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YNTRoDUCTIoN: BACKGROUND TO THE RESEARCH
I In ADril 1997, an article titled "Team Performance, Attendance,

I ar,d irirt for Ma jor League Baseball Stadiums,"l was published
as part of the Real Estate lssues seies on counseling opportunities in
the mafor league sports industry. That Presentation noted the grow-
ing importance of venue revenues: to both the owner of the stadium
(typically a municipality, county, or public authority) and the owners
of the team franchise. The emphasis in the article was on Major
League Baseball stadiums, although many venues were dual-sports
facilities housing National Football League (NFL) teams as well.

The reported findings demonstrated the imPortance of gameday
ticket revenues to both the stadium owner and the franchise. In recent
years, however, gross ticket revenues have represented a declining
percentage oftotal venue revenues. Not surprisingly, on-field perfor-
mance by Maior League Baseball (MLB) teams was a major determi-
nant of attendance, which determines revenues from ticket sales as

well as concessions and parking. Moreover, the dollar volume from
sales of short-term licenses on luxury boxes/suites and club seats

tends to fluctuate directly and nearly proportionately with on-field
team success (particularly in the preceding year).

Within the framework of subsequent assignments to value lease-
hold/possessory interests of major league teams in both MLB and the
NFL, we have been required in each instance to estimate market rent.
Moreover, we served as consultants in the 1989-1990 ProPerty tax

appeal of SkyDome in Toronto, as well as its 1995 sale. ln both those

cases, the identification of market rent payable by the tenant MLB
franchise was a major issue.
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l'eby'Renovated or Plannerl Major League Baseball Facilities Since 1990

Cinciruati Reds
Houston AsEos
Milwaukee Brewers
San Francisco Giants
Derroit Tigers
Minnesota Twins
Seanle Mariners
Anzona Diamondbacks
San Diego Padres
Tampa Bay Devil Rays
Anaheim Angels
Oakland Athletics
Atlanta Braves
Colorado Rockies
Texas Rangers

Cleveland Indians
Baltimore Orioles
Chicago wlite Sox
Montreal Expos
Ncw York Mes
Philadclphia Phillies
Pittsburgh Pirates
Boston Red Sox
New York Yankees

Tt...\)I

Scanle Seahawks
Detroit Lions
Cincinnati Bengals
Tennessee Oilers
Baltrmore Ravens
San Diego Chargers
Tampa Bay Buccaneers
Washington Rcdskins
Carolina Panthers

Oakland Raiders
Jacksorlville JaBuars
St. Louis Rams
Atlanta Falcons
Sa.I Francisco 49ers
For Possible NFL Team
New England Patriots
For Possible NFL Team
Minnesota Vikings
Denver Broncos
For Possible NFL Team
Chicago Bears

Arizona Cardinals
Pittsburgh Steclers

Philadelphia Eagles

Ford Stadium
Paul Brown Stadium
Nashvillc Stadium
Ncw Baltimore Stadium

Qualcomm Stadium
Tampa Bay Community Stadium
Jack Kent Cooke Stadium
Ericsson Stadium
Oakland-Alamcda County Coliseum

Alltcl Stadium
Transworld Dome
Ccorgia Domc
3com Park
AstroDome
Foxboro Stadium
Los Angeles Coliseum
Metrodome
Mile High Stadium
Ncw Cleveland Stadium
Soldier Field
Sun Devil Stadium
Tfuee Rivers Stadium
Vererans Stadium

New Sea e Stadiurn
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Reds Stadium
Ball Park at Union Square

Millcr Park

Pacific Bell Park

Tigcrs Ballpark
Twins Ballpark
Marirers Ballpark
Bank One Ballpark

Qualconm Stadium
Tropicana Field
Edison Field
Oakland-AlamcdaCounty Coliseum

Tumer Field
Coors Field
Ballpark at Arlington
Jacobs Field
Camden Yards
Comiskcy Park
Olympic Stadium
Shea Stadium
vetcrars Stadium
Tfuec fuvers Stadium
Fcnway Park
Yankee Stadium

2001 Neu'
2000 New
2000 New
2000 New
2000 New
2000 N'ew
1999 New
1998 New
1998 Renovated
1998 Renovated
1998 Renovated
1996 Renovated
1996 New
1995 New
1994 New
1994 New
1992 New
l99l Ncw
Planning Construction^enovation
Plarning ConstructionlRenovation
Planning Consruction/Renovation
Plannirlg CorrctructioolRenovalion
Planning Construction/Renovation
Plannin ConstructionRenovation

liew/Renovoted or Plonned liolional Footboll L e Facilities Since 1990

2002 Ncw
2000 New
2000 New
1999 New
1998 Ncw
1998 Renovated
1998 New
1991 New
1996 New
1996 Renovated
1995 Renovated
1995 Ncw
1992 New
Plallrring Construction/Renovation
Planning Construction /Renovation

Planning Construclion /Renovahon

Plaluling Constructiorl,{Renovatlon
Planning ConstructiooRenovatton
Planning ConsttucliorL/Renovation
Plamrng Constructlor/Renovalion
Planning ConstructioolRenovatlon
Planning Construction{Renovalion
Planning Construction/Renovation
Planning Construction/Renovation
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This manuscript presents the results of analyzing
the body of lease and rental data for MLB, NFL and
dual-sport stadiums. The indicated market rent
model derived from that analysis is also shown.

