CASE STUDY 1: ALEXANDRIA HOTEL PROPERTY
Alexandria Hotel 
Heintz Ward & Co, (HW), a Hotel Investor, is in the process of purchasing Alexandria Hotel located in South Beach Florida. The asking price is $120 million representing 6x first year’s projected $20mm EBITDA (2010). To consummate the deal, HW needs raise $123.6mm which includes the purchase price and transaction fees & expenses. Assume the entry year in 2009.
Capital Raising:

Bank Debt: Spring Bank approved a loan based on the Company’s first year EBITDA or a % Loan to Value (the lowest)– . The Money Terms were as follows:

	Amount:
	2.5x 2010 EBITDA
60% of Purchase Price (LTV)



	Interest:
	LIBOR + 4.0%

Assume LIBOR increase as follows:

2010:0, 2011:0.50%, 2012:0.50%, 2013:1.00% (no increase thereafter) 

	Term:
	7 years

	Principal Schedule Payment
	2010: $3,000,000, 2011: $5,000,000, 2012: $5,000,000, 2013: $6,000,000, 2014: $7,000,000, 2015: $9,000,000, 2016: the remaining balance


Mezzanine Notes: Morgan Stanley, an investment bank, managed to raise mezzanine. The Money Terms were as follows:
	Amount:
	Up to 4.0x 2010 EBITDA (including the bank loan)

	Interest:
	9%

	Term:
	10 years

	Principal Schedule Payment
	Year 1 – Year 9: $0, Year 10: the remaining balance


Equity:

HW will invest the balance needed to consummate the deal; and he expects a return at least in line with the calculated market return adjusted for the hotel sector. The riskless 6-yerat treasure note rate is 1.95%, the Beta for the hotel sector against S&P 500 was 1.633x and the Equity Market Premium was 11.05%. (based on Equity Risk Premium chart for a company of this size). 

First Year of Operation Assumptions:

· Revenue of $40mm
· Cost of Revenue as % of Revenue is 35%

· Operating Expenses as % of Revenue is 15%

· Depreciation as % of Revenue is 3.0%
· Taxes are 36%

· Working Capital is 1% of Revenue
· Capital Expenditures as % of Revenue is 3%

Projections’ Assumptions (Years 2- thereafter):

· Revenue growth: 5.0%
· Cost of Room: Keep the same 35% of Revenues 

· Operating Expense: Keep the same 15% of Revenues

· Depreciation: Keep the same 3% of Revenues
· Tax Rate at 36%

· Working Capital is 1% Revenue
· Capex: Keep the same 3% of Revenues per year.
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