
Search10 August 2009   Login       

 

When your bank won’t lend: four hotel 
refinancing tips 
  

01 May 2009 8:49 AM

By Cameron Larkin

HotelNewsNow.com columnist

  

A bank you ’ve done business with before is like gold 
today. Financing has always been a relationship 
business. That ’s even truer in the midst of the current 
financial turmoil. Lenders are more conservative and 
less inclined to work with someone with whom they 
don’t have experience. 

Yet many banks you have existing relationships with 
might be unwilling or unable to lend today. They might 
suddenly be “full” on hotel loans, or exposure risk 
might limit their ability to lend further to existing 
borrowers. Maybe your go-to bank is either in trouble 
or waiting on the sidelines to see how the economy 
shakes out. Thankfully there are other banks still 
lending on hotels.

Getting to the top of the stack

It’s key to understand that all banks still actively lending are swamped with loan 
requests. Every loan originator has 40 deals on his or her desk he or she hasn ’t had a 
chance to return calls on. They can “cherry pick” from the best and easiest deals, and, 
unfortunately, many banks don ’t entirely understand hotels.  

In this unique credit market, the only way to get to the top of the stack is to trade on 
someone else ’s bank relationship or come to the table with very compelling and 
organized data. It ’s best if you can do both.  

Resetting expectations

Most of us need to hear something several different times from multiple sources before 
we genuinely accept a new reality—this is the essence of Winston Churchill ’s timeless 
passage, “I am always ready to learn, although I do not always like being taught." 
 
The following lists several of these new realities. If you borrowed on a hotel before 2003, 
you’ll recognize familiar requirements that lost relevance during the 2003-2006 “go-go” 
lending days, a period of easy money that significantly contributed to the recent 
economic maelstrom. 

The rules of the road haven’t changed per se—they’ve just returned to normal. Some will 
find this frustrating or intolerable. For others, it will be unmanageable, especially if 65 
percent leverage would require additional equity. But given that this new reality is likely to 
be with us for the foreseeable future, it ’s best to adapt to the new environment.  

Financeable deals

Conventional (vs. SBA) refinance deals that can get done today must fit “in the box”: 

l maximum 65 percent loan-to-value; 

l pricing: 5.75 percent to 6.75 percent (variable) or 6.25 percent to 7.25 percent 
(fixed); 

l three- to five-year loan term;   

l 20- to 25-year amortization;   

l +1.40X debt service coverage; 

l hotels operating over 100 percent of the Smith Travel competitive set revenue per 
available room index are underwritten to market average average daily rate and 
occupancy (in addition to being stress-tested in other ways);  

l full personal guarantees/recourse;  

l financially strong sponsors with ample liquidity (e.g. liquidity of 20 percent of the 
refinanced loan amount); 

l limited (if any) equity cash-out; 

l franchise term beyond the loan term; and  

l ability to bring meaningful additional business to the bank (e.g. deposits, merchant 
card servicing, other loans).  

While there might be exceptions on particularly strong deals, the vast majority of deals 
that actually get done today will fit in this box. 

Next steps

During the “go-go” lending days, many got used to levering up to 75 percent, cashing out 
the majority of trapped equity, and otherwise putting the loan out to auction for the best 
possible rate, terms and conditions. Thankfully, interest rates remain historically low, but 
otherwise, things have changed. And it ’s not all bad. The best borrowers and hotels will 
obtain competitive financing, hotel room supply will remain in check, and the next cycle 
peak will be longer and healthier as a result.

Credit markets likely won ’t be fully healthy and functioning normally until roughly mid-
2011, so hoteliers should manage refinancing plans accordingly. This “credit crisis” will 
define a generation and will take some time to heal.

A three- to five-year refinance program bridges your hotel into a time when we ’ll likely see 
the return of 75 percent loan-to-value, fixed-rate, 10-year term, non-recourse loans. That 
will be the time to recapture/cash-out some equity and put your hotel loan to bed for the 
long term. In the interim, stay in “the box” and you’ll do just fine.  

Cameron J. Larkin is managing director and founder of Larkin Hospitality Finance, a national hotel investment 

banking firm focused exclusively on meeting the debt and equity financing needs of hotel owners and 

developers. He can be reached at clarkin@larkinhf.com or (469) 916-8518.

 

Login 

Or enter a name to post your comment: 

Post Your Comment

 

(4000 charcters max)

Enter the characters you see in the box above, then click submit to post your comment

 

  Featured Stories 

 

Cameron J. Larkin

  Comments 

0 Comments
Show All

Save Comment

Catch up on news, data and 

analysis by registering for 

HotelNewsNow.com ’s free, 

daily e-mail newsletter by 

clicking here. 

