HRTM 7740.81 ADVANCED NEW VENTURE MANAGEMENT IN THE HOSPITALITY INDUSTRY

AGENDA SEVEN:    “PROJECTIONS”
Saturday, April 2, 2005

Group Meetings (9:00 – 9:30)

The two new venture teams meet before the class to prepare for their class presentation

1. “Pioneer Venture Management” will need to represent their marketing plan on the buyout of Sunbay Hotel in East Hampton

2. “MIL$ Capital Group” will need to run their monthly projections for next year, as well as annual for the next 5 to 6 years. 

Administrative (9:30-9:35):

1. Discuss the Quiz #2 from last week 

2. Mention the Quiz #3 will be postponed to next week instead of this week

3. The final presentation papers are due on April 30th, and each student, before the Final Exam, would make a presentation.

INTRO (9:35-9:40):

I:   3 Stories that show – emotional reactions to purchasing a company:

a.
Joke: The wristwatch story-

b.
Santorini Hotel: My partner getting emotional with the seller


c.
The Plaza Hotel – Donald Trump – to Saudi Prince to Elad Partners

N: Emotional on Projections


The numbers don’t lie – projection will show you if the deal will work

T: Agenda:

a)  Lecture: Projections (assumptions) 15 minutes 

b)  Each of the teams will make a 15-minute presentation on the Revenue Projections (Denny’s Franchise and Sunbay Hotel) – with Comments

c)  Lecture –Intro to Raising Capital – Banks requirements of making loans 25 minutes

R: 
Three phases: 

a)  Building projections – Assumptions

b)  Valuating the proposition

c)  Establish the amount of money you need to meet your financial goals

O:  “By the end of the class each of you will know how to build projections from scratch, how to evaluate the transaction that you are involved and how much money you need to raise to achieve your financial objectives”
Lecture/Student Presentations (9:40-10:40)

Building Projections – Using Assumptions

1. Historical assumptions

2. Industry/Market assumptions

3. Market Objectives/Strategy – Assumptions

Statements

Transaction Sources and Uses

Pro-Forma Balance Sheet

Balance Sheet Statement

Cash Flow Statement

Income Statement

Operating Assumptions 

1. Revenue

a. Hotel (ADR, OC, Days, Rooms, Formats, growth)

b. Food (Avg Check, TO, Seats, Days, Formats, growth

c. Beverage (Volume, Price, growth)  

2. Cost

a. CoGS (% of sales) or (Bottom up Approach- , #waiters, chefs, cooks, maids, $ per hour – wages, 

b. Operating Expenses  (% of Sales) or (SG&A, Salaries, Marketing), 

HANDOUTS: 

1. Alexandria Hotel Properties) – Private Company

2. Starwood Hotel – Public Company - Corporate Valuations
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Investment Cash Flow Assumptions

Year 1

Year 2

Year 3

Year 4

Year 5

Exit Year

2005

2006

2007

2008

2009

2010

Revenue Assumptions

  Average Daily Rate (ADR)

355.00

$         

 

372.75

$       

 

391.39

$     

 

410.96

$      

 

431.50

$      

 

453.08

$         

 

  Available Rooms

300

300

300

300

300

300

  Assumed Occupancy Rate (OR)

80.0%

80.0%

80.0%

80.0%

80.0%

80.0%

Price Increase

5.0%

5.0%

5.0%

5.0%

5.0%

Available Rooms per Year

109,500

         

 

109,500

       

 

109,500

     

 

109,500

      

 

109,500

      

 

109,500

         

 

REVPAR (OR*ADR)

284.00

$         

 

298.20

$       

 

313.11

$     

 

328.77

$      

 

345.20

$      

 

362.46

$         

 

Total Rooms Revenues

31,098,000

    

 

32,652,900

  

 

34,285,545

 

35,999,822

 

 

37,799,813

 

 

39,689,804

    

 

  Room Revenue Growth

5.0%

5.0%

5.0%

5.0%

5.0%

Cost of Room Assumptions

  % as of Revenue

25%

25%

25%

25%

25%

25%

  Cost of Room

7,774,500

      

 

8,163,225

    

 

8,571,386

  

 

8,999,956

   

 

9,449,953

   

 

9,922,451

      

 

Operating Expense Assumptions

  % as of Revenue

10%

10%

10%

10%

10%

10%

  Operating Expenses

3,109,800

      

 

3,265,290

    

 

3,428,555

  

 

3,599,982

   

 

3,779,981

   

 

3,968,980

      

 

EBITDA

20,213,700

    

 

21,224,385

  

 

22,285,604

 

23,399,884

 

 

24,569,879

 

 

25,798,373

    

 

Less Depreciation

(1,733,333)

     

 

(1,820,000)

  

 

(1,911,000)

 

 

(2,006,550)

  

 

(2,106,878)

  

 

(2,212,221)

    

 

EBIT

18,480,367

    

 

19,404,385

  

 

20,374,604

 

21,393,334

 

 

