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Smart investment strategies for today’s reality

BY ELLEN MEYER

NO DOUBT ABOUT IT, the revenue growth and expansion the industry
enjoyed during the post-recession years 2010-2014 has slowed, a trend that
reportedly is expected to continue through the end of the decade. Yet, as
several hotel brokerage, management, and investment companies told
LODGING, there’s still plenty of opportunity for those who understand the
direction of the market, their own position, and their individual strengths.
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Interviewees whose companies own, manage, and
broker hotel properties—all in longstanding family
businesses—suggest that smart investment during
uncertain times means making safer bets based on
what they already know or do. For Denihan Hos-
pitality Group’s Patrick Denihan, who, along with
his sister, Brooke Denihan Barrett, is co-CEO of
the company his father Benjamin “Bud” Denihan
founded over 50 years ago, that means sticking large-
ly with what they specialize in: repositioning—not
building—properties while simultaneously being
careful not to disrupt the guest experience. Similarly,
in saying, “We’ve had success by sticking to our knit-
ting,” Mark Ricketts, president and COO of McNeill
Hotels, which was co-founded by Phillip H. McNeill
and himself, emphasizes that the company likes to
remain in familiar territory with limited-service
hotels, including the college market, in the south-
east and southwest. McNeill and Ricketts are both
second-generation hoteliers, each with more than 30
years of industry experience, including with the hos-
pitality and realty management divisions of Goldman
Sachs. And, Christopher Plasencia, vice president at
The Plasencia Group, says his privately held firm is
an especially staunch advocate of the college market,
which they regard as “recession-resistant,” largely
due to the factors he describes that make it such a
consistent performer.

Weighing in from another perspective entirely is
Jordan Ray, principal at Mission Capital Debt and
Equity Finance, a New York City-based firm that
arranges equity and mortgage financing for hotels and
other real estate nationwide. (The firm also recently
joined forces with UK-based Brotherton Real Estate
to offer trans-Atlantic financing through an entity
called Mission Brotherton.) He agrees that profit-
ably riding the ups and downs of any market calls for
the ability to switch gears when the winds change,
something his company, which deals strictly with
financing, has mechanisms in place for. However, he
says, knowing when the winds will change is another
matter; he believes real estate in general is essentially
cyclical but rarely predictable. “The market changes
constantly. In my experience, things don’t stop until
they stop.”

WHAT THEY'RE SEEING
Ray’s comments notwithstanding, all agree that mar-
ket factors now in play include oversupply in some
areas of the country and sluggish revenue growth in
general, but they are also seeing positive trends.
“We've enjoyed a huge up-cycle, and everyone
keeps waiting for the bottom to fall out,” says Ricketts,
who observes concern in the industry that the tides
may be changing, especially in major markets such as
Dallas, Nashville, New York, and Miami, which have —
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We find
that most
of our
lenders
offer better
terms when
we can
offer a
flow of
income—
even when
rooms are
out of
order.

CO-CEO,
DENIHAN
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(BOTTOM RIGHT), all of which

are located in Manhattan.
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been built to the point of oversupply

in recent years. However, he is seeing
steady growth ahead: “So far, during the
first three months of this year, RevPAR
has been better than expected—de-
mand is still there, and encouraging job
news is a welcome sign. We witnessed
strong corporate demand in the first
quarter and some solid leisure as well,
so we're still optimistic.”

Denihan expects the New York
market in particular to be saddled with
as much as 35 percent more inventory
than just five years ago, and is grateful
that the management team collective-
ly decided to expand the company’s
flagship, The James brand, beyond
Manhattan and into core growth mar-
kets like Chicago and Washington, D.C.,
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since buying out the rest of the family
in 2006. Nevertheless, he says Deni-
han’s New York properties are holding
their own, partly due to the company’s
leading operations team and manage-
ment expertise. “An additional 30 to 40
percent more supply in any market is
a big hit, but occupancy has remained
strong, and we're seeing our ADR and
RevPAR accelerate in a positive way,”
Denihan states.

What Plasencia has noticed about the
current environment is that, beyond
investor demand for less risky invest-
ments, such as those in college markets,
high-net-worth investors are choosing
to enter the hospitality investment
arena. This is possibly because—despite
concerns sending many for cover—

many still regard hotels as an attractive
alternative to other investment options.
“We're seeing a lot of first-time hotel
buyers and owners, both foreign and
domestic, who have other holdings—
even other holdings in real estate—
viewing now as a great time to enter the
market, believing they can get stronger
risk-adjusted yield out of a hotel than
an apartment building or even an in-
vestment in the stock market.”

Ray does not see signs that over-
all activity is abating in the U.S. and
mentions opportunities he sees now.
“Clients are still buying and building
hotels, even in New York, where hotel
values have normalized. We’re cur-
rently seeing an acquisition trend, and
financing continues to be available.” —



COLLEGE MARKET?

