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Financial Modeling for Hotel Partnerships

Revenue per Available Room (RevPAR) is the most widely used performance metric in the hotel industry. It
combines the effects of occupancy and average daily rate (ADR) into a single figure that reflects the ability
of a property to generate revenue from its room inventory. RevPAR is calculated by multiplying the ADR by
the occupancy percentage, or by dividing total room revenue by the number of rooms available for the
period. For example, a 150-room hotel that generates $1,200,000 in room revenue over a 12-month period
has a RevPAR of $6,667 (total revenue + total rooms-available). In financial modeling, RevPAR serves as a
primary driver of top-line revenue forecasts and is often linked to market supply-and-demand dynamics,
brand strength, and pricing strategy.

Average Daily Rate (ADR) represents the average price paid for a room sold, excluding complimentary
rooms and taxes. ADR is derived by dividing total room revenue by the number of rooms actually sold. If
the same hotel sells 90,000 room-nights in a year and earns $1,200,000 in room revenue, the ADR would be
$13.33. Modeling ADR requires an understanding of pricing tiers, promotional discounts, and the
competitive set. Analysts frequently build ADR curves that reflect seasonal peaks, corporate versus leisure
demand, and the impact of online distribution channels.

Occupancy measures the proportion of available rooms that are actually sold, expressed as a percentage. It
is calculated by dividing rooms sold by rooms available. Continuing the example above, 90,000 rooms sold
out of 180,000 available nights yields an occupancy of 50 %. Occupancy forecasts are typically based on
historical trends, market studies, and macro-economic indicators such as tourism arrivals and business
travel spending. In a partnership model, occupancy assumptions affect not only room revenue but also
ancillary income streams such as food-and-beverage (F&B) sales, meeting space rentals, and parking fees.

Gross Operating Profit (GOP) is the difference between total operating revenue and operating expenses,
before deducting interest, taxes, depreciation, and amortization (EBITDA). GOP provides a clear view of the
profitability of hotel operations, independent of capital structure. In a partnership model, the GOP margin
(GOP divided by total revenue) is often a key performance indicator (KPI) used to determine management
fees, incentive payouts, and equity distributions. A typical GOP margin for a full-service hotel might range
from 30 % to 45 %, whereas limited-service and boutique properties often exhibit higher margins due to
lower labor costs.

Net Operating Income (NOI) is similar to GOP but excludes non-operating items such as franchise fees,
management fees, and other partnership-related charges. NOI is crucial for valuation because it represents
the cash flow that is available to meet debt service and equity returns. In financial models, NOI is often
projected for a 10-year horizon, after which a terminal value is calculated using a capitalization rate. For
example, if a hotel generates $5 million in NOI and the market cap rate is 8%, the implied value would be
$62.5 million (NOI + cap rate).
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Capitalization Rate (cap rate) is the ratio of NOI to the property’s market value. It reflects the investor's
required rate of return based on risk, market conditions, and asset class. A lower cap rate indicates a higher
valuation for a given NOI, typically associated with prime locations or strong brand affiliations. In
partnership negotiations, the cap rate is used to determine the purchase price, equity stakes, and buy-out
provisions. For instance, a hotel with $4 million NOI and a 7% cap rate would be valued at approximately
$57.1 million.

Discounted Cash Flow (DCF) analysis is the cornerstone of modern financial modeling. It involves projecting
cash flows over a forecast period, discounting each cash flow back to present value using a discount rate
that reflects the cost of capital and risk profile. The sum of discounted cash flows plus the discounted
terminal value yields the intrinsic value of the hotel partnership. DCF models require careful construction of
revenue drivers, expense assumptions, capital expenditures, and working capital changes. Sensitivity
analysis is typically performed on key inputs such as ADR growth, occupancy, and discount rate to gauge
valuation volatility.

