Spring Cleaning – Factors to Consider in a Disposition Analysis  

Amidst the vast increase in hotel transactions in 2003, as compared to 2002, and the economic recovery forecasted in 2004, one thing is clear – it is a seller’s market.  This article is intended to help an owner decide whether to hold or sell an under performing hotel asset in the current market.  

There are several key factors to evaluate.  First, it is important to consider the attributes of the subject hotel, and how these attributes compare to the existing supply.  After judging the current competitiveness of a hotel based on location, physical condition, and amenities, the next step is to investigate any new supply that is planned for the market area.  Take into account the location, branding, amenities, opening date, and number of rooms in the projected supply and assess their competitiveness.  Is the market strong enough to support new supply, or will the competitive lodging market be oversupplied?  It is also important to consider the available land in the market that could potentially be developed for a hotel in the future.

Following the analysis of the property attributes and competitive supply, market demand must be explored.  National statistics show that the majority of markets across the country are currently experiencing economic recovery.  However, economic recovery may not be enough to redeem the profitability of a suffering hotel asset.  It is pertinent to understand where the market demand stems from, and if the subject hotel achieves its fair share of penetration of this demand.  Important questions to ask are:

· Is my hotel in a good location relative to the competitors to attract corporate, leisure, and/or group demand?

· Are any existing demand generators planning to expand, consolidate, or exit the market?

· Are there any new demand generators entering the market?

· Are there any external factors that will affect demand, i.e. new transportation infrastructure, airport expansion, new convention facilities, etc.?

· What other brands exist in the marketplace?  

· Is it possible to convert the property to a brand that would allow the hotel to attract more demand or improve its profitability? 

After all aspects of the hotel and lodging market are examined, it is time to conduct a financial analysis to determine if the property will continue to meet the financial thresholds of the owner.  The property value should be calculated using current operating results and industry standard capitalization rates, as well as capitalizing projecting future income streams to estimate value. An analysis of comparable hotel sales should also bolster any opinions of value.  Ultimately, the owner should understand what the hotel is worth if it is sold today versus what it might sell for under a specified holding period. 

An owner should consider selling the hotel in the current market conditions if:

· The property is losing money and will continue to lose money in future years.  This can occur when economic recovery is not expected for the near term, or if operating expenses are expected to increase faster than revenue growth (i.e. high payroll expenses due to unionized market, or with an asset that has high fixed expenses).

· The property’s value today exceeds the estimated future value.  This could transpire in a market with a substantial new supply or an older asset that needs significant capital just to maintain its competitiveness.

· The property is expected to perform better in future years, but the returns do not meet the requirements/strategy of the owners.  This may result in a strategic decision to release non-core assets.

It is advised to hold onto a property if:

· The property is expected to perform better in future years, (increased market performance, increased penetration of the market, or both), and/or 

· The returns meet the requirements/strategy of the owners.  

In conclusion, hotel owners need to understand all internal and external factors before making a hold-sell decision.  Although it is currently a seller’s market, today may not be the optimal time to sell a hotel asset.
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