AS PLASENCIA AND RICKETTS MENTION, COLLEGE
MARKETS ARE ALL THE RAGE FOR SOME VERY
GOOD REASONS SUMMARIZED BELOW IN AN
ARTICLE PUBLISHED BY THE PLASENCIA GROUP.

College markets are growth markets. By 2025, the U.S.
Department of Education projects total undergraduate enrollment of
19.8 million, an increase of 50 percent since 2000. Universities have
grown commensurately to satisfy this increased demand, in part by
increasing their physical footprint and expanding faculty. Hoteliers in
such markets will continue to benefit not only from the direct popula-
tion growth, but also from the indirect growth in the market spun off by
a university’s presence.

College markets generate consistent demand. From stu-
dent move-ins at the beginning of the academic year to graduations
and reunions at the end of it, colleges originate a wide variety of
room-night-generating events. Sporting events in particular can justify
room night minimums and sky-high ADRs at 100 percent occupancy
levels. These events are usually scheduled well in advance and occur
on a consistent basis, providing for clarity in the budgeting process.
Due to the proliferation of summer classes and programs, demand is
often relatively consistent year round. Campus-related demand gener-
ators have the added benefit of being unusually well insulated from the
vagaries of broader economic cycles.

College markets foster strong culture. These markets are
known for their culture, arts, and diversity, and they typically radiate a
strong sense of place. These vibrant settings, with their restaurants,
nightlife, and walkability, are ideal locations for hotels, and they allow
prudent hoteliers to seamlessly combine the surrounding community’s
unique feel with that of their property.

College markets catalyze innovation in a strong workforce.
Lured by educated workforces, high levels of on-campus R&D and a
strong quality of life, the industry is making a home in college markets
now more than ever. The accompanying infusion of private capital and
talent are a boon to the local economy and create quantifiable demand
for hotel room products.

College markets capture public investment. Investment
from both state governments and the federal government also makes
its way to college markets, predominantly in the form of financial aid,
subsidies, and grants.

J

Ray further sees opportunity in “places
that don’t have room stock but should”—in-
cluding the Pacific Northwest, Dallas-Fort
Worth, and Los Angeles.

WHAT THEY'RE DOING

While those directly involved in the hotel
business continue to do what they do best, re-
gardless of market conditions, none have their
heads in the sand. All made good use of those
good years, and are confident of their ability
to weather what’s ahead, come what may.

This is especially true of Denihan Hospi-
tality Group, which owns and operates luxury
and boutique/lifestyle hotels, including The
James and Affinia Hotel Collection brands,
as well as the independent boutique hotels
The Benjamin and The Surrey in Manhattan.
During the 10+ years since taking the helm
of their family’s business—a period spanning
arecession, recovery, and new players, ap-
proaches, and technology—the Denihan sib-
lings have had the company venture into new
markets, such as Miami and Los Angeles, and
gained experience in new-build properties,
financing, and management arrangements.
They’ve also been working with REITs,
private equity, and third-party managers, and
gaining experience in new builds.

Denihan says it was the purchase of The
James Hotel in Chicago that really changed
their business model most dramatically.
“With that purchase, we were joined by a
team with significant expertise in develop-
ment and operations, which brought us into a
whole new world.”

But describing the secret weapon they
can fall back on, Denihan says, “We're a
family business that has a lot of talent in the
operations and management side, as well
as tremendous knowledge and skill in the
construction and, most of all, repositioning
of assets. If I look back at the assets that my
family and I have owned, only two were new
builds—the rest were all repositionings.”

He says because expertise in this realm
can be hard to find, it is a distinct competitive
advantage. “While others back away from
these deals, it’s easy for us to look at a stand-
ing asset and figure out how to reposition it
and get the most value.” Perhaps even more
coveted, he says, is their ability to operate
a hotel during a renovation with very little
impact on guests.

“We find that most of our lenders offer
better terms when we can offer a flow of
income—even when rooms are out of order.”

An added benefit, he says, is what canbe —

MAY 2018 LODGINGMAGAZINE.COM 45




M) MONEY MATTERS ‘

McNeill Hotels’ TownePlace Suites by Marriott
Auburn in Auburn; Ala., is within walking dis-
tance of Auburn University’s campus.

— learned by continuing hotel operations
during the construction process. “It
helps us tremendously with our labor
costs and helps us fine-tune and learn
more about a new asset during that time
period.”

Denihan says this continues to be true
in New York. “We know our partners
benefit tremendously from our platform
and expertise with the labor market here
in N.Y. We know how to get things done
expeditiously and at the right price due
to our familiarity with both internal and
external labor.”

Plasencia, who focuses on the acquisi-
tion, disposition, financing, and develop-
ment of full-service hotels and resorts,
says he generally looks for trends in
what investors are targeting. “We try
to focus on whatever variables specific
investors earmark—and something
we’ve noticed as a phenomenon over the
last 12-18 months has been an emphasis
on investing in college markets. This is
something that is market-driven, and
not necessarily something we are trying
to shoehorn investors into.”