Weighted Average Cost of Capital (WACC) combines the cost of equity and the after-tax cost of debt,
weighted by their respective proportions in the capital structure. WACC serves as the discount rate in DCF
calculations. For a hotel partnership, the cost of equity may be derived from the Capital Asset Pricing Model
(CAPM), using a risk-free rate, market risk premium, and a beta that reflects the hotel’s exposure to market
volatility. The cost of debt is based on the interest rate on existing loans, adjusted for tax shields. If a hotel’s
capital structure consists of 60 % equity at a 10 % cost and 40 % debt at a 5% after-tax cost, the WACC
would be 8 %.

Debt Service Coverage Ratio (DSCR) measures a property’s ability to meet its debt obligations from
operating cash flow. It is calculated by dividing net operating income by total debt service (principal and
interest). Lenders typically require a DSCR of 1.20 or higher to ensure sufficient cushion. In partnership
models, DSCR constraints influence the amount of leverage that can be employed, thereby affecting equity
returns. For example, a hotel with $6 million NOI and annual debt service of $4 million would have a DSCR of
1.5, indicating a comfortable debt load.

Loan-to-Value (LTV) is the ratio of the loan principal to the appraised value of the collateral property. It is a
primary metric used by lenders to assess risk. An LTV of 70 % means that the loan amount is 70 % of the
property’s value, leaving 30 % equity at risk. In joint-venture structures, the equity contribution may be split
between the hotel operator and the capital partner, with the LTV governing the maximum loan size.
Adjustments to LTV may be required if the property’s value fluctuates due to renovation, market shifts, or
changes in brand affiliation.

Break-even Occupancy is the occupancy level at which total revenue equals total operating costs, resulting
in zero profit. It is derived by setting the revenue equation (ADR x Occupancy x Rooms) equal to the sum
of fixed and variable operating expenses. Understanding break-even occupancy helps partners evaluate the
risk of under-performance and design appropriate incentive structures. For instance, if a hotel's break-even
occupancy is 55% and the projected occupancy is 65 %, there is a 10 % safety margin that can be used to
negotiate performance-based fees.
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Fixed Charge Coverage Ratio (FCCR) expands on DSCR by including all fixed financial obligations, such as
lease payments, interest, and principal repayments. It is calculated as (EBITDA + Fixed Charges) + Fixed
Charges. Lenders may require an FCCR of 1.5 or higher, especially for hotels with significant leasehold
interests. Modeling FCCR provides a more comprehensive view of a property’s ability to service all financial
commitments, not just debt.

Management Fee is the compensation paid to the hotel operator for running day-to-day operations. It is
typically expressed as a base fee (a fixed percentage of gross revenue) plus an incentive component tied to
performance metrics such as GOP or NOI. A common structure is a 3% base fee on total revenue plus 10%
of GOP exceeding a predefined threshold. In financial models, the management fee is subtracted from
operating profit to determine the net cash flow available to equity investors.

Franchise Fee is the amount paid to the brand owner for the right to use the hotel's trademark, reservation
system, and marketing platform. Franchise fees are often structured as an initial upfront payment followed
by an ongoing royalty calculated as a percentage of room revenue, typically ranging from 4% to 6 %.
Accurate modeling of franchise fees requires projecting room revenue and applying the royalty rate, while
also accounting for any caps or minimums stipulated in the franchise agreement.

Royalty in a franchise context refers to the recurring percentage of revenue paid to the franchisor. Royalty
rates may differ for room revenue, food-and-beverage sales, and other ancillary services. Some agreements
include a graduated royalty structure, where the percentage declines as revenue thresholds are met. This
incentivizes the operator to maximize sales while providing the franchisor with a stable income stream.

Base Rent is a fixed amount paid by the hotel operator to the property owner for the use of the land or
building. In ground-lease arrangements, base rent is often escalated annually by a fixed percentage or tied
to an inflation index such as the Consumer Price Index (CPI). Base rent is a key expense line in the cash flow
model and directly impacts the net cash flow available to equity holders.

