HOTEL FRANCHISE FEE GUIDE 2022

HOTEL FRANCHISE FEE GUIDE 2022 CAN BE YOUR COMPASS IN NAVIGATING THE COMPLEX WORLD OF HOTEL FRANCHISING. THIS
COMPREHENSIVE GUIDE DELVES DEEP INTO THE ESSENTIAL FINANCIAL COMPONENTS, OFFERING CLARITY AND ACTIONABLE INSIGHTS
FOR PROSPECTIVE FRANCHISEES. UNDERSTANDING THE INTRICACIES OF INITIAL INVESTMENTS, ONGOING ROYALTIES, MARKETING
CONTRIBUTIONS, AND OTHER ASSOCIATED COSTS IS PARAMOUNT FOR MAKING INFORMED DECISIONS. WE WILL EXPLORE THE
FACTORS INFLUENCING THESE FEES, TYPICAL RANGES, AND WHAT YOU SHOULD EXPECT WHEN ENTERING INTO A HOTEL FRANCHISE
AGREEMENT IN 2022. BY DEMYSTIFYING THESE FINANCIAL ASPECTS, THIS ARTICLE AIMS TO EMPOWER YOU WITH THE
KNOWLEDGE NEEDED TO ASSESS THE VIABILITY AND PROFITABILITY OF A HOTEL FRANCHISE OPPORTUNITY.
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UNDERSTANDING HOTEL FRANCHISE FEES

EMBARKING ON THE JOURNEY OF OWNING A HOTEL THROUGH A FRANCHISE MODEL REQUIRES A THOROUGH UNDERSTANDING OF THE
FINANCIAL COMMITMENTS INVOLVED. THE HOTEL FRANCHISE FEE LANDSCAPE IN 2022 1S MULTIFACETED, ENCOMPASSING A RANGE
OF COSTS THAT CONTRIBUTE TO THE FRANCHISOR'S OPERATIONAL SUPPORT, BRAND DEVELOPMENT, AND MARKETING EFFORTS.
THESE FEES ARE NOT ARBITRARY, THEY ARE CAREFULLY CALCULATED BASED ON THE VALUE PROPOSITION OFFERED BY THE
BRAND AND THE SERVICES PROVIDED TO FRANCHISEES. PROSPECTIVE OWNERS MUST APPROACH THIS WITH DILIGENCE,
RECOGNIZING THAT THESE INVESTMENTS DIRECTLY IMPACT THEIR POTENTIAL PROFITABILITY AND THE OVERALL SUCCESS OF THEIR
VENTURE.

THE DECISION TO FRANCHISE A HOTEL IS A SIGNIFICANT ONE, AND THE FINANCIAL STRUCTURE IS A CRITICAL ELEMENT. IT>s
CRUCIAL TO DISSECT EACH FEE CATEGORY TO GRASP THE FULL SCOPE OF INVESTMENT. THIS GUIDE AIMS TO PROVIDE A
TRANSPARENT AND DETAILED OVERVIEW, MOVING BEYOND SUPERFICIAL EXPLANATIONS TO OFFER A DEEP DIVE INTO WHAT EACH
FEE REPRESENTS AND WHY IT IS CHARGED. BY THE END, YOU SHOULD HAVE A CLEARER PICTURE OF THE FINANCIAL
RESPONSIBILITIES INHERENT IN A HOTEL FRANCHISE AGREEMENT.

Key CoMPONENTS oF HOTEL FRANCHISE FEes

THE FINANCIAL STRUCTURE OF A HOTEL FRANCHISE IS COMPRISED OF SEVERAL DISTINCT FEE CATEGORIES, EACH SERVING A
SPECIFIC PURPOSE. UNDERSTANDING THESE COMPONENTS IS THE FIRST STEP TOWARDS ACCURATELY BUDGETING AND
FORECASTING THE EXPENSES ASSOCIATED WITH OPERATING A FRANCHISED HOTEL. THESE FEES COLLECTIVELY CONTRIBUTE TO
THE OPERATIONAL FRAMEWORK AND BRAND EQUITY THAT THE FRANCHISOR PROVIDES, ENABLING FRANCHISEES TO LEVERAGE AN



ESTABLISHED BUSINESS MODEL AND MARKET PRESENCE.

