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For decades, investors
believed that strong
branding, a strategic
location and high
occupancy were enough
to ensure success in the

hospitality business
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by AKMAR ANNUAR

EVERYONE wants a piece of the hos-
pitality pie — prime real estate, glo-
bal branding and a steady stream of

gucests, |
However, beneath the glossy promise

of hotel ownership lies a harsh financial
reality that few investors arc prepared

for.
While the hospitality sectorin Malay-

sia and South-East Asia is forecasted to
grow at an annual rate of 6.5% from

2025 to 2030, industry insiders warn
that rising investment does not neces-
sarily equate to rising profits.

The reality, according to hotel stra-
tegist and Pragmatique Sdn Bhd MD
Timothy Ho, is that many hotel owners
are only realising — often too late — the
financial traps hidden within outdated

models, ambiguous operator contracts
and the growing dominance of online
travel agencies (OTAs).

“Hotel ownership should be a source
of pride, not financial anxiety. But what
we are seeing is that investors often
enter the industry under false assump-
tions, and the cost of that ignorance is
huge,” he told The Malaysian Reserve
(TMR).

Branding, online
travel agencies

hotel pro

Hidden Losses Behind

Brand Image

For decades, investors believed that
strong branding, a strategic location
and high occupancy were enough
to ensure success in the hospitality
business. But in the post-pandemic
landscape, that belief has proven
insufficient.

The structure of many hotel manage-
ment contracts often tilts the financial
benefits toward operators, especially
when contracts are pegged to revenue
targets instead of profit.

Ho explained that many owners
mistakenly view revenue growth as
an indicator of success. In reality, the
incentive structures built into operator
agreements often reward the operator
for increasing topline figures, with little
regard for the actual profitability of the
asset.
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Branding, online trave
choke hotel profits

* FROM PAGE 4

Ho shared that In several cases
owners were locked into long-tcrm’
contracts that lacked te

rmination
clauses or meaningful
- . mﬁo
indicators, Erp

‘ This effectively trapped them
in relationships that Prioritised
the operator’s brand

hotel's financial Performance

“An owner once Proudly told me
?hat he negotiated 2 clause stat-
ing t.he'hotel Operator’s job was to
maximise revenue. | had to explain

to him that he ;
Just hand
blank chcquc," he said. oyl

’ll;hc rise of OTAs has transformed
ow hotels connect with custo-

mers, but it has also created a costly
dependency.

Ho said standalone and bouti-
que hotels are the most vulnerable
as they often lack the internal sales’
and marketing infrastructure to
generate direct bookings.

OTA commissions, once in

the low single digits, have now
ballooned to 15%-30% in some
cases.

For some operators, OTA costs
have overtaken traditional line

items such as utility bills or labour.

In scenarios where hotels are also

enrolled in brand-level loyalty
programmes, additional fees are
deducted — effectively compoun-
ding the commission structure
intowhat Ho described as a “double-
dipping” arrangement.

“Today, OTA fees can run from
15% to 30%, and for some stan-
dalone hotels, it is their single lar-
gest expense — higher than utilities
or labour.”

Complicating matters further
is the pricing parity clause, which
requires hotels to offer the same or
better rates on OTAs compared to
their own websites.

As a result, even hotels that
attempt to reclaim bookings
through direct channels often have
to do so at a discount — or by sac-
rificing add-on benefits like break-
fast or late checkout.

-

Projection-reali ;
Mismatch, Vain Decisions
Another key issue in hotel invest-
ment is the overreliance on national
occupancy and revenue averages,
which often do not reflect the
nuanced realities of specific loca-
tions or market segments.

Malaysia's hotel industry reports
an average occupancy rate of 57%,
but this figure conceals major
variations across cities, regions and
price categories.

Ho said some hotels in Kuala
Lumpur (KL) regularly achieve
occupancy above 80%, while others
in the same vicinity struggle to
reach 40%.

This discrepancy stems from
investor decisions based on
outdated or aggregated data, rather

The rise of OTAs has transformed how hotels connect with
customers, but it has also created a costly dependency
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Many investors are converting conventional hotels into hybrid-use models with co-living, wellness, or even eldercare components

Pic courtesy of Timothy Ho
According to Ho, many owners
mistakenly view revenue
growth as an indicator of
success

than dynamic, segment-specific
indicators.

“Luxury hotels will not work in
every market. Kuantan, for exam-
ple, may support mid-scale hotels
better than premium properties,”
he said.

In addition, many hotel develop-
ments proceed based on unrealistic
assumptions about room demand.
Ho gave a hypothetical example:
If five hotels in a single location
operate at 50% occupancy, the total
nightly demand is 250 rooms.

Adding another 500-room hotel
without any new demand genera-
tors — such as an airport, conven-
tion centre, or office district
— would only dilute occupancy
further, potentially reducing the
market average to 25%.

Aside from data blind spots,
Ho flagged emotional decision-
making as a major risk in hotel
development.

Owners may be swayed by
personal tastes, prestige, or ego,
resulting in over-designed pro-
perties or the hiring of unqualified
personnel.