FEASIBILITY ANALYSIS AND VALUATION
OF LESSEE INTERESTS
Table 1 lists the new MLB and NFL stadiums built in
the 

.l990s, 
major renovations of existing stadiums,

and new construction under way or planned as of
1998. Virtually every existing or planned MLB and
NFL venue is on that list. At least one feasibility
study was conducted for each project, rvhether
completed, in process, or proposed. Feasibility stud-
ies are necessary to obtain project financing, much
of which takes the form of debt plus "equity" par-
ticipations represented by the sale of such intan-
gibles as naming rights, exclusive product sales
rights, or advertising rights in the new or renovated
stadium. Indeed, sale of these intangibles has pro-
vided a major proportion of the up-front money
that constitutes "equity" in recent major league
stadium construction pro,ects.

ln any feasibility study, anticipatr.d revenucs are
necessarily forecast (often optimistically). One of
the ma jor elements of revenue, but far from theonly
source, is the rent to be paid by the tenant franchise
for the use of the stadium. Because the lessor is
typically a public body, that rent is required to be
"market rent," which is defined by the Appraisal
Institute as, "the rental income that a property
would most probably command on the open mar-
ket, as indicated by current rentals being paid and
asked for comparable space, as of the date of the
appraisal."'

Over 30 MLB and NFL leases were studied as part
of the research on which this article is based, to
identify what (if any) market pattern of rentals
exists. Information on other leases came from the
publication, lnside the Ozonership of Professional
Sports Teams: 1999.r Both NFL and MLB leases
specify and distinguish carefully betr.r,een "rent"
paid by the lessee franchise and revenue-sharing by
the stadium owner (nearly always a public body)
with the lessee franchise owner. These leases are
signed well in advance of construction, and pro-
vide an important basis for acquiring both equity
participations and debt financing. Typically, there-
fore, the analysis of "feasibility" incorporates a

consideration of market rent.

In addition, property tax authorities in many states
are empowered to assess and tax the leasehold

interest that a private lessee-user holds in tax-ex-
empt real estate (especially that which is publicly-
owned). ln somt jurisdictions (e.g., Calilornia), the
"Possessory Interest" held by a private lessee on
publicly-owned property is taxed as the present
h'orth ofnet operating incomebased on market rent
(or occasionally as the present $'orth of nct market
rent). In other states (e.g., North Carolina), the
Ieasehold interest of a private lessee in publicly-
owned real property is taxable when the present
worth of market rent exceeds that of contract rent.
In either set of circumstances, the market value of
the lessee's interest in the stadium real property is
measured via income capitalization, which in turn
requires an estimate of market rent.

Finally, in the relatively rare instances of privately-
owned major league stadiums whose owners are
not the team franchises themselves (e.g., SkyDome
in Toronto, the New Baltimore stadium, Ericsson
Stadium in Charlotte), income capitalization is also
employed to value the stadium real estate for prop-
erty tax purposes. Once again, market rent is one of
the necessary ingredients in the analysis.

THE NATURE AND MEANING OF
MARKET RENT
For purposes of this analysis, the differently worded
definition of "market rent" from the International
Association of Assessing Officers, with the same
meaning, is more to the point:

"The rent currently prevailing in the market for
properties comparable to the subiect property.
Markt't rent is capitalized into an estimate of
value in the income approach."'

The critical point in both the Appraisal Institute and
IAAO definitions is that rental data are to be de-
rived from "the market" for comparable or com-
petitive properties, which consists of major league
stadiums located throughout the U.S. and Canada.
The data reviewed for this research were the rents
called for in 22 MLB leases and 25 NFL leases in
force as of 1998. The results of those lease reviews
are summarized inTablcs2 and 3 lor NFL leases, and
Tablc .{ for MLB leases.

It is important to reiterate the fact thatboth NFL and
MLB leases differentiate carefully between pay-
ments made by tenant team franchises that are
labeled "rent," and allocations of revenues from
such items as naming rights, concessions, advertis-
ing, or parking. All of these latter items, unless
identified explicitly as part of "rent" (e.g., Denver

The upshot is that hotels that have not kept pace in
reducing labor costs havebeen left behind in today's
market. While new hotels are designed to be much
more efficient than older properties, there are still
numerous techniques for managing payroll in ev-
ery hotel. Positions such as night auditor have
effechvely been eliminated at many hotels, and
several back office jobs such as accounting ancl
payroll clerks that were once full-timeare now part-
time. A thorough review of payroll expenses is
often a fertile area to investigate additional poten-
tial for expense minimization and profit growth.

CONCLUSION
The industry has seen a strong shift in profitability
during the.l990s. This article has set forth a com-
parison of the industry in 1990 and 1997, showing
the dramatic turnaround, and several reasons for
the changes were cited. Now that the industry is
heading into a period of more moderate profit
growth, managers will look for ways to continue to
generate strong earnings. Several examples of
supplemental revenue growth were cited. The com-
bination ofbackground and current practices should
enable professional counselors to approach hotel
analysis with an enhanced perspective.*.,

NOTES
l. Smith Travel Research, Hosf R4Drl, 1991 and 1998 annuals
2. Departmentalexpensesareshownasap€rcentageof depart-

mentalrevenue,
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Management Fees

Fees associated with retaining professional
management are one of the few areas that have
moved up during the 1990s. With scant new unit
growth in the early 1990s, operators often dis-
counted the price of management services as an
enticement to owners. Now, growth options are
more plentiful for operators, and strong profitabil-
ity levels have crea ted a "plenty of money for every-
body" attitude.