Percentage Rent is a variable component of lease payments that is calculated as a percentage of gross
revenue, often applied in addition to a base rent. Percentage rent aligns the interests of the landlord and
operator, as higher revenue generates higher rent. Modeling percentage rent requires an accurate forecast
of total revenue and a clear understanding of the percentage rate and any caps.

Revenue Sharing arrangements allocate a portion of specific revenue streams between the operator and the
capital partner. For example, a joint venture may agree to split 70 % of room revenue to the operator and
30% to the investor until a predetermined return on equity is achieved, after which the split may revert to a
different ratio. Revenue-sharing models add complexity to cash flow projections, as they require tracking
multiple revenue categories and applying distinct split ratios.

Joint Venture (JV) is a partnership where two or more parties combine capital, expertise, and risk to develop,
own, and operate a hotel. In a JV, each partner contributes equity, and profits are distributed according to
the ownership percentages. Financial modeling for JVs must capture each partner’s capital contribution,
preferred return, equity waterfall, and any claw-back provisions. The model should also reflect governance
rights, decision-making thresholds, and exit strategies.
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Equity Contribution refers to the cash invested by partners to fund the acquisition, development, or
refinancing of a hotel. Equity contributions are recorded on the balance sheet as shareholders’ equity and
are the primary source of cash for the down-payment and initial working capital. In models, equity
contributions are scheduled at time zero, and subsequent equity cash flows are tracked through
distributions and return of capital.

Preferred Equity is a class of equity that receives a preferential return before common equity holders receive
any distributions. Preferred equity holders often have a fixed annual return, such as 8 % of their invested
capital, and may be entitled to a return of capital upon liquidation. Modeling preferred equity involves
constructing a waterfall that first satisfies preferred returns, then allocates residual cash flow to common
equity. Preferred equity can also carry upside participation, where holders receive a share of excess profits
after the preferred return is met.

Mezzanine Debt sits between senior debt and equity in the capital stack. It typically carries a higher interest
rate and may include equity-like features such as warrants or conversion rights. Mezzanine financing is used
to bridge the gap between the senior loan LTV limit and the equity required by investors. In cash flow
models, mezzanine debt service is treated as an expense, and any conversion options are modeled as
potential equity dilution scenarios.

Sponsor is the entity or individual that originates and leads the hotel investment, often responsible for
arranging financing, securing the franchise, and overseeing development. The sponsor typically receives a
sponsor fee, which may be a percentage of the equity raised or a fixed amount, and may also retain a small
equity stake. Modeling sponsor fees requires incorporating both the upfront compensation and any
ongoing performance-based incentives.

Capital Expenditure (CapEx) includes all expenditures incurred to acquire, improve, or extend the life of
hotel assets. CapEx can be categorized as development CapEx (construction of a new hotel), renovation
CapEx (upgrading rooms, lobby, or F&B outlets), and replacement CapEx (periodic replacement of
equipment). Accurate CapEx forecasting is essential because it directly impacts cash flow, depreciation, and
ultimately the valuation. In models, CapEx is usually projected as a line item in each year, with assumptions
based on industry benchmarks such as a percentage of total revenue or a fixed dollar amount per room.

Depreciation is the systematic allocation of the cost of fixed assets over their useful life for accounting
purposes. Hotel properties typically use a straight-line depreciation schedule over 27.5years for residential
components and 39years for commercial components under U.S. tax law. Depreciation reduces taxable
income but does not affect cash flow. In financial models, depreciation is added back to operating profit
when calculating cash flow from operations.

Amortization applies to intangible assets such as franchise agreements, brand licensing, and goodwill.
Amortization spreads the cost of these intangibles over their contractual life, often 10-20years. Like
depreciation, amortization is a non-cash expense that is added back to net income in cash flow calculations.

Working Capital comprises short-term assets and liabilities that are required for day-to-day operations, such
as accounts receivable, inventory, and accounts payable. In hotel models, working capital changes are

Read online: https://certificates.Isba.org.uk/guides/5372921/financial- London School of Business and Administration - 25 Jun 2026
modeling-for-hotel-partnerships



5, LSBA

LONDON SCHOOL OF BUSINESS
AND ADMINISTRATION

usually modest because most revenue is collected at the point of sale, but adjustments may be needed for
prepaid expenses, accrued liabilities, and tax payments. Accurate working capital modeling ensures that
cash flow projections reflect the timing of cash inflows and outflows.

