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SMARTER PERSPECTIVE: HOSPITALITY INDUSTRY

With Deal Leverage Shifting to Buyers and Financial
Sources, All Eyes Are on Hospitality Prognosis for 2023

By Keith Worsham

In this article we take a look at the
shifting landscape of hospitality industry
transactions as post-pandemic travel
trends begin to reveal themselves

and operators grapple with the
ramifications of more than two years

of RevPAR setbacks.

A POST-PANDEMIC
COMEBACK... OF SORTS

Prospects for the hotel industry going
into 2023 fall somewhere between
somewhat rosy and risky. The hospitality
industry gathered in mid-August at the
14th Annual Hotel Data Conference in
Nashville, Tennessee to discuss the
near-term outlook, and as the editors of
Hotel News Now (HNN) shared,
"Speakers...acknowledged that the
industry still isn't fully back to 2019
levels across the board, particularly
when adjusting for inflation, but it is well
ahead of earlier projections.” Even with
erratic economic news and inflation at
its highest in 40 years, US travelers were
on the move. Thus far, the economy has
weathered the inflationary pressures
and been pretty resilient.
Unemployment has remained low and
there has been some wage appreciation
to temper the persistent inflation, so
most people went ahead with travel
plans after staying home and saving up
in 2021. That's the somewhat rosy part,
which includes healthy average daily
rate (ADR) data that is trending up, as

Real RevPAR Inching Closer to Peak
U.S. Weekly Real RevPAR, Indexed to 2019 (28-day Moving Average)
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Most U.S. Hotels Posted Strong Occupancy

Percentage of Hotels with Weekly Occupancy Above 60% (Reporting Hotels)

90%
2019 [ Current
80%

SR 1 | 1T
o A e,
N LEEEERREEREEREREEERER R
S FEFELEEPEEEEEEEEEREREEEE
IO O R

4/9/22 4/23/22 5/7/22 5/21/22 6/4/22 6/18/22 712122 716/22  7/30/22  8/13/22  8/27/22  9/10/22
Week Ending

70

6

Q
X

5

o
*

4

=3
*

3

Qo
*

2

Q
*

1

o
*

Qo

Source: STR. © 2022 CoStar Group



well as strong revenue per available
room (RevPAR) numbers this year.
These figures reflect that TSA
checkpoint numbers from September
2022 are almost as robust as 2019,
and since May 2022, daily checkpoint
numbers have been consistently over
2 million, a milestone reached only
sporadically in 2021.

On the riskier side of the equation,
persistent inflation, rising interest
rates and recession speculation
counterbalance some of the positive
in the prognosis. While performance
against most, if not all, standard hotel
indicators improved in 2022, the
economy, travel and the world are just
not the same since the pandemic.
There is enough uncertainty in the mix
to make industry watchers tentative
about cheering for a full-scale recovery
too soon.

All of these factors make it difficult to
predict what the next year or so may
bring in terms of investment activity

in the hospitality arena, but it seems likely
that the savviest players in the sector will
be working simultaneously on capital
improvements to existing properties,
acquisitions of new properties, and sales
of existing properties. There is likely to be
ample opportunity in all three categories
of transactions. Deciding how and where

Hyatt is an example of a company with an intentional
strategy to update its portfolio by cutting deals, both sales
and purchases. The giant is shifting its portfolio to be
“asset-light,” which has meant selling off numerous owned
and leased properties in 2022, to the tune of $812 million,
yet the company has made some strategic acquisitions as

well, including the Hotel Irvine in Irvine, California. Hyatt
is not the only one out there with cash and properties it
wants to unload and acquire.

to invest will require a great deal of
market specific data, as well as a clear
understanding of each property's ability
to adapt to the travel landscape of

the future.

LEISURE/WORKPLACE
DYNAMICS & TRAVEL

U.S. hotel leisure travel revenue is
projected to end 2022 14% above
2019 levels, while hotel business travel
revenue is expected to come within
1% of 2019 levels, according to a new
analysis from the American Hotel &
Lodging Association (AHLA) and
Kalibri Labs.