INITIAL FRANCHISE FEE

THE INITIAL FRANCHISE FEE IS A ONE-TIME PAYMENT MADE BY THE FRANCHISEE TO THE FRANCHISOR AT THE OUTSET OF THE
FRANCHISE AGREEMENT. THIS FEE TYPICALLY GRANTS THE FRANCHISEE THE RIGHT TO USE THE BRAND'S NAME, TRADEMARKS,
OPERATING SYSTEMS, AND PROPRIETARY KNOWLEDGE. IT ALSO COVERS THE INITIAL TRAINING, SITE SELECTION ASSISTANCE,
DESIGN AND CONSTRUCTION GUIDANCE, AND OPENING SUPPORT PROVIDED BY THE FRANCHISOR. THE AMOUNT OF THIS FEE CAN
VARY SIGNIFICANTLY BASED ON THE BRAND'S MARKET POSITION, THE PERCEIVED VALUE OF ITS SYSTEM, AND THE LEVEL OF
SUPPORT OFFERED.

For EXAMPLE, A WELL-ESTABLISHED LUXURY BRAND WITH A STRONG GLOBAL PRESENCE MIGHT COMMAND A MUCH HIGHER INITIAL
FRANCHISE FEE THAN A NEWER, BUDGET-FRIENDLY BRAND. THIS INVESTMENT IS A CRUCIAL ENTRY COST, AND IT SIGNIFIES THE
FRANCHISEE’S COMMITMENT TO JOINING THE FRANCHISE SYSTEM. |T IS OFTEN ONE OF THE LARGEST UPFRONT COSTS A FRANCHISEE
WILL ENCOUNTER, ASIDE FROM THE ACTUAL CONSTRUCTION OR ACQUISITION OF THE HOTEL PROPERTY.

RovALTY Fees

ROYALTY FEES ARE ONGOING PAYMENTS MADE BY THE FRANCHISEE TO THE FRANCHISOR, TYPICALLY CALCULATED AS A
PERCENTAGE OF THE HOTEL'S GROSS REVENUE. THESE FEES ARE THE PRIMARY SOURCE OF INCOME FOR THE FRANCHISOR AND ARE
CHARGED FOR THE CONTINUED USE OF THE BRAND'S NAME, TRADEMARKS, OPERATING SYSTEM, AND ONGOING SUPPORT SERVICES.
THE PERCENTAGE CAN RANGE FROM APPROXIMATELY 4% TO 129 OR MORE, DEPENDING ON THE BRAND. THIS CONSISTENT
REVENUE STREAM ALLOWS THE FRANCHISOR TO INVEST IN BRAND DEVELOPMENT, RESEARCH AND DEVELOPMENT, AND CONTINUED
SUPPORT FOR ITS FRANCHISEES.

THE PREDICTABILITY OF ROYALTY FEES, TIED TO REVENUE, MEANS THAT AS THE FRANCHISEE'S BUSINESS GROWS, SO DOES THE
FRANCHISOR'S INCOME. THIS CREATES A SYMBIOTIC RELATIONSHIP WHERE THE FRANCHISOR IS INCENTIVIZED TO HELP ITS
FRANCHISEES SUCCEED. |T IS VITAL FOR FRANCHISEES TO UNDERSTAND THE EXACT PERCENTAGE AND HOW GROSS REVENUE IS
DEFINED IN THE FRANCHISE AGREEMENT TO ACCURATELY FORECAST THEIR OPERATING EXPENSES AND PROFITABILITY.

MARKETING AND ADVERTISING FEES

FRANCHISEES ARE USUALLY REQUIRED TO CONTRIBUTE TO A CENTRAL MARKETING AND ADVERTISING FUND, OFTEN REFERRED TO
AS A BRAND FUND OR ADVERTISING COOPERATIVE. THIS FEE, TYPICALLY RANGING FROM ]% TO 40/0 OF GROSS REVENUE, IS
POOLED BY THE FRANCHISOR TO EXECUTE SYSTEM-WIDE MARKETING CAMPAIGNS, NATIONAL ADVERTISING INITIATIVES, AND
PUBLIC RELATIONS EFFORTS. THESE COLLECTIVE EFFORTS BENEFIT ALL FRANCHISEES BY INCREASING BRAND AW ARENESS AND
DRIVING DEMAND FOR THE BRAND AS A WHOLE, WHICH IS OFTEN MORE EFFECTIVE AND COST-EFFICIENT THAN INDIVIDUAL
MARKETING EFFORTS.