Tax Shield refers to the reduction in taxable income resulting from deductible expenses such as interest
expense and depreciation. The tax shield is calculated by multiplying the deductible amount by the
marginal tax rate. In DCF models, the tax shield is incorporated by adjusting operating cash flow for
tax-beneficial effects of debt financing. For example, a hotel with $2 million in interest expense and a 30%
tax rate enjoys a $600,000 tax shield, which increases cash flow.

Net Present Value (NPV) is the sum of discounted cash flows minus the initial investment. A positive NPV
indicates that the project is expected to generate value above the cost of capital. In partnership
negotiations, NPV is used to compare alternative structures, such as a fee-only management contract versus
an equity joint venture. Sensitivity analysis around NPV highlights how changes in occupancy, ADR, or
discount rate affect the overall attractiveness of the deal.

Internal Rate of Return (IRR) is the discount rate that makes the NPV of cash flows equal to zero. IRR is a
common metric for evaluating the profitability of an investment from the equity holder’s perspective. In
hotel partnerships, IRR is often calculated for each equity class (preferred and common) and is compared
against hurdle rates set by investors. A higher IRR suggests better risk-adjusted returns.

Equity Waterfall is the mechanism by which cash flows are allocated to equity investors in a hierarchical
order. The waterfall typically begins with a return of capital, followed by a preferred return, then a catch-up
provision for the sponsor, and finally a split of any remaining profits according to agreed percentages.
Modeling the waterfall requires tracking cumulative cash distributions and ensuring that each tier's
conditions are met before moving to the next.

Claw-back Provision allows investors to recover previously paid distributions if later cash flows are
insufficient to meet agreed-upon return thresholds. Claw-back clauses protect investors from
over-distribution in early years that later turn out to be unsustainable. In a model, claw-back is implemented
by adjusting the equity waterfall to retroactively reallocate cash flow when the final cash balance falls below
the agreed return.

Exit Multiple is the multiple applied to a terminal metric, such as NOI or EBITDA, to estimate the sale price
of the hotel at the end of the forecast horizon. The exit multiple reflects market expectations for
price-to-earnings or price-to-cash-flow ratios. For instance, applying a 12 x EBITDA exit multiple to a
projected EBITDA of $8 million yields a terminal value of $96 million. The exit multiple is a key driver of the
terminal value in DCF analysis.

Terminal Value captures the value of cash flows beyond the explicit forecast period. It is calculated either by
the perpetuity growth method (NOI + (WACC — growth rate)) or by the exit multiple method. The chosen
method should align with the property’s lifecycle, market conditions, and the availability of comparable
transaction data. Terminal value typically accounts for a large portion of the total valuation, making its
assumptions critical to model accuracy.
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Scenario Analysis involves creating multiple versions of the financial model to reflect different sets of
assumptions, such as optimistic, base, and pessimistic cases. Each scenario alters key drivers like ADR
growth, occupancy, cost inflation, and financing terms. Scenario analysis helps partners understand the
range of possible outcomes and prepares them for strategic decision-making. Results are often presented in
a comparative table that highlights the impact on NPV, IRR, and cash flow metrics.

Sensitivity Analysis isolates the effect of changing a single variable while holding all other inputs constant.
Sensitivity tables are generated for variables such as ADR, occupancy, cap rate, and WACC. For example, a
sensitivity analysis may show that a 1% increase in occupancy raises NPV by $5 million, whereas a 1% rise in
cap rate reduces NPV by $7 million. Sensitivity analysis identifies the most influential drivers and informs
risk-mitigation strategies.