Access STR and STR 

Global press releases, 

reports and columns by 

clicking here. 

  Newsletter  

  Archives  

 

  Events  

8/18/2009 - Southern 

Lodging Summit @ 

Memphis

8/23/2009 - American Hotel

& Lodging Educational 

Foundation Golf Classic

8/23/2009 - National 

Business Travel 

Association International 

Convention & Exposition

8/25/2009 - Bed Bug 

Symposium

8/27/2009 - Bed Bug 

Symposium

8/31/2009 - National 

l Blog: The now old, and getting older, 

L&H gang

l Blog: Is Hyatt IPO the sign of 

recovery?

l Sol Melia reports net profits of 1.2 

million euros in first half of 2009

l Interstate posts 2Q RevPAR, earnings 

losses

l Gaylord's consolidated revenue 

drops in Q2

l LV Sands reports 4.8-percent drop in 

net revenue

l Wynn Resorts reports huge drop in 

2Q net income

l Choice reports reduced 2Q EBITDA

l Wyndham reports 13.6-percent 2Q 

RevPAR drop

l DiamondRock's earnings drop 39 

percent

l Accor's first -half revenue down 8.1 

percent

l Starwood reports 2Q results

l LaSalle reports decreased profits, 

expenses in 2Q

l Host Hotels & Resorts releases 

quarterly results

l 5 things to know: 7 August 2009

l There are no items to display

l Refinancing a hotel near the cycle 

bottom: 10 things to note

  Latest Newsletter Articles 

  Other Articles Like This 

  Other Articles By This Writer 

Make This Your Home Page | Subscribe | Contact Us | Sponsors | RSS | Submit Press Release | About Us | Site Map | FAQ | Legal Disclaimer 

Copyright © 2004-2009 Smith Travel Research /DBA HotelNewsNow.com (HNN). All Rights Reserved.

Home News Blogs Multimedia Events Community Sponsors Industry Presentations Industry Snapshot

Americas Europe Asia/Pacific Middle East/Africa   Front of House     Back of House     Assets            Insights         

http://www.hotelnewsnow.com/home.aspx
javascript:__doPostBack('ctl00$myHeader$LoginStatus1$ctl02','')
http://www.hotelnewsnow.com/Home.aspx
http://www.hotelnewsnow.com/news.aspx?PageType=News
http://www.hotelnewsnow.com/BlogsList.aspx?PageType=Blogs
http://www.hotelnewsnow.com/Multimedia.aspx?PageType=Media
http://www.hotelnewsnow.com/events.aspx?PageType=Events
http://www.hotelnewsnow.com/Community.aspx
javascript:void(0);
http://www.hotelnewsnow.com/IndustryPresentations.aspx
http://www.hotelnewsnow.com/IndustrySnapshot.aspx
http://www.hotelnewsnow.com/Americas.aspx?PageType=Americas
http://www.hotelnewsnow.com/Europe.aspx?PageType=Europe
http://www.hotelnewsnow.com/AsiaPacific.aspx?PageType=AsiaPacific
http://www.hotelnewsnow.com/MiddEastAfrica.aspx?PageType=MiddleEastAfrica
http://www.hotelnewsnow.com/front_of_house.aspx?PageType=FOH
http://www.hotelnewsnow.com/back_of_house.aspx?PageType=BOH
http://www.hotelnewsnow.com/assets.aspx?PageType=Assets
http://www.hotelnewsnow.com/Insights.aspx?PageType=Insights
http://www.hotelnewsnow.com/adcounter.aspx?ad=sbN2unJ/98q2oLP8MeV2Og==&adlink=http%3A//www.strglobal.com
http://www.addthis.com/bookmark.php?v=20
mailto:
http://www.hotelnewsnow.com/UserRegistration.aspx
http://www.hotelnewsnow.com/UserRegistration.aspx
http://www.hotelnewsnow.com/UserRegistration.aspx
http://www.hotelnewsnow.com/STRPressReleases.aspx
http://www.hotelnewsnow.com/STRPressReleases.aspx
http://www.hotelnewsnow.com/STRPressReleases.aspx
http://www.hotelnewsnow.com/adcounter.aspx?ad=hLiFzrwh2xN9gAJeO2XCxQ==&adlink=http%3A//www.strglobal.com
http://www.hotelnewsnow.com/adcounter.aspx?ad=X6yFXTyuLBpdJg/wAPmwLg==&adlink=http%3A//www.vfmleonardo.com/lp/OnlineMerchandisingAdvantage/HNN/?LREF=MKD-309-ONTP-HO-HNN-AdvantageWh
http://www.hotelnewsnow.com/Events.aspx?PageType=Events
http://www.hotelnewsnow.com/Events.aspx?PageType=Events
http://www.mmhla.com/
http://www.ahlef.org/
http://www.nbta.org/
http://www.npmapestworld.org/events/
http://www.npmapestworld.org/events/
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1681&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1682&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1680&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1667&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1666&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1645&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1641&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1640&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1634&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1621&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1617&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1585&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1591&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1575&ArticleType=1&PageType=Todays
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1683&ArticleType=1&PageType=Todays
javascript:void(0)
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1172&ArticleType=0&PageType=SameAuthor