THE FRANCHISOR USUALLY MANAGES THIS FUND AND PROVIDES AN ANNUAL REPORT DETAILING HOW THE MONEY HAS BEEN SPENT.
PROSPECTIVE FRANCHISEES SHOULD INQUIRE ABOUT THE EFFECTIVENESS OF PAST CAMPAIGNS AND THE STRATEGIC PLANS FOR
FUTURE MARKETING ENDEAVORS. A STRONG, WELL-EXECUTED MARKETING STRATEGY IS CRITICAL FOR DRIVING OCCUPANCY AND
REVENUE, MAKING THIS FEE AN INVESTMENT IN THE BRAND’S OVERALL MARKET APPEAL.

TECHNOLOGY AND RESERVATION FEES

IN TODAY’S DIGITAL AGE, TECHNOLOGY PLAYS A CRUCIAL ROLE IN HOTEL OPERATIONS. FRANCHISORS OFTEN CHARGE FEES FOR
ACCESS TO THEIR PROPRIETARY RESERVATION SYSTEMS, PROPERTY MANAGEMENT SYSTEMS (PMS), CUSTOMER RELATIONSHIP



MANAGEMENT (CRM) TOOLS, AND OTHER TECHNOLOGY PLATFORMS. THESE FEES CAN BE A FLAT MONTHLY RATE PER ROOM, A
PERCENTAGE OF REVENUE, OR A COMBINATION. THEY ENSURE THAT FRANCHISEES ARE USING STANDARDIZED, EFFICIENT, AND
INTEGRATED TECHNOLOGY SOLUTIONS THAT ENHANCE GUEST EXPERIENCE AND OPERATIONAL EFFICIENCY.

THESE FEES ALSO COVER THE COST OF MAINTAINING AND UPDATING THESE SYSTEMS TO KEEP PACE WITH TECHNOLOGICAL
ADVANCEMENTS. ACCESS TO A ROBUST AND RELIABLE RESERVATION SYSTEM IS PARAMOUNT FOR MAXIMIZING BOOKINGS
THROUGH VARIOUS CHANNELS, INCLUDING THE BRAND'S OWN WEBSITE AND GLOBAL DISTRIBUTION SYSTEMS (GDS)
(UNDERSTANDING THE SCOPE OF THESE TECHNOLOGICAL OFFERINGS AND ASSOCIATED COSTS IS ESSENTIAL FOR OPERATIONAL
PLANNING.

OTHeR PoTeNTIAL Fees

BEYOND THE PRIMARY CATEGORIES, HOTEL FRANCHISE AGREEMENTS MAY INCLUDE A VARIETY OF OTHER FEES. THESE CAN
ENCOMPASS:

® TRAINING FEES: W/HILE INITIAL TRAINING IS OFTEN COVERED BY THE INITIAL FEE, ONGOING OR SPECIALIZED TRAINING FOR
NEW STAFF MIGHT INCUR ADDITIONAL CHARGES.

o MANAGEMENT FEES: IN SOME CASES, IF THE FRANCHISOR PROVIDES ON-SITE MANAGEMENT SERVICES, SEPARATE
MANAGEMENT FEES MAY APPLY.

o AUDIT FEES: FEES ASSOCIATED WITH FRANCHISOR AUDITS OF FINANCIAL RECORDS AND OPERATIONS TO ENSURE
COMPLIANCE WITH BRAND STANDARDS.

o TRANSFER FEES: CHARGES INCURRED IF A FRANCHISEE DECIDES TO SELL THEIR FRANCHISE TO A NEW OWNER.
o ReNEwWAL FEES: FEES PAYABLE IF THE FRANCHISEE WISHES TO RENEW THE FRANCHISE AGREEMENT UPON ITS EXPIRATION.