Monte Carlo Simulation uses random sampling to model the probability distribution of outcomes based on
stochastic inputs. In hotel financial modeling, Monte Carlo techniques can be applied to forecast occupancy,
ADR, and cost escalation, generating a distribution of possible NPV values. The simulation provides insight
into the probability of achieving a target return, enabling investors to assess risk more quantitatively than
deterministic models.

Assumption Sheet is a dedicated section of the model that lists all input variables, their base values, sources,
and any linked formulas. Maintaining a clear and organized assumption sheet facilitates model
transparency, ease of updates, and auditability. Best practice dictates that each assumption be clearly
labeled, with reference to market research, historical data, or expert judgment.

Driver-Based Modeling focuses on the fundamental factors that generate revenue and expenses, such as
room inventory, average rate, labor cost per occupied room, and utility cost per square foot. By linking
financial statements directly to these drivers, the model becomes more responsive to changes in underlying
assumptions and allows for granular scenario testing. Driver-based models also support “what-if" analysis
for operational decisions like staffing levels or energy-efficiency upgrades.

Financial Statement Integration ensures that the income statement, balance sheet, and cash flow statement
are interlinked. For example, depreciation expense from the income statement reduces taxable income,
which then influences tax cash outflows in the cash flow statement, while accumulated depreciation updates
the balance sheet asset net book value. Proper integration prevents inconsistencies and guarantees that
changes in any part of the model propagate correctly throughout the entire financial picture.

Operating Expense Ratio (OER) expresses operating expenses as a percentage of total revenue. OER is a
useful benchmark for comparing operational efficiency across hotels of similar size and brand. In modeling,
OER can be applied to forecast expenses by multiplying projected revenue by the target OER, adjusted for
anticipated cost inflation or efficiency initiatives. Typical OER ranges for full-service hotels are 30 %—40 %,
while limited-service properties often achieve lower ratios.

Labor Cost per Occupied Room (LCOR) is a metric that ties labor expense directly to occupancy levels. By
calculating labor cost on a per-room-occupied basis, managers can gauge staffing efficiency and identify
opportunities for cost control. In the model, LCOR can be forecasted based on historical labor trends and
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adjusted for anticipated productivity improvements or wage inflation.

Utility Cost per Square Foot (UCSF) measures the expense of electricity, water, and gas relative to the
building's size. This metric is useful for assessing the impact of energy-conservation projects. A model may
include a UCSF assumption that declines over time as sustainability upgrades are implemented, thereby
reducing overall operating expenses and improving GOP margin.

Revenue Management System (RMS) is software that dynamically adjusts room rates and inventory
allocation based on real-time market data. While the RMS itself is not a financial metric, its output
influences ADR and occupancy forecasts. In partnership models, the effectiveness of the RMS can be
reflected through a “rate optimization factor” that modifies base ADR assumptions to capture expected
yield improvements.

Ancillary Revenue includes all non-room income streams such as food-and-beverage sales, spa services,
conference rentals, and parking fees. Ancillary revenue often contributes 20 %-30 % of total hotel revenue
and can be a significant source of profit because it typically carries higher margins. Modeling ancillary
revenue requires separate drivers, such as average spend per guest, number of events, and
occupancy-linked spillover effects.

Commission Structure details the fees paid to third-party distribution channels, such as online travel
agencies (OTAs). Commissions are usually a percentage of room revenue, ranging from 10% to 25%
depending on the channel. Accurate modeling of commissions is essential because they directly reduce net
room revenue and affect RevPAR calculations. In some partnership agreements, the operator may retain
commission revenue while the owner receives the net after-commission amount.

Capitalization Structure defines the mix of debt, preferred equity, mezzanine financing, and common equity
used to fund the hotel investment. Each component carries its own cost, repayment schedule, and
covenants. The capital structure influences the risk profile, cash flow distribution, and overall return metrics.
In modeling, the capital structure is represented on the balance sheet and informs the calculation of WACC,
DSCR, and equity waterfall.

