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Market Update
After a nearly complete shutdown of the hospitality, lodging, and leisure sector, hotel owners and operators are beginning to see
glimpses of recovery, but with uncertainty looming large. Operators ask, “Can properties sustain operations with depressed
demand and increased operational (e.g., cleaning) costs? When will travel return to ‘normal’?” Investors contemplate, “What is
the impact on my investment valuation? What should I think about if I need to sell, and is now a good time to buy?” These
questions and more, together with a continued lack of price discovery, have caused increased uncertainty in the hotel market,
with investors and operators waiting anxiously for a return to “normal.”

Asset and investment values are significantly lower


While the public lodging sector has taken a hard hit (Nareit reported a negative 53.09% total return through July 20),(1) estimates of
declines in hard asset values are somewhat more muted. Green Street Advisors estimates a 25% decline from pre-COVID-19 pricing
and discussions with market participants indicate buyers are looking for 20%–30% discounts, with most sellers contemplating closer to
10%–20%.(2)

Operating metrics plummeted, but certain assets are seeing some recovery


National RevPAR for June 2020 was $38.88, reflecting continued declines from the prior year (negative 60.6%) but improving from
May’s RevPAR of $26.35.(3)



Also, ADR was down 31.5% for June year over year, similarly showing some recovery (increasing in June to $92.15 from $79.57 in
May).(3)



A similar story was displayed in the occupancy metrics, although even more pronounced with national occupancy hitting a low of 22%
in mid-April, primarily due to forced closures and lack of nearly all business and leisure travel,(4) with the upper upscale hotels (e.g., Ritz
Carlton, Marriott) experiencing a 90% decline in RevPAR year over year.(5)
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In early spring, some expected the beginnings of a recovery in 2021, with PwC’s hospitality projections estimating a 58.1% resurgence
in occupancy rates.(6)



However, subsequent projections are starting to indicate that the recovery may linger through 2023/2024. For example, Green Street
Advisors projects the hotel sector’s EBITDA in 2024 to be 15% lower than the 2019 levels(5) and a recent McKinsey survey projects
RevPAR in 2023 to be 20% lower than the 2019 reported rates.(7)
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Market Update (cont.)
Construction growth further exacerbates recovery


Despite the recent shock, construction starts to remain healthy as STR reports that 215,000 rooms were under construction in March and
grew to 220,000 in April. This increase in new supply is expected to prolong the sector’s recovery.(8)

Transaction volume is slim, price discovery remains a challenge, and occupancy drivers remain
unpredictable
U.S. Hotel Pricing per Key vs. Cap Rates
Pricing Takeaways




RCA reported a decline in transaction
volume from April 1 to June 30 of 82%
from the same period in 2019, the effect
of which was further emphasized by a
reported 98% decline in total dollar
volume of transactions.(9)(10)
Not surprisingly, there remains a lack of
clarity on market capitalization rates
due to the lack of transaction activity.
However, for those transactions that did
report such information, no change in
the 8.6% national average was
reflected in April’s at 8.6%.(10) Similarly,
at a segment level, select-service
capitalization rates remained flat near
9% and full-service capitalization rates
remained steady at 7.6%(11)
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Continued Uncertainty Looms






A recent study suggests that the
increase in recent surges of COVID-19
may lead to an uptick in event
cancelations, thus further troubling the
industry,(11) as shown by the increase in
bookings for summer 2020 as the crisis
waned in spring 2020 and then a spike
in cancelations as COVID-19 cases
picked back up more recently.
The uncertainty of future consumer
demand, the lack of activity in the
capital markets, and the potential for
future government action during a
second wave emphasize the shock this
crisis has on the hotel, lodging, and
leisure industry.
Those that are well capitalized,
opportunistic, and flexible will likely
weather the storm. Others may suffer.
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Market Update (cont.)
Borrowers are struggling to pay off debt
and the CMBS market may be in trouble
During the first few months of the crisis, CMBS markets
were effectively frozen, with restructurings and
negotiations largely taking place where owners and
lenders had direct relationships.



While relationship and balance sheet lending continued,
anecdotally, lenders are talking about rates 200bps–
300bps above pre-COVID-19 levels.



The takeaway: While CMBS markets have seen
increasing default rates and trouble, given the impending
wave of maturities in 2020/2021, it is expected to only get
worse before it gets better.

