
 
 
 
 

 
 

1 of 7  https://breakingintowallstreet.com  

 

Real Estate Financial Modeling 
– Certification Quiz Questions 

Module 3 – 2-Hour Hotel Acquisition & Renovation Modeling Test (Jumeirah 
Beach Hotel) 

 

1. You are working on a model for the acquisition and renovation of a 5-star hotel in Dubai. 

Your firm plans to acquire it for ~$228 million (9.50% Going-In Cap Rate), spend ~$25 

million on the renovation over 2 years, refinance the Acquisition Loan when the 

renovation is done, and sell the property in Year 5. 

To analyze this deal, you have created Base, Upside, and Downside cases for the overall 

market as well as Independent and Franchise cases for this specific hotel. The Dubai hotel 

market has been declining over the past several years, but you believe it is set for a 

recovery and that your firm can capture the upside of such a recovery. 

You assume that the property “captures” a certain percentage of the Market Occupancy 

Rate and Market ADR based on the Independent vs. Franchise case. The Occupancy Rate 

and ADR Growth Rate assumptions are shown below: 

 

What is the most PROBLEMATIC part of these assumptions? 

a. The Market Occupancy Rate does not fall enough in the first few projected years 

here when the market is still declining. 
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b. The Market Occupancy Rate in the Stabilized Year differs in different cases, but the 

Market ADR Growth Rate is the same in that year in all cases. 

 

c. The Property’s ADR jumps from 78% of the Market ADR to 90% of the Market ADR in 

Year 1 (FY 17), even though the renovation has only just begun. 

 

d. The Market ADR Growth Rate assumptions are too pessimistic in the Base and 

Downside cases because they assume 3 straight years of declines. 

 

2. The assumptions for the Independent and Franchise cases are shown below: 

 

What is the main PROBLEM with these assumptions? 

a. The Property Occupancy Capture, Property ADR Capture, and Renovation Costs per 

Key are reversed and should be *higher* in the Independent Case and *lower* in 

the Franchise Case. 

 

b. The NOI Margin required for the management team to receive an incentive fee 

should be higher in the Independent Case because the hotel owners have more 

discretion when they operate outside a franchise. 
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c. There should be some differences in the Room Margin, Food & Beverage Margin, 

and Other Revenue Margin in these cases. 

 

d. It doesn’t make sense that Administrative & General and Sales & Marketing as 

percentages of revenue differ, while Repairs & Maintenance is the same percentage 

of revenue in both cases. 

 

e. None of the above – these assumptions seem reasonable at first glance. 

 

3. This hotel’s Pro-Forma in the Base Market Scenario and Independent Operating Scenario 

is shown below: 
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Based solely on this Pro-Forma, what is the biggest risk factor in this hotel deal? 

a. The property’s Adjusted NOI and Cash Flow to Equity turn negative in Year 2, so the 

property won’t be able to service the Acquisition Loan in that year. 

 

b. The Gross Operating Margin and House Profit Margin are both quite low for a 5-star 

hotel, which creates extra risk in the Downside Case. 

 

c. Due to the PIK Interest on the Acquisition Loan, the Debt balance may balloon to a 

high level and might be worth more than the property itself by the time it is 

refinanced in Year 2. 

 

d. The Ground Lease is a huge fixed expense that will not go away or decrease, even in 

the Downside Case. 

 

e. All the factors above create equal amounts of risk. 

 

4. You’re reviewing the credit stats and ratios for this same deal, and you find that the Debt 

Service Coverage Ratio (DSCR) following the refinancing looks slightly better in the 

Downside Case (1.8x – 1.9x) than in the Upside Case (1.7x – 1.8x). Based on this 

information, what would you recommend doing? 

a. Nothing – this could easily happen if the property’s value upon refinancing is higher 

in the Upside Case, resulting in a higher Permanent Loan balance. 

 

b. Use a lower LTV for the Permanent Loan to improve the DSCR in both cases. 

 

c. Negotiate and propose a higher Interest Rate in exchange for an Interest-Only 

Period on the Permanent Loan to improve the DSCR. 

 

d. Delay the refinancing so that the property’s NOI is more stable and the property is 

worth more when the Permanent Loan is put in place. 

 

e. This outcome should never happen in property models with multiple cases, so you 

may need to revisit your assumptions or the model mechanics. 
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5. Your firm is targeting a 30% IRR in the Upside Case, a 20% IRR in the Base Case, and a 10% 

IRR in the Downside Case. Based on the sensitivities below, with the Downside and 

Independent cases selected and a Year 5 Exit in the bottom two tables, what might you 

recommend to mitigate risk? 

 

 

a. Wait until Year 5 to exit so that the market has more time to recover (resulting in 

lower Cap Rates and higher ADR and Occupancy Rates). 

 

b. If the hotel market does not start recovering within several years, consider a larger 

renovation, funded by Debt, to boost the Occupancy Rate Capture and ADR Capture. 
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c. Consider a higher Permanent Loan LTV, if possible, since the IRRs stay almost 

entirely positive even in the Downside Case (assuming a Year 5 Exit). 

 

d. All of the above. 
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