Value Added?  
The hotel industry is in a slump. For calendar year 2001 the national occupancy was 60%, which is lower than the 1991 recessionary level of 61.8%.  In 2001, the average daily room rate declined to $84.85 and as a result, RevPar fell by 4.7%. Transactions have slowed to unprecedented levels of activity. Given the uncertainty surrounding the economy, now more than ever, it is critical to undergo comprehensive local market reviews and/or to study alternatives. Purchasing “off the shelf” data can be an important piece of the puzzle, but the information may only raise more questions rather than provide critical answers essential to your asset. Engaging in thorough primary market research is an essential task to your due diligence efforts and critical to making intelligent decisions. The following is an actual case study, which identifies how a consultant provided comprehensive, value-added services: 

Hotel Owner XYZ owns and operates a 150 room, limited-service hotel in a well-known suburban location. This owner needed to refinance the asset and as a result, his lender retained a third party company lacking in-depth hotel experience to complete an appraisal of the asset. In this particular case, “off the shelf” data was compiled including general industry wide statistics. As a result, the hotel was valued at a relatively low number and therefore Hotel Owner XYZ was unable to borrow the needed funds. After discussions between the lender and the Hotel Owner, a hotel advisory expert was retained to conduct a comprehensive diagnostic analysis of the local market, including primary market research. As a result of their work, the hotel was assigned a higher value under two alternative scenarios: (1) re-branded and upgraded which, over the long term, showed substantially higher income (net of conversion and renovation costs); and (2) raze the property and build residential which, in this particular market, would provide substantially more value to the Hotel Owner. With a higher value, the lender was able to substantiate a high loan to Hotel Owner and negotiations are currently in place with a residential developer.

In general, value-added tasks that consultants should embark on may include: 

· Primary market research in the local market.  This is essential to understand the nuances of the market, which will directly impact the subject facility or site being researched. Primary research includes, but is not limited to, interviewing hotel demand generators to determine their current and future lodging needs; speaking directly to hotel developers who are planning to build new hotels in the market to understand whether the supply in the marketplace is holding steady or expanding; and, gathering relevant market data.

· Not relying on national and/or regional data, but rather taking each market individually.  The hotel market may be oversupplied, but there may be sufficient demand in a particular market to justify new hotel construction.

· Not basing an evaluation on “standard” factors. Research should include alternative scenarios, which may enhance the value of the asset. A detailed highest and best use analysis can point to other options.

· Reviewing longer-term cycles to gain a better understanding of both the upside and downside of a particular market rather than relying on a five-year trend of the marketplace to present the history. 

· Forecasting based on statistics from more than the past year   It can be misleading to use only past year statistics as evidenced by the combined impact of the national recession and the terrorist attacks in September on the hotel industry.   

A comprehensive analysis is more important today than ever. Retain third party advisors based on their experience and ability to do sufficient and detailed research.  The hotel environment has changed dramatically and events have occurred that have never happened before.  The general rules don’t work anymore. Get sound advice from consultants who can support their conclusions, who aren’t politically motivated, and whose reputation is dependent upon the quality and integrity of the analysis.
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