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Build-a-loan
Hotel owners, developers and investors
stack funding programs and construct
new financing landscape…

C

oming out of the Great
Recession, Ash Patel’s
hotel company faced
limited to no liquidity in
its assets. Conventional
commercial real estate
lenders were loosening up the funding,
but Patel’s enterprise, Southwest
Hospitality Management, could not
close the gap on the loan-to-value ratio.
Simply put: “We ran out of money,”
said Patel.
To jump start its stagnating growth,
Southwest took a new and different
route. It teamed with TNJ Group,
a veteran hotel developer and
construction company in Albuquerque,
NM, and launched its first equity-fund
project called a private placement
memo or PPM. It raised $4 million
toward building a Hilton Garden Inn in
Hobbs, NM, and the bank loaned the
rest – $9 million.
So happy with the results of the PPM,
Southwest Hospitality and TNJ Group
intend to do it again to raise $8 million
for two hotel projects, said Ash Patel.
Similar are the stories for small to
medium hotel companies seeking funds
and investors. The commercial lending
environment is on a comeback from
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the real estate collapse five years ago,
but it is a slow revival that could take
another five years, say experts, and it is
one that is shaping up to look a whole
lot different than it did during the boom
years.
For hotels in secondary markets,
financial experts expect 2014 to be a
kinder year for CapEx, refinancing or
new construction lending.
Hotels in tertiary markets, however,
continue to struggle.

Difficult terrain

Kal Patel of Crestoint Companies, an
Ohio hotel-management enterprise
that includes receiverships as part of its
services, says its number of assignments
have decreased in the past year.
“Lenders have successfully executed
their ‘extend-and-pretend’ programs.”
Meantime, says Kal Patel, “I don’t see
receiverships coming to an end, but the
rate of default has certainly slowed.”
“Tertiary markets are just as difficult
as ever,” said Paul Darrow, founder of
PHD Financing of Scottsdale, AZ, which
began as a workout specialist. A signal
of the changing environment, PHD
Financial has expanded its services to
meet the evolving funding demands of
www.asianhospitality.com

hoteliers. While the need for workouts
will continue, seeking financing for
clients is taking up much of Darrow’s
time lately. His company has grown to
include hotel accountants, legal experts
and commercial real estate veterans and
he has recently formed relationships
with large lenders able to provide whole
loans.
With lenders still somewhat stingy,
however, hotel developers and investors
are getting creative with financing
and structuring capital in stacks,
using commercial paper, conventional
loans, private equity and government
guarantees as well as state and federal
incentives such as tax credits.

Capital caveats

Despite current trends, Darrow stays
away from capital stacks. “We are trying
to fill a need, not create one.”
Asian-American banker Nitin Shah,
chairman and CEO of Atlanta-based
Embassy National Banke choes the
caution. “Capital stacks are really
nothing new,” when it comes to filling
the capital needs because the senior
lender does not want to lend enough to
pay off the borrower’s existing
loan. If these loans are upside down,
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sometimes to avoid losing the property
to foreclosure, a borrower has to fill the
gap in what can be borrowed as a first
mortgage with mezzanine financing.
However, it is risky for the mezzanine
lender because he has a junior lien as
well as the borrower because of the
higher interest rates of mezzanine
loans. “It costs you, but some people
have no choice but to take it and stay
out of foreclosure.”
Current market trends are driving
lenders to get creative as well and
attract borrowers through niche
lending. Bridge and mezzanine loans,
for instance, are often included in a
financing package, and typically come
from private lenders or non-bank
institutional lenders.
What’s emerging is a financing and
investment community with diverse
methods and programs aimed at
limiting risk and/or lessening the
exposure to risk in the hopes of
benefitting financially a step at a time.
It takes a village to build a hotel these
days.“Lenders each have their niche;
it’s not a broad scope like it used to be,”
said Corrigan.
The trend is necessary, said Shah, as
large banks and the federal government
have hamstrung community and
regional banks. “You either become a
niche player or you get squeezed out
by the big bank whose cost of funds
is too low for a community bank to
compete. Large banks are still hesitant
to lend to hotels except for sophisticated
borrowers who have long -term
relationships – and even those loans are
happening at low loan-to- value.”
Economic outlook
The US economy will be lackluster at
the end of 2013; prospects for 2014 are
a bit more positive, but uncertainties
in government programs such as the
Affordable Care Act and the playing out
of the Dodd-Frank banking legislation
will dampen any overzealousness,
predicts Corrigan.
What’s painting a more positive picture,
said Corrigan, is the fact that investors
have sat on their capital long enough
and are eager to distribute it. He expects
2014 to be the year that the funding
streams grow faster and wider.

