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As requested by the assignment an analytical report has been prepared. This report is a hotel market feasibility study for a prospective hotel site in Arlington, Virginia. The hotel site is part of the largest infill development project in the east coast, Potomac Yards, and being developed by Crescent Resources L.L.C. 

Land Bay B is a 2.72 acre land parcel and is currently zoned, cited, and approved for a full service 625 room hotel. There is speculation that the market cannot support a hotel of that size.  Crescent Resources has provided three possible scenarios for Land Bay B; proceed with a 625 room hotel, create 420 condominium unit development, or develop a hybrid of 420 hotel rooms and 210 condominium units. 

After extensive market research the recommendation being made is to build the hotel and condominium hybrid, opening in the year 2012.  The conclusion resulted from analysis of the market supply and demand for both hotels and condominiums. The hotel market showed the there will be an excess of demand in year 2012 for 420 rooms. The housing demand is currently in excess for Arlington and is projected to grow even more over the next twenty five years. Arlington County has been named the best condominium market outside the District of Columbia. Several new condominium developments have recently been completed in the area and all had been sold out before the properties had been finished. The strong demand for housing units will aid in raising the capital needed to finance the development.  The hotel and condo hybrid is the best use for Land Bay B based on today’s market and the market future. 
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Executive Summary

Potomac Yards is located in Arlington, Virginia and is currently under development by Crescent Resources, L.L.C. With the purchase of the 300 acres in 2001 it is now the largest infill project in the east coast. The approval of developing Potomac Yards was given by Arlington and Alexandria country with the submission of Potomac Yard Design Guidelines. Land Bay B is located in the Arlington South Track portion of Potomac Yards. The 2.72 acre land bay and surrounded by Land Bays A and C. Currently it’s sited and approved for a 625 room hotel and 10,000 square feet of retail space as outlined in the design guidelines. In the currently there is speculations the market cannot support a full service 625 room hotel. The question then arises, “what is the best use scenario for Land Bay B?” Crescent Resources have provided the three following option; proceed with the 625 room full service hotel, a 420 unit condominium development, and a construction of a hybrid of 210 condominiums and a 420 room full service hotel.

A hotel and condominium market feasibility study was conducted. The hotel market is currently in the recession phase of the business cycle but expected to return. Arlington County is listed as having one of the top twenty-five performance market for hotels. The condo market for the area has showed great promise. The building of condominiums or multifamily units creates added value to the land. Recent land sales of multifamily land are selling at $17 million more then hotel land sales. With the low mortgage and interest rates along with the tax exemption on capital gain over $500,000 on home sales, more people are looking to move into condominiums. New units in Arlington County are selling at the rate of 12 per month. 

By using demand ratios for hotel rooms and housing units the future demand was forecasted. The results of this analysis indicated that a 625 room hotel would not be feasible but there would be an excess of demand created of 428 rooms. The condo and hotel hybrid would be fill the hotel demand and housing demand be the best use scenario for Land Bay B in Potomac Yards.

Introduction

Potomac Yards is located in Arlington, Virginia and is currently underdevelopment by Crescent Resources, L.L.C. With the purchase of the 300 acres in 2001 it is now the largest infill project in the east coast (Appendix A-1). The approval of developing Potomac Yards was given by Arlington and Alexandria country with the submission of Potomac Yard Design Guidelines. The guidelines provided site analysis, the incorporation of urban design principles, development plans, and building and landscape guidelines.

Within the guidelines approved by Arlington County the land parcel South Track was divided into six plots or land bays (Appendix A-2). The six land bays are each zoned and sited for different uses. Together when completed, the South Track portion of Potomac Yards will contain 2,940,000 square feet of office and retail space along with 1,469,835 square feet of residential and hotel space according to the guidelines.

Land Bay B is located in the Arlington South Track portion of Potomac Yards. The 2.72 acre land bay and surrounded by Land Bays A and C. Currently it’s sited and approved for a 625 room hotel and 10,000 square feet of retail space as outlined in Potomac Yard Design Guidelines for Arlington County, Virginia. Potomac Yards is accessible by U.S. Rout 1, I-395, and George Washington Parkway. On the completion Potomac Avenue, the Glebe Road Extension and 33rd Street will all provide access. Land Bay B is currently accessible by Rout 1/Crystal drive and on the completion of construction access will be gained by Potomac Avenue. (Appendix A 3-6). The eastern side of Potomac Yards boarders Reagan National Airport with U.S. Rout1 running along the western boarder (Adams).
Groundbreaking for the 625 room hotel on Land bay B was anticipated to be 2005. Currently there are many challenges and much hesitation facing the development for Land Bay B. In the current hotel market the probability of successfully constructing a 625 room hotel is slim. The question then emerges, what is the best use scenario for Land Bay B? Three scenarios for the development of Land Bay B have emerged at possible best use alternatives are proceed with the 625 room full service hotel, a 420 unit condominium development, and a construction of a hybrid of 210 condominiums and a 420 room full service hotel. The recommendation is based on the local and national markets.

