Owners like the returns of select-service segment

By Steran C. O'Connor

NEW YORE—With the ccon-
oy sl onscttled, HOTEL
BUSINESS® yvecently decided
Lo see loaw Two I:1'Ir|ll'1'll'\-. |:-]!1.-
£ IH—\‘JII‘I”\ Nl ]Irl"‘\l‘[] “!ll]ﬂ -
tel ]l(hi]ll l|I|‘_\: Inc,, a [m|:|1t y
rraded REIT, and Raleigh, M-
based Concord Hospizality En-
terprises Co,, o tradinonal devel-
oper/mandgement  rm—are
approaching the lmited-service

segment-—traditdonally detined |
as properties wicthooo food and

beverage  operations—in the
second half of the vear,

Ky fon Cloncond ]h:':u.iill!_'| Lap-
ward fourth quarter is breaking
ground in '.-"illl'-|:||1:|§_1||:=, PA, and
Raleiph, NOC, i laie Movembe
lor two Hyatt House hotels, a
hrand concept slated to supplant
Hf.-'.lll'\. Swmmner leld Suies.

“We're also bresking ground
a1 Twies lt:ll:h ards, one in
Forwxville IlN_ and  anoiher
in downtown  Clevelinud  near
Ohio State University, Each of
these assets—in fact, all of ow
assels poing forvward—uwill be
LEFD-certified,” said Coneord
presiclent /CEC Mark Laporl.
Conenrd also is in g M0 TV
wilh |t-'|_.:rn::|;1|':,- gull'{':. Arnold
Faliner, for a H|:tir|gHil| Siites
in Latrobe, PA.
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Ar Supertel, CEO Kelly Walters
is completing a transition begun
in second quarter, going from a
single  mmnagement  company
to throe oporawors “whoo o

markets where we own and want
1o ;u'f]uir:‘ huestezls, o 01 ey |J1'i||;_-|r
fresh perspectives as we look
for how we can best apply our

l!'ill'l-ilill. Tie I]I"‘H“I'\'{‘ Al Il:l. L'I1]I'.II]{"‘

Legendary golfer Arnold
Palmer atop bulldozer
at ground break for

new SpringHill Suites
he's doing in Latrobe,
PAin a )V with Concord
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Select-service properties remain well represented in owner’s portolios

continuved from page 7

value in the & srtfolio. Alsonr S0 pg‘n;_'n;_".r]r_-:_}f'mur Tjorrﬁ;_;-lio
is now classified as “held for sale’ and we will maintain
those to brand standards, bat che bulk of the dollars will
g0 toward the 85 hotels l.':lll'l'l:-.:ul.l:.-' classifed as oor ‘o
portbolio,” said Walters, Both executives have significan
portiolios and cach acknowledged
BT USSCLS Ure oL quite up to par,
but nothing that proactive sirate-
zics could not ameliorate,

“We're fortunate,” said Lapore
“As un operator of 83 hotels, I'm
anly dissatisfied with the resulis ai
a few, and we're [inancially strong
enough that we can support them
through these tough times, until
the better times that [ believe are
aheaed Tonr Uwose Tew propertics.”

He indicated Concord 15 “deh-
focused  on growing
through new development and
believes money can be attract-
ed 1o the ':Hisl hmited-service [royects,

mi Iu|}-‘“

“Avear ago, ibwas baod o lind money, but now there
is a lot of equity that is willing o invest in "best in class’
Sll."‘lﬁl':1.—':;!‘t'\.-'il:!‘ T K |h:l| |]!'|1:|.t'.l"r'r'T'il{'! 'I.\-'!.,"”: 'E_Il'l;_!iﬂ_‘{_'tﬁ ‘.\"]_'I_U]'l_"
the veturn an cost will Le 140 [RETCETIL L Drestier,” saidd La-
port. However, he cantioned, “There’s nol a lot of delst
oy be ]]l:lct_'d for mew hotels. I'd characierize the G-
unities for debt placement as thin, Big banks are on the
sidlelines; smaller community banks or regional hanks
will support developers in pround-up development, but
only for compranies with long aod suceesstul track re-
cords, There is SBA financing for simall hotels (under §5
nli]]i-‘.‘:l‘.lfl with an '.Il:'lpr:nl"i't di.'.ﬂ*h:[wr', bant the AVET A
selectservice hotel is in the 12w $18 million rd I,
The going is tough for new kids, but those who've been
arennied the block can Rgure it out.”

5i |'||'||¢1:|'|;.-, Clialles e Facee] al 5 e teel, saacd Waliers,
are rooted “largely in specilic, identifed, underper-
Ii':al'l'nil'lg' ancl 1:1.'t:|'-'|w.1'|;|.5,|'1.-:t] assels 10 our porttolio,
We will continue oo stratepy of shedding our non-
core assets, reducing onr debt and bringing stability
to the portfolio before we can expect o attract new
-:ap]ml (W] ]'n'gil'l '=1|'1l|.|;r iIIH again, We are working with
astrong group of hotel brakers and have sald 24 prop-
erties in Iium. OVET D j,-t‘:{r'.li 1mn 1.'.-"!!:“ hu..\' t;h*'.u'l_!r' been a
very dillicult market,
upgrade our portfolio to achieve the highest possible
returns for our shareholders.”

