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Dear Mr. Smith: 

I read with great interest your May 4, 2005, memo in reference to the above.  As a 25-year 
veteran in the real estate appraisal and one who has exclusively specialized in the valuation of 
lodging facilities (hotels, resorts, conference centers, casinos, and timeshare/fractional 
ownership properties), I was particularly interested in pages 6 and 7 of the document which 
address "Going Concern". 

As you are aware, an intense debate is raging within the valuation community concerning 
Business Enterprise Value (BEV) and how the concept relates to hotels and other property 
types that house an on going business.  A small but vocal number of generalist real estate 
valuation professionals, generalist real estate academic types, corporate tax directors, and 
generalist property tax attorneys have been motivated to publish articles that have posited 
unsubstantiated theories and methodologies which isolate an inordinate amount of a hotel's 
income, and income with other property types, to non-realty components, therefore minimizing 
the market value of the taxable real estate. Essentially, these theories and methodologies are 
merely contrived academic hypothetical constructs without any market foundation that have 
been developed by advocates for advocates with the intent to obtain reduced property tax 
burdens. 

As of 2005, the Appraisal Institute has withdrawn Course 800:  Separating Real & Personal 
Property from Intangible Business Assets, and is re-evaluating it.  I have recently been involved 
in a number of litigation cases concerning hotels and BEV in Canada and the United States. 
Attached is a decision on the latest case in this country, which I thought would be of interest. 
Although I was not involved in this case, my passionate opinions about the topic are quoted in 
the decision. More importantly, this decision reversed earlier decisions that had been decided in 
favor of opposing opinions on the topic, which could have set precedents in this country. I have 
also attached my recent article titled "Total Assets of the Business" and Lodging Facilities: What 
Should be the Final Chapter,” which appeared in the Q4 2004 issue of the Journal of Property 
Tax Assessment & Administration. 
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I trust that the enclosed material is of interest to the American Bankers Association and the 
federal banking agencies.  Please feel free to contact me with any questions or comments you 
may have 
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“Total Assets of the Business” and Lodging Facilities: 
What Should be the Final Chapter

BY DANIEL H. LESSER, MAI, CRE, CHA

Daniel H. Lesser, MAI, CRE, CHA, serves as the Senior Managing Director-Industry Leader 
of the Hospitality and Gaming Group of Cushman & Wakefield, Inc. During the past twenty-
four years, Mr. Lesser has specialized in real estate appraisals, economic feasibility evaluations, 
investment counseling, and transactional services for hotel, casino, and timeshare properties on 
a worldwide basis. Previously, Mr. Lesser held operational and administrative positions with 
Hilton Hotels Corporation and Eurotels-Switzerland. Mr. Lesser is a member of the American 
Society of Real Estate Counselors and the Appraisal Institute and served as a founding member 
of the Lodging Industry Investment Council (LIIC), an industry think tank.

During the past two decades, much 
has been written relative to what is 

commonly referred to today as “Total As-
sets of the Business” and how the concept 
relates to lodging facilities. Unfortu-
nately, most of what has been posited has 
been unsubstantiated by “the market” 
and has been put forth, for the most part, 
by generalist professionals who have no 
hotel educational background; little, if 
any, hands on hotel operational experi-
ence; and little, if any, hotel investment 
expertise. Essentially, these theories and 
methodologies are merely hypothetical 
academic constructs without any market 
foundation which have been developed 
by advocates for advocates for the pur-
pose of reducing hotel property tax 
burdens. Analysis of the actions of hotel 
investors, however, indicates that the 
purchase of a hotel property reflects the 
acquisition of real and personal property 
only. Hotel investors account for income 
attributable to the business through the 
expense deduction of management and 

franchise fees. An investor purchasing 
a hotel “unencumbered” by a manage-
ment agreement will not pay for a seller’s 
assembled work force, business name, 
patents, copyrights, working capital 
and cash, or operating procedures and 
manuals. A passive investment in a first 
class hotel “encumbered” by a long-
term hotel management agreement is 
riskier, but no different than a passive 
investment in a class A office building 
occupied by a long-term creditworthy 
tenant. Either passive investment yields 
a risk-adjusted return on property and 
not a business.