® TERRITORY FEES: IN SOME INSTANCES, A FEE MAY BE ASSOCIATED WITH SECURING EXCLUSIVE DEVELOPMENT RIGHTS
WITHIN A SPECIFIC GEOGRAPHIC TERRITORY.

IT IS IMPERATIVE FOR POTENTIAL FRANCHISEES TO METICULOUSLY REVIEW THE FRANCHISE DiscLosure DocumenT (FDD) For A
COMPREHENSIVE LIST OF ALL POTENTIAL FEES, AS THESE CAN VARY WIDELY BETWEEN BRANDS AND AGREEMENTS.

FACTORS INFLUENCING HOTEL FRANCHISE FEES

THE SPECIFIC FEE STRUCTURE FOR ANY GIVEN HOTEL FRANCHISE IS NOT STATIC; IT IS INFLUENCED BY A MULTITUDE OF FACTORS
THAT CONTRIBUTE TO THE OVERALL VALUE AND COST OF OPERATING UNDER A PARTICULAR BRAND. UNDERSTANDING THESE
DETERMINANTS WILL HELP YOU ASSESS WHETHER A FRANCHISE'S FEE STRUCTURE ALIGNS WITH YOUR INVESTMENT CAPACITY AND
REVENUE PROJECTIONS. THESE FACTORS ARE CRITICAL IN DISTINGUISHING ONE FRANCHISE OPPORTUNITY FROM ANOTHER.

BRAND RECOGNITION AND REPUTATION

BRANDS WITH HIGH LEVELS OF CONSUMER RECOGNITION AND A STRONG, POSITIVE REPUTATION GENERALLY COMMAND HIGHER
FRANCHISE FEES. CONSUMERS TRUST ESTABLISHED BRANDS AND ARE OFTEN WILLING TO PAY A PREMIUM FOR THE CONSISTENT
EXPERIENCE THEY EXPECT. A WELL-RESPECTED BRAND TRANSLATES INTO HIGHER OCCUPANCY RATES AND AVERAGE DAILY RATES
(ADR), WHICH JUSTIFIES THE INCREASED INVESTMENT FROM THE FRANCHISEE. FOR INSTANCE, A GLOBALLY RECOGNIZED LUXURY
BRAND WILL HAVE SIGNIFICANTLY HIGHER FEES THAN A BOUTIQUE OR INDEPENDENT BRAND WITH LIMITED MARKET AW ARENESS.



TyPeE oF HOTEL BRAND

THE SEGMENT OF THE HOTEL MARKET A BRAND OCCUPIES PLAYS A SIGNIFICANT ROLE IN FEE STRUCTURES. FULL-SERVICE LUXURY
HOTELS, WITH THEIR EXTENSIVE AMENITIES AND HIGH SERVICE STANDARDS, WILL TYPICALLY HAVE HIGHER INITIAL AND ONGOING
FEES COMPARED TO LIMITED-SERVICE OR SELECT-SERVICE BRANDS. BUDGET BRANDS, WHILE OFFERING LOWER ROOM RATES, MAY
HAVE LOWER PERCENTAGES FOR ROYALTIES BUT COULD COMPENSATE WITH HIGHER VOLUME. EACH SEGMENT HAS ITS OWN
ECONOMIC DRIVERS AND OPERATIONAL DEMANDS, WHICH ARE REFLECTED IN THE FRANCHISE FEES.

GEOGRAPHIC LOCATION

THE ECONOMIC CONDITIONS AND MARKET DEMAND OF THE SPECIFIC GEOGRAPHIC LOCATION WHERE THE HOTEL WILL BE SITUATED
CAN ALSO IMPACT FRANCHISE FEES, PARTICULARLY IN TERMS OF INITIAL INVESTMENT AND POTENTIAL REVENUE. \WHILE THE CORE
ROYALTY AND MARKETING FEES ARE USUALLY SET BY THE FRANCHISOR, THE POTENTIAL FOR HIGHER REVENUE IN PRIME LOCATIONS
MIGHT INFLUENCE THE FRANCHISOR’S WILLINGNESS TO NEGOTIATE CERTAIN TERMS OR THE EXPECTED RETURN ON INVESTMENT.
FURTHERMORE/ LOCAL REAL ESTATE COSTS AND CONSTRUCTION EXPENSES WILL SIGNIFICANTLY AFFECT THE OVERALL CAPITAL
REQUIRED, INDEPENDENT OF THE FRANCHISE FEES THEMSEL VES.

