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Where Are We

Now.

eld in early June each year, the
H Mesw York Tiniversity Hospitality

Industry Investment Conference
is a good venue to get a sense of how the
hotel industry is ’r;-,u'ml7 at mid-vear,

To answer that question durmg the
conference, LIT-Lodging Hospifality,
conjunction with the Lodging Industry
Investment Council, convened a panel of

| hotel industry owners, operators,

fimanciers, brivkers and consullanls.
Queslions ranged brom operational and
cost-cutting issues to capital availability
and chain performance slandards,

LH-Lodging Hospitality: llow's
business?

Sean Hennessey,
PricewaterhouseCoopers: Corporate
travel has not been as robust as we
antivipated, While we had thcd o see
big improvements later this year and
early next year, we now think it will be
primarily next vear and 2004, 1L's still a
good rebound from where we were, but
it's mot as robust as some of the analysts
had ariginally predicled.

Steven Kisielica, Strategic Hotel
Capital: About 2 month or two ago we
were revising our forccasts upward, but
over the last month or last bwo weeks,
wee've jrotten a little more conservalive.
We're nol gelting improvements in either
bBusiness travel or transcontinental leisure
travel, both of which are big markets for
the hotels we own.

James Butler, Jeffer, Mangels, Botler &
Marmaro: The problem is averages. The
markel is 5o unique by property type,
location and segment that while there are
a few bankruptoies and a Tot of %LIDPEEHCE
thal arc struggling, many other hotels
seem to be doing all right.

Peter Rainsford, University of Denver:
Al the Besort Management conference we

| sponsored in April, the opinions were all

aver the place. A Lot of the smaller
propertics had booming seasons and
sotne of them were able to raise their
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rates. These were primarily drive-to
properties. For the bigger properties the
market mix had changed from business
travelers to leisure travelers.

Hennessey: For the first thine ever in
New York City, I'riday and Saturday
nijrhts have had the highest cocupancies
of the week, which reflects the deminance
of discretionary leisure travel. Also, for
the first time the average daily rates [or
group business are higﬁm than the ADRs
for transient business because the stromyr
leisure component of the transient
business tends to bring down the rate,

LH: How long will the industry
continue to struggle with rates?

Kisielica: It will continue tobe a
struggle until we can get some
compression back into the markel. 5o far,
we're nol seeing any signiticant
compression for any day of the week,
We're starting Lo detect it on Fridays and

baturdays, but until you can get near 100-
percent accupancy fora comple of days
during the week, rates will continue Lo
struggle.

T.H: What is the climate for buying and
selling of hotels?

Dana Ciraldo, Hodges Ward Elliott:
Since 1998 there has been a growing gap
in bid and ask prices that 1 see narrowing
now. Diiring 19949, 2000 and the first part
of 2001, sellers looked at the previous few
vears ol perlormance, saw that it was
tracking up and extrapolated those
positive trend lines. They told buyers,
“Three years from now the property will
be performing at so and so, so you should
Ty Mea ﬂll]]ti!)]&"hﬂ-‘ﬂ-‘tl on that.” To
which the buyers said, “You're a cyclical
business in the late stages of an economic
cvele so Taee the potential to go down as
much as there is a potential to continue
along the trend line, I don’t want to pay
vou a price where you think vour Lrend
line will be in three years,” Ihat was the
basic cause of the bid-ask gap.

By the fourth quarter, we'll have
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positive year-over-year comps,
Then it's a question of whether
growth will be two, three or four
percent, and that's not the stulf of
bigr bid-ask zaps, At that point, the

closer.

Hopeful Investors Gather to Meet the Money

ith latent aspirations and expectations coolly in check, ho-

tel investors from around the warld gathered at the
Westin Hotel Los Angeles Airport in early May for Jefler, Man-
gels, Butler & Marmara's 12th Annual Meet the Money confer-
HN0HE.

Mever have so many gathered in anlicipation of localing or
placing hotel funding with o little firm expectations of realiz
ing those hopas. Given the uncertainty in world markets and
the hospitality industry, transactions and funding have been al
a near standstill over the past six months, In April, however,
signs emergad that the financial spiget may bae primed to
open deal flow once more, As a result, the conference was
parfectly timed to bring together investors with an array of
funding sources as wall a5 sources of current financial mar-
ket, hotel industry and operating data.

