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Revenue is rising, but collecting
is more challenging
23 APRIL 2019 7:36 AM

Hoteliers are losing out on revenue as more and more guests use credit
cards when they travel.

By  Robert Mandelbaum
(/Author/334/Robert-Mandelbaum)
Robert.Mandelbaum@cbre.com
(mailto:Robert.Mandelbaum@cbre.com)
()

REPORT FROM THE U.S.—According to STR (https://str.com), U.S. hotels achieved all-time
high occupancy, average daily rate, and revenue per available room in 2018
(http://hotelnewsnow.com/Articles/292373/STR-US-hotels-post-another-record-year-in-
2018). While a record number of guests are staying at hotels and revenues are �owing in, the
ability to collect these funds is starting to become more of a challenge.

(STR is the parent company of Hotel News Now.)

According to the Uniform System of Accounts for the Lodging Industry, an account titled
“Provision for Doubtful Accounts” has been established in the administrative and general
department of a hotel operating statement. Each month, hotel managers estimate the portion
of their property’s receivables that they do not believe will be collectible. The Provision for
Doubtful Accounts records charges made to provide for the probable loss on accounts and
notes receivable. An increase in the dollars expensed to this category indicates a rise in
uncollectable accounts. Conversely, a decline in the Provision for Doubtful Accounts
indicates that hotels overestimated the amount of revenue they thought would be
uncollectable.

CBRE’s annual “Trends in the Hotel Industry” survey of hotel operating statements tracks
Provision for Doubtful Accounts, as well as credit card commission payments. To analyze
trends in hotel collections, we studied data for a sample of 1,456 properties that reported
these two expense categories each year from 2010 to 2017, which is the most recent data
available.

Doubt on the rise 
From 2010 through 2017, the hotels in our research sample achieve a 4.7% compound annual
growth rate in total operating revenue. Concurrently, the amount set aside for doubtful
accounts increased at a CAGR of 10.8%.
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Except for 2012, the annual change in Provision for Doubtful Accounts was greater than the
change in total operating revenue each year during the study period. This indicates that over
the eight-year period, hotel operators have had to write off greater amounts of uncollectable
revenue than anticipated. Collections were most challenging during 2015 and 2016 when the
annual change in the Provision for Doubtful Accounts approached 30%.

The amount of funds expensed for bad collections is still a very small portion of total
revenue. Over the eight-year period, the Provision for Doubtful Accounts averaged just 0.047%
of total operating revenue per year. However, it did peak at 0.063% in 2017.

Due to the greater transient orientation of limited-service, all-suite, and extended-stay hotels,
these properties had the highest ratios of Provision for Doubtful Accounts to total operating
revenue in 2017. Convention hotels—with an extreme orientation to group business—had the
lowest ratio.

Collecting with credit cards 
While an increased acceptance of credit card payments provides greater assurance of
collection, it does come at a cost. Like the Provision for Doubtful Accounts, credit card
commission payments have grown at a greater pace than revenue the past eight years. From
2010 to 2017, while total operating revenue was rising at a CAGR of 4.7%, credit card
commissions were increasing at a CAGR of 5.5%. Over the past eight years, credit card
commissions as a percent of total operating revenue has grown from a low of 2.2% in 2010 to
2.33% in 2017.

Based on our analysis, the greater growth rate for credit card commissions can be attributed
to a combination of rising discount rates, and an increased incidence of the use of credit
cards. To estimate the usage of credit cards within U.S. hotels, CBRE made assumptions
using information from the following sources:

Credit card discount rates were estimated from a survey of hotel �nancial executives.
Lodging and sales tax estimates were made based on information from public sources.
Gratuity assumptions were derived from our general industry knowledge and revenue

mix data taken from the CBRE “Trends” database.

From 2010 through 2017, CBRE estimates that 83.7% of total operating revenue at the hotels in
the survey sample was charged to credit cards. Credit card usage peaked in 2015 at 85%.
Credit card use was lowest in 2017 (80.1%).

In 2017, credit card usage was greatest at extended-stay hotels (93.5%) and all-suite properties
(88.1%). Resorts (63.6%) and convention hotels (75.6%) had the lowest levels of credit card use.
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