HoTeL Size AND AMENITIES

THE SCALE OF THE HOTEL OPERATION AND THE RANGE OF AMENITIES OFFERED ARE DIRECTLY CORRELATED WITH THE POTENTIAL
REVENUE AND OPERATIONAL COMPLEXITY. LARGER HOTELS WITH EXTENSIVE FACILITIES, SUCH AS CONFERENCE CENTERS,
MULTIPLE DINING OPTIONS, SPAS, AND RECREATIONAL AREAS, REQUIRE MORE SOPHISTICATED MANAGEMENT AND MARKETING.
CONSEQUENTLY, THE FRANCHISE FEES, ESPECIALLY ROYALTIES AND MARKETING CONTRIBUTIONS, MAY BE STRUCTURED TO
REFLECT THIS INCREASED REVENUE POTENTIAL AND THE FRANCHISOR'S INVESTMENT IN SUPPORTING A MORE COMPLEX OPERATION.

NAVIGATING THE FRANCHISE DiscLosure DocumenTt (FDD)

THe FRANCHISE DiscLosUrRe DocUMENT (FDD) IS A LEGALLY MANDATED DOCUMENT THAT FRANCHISORS MUST PROVIDE TO
PROSPECTIVE FRANCHISEES BEFORE ANY FRANCHISE AGREEMENT IS SIGNED. |T IS THE SINGLE MOST IMPORTANT SOURCE OF
INFORMATION REGARDING THE FRANCHISE OPPORTUNITY, INCLUDING ALL FINANCIAL DETAILS. DILIGENTLY REVIEWING AND
UNDERSTANDING THE FDD IS A NON-NEGOTIABLE STEP IN THE FRANCHISE EVALUATION PROCESS.

WHAT To Look FORr IN THE FDD

W/ ITHIN THE FDD, PARTICULAR ATTENTION SHOULD BE PAID TO SEVERAL KEY SECTIONS RELATED TO FEES. ITEM 5 DETAILS THE
FEES, PROVIDING A BREAKDOWN OF ALL INITIAL AND ONGOING PAYMENTS, INCLUDING THE INITIAL FRANCHISE FEE, ROYALTY FEES,
ADVERTISING FEES, AND ANY OTHER MANDATORY CONTRIBUTIONS. ITEM 6 OUTLINES THE FRANCHISEE’S INITIAL INVESTMENT,
WHICH INCLUDES NOT ONLY FRANCHISE FEES BUT ALSO COSTS FOR REAL ESTATE, CONSTRUCTION, EQUIPMENT, AND INITIAL
INVENTORY. |TEM 7 DISCUSSES THE OBLIGATIONS OF THE FRANCHISOR, WHICH CAN SHED LIGHT ON THE SERVICES AND SUPPORT
YOU CAN EXPECT IN RETURN FOR YOUR FEES.

FURTHERMORE, ITEM 19, IF PROVIDED, OFFERS FINANCIAL PERFORMANCE REPRESENTATIONS (FPRS). W/HILE NOT ALL
FRANCHISORS PROVIDE FPRS, THOSE THAT DO CAN OFFER VALUABLE INSIGHTS INTO THE HISTORICAL OR PROJECTED EARNINGS OF
EXISTING FRANCHISEES. SCRUTINIZE THE DEFINITIONS OF TERMS USED, SUCH AS “GROSS REVENUE,” TO ENSURE CLARITY ON WHAT
FEES ARE BASED UPON. LEGAL AND FINANCIAL ADVISORS SHOULD BE CONSULTED TO INTERPRET COMPLEX CLAUSES AND ASSESS
THE FINANCIAL IMPLICATIONS FULLY.