Land Summary

After the purchase of Potomac Yards in 2001 Crescent Resources hired several companies to do an analysis of the property ensure it is fit to build on and could accommodate the intended plans. In August 2002 GeoConcepts Engineering Incorporate analyzed land bays A and C, located on the north and south end of land bay B. The site analysis of the surrounding land bays included field investigations, soil laboratory testing and engineering analysis of the geotechnical data for both A and C. The test concluded that Land Bays A and C were fit and indicated that Land Bay B would be the same (GeoConcept).

Earth Tech, Incorporated conducted and developed a Soil Characterization and Management Plan in April of 2003 for the South Track of Potomac Yards. Soil samples were taken from the property which indicated that there was arsenic, selenium and lead present in the soil however was not present in quantities to indicate the soil is unfit. Earth Tech also prepared an Environmental Site Assessment. The assessment concluded that Potomac Yards has met the Environmental Protection Agencies requirements and have all regulations to build. The results of the groundwater testing showed that the water met or below the VDEQ regulations one milligram per liter. The groundwater testing confirmed that the arsenic levels found in the soil is from the use of arsenic based herbicide weed control and was not naturally formed deposits in the soil (Earth).  In conclusion the land evaluation report indicated the Potomac Yards; specifically Land Bay B is safe and ready for development.

Hotel Market

National 

The national hotel market has not shown full or substantial recovery since the events of September 11th and the weaken economy of 2002. In 2003 hotel properties were listed as the as having the poorest performance in the real estate market. Over the past two years the number of new construction project has continually decreased. For 2001 the construction start rate of hotels fell to 20.7% and lower numbers are expect for 2002 and 2003 The combination of the slowed economy and recent political uncertainties has kept many vacation and business travels home (Equity). 

In February of 2002 it was reported the “actual lodging demand” had decreased by 6.5% in the fourth quarter and the overall lodging industry ended 2002 at 59.2%, 1 percent less then in 2001.  Of the 6.5 percentage points 5.4 points are being directly linked to economic reason and only 1.2 points were attributed to non-economic factors. Occupancy rates are still far bellows the levels of 1999-2000.  The resort, luxury, and urban hotels segments are seeing the lowest of the rates with decreases from 7.5% to 9.2%. The slowed economy, pending fears of war and SARS resulted in a 1.1% occupancy decrease so far in 2003. An indication of the recovery of the hotel industry is when “corporate profits resume and travel budgets improve,” (Equity). 

	
	2000
	2001
	2002

	National Occupancy Rate
	67.7%
	59.8%
	59.2%

	National Average Daily Rate
	$83.15
	$84.45
	$86.04


Room rates and revenues have struggled to maintain profitable levels in 2002 and decreased by 1.5%. The average daily rate in 2002 was $83.15 compared to $84.45 in 2001. In 2002 there was little movement in rates and 2003 is expected to see steady rates and a minor increase towards the end of the year. Revenue per Available Room (RevPAR) is also looking like it will increase as the market stabilizes in late 2003 and early 2004. Total expected RevPAR growth for 2004 is forecasted at 3 percent (National).  

In 2001 the average cost per business traveler was $6,667, 33.33% percent less then two years ago. Currently conservative predications for 2004 have absorption levels improving 90% above 2003 levels. In the first quarter of 2003 hotel occupancy has lost the 1% gain and RevPAR was down 1% to 3%.  Predictions show an increase of 3% in 2004 and an additional 3% to 4% in 2005 (National).

With luxury hotels having increasingly high operating costs and experiencing the lowest demand it is the segment which is showing the least profitable financial performance in 2002 and 2003. Limited service and extended stay hotels have the highest internal rate of return, in part due to a lower operating expense. The single largest expense increase came from insurance premiums which on average increased by 33% in 2002. In 2002 mangers are spending 1.2% more on marketing a hotel then in 2001. After the government took action on the increasing cost of energy, hotels spent 5% less in the past year (Equity). 

The Urban Land Institute has forecast the current national market conditions as “poor prospects for new hotel development” because of the inability to get financing and lower travel rates, especially in the luxury segment.  In the 2003 the estimated number of rooms starts is 63,000, a great decrease compared to 1998 where is peaked at 159,900. Although the number of room starts is increasing bust investor’s confidence in new development is still lacking.

Local

Land B is located on the northern part of Potomac Yards in Arlington County, neighboring Crystal City. Arlington currently has forty-one hotel and nearly 10,000 rooms. Twelve of Arlington’s hotels and 40% of the counties rooms, over 4,000 are within less than 2 square miles of Land Bay B (Appendix B-1). The Washington D.C. Metro are has experienced higher Average Daily Rate’s and Occupancy levels then other urban markets and the national average (Appendix B-2). As of February 2003 the 12 month average has dropped to 69.1%.  The ADR’s have remained at an average of $130 per room since 2000. Revenue Per Available Room (RevPAR) has declines 4.6% in the last three years to $90.47 in 2003 (Appendix B-3).  Despite the decrease in occupancy and ADR, the Washington D.C. Metro area is listed as one of the top 25 hotel performance markets in the nation (Arlington).