Debt Covenant is a contractual obligation that lenders impose on borrowers to maintain certain financial
ratios, such as DSDSR, LTV, or interest coverage. Violating a covenant may trigger penalties or loan
acceleration. Models must include covenant testing each period to ensure compliance and to flag potential
breaches that could affect financing availability.

Interest Rate Swap is a derivative contract used to hedge against fluctuations in interest rates on
variable-rate debt. By swapping a floating rate for a fixed rate, the hotel can lock in predictable debt service
payments. Modeling an interest rate swap involves projecting the cash flows of the swap, including any
upfront premiums, and incorporating the net effect on debt service into the cash flow statement.

Currency Hedging protects against exchange-rate risk when revenues or expenses are denominated in
foreign currencies. For international hotel partnerships, hedging instruments such as forward contracts or
options may be employed. The cost of hedging is recorded as a financial expense, and the effectiveness of
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the hedge is reflected in the cash flow forecast. Accurate modeling of currency exposure is critical for
investors who report in a single functional currency.

Inflation Escalation Clause is a provision in lease or management agreements that adjusts payments based
on inflation indices. Common indices include CPI or a construction cost index. The clause ensures that the
real value of payments is preserved over time. In the model, escalations are applied annually to the base
rent or management fee, and the impact on cash flow is evaluated.

Renovation Reserve is a fund set aside to finance periodic refurbishments. Hotels typically allocate a
percentage of gross revenue, often 2 %-4 %, to a renovation reserve. This reserve is used to finance capital
improvements without requiring additional equity injections. Modeling a renovation reserve involves
projecting contributions each year and scheduling outflows for major renovation projects.

Debt Amortization Schedule details the principal repayment plan over the life of the loan. It shows the
portion of each payment that goes to interest versus principal, and the remaining balance after each period.
The schedule is essential for calculating DSCR, interest expense, and the timing of cash outflows. In many
hotel models, the amortization schedule is linked to the loan terms, including any balloon payment at
maturity.

Balloon Payment is a large lump-sum payment due at the end of a loan term, often used when the loan is
structured with a short amortization period. Balloon payments can create refinancing risk, as the hotel must
secure new financing to repay the principal. Modeling a balloon payment requires projecting the cash
needed at maturity and assessing the feasibility of refinancing under various market scenarios.

Refinancing Risk arises when a hotel relies on future refinancing to meet debt obligations, especially balloon
payments. Changes in market interest rates, property valuations, or credit conditions can affect the ability to
refinance on favorable terms. In sensitivity analysis, refinancing risk is evaluated by varying the assumed
refinancing rate and assessing its impact on DSCR and cash flow.

Capital Stack refers to the hierarchy of financing sources, from senior debt at the bottom to common equity
at the top. Each layer has different rights, risk exposure, and return expectations. Understanding the capital
stack is critical for structuring partnership agreements that allocate risk appropriately and meet investor
return thresholds.

Preferred Return (also called “hurdle rate”) is the minimum annual return that preferred equity investors
must receive before any profit sharing with common equity. It is expressed as a percentage of the preferred
equity invested. For example, a preferred return of 9% means that investors must be paid $9 million
annually on a $100 million preferred equity commitment before any residual cash flows are distributed to
common shareholders.

Catch-Up Provision allows the sponsor or senior equity holder to receive a larger share of profits after the
preferred return has been satisfied, often until a specified equity split is achieved. The catch-up accelerates
the sponsor’s share of upside profits, aligning incentives. Modeling a catch-up provision requires tracking
cumulative cash distributions and applying the appropriate split once the preferred return barrier is crossed.
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Claw-Back Mechanism ensures that if later cash flows fall short of the agreed return, previously paid excess
distributions are returned to the investors. This protects investors from over-receiving in early years that
later prove unsustainable. Implementation in the model involves retroactively adjusting cash flow
allocations when the final cash balance does not meet the target return.

Exit Strategy outlines how investors will realize their investment, typically through sale, merger, or refinance.
The strategy influences the timing of cash flows, the terminal value assumptions, and the allocation of
proceeds. A clear exit strategy is essential for aligning partner expectations and for accurate NPV and IRR
calculations.

