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Key considerations when negotiating long-term
hotel management contracts

By Chauncey Swalwell
and Mitchell Laufer

s the asset-light busi-
ness model for hotel
companies has become

de rigueur, long-term manage-
ment contracts have taken on in-
creased importance for both ho-
tel owners and operators. Such
contracts build brand value and
predictable income streams, as
well as provide stability and con-
tinuity for individual hotels and
a longer runway to stabilize an
asset and its profitability. While
term lengths (including exten-
sion terms) in excess of 20, 30
or even 50 years are intended to
produce economic benefits for
the hotel operator and the hotel
owner, these term lengths also
present the unique challenge of
negotiating a contract today that
must withstand the test of time.
A hotel management contract
need not be a work of science
fiction, and this article will fo-
cus on two key topics to address
when negotiating management
agreement with lengthy terms —
competitive restrictions (areas of
protection) and complications
from evolving technology — to
ensure that when negotiating
a management agreement, the
agreement rolls with (rather than
needs to get with) the times.

Competitive Restrictions
and AOPs

Many owners require a non-
competition restriction in their
HMAs that prohibit an operator

from operating a hotel under the
same brand in the market area of
the subject hotel. Often referred
to as an “area of protection” or
“AOP,” it establishes the geo-
graphic area in which the opera-
tor is prohibited from managing
(or licensing) another hotel un-
der the same brand. An AOP may
proscribe a radius around the ho-
tel (e.g., an operator is restricted
from managing another proper-
ty within 2 miles of the subject
hotel) or may encircle an entire
city, region or geographic area.
While the area encompassed by
an AOP is unlikely to change
in unexpected ways in the short
term, in the long term, cities’
boundaries may expand, or pop-
ulation centers can shift, with the
result that operators may be po-
tentially restricted from explor-
ing new business opportunities
in areas that have become hos-
pitality hotbeds which were not
previously considered ripe for
hotel development.

The inverse is also true. The
protection initially  afforded
a hotel owner by an AOP can
erode significantly due to expan-
sion within a city, exposing the
owner to possible intra- brand
competition. For example, the
explosive growth of downtown
Los Angeles was hard to envi-
sion in the 1980s (and even into
the early 2000s), but is now a
business, entertainment and life-
style hub with a corresponding
demand for hospitality products.

AOPs that encompass an en-

tire city should be considered
carefully — population centers
within a city may grow over time
(as in the case of Los Angeles),
or the very boundaries of a so-
called city may not have a pre-
cise definition (e.g., an area may
be known colloquially by a cer-
tain name, but such name may
not have any legal significance).
Best practices call for plotting an
AOQOP on a map so as to eliminate
any ambiguities that may be cre-
ated by only including a textual
description of the AOP. Where
an AOP is amorphous or too
large to show with specific detail
on a map, GPS coordinates can
serve as a helpful refence in fu-
ture years.

Also important are the activi-
ties of a hotel operator that may
be restricted within an AOP.
Keeping in mind industry trends
of brand consolidation and soft
brand proliferation, an over-
broad AOP could forestall future
opportunities for an operator, or
expose an operator to possible
claims by owners that the op-
erator has violated the AOP by
acquiring or merging with an-
other operator. Attention should
be paid to the parties restricted
by the AOP (e.g., are affiliates
included?) and whether the AOP
applies only to a particular brand
name (e.g., would a yet-to-be-
developed sub-brand violate an
AQOP?). In addition, with the rise
of the sharing economy and the
advent of alternative lodging ex-
periences, even the definition or

use of “hotel” should be scruti-
nized so as to not unintentionally
handicap growth in unknown or
future lodging products.

Technology

Predicting how a city may be
transformed over the course of
several decades is far less com-
plicated than making even basic
predictions as to how technology
will impact hotels in the coming
years. The guest check-in experi-
ence, hotel parking in a world of
autonomous cars and guest-em-
ployee interactions may all be
unrecognizable in 25 years (or
less).

Technology already is spurring
certain trends that are having,
or will have, direct impacts on
hotel staffing. Improvements in
telecommunications and cloud-
based networks have allowed
hotel companies to centralize
many hotel management func-
tions previously performed on-
site (e.g., revenue management
and accounting). These functions
now can be performed by the
same corporate personnel across
multiple assets, rather than by
individuals located in a specific
hotel. While this shift may reduce
operating expenses and increase
other property-level efficiencies,
moving responsibilities from the
hotel to corporate offices effec-
tively expands the universe of
employees for which the opera-
tor is accountable. With this ex-
pansion, the risk (and quantum)
of loss, for both owners and



operators, grows, while simulta-
neously decreasing the ability of
owners and operators to isolate
such risk. Indemnity provisions
will be particularly impacted, es-
pecially as such provisions delin-
eate between actors constituting
“manager” and those constituting
“hotel personnel.” How “employ-
ees” are characterized, and un-
derstanding the resulting possible
risks to owners and operators as
a result of such characterization,
already requires new thinking
and prescience.

Further, as some brands re-
duce or eliminate front desks,
and backof- house facilities be-
come smaller with fewer tasks
being performed on-site, valu-
able real estate will be freed up
for other uses. Operators may try
to “hold” onto this space by re-
lying on, in some instances, their
ability to control hotel amenities
and features through brand stan-
dards. On the other hand, owners
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may seek to monetize and repur-
pose such space for revenue-gen-
erating uses. How this “found”
space ultimately is utilized will
depend largely on the relative
negotiating positions established
by the management contract.

With the only certainties being
that innovation is inevitable and
guests will demand the latest and
greatest, a management contract
cannot (and, in some instances,
perhaps should not) address the
unknown future with uniform
specificity. Instead, operators
and owners should focus their
negotiations on retaining flexi-
bility to accommodate techno-
logical change in whatever shape
it may take.
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