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Introduction

HVS and ESSEC Business School partnered to survey the French hotel investment community. The

survey assessed expectations about the French hotel market and gauged investment and lending

parameters used. This article reports the results of the participants’ expectations. Lending and

investment parameters will be reported in a forthcoming article.

The Survey

The overall survey consisted of 53 questions, of which 18 were used for this initial article. These questions
related to the parameters used in the past three years, future expectations and the respondents’ profiles.
Some 68 potential respondents were contacted and 28 full responses were received, representing an

encouraging response rate of 41%. The respondents
were strongly representative of the French hotel
investment community, with a good balance of
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The following paragraphs discuss the results of the
various questions.

Increase in Revenue but no Conversion into Operating Profit

When asked about their expectations for
occupancy and average rates in the next two
years, the respondents exhibited some measured

FIGURE 2: EXPECTATIONS FOR THE PERFORMANCE OF PRIMARY FRENCH
HOTEL MARKETS (MAJOR URBAN MARKETS)

optimism, with the majority expecting to see an Q1. Hotel Net Increase
increase in both indicators for the major French Operating Incomes . gz ?rz: :S(L:nchanged
urban markets. About 50% indicated that (NOIs) will: I
occupancy would increase, whilst the remainder
felt it would either stay flat or decrease. For
0 . Q2. Hotel Average

average rates, almost 60% pointed towards an Rates will:
increase, against the about 40% that thought I
there would be no growth in rate, or even a
decline. Figure 2 clearly shows this optimism for Q3. Hotel
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respondents felt it would remain unchanged. This difference suggests that few were confident in the ability of
hotels to ensure a good flow-through or conversion of the increase in revenue into operating profit.

Conservative Lending and Slow Increase in Transactions

When asked for lending terms and their expectations about loan amounts and parameters, respondents
rarely shared similar views, with the exception of interest rates, which can apparently only go up (see
Figure 3). While no decrease was expected given that base interest rates are at or close to historical lows,
the unanimous view on the increase is a clear indication that rates won’t remain there for much longer,
although this is likely to be highly dependent on the unravelling of the current situation within the

Eurozone.
FIGURE 3: LENDING REMAINS UNCERTAIN, YET MORE COSTLY AND SENSIBLE

The two questions on Loan to Value
ratio (LTV) and Debt Service
Coverage Ratio (DSCR) indicate a
continuing movement towards
more stringent lending terms, with Q5. The Typical Debt Service
most respondents seeing an Coverage Ratiowill:
increase in DSCR, with LTV
increasing or remaining unchanged.
From the responses, and given the
(tempered) optimism showed on
previous questions, it would appear

Q4. Interest Rates will:

Q6. The Typical Loan to Value
(LTV) Ratiowill:

Q7.The Overall Number of
Loans will (i.e. the volume of

loans):
that it is unlikely to see lendin )
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terms ease any time soon in France, Loan Granted will (i.e. size of Remain Unchanged
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Answers on the expected number of

loans and amounts per loan were for the most part contradictory, with as many expecting an increase as a
decrease. As this possibly reflects the uncertainties of our current environment, it may also reveal the
unwillingness of lenders to discuss general trends as lending decisions are increasingly driven by the
individual characteristics of borrowers.

Most New Loans for FIGURE 4: EXPECT MOST LOANS TO GO TOWARDS REFINANCING OR ACQUISITION

Refinancing and Acquisition

_ s e Most Likely
On the question about the

Q9. Refinancing Likely
expected purpose of new loans, Unlikel
nlikely
respondents generally agreed that
Very Unlikely
most would be used for D
refinancing existing loans and Q10. Acquisition
some perhaps for acquisitions.
These expectations aren’t
surprising in the current context Q11. Renovation
of conservative lending and or Extension

uncertain operating performance.
In addition, a significant number

of loans are reaching maturity and Q12.New
Construction
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most are seeking to be refinanced!. Hence, these major refinancing needs are expected to capture most of
the available financing, thereby restricting loan availability for other purposes.

The current turmoil in the Eurozone, with most banks restricting even further their lending activities (as
Société Générale announced recently), will most certainly result in further constraints to funding for
potential investors.

Higher Capitalisation Rates? FIGURE 5: CAPITALISATION RATES TO GO UP SLIGHTLY?

When asked about valuation

parameters, respondents provided

few clues about what to expect Q13. Discount

with the exception of Reteswil:
capitalisation rates. While half

viewed cap rates to remain

unchanged, more than 35% Q14. Equity

suggested they were likely to go Yields will: T Increase

up. Considering the pessimistic Remain Unchanged
outlook for NOI, expected to W Decrease

remain stable despite higher Q15.
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respondents are indicating that, on

average, hotel values are unlikely
to improve above their current
levels in the next two years.
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More Transactions but no Real Revival Yet

The responses on what to expect from FIGURE 6: TRANSACTION NUMBERS UP DESPITE LONGER TIME TO SELL
hotel transactions are consistent with

more general views. While the number
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from which we are coming rather than Q17.The Tra nsaction
L. ; Values of Hotels (price
from true optimism. The time an asset
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! See HVS Hodges Ward Elliott research report on Europe: Refinancing a hotel in today's restricted debt markets
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A Few Thoughts on What to Expect

General expectations for hotel investment in France are no different
than those witnessed in other markets until the summer of 2011,
where the common trait is of conservative optimism. It is likely that
the most recent concerns surrounding the Eurozone would have an
impact on perceptions in general, at least to some extent. However,
the uncertainties around the global and more specifically European
economies are, to a great extent, reflected in those expectations. While
we see in the responses more positive prospects than negatives, this
optimism might be a result of overall conditions improving from a
very low point during the recession, rather than a result of
expectations of bright prospects for the immediate future. In short,
the next two years can’t be worse than the past three, but won’t look
as encouraging as they were pre-crisis.

Key Take Aways

1.

Average rates and occupancy likely
to increase, but all the improvement
won'’t be converted into operating
profit because of rising costs.

Although there is practically no
lending available at the moment, the
view is that, once the current
situation improves, sensible lending
will return with, eventually, higher
interest rates.

Most loans will be granted for
refinancing, some for acquisition.

Expect more hotel transactions to
take place but no significant value
increase.
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About HVS

HVS is the world’s leading consulting and services
organisation focused on the hotel, restaurant, shared
ownership, gaming, and leisure industries. Established in
1980, the company performs more than 2,000
assignments per year and clients include virtually every
major industry participant. HVS principals are regarded as
the leading professionals in their respective regions of the
globe. Through a worldwide network of 30 offices staffed
by more than 300 seasoned industry professionals, HVS
provides an unparalleled range of complementary services
for the hospitality industry. For further information
regarding our expertise and specifics about our services,
please visit www.hvs.com.

With offices in London since 1990, HVS London serves
clients with interests in the UK, Europe, the Middle East
and Africa (EMEA). We have appraised almost 4,000 hotels
or projects in 50 countries in all major markets within the
EMEA region for leading hotel companies, hotel owners
and developers, investment groups and banks. Known as
one of the foremost providers of hotel valuations and
feasibility studies, and for our ability, experience and
relationships throughout Europe, HVS London is on the
valuation panels of numerous top international banks
which finance hotels and portfolios.

Contact Details for Sophie Perret:
+44(0) 20 7878 7722

sperret@hvs.com
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