In opening the conference Jim Butler, chairman of JMBM's
Global Hospilalily Group, said, “This confarence is a gatewsy
to hotel finance, Meegt the Money brings together the
providers and consumers of capital ®

Mare than &5 hatel debl and eguily financing saurces and
incustry lenders were featured as speakers at the event. The
raster included CEOs of the nation's leading hospitality com-
panies and representatives (rom the banks, credit companias,
Wall Street firms, life companies, pension funds and mort-
gana bankars that are most active in debt and equity financing
of hotels today.

With a focus on capturing the state of hotel funding and fea-
turing a wide array of experis from the transactional, invest-
ment and financial communilies, the conference probably re-
alized more than attendees hoped in terms of information and
a ghenmear of light at the and of the tunnel,
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The Meel the Money CEQ panel: {from fefi) Broce Wiles of MeriStar Hospitality,
Armice Wardlnski of Crestiine Capftal, Tom Corcoran of Felffer Ladaing Trusl, Cass
Cassarly of Tarsadia Hotels and Jim Butfer of JAEN.

Conferance chalrman Bhtler hosted a parly {right) the night before the conference.
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buvers and sellers will be much

Kizielica: Today we can see
buyers buying good qualily assels
by looking at 2003 numbers. Most

of us weomld like tor sell based on the
growth polential for 2004 and 2005.
Gollers who sell at 200% numbers
are leaving a lot of value on the

table.

The buzz at the pre-event cocklail party, held for speakers,
spansars, and presenters at Jim Butler's Beverly Hills home, was
that [urwls are loosaning, hormowars ane bacoming accustomed to
more rigoraus underwriting and thal deals are being funded.

During the conference presentations, the consensus
walchwaords were horrowar creativity, tenacity and track
record. FReal deals related were the lunding of the devetop-
ment of the Omni Hotel San Diego by Holliday Fenoglio
Fowler and the recently opensd Paabody Liftle Rock facili-
tated via GMAC's Asset-Backed Lending Division.

The four financing panels and six breakout sessions, in-
cluding the much-anticipated CMBS panal, reprasanted virtu-
ally every type of hotel financing, from construction lending to
jeint venture equity funding and from mezzanine financing to
credil enhancements.

Panelists generally agreed the industry is still suffering from
warnnaess ahout the current and future state of the hotel mar-
ketplace among buyers, sellers and financiers alike, despite
the recent advent of generally encouraging numbers, One
panelist commented that despite the cautious and conserva-
tive mindsel guiding the hands of lenders, the imes today @
really not so difficult for capital sources, particularly those in- |
valvad inthe mezzaning aend ot tha businass.

One of the most anlicipated evenis of the day was the
snaak preview of the JMBM Lender Survey conducted in con:
junction with Lodging Hospitality and Zest Communications
{see LH, May 2002), The intial findings and conclusions of the |
JMBM Lender Survey indicated that borrowers are chal-
lengad. lendars ara choosy, craative funding is the order of
the day, and because the industry has obviously “wealhered
the storm,” some 85 percent of lenders polled reveal they ex-
pect lo see mora hotal loans undarwrilten going for-
ward,

Mext year's Meeat The Money canference is sched-
uled far May 8 at the Weastin LAX. For mora informa-
tion, contact JMBM at 310.203.8080. —Sharan
Lemon » e
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Michael Cahill, Hospitality Real
Estate Counselors: You need to
break it down between the lower
end hotels versus first-class hotels,
The lower-end slulf is aclually
zelling, although some of it is for
alternative uses, such as drug
rehal cenlers, long-term housing
or extended stay.

LH: Is there money ta buy, build
or do anything in this business?

Angelo Stambules, GMAC
Commercial Mortgage: In lijtht of
the recession and Sepl. 11, it's
shocking how many development
deals are crossing vur desks.
Frankly, very few are geltting done.
What is metting done are AAA,

%L’Jl{l mirnl, low-leverage deals, and
they are few and far between, For
existing properties, we're seeing a
very slow deal flow from the
transaction side and very fairky
brisk flivw from the refinancing
side. Over the past 90 days, we've
seen a substantial uptick in the
number of lenders out thers
looking al deals,

LH: All kinds of property types?

Stambules: Tt depends on the
lewel of RevP AR declines, We're
seeing the best results in drive-to
markets. Gateway cities and major
B, like San Francisco and New

York, are still being impacted. But
even i those markets lenders are
underwriting the impact and
rettingg deals done.