Arlington County has approved hotel sites and expansion plans include 16,648 rooms, increase the current total by 16.5%, according to Delta Assoc (Appendix C-1). The current market’s conditions would not be able to maintain occupancy, RevPAR, and ADR levels it would take 3,426 square feet of office space to generate the demand for 1 hotel room, and over 3 million square feet of office space would be to generate demand for a 625 room hotel in this area (Appendix D-1). The development of Potomac Yards would supply an additional 2,930,000 square feet of office and retail, and 1 million square feet of residential, and not be able to generate enough maintain levels needed for a 625 room full service hotel on Land Bay B. The demand that would be created by Potomac yards would generate would have the capabilities to support a smaller limited service property (Arlington). 


Currently Arlington Country is expecting to see the job market grow and it is estimated by 2005 there will be 53,500 new jobs and 67% will be office jobs. Taking the number of office jobs times the square feet needed per job the total office space growth needed is 7,169,000 square feet. By using the number of square feet needed and using the ratio of office space to hotel rooms by 2005 there will be a demand for 1,226 hotel rooms.  There are 1,648 rooms that have been approved for building which creates a 421 room excess in demand. When the market research was conducted the Hyatt Hotel expansion and Courthouse Plaza Hotel are no longer looking to develop and cannot generate the financial means to continue with the plans. Taking away the number of rooms the Court House Plaza Hotel and the Hyatt Hotel are planning, would reduce the excess supply of the rooms in the county and would create an excess demand of 406 rooms. On its completion Potomac yards will be creating 2,500,000 square feet of office space and will be primarily is creating a demand of the 428 hotel rooms. Taking the annual absorption office rate of 300,000 rooms the offices build out for Potomac yards is 8.33 years. At the completion of Potomac Yards in 2012 there the 428 rooms demand. If ground was broke in 2010 on Land Bay B a hotel with a maximum number rooms of 428 would feasibly be supported by this demand (Appendix D-2). 
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Condominium Market

Arlington, Virginia is a growing metropolitan area that is saturated by commercial business.  There are 95,718 existing housing units and 2,486 units under construction. The increase in housing units is due to the population increase and more people are choosing the area because it its prime location. Forecasted numbers show steady increase in population, households, and employment for the region thought the year 2020. Between the years of 1997 and 2000 the area had its greatest increase in employment. As of 2000 the housing demand created was 43,300 units (McClain). 
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Despite the weakened economy values of home and housing increased steadily over the past several years for the area. Using the statistical correlation between economics and job growth the median housing value in the area will rise to $412,000 compared to $177,000 in 2000. With such high housing costs the problem of creating affordable housing for Arlington County residences emerges. Potomac Yards will have the ability of create a portion of housing units at the affordable level.  

The building of condominiums or multifamily units creates added value to the land. Recent land sales of multifamily land are selling at $17 million more then hotel land sales. The average selling price per unit for hotel rooms is $20,076 compared to $30,120 for multifamily housing units, up 63% since 1996.  For the Northern Virginia area the medium individual selling prices is $225,000, a 56% increase since 1996 (Appendix E1-2). Arlington County has the best condo market outside the District of Columbia and on average worth $373 per square foot. The low mortgage and interest rates along with the tax exemption on capital gain over $500,000 on home sales, more people are looking to move into condominiums. New units in Arlington County are selling at the rate of 12 per month (Delta). 
Recommendations

The three scenarios given for the development for Land Bay B were, proceeding with a full service 625 room hotel, a 420 unit condominium development, or a hybrid hotel consisting of 210 condominium units and 420 full service rooms. After analyzing the local and national hotel market and condominium market the recommendation for Crescent Resources is to develop the hotel and condominium hybrid. The scenario is presenting itself to be the best choice for today’s market and the future market. Although limited service hotels are showing to be most profitable today national a full service hotel would be the best choice for Land Bay B based on local performance and competition. 

With the build out of office space and residential units upon the completion of Potomac Yards the demand for the hotel will essentially be created. If ground was broken in 2010 the hotel and condominiums could be expected to be finished in 2012. Until 2012 the current market and projects already in development will absorb all of the demand growth. The building of the 210 condominium units will help fill the demand for upscale and affordable housing units. The economic and financial markets continue to strengthen and be another benefit for waiting until 2010. 

An all condominium development would initially be the best investment however the Arlington County receives a tax on every hotel room sold and would not approve site plan changes that would eliminate all hotel rooms. By using demand ratios for hotel rooms and housing units the future demand was forecasted. The results of this analysis indicated that a 625 room hotel would not be feasible but there would be an excess of demand created of 428 rooms. The condo and hotel hybrid would be fill the hotel demand and housing demand be the best use scenario for Land Bay B in Potomac Yards. 
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