That said, long-term management contracts -
five years or more - continue to be a very strong
negative value influence. Up until two years ago, it
would have been appropriate to estimate market
value by calculating the unencumbered estate's
value and then subtracting out the estimated liqui-
dated damages associated with terminating the
long-term contract. Since many contracts are silent
regarding early termination, values of these proper-
ties were subiect to wide confidence intervals. To-
day, there is a minimal value discount for highly
desirable properties with long-term management.
Mid-market and economy hotels, however, remain
marketable only unencumbered.

FIXED CHARGES
Property Taxes

As hotel prices fell dramatically in the early
1990s, so too did the assessments underlying real
property taxes. Although values have improved
sharply throughout the decade, assessments, by
and large, have not kept pace. This has led most
buyers to be wary of "reassessment risk," i.e., that
upon sale, the assessor will increase the assessment

Table 2

to reflect the property's enhanced value. In some
cases, it is possiblefor taxes to increaseby more than
100 percent. It is fundamental to proper counseling
to consider this risk in advising clients.

Insutance
As mentioned under administrative and gen-

eral expenses, liability insurance is posted to this
account, along with property insurance.

Reseroe for Replacement (of short-lioed assets)
Escrowing funds for ongoing asset replacement

has become more pervasive than ever in the hotel
industry. [n part, this is the direct result of research
published by the International Society of Hospital-
ity Consultants. In its landmark CapEx study, it
found that the traditional reserve of two-to-four
percent of total revenue was woefully insufficient.
The real economic cost of replenishing furniture,
fixtures, and equipment at a level that ensures
ongoing competitiveness was found to be closer to
nine percent. As a consequence, the funds escrowed
for replacement reserves are continuing to move
upward.

SALARY RECAP
Most analysts recognize that the hotel industry is

labor intensive. However, it is important to see just
how far managers have been able to reduce payroll
in the current market. Labor costs are certainly
decreasing as a percentage oftotal revenue, amount-
ing to 37.5 percent of revenues in 

.1990 
and falling to

25.1 percent of revenues in 1997. However, in abso-
lute dollars, payroll has basically been flat during
the 1990s, as shown in Tnble 2.

Table 2
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7990

Rooms 972.70

Food and Beverage 15.04

Telephone 0.47

Other Operated Departments 2.U

Administrative & General 5.02

Marketing 2.92

Property Operation & Maintenance |!f
Total Payroll $43.72

1997

$14.30

75.96

0.48

1.31

5.36

3."12

3.15

$44.15
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Table 2 (Continued)
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Credit card commissions are showing a slightly
downward trend. More hoteliers are negotiating
commissions with credit and charge card compa-
nies.

Miscellaneous sources of short-term savings in
the administrative and general category (as well as
other operating departments) include cutting back
on training and bonuses. A sawy counselor will
identify these items and evaluate their potential
impact on future performance levels.

Marketing
The biggest area of change has been the grow-

ing cost of frequent guest programs. These loyalty
programs have not been as powerful a tool in the
hotel industry as is the case in the airline industry,
but their popularity is increasing. Studies have
shown that the loyal customers tend to pay higher
room rates (up to 25 percent more), spend more per
visit and visit more often. These fees can surpass
$10 per occupied room, and thus can be more
expensive than even property maintenance. The
recent announcement by Starwood of its new fre-
quent guest program is widely expected to create a
"points war" where the customer will be offered
ever-richer rewards.

Frunchise Fees

While the strength of brands may be ebbing in
consumer products, it continues to be an increasing
trend in the hotel industry. Even as franchisees
unite and look for a better deal from franchisors,
there is little evidence that royalty fees will moder-
ate. Although franchise fees decrease as a percent-
age oftotal revenue in theSmith Travel data, report-
ing differences distort what has generally been a
rising cost.

An important value consideration with
franchisors (and some management companies)
concerns the issue of Product Improvement Plans
(PIPs) required as part of any change of ownership.
Now that there is more profit to be distributed in the
industry -and new brands emerging as competi-
tors- many franchisors are requiring substantial
capital expenditures to meet ever-higher standards.
Forsmall and mid-sized hotels in particular, it is not
unusual for the PIP to be 10 percent or more of the
asset value.

Property Operution and Maintenance
Maintenance is an area where hoteliers have

spent a lot of effort in recent years. Strong profits
have encouraged owners and operators alike to

Since 1990, eoery additiot al dollar of
relret ue taken in by the industry has

resulted in 70 cents of GOP.

This demonstrates the high operatirlg
leoerage of the hotel business: that it

costs rclatiaely little to reflt each

incremental rooffi. In addition, hoteliers
benefited ftom the ilemand-pull inflation

that accelerated room rate increases

without requiring cone sp on ding
improztements in product quality.

take care of accumulated maintenance needs. In
many properties, a detailed view of maintenance
expenditures can reveal items that are non-recur-
ring and thus suggest future moderation in PO&M
exPenses.

Maintenance expenses should be evaluated to-
gether with capital expenditures. Many expenses
can properly be considered either capital or operat-
ing in nature. Further, certain capital expenditures
have the effect of reducing ongoing maintcnance
expenses.

Energy
The deregulation of utility companies and in-

creasing efficiencies for major equipment has facili-
tated cost controls in the energy department. How-
ever, since service costs are relatively fixed and
there is no labor in this department, opportunities
for gains are generally related to improved equip-
ment efficiency and manipulation of peak load
periods. One benefit of improving technology is
increasingly sophisticated property management
systems (PMS's) that help control energy expenses.