There haso’t been a whole Lot of
long-term, tixed rate financing
Being done becanse of REMIC and
the backlog of deals that are being
flushed through that svstem. The
greater opportunities For
borrowers and lenders right now is
bridge financing, three- to five-year

Hamnessey. I's siilt 8 geod retround from WiEre we wWers,
Bt s ok as rolust as sonte of the analysis iad originally

predicied,

Buttar: White there-are 3 few Larkrogicies and 2 faf of
progeriies thal are strugpiiing, many oiter holels seer: fo

Be doing all tight.

Kfsfalica: Uil you ean gef near 100-percent occupancy for
a couple of Ways diring ihe waek, rates wilf conlinge Io
strirgale.

paper that floats over LIBOR,

Cahill: Yo' re yodngs o see action
in lax-cxempl bond linancing,
especially for big-box convention
hotels, A lot of these projects just
arcn’t [easible wilhoul this kind of
participation. It's happening in
Denver and San Antonio and even
insome propertics on Indian
casinos and smaller projects in
secondary and tertiary markets,

There is a perception that
traditional lenders are slowing
down so developers view tax-
exernpt bond fnancing as a
window before the traditional
lenders come back to the market. Tn
the next 12 months, a lot of deals
will be done this wav,

Eva Wassermann, Hilton Hotels:

It is very ditficult to build a large
comvvention hotel today without
this kind of linancing, We did a
project in Omaha this year and the
bonds sald instantly; in fact, they
wore oversubscribed al a 5.17-
percent interest rate.

LH: What is the vutlook for the
boutique holel business?

James Whelan, Kimpton [lotel
& Restaurant Group: I[t's not s
much the segment as it is specitic
markets. Some of the secondary
markets are strong, while the
gateway cities are still tough. We
sete 2003 coming back much more
slrongly, In San Francisco, for
example, the convention bookings
for nesxt year are a lob stromgmer,

LH: There's been a lot of talk in
the press that the boutique
segment is over the hill, passé, not
conl any more.

Whelan: Boutique as a single
wird has been applied tesuch a
wide swath of hotels that it doesn’l
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really communicate anything to
anvbody. There are boutique hotels
in Aspen and in San DHego, Some
are 40 stories tall wilh 450 rooms
made of solid granite_ It also zets
applied to our Bishop's Mansion
comversion in San Francisco. Is il
passé, over the hill? Absolutely not.
Dhoes the word need f redefined ?
Yes. It applies to too broad a
categrory and cannot give a real
cirection Lo it

Ciraldo: ¥You must breals il into
sub-segrments. At one level of
bouligue you have hotels foeased
onmedia and fashion, which can
unly apetate in three or four cities
in the U.5. How long these kinds of
properties will last is a move
EEF‘[I!HHH {IHHHHUT! H'I.H'I,'k_ HE]’{'i,I'Ig
aboul Kimpton hotels, which have
a residential feel it an urban
enviromment that appeals beyond
just what's hol loday.

Hennessey: Boutique hotels
Were Jr[ldeiFl:.I probably more than
their peers over the past six
months, but that's not necessarily
because boutiques are over the hill.
A lot of them are relatively new, so
they re sl metting their sea legs in
Llerms of competitiveness. Th&r}-‘
don’t have much in the way of
meetingr space or extra facilities
which other hotels use to stimulate
demand in a period of low
verupancies. But they've come
bacl [airly well fairly quickly, and
by all indications they still have
very stroms repeat demand and
make strong impressions on
CONSMEers, so there 15 10 sense at
all of hontigue fatipme

Rainsford: In the past couple of
years, our students ﬁewe taken a lot
muore interest in smaller properties

waras L onlineg, com
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instead of the big companies and
their training programs. Parl of il Is
that they're promised too much
and then the corporatioms don’t
deliver. In smaller properties, they
see how they can climb the career
ladder faster and easier.

LH: Are the problems wilh
conduit loans and REMIC rules
being resolved?

Butler: I think they are. Cher the
prast six months, there has been
more of what T eall & common-
sensc approach. 1L attects all
aspects of the conduit market,
There are still very dramatic
ditferences in how different
servicers will approach problem
hetel lnans. Some of them believe
in strict letter of the law while
aothers are closer b the model of the
neighborhooed bank.