In the Forward section of A Business 
Enterprise Value Anthology edited by David 
Lennhoff, MAI, and published by the 
Appraisal Institute, Brian A. Glanville, 
the 2001 Appraisal Institute President, 
wrote that the text is “a collection of ar-
ticles that chronicles the evolving theory 
of business enterprise value and illumi-
nates the issues involved in valuing an 
operating business”(Appraisal Institute 
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2001a). Lennhoff’s Preface in the same 
text states “the articles in this anthology 
trace the emerging theory, appraisal 
methodology, and related controversy 
on the subject and are presented in five 
sections: general issues, hotels/motels, 
health care facilities/senior housing, 
shopping centers, and miscellaneous 
properties”(Appraisal Institute 2001). 
While the text is an excellent reference 
document, that lodging (hotel/motel) 
facilities are matter of factly compared 
and considered with other real estate 
property types is erroneous.

Few would dispute that lodging facili-
ties are unique forms of real estate, in 
that in addition to real estate, they inher-
ently contain a significant “business” and 
“personal property” component. Prob-
lems occur, however, when one considers 
lodging facilities in the same breath as 
other real estate properties that contain 
one or both of these components. Retail, 
healthcare, bowling alleys, theme parks, 
and race tracks are but a few examples. 
Hotels, because they are unique forms 
of real estate, cannot be considered 
theoretically as just any other “business 
enterprise.” 

The valuation of lodging facilities is a 
highly specialized art based upon a solid 
hospitality educational, operational, and 
real estate investment background. It is 
not an exact science based on theories 
and methodologies that may be appli-
cable to other property types.

An Historical Perspective
To better understand the current conflict 
between the opposing methodologies for 
segregating hotel income attributable 
to real estate, it is helpful to summarize 
and trace the evolution of published 
literature chronologically relative to 
the myriad of theories and opinions 
surrounding what has been a very con-
troversial topic. 

The monograph “The Valuation of 
Hotels and Motels” by Stephen Rush-
more, MAI, which was published by 
the American Institute of Real Estate 

Appraisers in1978, posited the first 
accepted methodology for separating 
income attributable to business and in-
come attributable to personal property 
from the entire income stream of a lodg-
ing facility. Stephen Rushmore, MAI, 
and Karen E. Rubin further clarified the 
methodology in the article, “The Valua-
tion of Hotels and Motels for Assessment 
Purposes,” which was published in the 
April 1984 issue of the Appraisal Journal. 
Essentially, Rushmore’s methodology iso-
lates income attributable to the business 
in the form of a deduction from income 
of management and franchise fees. In-
come attributable to personal property 
or furniture, fixtures, and equipment 
(FF&E) is accounted for in the form of 
a deduction from income for a return on 
and a return of personal property. The 
resultant net income after these deduc-
tions is deemed income attributable to 
the real estate. 

Anthony Reynolds, MAI, challenged 
Rushmore’s methodology in his October 
1986 Appraisal Journal article, “Attribut-
ing Hotel Income to Real Estate and to 
Personalty,” by claiming that income 
attributable to goodwill and working 
capital was mistakenly retained in the 
residual attributable to real estate. 
Reynolds, however, offered no explicit 
alternative methodology. The April 1988 
Appraisal Journal manuscript, “Hotel 
Enterprise Valuation,” by Roland D. 
Nelson, MAI; Jay L. Messer, MAI; and 
Laurence G. Allen, MAI, challenged the 
Rushmore methodology even further 
by claiming the need to further deduct 
from a hotel’s income stream the total 
value of a liquor license, for organization 
(the cost of assembling, training, and 
coordinating staff and management), 
and of inventories. 