Search10 August 2009   Login       

 

When your bank won’t lend: four hotel 
refinancing tips 
  

01 May 2009 8:49 AM

By Cameron Larkin

HotelNewsNow.com columnist

  

A bank you ’ve done business with before is like gold 
today. Financing has always been a relationship 
business. That ’s even truer in the midst of the current 
financial turmoil. Lenders are more conservative and 
less inclined to work with someone with whom they 
don’t have experience. 

Yet many banks you have existing relationships with 
might be unwilling or unable to lend today. They might 
suddenly be “full” on hotel loans, or exposure risk 
might limit their ability to lend further to existing 
borrowers. Maybe your go-to bank is either in trouble 
or waiting on the sidelines to see how the economy 
shakes out. Thankfully there are other banks still 
lending on hotels.

Getting to the top of the stack

It’s key to understand that all banks still actively lending are swamped with loan 
requests. Every loan originator has 40 deals on his or her desk he or she hasn ’t had a 
chance to return calls on. They can “cherry pick” from the best and easiest deals, and, 
unfortunately, many banks don ’t entirely understand hotels.  

In this unique credit market, the only way to get to the top of the stack is to trade on 
someone else ’s bank relationship or come to the table with very compelling and 
organized data. It ’s best if you can do both.  

Resetting expectations

Most of us need to hear something several different times from multiple sources before 
we genuinely accept a new reality—this is the essence of Winston Churchill ’s timeless 
passage, “I am always ready to learn, although I do not always like being taught." 
 
The following lists several of these new realities. If you borrowed on a hotel before 2003, 
you’ll recognize familiar requirements that lost relevance during the 2003-2006 “go-go” 
lending days, a period of easy money that significantly contributed to the recent 
economic maelstrom. 

The rules of the road haven’t changed per se—they’ve just returned to normal. Some will 
find this frustrating or intolerable. For others, it will be unmanageable, especially if 65 
percent leverage would require additional equity. But given that this new reality is likely to 
be with us for the foreseeable future, it ’s best to adapt to the new environment.  

Financeable deals

Conventional (vs. SBA) refinance deals that can get done today must fit “in the box”: 

l maximum 65 percent loan-to-value; 

l pricing: 5.75 percent to 6.75 percent (variable) or 6.25 percent to 7.25 percent 
(fixed); 

l three- to five-year loan term;   

l 20- to 25-year amortization;   

l +1.40X debt service coverage; 

l hotels operating over 100 percent of the Smith Travel competitive set revenue per 
available room index are underwritten to market average average daily rate and 
occupancy (in addition to being stress-tested in other ways);  

l full personal guarantees/recourse;  

l financially strong sponsors with ample liquidity (e.g. liquidity of 20 percent of the 
refinanced loan amount); 

l limited (if any) equity cash-out; 

l franchise term beyond the loan term; and  

l ability to bring meaningful additional business to the bank (e.g. deposits, merchant 
card servicing, other loans).  

While there might be exceptions on particularly strong deals, the vast majority of deals 
that actually get done today will fit in this box. 

Next steps

During the “go-go” lending days, many got used to levering up to 75 percent, cashing out 
the majority of trapped equity, and otherwise putting the loan out to auction for the best 
possible rate, terms and conditions. Thankfully, interest rates remain historically low, but 
otherwise, things have changed. And it ’s not all bad. The best borrowers and hotels will 
obtain competitive financing, hotel room supply will remain in check, and the next cycle 
peak will be longer and healthier as a result.

Credit markets likely won ’t be fully healthy and functioning normally until roughly mid-
2011, so hoteliers should manage refinancing plans accordingly. This “credit crisis” will 
define a generation and will take some time to heal.

A three- to five-year refinance program bridges your hotel into a time when we ’ll likely see 
the return of 75 percent loan-to-value, fixed-rate, 10-year term, non-recourse loans. That 
will be the time to recapture/cash-out some equity and put your hotel loan to bed for the 
long term. In the interim, stay in “the box” and you’ll do just fine.  

