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The future looks bright for hotel investment because the lending environment is more focused than before the last industry downturn, 

according to Lodging Industry Investment Council members.
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Editor ’s note: This is the second in two reports from the Lodging Industry Investment Council meeting held 1 June in New York during 

the 36th annual New York University International Hospitality Industry Investment Conference. The first installment covered a 

discussion among all LIIC members, while this report was drawn from a breakout roundtable of eight LIIC members.

 
NEW YORK—Participants in a Lodging Industry Investment Council roundtable earlier this month had difficulty finding many reasons to be 

pessimistic about the current and near-term future of the hotel industry.

 
“We ’re at that rare point where it makes sense to buy, where it makes sense to develop; it ’s just that rare window you get in every cycle,” 
said Michael Cahill, CEO and founder of Hospitality Real Estate Counselors and LIIC co-chairman. 
 
“However, it ’s important to realize overall hotel transaction levels are only at 50% of the levels of 2006 and ‘07. So even though things are 

a heck of a lot better than 2009 and ‘10, the macro world in terms of transactions is only 50% of what it was during the last peak,” he said.

 
Robert Springer, senior VP and chief investment officer of Sunstone Hotel Investors, called the current environment “reasonable.”
 
“We ’re in the middle and nothing seems crazy,” he said. “Cap rates are generally reasonable; financing levels are reasonable; the 

fundamentals are reasonable. Supply—at least what is under construction—is reasonable. How long it lasts is the question, but nothing 

seems overheated.”
 
With a stable environment comes strong opportunities for investment, and that starts with plenty of investment money, the panelists said.

 
“Lending right now is incredibly competitive, close to 2006, although it feels better,” said Bill Weber, managing director of Cantor 

Commercial Real Estate. “In 2011, it was lending on full-service hotels in primary markets. Going into 2012, it started to be limited-service 

hotels, and by 2013 it was limited-service hotels in tertiary markets.”
 
Weber said while lenders are willing to provide financing there is generally more discipline in the market.

 
“We ’re not seeing some of the things we saw in 2006 and 2007,” he said. “There isn ’t as much interest-only (loans); the leverage is a little 

bit lower and the underwriting is a little bit better.”
 
Investors seeking to acquire hotels are more rigorous in their underwriting, said Thom Geshay, senior VP of business development for 

Davidson Hotels & Resorts.

 
“One of the problems on the financing side in the last bubble was the push,” he said. “You might lose a bidding process because the next 

group (of bidders) underwrote the deal to a dramatically higher level of debt. It ’s not happening as much today, and that makes me feel 

good that it ’s not a bubble.”
 
Cash is king

That discipline extends to the kinds of deals and borrowers that can attract financing at the most favorable rates. Today, cash is king, the 

panelists said.

 
“Back in ‘06 and ‘07 people were buying and underwriting hotels on future earnings, and lenders were following along,” Springer said. 

“Today to get attractive pricing (on financing) at lower leverage levels you ’ve got to have cash flow.”
 
Financing is becoming more abundant in the limited-service segments, said Abid Gilani, senior VP of Wells Fargo Hospitality Finance 

Group. Local and regional banks, in particular, have been active in this arena, he said.

 
“If a developer has a decent name in terms of knowing and building limited-service hotels, even in B markets or tertiary markets, those 

projects are getting financing more readily,” Gilani said.

 
Other factors influence who can access financing and at attractive terms.

 
“Cash flow, age of the property, flag and sponsorship—those are the four biggies,” said Steve Kisielica, principal with Lodging Capital 

Partners.

 
While the level of new hotel supply is generally muted, the panelists identified several markets and market types attracting the attention of 

developers.

 
“The energy markets and the tech markets are crazy, and there ’s a lot going on in the middle of the country,” Kisielica said. “Anyone who 

hasn ’t recently invested in Austin (Texas) 10 years from now is going to wish they did. The market is cranking because of the diverse 

demand generators: energy, tech, leisure, government, university.”
 
EB-5 and beyond

Financing from the federal government-sponsored EB-5 program to attract foreign investors is still a source of hotel investment. However, 

fewer developers are considering the program, and EB-5 investors are becoming more discerning, said Jim Butler, an attorney with Jeffer 

Mangels Butler & Mitchell and LIIC co-chairman.

 
“These investors are getting more sophisticated and, much like all debt lenders and equity investors, they ’re looking at the quality of the 

sponsorship, the brand and the certainty of execution,” he said, adding that the process takes time: nine to 12 months after construction 

has started on a hotel before the funding typically becomes available.

 
“You had better have your entire capital stack set in place and, to the extent you can, slip in that EB-5 piece later,” said Daniel Lesser, 

president and CEO of LW Hospitality Advisors. “If for some reason you can ’t get that (EB-5) slug of capital, you should have the rest of the 

capital stack filled in.”
 
Butler said while Chinese investors often take advantage of the EB-5 program, they recently have become quite active in hotel investments 

in the United States outside of that program.

 
“Three years ago we were seeing little dribs and drabs, but it was very difficult to get these deals closed, but today we ’re very busy working 

with a lot of Chinese investors,” he said. “Particularly in San Francisco, Los Angeles and New York—the Chinese are in love with these 

locations.” 
 
A bright future

In general, the panelists said markets will maintain their discipline, hotel supply will remain under control and hotel performance will 

continue to be strong. One worry is the effect of an outside event on the hotel industry.

 
“My hope is we ’re looking at a slower but positive growth trend over a more extended period, which is a great opportunity for everyone to 

make money over a longer stretch of time,” Cahill said. “The big question is an international crisis or some other event.”
 
Lesser said the hotel industry ’s model of selling its entire inventory every day is both a “beauty and a curse.”
 
“We run daily leases in this business, and (9/11) is a classic example of the issue,” he said. “The outlook for the hotel space was very 

different on September 10th (2001) than it was on September 12th. We continuously reprice our guestrooms, which makes us really 

dependent on outside forces beyond our control.”
 
The inability to drive rates higher continues to be a problem for the industry, Lesser said.

 
“The industry needs to push rate. There is no doubt about it,” he said. “We ’ve done a poor job embracing technology and getting ahead of 

the intermediaries. Look at the airline industry; they ’ve finally figured out how to make money.”
 
“The hotel industry may be a little too hung up on the whole guest service thing. It ’s absolutely important, I ’m not discounting that, but 

there are more hidden and not-so-hidden opportunities to squeeze more income out of hotels. Once one (company) does it, everybody 

will follow suit,” he said.
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