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Those of you with cash that you want to get a better return on than putting it in the
bank, may be considering purchasing a motel. Motel investment is more complex
than typical residential or commercial property investments and for this reason
more frequently requires the skills and research abilities of an expert.

A motel is a business and property investment that has three different forms of
ownership;

1. The land and buildings with an entitlement to receive rental for the term of the
lease.

2. The lease of the motel business (leasehold interest) that includes; chattels, fix-
tures and fittings and goodwill. The lessee pays a rental under the terms of the
lease to the owner of the land and buildings.

3. As a going concern property investment that includes both 1 and 2 above.

As a marketable property, motels are traded on their ability to produce income.
Maintaining the return on investment and value, is dependent on getting the opti-
mum rent possible when this is set and reviewed.

Leasehold interests (2 above) are the most frequently traded. An important part of
the motel’'s profitability is making sure the expenses are realistic, as the more prof-
itable the business the higher the sale price and value.

Motel performance varies greatly due to factors such as; the lessee, location, age
of the buildings and their condition, occupancy rates, the lease term, the manage-
ment of expenses, food and bar facilities, and the lessee’s expertise and approach
to managing the business. Setting a rental requires a clear understanding of these
influences and how they can be applied. Operating expenses and rentals are not
publicly available and obtaining this information requires contacts within the indus-
try. They provide information that forms the basis on which rents are set. Under-
standing this information is necessary so that the value of a motel business can be
accurately assessed.

Andrew Hyder, our specialist motel valuer, with clients all over the Lower North
Island, has acquired considerable skill and knowledge about the motel business
over the past 18 years. In this time he has built a wide network of contacts and a
database of motel information that is essential in working out what are fair rents,
purchase prices and current market values across the three facets of motel owner-
ship.. He is increasingly being used for valuations in this area and in fixing and
negotiating motel rentals.

Motels can be rewarding investments and businesses, but not all are. If you are
going to be involved we highly recommend using a Registered Valuer familiar with
this sector of the market. Their research should be able to help you with industry
trends, prices, rents, profitability of a motel lease, and a surprising amount of detall
on the key success factors in this industry.
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