Niche market sample
Here are three hotel-financing programs proving useful these days:
BRIDGE

A short-term bridge loan with higher
interest rates (around 8 percent) and
popular for investors seeking a quick
turnaround on a distressed property, for
example. “With bridge financing, hoteliers
are able to compete with cash buyers to
capitalize on some very good deals in the
market,” said Tesh Patel, vice president
at Access Point Financial, a private lender
based in Atlanta. “We are seeing a number
of acquisitions as part of our bridge
financing program.”
At opportune buying times, waiting can
be costly. Bridge financing can close in
less than two weeks and provide the entire
funding for an acquisition for the short
term, up to three years, giving the buyer
ample time to renovate and stabilize the
property to qualify it for long-term debt.
“The demand for CapEx and renovation
loans over the last two years has been high
with brands enforcing required PIPs but
we’ve seen the need for bridge financing
alongside our normal CapEx loans and
evolved to accommodate our borrowers’
needs,” said Tesh Patel.

SBA

The US Small Business Administration
continues to guarantee bank loans for
commercial real estate development, and it
is just about the only way for a hotel to get
financing through a traditional lender.
Nitin Shah, chairman of Embassy National
Bank, an SBA-approved lender in Atlanta,
said he is seeing financing loosening up in
general, but most banks are still not eager
to lend to hotels unless it’s an SBA product.

MEZZANINE

Filling in the financing
gaps is the role of
mezzanine financing.
Tesh Patel notes that APF
frequently comes to the
rescue in deals where
the buyer or an owner
needs one more level of
investment to close the
deal. “This is usually
structured under our
CapEx financing program
which is cheaper than
traditional Mezz financing
as the rates range
between 7-10 percent.”
This type of financing is
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usually only part of the capital stack “as
long as the total debt on the property does
not exceed 80 percent of the property’s
Loan-to-Value,” said Patel. For example,
APF helped to provide the remaining
debt for a new construction Holiday Inn
Express in North Carolina. “The bank came
up with 60 to 65 percent loan-to-value, a
private partner came in with 25 percent
and, instead of the borrower going out and
getting another investor or other partners,
we filled the gap.” Mezz lending can also be
part of a acquisition or refinance package,
especially if it’ws aimed at renovating or
improving an under-valued property.
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Charted outlook
CHANGES IN RevPAR,
DEMAND: PKF Hospitality
Research lays out an historic
look back 1988 through 2012
and well as a forecast in chainscale demand in 2013 through
2017. When compared to luxury
and upper-upscale segments,
PKF observes in its Hotel
Horizons report “properties in
upper-midscale and midscale
segments are lagging in RevPAR
growth during 2013. Looking
toward 2014, the story changes
somewhat … RevPAR growth is
forecast to eclipse 7 percent for
economy hotels.” Also, notes PKF,
“Fortunately demand is forecast
to increase at a greater pace than
supply through 2015” for all
segments.

DIFFERING PACES: Chain
scales in US hotel industry
have experienced various ADR,
according to Smith Travel
Research’s report that looks at
occupancy and ADR October
2012-October 2013.

From Page 7
Before shouting yippee, hotel
developers are offered a familiar caveat.
The capital for the most part will be
available only to those who have proven
themselves financially savvy. “Lenders
will look at properties that stand on
their own, have good cash flow and
are a core brand in a highly developed
area,” said Corrigan. “The deals will
be different than what they were three
years ago.”
Really smart hoteliers doing business
pre-recession – when the fundamentals
were at their peak and all kinds of
people were making money – basically
bank-rolled their money and did not
go out and overdevelop, said Corrigan.
“The prudent developers know the
hotel industry is highly cyclical so they
fulfilled their CapEx requirements and
PIPs from 2009 to 2012 and they now
have cash flowing and are looking to
buy or develop.” ■

Catastrophic Cash Call
IN THE NEXT two years, more than $2 trillion in
commercial real estate loans will be due.
And only $1.2 trillion in commercial refinancing
money is available. Most of the debt is tied up in
commercial-mortgage-backed securities or CMBS
– pools of mortgages sold as bonds to investors and
difficult to restructure.
“$800 billion in debt needs to go away somehow,”
says Paul Darrow, founder of PHD Financial. He
expects the burgeoning debt will be the next big
government bailout. “It will have a dramatic effect on
the hotel-lending industry.”
“Nobody knows where to find the money to pay
off the CMBS debt. It is scary,” agreed Nitin Shah,
president and CEO of Embassy National Bank.
Hotels involved in the cash call will fall into one of
two buckets, says Scott Corrigan, managing director
of Hospitality Finance Solutions in Raleigh, NC.
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1. A well-positioned branded asset with
adequate value will be able to get refinanced
either traditionally or through private equity.
2. Overleveraged asset with little loan-to-value will be
unable to find another round of refinancing.
Today’s lenders obviously are looking for hotelier number
one. But that hotel owner better be prepared to take
his success to the bank. “Put your financial statements
together,” advises Darrow. “Get your tax returns revised
and refile the correct documents. Keep your accounting
books month-to-month or at least quarterly.”
Get your house in order. Literally. A well-kept hotel that
is clean and spiffed up with small updates such as new
shower curtains, newly painted walls and clean carpets
shows prospective lenders that you care about your
asset. Such upkeep will also garner good online reviews,
something almost all lenders look as part of the vetting
process.
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