GROSS OPERATING PROFIT
The industry's profit improvement discussed at the
outset of this article is most dramatically seen from
the context of Gross Operating Profit. Since 1990,
every additional dollar of revenue taken in by
the industry has resulted in 70 cents of GOP. This
demonstrates the high operating leverage of the
hotel business: that it costs relatively little to
rent each incremental room. ln addition, hote-
liers benefited from the demand-pull inflation
that accelerated room rate increases without re-
quiring correspond ing improvements in product
quality.
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composition of revenue from the various food and
beverage outlets will inform a proper cost analysis
for this department.

A recent trend has been strong increases in
room service. Many travelers are using their com-
puters to log on to corporate computer systems at
the end of the business day, and as a consequence
are forced to spend more time in guestrooms. Hotel
managers are respond ing by increasing menu prices
for in-room dining and adding delivery charges
and mandatory gratuities to guests' bills.

Another growing area of F&B profitability is
meeting room charges. In 1990, meeting space was
typically given away to customers in exchange for
associated guest room and catering business. No
longer is this the case. Meeting rooms are rented as
a separate charge in most commercial hotels.

The following list identifies some areas that
hoteliers are targeting to improve revenue in the
food and beverage department.
' Menu Prices (including in-room dining). Banquet Prices

' Banquet Room Charges
. Banquet Bartender Charges
. Minibar Prices
. Banquet and Meeting Cancellation Charges

Telephone
Hotel managers feared a dearth of telephone

revenue with the advent of company calling cards
and other sophisticated telephony advances. How-
ever, there has been ample room for hoteliers to
improve telephone revenue. In fact, the predomi-
nance ofbusiness travelers with computers is likely
to foster a strong increase in connection charges as
these road warriors log on to proprietary database.
Intemet, and e-mail services. Zero.plus telephone
charges and room-to-room phone charges offer
other examples of how managers are driving more
revenue from the telephone department.

Other Operuted Depart nents
Formerly labeled "minor operated depart-

ments," this category has tripled in importance
during the 1990s. Hotels have become more aggres-
sive about charging Ior health clubs, business cen-
ter services, and the like.

Amenity fees, business center prices, and the
like constitute the major initiatives of hotel man-
agers in driving more revenue from this depart-
ment.

Rental and Other lncome
Proper investigation of rental and other income

requires an analysis of this line item's various com-
ponents. Hoteliers frequently evaluate whether to
operate or lease out restaurants, gift shops, and
other guest services. While revenue from an oper-
ated restaurant would show up in food and bever-
age revenue, a leased restaurant would be posted to
this line item- Similarly, an operated gift shop's
revenue is posted to other operated departments,
while a leased shop is properly in this revenue
category.

Parking Charges are an example of how hotel
companies seek to improve the revenue from this
department. By simply marking up the cost of park-
ing for hotel guests as well as people attending
banquets and meetings, hotels are able to improve
their profit picture. Negotiating better commission
structures for public telephones, vending machines,
and video games is another area of management
focus.

UNDISTRIBUTED OPERATING EXPENSES
A recently emerging concern relating to undistrib-
uted operating expenses is the propensity foropera-
tors to cut back on these expenditures in times of
decreasing profitability. While industry profi ts con-
tinue to rise, the pace of improvement has moder-
ated. ln order to maintain profit growth, operators
sometimes look to cut back on marketing, mainte-
nance and general oversight. The impact of these
cutbacks is not likely to be felt in the short term,
thereby postponing the pain of weakening revenue
growth. However, these "savings" frequently cre.
ate negative lon8-term consequences that need to
be thoroughly evaluated.

Ailminis tr a t io e anil G ened
One change in financial statements has to do

with the costs reclassified under the most recent
edition of the Uniform System of Accounts for
Hotels. Liability insurance, which had tradition-
ally been posted to the administrative and general
department, was reclassified as part of the insur-
ance expense under fixed charges. This reclassi-
fication is important for both comparative pur-
poses (to prior years and to comparable state-
ments) and for its potential impact on incentive
management fees. Since many management con-
tracts have incentive fees tied to Gross Operating
Profit levels, moving anyexpenseinto fixed charges
has the result of increasing GOP and incentive
management fees, while reducing the owner's
profit.

Table 3

National Football League Leases
By Year Signed (Newest First)

NOTES:
(a) Percentage ofGross Ticket Revenues Only
(b) Tax Surcharge Omitted
(c) Plus Stadium Maintenance
(d) Departed
(e) Expired;Year-to-Year
(0 Graduated

SOURCE: See Table 2-

Lease Date
(Year)

Term
(Years)

Rent
Percentage('l Team

r996
1995

r995
1995

1995

t994
r993
1990

1989
1987

1987

I985
1985

1984

1984

1980

1980

t9'79
1976
1975
t973
t972
r970
t970
1968

t96'7

30 (+[4x5])
3

30
25
30
l6

2s (+[2x5])
30

Yr.{o-Yr. to 2024
20

30 (10 + [4xs])
35

24 (+25)
25
20
25

20
30
30
50
30

25t t

30
27 (+[3xs])

3o(d)

40

t7.0%
0.0%
0.0%

2.s\oo
2.0%

6.60A'b)

6.5vo

10.0%
9.s%

14.00/o

E.7%
15.7%
15.0%

2.Oo60',)