Some insist on building features
that reflect their personal identity
such as trophy art installations or
branded celebrity chefs, even when
these additions have no positive
impact on the bottom line.

Bloomberg

Pic courtesy of Yap Kian Ann
One of the most persistent
errors in hotel investment

is the underestimation of
maintenance costs, Yap says

Other mistakes occur at the
funding and budgeting stage.

- Owners often underestimate the

capital required, ignore profes-
sional cost estimates, or assume
hotel financing works the same way
as for factories or retail outlets.

This can result in incomplete
construction, delayed openings,
or ballooning overheads from pre-
maturely hired general managers
and staff.

“There are only three ways to
improve profitability: Reduce
costs, cut unnecessary spending,
or increasing volume. Most failed
projects ignore all three,” Ho said.

Asset-light Giants, Heavy
Burdens for Owners

One of the key shifts in the global
hotel landscape is the rise of asset-
light strategies. Brands like Hil-
ton, Marriott and Accor no longer
own the buildings that carry their
names.

Instead, they franchise their
brands or provide management
services, earning steady income
through fees while shifting finan-
cial and operational risks to local
Owners. ~

According to Ho, this arrange-
ment benefits the brand while
saddling owners with responsibili-
ties related to financing, taxes, staff-

ing and compliance.

When disputes arise — whether
legal, operational or reputational
— it is the Malaysian owner who is
liable, not the global brand.

“Many of them do not cven
have local offices. They collect fees
from Malaysia without paying local
taxes,” he said.

Why Asset, Value
Management Matter

To address these pitfalls, Pragma-
tique developed a five-cornerstone
asset management model.

The approach focuses on opti-
mising cost control, improving
contract transparency, leveraging
dynamic pricing tools and struc-
turing the asset in ways that attract
institutional investors.

The model has helped hotel
owners boost asset value by up to
15% over five years, even in volatile
environments.

Ho said asset managers should
be involved from day one — start-
ing with location selection and
continuing through to long-term
operational oversight and capital
planning.

“We work on behalf of the owner,
not the asset. Whether it is maxim-
ising value for resale or optimising
yield, we tailor the strategy to each
owner’s goal.”

From a valuation standpoint,
many of these investment missteps
can be traced back to flawed
assumptions, said Agility Valuers
& Property Consultants Sdn Bhd
MD Yap Kian Ann.

“Projections for average daily rate
(ADR)and occupancy are frequently
overly optimistic, without account-
ing for seasonal fluctuations and
market competition,” he told TMR.

One of the most persistent errors
in hotel investment is the underesti-
mation of maintenance costs.

To maintain brand standards
and operational quality, hotel oper-
ators typically require a capital
replacement reserve of 3% to 5%
of gross revenue — yet few owners
factor this into their budgeting.

Outdated valuation models
also pose a risk. These often fail to
capture the true costs of branded
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Standalone and boutique hotels are the most vulnerable, as they often lack
the internal sales and marketing infrastructure to generate direct bookings

operations, such as licensing,
incentive management fees and

loyalty programme expenses.

As a result, full-service branded
hotels can appear more valuable
than they actually are, while leaner
independent hotels may be under-
valued despite stronger net opera-
ting income.

“Static projections and poor cap
rate assumptions often misrep-

resent the actual market value,
particularly when the risk premium
is not adequately factored in,” Yap
said.

Post-pandemic investor beha-
viour is increasingly shifting toward
asset repositioning.

The downturn created a supply
of distressed or underperforming
hotels that are now being acquired
and repurposed into more resilient
business models.

“Many investors are converting
conventional hotels into hybrid-use
models with co-living, wellness, or
even eldercare components.

“These models not only reflect
evolving demand but also help
spread income risk,” he added.

This trend is being driven by
changing traveller expectations,
the need for steady long-term reve-
nue streams and pressure to diver-
sify offerings beyond nightly room
bookings.

Failing Value Equation
Despite all this, both Yap and Ho
agreed that the fundamental issue
lies in a failing value equation.

Rising construction costs, mini-
mum wage increases, inflationary
pressure and oversupply are push-
ing hotel development into econo-
mically unsustainable territory.

In markets such as KL, the influx
of luxury hotels has outpaced
demand, leading to suppressed
room rates and diluted market
share.

“You are spending more to earn
less, and unless asset and value
management becomes part of the
equation, we will see more projects
collapse before maturity,” Ho said.

Ultimately, the future of hotel
investment in Malaysia hinges
on discipline, data and strategic
oversight.

Ho cautioned that investors must
stop chasing glossy brochures and
start focusing on fundamentals,
namely clear goals, dynamic bench-
marking, transparent contracts
and institutional-grade financial
planning.

“If your hotel is operated by
someone whose interest is not
aligned with yours, and you do not
have transparency into cost struc-
tures or performance benchmarks,
you are notan owner. You are a spec-
tator,” he pointed out,

For those still chasing the pres-
tige of hotel ownership with-
out understanding the financial
machinery behind it, Ho offered
a final reminder: “The real work
begins after the ribbon-cutting.”




