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Tips for Optimal Quality

Sound Quality
If you are listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, you may listen via the phone: dial 
1-877-447-0294 and enter your Conference ID and PIN when prompted. 
Otherwise, please send us a chat or e-mail sound@straffordpub.com immediately 
so we can address the problem.

If you dialed in and have any difficulties during the call, press *0 for assistance.

Viewing Quality
To maximize your screen, press the ‘Full Screen’ symbol located on the bottom 
right of the slides. To exit full screen, press the Esc button.
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Continuing Education Credits

In order for us to process your continuing education credit, you must confirm your 
participation in this webinar by completing and submitting the Attendance 
Affirmation/Evaluation after the webinar. 

A link to the Attendance Affirmation/Evaluation will be in the thank you email 
that you will receive immediately following the program.

For additional information about continuing education, call us at 1-800-926-7926 
ext. 2.
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If you have not printed the conference materials for this program, please 
complete the following steps:

• Click on the link to the PDF of the slides for today’s program, which is located 
to the right of the slides, just above the Q&A box.

• The PDF will open a separate tab/window.  Print the slides by clicking on the 
printer icon.
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COVID-19 - Timeline

• The first cases of COVID-19 in the United States were 
reported in late January.

• National State of Emergency declared on March 13, 
2020.

• By mid-March, the virus was widespread, with most 
states had issued “stay at home”, “healthy at home”, 
“shelter-in-place” or similar orders restricting travel 
and requiring non-essential businesses to close.

• In many cases, hotels were exempted from closure 
requirements as essential businesses. However, many 
hotels were faced with such low occupancy numbers 
and losses of revenue that closing remained a viable 
option.
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COVID-19 – Effects on Hotels

• Low occupancy resulted in large-scale closures and 
“soft” closures

• Recent signs of recovery, but most hotels still struggling

• Average National Occupancy Rates
Week of April 11 – 21% (-69% year-over-year)
Week of June 6 – 39.3% (-45.3% year-over-year)

• Average National Revenue per Available Room (RevPAR)
Week of April 11 – $15.61 (-83% year-over-year)
Week of June 6 – $33.43 (-65% year-over-year)

*All numbers as reported by STR
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General Business Conditions to 
Consider for Workout Requests
• Performance Prior to COVID-19 Pandemic

• Properties struggling prior to COVID-19 are generally less likely to receive 
generous forbearance.

• Impact on Local Area
• Can you demonstrate that the impact to your hotel is consistent with your 

competition?

• Cash Reserves
• What will your balance sheets say to the Lender?

• Willingness/Ability to Make Capital Contributions 
• What is the recourse structure of existing loan?
• Do you have the option to walk away?

• Projected Cash Flows and Recovery Timelines
• Projections are difficult to make, but lenders will require that you try.

• Special Considerations
• Conference cancellations
• Vacation destination hotels
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Paycheck Protection Program 
(“PPP”) Loans
• By far the most popular source of short-term financing for 

hotel property owners during the COVID-19 pandemic.
• Unsecured
• Potentially Forgivable
• Loan amount eligibility based on payroll costs

• 2.5 times monthly payroll of the PPP Borrower; capped at $10 million
• If not forgiven:

• 1% interest rate
• Minimum of 2-year 5- year maturity date
• Payments deferred until SBA makes its determination on forgiveness of the 

Loan (or 10 months after the end of the forgiveness period, if no 
forgiveness application is made).

• Available through December 31, 2020 (Revised from June 
30, 2020 by PPP Flexibility Act).
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PPP Loans – Forgiveness

• Forgiveness based on amount of the PPP loan used for 
forgivable purposes during the 8-week 24-week period 
after receipt of the loan (no later than December 31, 
2020).

• Forgivable Uses
• At least 75% 60% must be used for payroll expenses.
• Up to 25% 40% may be used for other eligible expenses, 

including:
• mortgage interest payments (but not principal); 
• rent payments; 
• utility payments; 
• interest payments on other debt obligations; or 
• refinancing EIDL loans taken out earlier in 2020.
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PPP Loans – Forgiveness (cont.)

• Pro-Rata reduction in the forgivable amount if the 
number of FTE or their compensation levels are 
reduced below February 15th levels as of June 30, 
2020 December 31, 2020.

