Asset-Managing:
A Balancing Act
In Tough Times

NEW YORK— Asset managers are
continuing to work overtime— 1n
every sense of the word— when it
comes to reaching, maintaining and

exceeding the goals of owners.
“We're really trying to balance right
now to contain costs to maximize prof-
itability, but doing it such that it does-
n’t compromise the long-term value of
the hotel. It’s a tightrope,” said Chad
Crandell, president of Beverly, MA-
based Capital Hotel Management
LLC. Capital Hotel Management
asset-manages a combination of 27
continued on page 4
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Asset Managers' Mantra:

continued from page 1
full-service branded proper-
ties, including those of Mar-

riott International, Choice
Hotels International, Star-
wood Hotels and Resorts

Warldwide, Hyatt Hotels, Best
Western International, and
Hilton Hotels as well as vari-
ous independents,

Crandell said the effort to

contain costs and reduce ser- |
vices in a difficult economy to |

match room rates now being
charged nesds to be weighed
against compromising the
brand integrity as well as the
hotel position, “so when the

recovery comes vou haven't |

turned vour wpscale, luxury
hotel into just a midscale prop-
erty from a market positioning
or a performance standpoint.”

Bottom-Line Goals

Crandell— who also serves
on the board of directors of the

Hospitality Asset Managers |

Association (HAMA), whose
members include representa-
tion from individual owners,
national pension funds and
pension-fund advisors, insur-

ance companies and real estate |

imvestment trusts— acknowl-
edged that, regardless of the
eoonomic environment, own
ers demands “are always chal-
lenging,” with the bottom-line
goal remaining that a particu-
lar managed asset is outper-
forming its competitive set.
He noted the top three goals
inchade maximizing NOIL, min
imizing— to the extent possi-
be— outflow of new capital,
and grasping when a recovery
will kick in to impact hotels.
After the last down cyele in
the early 19g0s, Crandell said
he’s noticed the type of in-
vestor has changed— particu-
larly in the arena of full-service
hotels, when it comes to being
mare involved, more “hands
on” when it comes to their
assets. “You're dealing with in
vestment funds, pension funds
and other groups who have the
responsibility to report back to
their investors what's going on

with the performance of their |

assets,” said the executive.
“That necessitates a more pro
active role dealing with man-
agement companies,”

In addition, noted Crandell,
most major hotel franchisors
who manage now are public
firms. "So they've got to bal-
ance their responsibilities to
their shareholders against the
responsibility that they have to
the owners of the real estate
for which they have been asked
to manage the property.”
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While Capital currently does-
n't manage

limited-service |

properties, Crandell said an |

as=el manager can play a fune
tion; one that's more driven
toward the investment side,
e.g., what is the insurance cov-
erage for the property, what
are the real estate taxes being
paid, ete. “Tt's a reduced scale
of services that an asset man-
ager does for limited-service

hotels, just becauze the com- |

plexity is mmch less,” he said.

In addition to keeping bal-
ance in the sluggish economy,
asset managers have also had
tar become more creative in the
wake of g/11 and the war in
Iragq. "It has not been a positive
operating environment or in-
vestment environment for ho-
tels,” understated CrandeIl

“Some of the higgest chal-
lenges we've tried to work with
our investment clients on is
trying to work more on exit
strategies: “Where do vou exit
in this cycle right now?”
Typically, investors are hold-
ing the assets anywhere from
three - five years, he said, but
noted for those who invested
in 1900 or 2000, "vou don’t
want to ideally flip at this point
unless you have to.”

Among the other aspects to
enter the investment equation
are geopolitical issues and con-
ditions (e.g., terrorist attacks/
alerts, heightened security
measures) that impact the
economy in general and travel
and tourism in particular.
“We've seen— in actual mam-
bers in the hotels— when the
threat level goes from vellow
to orange, that has a pretty
significant impact on peo-
ple's willingness to travel
and stay in hotels, especially
in urban locations like
Washington DC or New
York City. That didn't exist
twp wyears ago,” said
Crandel]

Ready To Re-Invest

In addition to planning
exit strategies, Capital has
been working with owners to
re<invest in their hotels so
that when the recovery kicks
in, the properties are primed
to cutperform their compet-
itive set. In some cases,
where funds are lacking in
the reserve account, Cran-
dell said owners need to
understand new capital
must be utilized.

“It all comes down to retumn
on investment,” he said, again
noting the need to balance the
impact of 4 revamp against not
doing one when it's called for.

Contain Cost, Maximize Profit

Toward that, Crandell said | Ghassan "Gus” Sader, founder |
many of the hotels have gone | of San Diego, CA-based Hos-

through a refinance in onder to
take advantage of current low
interest rates. “That, to a large
extent, has been the safe haven
for hotel owners,” he said.
“Although we've had a signifi-
cant drop-off in RevPAR per-
formance and overall prof-
itahility, the offset to that has
been our fixed cost, specifically
debt-service interest rates
have gone down tremendous-
Iy— in many cases, 50% versns

Chad Crandell
Capital Hotel Management LLC

where they were in 2000.”

He added: “Because hotels |

are being operated more effi
ciently than they were in 2000,

we don't need 2000 RevPARS |

to generate the same NOL”
Another HAMA veteran,

pitality Asset Services LLC, re-
calls the days of the Resolution
Trust Corp. (RTC) in the early
15005 when he asset-managed
16 hotels for Great Western
Bank. In that light, he said
owners still basically want to
know “what the management
company is doing for me.

“We as asset managers have

a fiduciary role of managing |

the hotel asset over time to

accomplish stated financial
objectives that the owner is
looking for. Once you estab-
lish the fiduciary responsi-
bility toward yvour cwner, it
binds you; that you, the
owner and the management
company are one,” said
Sader, who has wrangled
such brands as Clarion,
Crowne Plaza, Doubletree,
Holiday Tnn, Hyatt, Radis-
son, Ramada and various
independents.

As an asset mManager,

Sader works “very closely” |

with owners and third-party
management companies. “1
am a believer in cooperation
among all parties for one
goal: to meet and exceed,
nat only the guests’ expecta-
tioms, but the owners' expec-
tations from me, [ am really

the bridge between the
owner and the operator.”
Accordingly, it was ex

plained HAS evaluates the
overall hotel management for
the owner, developing a
strategic business plan for the
azset, and analyzes the prop-

erty’s operating performance
with a goal of improving it
along with the ROL

"We also provide guidance
and supervision on all capital
expenditure and execution,”
said Sader, adding his organi
zation can also assist in dispo-
sition of the property if the
owner makes that decision.

For instance, last September,
HAS sold to Pacifica Host
Hotels two San Diego proper-
ties — the 186-room Radisson
Suites Hotel and 186-room
Holiday Inn Southbay— it had
been asset-managing since
1995 for an overseas financial
institution.

As to the place for asset
managers in the profitability
picture, Sader believes there
should be a consistent role
“I've witnessed both reces-
sions, and it seems to me
when business i hard and
OWmers are not seeing any
return on their investment,
they start going after asset
managers. When things are
smooth, and the property is
generating [a solid returm],
somehow they tend not to look
at every item in the financial
statement.

“1 always tell owners it is
when the property is doing ex-
tremely well that vou have to
loak to maintain that control,
s0 that when the rainy time
comes, you're ready for that....

“It is not difficolt to reach
100% of good financial results;
it i& harder to maintain that
100%," Sader ultimately con-
cluded. Pat