The January 1993 Appraisal Journal 
manuscript, “Understanding the Unique 
Aspects of Hotel Property Tax Valua-
tion,” which I co-authored with Karen 
E. Rubin updated, refined, and validated 
the original Rushmore methodology 
for separating income attributable to 
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business and personal property from a 
hotel’s income stream. Sean Hennessey 
challenged this article in his October 
1993 Appraisal Journal piece, “Myths 
about Hotel Business and Personalty Val-
ues,” but offered no plausible alternative 
ideas, approaches, or methodologies. My 
rebuttal of Hennessey appeared in an 
October 1994 Appraisal Journal article 
entitled “Hotel Property Tax Valua-
tion Issues.” This article reinforced the 
position that through acceptance by 
a variety of hotel owners, municipali-
ties, and courts of law throughout the 
nation, the original Rushmore meth-
odology was sound. In the interim, the 
Appraisal Journal published in July 1993 
“The Determination of Hotel Value 
Components for Ad Valorem Tax Assess-
ment” by Stephen J. Matonis, MAI, and 
Daniel DeRango, MAI, which refined 
the Nelson/Messer/Allen theory of 
organization costs by deducting for the 
amortization of “one time initial start-up 
costs associated with the property, includ-
ing initial losses from the business which 
must be captured by an owner/investor” 
(Matronis and DeRango 1993). 

“Hotel Investment Analysis: In Search 
of Business Value” by Bernice T. Dowell 
was published in the March/April 1997 
issue of IAAO’s Assessment Journal. Utiliz-
ing a Cash Flow Allocation Model, Dowell 
posits that Cash Flow to the Owner (net 
operating income after fixed charges 
including FF&E reserve) less: 

A) “Cash needed to support tan-
gible personal property (value 
of tangible personal property 
in place multiplied by hurdle 
rate), less 

B) Cash needed to support invest-
ment in business, i.e., working 
capital (investment in going 
concern multiplied by hurdle 
rate), less 

C) Cash needed to support real 
estate (value of real estate mul-
tiplied by hurdle rate)” yields 

residual cash which “measures the 
owner’s expected entrepreneurial profit, 
which is used to value the owner’s intan-
gibles or business value”(Dowell 1997). 
The article summarizes by describing re-
sults of this analysis utilizing confidential 
year-end 1994 operating data for 470 full-
service hotels. “Of the 470 observations, 
197 or 41.92 percent were achieving 
positive entrepreneurial profits, as mea-
sured by the allocation model; however 
273 observations, or 58.08 percent, were 
achieving “negative” entrepreneurial 
profits”(Dowell 1997). Dowell, who at 
the time of authorship was Director, 
Real Estate Tax and Valuation, for Host 
Marriott Corporation, Bethesda, Mary-
land (a major hotel owner), concluded 
“this negative cash flow could be used to 
measure obsolescence, or loss in value, 
to be applied to the real assets. Not only 
was the operation not earning enough 
to compensate the owner(s) for the risk 
bearing, but also the losses are reducing 
the value of the real assets. This is an 
important concept for owners to under-
stand, especially in controlling real estate 
taxes. Not only is the intangible business 
value not to be taxed as real estate, but 
in the event that negative profits exist, 
the value of the real assets is diminished” 
(Dowell 1997). 

“Hotel Valuation: Splitting the Hos-
pitality Business From the Real Estate 
Assets” by Peter Gloodt, MAI, ISHC, 
appeared in the July/August 1998 issue 
of The Journal of Multistate Taxation and In-
centives. Gloodt posits, “The component 
asset allocation valuation program is 
based on accepted appraisal procedures 
used to estimate the value of properties 
that are components of interrelated 
and interdependent operating business 
systems. This methodology first estimates 
the value of the entire operating en-
terprise and then apportions the value 
between the business component assets, 
including real estate, tangible personal 
property, and intangible assets. Under 
this “residual” appraisal methodology, 
the value of real estate is determined by 
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identifying and deducting the value of 
all non-real-estate property components 
from the total value of the business 
enterprise as a going concern” (Gloodt 
1998). 

“Hotel Real Estate Tax Valuation: 
Current Issues” by Karen E. Rubin, 
CRE, CHA, MAI, which was published 
in the Fall 1998 issue of Real Estate 
Finance correctly concludes that: “two 
of the distinguishing characteristics of 
hotel investments—the relative volatil-
ity of value over time and the accepted 
inclusion of intangible assets in a hotel 
asset—renders the valuation of lodging 
facilities complex in comparison to their 
commercial real estate cousins (such 
as office and retail buildings). Of the 
four components that create a hotel’s 
revenue-generating capacity—land, 
improvements, personal property, and 
intangibles—both the personal property 
and the intangibles values must be spe-
cifically excluded from consideration. 
Segregating the value of a hotel’s in-
tangible assets from its tangible ones is 
a particularly controversial issue at this 
time” (Rubin 1998). 

