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 Main topic - extracting the non real property elements from 

hotel going concerns.  

 Key to understanding - recognition of principles that underpin 

value. 

 Remember: Investors purchase assets in anticipation they will 

receive a return on these assets.  

 Tangible Personal Property: room furnishings, equipment 

(kitchen/dining, laundry, maintenance, recreation), 

computers, inventory, etc.  

 Intangible Personal Property: franchise, assembled workforce, 

business name, innovations, etc.  

 

INTRODUCTION  





 Three methods of valuation 

1. Cost Approach 

2. Sales Comparison 

3. Income Capitalization 
 

 

 

METHODS OF VALUATION 



Most straightforward—eliminates the need to 

address tangible and intangible personalty.  

Major drawbacks—recognition of difference 

between market value vs. value in use, and 

reliable measure of accrued depreciation.  

Three recognized methods of depreciation 

1. Age/life 

2. Market extraction (Cost Approach in reverse)  

3. Break down and feasibility rent (Income Approach in 

reverse) 

 

COST APPROACH 



 Sales of hotels abundant, but what usually sells is the total 

assets of the business rather than just the real estate.  

 This method can only be used if appraiser has a way of 

reliably removing the contributions to the price of tangible 

and intangible assets.  

 Sales, however, can serve as illustration of how much subject 

real property cannot possibly  be worth. 

 

SALES COMPARISON 



 Most popular method of valuation for hotels.  

 Appraiser has more detailed information about 

Subject property, making it more manageable than 

Sales Comparison. 

 First step - start with income to total assets then 

remove income attributable to tangible and 

intangible personalty. 

 

INCOME CAPITALIZATION 



 Removing return “of” and return “on” tangible 

personalty. 

 Income representing return “of” and “on” - same 

method you could use to quantify annual debt 

service for loan. 

 Biggest controversy - confusing a replacement 

allowance with removal of the asset.  

 

REMOVING TANGIBLE 

PERSONAL PROPERTY 



 Deductions from income stream are necessary to 

account for return “on” and “of” intangible assets.  

 Argument: Real estate cannot be the residual, as 

only intangibles are residual  

 Smith and Parr – “If only tangible assets are subject 

to property taxation, then the value of the monetary 

and intangible assets must be extracted as a first 

step.” 

 

REMOVING INTANGIBLES 





 Suggests the cost of the franchise (annual royalty rate) 
somehow removes the value of the asset from the 
income stream. 

 Reason for buying a franchise—expectation of receiving a 
return on investment. 

 Smith and Parr – “Franchise value = Present value of 
cash flows for franchised firm after payment of running 
royalties and a lump sum initial franchise fee minus 
Present value of cash flows for non-franchised firm.”  

 California Assessor Handbook, Advanced Appraisal, 
“deduction of management fee from the income stream 
of a hotel does not recognize or remove the value 
attributable to the business enterprise that operates the 
hotel.” 

 

FRANCHISE FEE METHOD 



 Excellent tool and used extensively by business valuers  

 Problem - business valuers use this to identify income 

attributable to intangibles as residual to removal of income to 

tangible real and personal property.  

 Based on fundamental relationship: Income = Value x Rate  

 When rearranged to solve for “excess” to real property, 

functions very much like residual technique.  

 

EXCESS PROFITS METHOD 



 Requires supporting a cap rate for each component.  

 Also based on fundamental relationship: Income = Value x 

Rate 

 Correct cap rate needed as well as appraiser being able to 

support a value for the intangible component.  

 

PROXY RENT 



 All three methods of valuation are acceptable as long as both 

the return “on” and “of” the value of various non realty assets 

can be identified, quantified and eliminated.  

 Income Capitalization is preferred method  

 Smith and Parr –  “If only tangible assets are subject to 

property taxation, then the value of monetary and intangible 

assets must be extracted as a first step.”  

 

CONCLUSIONS 


