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A Ten-Year Investment Analysis of Hotels
Elaine Sahlins
Senior Vice President, HVS — San Francisco

In the past three to fi ve years, until a few months ago, 
hotel prices and transactions were accelerating at a 
remarkable rate. During this period of industry recovery, 
savvy buyers and sellers were poised to secure assets as 
revenues and income increased and cap rates declined. 
This robust investment environment was not unique to 
hotels; private equity funds, REITs, and other investors 
actively sought out all types of property including offi ce 
buildings, shopping center, and residential projects. 

In considering the fi nancial investment using a discounted 
cash fl ow analysis, two components are typically given 
the most emphasis: the change in net operating income of 
the property over time, and impact of the capital markets 
as refl ected in capitalization rates.

Unlike offi ce buildings, retail centers, and even apartment 
buildings, hotels have no leases to secure income. Rates 
and occupancy levels change almost daily and often react 
quickly - positively or negatively - to economic change 
on a short-term basis. In the last cycle, the peaks at the 
end of the 1990s and the nadir following in 2001 and 
2002 resulted in an extraordinary fl uctuation in hotel 
performance. 

Changes in Hotel Financial Performance 
As a demonstration of the annual operating performance 
of hotels, a series of samples of operating statements 
from the mid-1990s (1994 to 1996) were compared to the 
statements for the same samples in the mid-2000s (2004 
to 2006). Three samples were examined:

30 full-service hotels1. 
33 select-service and extended-service 2. 
properties
11 resorts3. 

The periods reviewed were selected as being representative 
of what we might call “a normalized period.” That is 
to say, in the mid-1990s many lodging properties were 
rebounding from the downturn of the recession of the early 
1990s, while in the mid-2000s numerous markets were 
recovering from the impact of the economic downturn 
following the dot-com bust and the tragic events of 9/11. 
The middle part of each decade was neither the nadir nor 
the peak of the respective cycles. As a benchmark for 
analyzing the hotels’ performance, the CPI index change 

of 28.5% for the 10-year period between 1996 and 2006 
was used. 

While the samples are not representative of all hotels, the 
trends refl ected by the two points in time are consistent 
with the operating performance of many properties. Each 
sample includes a range of geographical locations, brands, 
improvements, and property ages and condition. 

For the purposes of comparison, any ground lease payments 
or other unusual revenues or expenses were excluded from 
the analysis and franchise fees were incorporated into the 
marketing expense. Management fees and FF&E reserves 
for all properties in the sample have been standardized at 
3.0% and 4.0% of gross revenues, respectively. It should 
also be noted that the reallocation of all insurance expense 
from A&G to the insurance line item in the uniform 
system of accounts during this period explains some of 
the decline of the A&G ratio and increase in the insurance 
line item.

To illustrate the changes in hotel fi nancial performance in 
the most recent ten-year period, composite statements for 
three different product types were researched. 

Full-Service Hotel Performance 
Table 1 (on the following page) sets forth the performance 
details for the 30 full-service hotels. 

The data reveal that, despite the dramatic income loss 
experienced by many hotels in 2001 and 2002,  the 
increase in net operating income generated by full-service 
hotels exceeded the increase in the rate of infl ation over 
the ten-year term identifi ed in this analysis. Average 
rate increased at 29.8%, a rate slightly higher than the 
28.5% infl ation rate. Occupancy and RevPAR, however, 
declined as many full-service hotels have been negatively 
impacted by a number of factors including the increase of 
new focused- and select-service hotel inventory.

The increase in food and beverage revenues generally 
exceeded infl ationary growth on a per-occupied room basis, 
increasing by 41.5%. Telephone revenues, consistent with 
national and international trends, declined precipitously. 
Other income increased, as some hotels added amenities 
such as spa facilities and charged for internet access. 

On the expense side, hotel operators continue to improve 
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of resorts, the supply of properties in this segment is more 
limited. As such, when demand is strong, destination resorts 
are often able to robustly yield-manage average rates. 
The average rate for the sample increased 30.9% during 
the ten-year period. Occupancy also increased marginally, 
resulting in a RevPAR increase of 32.0%, compared to 
the CPI change of 28.5%, as shown in Table 3. 

In recent years, resorts have also been able to increase 
food and beverage sales while reducing food and 
beverage departmental expenses. The improved revenue 
contribution from food and beverage and the higher 
departmental profi tability have provided positive 
operating leverage for the segment. This trend has also 
been evidenced in the spa department. (In this particular 
sample, the golf facility of one property was under 
renovation, negatively skewing the golf department 
performance.) As with full-service hotels, fi xed costs are 
heavily managed, resulting in continued strong operating 
performance.

