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2009 MEDIAN HOTEL SALES PRICES PLUMMET- IS IT TIME TO APPEAL
YOUR PROPERTY TAXES?

By David J. Sangree, MAI, CPA, ISHC, and Joseph Pierce

Summary: The median sale price per room of hotels in the United States declined by over
40% between year-to-date October 2008 and year-to-date October 2009. The dramatic
decline is a result of the economic recession and the fact that there was a much smaller
pool of actual sales. The decline indicates the need for property owners and assessors to
continually analyze values of hotels in markets throughout the United States which have
probably declined since the last valuation by the assessment authorities.

Introduction

Where the bottom is for real estate values continues to be an operative question for owners
whether they desire to sell the hotel asset or gain a handle on the worth of their asset. Few
markets nationwide have been exempt from the recent decline in property values and many
markets have seen a decline of over 40% in just the past two years. Hotel properties that
are on the market are taking longer to sell and sale prices are disappointing to many sellers.
Although owners and operators have been working diligently to control operating costs, the
fixed expenses of taxes and insurance requires careful review as well. The decline in
commercial real estate values presents ownership with an opportunity to appeal their
property’s assessed value and possibly reduce their tax liability. Assessment authorities also
need to be cognizant of the decline in hotel values as they try to maintain proper
assessments for their commercial properties.

Hotel Sales Price History

Hotel and Leisure Advisors has been tracking sales of hotel properties that have occurred
since 2000. The following table from our database illustrates the hotel sales pattern over
the past nine years and year-to-date through October 2009.
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Analysis of Hotel Sales
2000 - October 2009
Number of |Percentage Median # of Median Sale M_edlan Percentage
Year Total Rooms Rooms per . Price Per
Sales Change Price Change
Sale Room
2000 272 - 55,793 152 $10,600,000 62,000 -
2001 197 -28% 39,235 137 $11,466,000 85,000 37%
2002 338 72% 62,192 142 $7,200,000 58,000 -32%
2003 308 -9% 59,087 152 $8,700,000 65,000 12%
2004 718 133% 142,872 148 $8,600,000 66,000 2%
2005 719 0% 163,352 158 $10,500,000 71,000 8%
2006 698 -3% 142,582 145 $10,400,000 79,000 11%
2007 1,161 66% 441,683 135 $12,500,000 93,000 18%
2008 273 -76% 73,817 134 $14,000,000 96,000 3%
YTD 10/08 254 - 70,628 150 $17,500,000 107,000 -
YTD 10/09 90 -65% 20,101 134 $7,750,000 60,000 -44%
Source: Hotel & Leisure Advisors LLC

The numbers shown above represent a majority of sales completed in the United States for
the years shown. The table illustrates that the number of hotel sales grew from 2001 until
2007. The dramatic decline in the number of sales in 2008 and again in year-to-date 2009
shows the impact of the current economic recession on the sale of hotels. While the median
price per room grew modestly in 2008, it has declined sharply in 2009 as there were fewer
sales and they occurred at lower prices. In many instances the current assessments reflect
the rise in values which took place earlier this decade. Unfortunately, the assessed value of
many properties does not reflect current market conditions. Many assessments have been
assigned prior to this precipitous fall and may not be subject to re-assessment until
sometime in the future.

Assessed Values of Hotels

The assessed value of real estate is the amount that a government entity assigns to a
property on which it wishes to levy taxes. The assessed value of the real estate and the tax
rate applied to this value equals the amount of tax each property owner is required to pay.
The assessed value should reflect a price which a willing buyer and seller would agree upon.
The task of assessing value is an art and not an exact science. Depending upon the
jurisdiction, the assessor’s opinion of value is based on the comparison of similar sales
(sales approach), relevant cost data (cost approach), and/or the income generating
potential of the asset (income approach). The decline in value can result from a number of
issues including the decline in prices and market conditions as most markets are currently
experiencing, but also results from the volatility in capital markets, condemnation,
environmental problems (natural as well as manmade), and numerous other issues that can
impact real estate. The assessor’s responsibility is to estimate the fair market value of real
estate as of the applicable tax year, so that each property owner pays their fair share of
taxes. If the assessed value of the property exceeds the market value for the asset an
appeal should be filed.

Any hotel owner who disagrees with the assessed value of their property may file an appeal.
However such an appeal requires substantial evidence to support the owner’s real property
assessment appeal claim. The appeal should be based upon the development of a well
documented appraisal. An experienced hotel appraiser can confirm that the property
assessment is in conformity with current appraisal standards and practices and reflects the
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current market the hotel resides. A well prepared hotel appraisal can provide the support
needed to challenge a property tax assessment and refute technical valuation inaccuracies
that may be made by the assessor.

Owners and operators of hotel properties become accustomed to paying similar amounts of
property taxes annually without realizing that these amounts rise and fall depending upon
the property’s assessed value. This requires large portions of their operating budgets to be
spent each year to cover property tax liabilities. However, even ownership groups which
have not faced large property tax liabilities need to be vigilant regarding their tax
assessments. Our firm recently performed an appraisal on a hotel that has benefited from a
tax abatement. As the abatement has mitigated the liability, the assessment has been
allowed to rise unchallenged. Now, facing the sunset of the abatement, the property is
currently assessed at over $13 million while the appraisal yielded a real property value of
approximately $6 million excluding personal property and intangible assets. While this
example is somewhat extreme, we have come across a number of assignments in which the
current appraisal values are well below the assessed value of the hotel and should be
appealed. If an owner feels their hotel is overvalued, they have the right to appeal their
property tax assessment. The potential savings can be significant, especially for owners
that have purchased their hotels after 2006. An important point is that the savings can be
ongoing, as the lower value can carry forward benefiting the property with a lower tax
liability in future years.
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