“Intangible Assets in an Operating 
First-Class Downtown Hotel—A Com-
parison of Sources of Information in a 
Profit Center Approach to Valuation” 
by William N. Kinnard, Jr., MAI, CRE, 
PhD; Elaine M. Worzala, PhD; and Dan 
L. Swango, MAI, CRE, PhD, appeared in 
the January 2001 issue of the Appraisal 
Journal. The Summary and Conclusion of 
the article states: “The result of deduct-
ing total operating expenses from total 
operating revenues is net income from 
hotel operations, which is capitalized to 
going concern value. Then the value of 
the tangible personal property (FF&E) 
and the intangible assets (including the 
value of the hotel name and affiliation 
with TAG [The A Group-international 
group of affiliated hotels and resorts], as 
well as working capital and assembled/
trained workforce) must be deducted 
from going concern value before the 
market value of the real property may 

be properly and supportably estimated. 
Additionally, the NOI of identifiable 
profit centers (adjusted to reflect proxy 
rent for the space they occupy) must be 
capitalized at an appropriate business 
capitalization rate to derive the value at-
tributable to this part of the investment. 
The profit center values are also deduct-
ed from going concern value less FF&E 
and other intangible asset value. The 
final remainder is the indicated market 
value of the real property of the hotel” 
(Kinnard, Worzala, and Swango 2001). 
The problem with this type of analysis is 
that it does not occur in the marketplace 
and is, therefore, not reflective of the 
actions of typical hotel investors. The 
authors further state: “This finding has 
been developed by following, in particu-
lar, the precepts and guidance of the late, 
great James A. Graaskamp, as provided in 
his writings. Graaskamp notes that ‘since 
Ricardo, a major premise and concern 
of urban land economists has been the 
proper attribution of net income (or) 
economic surplus to the instruments 
of production.’ He defines the alloca-
tion of productivity for the purchase of 
the going concern of a business (e.g., 
an operating hotel) as ‘land, structure, 
personalty, and intangible assets and 
goodwill plus artifactual profit centers 
for management’” (Kinnard, Worzala, 
and Swango 2001). 

Eric Belfrage, MAI, authored “Business 
Value Allocation in Lodging Valuation” 
which appeared in the July 2001 Ap-
praisal Journal. Belfrage suggests, “If total 
franchise fees approximate 9%, opera-
tors believe that a franchise relationship 
ought to contribute in excess of 9% of 
revenue. Successful chain affiliations 
generate between 15% and 25% of room 
nights sold to their franchisee. Inter-
viewees indicated that for a franchise 
affiliation to be considered successful it 
ought to generate approximately double 
its cost. A similar quantification is ap-
plicable to management fees” (Belfrage 
2001). Belfrage posits that “total business 
remaining in gross income” is one times 
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the management and franchise fees that 
are already deducted on a hotel’s income 
statement. He further suggests capital-
izing the “net revenue to the business” 
(total business revenue remaining in 
gross income multiplied by an applicable 
net income ratio) results in a business 
value allocation in relation to a hotel’s 
going concern value which already in-
cludes a deduction for management and 
franchise fees (Belfrage 2001).

Between the end of 2001 and the end 
of 2002, three articles with essentially the 
same message appeared in different real 
estate publications. These articles were 
all authored by real estate tax attorneys, 
whose firms are members of the Ameri-
can Property Tax Counsel (APTC)—The 
National Affiliation of Property Tax At-
torneys. The APTC Web site states that 
it “is the only organization of law firms 
providing major portfolio owners with 
a single source for all their property 
tax reporting and tax reduction needs.” 
The articles are: “Hotel Owner Jolted by 
New Method Used to Determine Real 
Estate Value” by Jim Popp (2001), “New 
Appraisal Theories Will Reduce Hotel 
Assessments” by John Garippa (2002), 
and “Methods Exist to Reduce Hotel 
Taxes” by William D. Siegel (2002). 