Sale Leaseback is a transaction where the hotel owner sells the property to an investor and simultaneously
leases it back, retaining operational control while freeing up capital. This structure can improve liquidity and
reduce leverage ratios but may introduce higher lease expenses. Modeling a sale-leaseback requires
projecting lease payments, adjusting the balance sheet to reflect the new ownership, and incorporating any
gain or loss on sale.

Ground Lease is a long-term lease of land, often 50-99 years, where the lessee owns the building but pays
rent for the underlying land. Ground leases affect the capital structure by reducing the asset base and
requiring regular rent payments. In the model, ground lease rent is treated as an operating expense, and
the lease term and escalation clauses must be incorporated into cash flow forecasts.

Operating Lease is a lease where the lessee has the right to use an asset for a short period without
assuming ownership risks. Under current accounting standards, operating leases are recorded as
right-of-use assets and lease liabilities. Modeling operating leases involves estimating lease payments,
discounting them to present value, and reflecting the amortization of the right-of-use asset.

Capital Lease (finance lease) is treated as a purchase for accounting purposes, with the asset and
corresponding liability recorded on the balance sheet. The lease payments are split into interest expense
and principal repayment. In hotel models, capital leases are less common but may be used for large
equipment purchases. Accurate classification is essential for compliance with IFRS 16 or ASC842.

Tax Equity financing involves investors who provide capital in exchange for tax benefits such as depreciation
deductions or production tax credits. In hotel development, tax equity can be used to attract investors
seeking tax shields rather than cash returns. Modeling tax equity requires projecting the tax benefit
allocation, the equity stake, and the eventual cash distribution after tax benefits are realized.

Liquidity Ratio measures a company's ability to meet short-term obligations. Common liquidity ratios
include current ratio (current assets + current liabilities) and quick ratio (cash + receivables + current
liabilities). While hotels typically have high cash conversion due to immediate payment for rooms, modeling
liquidity ratios helps assess the ability to cover unexpected expenses or financing gaps.

Return on Assets (ROA) indicates how efficiently a hotel converts its asset base into earnings. ROA is
calculated as net income =+ total assets. In partnership analysis, ROA can be used to benchmark
performance against industry peers and to evaluate the effectiveness of capital deployment decisions.
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Return on Investment (ROI) measures the profitability of an investment relative to its cost. It is often
expressed as a percentage: (gain from investment — cost of investment) + cost of investment. ROl is a
simple metric that can be used to compare alternative partnership structures, such as a management
contract versus an equity joint venture.

Capitalization Rate Sensitivity explores how changes in the cap rate affect the property’s valuation. Because
the terminal value is heavily dependent on the chosen cap rate, a sensitivity table typically varies the cap
rate by +100 basis points to illustrate the impact on NPV. This analysis helps partners understand valuation
risk and negotiate appropriate exit multiples.

Operating Leverage reflects the proportion of fixed versus variable costs in a hotel’s cost structure. High
operating leverage means that a small increase in revenue can lead to a larger increase in profit, but it also
implies greater vulnerability to revenue declines. In modeling, operating leverage is captured by separating
fixed costs (e.g., management fees, property taxes) from variable costs (e.g., labor, utilities) and analyzing
how changes in occupancy affect profitability.

Cost Inflation is the expected increase in operating expenses over time, driven by wage growth, commodity
price changes, and regulatory impacts. Cost inflation assumptions are applied to expense line items, often
as a percentage increase per year. Accurate cost inflation modeling is vital for realistic GOP forecasts and for
assessing the sustainability of management fees tied to revenue performance.

Revenue Inflation refers to the projected growth in revenue due to market factors such as inflation,
increased demand, or strategic pricing initiatives. Revenue inflation rates are applied to RevPAR or ADR
forecasts to reflect expected price increases. Distinguishing between revenue inflation (price growth) and
volume growth (occupancy) allows for more granular scenario analysis.

