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Blackstone to acqulre ESA’s portfolio

\The SHItttOPLUS hotel in Westlake, Ohio,is e o the 475 Extended Stay
America hotels that soon will be managed by Homestead Studio Suites Hotels,

AH&LA summit promotes
key legislative issues

By John P. Walsh

MANAGING EDITOR

WASHINGTON— Travel promotion,
frivolous lawsuits and immigration
reform are the most important is-
sues hoteliers presented to legislators
at the American Hotel & Lodging
Assn.’s Legislative Action Summit
in the nation’s capital. The AH&LA

supports:

Jack Connars, executive v.p.
for public policy for the AH&LA,
helps prepare members hefore
they amive on Capitol Hill to
speak with legislators.

® public and private efforts to pro-

mote travel to and within the Unit-

ed States;

® 3 responsible and common-sense
Please turn to page 38
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By Jeff Higley which involves 475 extended-stay
EDVORNCHIEF hotels and three brands, hinges on
NEW YORK AND SPARTANBURG,  shareholder approval and is expect-
S.C.—The Blackstone Groupsac-  ed to close by the end of the second
quisition of Extended Stay Ameri-  quarter.

ca for about $60,000 per “There are some inter-

key could be the precursor esting financing alternatives
for the return of large trans- in the market that could
actions to an industry that lead to more transactions,”
has been void of them for | said Corry Oakes, presi-
several years. B dent of Extended Stay

The deal, worth about ' America. “Lodging is a
$3.3 billion, was an- good investment.”

nounced in early March Oakes
and came on the heels of

CNL Hospitality’s $2.1-billion ac-
quisition of KSL Recreation Corp.
The Blackstone-ESA transaction,

“This is a good indica-

tor because it is a big deal
involving prominent players,” said
Bjorn Hanson, global leader, Price-
Please turn to page 36

Hoteliers: Rate hikes
to determine recovery

By Jeff Higley
EDITOR{N-CHIEF

with the Memphis Hotel & Lodg-
ing Assn.’sannual industry update
MEMPHIS—An economic recov-  said the lodging environment can't
ery for the U.S. lodging industry  be considered in a turnaround
can't be considered com- until hotels are able to
pletely under way uncil TSNS  gcncrate more revenue.
hotel owners and opera- l: S HSIA Since 2001, hotels have
tors believe they can raise [ igid seen plunging net-oper-
rates without repercus- Fags 4 ating income levels be-
sions from guests. cause of a recession and
Several executives at a presi-  the effects of 9/11.
dents’ roundrable coordinated by “Whether it’s $2, $10 or $1,
Pinkowski & Co. in conjunction Please turn to page 37

Segment remains steady

By Jeff Higley

EDITOR-IN-CHIEF

ATIANTA—The extended-stay seg-
ment continues to hold a premi-
um position in occupancy rate and
demand growth compared with
traditional transient hotels, but
finds itself in the same situation as
the rest of lodging industry in
terms of average rate.

The extended-stay segment
had a 4-percent increase of supply
and a 3.5-percent rise of demand 2002
during 2003, according to a year- 2 239,662
end report by The Highland 295,461
Group. The segment added almost .
10,000 new rooms during 2003, Source: The Highland Group

Please turn to page 39

Extended-stay hoom
Year Room supply
49,469
65,465
100,941
147,107
177,658
201,035
220,995
229,852

1995
1996
1997
1998
1999

2000
2001
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BREAKING MEWS

™ La Quinta Corp. wants to add
from 150 to 200 properties in
2004 by buying and maintaining
a brand or by acquiring hotels
and converting them to the La
Quinta brand, Butch Cash, presi-
dent and c.e.0,, said at the com-
pany's annual conference in
March. The company also plans
to add 50 franchised hotels this
year. It has more than 370 hotels
in its portfolio.

® A record tumout of 500 atten-
dees heard speakers at the 16th
annual Hotel Investment Confer-
ence in Atlanta talk of a rejuve-
nated industry as the nation's
gross domestic product contin-
ues to grow. The industry's con-
stant battle with oversupply was
a common thread of conversation
throughout the conference. The
inaugural Extended Stay Confer-
ence, held following the invest-
ment conference, drew 140
attendees.

™ PricewaterhouseCoopers pre-
dicts that the upper-upscale, up-
scale and midscale-without-food-
and-beverage segments will lead
performance improvement for
the U.S. lodging industry this
year. PWC forecasts upper-up-
scale demand to increase 5.4
percent, upscale demand to
jump 7.9 percent and midscale-
without-F&B to rise 7.5 percent.

® More than 35 million Ameri-
cans purchased travel online in
2003, 5 million more than in
2002, according a study by Pho-
CusWright. The study also
found that the U.S. online travel
market is not yet near saturation.

™ Best Value Inn Brand Mem-
bership signed the brand's
350th property. BVI, which was
launched in 1999, has more than
21,000 guestrooms in 46 states.
It expects to have more than 400
properties by the end of the year.

M John A. Ueberroth joined
IndeCorp as chief executive offi-
cer, chairman of the board and
largest shareholder.
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Blackstone

Continued from page 1
waterhouseCoopers hospitality
and leisure practice. “This is an-
other event that causes lodging
companies to wonder if they are
missing out by not trying to accel-
erate transactions.

“If companics wait until we
have a full year of [revenue per avail-
able room] growth or there are five
or six transactions already done,
then it will be 100 late,” Hanson
said. “Now isa good time for com-
panies to develop strategies.”