• Exception for the inability to rehire similarly qualified 
employees by December 31, 2020.

• Exception for inability to return to the same level of 
business activity due to requirements established by the 
CDC, OSHA or HHS related to COVID-19.
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PPP Flexibility Act

• Passed by Congress on June 3, 2020
• Made the following changes to the PPP loan:

• End of PPP program extended from June 30, 2020 to December 31, 
2020.

• Forgiveness period extended from 8 weeks to 24 weeks.
• Changed the percentage required to be used for payroll expenses 

from 75% to 60%.
• Note: As written in the bill, borrowers must spend at least 60% on payroll 

costs or none of the loan will be forgiven. Discussions are ongoing.
• Exceptions to the requirement to rehire all full-time employees.
• Minimum maturity date changed from 2 years to 5 years.

• Not automatically retroactive, but may be renegotiated with existing PPP 
lenders.

• Payment deferment changed until after SBA makes a forgiveness 
determination (no more than 10 months from the end of 
Borrower’s forgiveness period).
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PPP Issues for Hotel Owners

• Prohibited indebtedness under most loans.
• Likely to be a recourse carveout for non-recourse loans. Whether it 

is a losses carveout or a full recourse carveout depends on the 
documents.

• Who employs the employees?
• Property Manager

• May qualify for the PPP loan.
• Would not be permitted to use proceeds to pay debts of the Owner.

• Hotel owners typically have a reimbursement obligation pursuant to 
the management agreement; however, a strict reading of the PPP 
requirements may not permit a hotel owner who does not directly 
employ the hotel workers to qualify for a PPP loan.

• Many hotel owners have ignored this issue. SBA has yet to weigh in.
• Similar issues for taking out a PPP loan at the level of an upper-tier 

affiliate.
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PPP Issues for Hotel Owners 
(cont.) 
• Must have less than 500 employees at one location 

(or otherwise qualify based on industry-specific size 
standards).

• The SBA’s broad affiliation rules for determining size 
have been waived with respect to hospitality properties.

• Necessity certification
• Not an issue for most hotel properties.
• Loans of less tan $2 million dollars will be deemed to 

have made the certification in good faith.
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PPP Issues for Hotel Owners 
(cont.) 
• Forgiveness Requirements

• Must use the proceeds within 24 weeks or by December 
21, 2020.

• The former 8-week requirement was a serious issue. 24-weeks 
is manageable for most hotel owners.

• For full forgiveness, must fully restore employment and 
compensation to February 15th levels by December 31, 
2020.

• More feasible than the prior June 30, 2020 deadline.
• Hotel occupancy still not projected to be fully recovered by 

December 31, 2020 in most cases.
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Main Street Lending Program

• Designed to provide capital to small and medium-
sized business. Lenders fund the loans and the 
Federal Reserve will purchase 95% of the Loan.

• Three distinct sub-programs*
• Main Street Priority Loan Facility (“MSPLF”); 
• Main Street New Loan Facility (“MSNLF”); and 
• Main Street Expanded Loan Facility (“MSELF”).

* Detailed comparison chart available at https://frostbrowntodd.com/app/uploads/2020/06/Comparing-the-
Three-Main-Street-Loan-Facilities-06052020.pdf
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Main Street Lending Program –
Issues for Hotel Owners
• The Main Street Lending Program does not work 

for the hospitality Industry.
• Two main reasons:

• Loan amount may not exceed (together with existing 
debt) either 4 (for the New Loan Facility) or 6 times the 
borrower’s 2019 earnings before interest, taxes, 
depreciation and amortization (EBITDA).

• That multiplier does not work for hospitality properties.
• 15% of the principal must be repaid by the end of year 

3, an additional 15% must be repaid by the end of year 
4, with the remainder due at the end of year 5.
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Economic Injury Disaster Loans 
(“EIDL”)
• Can be used to pay fixed debts, payroll, accounts 

payable and other bills that could have been paid if the 
disaster had not occurred. 

• These loans are capped at $2 million, with terms of up 
to 30 years and an interest rate of 3.75%.

• Unlike PPP loans: (1) EIDL loans are not forgivable, (2) 
EIDL loans over $25,000 require collateral (historically a 
first-lien mortgage or all-assets UCC filing) and (3) EIDL 
loans over $200,000 require a guaranty.