Popp’s article states, “In contrast to 
the traditional approach, the new re-
fined methodology advocating a higher 
business deduction in hotel appraisal 
has been supported by such appraisers 
as David Lennhoff of Delta Associates 
and Peter Gloodt of Chicago Hospitality 
Consulting Services, and by property tax 
lawyers” (Popp 2001). 

Garippa states in his article: “Op-
ponents have argued that significant 
elements of business value remain in 
the income stream when this valuation 
formula (Rushmore/Lesser/Rubin 
method) is utilized. The Appraisal Insti-
tute has not only recognized the problem, 
but has provided guidance in how to re-
move these non-realty components. In 
the most recent edition of its textbook, 
The Appraisal of Real Estate,” (Appraisal 

Institute 2001b) the institute spells out 
its position by replacing the terminology 
“going concern” which means an active, 
operating business, with the terminology 
“total assets of the business” (TAB). TAB 
includes real property, tangible personal 
property and intangible personal prop-
erty. The personal property is broken 
down into FF&E and inventory. The 
intangibles are made up of contracts, 
business name, patents, copyrights, work 
force and cash. This change in terminol-
ogy is important. Intangible assets are 
recognized as contributing to value” 
(Garippa 2002). Garippa further states, 
“Now, under evolving theory supported 
by the Appraisal Institute, this additional 
value will also be deducted for tax assess-
ment purposes as a non-real-property 
component. Over the past 25 years, as 
significant new research has taken place 
in the appraisal industry, it was inevitable 
that new appraisal theories developed. If 
this were the automobile industry, some 
of those locked in the past would still be 
using the Model T. But time has passed. 
Just as we recognize the need to drive 
modern cars, we must also recognize the 
change in modern appraisal thinking” 
(Garippa 2002).

Siegel’s article states, “A proper analy-
sis for a hotel interested in reducing its 
property taxes should consider the fol-
lowing methods:

• Determine the revenue gener-
ated by the franchise flag over 
and above the typical hotel. 
One method of adjustment is a 
reduction in the actual income 
stream to a market income 
stream.

• Determine the revenue gener-
ated by the intangible elements 
common to all hotels such as 
assembled work force, working 
capital, typical management 
skills, contracts, leases, licenses 
and operating agreements. 
One method of adjustment is to 
estimate the difference in cash 
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flow associated with a stabilized 
hotel compared to a start-up 
lodging.

• Determine the revenue created 
by non-realty service profit cen-
ters such as food and beverage, 
health club, telephone, park-
ing, laundry, etc. Profits may be 
capitalized at a business capi-
talization rate and separately 
allocated” (Siegel 2002).

“Hotel Asset Allocation: Separating 
the Tangible Personalty” by Heather J. 
Reichardt (a director of lodging prop-
erty tax for Marriott International Inc.) 
and David C. Lennhoff, MAI, appeared 
in the Winter 2003 issue of IAAO’s As-
sessment Journal. The summary of the 
article states, “Most appraisers recognize 
that a hotel going concern is comprised 
of real property and tangible and in-
tangible personal property. Properly 
recognizing the intangibles causes the 
bulk of the controversy. Methods for 
allocation of the tangible personalty, 
however, are deficient, too, usually for 
one of the following reasons: First, the 
replacement allowance is confused with 
providing a return ‘of’ deduction. As a 
result, an expense for ‘reserves’ is made, 
but the return ‘of’ is not captured. In 
this instance, even if a return ‘on’ is 
deducted, the result is a value estimate 
that is purportedly only real property, but 
actually includes tangible personal prop-
erty too. The situation is exacerbated by 
assuming only FF&E is included in the 
allowance, thereby failing to provide 
sufficient monies even to cover just the 
replacement allowance for the short 
lived items. Replacement allowances 
for realty related components, such as 
the roof or paving, are not addressed. 
Second, the value of the tangible per-
sonal property is deducted from the 
bottom line, but no other deduction is 
made. This results in an overstatement 
of the real property, as the return ‘on’ 
the personalty has not been captured” 
(Reichardt and Lennhoff 2003).

