


“This is such an oversup-
plied industry. We've been op-
erating at about 65% utiliza-
tion of our product for years,”
he noted, referring to occu-
pancy rates. “What other in-
dustry sends 35% of its prod-
uct to the dump every night?”

Premier Capital Associates,
LLC’s managing director,
Greg Morris, responded by
disputing the accuracy of
many development pipeline
numbers that are published.
“I've always believed that
the supply side controls
RevPAR,” he said. “The de-
velopment pipeline is usual-
ly considered to be 12 to 18
months, but has become
stretched out to three or
even four years.”

The industry has been con-
cerned about this huge de-
velopment pipeline for a
number of years, Morris
added. “First, it was cost of
materials and labor that was
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causing the delay. Then it
was financing. Whatever the
cause, somehow all this new
supply is not coming on the
market. Until that happens,
I don’t think we're really
going to be in too much
trouble,” Morris said. “Then,
too, the economy will have
to improve and lenders will
have to resume lending.”
HREC Investment Advi-
sors’ Davis agreed oversup-
ply wasn't the real issue.
“The percentage of new sup-
ply against existing supply
has been about 2% to 2.5%.
New supply is what's going to
keep the industry healthy,”
he said. “You can’t get a proj-

ect financed today. Many proj-
ects are stalling as a result. If
it’s already financed and in
the process, you're doing all
right. Many of the projections
we're shown sound like myth-
ical pipeline growth.”

Over the years, the industry
has actually developed a very

efficient business model in
terms of occupancy and prof-
itability, argued Concord
Hospitality Enterprises Co.’s
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Greg Morris, Premier Capital

Associates (left), and Brandt Niehaus,

Huff, Niehaus & Associates.
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Experts say distressed hotels
will soon be coming to market

continued from page 45
president and CEO, Mark Laport.
The crisis he sees ahead has to do with
the distressed debt market.
“Anumber of developers built hotels
with terms that come due in the first,
second and third quarters of 2009,
when the debt markets probably
aren’t going to be very robust,” Laport
explained. *Many of those owners are
going to say, ‘We're out.” They'll be
forced to sell for sure.”
Complicating the situation, the
first wave of commercial mortgage-
backed securities debt is coming
due. “Consequently, the problem
isn’t so much new supply as that
we're in this distressed debt
ket,” Laport continued.
Acquiring distressed assets may not

mar-

be as inexpensive as many people
think it’s going to be, according to
Morgans Hotel Group’s director of de-
velopment, Richard Russo. “There’s so

now that’s waiting to buy all these dis-
tressed assets,” he said. “When there’s
not a lot of debt on the property, the
price is going to keep getting bid up.
When it’s distressed, it’s going to trade
almost at what the market value
should be rather than at a discount.”

Distressed asset sales are coming,
predicted K Partners Hospitality
Group’s executive vp for investments
and development, Mark Crisci, “The
first wave that’s coming is for want-of-
a-betterterm junk—junk assets that
nobody wants,” he said.

The solid assets that are going to
come are assets that have some kind
of issue. “For example, they can’t find
a place to refinance overleveraged as-
sets. They're still good assets, but sim-
ply overleveraged,” Crisci continued.

Crisci agreed with Russo that there
will be no shortage of buyers. “There
are enough buyers sitting on the side-
line waiting for the quality assets to
come to market,” he said.
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Richard Russo, Morgans Hotel Group (left), and Teague Hunter, Hunter Realty Associates.

Asked about the chance of acquiring
assets “on the cheap,” Dow Hotel
Co.’s president, Murray Dow sounded
ambivalent. “It’s still a good time, but
you need to be in there and be op-
portunistic. Yet if good assets are out
there, they're going to get bid to a real
market number,” he said.

A “good deal” may depend on
whether construction financing is
available at the time. If construction fi-
nancing is still hard to get, acquiring
an existing hotel will seem that much

more attractive. “The notion of getting
an operating hotel—or a hotel that’s
going to be operating in a month or
two—will seem so much better than
having to wait the three or four years it
could take to get a new construction
hotel built,” said Hunter Realty Associ-
ates’ executive vp, Teague Hunter.
RockBridge’s Valente raised the
subject of refinance risk. “We see $15
million to $20 million deals a lot,
groups doing their first or second

much money on the sidelines right

It takes true lodging market commitment to get a deal done nowadays

PHOENIX—Considering the turmoil that has re-
sulted from the credit crunch and subsequent cri-
sis in the financial markets, a central question
posed by participants at HOTEL BUSINESS®' recent
brokers, lenders and owners roundtable con-
cerned lending risk. Specifically, it concerned what
kind of owner or developer will constitute a good,
conservative lending risk today?