• Unlikely to be approved by existing mortgage lenders.
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Other Potential Federal 
Involvement
• Further changes to the PPP Program;
• Changes to the Main Street Program that would 

work for the hospitality industry;
• New regulations governing forbearance 

requirements; and
• New loan programs.
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Stakeholders:
Who?    Perspectives?

20

Topics

• CITY/COUNTY/STATE
• CONTRACTING PARTIES
• TENANT(s)
• GROUNDLESSOR(s)
• EMPLOYEES
• 3rd PARTY MANAGEMENT
• ???

• BORROWER(s)
• GUARANTOR(s)
• LENDER(s) 

(BANKS; LIFE CO.; 
OTHER)

• SERVICER(s)
• FRANCHISOR

Stakeholders

Topics
Topics

Topics



Existing Loan Defaults

• Payment Defaults
• Continuous Operations Covenants
• DSCR Covenants
• Guarantor Net Worth and Liquidity Covenants
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Avoiding Recourse Obligations

• Of primary importance for hotel owners with non-recourse loans 
will be avoiding personal liability to the individual guarantor(s).

• On a non-recourse loan, you always have the option to hand the 
Lender the keys, if you haven’t breached a non-recourse 
carveout.

• Common Issues:
• Taking PPP loans or other emergency financing in violation of the loan 

documents;
• Amending the franchise agreement or management agreement 

without lender consent;
• Granting tenant rent concessions without lender consent (if 

applicable);
• Existing violations of transfer provisions (including by the death of 

members);
• Admitting insolvency.
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Forbearance – Balance Sheet and 
Life Insurance Company Lenders
• Most quickly provided short term payment deferrals or 

waivers.
• Most in the 3-4 month range, a few in the 6-9 month range.
• A few exceptions, primarily balance sheet lenders who are also 

large CMBS servicers.

• PPP loan approvals were largely painless.
• The same exceptions as above.

• We are seeing signs that further forbearances may be more 
challenging to obtain without additional requirements:

• Requirements that missed interest payments be remade in full prior 
to additional forbearances/IO periods being provided.

• Evidence that property performance is reasonably expected to start 
improving.
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Forbearance – Balance Sheet and 
LifeCo Lenders (cont.)
• The terms are widely variable. Common examples:

• Permitting the use of certain reserve funds for monthly 
payments and tax deposits.

• Typically with a requirement to replenish the reserves within 6-12 
months after the deferral period.

• Deferring payments for 3-4 months, with deferred payments 
required to be repaid in full within 6-18 months.

• May be followed by an additional period of interest-only 
payments.

• Forbearing payments for 3-4 months and either recapitalizing 
the unpaid amounts at the end of the forbearance period or 
with payment schedules otherwise unchanged. 

• May be followed by an additional period of interest-only 
payments.
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Forbearance – Balance Sheet and 
LifeCo – Next Steps
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Forbearance Agreement

Cash Management Escrows & Reserves:
new; changes

Length of Forbearance

Franchise Agreement:
reopening terms

Franchise Agreement:
changes needed;

future PIP

Franchise Agreement:
defaults;

onerous terms

Cross-defaults?

HOT 
TOPICS

Interplay between Franchise Agreement 
and Loan Terms

(trip-wire for defaults and recourse)

FUTURE: NEED FOR 
MORE FORBEARANCE, 

FUNDS . . . 

Loan Documents:
clean up terms, 

definitions

Reporting:
new; changes

Proforma
assumptions

Financial Covenants:
new; changes

Market Analysis

Recourse Events
new; changes

Modification Fees?

Plan for Receivership
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Looking Ahead

• Lobbying groups are pushing for intervention in the 
CMBS servicing market.

• Further government interventions?
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Long-Term Considerations for the 
Industry
• Alternative Capital Sources and Rescue Funds
• Will CMBS return to hotel loans?
• Hotel refinancings in the next 24 months
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Thank You

Geoffrey M. White 
gwhite@fbtlaw.com

Josh Brock
jbrock@fbtlaw.com

Ann Hambly
ahambly@1stsss.com

Keith H. Mullen
kmullen@shackelford.law
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