Reflections of the Market
Transactions of lodging facilities, which 
occur in the fluid hotel real estate mar-
ket, provide the true market evidence to 
support appropriate conclusions relative 
to the appropriate methodology for 
segregating hotel income attributable to 
real estate. When analyzing opportuni-
ties, one of the first things sophisticated 
investors in first class hotels want to 
know is, if the asset is “encumbered” or 
“unencumbered” by management. All 
things being equal, it is a fact well-known 
to sophisticated hotel investors, that the 
market typically will pay a premium for 
an “unencumbered” hotel over one that 
is “encumbered” by a long-term manage-
ment contract. It is not that one is better 
than the other, but rather a wider arena 
of prospective buyers typically exists for 
“unencumbered” hotel assets versus “en-
cumbered” properties, the competition 
for which tends to drive prices higher. 

Investors that purchase “encumbered” 
hotels such as pension funds, private 
equity funds, or hotel REITs (e.g., 
Strategic Hotel Capital, Host Marriott, 
CNL Hospitality Properties, LaSalle 
Hotel Properties, and FelCor Lodging 
Trust) are clearly passive investors who 
are looking for pure real estate returns, 
albeit higher ones when compared with 
alternative real estate investments such 
as office buildings and retail centers 
which are perceived as less risky due 
to the long-term contractual leases in 
place that produce a more stable stream 
of income. Investors that purchase “un-
encumbered” hotels are typically hotel 
companies aligned with capital sources 
or ones using their own sources of 
funds (e.g., Starwood Hotels & Resorts 
Worldwide, Hyatt Hotel & Resorts, and 
Hilton Hotel Corporation) who seek to 
purchase not just the real and personal 
property, but the opportunity to brand 
the asset with one of their owned iden-
tities (e.g., Starwood brands include 
St. Regis, Westin, Sheraton, and Four 
Points). Furthermore, these investors 
are seeking opportunities to implement 
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their own business operating standards 
and procedures to reposition hotel 
assets and create upside. For the past 
twenty years, the name of the game in the 
hotel industry has been the creation of 
widespread guest distribution channels 
and critical mass. The worst scenario 
for a worldwide hotel company such 
as Marriott International (which owns 
the following brands: Ritz-Carlton, JW 
Marriott, Marriott Hotels & Resorts, 
Courtyard, Fairfield Inn, Springhill 
Suites, and Residence Inn) is for a loyal 
Marriott “Rewards” (Frequent Traveler 
Program) member to travel to a location 
where Marriott does not have repre-
sentation but a competitive firm does. 
Furthermore, worldwide hotel com-
panies maintain significant corporate 
investments in such assets as trademark 
brand name(s), reservation systems, 
assembled work forces, accounting 
systems, and standardized operational 
policies, procedures, and manuals. One 
of the ways these companies profit from 
these investments is by leveraging off 
them, thereby growing and expanding 
their critical mass.

When an “unencumbered” hotel 
property is purchased, the buyer is pay-
ing for the real estate and the personal 
property only. For example, if Hilton Ho-
tels Corporation agreed to purchase an 
“unencumbered” 400-room hotel from 
Hyatt Hotels Corporation for $80 million 
and Hyatt bargained for an additional 
sum of money for Hyatt’s assembled 
work force, business name, patents, 
copyrights, working capital and cash, 
operating procedures and manuals, and 
such, it would not realize any additional 
proceeds. Hilton Hotels Corporation, 
a worldwide hotel company that has 
its own assembled work force, business 
name, patents, copyrights, working capi-
tal and cash, and operating procedures 
and manuals, would not pay another 
worldwide hotel company for intangible 
assets that it already possesses. When 
Hilton, as a worldwide hotel company,  
obtains another hotel for its system, it  

accomplishes the previously mentioned 
objectives, namely widening its guest 
distribution channel and leveraging 
its corporate-owned intangible assets 
thereby expanding critical mass.

When an “encumbered” hotel prop-
erty is purchased, the buyer is paying 
for the real estate and personal property 
only. For example, if CNL Hospitality 
Properties, a private REIT, purchases 
a 400-room hotel “encumbered” by a 
long-term Marriott International man-
agement contract, CNL’s investment 
would be “passive,” with Marriott retain-
ing complete control of the operation 
and management of the property. CNL’s 
ownership interest would include real 
estate that contains a significant amount 
of personal property. Returns on that 
ownership interest are dependant upon 
a business operation over which CNL 
has little, if any, control. CNL would 
receive a return on its investment in the 
real and personal property of the hotel, 
albeit a theoretically higher return than 
a real estate asset such as a class A office 
building occupied by a long-term cred-
itworthy tenant.

