Lodging REIT Chatham Lodging Trust's portfolio includes Homewood
Suites by Hilton, such as this property in San Antonio.

*

Concord Hospitality has a variety of Marriott product, including
SpringHill Suites like the one proximate Ohio State University (above)
znd another downtown in Columbus, OH, which hath feature
contemparary decor,

Peachtree Hotel Group includes Hampton Inns in its portfolic, such
a5 this property in Pell City, AL {below).
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Limited-service sector gains momentum

By Sterani C. O'Connor

NEWYORE—The limitcd-service sector remains an
achievable goal for portfolio growth for both veter-
an owners and developers and thoese making a foray
into lodging, although 1o many hoteliers, the indns-
Lry hizts ereated a paradox with the segment. Histori-
cally embraced for its relative ease of linancing, ught
footprint and lack of significant frills, the segmen,
driven by inereased competition, has morphed over
the past decade into one that has sulfered [rom ame-
nity creep, sub-sepmentation and @ semantic diseon-
neet by those whe refor 1o rhe same brands in the
REgment as select-service.

In addition, the sepment offers feamres and ser-
vices, wsually froe, thar upper-end hotels routinely
charge for and post to a guest’s lolio,

Still, the addition ol complimentary services, usnal-
Iy mandated for limiled-serviee propertics armachecd
lo #omajor brand, has made the segment popular
with consumers who feel there's a great value-add
Lo deluxe conlinenial breakfases, free high-speed Tn-
ternet access and policy guarantees that tout that il
theyre not satislied, they don’t have to pay the Bill,

Avrecentsampling of hotelicrs active in the segment
finumnd rhem hullish heading into fourth quarter.

“We believe that now is an ideal time Lo invest in
the limited-service sccton, as prices are coming
furtherin line wirh buver expectations,” said Greg
Friedman, CEO of Atlanta-based Peachtres Hotel
Group, which has Starwood, Hillon, THG, Choiee
and Marriott product i its management portfolio
and several Marrion products under development.
“Thart heing said, we also are interested in purchas-
mg discounted lirst mortgage notes seoured by lim-
Hed-service hotels,”

At Chatham Lodging Trust, EVP/CIO Peter Willis
said the lodging REIT will bu sticking 1o the funda-
mentals of buving “preminm-hranded, selectservice
horels in ourstanding locations” in the top 20-25
M3A markets. "For the fourth quarter and the fore-
seeable [uture, we'll continue 1o look for markers
where there s potential for outsized RevPAR growth
or where we can add value 1o the asset through repo-
sitioning or better management,” he said,

The: Palm Beach, Fl-hased REIT's portfolio in-
cludes himited-/select-service and extended-stay
properties rom Hyatl, Marriotr, Starwood, Choice
aned Hilrom,

Mark Laport, president /CEO of Concord Hospital-
ity Enterprises in Raleigh, NC, indicared the eompa-
ry 18 rargeting several goals, “As we negotiate LNRs
(locally negotiated Tates) for the coming vear, we are

focused on heing as aggressive as possible with the |

oljective of achicving srrong rate growth vear over
vear. Dhur target is 5%-6% on average, Operationally,
our objective is 1o Contain year-Cver-year Cost creep
by continuing o focus on cost-control activities as
we didh during the recession, including focusing on
negotiations with supplicrs, muanaging real estate
Laxtss, We are also straregic ahout formulating our

henefit plans so that cmplovees are provided with .

good choices that are cost-ellective and stem the in-
(Tatienrary sparal.” he said.

Growrh also is predominant among the hoteliers’
strategies, Uoncord, for example, has 19 hotels o ils
active pipeling, representing 10 different brands un-
der development, which Laport considers a “marked

expatsion” ol brands in the portfolio.

Stmilarly, Friedman sees Peachiree expanding
its limited-service portlolio lor the [oreseeablo
future, "We continue (o foous on aeqoisition ap-
pormnities and expect o acquire an additional
I8 1o 24 assets within the next two vears,” said the
CEQ. "We have acquired more than 30 hotel as-
sets over the past fwo vears via non-performing/
sub-performing hotel note acquisitions and tra-
ditional hotel real estate acquisitions, We expeer
this trend o continone throngh 2014

Charham also intends o grow and, like Concord,
1s focused on acquiring select-service and exlended-
sty hotels, Tealso expeets o divese some properties,

“We constantly review our portfolio and peri-
adically will prune assets that ne longer fit with
our strategy and redeploy the proceeds. One or
rwo properties in our wholly owned portfolio cur-
rently have that potential,” said Willis. "We also
are a ]V partner in a 58-hotel portfolio with Cer-
berus. With o porrfelio of thar scope, vou always
are actively pruning”

Each asset, he noted, has a coefully thoagheon
dlisposition siratemy.