The most unique factor of the univer-
sity market, he says, is a microeconomy

46 (0DGINGMAGAZINE.COM MAY 2018

that supports hotel demand very consistently. This,
of course, makes it something of a safe haven during
times that may become uncertain.

What'’s the attraction? The obvious ones are the
optics—youth, culture, sports, plus special events like
homecoming and parents’ and graduation weekends.
“College towns tend to be more vibrant and cultural
than other markets. There’s often a strong sense of
community pride, a special buzz that revolves around
sports teams or whatever the school is known for—for
example, football at Michigan, basketball at Duke,
and the Hotel School at Cornell,” he says.

But it’s more than that, says Plasencia, who attend-
ed both Duke University and the University of Florida
in Gainesville. “They just continue to grow. Whether
times are good or bad, it seems enrollment continues
to expand.” He notes, too, that graduation weekend
is no longer an annual event. “These days, it seems
many schools have graduations almost on a monthly
basis, thanks to their year-round curriculums.”

He says college markets have other special ad-
vantages that make them recession-resistant and
therefore a practical choice for development. “For
one, they receive consistent investment from federal
sources, including financial aid and research grants.
They also benefit from consistent, if not growing,
enrollment, and in bad job markets, they’re further
boosted by recent graduates enrolling in postgraduate
programs.” —>
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— Plasencia says assets in college
settings have generally performed well
over the recent cycle thanks to their
market intangibles. In some cases, he
observes, this has created an influx of
new supply, though many times it is
tempered by enormous competition

for prime real estate among those
seeking to develop student housing,
retail, and hotels in an effort to cater to
students, alumni, and parents. Still, says
Plasencia, college towns continue to

be an investment his company remains
committed to for reasons detailed in the
sidebar on page 45, “What’s So Special
About the College Market.”

Ricketts, whose McNeill Hotel compa-
ny owns and manages mainly select-ser-
vice hotels and is an approved franchisee
for both Marriott and Hilton, also likes
working in the college market, and notes
that demand in that segment “has con-
tinued to stay steady and increase over
the past few years in those markets.”

He does, however, point out challeng-
es involved in entering this extremely
desirable market and that existing
acquisition opportunities may conflict
with his company’s bread-and-butter
select-service segment. “There really
isn’t alot of real estate to be found.
Some towns have a moratorium on
hotel development—possibly because
an increasing number of students prefer
apartments to dorms—and in others,
such as Ann Arbor, it’s hard to find land
near campuses and virtually impossible
getting through the hoops of a demand-
ing entitlement process.”

He says when considering the prop-
erties that are available for purchase,
they take into account their own niche.
“We need to consider how an available
property meets our own needs, what
we do.” Ricketts believes it’'s important
to keep true to the path that has served
the company well. “We’ve had success
with limited-service—not 5-star—hotels.
Because we have a specific focus, we've
been able to go from zero hotels to 17
in less than three years, with a further
three hotels in development.”

Reiterating his go-with-what-you-
know philosophy, Ricketts says his com-
pany’s heritage —the partners’ fathers
are available to offer free advice—informs
many of the decisions they make, and says
they prefer working in familiar territory.
“The midwest will be our next focus, but
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we prefer the southeast and southwest,
where we’ve been successful in the past.
Our knowledge of those markets is a huge
advantage. Often, we look back on expe-
riences with properties we've had, such
as a Hampton or Courtyard, to see the
changes that have been made and what
did or did not perform well.”

Noting the oversupply that impacted
larger markets such as Dallas, Nashville,
Houston, N.Y., and Miami, Ricketts
recognizes things may change. “We un-
derstand that supply will probably come
to secondary markets as people start

The market
changes constantly.
In my experience,

things don't stop
until they stop.

PRINCIPAL, MISSION CAPITAL
DEBT AND EQUITY FINANCE
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Mission Capital arranged financing for the Hyatt
Place Arlington/Courthouse Plaza in Arlington, Va.

to find headwinds in the top 25 mar-
kets.” Regardless, Ricketts believes his
company’s focus on secondary markets
in the select-service realm with “power
brands” like Marriott and Hilton will
continue to make sense for his company.

WHAT IT ALL COMES DOWN TO

Ray doesn’t ever try to predict what the
market will do next. Not that he’s wor-
ried; because he is arranging financing
for investments that are often presented
to his company when they are identified
and under contract, adapting to change
is largely a matter of switching gears,
not retreating to safer ground. “During
upcycles we raise capital—JVequity,
Mezz, and mortgages—but when and

if things do end and there’s an asset
purge, we’ll put greater focus on our
distressed debt sale business.” What’s
more, because the company now works
internationally, it is not impacted as
significantly by the regional factors to
which hotel brokers, owners, and opera-
tors are vulnerable.

Yet while Ray’s involvement in the ho-
tel industry differs from that of the other
interviewees, a key take-away from him
would likely benefit businesses of all
kinds. “We’re always busy, because we
have strategies for being profitable in
good and bad times.” (=]