CALCULATING YOUR PoTeNTIAL RETURN oN INvESTMENT (ROI)

UNDERSTANDING THE VARIOUS FRANCHISE FEES IS ONLY HALF THE BATTLE, THE NEXT CRUCIAL STEP IS TO PROJECT HOW THESE
COSTS WILL IMPACT YOUR POTENTIAL RETURN ON INVESTMENT. THIS INVOLVES CREATING A DETAILED FINANCIAL MODEL THAT
ACCOUNTS FOR ALL ANTICIPATED REVENUES AND EXPENSES. ACCURATE FORECASTING IS PARAMOUNT FOR DETERMINING THE
FINANCIAL VIABILITY OF A HOTEL FRANCHISE OPPORTUNITY.

BEGIN BY ESTIMATING YOUR HOTEL'S PROJECTED REVENUES BASED ON MARKET ANALYSIS, PROJECTED OCCUPANCY RATES, AND
AVERAGE DAILY RATES (ADR). THEN, METICULOUSLY LIST ALL OPERATING EXPENSES, INCLUDING NOT ONLY THE FRANCHISE FEES
(ROYALTIES, MARKETING, TECHNOLOGY) BUT ALSO LABOR COSTS, UTILITIES, MAINTENANCE, INSURANCE, PROPERTY TAXES, AND
SUPPLIES. SUBTRACTING TOTAL EXPENSES FROM TOTAL REVENUES WILL GIVE YOU YOUR PROJECTED NET OPERATING INCOME
(NOI). THe ROl IS THEN CALCULATED BY DIVIDING THE NOI BY YOUR TOTAL INITIAL INVESTMENT (INCLUDING THE FRANCHISE
FEES AND PROPERTY ACQUISITION/DEVELOPMENT COSTS).

IT°S IMPORTANT TO BE CONSERVATIVE WITH REVENUE PROJECTIONS AND REALISTIC WITH EXPENSE ESTIMATES. CONSIDER
VARIOUS SCENARIOS, INCLUDING BEST-CASE, WORST-CASE, AND MOST-LIKELY OUTCOMES, TO UNDERSTAND THE POTENTIAL
RISKS AND REWARDS. CONSULTING WITH FINANCIAL PROFESSIONALS AND EXPERIENCED HOTEL OPERATORS CAN PROVIDE
INVALUABLE ASSISTANCE IN DEVELOPING ACCURATE RO| CALCULATIONS AND UNDERSTANDING THE NUANCES OF HOTEL
FINANCIAL PERFORMANCE.

DUE DILIGENCE AND PROFESSIONAL ADVICE

BEFORE SIGNING ANY FRANCHISE AGREEMENT, CONDUCTING THOROUGH DUE DILIGENCE IS ESSENTIAL. THIS MEANS INVESTIGATING
THE FRANCHISOR'S HISTORY, FINANCIAL STABILITY, AND THE SUCCESS OF ITS EXISTING FRANCHISEES. SPEAK WITH CURRENT AND
FORMER FRANCHISEES TO GAIN FIRSTHAND INSIGHTS INTO THEIR EXPERIENCES, BOTH POSITIVE AND NEGATIVE. ASK ABOUT THE
FRANCHISOR'S RESPONSIVENESS, THE EFFECTIVENESS OF THEIR SUPPORT SYSTEMS, AND THEIR COMPLIANCE WITH BRAND
STANDARDS.

CEUCIALLY, ENGAGE THE SERVICES OF EXPERIENCED PROFESSIONALS. A FRANCHISE ATTORNEY SPECIALIZING IN THIS AREA CAN
HELP YOU UNDERSTAND THE LEGAL IMPLICATIONS OF THE FRANCHISE AGREEMENT, IDENTIFY POTENTIAL RED FLAGS, AND
NEGOTIATE FAVORABLE TERMS. A FINANCIAL ADVISOR OR ACCOUNTANT CAN ASSIST WITH REVIEWING THE FDD, DEVELOPING
FINANCIAL PROJECTIONS, AND ASSESSING THE OVERALL FINANCIAL FEASIBILITY OF THE INVESTMENT. THEIR EXPERTISE CAN
PREVENT COSTLY MISTAKES AND ENSURE YOU ARE MAKING A SOUND BUSINESS DECISION.

