, or you may be delayed or denied the opportunity to contest the valuation.
Real estate taxes are often a large expense for hotel properties and should be monitored annually to determine their reasonableness.  In hotel properties, significant value can exist in tangible personal property and intangible, or business value assets.  If a disagreement occurs between the taxpayer, and the tax district, there is a formal appeal process that the owner can initiate.  Be aware of the filing deadlines and retain qualified legal and valuation expertise.  
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