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STILL STUCK IN THE
HOTEL DEBT QUAGMIRE

Little has improved in the realm of lodging debt
maturities and the hotel refinancing environment

since we last reported in August. Perhaps it will be the

passage of time that gets us closer to the other side BY_DeXter WOOd
Senior Managing Director
of the current period of difficulty and insecurity. The Plasencia Group

There are simply too many variables at play at the moment and a lack of confidence in the near-term
future of the debt markets. As Lou Plasencia, CEO of The Plasencia Group, recently wrote, “markets
hate uncertainty.” Debt markets only work when lenders can effectively and appropriately price risk,
and that is very difficult to do right now. Many lodging industry professionals we speak with describe
the current lending environment as “frozen” or, at best, “foggy.” As we have previously reported, the
Federal Reserve Bank’s aggressive raising of interest rates in an effort to curtail inflation is having

a dramatic impact on the overall lending market and in the slowing down of capital flows into the
United States.

Hotel CMBS Maturing Loan Amounts May Signal Opportunities
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Additionally, in October, the Trepp CMBS Delinquency Rate for hotels increased modestly. The
rate for lodging properties has been trending lower over the last several months, but the uptick in

delinquencies for the office and retail sectors may be signaling a turning point toward greater distress.
TREPP also reported that 15 CMBS loans were resolved in October with $154 million of losses including

two hotels in New York City and Chicago.

Delinquency Rate by Property Type (30 Days +)

Oct. 22 Sep. 22 Aug. 22 3 Mo. 6 Mo. 12 Mo.
Industrial 0.43% 0.43% 0.51% 0.43% 0.51% 0.53%
Lodging 4.89% 5.02% 5.18% 5.60% 6.34% 9.91%
Multifamily 0.85% 0.93% 0.95% 0.94% 1.20% 1.70%
Office 1.75% 1.58% 1.50% 1.62% 1.71% 1.27%
Retail 6.66% 6.61% 6.45% 6.57% 7.36% 7.12%
Overall 2.96% 2.92% 2.98% 3.06% 3.51% 4.61%

Source: Trepp

Trepp’s Q3 Data Review also reports that the volume of CMBS
loans in special servicing increased for two consecutive months,
the first time that has occurred since late 2020 when the country
was still in the depths of the pandemic. A total of 287 hotel loans
with a balance of almost $6.5 billion are reported to be in special
servicing as of this past September.

Rising interest rates, a slowing economy, and pervasive
uncertainty have many forecasters lowering expectations for
the economy in the fourth quarter. Recession fears for 2023 are
mounting. Just recently, several of the major lodging C-corps
and REITs tempered their guidance for the balance of the year.
This reality does not bode well for borrowers with maturing
hotel loans. With the lending market severely constrained and
higher interest rates pressuring Debt Service Coverage Ratios
and property valuations, borrowers will inevitably and quickly
face difficult choices. Unlike the “extend and pretend” posture
that lenders took during the pandemic, we do not expect such
leniency as loans begin to mature.
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A persistent hotel lending quagmire provides fewer refinancing
options for owners, and the available options are likely to require
the contribution of fresh capital in the form of new owner equity,
bridge loans, preferred equity investment, or another form of

gap financing. Even these alternatives, if available, may come at a
prohibitively high price. If a borrower is indeed able to obtain fresh
debt, we strongly recommend structuring the loan in a manner
that allows it to be topped off or refinanced within the next

two years, at which point the debt markets will hopefully have
returned to some level of normality.

As we have previously suggested, in some situations, a sale of
the asset might actually provide the best outcome for many
distressed owners. If The Plasencia Group can be of assistance
with your financing or disposition needs, we stand ready.
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For more valuable Hospitality Industry news and market analysis from The Plasencia Group,

visit us online and opt-in to our communications list at tpghotels.com/company-news

About The Plasencia Group

In 1993, The Plasencia Group was formed to provide hotel and resort owners
investment advisory services at a personal level. Twenty-nine years and
hundreds of engagements later, we still have the privilege of making our clients
successful with the passion, access, and certainty they’ve come to expect. Our
firm offers investment sales, asset management, development and renovation
management, debt and equity sourcing, and advisory services to hotel and

resort owners throughout North America.
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Contact us today if our experienced
advisory team can assist you in
evaluating your current portfolio
and strategizing for the weeks and
months ahead. We look forward to
the opportunity to serve you.

(813) 932-1234 m
info@tpghotels.com
tpghotels.com

This report is intended for informational purposes only. Under no circumstances should its content be construed or used as legal, financial, business, or investment advice. The reader should be aware
that estimates or opinions contained herein are not offered as assurances of future achievements or events. It is the responsibility of the reader to formulate their own opinions and estimates.
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