THE HOTEL FRANCHISE FEE GUIDE 2022 UNDERSCORES THE IMPORTANCE OF INFORMED DECISION-MAKING. BY UNDERSTANDING THE
COMPONENTS OF FRANCHISE FEES, THE FACTORS THAT INFLUENCE THEM, AND BY DILIGENTLY UTILIZING RESOURCES LIKE THE FDD
AND PROFESSIONAL ADVICE, PROSPECTIVE FRANCHISEES CAN CONFIDENTLY NAVIGATE THIS COMPLEX BUT REW ARDING BUSINESS
SECTOR. YOUR INVESTMENT IS SIGNIFICANT, AND A WELL-RESEARCHED APPROACH IS THE BEDROCK OF A SUCCESSFUL HOTEL
FRANCHISE O\WNERSHIP.

FAQ

Q: WHAT IS THE TYPICAL RANGE FOR AN INITIAL HOTEL FRANCHISE FEE IN 2022?

A: THE INITIAL HOTEL FRANCHISE FEE IN 2022 CAN VARY SIGNIFICANTLY, BUT IT COMMONLY RANGES FRoM $20,000 To
$50,000 or MORE. THIS FEE IS A ONE-TIME PAYMENT FOR THE RIGHT TO USE THE BRAND AND ITS SYSTEMS, AND IT OFTEN
COVERS INITIAL TRAINING AND SUPPORT. L ARGER, MORE ESTABLISHED, OR LUXURY BRANDS TEND TO HAVE HIGHER INITIAL FEES.



Q: How ARE HOTEL ROYALTY FEES CALCULATED, AND WHAT IS THE AVERAGE
PERCENTAGE IN 2022°

A: HOTEL ROYALTY FEES ARE TYPICALLY CALCULATED AS A PERCENTAGE OF THE HOTEL'S GROSS REVENUE. IN 2022, THIS
PERCENTAGE GENERALLY FALLS BETWEEN 4% AND 12%. THIS ONGOING FEE COMPENSATES THE FRANCHISOR FOR THE CONTINUED
USE OF THE BRAND, OPERATING SYSTEMS, AND ONGOING SUPPORT.

Q: WHAT ARE MARKETING AND ADVERTISING FEES FOR HOTEL FRANCHISES, AND ARE
THEY MANDATORY?

A: MARKETING AND ADVERTISING FEES ARE MANDATORY CONTRIBUTIONS MADE BY FRANCHISEES TO A CENTRAL FUND, USUALLY
MANAGED BY THE FRANCHISOR. THIS FUND IS USED FOR SYSTEM-WIDE MARKETING CAMPAIGNS, NATIONAL ADVERTISING, AND
BRAND PROMOTION. THESE FEES TYPICALLY RANGE FROM ]O/o TO 40/0 OF GROSS REVENUE AND ARE ESSENTIAL FOR DRIVING
BRAND AW ARENESS AND CUSTOMER DEMAND.

Q: ARE THERE ANY HIDDEN FEES IN HOTEL FRANCHISE AGREEMENTS THAT | SHOULD BE
AWARE OF IN 2022°

A: WHILE THE FRANCHISE DiscLoSURE DOCUMENT (FDD) IS DESIGNED TO BE COMPREHENSIVE, IT'S CRUCIAL TO SCRUTINIZE IT
FOR ALL POTENTIAL FEES. BEYOND THE PRIMARY ONES, LOOK OUT FOR FEES RELATED TO TRAINING, TECHNOLOGY, AUDITS,
TRANSFERS, RENEWALS, AND SPECIFIC OPERATIONAL REQUIREMENTS. ALWAYS CONSULT WITH A FRANCHISE ATTORNEY TO
ENSURE YOU UNDERSTAND EVERY FINANCIAL OBLIGATION.

Q: How DOES THE TYPE OF HOTEL BRAND (E.G., LUXURY VS. ECONOMY) AFFECT
FRANCHISE FEES?

