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The second webinar in  our  ser ies  ‘Hote l s :  Inves tment  Al ignment ’  brought  together  WFW Real  Es ta te

Par tner  Cyr i l le  Gogny-Gouber t ,  George Nicholas ,  Global  Head of  Hote l s  a t  Savi l l s ,  Fe l ic i ty  B lack-

Rober ts ,  VP Acquis i t ions  and Deve lopment  –  Europe and Nor th Afr ica a t  Hyat t  and Yannis  Ermi l ios ,

Managing Direc tor  –  Por t fo l io  Management  a t  Colony Capi ta l .  The panel  debated the potent ia l  for

M&A in the hote l  sec tor,  as  i t  l ined up to be the fas tes t - recover ing of  the rea l  es ta te  segments .

With the debate including key poten�al par�cipants in any transac�ons, a number of

points emerged which might surprise many in the sector during the depths of a

global pandemic, during which hotels were closed in many loca�ons around the

world and fire sales were forecast.

1. The appe�te for hotel assets was such that there were concerns that investors

may be overpaying for the few products coming to market. So great was the wall of

money, that many investors were bypassing tradi�onal routes and going straight to

owners with offers, with Cyrille Gogny-Goubert warning that the expecta�ons of

buyers and sellers had yet to align with “sellers expec�ng very high prices and buyers

wan�ng a bargain”.

2. In iden�fying what sort of down-turn the sector was likely to see, Yannis Ermilios described a “crisis all about liquidity”,

where the investment opportunity was in credit, providing opportuni�es for owners who might not want to sell. The cost

of this credit could, it was mooted, trigger future problems. Banks, who might not be a�racted to lending new money to

struggling owners, might instead be prepared to waive covenants or roll up interest charges.
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3. Government support for the sector, which has by no means been consistent around the world, has distorted the

market and meant that the true state of many companies has been hidden from view. This was highlighted by differing

levels of ac�vity around the world, with muted and slow transac�on ac�vity in Asia, some stress in Europe, and the US

seeing an increased level of bankruptcies. Cyrille Gogny-Goubert commented that most of the schemes would save hotels

in the long run but not all of them, with the owners and operators who had cash having a much be�er chance of survival.

With stress rather than distress being the current state of play, George Nicholas asked why investors would sell now if

they did not have to? There was agreement that transac�ons would accelerate in the future and those who wanted to sell

would be best not caught up in the melée, making an argument for disposals now.

4. Despite the distrac�on of the pandemic, environmental, social and governance

(“ESG”) issues were s�ll relevant and a growing number of investors were pushing

this, with the brands helping to maintain momentum. Felicity Black-Roberts

highlighted Hya�’s posi�on as both an owner and operator, trying to explain to other

investors the benefits of an upfront cost and long-term economic gains. For those

less eager to par�cipate, the twin mo�vators of ESG-driven funding and legisla�on

such as the Paris Agreement were expected to keep the issue in investors’, operators’

and guests’ minds.

5. The need to keep opera�onal costs low remained pressing going into the second

year of the pandemic, with Felicity Black-Roberts telling a�endees that Hya� had

accelerated its adop�on of technology such as contactless check-in. In considering

permanent changes to opera�ons a�er the pandemic, she cau�oned that hotels needed to put human contact back and

develop how staff and guests interacted.

6. The pandemic was helping to push a shi� in how people travelled – although the panel concurred that old habits are

likely to die hard – but the sale of luxury self-catering group Roompot last year was one of a number of transac�ons

which illustrated shi�s in demand away from the tradi�onal hotel model. Yannis Ermilios confirmed the trend for

developing high-end, eco-friendly resorts, with Felicity Black-Roberts looking to the move towards extended vaca�ons,

mixing work and a holiday, which had seen Hya� focus on expanding its leisure and resort por�olio and consider

par�cipa�ng in M&A itself.

With the pandemic passing its anniversary, the mood amongst investors is becoming impa�ent, as each deal a�racts swarms of

bidders. With owners having suffered a year of severely depressed trading, the rela�onships between all parts of the hotel stack

are becoming more stressed and, as Felicity Black-Roberts said, although the company was seeing an increase in conversions as

owners sought sanctuary in the brands, owners were also being more demanding on terms.

The key messages as we emerge from the pandemic, as drawn together by WFW’s global Hotels & Hospitality team include:

Flexibility is key when nego�a�ng agreements between owners and brands. Felicity Black-Roberts had noted that “when
people ask what terms are, I say let’s just sit and talk for half an hour and understand what they want from the rela�onship.
You’ve got to take some of the pain with people”. Owners looking for a brand will increasingly shop around for those who can
cooperate, rather than assuming, as was popular before the pandemic, that one agreement was much like another;
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Flexibility will also be a factor in opera�ons. Hotels may need to switch from
short-term to long-term stays and from business to luxury, and any brand
agreement should include support for this. In some jurisdic�ons the domes�c
market is lower spending than the slow-to-return interna�onal market and more
brand support will be needed, for example, in direc�ng the use of the marke�ng
contribu�on or suppor�ng co working space;

M&A is likely between the brands as some of the current support is withdrawn
from the sector and owners must check terms to protect themselves if they face
becoming part of a much-larger por�olio with adjoining compe��ve sites;

Key money may be seen as a�rac�ve, but risks being ‘lazy money’ and risks the
operator insis�ng on a proforma contract. From an asset valua�on perspec�ve, it
is be�er longer term to have lower fees;

‘Unpacking’ of all fees and charges is important, some of which appear to be circular, par�cularly on a loyalty side and
bearing in mind the current focus on local markets;

Consolida�on is happening on the capital side as well and is one way of �pping the scale back in ownership’s favour; and

The brands need cash. There are signs that some may be more open to nego�a�ng termina�on terms as a way of genera�ng
the funds they need.
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All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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