43%
21.5%
10.0%
7.0%
n.0%
7.8%

4.g%o.)
7.5%
10.0%
25.3%

10.0%c)

Tampa Bay (New)
Baltimore (Old)
Baltimore (New)
Jacksonville
St. Louis
Oakland
New Orleans
Atlanta
Green Bay
Denver
Arizona
San Diego
Dallas
New York Jes
Indianapolis
Kansas City
Chicago
Minnesota
Seattle
New York Giants
Denoit
Buffalo
Pittsburgh
San Francisco
Houston
Cincinnati
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Broncos, Dallas Cowboys, Arizona Cardinals, Chi-
cago Bears, as indicated in Table 2), are revenues
that would normally come to the owner of the
stadium. In the current market, however, they are
increasingly shared by the stadium owner with the
franchise team as an inducement either to come to
the stadium, remain at the stadium, or both. Never-
theless, they do not represent "rent," nor do they
serve as indicators of market rent.

If revenues from concessions, parking, advertising,
Iuxury boxes/seats, or naming rights are shared
between the stadium owner and the franchise team,
it is because the stadium owner chooses to do so. A
tenant has no inherent legal right to venue revenues
which are generated at or by the real estate. Accord-
ingly, such revenue sharing (or allocation solely to
one party or the other) is not part of rent, regardless
of the method of collection and distribution. This is
analogous to the collection of taxes by the team as

part of ticket revenues, and their subsequent dis-
tribution to the taxing authority (local, county, or state).

THE MARKET RENT MODEL FOR
MAJOR LEAGUE STADIUMS
Market rent information from 25 NFL franchise
leases is presented in Tnbles 2 attrl 3. One tenant
franchise (Philadelphia Eagles) would not provide
the requested information. Moreover, three NFL
stadiums are owned by the team, while the Carolina
Panthers' stadium is owned by a related private
corporation.

Similarly, Ta}le 4 provides rental information for 22

MLB leases. Five MLB stadiums are owned by the
team, and one stadium (SkyDome) is privately
owned by an investment Broup.n

The information provided in Tables 2 and 3 for NFL
franchise leases and Table 4 for MLB franchise leases

indicates that there is a rather wide range of per-
centage rent payments. Yet the underlying formula
is remarkably consistent: Rent is Paid as a percent-
age of gross ticket sales revenues. This is the NFL
stadium market rent model. As noted earlier, four
NFL franchises also pay a percentage of "luxury"
seat revenues: the Arizona Cardinals, Chicago Bears,

Dallas Cowboys, and Denver Broncos. It is note-
worthy, however, that these four leases all pre-date
1990, with the most recent (Broncos and Cardinals)
dating from 1987. No such arrangements are found
in any subsequent leases.

As Table 3 shows, with the exception of the Tampa
Bay Buccaneers lease of 1995, the leases signed after

1990 generally called for a lower rent Percentage
than did earlier leases. It is also instructive to note
the effective rent percentage being paid by the
Tennessee Oilers in their former Houston venue,
which may help explain the relocation of the fran-
chise.

Table 4 summarizes the effective rental rate for 22

MLB franchises, in ascending order of percentage.
All of the MLB leases also provide that rent shall be
calculated as a percentage of gross tickct sales rev-
enues. Thus, the market rent model for major league
sports stadiums is simple and straightforward: the
lessee team franchise pays rent as a percentage of
Bross revenues from ticket sales.

Calculation of Market Rent
For NFL franchises, the median and modal rent

percentage is 10 percent of gross ticket sales rev-
enues. More leases call for less than 10 Percent than
require rent in excess of 10 percent. Moreover, the
percentage rents for most of the reported leases

signed in the 1990s are at substantially less than 10

percent of gross ticket sales revenues. Neverthe-
less, 10 percent of gross ticket sales revenues was
selected and used as the best indicator of market
rent for NFL stadiums over the past three to five
years.

For MLB stadiums, on the other hand, the mean
effective rental percentage rate is 6.7 percent of
gross ticket sales receipts, while the median is 6.75

percent. This is noticeably lower than the percent-
age for NFL stadiums. A number of factors combine
to explain this difference.

First, MLB teams play eight times as many
home games (81) as do NFL teams (10, including
two exhibition games). Second, home attendance at
MLB stadiums averaged 2,150,000 in 1996, which is
approximately 4.5 times the average of NFL home
attendance between 1992 and 1996. At the same
time, average ticket prices for MLB teams were
approximately one-third the average ticket price
for NFL games. lnterestingly, however, the aver-
age gross ticket sales revenues were approri-
mately the same for all NFL teams combined, as

compared with the average for all MLB teams com-
bined.

The important finding is that rent Payments for
NFL team franchises and for MLB team franchises
are both calculated effectively as a Percentage of
gross ticket sales revenues. Over the period covered
by the data in our analysis, the indicated market

Table 1

a fee for checking out early, without notifying man-
agement in advance. Because cancellation fees typi-
cally apply to group business as well as other cus-
tomers, the fees can be sizable. During a recent
month, a California hotel derived 10 Percent of its
room revenue from cancellation fees.

Master folio billing charges, early departure
charges and cancellation charges have all been ar-
eas of supplemental revenue growth for hotels and
can be expected to increase as long as conditions
remain strong.

Food anil Beaeruge
In 1990, many hoteliers had practically given up

on food and beverage service, tagging it as a money-
Iosing department that most guests didn't appreci-
ate. Today, hotel food service outlets have gained
more respect, and travel journals likeCourmet maga'
zine regularly cite hotel restaurants among the fin-
est eateries in many cities.