Cameron J. Larkin is managing director and founder of Larkin Hospitality Finance, a national hotel investment 

banking firm focused exclusively on meeting the debt and equity financing needs of hotel owners and 

developers. He can be reached at clarkin@larkinhf.com or (469) 916-8518.

 

Login 

Or enter a name to post your comment: 

Post Your Comment

 

(4000 charcters max)

Enter the characters you see in the box above, then click submit to post your comment

 

  Featured Stories 

 

Cameron J. Larkin

  Comments 

0 Comments
Show All

Save Comment

Catch up on news, data and 

analysis by registering for 

HotelNewsNow.com ’s free, 

daily e-mail newsletter by 

clicking here. 

Access STR and STR 

Global press releases, 

reports and columns by 

clicking here. 

  Newsletter  

  Archives  

 

  Events  

8/18/2009 - Southern 

Lodging Summit @ 

Memphis

8/23/2009 - American Hotel

& Lodging Educational 

Foundation Golf Classic

8/23/2009 - National 

Business Travel 

Association International 

Convention & Exposition

8/25/2009 - Bed Bug 

Symposium

8/27/2009 - Bed Bug 

Symposium

8/31/2009 - National 

l Blog: The now old, and getting older, 

L&H gang

l Blog: Is Hyatt IPO the sign of 

recovery?

l Sol Melia reports net profits of 1.2 

million euros in first half of 2009

l Interstate posts 2Q RevPAR, earnings 

losses

l Gaylord's consolidated revenue 

drops in Q2

l LV Sands reports 4.8-percent drop in 

net revenue

l Wynn Resorts reports huge drop in 

2Q net income

l Choice reports reduced 2Q EBITDA

l Wyndham reports 13.6-percent 2Q 

RevPAR drop

l DiamondRock's earnings drop 39 

percent

l Accor's first -half revenue down 8.1 

percent

l Starwood reports 2Q results

l LaSalle reports decreased profits, 

expenses in 2Q

l Host Hotels & Resorts releases 

quarterly results

l 5 things to know: 7 August 2009

l There are no items to display

l Refinancing a hotel near the cycle 

bottom: 10 things to note

  Latest Newsletter Articles 

  Other Articles Like This 

  Other Articles By This Writer 

Make This Your Home Page | Subscribe | Contact Us | Sponsors | RSS | Submit Press Release | About Us | Site Map | FAQ | Legal Disclaimer 

Copyright © 2004-2009 Smith Travel Research /DBA HotelNewsNow.com (HNN). All Rights Reserved.

Home News Blogs Multimedia Events Community Sponsors Industry Presentations Industry Snapshot

Americas Europe Asia/Pacific Middle East/Africa   Front of House     Back of House     Assets            Insights         

mailto:clarkin@larkinhf.com
http://www.addthis.com/bookmark.php?v=20
javascript:__doPostBack('ctl00$ContentPlaceHolder1$ArticleZone$ctl01$lbShowAll','')
javascript:__doPostBack('ctl00$ContentPlaceHolder1$ArticleZone$ctl01$LoginStatus1$ctl02','')
http://www.hotelnewsnow.com/webparts/FormShieldHttpHandler.aspx?__formShieldID=FormShield1&generate=sound&properties=77E59E534FD71DABCADCF9569F93C46403CCD6703385AE77D12B9631E6B1C92C5DCC13C8EFC3A2A57DAB9F1330CA12AECE57B8BD3BA10D1A57E7A241D4897A1F
http://www.npmapestworld.org/events/
http://www.nbta.org/
http://www.cibtm.travel/
http://www.affordablemeetings.com/content/
http://www.worldtravelawards.com/
http://www.almevents.com/conf_page.cfm?instance_id=28&web_id=1193&pid=804
http://www.hdboutique.com/
http://www.sahotelconference.com/english/
http://www.hftp.org/
http://www.lodgingconference.com/
http://www.ishc.com/
http://www.hotelnewsnow.com/Articles.aspx?ArticleId=1119&pdf=true#
http://www.hotelnewsnow.com/UserRegistration.aspx
http://www.hotelnewsnow.com/Contact_Us.aspx
http://www.hotelnewsnow.com/Sponsors.aspx
http://www.hotelnewsnow.com/rssfeed.aspx
mailto:pressrelease@hotelnewsnow.com
http://www.hotelnewsnow.com/About_Us.aspx
http://www.hotelnewsnow.com/sitemap.aspx
http://www.hotelnewsnow.com/FAQ.aspx
http://www.hotelnewsnow.com/disclaimer.aspx
http://www.statcounter.com/