The projections are not adjusted for
inflation, and real hotel revenue
recovery will likely take several more

years. Post-pandemic recovery remains
uneven, particularly in many major cities
and destinations where business travel
continues to lag. Among the top 50 U.S.
markets, 80% are projected to see hotel
leisure travel revenue exceed 2019
levels, but just 40% are expected reach
that milestone for business travel
revenue. Many urban markets, which
rely heavily on business from events
and group meetings, are still on the
road to recovery.

The table below indicates how the top
10 markets for hotel business and
leisure travel revenue are projected to
fare this year.

According to Morning Consult data,
the percentage of frequent business
travelers who say they'll never return to

HOTELS: BUSINESS TRAVEL REVENUE HOTELS: LEISURE TRAVEL REVENUE

2019 2022 Projected . 2019 2022 Projected .
TOP MARKETS Business Travel Business Travel [:"f(;rg?;e Leisure Travel Leisure Travel Dvlifezrg;l;e
Revenue Revenue : Revenue Revenue .

NATIONAL $80,815,358,835 $80,206,393,933 ($608,964,902) $85,998,541,842 $97,827,239,999 $11,828,698,157
New York, NY $3,876,775,665 $3,006,528,212 ($870,247,453)  -22.40% $5,633,147,473 $5,389,931,391 ($243,216,082)  -4.30%
Washington, DC Area $2,532,793,527 $1,819,447,230 ($713,346,297) -28.20% $1,848,788,468 $1,818,010,289 ($30,778,179)  -1.70%
Los Angeles, CA $2,506,456,761 $2,244,166,844 ($262,289,917) -10.50% $2,847,554,123 $3,050,849,507 $203,295,384 7.10%
Chicago, IL $2,327,741,135 $1,896,454,670 ($431,286,465) -18.50% $1,967,969,468 $2,042,408,559 $74,439,090 3.80%
Orlando, FL $2,318,051,154 $2,323,490,433 $5,439,279 0.20% $3,286,575,875 $4,096,437,223 $809,861,348  24.60%
San Francisco, CA $2,111,009,089 $1,265,065,919 ($845,943,170)  -40.10% $1,890,500,242 $1,536,226,160 ($354,274,081) -18.70%
Atlanta, GA $1,655,112,141 $1,427,427,872 ($227,684,270) -13.80% $1,310,240,976 $1,484,462,306 $174,221,330  13.30%
Las Vegas, NV $1,610,204,938 $1,831,983,447 $221,778,509  13.80% $1,940,596,602 $2,219,649,398 $279,052,796  14.40%
Boston, MA $1,576,978,552 $1,330,574,618 ($246,403,934) -15.60% $1,391,227,594 $1,564,207,709 $172,980,115  12.40%
Dallas, TX $1,557,229,233 $1,479,973,352 ($77,255,881)  -5.00% $1,088,811,920 $1,295,219,541 $206,407,621  19.00%
San Diego, CA $1,463,097,077 $1,587,086,635 $123,989,558 8.50% $1,548,242,379 $1,851,045,408 $302,803,029  19.60%

Source: AHLA Member Survey
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the road ticked up from 39% in October
2021 to 42% in February 2022. A
number of companies with historically
large travel budgets have indicated they
plan to make permanent cuts, at least to
some degree. When the dust settles,
most estimates are falling in the 15-30%
range for long-term cuts to business
travel budgets.

Business travel is certainly evolving into
something different than before the
pandemic. In March 2022, Forbes
published a lengthy article titled, "How
Covid Changed Business Travel
Forever,” written by Suzanne Rowan
Kelleher. She interviewed numerous
industry executives like Marriott CEO
Tony Capuano who said, “Leisure
demand has led the recovery, and we
are well-positioned to continue growing
our lead in resort destinations, including
in the high growth all-inclusive space.”
Note his pivot from business to leisure
without losing a beat.

In reality, the two are getting blurred. A
newly coined term—"bleisure”—is being
used to describe the mix of business
and leisure travel. And according to
industry analyst, Lindsey Roeschke in
her piece, "When it Comes to Travel,
Blended is the New Business,” “[There
may be] preconceived notions about
blended trips — that they're long or
perhaps even multi-destination affairs,
or that such travelers flock to vacation
rental sites like Airbnb and Vrbo instead
of hotels. In reality, the majority of these
trips will be less than a week in length,
and traditional hotels tend to be the
preferred accommodation, which opens
the door for hotels to provide the
amenities these travelers seek.” She
points out that professional flexibility is
changing travel behaviors. To the extent
that more nuanced work schedules and
diverse work venues are here to stay,
travel habits are likely to evolve in sync.