It is important to look at the comPosition of food
and beverage revenue at a hotel. Typical revenue
sources include restaurants, lounges, banquet ca-

tering, and room service. Most often, the restaurant
and room service are unprofitable or marginal due
to the round-the-clock labor they require. Catering
and lounges, on the other hand, often benefit from
tight scheduling and sizable liquor mark-ups. The

Comparative Hotel Financial Information, 1990 and 1997
(stated itl aterage ano nts per at'nilnble rtttttrt)

1997

100.046,22327,117

10.9
59.15L.5

29.5

21 .9

i3.1

1990

48.5

Pcrcent ol
TotaP

72.9vc

$112.81
63.3%,

$71.07

64.2

28.i
2.6
3.3

64.0

i0.0

2.1

1.6
100.0

$29,700
13,179

1,2?3

1,513

668

$17,338
8,127

650
568
433

DErernlrn"rer ExppNsrs

Rooms

Food and Barrage
Telephone

Other Operalcd Departmeflts
Tolal Deryrtmental Expenses

Drpexrusrrrrt. Pronr

24.8
75.5

43.0

28.1

87 .4

89.9
2.2

7,377
9,908

525
1.106

18.910
27,373

4,872
7 ,103

584

597

13.156

13,961

UNosmrsLT:o OP. ExprNsEs

Administratiae ond Ceneral 2,874

Marketing 7,735

Flanchise Fees 380

Property Operaliotts and Maint. 7,573

Energy 7,491

Total Undistributed Op. Exp. 8,053

Gnoss OprnarNc Pxonr 5,908

7.9

5.7
0.7
4.8
3.6

22.6

36.5

10.6

6.4
't .4

5.8
5.5

3,635
2,645

311

2,208
1.643

10.M2
16,877

1.551

15,310
2.3

-19,5
Management Fees 624

lncour Beronr FrxrD CHARCES 5,204

Percenl of
Totalz

Occupancy
Average Room Rate

RrvENurs

Rooms

Food and Belernge

Telephone
O ther Oper ated Depart men t s

Rental and Other lncome
ToreL RrvsNur
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uring the 1990s, the hotel industry has witnessed a stunnint
tum of fortune. At the start of the decade, the industry
recorded its biggest loss ever, at $5.7billion (after debt service

and income taxes). Occupancy levels were eroding, and room rates
were losing ground after inflation. Investor interest was down sharply,
sending asset prices downward.

Today, the industry is as strong as it has everbeen. Profits are at record
levels. Occupancies have retreated slightly from 1995's high. but
remain strong in most markets. Rooms rates have grown well above
inflation levels and are estimated to do so for at least the next four
years.

Table 1 presents a summary profit and loss statement for the hotel
industry that demonstrates the magnitude of the changes that have
taken place.

The sizable changes suggest that counselors and other analysts
should have a different approach to analyzing hotel financiaI state-
ments than they did 10 years ago. The following comments will
highlight a few of the major changes that flow through hotel operating
results during the 1990s.

OPERATING DEPARTMENTS
Rooms

One significant change has been the importance of cancellation
penalties. With market conditions relatively strong, hotels should be
capturing penalties for not occupying reserved rooms. Most fre-
quently, hotels charge a fee of 25 percent to 100 percent of the room
rate for an unused reservation. Additionally, many hotels now collect

Table 4

CgaNGES IN THE

Horm IrunusrRyrs
FmINCTAL Plcrunn

Year
Signed

Term
(Years)

20
20(r)

23

20(r)

35
25
30
NA
20
40
l7d)
NA
30
30
33
20

30(r)

30
40(r)

30
l2
20

t994
1977

1983

1996
t973
1990

1979
NA
1995
1970

I994
NA
l99l
1994
1996

1985

1972
1979
L97 t
197 0
1988

1990

O.go/o(11

3.4%
3.7%
5.0%
5.0%
5.4%
6.0%
6.4%
6.5%
6.6%
6.6%
6.9%
7 .0o/o

7.5%

77%
8.lo/o

9.5%
10,0%
10.0%
t0.4%

Effective
Rental Rate(r)

(Percent of
Ticket Revenues) Franchise

1996
Attendance

(000,000)

3.32
2.72
r.98
2.90
2.61
1.44
I .41
1.33

1.15

1.86

4.48
1.62

3.64
2.89
1.82

1.59
2.25
I .17
1.80
l.33
2.18
1.68

Cleveland Indians
Seattle Mariners
Houston Astros
Atlanta Braves
San Francisco Giants
Kansas City Royals
Minnesota Twins
Milwaukee Brewers
Oakland A's
Cincinnati Reds
Colorado Rockies
Montreal Expos
Baltimore Orioles
Texas Rangers
Califomia (Anaheim) Angels
New York Mets
New York Yankees
Detroit Tigers
Philadelphia Phillies
Pittsburgh Pirates
San Diego Padres
Chicago White Sox

Malor League Baseball Rentals, By Franchise
In (Mostly) Ascending Order

Mean Percentage:
Median Percentage

6.7 00/.

