
CHAPTER 24
Selecting a Consulting and
Appraisal Firm
Suzanne R. Mellen, Managing Director, HVS International, San Francisco

11 24.01 The Impact of FIRREA 24-1
11 24.02 Basic Requirements 24-2
11 24.03 Initial Selection Process 24-3

~ 24.01 THE IMPACT OF FIRREA

11 24.04 Firm Qualifications Checklist 24-3
11 24.05 Assignment Proposal 24-4

The 1990s brought about significant change in the hotel appraisal and consulting industry.
During the 1980s, the deregulation of savings and loans led many uninformed lenders to
finance commercial real estate projects, including hotels, that were not economically viable.
Other commercial lenders followed suit, and the commercial real estate markets became

greatly overbuilt. The resultant demise of numerous savings and loans and commercial
banks led to the passing of the Financial Institutions Reform and Recovery Enforcement Act
(FIRREA), which went into effect in August. 1990. The bill called for stricter regulation of
lenders, which in turn helped lead to the capital crunch for commercial real estate frommid­
1990 through 1993.

Prior to the enactment of FIRREA, hotel developers interested in obtaining
mortgage financing used the following procedure. First they would bring their proposal to
a lender, whose usual response was to request that the developer have a feasibility study
prepared by one of the major accounting firms with an active hotel accounting practice.
After thirty to sixty days, the developer would deliver this study to the lender. The study
would often have a bias in favor of the developer and his or her project, because the
consultant was being directed and paid by the developer. If, after reviewing the study, the
lender wanted to proceed, the developer would be told that an appraisal performed by a
member (MAl) of the American Institute of Real Estate Appraisers (now known as the
AppraisalInstitute) was required to justify the amount ofthe loan. The developer could then
hire the appraiser directly. A generalist appraiser who did not understand the hotel industry
was often hired to "cap" the forecast of net income set forth in the feasibility analysis. Cost
and sales comparison approaches were added to the analysis and the appraisal wascomplete.
Only after another twenty to thitiy days had passed and additional fees were paid would the
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