Benchmarking involves comparing a hotel’s performance metrics against industry standards or comparable
properties. Benchmarking data can be sourced from STR reports, OTA analytics, or proprietary market
studies. In financial models, benchmarking informs the selection of realistic assumptions for ADR,
occupancy, and expense ratios.

Break-Even Analysis determines the point at which total revenue equals total costs, resulting in zero profit.
The break-even point can be expressed in terms of RevPAR, occupancy, or room nights. Modeling
break-even analysis assists partners in setting performance targets and structuring incentive fees that
reward exceeding the break-even threshold.

Performance Incentive Fee is a variable compensation component that rewards the operator for surpassing
predefined performance benchmarks, such as a target GOP margin or ROI. The fee may be a percentage of
incremental profit above the benchmark. Modeling incentive fees requires defining the trigger points, the
incremental profit calculation, and the fee rate.

Revenue Share Threshold establishes the minimum level of revenue that must be achieved before a
revenue-sharing arrangement is activated. For example, a partnership may stipulate that the operator
receives 20 % of F&B revenue only after total F&B sales exceed $2 million. Incorporating thresholds in the
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model ensures that revenue sharing is applied only when the partnership’s financial goals are met.

Capital Commitment is the amount of capital that investors agree to provide, often on a draw-down basis
as project milestones are reached. Capital commitments may be staged, with initial equity funded at
acquisition and additional equity called for renovation phases. Modeling capital commitments involves
tracking draw schedules, interest on undrawn commitments, and the impact on cash balances.

Equity Multiple (EM) measures the total cash returned to equity investors relative to the amount of equity
invested. EM is calculated as cumulative cash distributions + total equity contributed. An EM of 2.0x
indicates that investors have received twice their original investment. EM is a simple, yet powerful, metric for
evaluating the overall profitability of a hotel partnership.

Cash-On-Cash Return (CoC) expresses the annual cash flow received by equity investors as a percentage of
the cash invested. CoC = (annual cash flow + equity invested) x 100 %. This metric is especially useful for
investors focused on short-term income rather than long-term capital appreciation. Modeling CoC requires
projecting annual cash flow after debt service, fees, and taxes.

Debt Yield is the ratio of NOI to the total loan amount, expressed as a percentage. Debt yield is a
lender-focused metric that assesses the cushion available to cover debt in case of cash flow deterioration. A
higher debt yield indicates lower risk. In hotel financing, lenders may require a minimum debt yield of 12 %-—
15%. The model must calculate debt yield each period to ensure compliance.

Capital Recovery Factor is used to determine the annuity payment required to recover an initial investment
over a set number of periods at a given discount rate. The factor is calculated as [r(1+r)~n] + [(T+r)"n - 1],
where r is the discount rate and n is the number of periods. This factor is useful for budgeting capital
expenditures that are financed through loans, ensuring that repayment schedules align with cash flow.

Cash Flow Waterfall is a visual representation of how cash is allocated among debt service, preferred
returns, sponsor catch-up, and residual equity distributions. While the term “waterfall” is often used
interchangeably with “equity waterfall,” the cash flow waterfall emphasizes the chronological order of cash
outflows before any equity distribution. Building a cash flow waterfall in the model clarifies the priority of
payments and helps identify potential cash shortfalls.

Tax Allocation determines how taxable income is divided among partners based on the partnership
agreement. Allocation methods may be based on ownership percentages, special allocations for certain
types of income, or partnership-level adjustments. Accurate tax allocation modeling is essential for
calculating each partner’s tax liability and for ensuring compliance with partnership tax rules.

Depreciation Recapture occurs when a property is sold for more than its tax basis, resulting in a taxable gain
that is treated as ordinary income up to the amount of depreciation previously claimed. In hotel
transactions, depreciation recapture can significantly affect the after-tax proceeds from a sale. Modeling this
requires estimating the accumulated depreciation at exit, calculating the recapture amount, and applying
the appropriate tax rate.

Capital
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