6.75%

Team-Owred Stadiums: Boston Red Sox, Chicago Cubs, Flonda Marlins, Los
Angeles Dodgers, St. Louis Cardinals
Private Stadium: Toronto Blue Jays (Leased Land, $2 Per Year)
Not Yet Operating: Arizona Diamondbacks, Tampa Bay Devil Rays

SOURCE: Inside the Ownership of Professional Sports Teams: 1997, Team Marketing Report,
lnc., Chicago, IL; Selected Leases.
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Not Included:

( I ) 1997 Lease Data
(2) Plus 7.4% "Pro Bono" Payments
(3) Plus Renewal Options
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rent for NFL teams and stadiums is 10 percent,
while for MLB teams and stadiums it is 5.75 percent.

CONCLUSIONS
There is a pattern in the rentals paid by NFL and
MLB teams. The model is that market rent is a

percentage of annual gross ticket sales revenues: l0
percent for NFL teams and stadiums, and 6.75

percent for MLB teams and stadiums. These are not
immutable percentages, however. Both MLB and
NFL leases show wide ranges in effective rental
percentage rates. Moreover, with increased compe-
tition among cities for both NFL and MLB fran-
chises, new stadiums and new leases show trends
toward lowerlevels of percentage rents for the team
franchise tenants. It is reasonable to expect market
rents to decline as even lower percentages of gross
ticket sales revenues are experienced for new stadi-
ums, new leases, and renegotiated lease renewals in
the foreseeable future.

From the point of view of financial feasibility for
NFL or MLB stadiums (dual-sports stadiums are

currently out of vogue), rental Payments from the
tenant team do not represent the only revenue
source to the public owner. With increased compe-
tition for franchises as /ocal tenants, however, the
trend is toward giving away larger shares of those
other, alternative revenue sources, either to attract
or to retain the MLB or NFL franchise tenant.

Market rent remains an important consideration in
valuing the leasehold interest/possessory interest
ofthe tenant team franchise, or in evaluating project
feasibility. Therefore, ticket sales and attendance
still matter. Attendance determines not only gross
ticket sales revenues, but also revenues from con-
cessions and parking, and even on-site advertising
rates. Attendance also affects revenues from those
luxury boxes or club seats available for sale on a

game-by-game basis, which in tum influences total
venue revenues.

In the final analysis, it is still preferable for both the
franchise owner and the stadium owner to have a
winning team. As our April 1997 article demon-
strated unsurprisingly, winning teams enioy higher
average attendance. If no-shows have already paid
for season tickets, their absence still has an imPact
on concession and parking revenues. ln a zero-sum
game, which is what NFL and MLB teams play,
winning more often than losing enhances market
rent, leasehold value, and stadium feasibility.*.,
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NOTES
1. Kinnard, William N., Jr., Mary Beth Geckler and Jake W.

Detottie, ''Team Performance and Risk for Maior t€ague
Baseball Stadiums: 1970-lE)4," Real Estate lssres, April 1997.

2. In the literature of US major league sports Gaseball, basket-
ball, football and hockey), stadiurns and arenas are termed
"venues." The prtreeds from ticket sales, Premium seatinS

licenses or fees, food and beverage sales, program sales,

souvent sales, parking and on-site advertising are all called
"venue" revenues. See, for example, Friedman, Alan, and
Paul J. Much, Inside ll, e Ol.L'ne$hip ol Ptufessional SpotlsTeams:

1999. Chicago,IL: Team Marketing Report,lnc., 1999.

3- Appraisal tnstitut e, Dictionary d Real Esta],e Aryraisol,T\rd
Edition. Chicago, IL: Appraisal lnstitute, 1993,p.221.

4. Friedman, Alan and Paul ,. Much, lrsde lh. OurPtshiP ol
Prct'essiotul Sporls Teams: 1999 . Chicago,lL Team Marketing
Report,lnc., 1999.

5. International Ass(iation of Assessin8 Offices, Glossary for
Prcperty Appraisal and,4ssessmert. Chicago, lL IAAO, 1997,

p.84.
6. As an interesting aside, both SkyDome (Toronto BIue Jays)

and Ericsson Stadium (Carolina Panthers) are Privately-
owned facilities on leased publicly-owned land. Contract
Rent for each is$l.m per parcel per year. SkyDome is on two
parcels.
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is a lotical step, given the new realities of the capital
market. Faced with a need for capital and limited
access to traditional sources of capital, the alterna-
tives are to use existing capital more efficiently or
find new sources of capital. Shrewd REIT managers
are doing both.

Joint-ventures with institutional investors and real
estate operating companies are emerging as a maior
new source of capital and avenue of growth for
REITs. ln some cases, REITs are working with insti-
tutional investors to acquire and manage assets,

with the REIT providing the investment expertise
and the institutional investor Providing the capital.
In other cases, either the REIT or the institutional
investor contributes properties, with the REIT as-

suming the management responsibilities and cap-
turing fee income. Joint-ventures will continue to
increase in importance, as will scrutiny of the "hid-
den" leverage in these off-balance sheet transac-
tions. REITs will need to address the alignment of
interest problems inherent in joint-venture struc-
tures.

The new profile of the politically correct REIT re-
veals a company working to consolidate the Sains it
made through positive spread acquisitions. It will
do so by reducing costs, generating income through
innovative programs (like Simon Brand Ventures),
and consolidatinS with other companies to spread
fixed costs over a widerbase. Business energies will
be focused on maximizing the return from the
existing portfolio rather than on making the next
deal. Allof these ideas makesense from a long-term
investment perspective. In short, REITs will be so-
lidi-fying their positions and operations.