Stambules: These vehicles
provvided great Hoguidity to the
markel back in the carly 1990s. 1L is
still a relatively new process, and
everyone is learning how to work
willi L, bul we haven'l seen any
suzgestion that this part of the
miarket is soing aveay, certainly not
{rom a broader real estate
perspective and for hospitality in
particalar,

LH: Following Sept. 11, many
hotel companies did a lot of cost-
cutting. How much of that has
been institutionalized, and what
kind of lessans did hotel owners
and operators learn from thal
situation?

Kisielica: We'te challenging all
our operators Lo lool al their
operations to maintain certain
lewvels of service as well as
acceplable prolil levels, We're
challenging them to provide these

wew LHan . cims

efficiencies even bevond our
current economic crisis. 1f we can
all do 5o, we'll be a much healthier
industry, We're getting some help
from our customers since they're
paying substantially lower rates
and thankfully 1'9r.|l.4|r||1'l.:| fewer
scrvices for the price they're
paving. The question is, will they
begin to require more when the
rates start going up? 1t will all come
down to competitive pressures.
Unfortunately, some of the cost
savings have been offset by
IMCTEASES T INSUITATCE, 1T SOTNE
cases up by 100 (o 125 percenl. 5o
we're one step forward and two
steps back.

Whelan: It's ditficult for a
number of reasons. One, of course,
15 that we have a conmmitment to
our employees. Early on, we asked
otrselves, "What is it that has
changed and what is no longer
required?” For example, we're
constantly looking af ways to
reduce energy expenses and
insurance expenses, Yot we must
still provide customized personal
service. ILmay not be as over Lhe
top as it was in the past, but we still
have very satisfied smiests, and
that’s our most important criterion.

Kisielica: A substantial
amount—if not all—of the
corporale overhead al the managed
chains gets passed on to the hotels.
That's an area that historically has
bieen very hard for an owner to
control and monitor, We're very
focused on this topic, and the
industry should be, too.

Wassermann: At Hiltom, a lot of
our corporate charge-throughs
have actually gone down over
Hme, We actually pay more inta

(11004 P'I"[ J*"T‘ﬂf”‘\ !'h.r!T'i HT‘.I:,H me Hl."if:'!
does. We have bwvo focuses: one is (
on third parties but also on our
e hotels because we manage the
properties we own, For example,
we try to lower our frequent guest
program costs because they impact
us as much as any one else we
managre for, if not more so.

Ciraldo: The trick is lo avoid the
airlines trap in which you reduce
}ﬂ'l]'l" ‘-:.["'["';"![ Er= =0 TG ]'I ﬂ"ldf :'r"ﬂ'll
make yoursell inle a commaodily., [
Three quarters of all business
failures are fatluores to execute. That
usually means you didn't talke care
of your customers, your investor or
vour emploves. Tn the long term,
services are more valuable than
acoets,

Henmessey: When ITLHEY 15
tight, the owners really focus on
those types of expenses. There's
Eni ng Lo be alot of pressure on Lthe

otel companies, especially since
they must nenw row through
management conlracts as much as
through development. They Il be
competing with each other to offer
beller cleals o owners.

Butler: [ disagree on the shift of
prwer. A number of aperators
have cither reneged on promises or
done whatever they could to cancel
amd get out of capital investments.
The pendulum may not be quite
back to the 1986 environment in
terms of the Ow:mr—npemlm
balance, but it has swung
significantly knward operators,
Now there are longer periods
betore owners can geta
terminabion om sale or
performance. This creales an
interesting opportunity for those
brands in a g wwth miode, TE's an

Stambulas: It's shocking frow many develepmant

deale are crossing onr desks. Frankly, vary few are

gemting dona.

Cahlil: You're polng to sea aclien (n tax-sxempt
fand fimancing, sspaciaiy for big-box comeniion
fratals.

\Whelan: Is tie Bontigue segmient pgsss, over the
o W7 Absnlitely nof. Doeps the word need 1o
redalined? Yes.
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opporlunily Starwood ook
admnt‘age of in the last 8-10 years
inwhich they had reasonable
contracts and usually threw a litlle
capital into the deals. That kind of
opportunity is cut there for hotel

companies willing lo be a lillle
gentle with their owners.
Wassermanmn: We're always
getting beat up. In general berms,
management agreements today are
much more owner-friendly than
they were in the past. At Hilton
we're more flexible than we have
been before. We have a lot of
pressute to grow income, but fower
new hotel development
opportunilics means we

