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The Oath GC Talk 
Series session in 
association with 
Charles Russell 
Speechlys on 
the evolution of 
contracts in the 
hospitality industry. 

Accommodating change
T he hotel and hospitality industry is 

constantly evolving due to changes 
in trends, operating models, market 
performance, technology, customer 

profile, costs, margins and so on. This 
also has a significant impact on how hotel 
management contracts are structured, 
negotiated and implemented both globally 
and regionally. With extensive development 
of tourism projects and growing investment 
opportunities, it’s evident that the hotels 
and hospitality sector has been a critical 
driver of economic growth for the Middle 
East. On September 23, 2019, The Oath GC 
Talk Series in association with Charles 
Russell Speechlys explored the topic of 
‘The changing contractual landscape of 
hotels and hospitality in the region: Moving 
away from full management contracts.’ The 
session was held at the Jumeirah Emirates 
Towers Hotel in Dubai and led by Simon 
Green, partner and head of real estate and 
hotels & hospitality. The key takeaways of 
the session are highlighted below.

Green began the session by providing the 
delegates with an overview of the normal 
suite of hotel management contracts and 
the key provisions to be aware of. A typical 
suite of hotel management contracts 
include: (i) Hotel Management Agreement 

(HMA), (ii) Technical Services Agreement, 
(iii) Central Services Agreements, 
(iv) IP Licence Agreement; and (v) 
Non-Disturbance Agreement. 

In the first half of the session, Green 
delivered a detailed overview, analysis and 
key issues to consider in a standard Hotel 
Management Agreement focusing on the 
relationship between the owner and the 
operator and key provisions with regard to 
hotel development, financial obligations, 
term and renewal, employees, maintaining 
brand standards, termination, sale and 
restrictive covenants.

 
CURREnT POSITIOn In DUBAI 
Green talked about the current position 
in Dubai in relation to the method of 
contracting between owners and operators. 
He shared that the vast majority of hotels in 
Dubai are currently still under a traditional 
model i.e. full management under a HMA 
structure for a number of reasons.

The first reason is initial market 
immaturity. The hotel & hospitality sector in 
Dubai has grown significantly in a relatively 
short period of time (approximately over 
the past 20 years). According to the Dubai 
Statistics Centre, the number of hotels in 
Dubai increased by 50 per cent in the last 
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decade alone. Green shared that given the 
city’s relatively nascent position in this 
sector compared to other more established 
markets around the world, the hotel owners 
originally lacked the operational experience 
to consider alternative structures and 
thus have had to rely on full management 
contracts and operators to manage their 
hotel assets. Insufficient infrastructure 
also inhibits the owner from moving away 
from the traditional model. Green added 
that the ability for the owner to undertake 
operational management in-house or 
through a related group company or 
alternative structure has been a relatively 
recent development in the Emirate of Dubai. 
Furthermore, Dubai has had a reputation 
for having a significant number of five-star 
luxury hotels. These ‘destination or resort-
style’ hotels are more complex in terms 
of operational requirements than hotels 
with a lower star rating. In addition, as 
operators view these hotels as their flagship 
brands, they are less likely to consider 
alternative management structures. This 
raises the question: how does the current 
trend impact the future of the hotel sector 
in Dubai? Green is optimistic, quoting the 
singer Bob Dylan’s famous song lyric ‘for 
the times they are a-changing’saying that, 
“This is relevant for the hotel industry as a 
whole – times are changing. However, from 
our perspective, the majority of five-star 
luxury hotels in Dubai are likely to continue 
to be managed under the traditional model 
for the foreseeable future for the reasons set 
out above.” 

THE RISE OF ALTERnATIvE 
STRUCTURES 
An alternative structure is a contractual 
relationship between the owner and the 
operator that is not based on the traditional 
model. Green elaborated on the main 
options under alternative structures, stating 
that these alternative structures typically 
fall under the following: Franchise, 
“Manchise,” Third Party Operator (TPO) or 
White Label, and Lease structures. 

Under a franchise model, the owner takes 
the benefit of the operator’s brand as well as 
sales and marketing platform. It crucially 
retains the control of the management of 
the hotel, subject to compliance with the 
operator’s brand standards. The owner 
pays a lower fee to the operator than under 
a traditional model hence more profits are 
retained by the owner. Typically, franchise 

agreements are shorter (between five and 
fifteen years). This also grants an owner 
greater flexibility in terms of managing and 
utilising its hotel asset portfolio. Under this 
model, the owner benefits from having more 
control on how and when it must deploy 
capital on marketing and improvements 
(subject to compliance with brand 
standards). Therefore, the franchise model 
can be extremely attractive for owners who 
have relevant infrastructure and expertise 
to manage the hotel. 