Will Marks, a director who
covers ESA for JMP Securides in
San Francisco, said the $60,000-
per-key sales price was surprising,

“’I'm a litde surprised ar the
price, although I certainly would-
n't have expected [ESA] manage-
ment to accepr 2 deal at a lower
price,” Marks said.

Hanson said the Blackstone-
ESA deal and the CNL-KSL trans-
action could trigger more deals.

“Public companies carn their

HotelMotel.com

stock price in part by growth,” he
said. “At the same time, public eq-
uity markets are secing favorable
newsabout lodging trends and are
willing to buy on future incorne
streams.”

“What is does for public and
private companies is create a value
metric,” Marks said. “Particularly

if you're looking at price per key. If

you use that as a metric for other
companies, then they are worth
more than what they are trading for.

“This deal can only help to
make more transactions take place.”

“Tivo Blackstone affiliates signed
an agreement to purchase Extend-
ed Sty America Inc. and its three
brands-—Extended StayAmerica
Efficiency Studios, StudioPLUS
Deluxe Studios and Crossland
Economy Studios. The brands
represent 50,700 guestrooms. The
hotels won't be rebranded.

“We have a very consistent
brand with a national footprint
that provides great value to the
customer,” Oakes said. “We have
a talented management team and
systems in place to support the

Analysts’ views

Several analysts issued their opinions of the
Blackstone's proposed acquisition of ESA:

® Marc Falcone, Deutsche Bank Securities: “The
private market appetite for lodging investment re-
mains high. This transaction shows that private
money is clearly willing to step up when the public
markets don't reflect perceived net-asset values!”
® Michael Rietbrock, Citigroup Smith Bamey
said the deal has positive implications for the
lodging industry for two main reasons: the fact

properties.”

The two purchasing funds—
Blackstone Capital Partners IV
and Blackstone Real Estate Part-
ners [V—will provide $680 mil-
lion in equity financing. Bank of
America and Bear Stearns Com-
mercial Mortgage have commit-
ted to provide $2.66 billion of fi-
nancing. The total financing pack-
age for the deal is $3.34 billion, ac-
cording to the agreement and plan
of merger document issued by Ex-
tended Stay America Inc.

Blackstone officials declined to

comment.,
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that a sophisticated, long-term investor is willing

are trading at”

The purchase price of $19.625
per share represents a 24-percent
premium over the $15.81 price of
the stock at the close of business
March 5—the day the deal was
announced.

H. Wayne Huizenga and
George Johnson own almost 20
percent of ESA’ stock.

Asofyear-end 2003, the top in-
stitutional holders of ESA stock in-
duded Capital Research and Man-
agement Co. (7.39 million shares),
Fidelity Management & Research
Corp. (5.81 million shares) and
Cascade Investment LLC (5.19
million shares). Top mutual fund
holders included Smallcap World
Fund (6.19 million shares), Fidcli-
ty Magellan Fund (5.86 million
shares) and Baron Growth Fund (2
million shares).

Blackstone isa $14-bil-
lion private equity firm. In
November 2001, it pur-
chased Homestead Vil-
lage, which later changed
its name to Homestead
Studio Suites Horels, from
Security Capital Group
for $740 million.

Blackstone has 132 e
properties in the Homestead port-
folio, and Homestead will take
over the management duties of the
ESA brands once the deal is com-
pleted. Extended Stay America’s
headquarters will remain in Spar-
tanburg. ESA will cease to be a
publicly traded company and will
be the surviving corporation under
the Blackstone Group’s umbrella.

“We're going to work very dose
to make it a successful, timely in-
tegration,” Oakes said.

“Obviously, there is some fat
that could be trimmed off by
Blackstone,” said Mark Skinner,
partner with The Highland

The breakdown

to pay a significant premium to market valuation
and to look through high current valuations will
ease investor concems that lodging stocks are
ahead of themselves; and the deal might set off a
small wave of acquisition speculation.

u Keith Mills, UBS said: “The ESA acquisition
will be positive for lodging-company valuations,
as The Blackstone Group is paying premium to
the peak valuations that most lodging companies

Group, an Atlanta-based consult-
ing firm.

On the operations side, dupli-
cate job functions could be elimi-
nated. On the real-estate side, un-
derperforming properties or sites
that have been purchased for fu-
ture development could be sold,
Skinner said.

Once the deal is complete,
Blackstone will control about 68
percent of the midprice extended
stay segment’s 92,000 guestrooms,
Skinner said.

“There’s no doubt that there’s
going to be some competition be-
tween the two main brands
[Homestead and ESA],” he said.
“But there is some brand differen-
tiation based on the distribution of
the brands, and that will open up
new opportunities down the road.”

For example, the ESA
brand has a heavy con-
centration of properties in
Southern California and
Chicago, where Home-
stead is under-represent-
ed, Skinner said.

Oakes said the mansac-
tion process began in Jan-
uary when Blackstone of-
ficials made the initial contact.

“We were in the middle of
he said. “On
the eve of that, they contacted us.
It was completely out of the blue.”

Oakes and Jim Ovenden,
ESA’s c.fo., said the deal shows
how important the extended-stay
model is in the hotel industry.

some refinancing,”

“The [extended-stay] sector
didn't need anyone to validate it—
that's already been done,” Oakes
“[The Blackstone-ESA deal]
shows confidence in the sector.”

“It validates the cash flow of the
sector,” Ovenden said.

higley@adyvanstar.com

said.