industry has a lot of strengrth and
should be able to weather a
dornturn, and in fact, we've
weathered this one very well. In
Mew York City, for example, we've
had the sreatest single-year
occupancy drop since we've kept
records starting in 1927, Dut
hoteliers have done things like
going back lo their lender to get the
fi&e escrow available for working
capital. They've extended their
payables and lried Lo speed-up
their receivables. They postponed
new prijects. They stopped paving
pariner dividends, Almost all of
them have weathered the storm,

other challenge s making the
American public more comfortable
with travel again. That's whal il's
proings tor take to et us to the next
lewel, We need to get oce updnr.‘ir.-t!-a
up s0 we can push rates again.
Ciraldn: Human beings h:lve- the
lendency Lo lake the recent past
and extrapolate it into the future,
usually incorrectly. Don't take the
last six months as a sign of what
the future may bring. Thereis a
hub:—* brabry boom demuographic that
will drive leisure business over the
next 10 vears. The U.5. economy
has been stromyr for a decade, and it
will continue to be strong,.
Remember, the higgzest

have to find more _
management confracts.
Almost every third-party
management deal done in
the past 18 months has
required capital from the
management company,
Kisielica: The difference
is that owners are really
starting to recopmize how
expensive is that eperator
capital. It's absolutely the
must expensive capital

consullants,
academics and legal professionals.
Currant co-chairmen are Mike Cahill of Denver-based
Hospitality Real Estale Counselors and Sean
Hennessey of PricewaterhouseCoopers, Vice
chairman is Jim Butler, a partner in the Los Angeles
levw firm of Jeffer, Mangels, Butler & Marmarn.

What is LIIC?
The Ledging Industry Investment Council is an
indepandent industry think tank that meaets three times
a year to discuss critical hotel finance, development
and operations issues. Its 70 members include
nperators, developars,

lendars,

historical risk in the hotel
lasiness hasn't been
demangd risk; it's been
supply risk, and new
supply has been greally
reediced.

Cahill: Timing is
essential to create
pr fitable hotel

inveslmenl, so the people
who can reliably predict
when debt capital will
loosen up, or can predict

when vou [acler in Lhe
impact it has on the encurmbrances
of the deal. Owners are looking
toward getling value oul of the
operator in n:r;ﬁer ways, whether
il's guarantess ot termination upon
sale or other ways. I's very
competitive for operators so we're
seeing a lot more flexibility in
management contracts.

LH: What are the biggest
challenges facing the lodging
industry?

Whelan: Greater distinctions
need to e made belween markets,
Why do the decisions about

| lending o7 leverage in Manhattan

also seem to apply to Denver,
Seattle or San Diego. I'd like to see
distinctions made on market-by-
markel basis lthat are more clearly
understood. We don't make a
decision to do a hotel inone city
based on decisions we made in
another city. Bverything we do is
tatlored tor where we are.
Hennessey: People have been
saying for a while that the hotel

anc i's a testament lo the industry
that there was a lot of financial
strength in reserve that allowed the
business Lo carry through.
Rainsford: We must deal with
Lo issues: First is consolidation.
You'll see fewer companics and
bigrrer companies, and the question
is how are they going to
differentiate t?emsc]vcrs, The other
thing is the grlobal issue, We're a
global econcmy, and to get the
kind of gro wih public companics
need they must jro glabal but that
presents them with all kinds of
operating and marketing problems
they may not know how o handle,
Wassermann: The biggest
challenge is attracting capital back
intw the lodging industry so
operaling, dcvelojiing and buying
hotels are more achievable than it
is tirday. We need to reeducate
people that the lodging industry
has a lot of positive things about it
and that the cast of capital has been
too high in the lasl 18 months. The
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when new supply will
come on ling, or can predict when
to buy, bid or sell will be the real
winners. This cycle has been a little
bit different. The rebound s jgoangs
to come a little bit slower than
many people anticipated.

Buller: Financing, financingg,
financing and every dimension ol
it—availability of capital, cost of
capilal, lerms of capital, decent
appraisals. This is clearly the
number-one challengre the industry
faces. In Iig,hL of thal, we may have
an interesting challenge in
redefining marketing, We need
orcer makers, nol order takers, We
need people who listen to the
customers. This environmment puts
i premium on assel management
and a team approach of smart
LW TIETS, HTHHTt ﬁh'\‘_‘i.f_’l' 'I'I'I.F.I]'l.?lﬁi-_"rﬂi
working with operators Lo
determine the value the customer
is Inoking for and then delivering
that value, wps
ewatkins@penton.com

216-931-827H
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