Relatively new to the region, the so-called 
“manchise” model is an arrangement where 
a traditional HMA structure can convert 
into a franchise structure. It is an option 
embedded within the terms of the HMA 
to flip from the full management model to 
the franchise model. Green said that this 
option is common in mature markets such 
as the US, UK and Europe and mainly in 
relation to mid to upscale/business travel 
hotels. The ability to convert an HMA to 
franchise usually comes into effect after a 
period of five years, post-opening. Green 
said, “This grants the operator enough time 
to make the venture worthwhile in terms of 
getting the full management fees under the 
HMA structure before the conversion to a 
franchise model, as payment of fees is lower 
under the latter.”

Third Party Operator (TPO) or White 
Label refers to the hotel management 
company that does not have a brand of 
its own. The TPO manages the hotel in 
the same manner as an operator would 
under a full management model. As the 
TPO does not have a brand of its own, the 
provisions with regard to brand standards 
and marketing budgets, and the need for 
control in these key issues are less onerous 
under the TPO management structure. 
Green elaborated on some of the benefits of 
the TPO model, “The TPO overhead costs 
are lower than that of the international 
chain. This indicates reduced management 
charges and fees as well as greater flexibility 
in relation to contractual arrangements. 
There are more meaningful performance 
tests, we don’t tend to see any ‘do-over’ 
type of provision and there is greater 
involvement in the management of the hotel 
by the owner.” The TPO model is attractive 
to owners who are keen to develop their 
own brand portfolio within Dubai or 
the region, but still lack management 
experience and infrastructure. The model 
is also a good alternative for owners who 
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simply want to outsource the management 
function or for owners who prefer an 
international brand but without signing 
up for the provisions of a traditional full 
management contract. The latter is a good 
example of combining the alternative 
structures as they are not necessarily 
exclusive. In this scenario, the owner would 
be entering into a franchise and a  
TPO structure.

The last alternative structure is the 
lease. Similar to a commercial lease, 
the owner receives a stable income 
throughout the term of the lease by way 
of rent paid by the operator, which can 
either be linked to indexation or it can 
be subject to regular rent reviews. Green 
said, “The lease structure is attractive to 
owners who want a passive investment, 
wherein the management obligations and 
responsibilities are solely on the operator.” 
Lease structures are usually active for an 
average period of 10 to 20 years. 

UnDERSTAnDInG THE RISE OF 
ALTERnATIvE STRUCTURES
Green credited the rise of alternative 
structures in the region to improved market 
maturity, sophistication and infrastructure. 
“In the last two decades, the hotel sector 
in the region has matured significantly. 
A significant number of owners in Dubai 
have sophisticated knowledge and 
understanding of hotel operations. We have 
seen a number of instances where hotel 
owners have developed their own expertise 
and infrastructure for effective operation 
and management of the hotel asset.” 
Flexibility of the alternative contractual 
models compared to the traditional full 
HMA model enables the owners to have a 
sufficient degree of control and to maximise 
their real estate portfolio in the sector. 

The other significant factors that 
contribute to adoption of alternative 
structures are the rise of hotels in the 
midscale/upscale category. Green shared 
the figures compiled by the Dubai Statistics 
Centre for the years 2017 to 2019, depicting 
that these fast-growing segments account 
for the largest number of hotels in Dubai. 
The consensus is that these types of 
hotels are more aligned to the alternative 
structures. In addition, the increased 
supply of hotel rooms over recent years and 
in the run up to Expo 2020 is putting greater 
pressure on key hotel metrics such as ADR 
(Average Daily Rates) and RevPar (Revenue 

Per Available Room) and therefore owners 
are looking at the alternative structures to 
drive savings and increase margins. 
Green concluded this section of the 
seminar highlighting some of the key issues 
the industry should be aware of when 
considering various alternative structures. 

COnCLUSIOn
Green shared his perspective on other 
trends impacting the hotels and hospitality 
industry in the region, for example, 
increased levels of supply in the hotel sector 
looks set to continue. Green added, “We 
will also see more instances of de-flagging 
and re-flagging. In de-flagging, an existing 
brand is removed from the hotel and the 
brand is not replaced. Re-flagging replaces 
the existing brand with a new brand. This 
has become increasingly common here in 
the UAE and is reflective of the change from 
the traditional management structure to 
one of the new models.” Green noted the 
rise of dual-branded (or cluster) projects, 
branded residences, lifestyle projects and 
alternative hotels focusing on adventure, 
ecotourism, wellness and agritourism. 
Green further added, “We have also seen 
how technology can support and disrupt 
the industry with AI, IoT and online travel 
agencies. The sector has benefited from 
using big data to personalise guest and 
loyalty experiences. There is a marked 
increase in the use of eco-sustainability 
considerations, modular construction 
technology and 3D printing techniques 
– effectively supporting and assisting the 
development of hotels and reducing fit-out 
and construction costs.” 

Green concluded by calling for the 
need to include comprehensive dispute 
management provisions within existing 
contracts. He also stressed on the need to 
have a greater range of alternative dispute 
resolution mechanisms, considering the 
changing contractual landscape and 
economic pressures in a rapidly  
changing region. 