A: THE TYPE OF HOTEL BRAND SIGNIFICANTLY IMPACTS FRANCHISE FEES. LUXURY AND FULL-SERVICE BRANDS, WHICH OFFER MORE
AMENITIES AND HIGHER SERVICE STANDARDS, GENERALLY HAVE HIGHER INITIAL AND ONGOING ROYALTY FEES DUE TO THEIR
PERCEIVED HIGHER VALUE AND REVENUE POTENTIAL. ECONOMY AND LIMITED-SERVICE BRANDS TYPICALLY HAVE LOWER FEE
STRUCTURES.

Q: Is IT POSSIBLE TO NEGOTIATE HOTEL FRANCHISE FEES IN 2022°

A: WHILE SOME ASPECTS OF A FRANCHISE AGREEMENT MAY BE NEGOTIABLE, ESPECIALLY FOR EXPERIENCED MULTI-UNIT
OPERATORS OR IN SPECIFIC MARKET CONDITIONS, THE CORE FRANCHISE FEES ARE OFTEN STANDARDIZED BY THE FRANCHISOR.
NEGOTIATION MIGHT BE MORE FEASIBLE FOR INITIAL FEES, MARKETING FUND CONTRIBUTIONS, OR CONTRACT TERM LENGTHS
RATHER THAN THE STANDARD ROYALTY PERCENTAGE.

Q: WHAT IS THE PURPOSE OF TECHNOLOGY AND RESERVATION FEES IN A HOTEL
FRANCHISE?

A: TECHNOLOGY AND RESERVATION FEES COVER THE COST OF ACCESS TO THE FRANCHISOR'S PROPRIETARY RESERVATION
SYSTEMS, PROPERTY MANAGEMENT SOFT\W ARE (PMS), AND OTHER ESSENTIAL TECHNOLOGICAL PLATFORMS. THESE FEES ENSURE
FRANCHISEES USE STANDARDIZED, EFFICIENT SYSTEMS THAT ENHANCE GUEST EXPERIENCE, STREAMLINE OPERATIONS, AND
FACILITATE BOOKINGS ACROSS VARIOUS CHANNELS.

Q: How cAN | ACCURATELY CALCULATE MY POTENTIAL RETURN ON INVESTMENT
(ROI) FOR A HOTEL FRANCHISE?

A: To CALCULATE YOUR POTENTIAL ROI, YOU NEED TO CREATE A DETAILED FINANCIAL PROJECTION. THIS INVOLVES



ESTIMATING ALL PROJECTED REVENUES (BASED ON MARKET ANALYSIS, OCCUPANCY, AND ADR) AND SUBTRACTING ALL
EXPENSES, INCLUDING FRANCHISE FEES, OPERATIONAL COSTS, LABOR, AND MARKETING. THe ROI IS THEN DETERMINED BY DIVIDING
THE PROJECTED NET OPERATING INCOME BY YOUR TOTAL INITIAL INVESTMENT.

Q: WHAT IS THE ROLE OF THE FRANCHISE DiscLosURe DocumenT (FDD) IN
UNDERSTANDING FRANCHISE FEES?

A: THe FDD IS A CRITICAL DOCUMENT MANDATED BY LAW THAT DETAILS ALL ASPECTS OF A FRANCHISE OFFERING. |TEM 5
SPECIFICALLY OUTLINES ALL INITIAL AND ONGOING FEES, WHILE ITEM & DETAILS THE TOTAL INITIAL INVESTMENT. |T IS THE
PRIMARY SOURCE FOR UNDERSTANDING THE FINANCIAL COMMITMENTS AND MUST BE THOROUGHLY REVIEWED WITH LEGAL AND
FINANCIAL ADVISORS.

QZ SHOULD | SEEK PROFESSIONAL ADVICE WHEN EVALUATING HOTEL FRANCHISE FEES?

A: ABSOLUTELY. IT IS HIGHLY RECOMMENDED TO CONSULT WITH A FRANCHISE ATTORNEY AND A QUALIFIED ACCOUNTANT OR
FINANCIAL ADVISOR. THEY CAN HELP YOU UNDERSTAND THE LEGAL AND FINANCIAL IMPLICATIONS OF THE FRANCHISE AGREEMENT,
REVIEW THE FDD FOR POTENTIAL ISSUES, AND ASSIST IN CREATING ACCURATE FINANCIAL PROJECTIONS TO ASSESS THE
VIABILITY OF THE INVESTMENT.
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