Defaults are rising and will continue, but
there may be hope
•

As shown below, nearly 30% of the CMBS market is in
some level of delinquency.(12)

•

While the pain is felt across the country, there are certain
markets being hit worse; Houston, Portland/Vancouver,
and Pittsburg are reporting 50% or more of the loans in
those market being delinquent.(12)

•

This will lead to asset sales, lender auctions, and more,
giving those with dry powder and a strong balance sheet
the opportunity to grow and take advantage of depressed
prices.
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Opportunities will arise; the smart money is patiently waiting and
working with their advisors to identify good buys and rescue
financing opportunities.
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Source: TREPP.
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Action Items
Houlihan Lokey is ready to assist hotel owners, operators, and lenders in assessing their real estate or
debt portfolios and provide guidance on opportunities during this difficult time.
Revisit underwriting
assumptions, consider engaging
transaction advisory
specialists to provide another
perspective.

Consider opportunistic
purchases and distressed
asset purchases, as debt
defaults will result in assets
coming to market.

Have an assessment done on
your property values to
understand the potential impact
of COVID-19 on your assets and
consider pursuing tax appeals.

?

CONTACT US

Discuss capital options with
lenders and equity providers in
order to shore up capital and
ensure you have enough cash on
hand.

Work with third-party providers
to enhance your acquisition and
financing diligence, given the
heightened operating and
financing risks going forward.

Houlihan Lokey has a successful
track record in assisting its real
estate investors and owners
through times of extreme volatility
and exogenous events.
Please reach out to one of our team
members for more information.

Jeffrey Andrews,
MAI, MRICS
Director
Co-Head of REVS
310.788.5364
JAndrews@HL.com

Tom Puricelli
Managing Director
Co-Head of REVS
404.495.7026
TPuricelli@HL.com

Michael P. Hedden,
MAI, CRE, FRICS
Director
212.497.7936
MHedden@HL.com

Nick Way
Senior Vice
President
214.665.8633
NWay@HL.com

Additional Contributors: Leo Kao and Andrew McLoon.
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(12) TREPP (July 22, 2020).
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Disclaimer
© 2020 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any
means or redistributed without the prior written consent of Houlihan Lokey.
Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the
accuracy or completeness of the information provided within this presentation. The material presented
reflects information known to the authors at the time this presentation was written, and this information is
subject to change. Houlihan Lokey makes no representations or warranties, expressed or implied,
regarding the accuracy of this material. The views expressed in this material accurately reflect the
personal views of the authors regarding the subject securities and issuers and do not necessarily
coincide with those of Houlihan Lokey. Officers, directors, and partners in the Houlihan Lokey group of
companies may have positions in the securities of the companies discussed. This presentation does not
constitute advice or a recommendation, offer, or solicitation with respect to the securities of any company
discussed herein, is not intended to provide information upon which to base an investment decision, and
should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide
investment banking or related services to these companies. Like all Houlihan Lokey employees, the
authors of this presentation receive compensation that is affected by overall firm profitability.
Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include
those in (i) the United States: Houlihan Lokey Capital, Inc., an SEC-registered broker-dealer and
member of FINRA (www.finra.org) and SIPC (www.sipc.org) (investment banking services); Houlihan
Lokey Financial Advisors, Inc. (financial advisory services); HL Finance, LLC (syndicated leveraged
finance platform); and Houlihan Lokey Real Estate Group, Inc. (real estate advisory services); (ii)
Europe: Houlihan Lokey EMEA, LLP, and Houlihan Lokey (Corporate Finance) Limited, authorized and
regulated by the U.K. Financial Conduct Authority; Houlihan Lokey S.p.A.; Houlihan Lokey GmbH;
Houlihan Lokey (Netherlands) B.V.; Houlihan Lokey (España), S.A.; and Houlihan Lokey (Corporate
Finance), S.A.; (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai): Houlihan
Lokey (MEA Financial Advisory) Limited, regulated by the Dubai Financial Services Authority for the
provision of advising on financial products, arranging deals in investments, and arranging credit and
advising on credit to professional clients only; (iv) Singapore: Houlihan Lokey (Singapore) Private
Limited, an “exempt corporate finance adviser” able to provide exempt corporate finance advisory
services to accredited investors only; (v) Hong Kong SAR: Houlihan Lokey (China) Limited, licensed in
Hong Kong by the Securities and Futures Commission to conduct Type 1, 4, and 6 regulated activities to
professional investors only; (vi) China: Houlihan Lokey Howard & Zukin Investment Consulting (Beijing)
Co., Limited (financial advisory services); (vii) Japan: Houlihan Lokey K.K. (financial advisory services);
and (viii) Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), a company
incorporated in Australia and licensed by the Australian Securities and Investments Commission (AFSL
number 474953) in respect of financial services provided to wholesale clients only. In the European
Economic Area (EEA), Dubai, Singapore, Hong Kong, and Australia, this communication is directed to
intended recipients, including actual or potential professional clients (EEA and Dubai), accredited
investors (Singapore), professional investors (Hong Kong), and wholesale clients (Australia),
respectively. Other persons, such as retail clients, are NOT the intended recipients of our
communications or services and should not act upon this communication.
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