Roeschke points out that hotels have

a lot of opportunity to capture these
blended stays. She discounts the
vacation rental sites, but there is no
denying the increased role those

sites are playing in the travel
accommodations space since COVID.

In the aforementioned Forbes piece, the

Employed Respondents Were Asked What Type of Trip
They Anticipate Taking in the Next Year
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Source: Morning Consult

Survey conducted Feb. 4-5, 2022, among a representative sample of 1,163 employed
U.S. adults, with an unweighted margin of error of +/-3 percentage points.

CEO of Airbnb, Brian Chesky, is quoted
from the company’s Q4 2021 earnings
call saying, “Nearly two years into the
pandemic, it's clear that we are
undergoing the biggest change to travel
since the advent of commercial flying.”
That is just one of the ways he talks
about how the pandemic has impacted
Airbnb's bottom line. If business travel
will never be the same, hotel owners
and operators have some work to do to
accommodate travelers’ evolving needs.
They need to compete effectively with
Airbnb, Vrbo, and others that are
offering more attractive and amenity rich
experiences.

Mass layoffs in the hospitality sector
during the pandemic have come back to
haunt the industry in the form of critical
staffing shortages. Staff levels in turn
have an impact on the guest experience.
Guests' expectations are on the rise and
competing with the likes of vacation
rental sites with their long list of
amenities is paramount to the hotel
industry’'s ability to capture a good
portion of the post-pandemic travel pie.
No doubt travelers plan to keep rentals
in the mix, and ongoing interest in
alternative accommodations will likely
continue to push hospitality providers to

be creative. Hotels that elevate home-
like amenities, such as kitchens,
adjoining rooms, and workspaces stand
a better chance to capture some of
these trips.

ECONOMICS, CAPITAL MARKETS
& THE HOSPITALITY SPACE

Buying, selling and repositioning of
hotel properties is on the uptick in 2022.
Rising interest rates have served to put
the brakes on some transactions, but
there was a lot of buying and selling
activity in the first half of 2022. The LW
Hospitality Advisors (LWHA) Q2 2022
Major U.S. Hotel Sales Survey included
60 single asset sale transactions over
$10 million, totaling $4.7 billion and
including approximately 14,000 hotel
rooms with an average sale price per
room of $331,000. When comparing
Q2 2022 with Q2 2021, the survey
found that number of trades increased
by approximately 122 percent while
total dollar volume grew roughly 12
percent. Sale price per room, however,
declined by 25 percent. For comparison,
LWHA's pre-pandemic survey in Q2 of
2019 identified 35 transactions totaling
roughly $2.6 billion including 9,100
hotel rooms with an average sale price



Hotel Sales Slow

Properties Valued at > $25 Million

Number
of Hotels

Amount
($Billions)

2013 201
2014 g 530
2015 d 531

2016 220 233
2017 181 512
2018 224 297
2019 193 367
2020 59 136
2021 249 521
H22 107 238

Source: Green Street

Volatile debt markets inhibited the sale of hotels
valued at $25 million or more during
Q1 and Q2, 2022.

per room of $286,000. Comparing these
two periods (Q2 2022 and Q2 2019), the
number of trades increased by nearly
four times, while total dollar volume
more than doubled. Sale price per
room, however, was roughly 13

percent lower.

In the second half of 2022, there are
numerous opportunities to get involved
in deals, the challenge being finding
the financing source that best suits the
opportunity. More expensive capital is
impacting the number of transactions
and prices of transactions getting
closed. While financing might be more
scarce and more costly because of the
associated risk right now, there remain
well-financed investors looking for
deals. However, these buyers are
taking more time in analyzing
projections and performing diligence.
Clearly, the leverage has now swung
to favor purchasers.