“In a lot of ways, it's someone who has been
through a downturn before, someone who has
owned and operated a hotel,” said GE Real Estate’s
executive vp and managing director, Greg O'Stean.
“That could be one of two different people—an
owner and an operator/manager. Both would
need to have experienced a down market before,
so they know how to adjust staffing, market the
property effectively and just understand generally
how to operate in a difficult environment.”

Anybody can manage in a rising environment,
O'Stean continued, while managing in a difficult en-
vironment requires a more finely-tuned skill set.

From an ownership and development perspective,
liquidity is an issue. “Liquidity is important in the
event that you need to fund a mortgage,” he noted.

Harder to pin down is an owner/developer’s com-
mitment to the lodging sector long term.

"Our preference would be to work with people
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Greg O’Stean of GE Real Estate.

who are there for the long run, rather than some-
body who just has this one particular property as part
of a larger, diverse real estate portfolio,” O'Stean said.
In fact, the ideal candidate O'Stean looks for will
have a portfolio containing at least three hotels.
Other roundtable participants agreed that the
criteria for choosing partners to work with in the
current turbulent economy—and getting deals
done—are somewhat subjective. "It varies per

deal. It varies per relationship,” said K Partners
Hospitality Group’s executive vp for investments
and development, Mark Crisci.

A number of the participants specially men-
tioned the importance of long-term relationships
in business—and the tendency to look favorably
on those relationships when choosing individuals
and companies to work with going forward. “The
vast majority of the business we do is with clients
we have a relationship with,” said Premier Capital
Associates, LLC's managing director, Greg Morris.
“It's sort of 80/20. About 80% of our business is
with about 20% of the same customers. They
‘get’ us and we ‘get’ them. Once you 'get’ how
we work, then we work together pretty well. In
many ways, lending had become a commodity
two or three years ago. That's changing now.
You've got to have the relationship in place be-
cause there’s only so much capital to go around.”

Crisci agreed. “To a certain extent, some compa-
nies stayed with their relationships through the
process when the [commercial mortgage-backed se-
curities] world exploded,” he said. “We stayed with
the guys who helped us grow our business. And in
times like these, it's those decisions that in hindsight
can make you look like a genius.”

—Bruce Serlen
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hotel project,” he explained.
*We all know underwriting
standards are fairly aggres-
sive. We think there will be
refinance risk if the value
creation hasn’t occurred
and the bullet comes due.”

The whole question of rea-
sonable risk has been thrown
up in the air. “Right now; it’s
not just fundamental, merit-
based lending by and large.
What is risk right now?
Where is the risk?” Valente
asked. “Everyone is trying to
figure it out.”

Looking to 2009, round-
table participants said they
had no illusions there will be
a quick fix for the troubled fi-

Svetlin Ganchev of Ackman-Ziff
Real Estate Group, LLC

nancial markets. “We expect
next year’s results to be flat, if
not down a bit, but the sky’s
not going to fall,” said K Part-
ners’ Crisci. “The debt situa-
tion will start to get a bit bet-
ter, which is promising.”

At Concord Hospitality, La-
port said he and his col-
leagues view 2009 as “hunker
down time. IU'll be tough to
grow the top line at the same
time labor costs are going up
and taxes will likely go up as
well. It's going to be a very

- challenging environment.”

Real estate values in all like-
lihood will go down, round-
table participants added. “If
owners have to sell, they're
going to sell at a discount,”
cautioned Huff, Niehaus &

- Associates’ Niehaus.
Dow offered one of the

Invesiment relief not coming in 2009

more upbeat predictions.
“Things will work themselves
out,” he said. “It's one of the
lessons we learned after 9/11.
It always comes back.”

Mark Laport, Concord Hospitality
Enterprises Co. (left), and Murray
Dow, Dow Hotel Co.
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