22,463,001

 

 

23,586,151

    

 

Less Taxes (Adjusted for Depreciation)

40%

(7,392,147)

     

 

(7,761,754)

  

 

(8,149,842)

 

 

(8,557,334)

  

 

(8,985,200)

  

 

(9,434,460)

    

 

Plus Depreciation

1,733,333

      

 

1,820,000

    

 

1,911,000

  

 

2,006,550

   

 

2,106,878

   

 

2,212,221

      

 

Less Working Capital

-

                 

 

-

              

 

-

             

 

-

              

 

-

              

 

-

                

 

Less Capital Expenditures

5%

(1,554,900)

     

 

(1,632,645)

  

 

(1,714,277)

 

 

(1,799,991)

  

 

(1,889,991)

  

 

(1,984,490)

    

 

  Free Cash Flow before financing

11,266,653

    

 

11,829,986

  

 

12,421,485

 

13,042,560

 

 

13,694,688

 

 

14,379,422

    

 

Financing Expenses

Interest

5,400,000

      

 

5,400,000

    

 

5,200,000

  

 

4,900,000

   

 

4,500,000

   

 

4,100,000

      

 

Principal Payments

-

                 

 

4,000,000

    

 

6,000,000

  

 

8,000,000

   

 

8,000,000

   

 

1,000,000

      

 

Net Cash Flow

5,866,653

      

 

2,429,986

    

 

1,221,485

  

 

142,560

      

 

1,194,688

   

 

9,279,422

      

 


Building the Transaction Sources & Uses

Sources:

Debt

Mezzanine

Equity

Uses:

Going Concern

Franchise

Buildings / Assets

Equity Purchase
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Amount

% Capital

Expected 

Return

WACC

EBITDA 

Multiple

Bank Loan

60,000,000

     

 

57.7%

5.00%

2.885%

3.0x

Corporate Bonds

24,000,000

     

 

23.1%

10.00%

2.308%

1.2x

Equity

20,000,000

     

 

19.2%

25.00%

4.808%

1.0x

  Total Sources

104,000,000

   

 

100.0%

10.000%

5.1x

Uses:

Cost of Property (Land&Build)

100,000,000

   

 

Furniture and Equipment

4,000,000

       

 

Fees

  Total Uses

104,000,000

   

 


[image: image3.wmf]Exit Year

Bank Loan Information

2005

2006

2007

2008

2009

2010

Amount

60,000,000

     

 

Interest Rate

5.00%

Maturity

2011

Term (Years)

7

Amount Outstanding

60,000,000

     

 

60,000,000

    

 

56,000,000

  

 

50,000,000

 

42,000,000

 

 

34,000,000

 

 

33,000,000

    

 

Interest Payment

3,000,000

      

 

3,000,000

    

 

2,800,000

  

 

2,500,000

   

 

2,100,000

   

 

1,700,000

      

 

Schedule Payments

-

                 

 

4,000,000

    

 

6,000,000

  

 

8,000,000

   

 

8,000,000

   

 

1,000,000

      

 

  Total Financing Payment

3,000,000

      

 

7,000,000

    

 

8,800,000

  

 

10,500,000

 

 

10,100,000

 

 

2,700,000

      

 

Corporate Bond Information

Amount

24,000,000

     

 

Interest Rate

10.00%

Maturity

2014

Term (Years)

10

Amount Outstanding

24,000,000

     

 

24,000,000

    

 

24,000,000

  

 

24,000,000

 

24,000,000

 

 

24,000,000

 

 

24,000,000

    

 

Interest rate

2,400,000

      

 

2,400,000

    

 

2,400,000

  

 

2,400,000

   

 

2,400,000

   

 

2,400,000

      

 

Schedule Payments

-

                 

 

-

              

 

-

             

 

-

              

 

-

              

 

-

                

 

  Total Financing Payment

2,400,000

      

 

2,400,000

    

 

2,400,000

  

 

2,400,000

   

 

2,400,000

   

 

2,400,000

      

 

Total Financing

5,400,000

      

 

9,400,000

    

 

11,200,000

 

12,900,000

 

 

12,500,000

 

 

5,100,000

      

 

Total Debt Outstanding

84,000,000

    

 

80,000,000

  

 

74,000,000

 

66,000,000

 

 

58,000,000

 

 

57,000,000

    

 

Debt Terms

Bank Debt Terms:

Money Terms:

Amount:

Interest Rate (Frequency of payments – quarterly, monthly)

Tenor, Maturity, Term in Years

Payments (Amortization Schedule)

Security

Other Terms:

Covenants (Ratios of EBITDA / Interest , Total Debt / EBITDA)

Negative Covenants (Limitations of other Debt, Other Liens, Dividend policy)

CLOSING REMARKS:

Homework - Each team should figure out their Transaction Sources and Uses. Given their projected cash flows for each of their project, as well as the up-front costs, how much money could we obtain from third party sources, such as the banks, mezzanine financial institutions and other New Venture firms.