Supcrtt-[ has scld pl'ﬂpﬁ'lit:.\ in .\il}llh.'f ol the oilTi-
cult ervironment, which, Walters said, suggests the
investment paradigm “is reasonably good, at least
for the limited-service economy segiment. But buyers
are careful and thev know their comps, The typical
huver of our assets is accessing SBA money through a
lercal bank with a 25 percent equity contribution and
a personal guarantee. hey are f_,utllm{ deals closed
in =120 days from cantract signing”

We will continue o P and

Concord s using “2 lot of fliers" 1o fnd che “right” lim-
ited-service deal right now, said Laport. “We look atalol
of npportunities in a lot o markets o find a winner, Jos
as a basis ol comparison, we opened 13 hotels in 20049
and in 2011 we'll open four, but we have 52410 million
in the pipeline already for 2002, TF you have intestinal
fortitude 10 be a contrarian and can put ogether the
capital stack in bad times, vou'll be rewarded.” he saii,

Supertel trimmed its portfolio to 101 properties from

fhf‘ ]25 ir I'I#"'Ed Al :;"r"}'HJH :'nrl 2"-'"-]-!':'I Ani: IZI1'I|]|-' I'i"t'i"lll,l:l.-' I"I-I_‘-

gan L“'r".lluatlng rJJ‘.-prJrl.lalliLit‘.ﬁ. “Ohr Illi’ll'l 1% Lo mowe

mcthodically away from the economy sector in lavor ol

maore mid-seale and apper mid-scaleTimited-service
flags,” said Walters, "Acquisition candidates that we ar

targeting are stabilized propertes inomarkets where our |
[ ing o core comperencies and cur management ahil-

Concord Hospitality has
the 134-unit SpringHill
Suites Columbus O5U

in Chio (left) and a
124-room Courtyard by
Marrictt Washington
Meadow Lands
Washington, PA (below),
in its portfalio,

Supertel has a varisty of
limited-service brands,
including 63-room
Quality Inn in Danville,
KY (right), and a 71-room
Comfort Inn and Suites in
Warsaw, IN (belaw).

manzgement companies have proven experience. From |

| a geopraphic standpoint, the locus generally will be in
| those mazkets below the top 25 but ideally still within
the top 100 The right deal for us will deliver ar least a
4 percent TRE with little to no expectation ol terminal

[ value prowth over the nest fiveyear holding period.”
Cromeord is being opportunistic when it comes to lim-
ited-service hotels, which are not generally cast a5 “tro-
phy™ properties. "We bid on 20-phas hotels this year and
| only buu;.,hl one, which means that we considered the

winning hicls o be too high” said Laport. *We will not
and can not compete against RETTs; their cost of capital
i% lower, Their business mede] works it they can gener-
ateh iuh *-ﬁn-:rlt' faure returns, They're satisfied with low-
er \lrl:h wes look for high double-digit returns. We only
|‘|ll".’ hotels that we can add signilicant value w by brmg—

ity Lo develop them fnto better hotels. We'll take maore
risk i re-development; they prefer something that's
ramped up and ready. [ expect that we will see more
{J}'Jpnl‘Lunilitf.'i neww Lhat the RETTS have gomne dormant,”
Supertel doesn’t consider isell “dormant” and aims
to be more strategic in ils growth, "As a RELL our in-
WYESLOE l'.‘!:\'.l b1 A B 8] i'lll_'l'._l'l III['{‘ Assls Lt izl gl’.!Till'_"["ﬂ (= )
sistent rate of return sullicient to pay a dividend that
is ar least competitive with our peers, while garmering
encugh growth in asset value o deliver a total rate of
return above the index over the long term,” he said, not-
ing all future sequisitions will be “strategically selected,”
fﬁ.'l.id. ‘J'Il:n-lh.t'l'ﬁ, ild.f"ng a i FI. ?I'.}"“ i."i il'l lhﬂ' 1:.'}"&‘ {:IF !,1](_" 1_11_‘-
holder, “Trophy is a relative term, For a company like us
that only owns assers in this segment, 8 hotel that pro-
duces a steady stream of earnings is a trophy we seek.”

OfF Coneord’s 83 hotels, 75 percent o 80 percent are
what Laport comsiders limited-service. Brands inchade
Courtyard by Marriott, Cambria Suites, Hilton Garden
[nn, Residence Inn by Marriow, SoringHill Suites by
Marriot, Hyatt Place, end the new Hyat House,

“We have 2400 million in operational rovenue and ap-
praximately 80 percent of that is coming from upscale
focused service," said Laport, who noted the company
hasbeen “very aggressive” over the past six to 12 months
“We've bid, but not
won a lot,” he acknowledged,

Walters puss all of Supetel's
I properties in the limited-
SCTVICE with seven

in pursuing Hmited-service assets.

CHLEEOTY,
of those being extended stay.
Brands include: Super 8, Come-
fort Inn & Suoites, Baymont,
Day: Inn, Ramada Limited,
Quality Inn, Heliday [nn Ex-
press, Masters Inn and Guest-
house Inn. “We will continue to
divest economy-segment hotels
m Favor of more vpscale mid-
market, limited service, hrand-
ed properues,” he said, adding the REIT hasn't be-
gun pursuing new properties “in a meaningful way,
primarily due to constraints in the capital markets.

When those issues are resolved, we will focus on add-
ing properties that have a durable carnings outlook
withoul ageressive growth assumptions.”

Walters said the oppormunity in limited-service hotels
ower the next lew vears would likely be "for well-capital-
ized buvers to pariner with cash-strapped owners who
have equicy in their assets but not a sufficient amoun
Lo re-finance their loans at maturity. In other words, dis-
tressed owners, not disiressed assers”

Laportalso believes the segment’s future is bright, *1cs
Lht‘ Kind of hotel that most business folks want to stay

t1; thev're new and technologically advanced. You can
E Iml Brilel themn in places where businesses are emerg-
ing, places where il wouldn't make sense to build a hig,
full-service hotel. And, they generate encugh revenue
that if vou manage the margins well, vou can generate
handsome returns [ think it's a great business model
with a hreilliamn ftare "i."kr_ [_1|,|]1 {0 conbinue to ]:ul;t_g_ [:E—]

i