Some serious challenges lay ahead for
the numerous owners and operators
with less attractive balance sheets, many
of whom will be looking for buyers too.
These types of transactions are facing
tougher headwinds with the interest rate
increases, inflationary pressures and
jitters about a potential recession. And,

for any hospitality borrowers who are in
trouble, refinancing will be expensive at
best and unattainable at worst. This may
give some buyers more leverage,
particularly if they are nimble and have
funds readily available.

CONCLUSIONS

Clearly, the recovery has not been even
across all segments of the industry and
we are now observing increased
incidence of downward pricing pressure
on various hospitality assets. Many
existing hotel properties are in dire need
of renovations, which were deferred as
flags relaxed their standards during the
COVID-19 outbreak. In many cases these
are now being enforced once again.
That, in combination with continued
labor shortages and supply chain
disruptions is creating serious challenges
for operators. The same issues are also
creating a backlog in new hotel openings
as developers struggle to complete
existing projects and secure reasonable
financing for proposed new properties.

The ongoing threat of a global recession
and geopolitical uncertainty in eastern
Europe, Asia and elsewhere has created
an uncertain growth roadmap for the
industry, leading to greater underwriting

risk for investors. Meanwhile, capital
raised and earmarked for COVID-period
distress relief sits idle and losing value
during this inflationary period.

Even as RevPAR improves, going into
2023 we are likely to see an increase in
the number of distressed hotel and other
deals, as many pandemic-impacted
operators are faced with no real option
other than to sell into a market flush with
inventory. With financing complex and
capital expensive right now based on
associated risk, the number of
transactions taking place and the prices
being paid to get deals closed have
been notably affected. Importantly,
however, the spigot has not been shut off
for appropriately structured transactions
given the continued interest of industry-
savvy buyers and financing sources. This
is particularly true for those who can
bring added resources expertise well
suited to the evolution of the industry
and adept in the art of dynamic pricing
structure and implementation.

The buyer pool for hospitality deals may
be shrinking, but equity funds, family
offices and institutional investors are all
in a good position to take advantage of
the situation. In addition to companies
like Hyatt looking to reposition their



portfolios, there will be turnaround
opportunities in a number of hospitality
markets, particularly ones that can be
positioned as attractive places to both
work and vacation, for example those
with a good airport and proximity to
outdoor recreation.

Hilco works directly with buyers, sellers
and operators to maximize their return
on investment in the hospitality market.
Regardless of whether you are looking
to attract a buyer, find an acquisition
opportunity, or reposition an existing
property, we encourage you to reach out
to our team for a conversation to discuss
the specifics of your situation. From
capital solutions to structuring a deal or
providing valuation and monetization
expertise, we are here to help.

Hilco Corporate Finance LLC (www.
HilcoCF.com) is a registered broker/
dealer with the Securities and Exchange
Commission and a member of FINRA
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and SIPC. HCF provides M&A advisory,
private financing services, and special
situation advisory to clients across a
broad range of industries. HCF is an
affiliate of Hilco Global, an independent
and diversified financial services
company with a strong track record of
maximizing the value of assets for both
healthy and distressed companies.

Hilco Real Estate provides access to

the expertise and resources of the Hilco
Global platform of companies. Hilco Real
Estate is a trusted strategic advisor to
Fortune 1000 corporations, the nation’s
largest financial institutions, and some of
the largest companies in North America.
Specializing in advisory, valuation, and
monetization of assets, Hilco Global’s
extensive team of professionals has an
incomparable understanding of the
marketplace, enabling us to deliver the
most holistic creative solutions (and we
often can provide the capital to get the
job done). Hilco’s invaluable
combination of thoughtful strategy,
consistent process, and crisp execution

enables us to provide superior results
for our clients on every assignment.

KEITH WORSHAM IS SENIOR VICE
PRESIDENT, HEAD OF NATIONAL
HOTEL TEAM AT HILCO REAL ESTATE
A 30-year corporate real estate veteran,
Keith joined Hilco Real Estate in 2021 to
lead the national hotel team, bringing
substantial expertise in investment sales,
REO, note sales, auction services, hotel
development, repositioning, franchise
selection, site selection, brokerage,
consulting and management. Prior to
Hilco, Keith was with Marcus Millichap
as Senior Vice President in the Atlanta
office on the National Hotel Team.
Contact Keith at 404.514.0242

or kworsham@hilcoglobal.com
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