Influence of the Capital Markets 
Hotels are diffi cult and volatile businesses. While the cash 
fl ow potential of the properties may not support investors’ 
return requirements, the timing of the capital markets can 
often dramatically impact the valuation of the assets. In 
the last cycle, holding on to the assets and selling them at 
the right time more than compensated for the uncertainty 
of the annual income.

Using the capitalization rate from the two different points 
in time to represent the investment requirements, the 
composite net operating incomes from the samples were 
capitalized. Based on data collected by HVS, average 
capitalization rates for full-service hotels from 1994 to 
1996 ranged from 5.7% to 7.0% and from 2004 to 2006 
ranged from 5.2% to 5.5%.

Using these ranges and adjusting upwards 150 basis 
points from the full-service capitalization rates to those 
applied to the select-service properties, the change in 
value between the two periods far exceeds the infl ation 
index change of 28.5%. The chart on Page 6 sets forth 
the results.

Capitalization rates reached their nadir in 2007 and, 
as a result, the increase in the capitalized values of the 
properties between the mid-1990s and the mid-2000s 
well exceeded the growth in net operating income, not 
to mention infl ation. While hotel investors may have 
profi ted from a ten-year holding period, market timing 
remains a critical force in profi ting from hotel cycles. 
The long-term value of a hotel in the most recent cycle is 
primarily in the infl uence of the fi nancial markets.

performance effi ciencies. Despite the lower RevPAR 
performance in the mid-2000s, rooms department expense 
decreased as a percentage of revenue. More notably, the 
food and beverage expense ratio also decreased, positively 
impacting the overall profi tability of the hotels. As can be 
expected, telephone expenses increased as a percentage of 
a diminishing revenue source. During the period tracked 
for this article, many operators have invested in better 
cost-control methodology and practice.

Administrative and general and property operations 
and maintenance departments are areas where staffi ng 
and fi xed costs have been heavily scrutinized. On a per-
available-room basis and on an operating margin basis, 
both line items have increased at below-infl ationary 
levels. While marketing expense is largely controllable, 
this function has been heavily invested in by hotel 
operators. Full-service properties still require extensive 
sales and marketing staff to sell the product, particularly 
when differentiating their product from the select-service 
sector.  Over this ten-year period, guest loyalty became 
both more prevalent and more expensive with individual 
properties bearing increased program-associated costs. 
Utility costs are less controllable and have grown at 
41.1%, thus exceeding infl ation on a per-occupied-room 
basis over the ten-year period. The most dramatic increases 
have been in the fi xed expenses. Soaring property taxes 
and insurance costs have burdened many hotels. 

As a result of largely better cost controls, particularly in 
the food and beverage department, overall profi tability 
of the sample hotels improved over the ten-year period. 
Despite the decline in occupancy between the two periods 
under analysis, net operating income in mid-2000s was 
21.3 % of gross revenues as compared to 21.1 % in the 
mid-1990s.     

Select-service and Extended Stay hotel performance 
Using a sample of 33 select-service hotel and extended-
stay hotel statements,  the same comparison was made. 
While average rate increased by over 40% between 
the two periods, the decline in occupancy resulted in a 
RevPAR gain of 33.5%, still higher than the 28.5% rate of 
infl ation. For this particular sample of select-service and 
extended-stay hotels, net operating income on a per-room 
basis was on par with the infl ation index. The composite 
performance from the select-service and extended-stay 
sample is shown in Table 2.

Resort Performance 
Of the three product types considered in this analysis, 
resorts demonstrated the strongest performance. Because 
of the diffi culty and expense involved in the construction 

HVS Consulting & Valuation – ALIS, January 2008                A Ten-Year Investment Analysis of Hotels                                          Elaine Sahlins
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Net Operating 
Income per 

Room
Percentage 
Difference Cap Rate Implied Value

Percentage 
Difference

Full Service 
1994 to 1996 $8,489 7.00 % $121,273
2004 to 2006 11,258 32.6 % 5.50 204,682 68.8 %

Select Service
1994 to 1996 $7,863 8.50 % $92,503
2004 to 2006 9,602 22.1 % 7.00 137,170 48.3 %

Resort
1994 to 1996 $20,903 7.00 % $298,607
2004 to 2006 31,107 48.8 % 5.50 565,578 89.4 %

Per-Room Value Analysis

HVS Consulting & Valuation – ALIS, January 2008                A Ten-Year Investment Analysis of Hotels                                          Elaine Sahlins
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About HVS:

Since 1980, HVS has provided hospitality services to more than 10,000 hotels throughout the world. Principals and associates of 
the fi rm have writt en textbooks and thousands of articles regarding all aspects of the hospitality industry, and literally “wrote the 
book” on how hotels should be valued.


	ten-year investment analysis of hotels - cover
	ten-year investment analysis of hotels.pdf

