Financing Complex Real Estate Deals: Combining
Hotel and Property Management

Introduction: The New Era of Hybrid Assets

The European investment landscape is witnessing the rise of hybrid real estate assets—
integrating hotels, serviced apartments, and traditional leased properties under one financing
umbrella. These structures provide income diversification, balancing the volatility of hotel
operations with the stability of long-term leases[>>!(58][*63].

Lenders increasingly prefer this blended approach. A Frankfurt refinancing in 2023 of a
combined hotel-office portfolio boosted the Debt Service Coverage Ratio (DSCR) from 1.2 to 1.5
simply by factoring in the predictable lease cash flows alongside hotel income[®3!l63].

The Data Equation in Hybrid Financing

Financial Data

Key metrics such as Loan-to-Value (LTV), DSCR, and Net Operating Income (NOI) remain
central. In Munich, a mixed-use project achieved 70% LTV financing once lease revenues were
included in the underwriting model[>1l63].

Hotel Operating Data

Hotels bring volatility, but lenders analyze Average Daily Rate (ADR), Revenue per Available
Room (RevPAR), and Gross Operating Profit per Available Room (GOPPAR) to model seasonal
swings and stress-test downside cases[*81(46].

Property Management Data

Lease lengths, tenant churn, and operational expenditures provide a stable cash flow
foundation. These mitigate hotel volatility and strengthen the overall financing profile[44][47]
[~50].

Market Data

Macro trends such as GDP growth and tourism demand, paired with micro indicators like
absorption rates and zoning restrictions, round out the risk assessment framework[>8)l61].



Structuring Hybrid Financing Models

Complex deals often blend multiple financing instruments:

¢ Syndicated loans distribute exposure across lenders

e Mezzanine finance bridges the equity gap

e REITs and securitizations create tradable securities

¢ Joint ventures combine operator expertise with property management stability

In London (2023), a mixed-use tower securitized lease revenues, mezzanine-financed its hotel
component, and achieved an 80 bps reduction in weighted average cost of capital (WACC)[%!
l61][~63].

Legal & Regulatory Frameworks

Real Estate & Property Law (BGB, Germany)

German tenancy law provides the backbone for financing stability:

§535 BGB - Defines landlord and tenant duties, ensuring enforceable lease obligations. The
provision establishes that "by the lease contract the landlord shall be obligated to grant usage
of the leased object during the term of the lease to the tenant" and requires the landlord to
maintain the property in suitable condition 1 [4411"181(50].

§550 BGB - Requires written form for leases longer than one year, protecting lenders in due
diligence. This provision ensures transparency and legal certainty, as oral agreements for
extended terms are deemed indefinite and subject to standard termination provisions[441(52]
[~47].

§580a BGB - Sets termination notice periods, strengthening predictability of lease income. The
provision establishes minimum notice periods that increase with tenancy duration, providing
revenue stability crucial for financing projectionsl[*44]2]

Hospitality Regulation

Hotel operators must comply with licensing and hospitality taxes, such as Frankfurt's
Ubernachtungsteuer. Franchise agreements with international brands (Hilton, Marriott) further
introduce contractual obligations affecting financing terms[°8/l65].

Financial Reporting Standards (IFRS)

Hybrid assets trigger dual reporting requirements:

IFRS 16 §§22-28 — Recognition of right-of-use assets and lease liabilities, crucial for long-term
leases. The standard requires lessees to recognize lease liabilities at present value and
corresponding right-of-use assets, fundamentally changing balance sheet presentation and
providing greater transparency for investors[421[45][481(51].



IFRS 16 §32 - Lease liabilities measured at present value. This provision requires discounting
future lease payments using either the lease's implicit interest rate or the lessee's incremental
borrowing rate[421145][~48].

IFRS 15 §§31-35 - Revenue recognition for hotel stays, food & beverage, and event services.
The standard establishes a five-step model for revenue recognition that significantly impacts
hospitality operators, requiring careful analysis of performance obligations and timing of revenue
recognition[43/146][*49].

Data Protection (GDPR & BDSG)

Both hotels and property managers process sensitive personal data:

Art. 5 GDPR - Principles of lawful data processing. Requires data processing to be lawful, fair,
transparent, purpose-limited, data-minimized, accurate, storage-limited, and securel31 141151

Art. 6(1)(b) GDPR - Contractual necessity justifies tenant and guest data use. This provision
allows processing of personal data when necessary for contract performance, covering most
hotel-guest and landlord-tenant relationships@“Z“&l.

Art. 32 GDPR - Requires technical and organizational safeguards. Organizations must implement

appropriate security measures including encryption, system resilience, and regular security
testingIgl ol [l

§26 BDSG - Regulates employee data processing in Germany. However, following recent ECJ
rulings, parts of this provision have been declared invalid, requiring employers to rely primarily
on GDPR provisions for employee data processing[*157][*60].

Al & Predictive Analytics Regulation (EU Al Act)

Al-driven forecasting models are increasingly used in underwriting[531156][591(6 2].

Art. 6 EU Al Act - Defines high-risk Al systems, including financial scoring. The Act establishes a
risk-based approach with four categories: prohibited, high-risk, limited risk, and minimal risk
systems[531l56][591(62].

Annex I, §5(b) - Explicitly categorizes creditworthiness evaluation as high-risk. Al systems
"intended to be used to evaluate the creditworthiness of natural persons or establish their credit
score" fall under high-risk classification, requiring extensive compliance measures[*®1l62][*64].

This classification means predictive occupancy models used in financing presentations require
transparency, explainability, and human oversight[331(56][59162].

How Data + Law Shape Financing Outcomes

Stabilization — Lease revenues anchor hotel volatility

Transparency - IFRS alignment reassures lenders and investors

Compliance — GDPR, AML, and Al Act compliance lower regulatory risks

Negotiation leverage — A blended compliance + data narrative strengthens financing terms



Best Practices for Investors

1. Integrate hotel PMS data with property management dashboards
2. Run stress tests on occupancy volatility and lease expiries

3. Conduct legal audits on BGB lease enforceability, IFRS reporting accuracy, GDPR
safeguards, and Al Act compliance

4. Form cross-functional deal teams (finance, legal, operations)

Case Study Spotlight: Munich Mixed-Use Asset (2024)

Asset Mix: 250-key luxury hotel, 100 serviced apartments, retail podium
Financing Structure:

e 55% syndicated senior loan
e 20% mezzanine financing
e 25% sovereign wealth fund equity

Legal & Compliance Framework:

 IFRS 16 (leases) + IFRS 15 (revenue recognition)[421143][*45]
e GDPR Arts. 5, 6, 32 for guest loyalty and tenant datal3l 161191
e EU Al Act Art. 6, Annex Il for predictive occupancy forecasting model[>31(59]
e BGB §§535, 550, 580a ensuring enforceable leasesl1[441(47]

Outcome: DSCR improved from 1.3 to 1.7, enabling refinancing at lower spreads within 18
months.

Conclusion: The Playbook for Complex Deals

Financing hybrid hotel-property assets is legally complex but financially advantageous. Major
European banks like Aareal Bank have successfully structured multi-billion euro facilities for
hybrid hospitality concepts, demonstrating the viability and scalability of this approach[>5163].

Investors who integrate data analytics, comply with multi-layered regulations, and structure
financing intelligently are positioned to outperform in Europe's evolving real estate market.

Hybrid financing is not just a trend—it is becoming the new baseline for institutional-grade

real estate strategy.
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