These strategies are unlikely to result in the kind of
explosive $owth that characterized the positive
spread acquisition era, but they are likely to resultin
steady six- to eight-percent growth over the next
few years. Long-term investors will benefit and the
market will recover, with investorsand REITs hoPe-
fully having leamed from the experience. At some
point, economies of scale will offer less marginal
benefit and rents and occupancies will stabilize,
necessitating finding other ways of growinS.

Use of leverage will flatten out, with debt to market
cap ratios flattenin8 out as prices recover and com-
panies increase total debt moderately. Investors
and analysts will move from their current fixation
with the ratio of total debt to market capitalization
and expand their analyses to includedebt coveraBe,
character of debt, and duration. FFO Payout ratios

Although thete has been some ilebate

oaer the character and scale of f ture

gtoToth in the REIT industry, thete

seems to be general agteefient tlrat
grozoth is cofiing. The question is

the form and quality of the grototh.

. . . Smart ,nanagers zuill grow
zohen growth ,flakes sense, pull back

uhen it does not, and position

themseloes afld their pofif olios

for the next boom.

will continue to decline, at least partially because
dividend increases are not being fully rewarded in
market pricing.

The likely future of the industry is a segmentation
into "haves" and "have nots." "Haves" will con-
centrate on maximizing shareholders value, mini-
mizingconflicts of interest, and improving the long-
term performance of their portfolio. "Have nots"
will not do so. They will focus on short term FFO
fixes, protect management rather than shareholder
values, and grow for the sake of growth. Over time,
investors will recognize the characteristics of the
"haves" and the "have nots" and segment the mar
ket accordingly.*u,
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growth prospects, REITs as a group went from
trading at a 20 percent premium to Net Asset Value
(NAV) to trading at a five percent discount to NAV.
Clearly, investors were influenced by something
other than space market fundamentals, most likely
the strength and growth prospects of the broader
market.

Commercial real estate has undergone dramatic
change in the past decade. Securitization of real
estate equity and debt has increased enormously,
and is expected to do so for the foreseeable future.
This provides a tremendous opportunity for those
who understand the underlying factors that influ-
ence the risk and return characteristics of these
instruments. Institutional investors have flooded
the market, with average REIT institutional owner-
ship growing from 38.1 percent in third quarter
1993 to52.2 percent by third quarter 1997.r History
sutgests that the flood of institutional money will
eventually drive prices beyond warranted values,
and that may have been the case in 1997 as REITs
traded at significant NAV premiums. Institutional
investment in REITs has leveled off and the market
is poised for the next state in its evolution.

THE FUTURE
The future of the REIT market has been a subiect of
considerable debate. Industry leaders such as Sam
Zell have suggested massive growth and massive
consolidation. Peter Linneman, CRE, has echoed
Zell's predictions, drawing from the economic his-
tory of other capital intensive industries to support
his theory that consolidation is inevitable.6 Under
this theory, the REIT industry will consolidate to
very large national REITs, with the existing smaller
companies driven to consolidate by the cost of
capital advantages enjoyed by the large firms. Kerry
Vandell offers a different perspective on the charac-
ter of growth, suggesting that while there will be
some consolidation, regional specialists will still
have a place in the industry.; In terms of the scale
of growth, researchers have pointed to the rela-
tively small percentage of investable assets cur-
rently under REIT control and suggested that as
much as 50 percent of those assets may eventually
come under REIT control.8 While there is consider-
able skepticism about the 50 percent estimate, the
general concept of REITs expanding their market
share is widely accepted.

Although there has been some debate over the
character and scale of future growth in the REIT
industry, there seems to be general agreement that
growth is coming. The question is the form and

quality of the growth. The investor's biggest fear is
growth for the sake of growth, which was one of the
maior dimensions of the last real estate collapse.
From the investor's point of view, when economies
of scale diminish, so should growth in scale. Smart
managers will grow when growth makes sense,
pull back when it does not, and position themselves
and their portfolios for the next boom.

Investors willdo well to differentiate between REITs
with a strategic approach that allows them to shift
their tactics as the market evolves and those that
have inflexible approaches. Doing so requires seg-
menting REITs and understanding the differences
among them in terms of capital structure, manage-
ment, and real estate. The overall pattern offers a
risk profile that can be used in diversifying a REIT
portfolio.
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Although there are significant differences among
REITs, there are some general trends that are Iikely
to impact the general performance of REITs going
forward. These trends are driven by many factors,
especially capital market behavior and investor
perceptions.

The most striking trend is a shift in the balance
among the different areas for growing income and
FFO. There are four areas in which REITs can grow
income and FFO; the reliance on these areas is a key
indicator of overall REIT strategy. The four areas
are 1). growth in the existing portfolio; 2). new
acquisitions; 3). developmenU and 4). operating
efficiencies. From 1992 to mid-year 1998, investori
and analysts seemed to favor acquisitions, espe-
cially positive spread acquisitions, as a growth
mechanism. As a result, the vast maiority of REITs
relied heavily on acquisitions for portfolio and in-
come Browth.

In the early stage of the positive spread acquisition
business, the focus of analvsis was on whether or
not the acquisition was immediately FFO-accretive.
As markets tightened, investors and analysts scru-
tinized acquisitions more carefully, considering
business focus, strategic fit, price paid, and long-
term prospects in analyzing acquisitions. High pro-
file acquisitions (or attempted acquisitions) of non-
traditional assets such as casinos and cold storage
facilities raised questions about business focus.
Capital flows were restricted for this and other
reasons and acquisitions declined dramatically.

Lacking acquisition to fuel growth, many REITs
have be6;un to focus on operating efficiencies. This
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