Since a minor with no investment 
knowledge could theoretically own an 
income-producing passive interest in a 
class A office building that would require 
no knowledge or expertise in the man-
agement or operation of the building, 
the same minor could also theoreti-
cally own an income-producing passive 
interest in a first class hotel that would 
require no knowledge or expertise in the 
management or operation of that hotel. 
Clearly, a minor’s investment advisor 
would require a higher return for a ho-
tel investment compared with an office 
building, but in either case the return is 
on property and not the business. 

Conclusion
During the past two decades, much has 
been written relative to what is common-
ly referred to today as “Total Assets of the 
Business,” and how the concept relates to 
lodging facilities. However, most of what 
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has been posited has been unsubstanti-
ated by “the market.” Essentially, these 
theories and methodologies are merely 
contrived academic constructs which 
have been developed to reduce hotel 
property tax burdens. Analysis of the 
actions of hotel investors proves that the 
purchase of a hotel property reflects the 
acquisition of real and personal property 
only. Hotel investors account for income 
attributable to the business through the 
expense deduction of management and, 
in some cases, franchise fees. An investor 
purchasing a hotel “unencumbered” by a 
management agreement will not pay for 
a seller’s assembled work force, business 
name, patents, copyrights, working capi-
tal and cash, operating procedures and 
manuals, and such. A passive investment 
in a first class hotel “encumbered” by a 
long-term hotel management agreement 
is riskier, but no different than a passive 
investment in a class A office building 
occupied by a long-term creditworthy 
tenant. Either passive investment yields 
a risk-adjusted return on property and 
not a business.

Richard Marchitelli, MAI, could not 
have said it better than in his July 1996 
Appraisal Journal Letter to the Editor, 
“How Should Appraisers View Business 
Enterprise Value?” Marchitelli wrote, “I 
continue to be astounded by the creative 
rationalizations of business enterprise 
value (BEV) posited by a handful of 
appraisers and other consultants. In my 
view, the answer is, and always has been, 
quite clear. The business value, if any, 
of malls is reflected in the deduction 
of a management fee as an operating 
expense. It works for hotels, apartments, 
office buildings, and any other property” 
(Marchitelli 1996). 

Marchitelli continued, “The real and 
most compelling proof, however, is not 
a matter of personal opinion. Market 
participants reflect it every day. Buyers 
and sellers of regional malls do not 
acknowledge the existence of business 
enterprise value. Most are unfamiliar 
with the concept altogether. Other 

than a deduction for management, this 
factor is not reflected in their analysis, 
negotiations, or in any other thinking. 
Why all the fuss? Proponents of BEV are 
a very small, but highly vocal, minority 
of appraisers, who are involved regularly 
in tax appeal cases, usually on the side 
of the property owner. The issue of 
BEV provides their clients with another 
argument for a tax reduction. The vast 
majority of appraisers do not write on 
the subject because, until recently, it 
had been a non-issue and explanation 
is so simple that it can be articulated 
in just three or four sentences. I fear, 
however, the proponents of BEV are 
papering academic journals with articles 
on the subject to create the impression 
that theirs is a widely held belief when 
it is not. For their part, such journals 
are being intellectually responsible by 
providing a forum to discuss ideas—new, 
sometimes controversial, but not neces-
sarily correct or widely accepted. The act 
of publication does not validate a real 
estate hypothesis. The market does. Un-
less and until the marketplace embraces 
BEV and incorporates it in the decision 
making process, business enterprise 
value will remain an abstract theory, the 
product of either wishful thinking or of 
consultants with too much time on their 
hands.” (Marchitelli 1996) 

This manuscript should now conclude 
“What Should be the Final Chapter,” 
and hopefully close the book on “Total 
Assets of the Business” and Lodging Facili-
ties until that day when the market says 
otherwise.
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