Lapaort said divestment—"to harvest the value that
has been created"—is consistent with Coneord's of-
Foorts o maincain and eromw a portiolio of hotels with
an average age of about six years. “In Y012, we have
either sold or listed for sale seven assets,” he sand,

All three excoutives concurred the segmenr is at-
rractive as an invesiment vehicle,

“T'his segment is attractive both short and long
term given the actual investment vields Deing
achieved compared 1o yields available clsewhere.”
saidd Friedman, “Borh the industry and the segment
are pertorming exceptionally well, and all indicators
point to this continuing for the foreseeable future
For some time now, owners have been sitting on the
sidelines, encumbered by a lack of delit and “good’
deals, Those issues finally are moving from the
windshicld 1o the rearview mirear”

There is an abundance of capital for the right
deals, according to Willis, who observed riven the
fonw }fi{:]{ix otherwizse availahle o large scale imes-
rors, the hotel industry and the investment [unda-
mentals match up well,

“There’s been enough growth inenbated on the
held assets and enough activity returned to the -
ket that a well-structured deal can now muatch by
vrs' and sellers’ expectations” he said, And while
lenders are active and available, he added, erms
are npot as aggressive as most private-cguily groups
would like to see, “They're sill regquiring more eq-
uity than in recent vears, That rends 10 give REI'S
a greater advantage because they don't use a lot of
dlebi o leverage: their deals”

“Simply put” said Laport, "Upscale select-service
hotels generate the highestinvestor returns, on aver-
BYEC, {:J":-m:.' sermmient in the lodaing indusomy”

In assessing potential deals, Concord evaluates op-
portunities in multiple markets that it believes will
generate “pood cash flows and a minimum 205 TRR
over i fivesyear period,” he said,

Peachtree Hotel Group has two diflerent acqguisi-
ton stralegics, depending whether i i 2 horel noe
or real estare investment. “On the real estate side;
we are focused on certain brands, locations. room
continued on page 30
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AH&L A Covernment Atfairs Depart |
mrent has a full complement of issnes il s
advocating on behall of, coguizant rhat
the election’s ourcome will clearly inth-

crice its chances of success going forward. |

FVE of Public Policy Marlene Colucei last
month summed np three issues presently
high up on the Assaciation’s list of con-
cerns: visa reform, travel promotion and
the Department of Justice’s requirements
regarding swimming pool lifrs.

Visa reform is a cenrral piece of the
JOLT Act ($.2233) currcntly being
considercil by the Senate. JOLT s an
acronym for Jubs Originated through
Lanmching Fravel, The purpose of the
Bill, according ro Colucci and strongly
supported by the sHELA, I8
1o redeline rhe country's visa
process and make 1t more e
nitable for travelers wanting
to come to the US,

“Cerminly, 1t makes sense
that if we have more travelers
coming from countrics like
lndia, China and Brazil, we
have more consular offices
in Lthose countries and more
atficials available o procoss
visag," Colucri noted. Passage
of the JOLT Acr will make

rhis possible,

similarly, the hill will increase
the number of countries eli-
aible to partcipate in the visa
walver progran. Travelers from these
countrics don't newd visas o visil here.

“Once a country is awarded visa waiver

status. travel from thar country juips

exponentially,” Coluccl explained, using

South Koreaas an example, Onee grant

ed this stams, travel from South Korea

Limited-service

continued from page 25
conmiband IR, while on the note side

ily driven by absolute yield,” said Friedman. He
added the company is primarily an OppOrturis-
ric investar: “We typically purchase hotels ar @
disconnt-to-replacement €osl in markets with
diverse and stable demand drivers where we.
feel wecan croate value through our operation

plm’ﬁt:nir, branding strategics and

meaningful CapEx imvestment,” said the CEO.

Peachtree currently has 38 assets: 20

estare assets and 18 hotel first mortgage notes.
Acked whether they've seen opportunities in
the segment around so-called distressed prop-

erties, the respomse was mixed.
Willis indicated not many surfaced

viable. “We saw distressed partnerships and distressed
_ : of thase have been
worked out. We've picked up a few assers [rom these

forms of ownership, but a lot

I
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un’U.-S,Depamn'ggi'Hmﬁ;e requlations requiring
swimming pool lifts in hotels and resorts.

increased an estimated 45%. |
In promoting passage of the JOLT
Act. the ATT&LA is working closely with
the Astan-American Hotel Ohwners As-
sociation (AAHOA), the US Travel As- |
soetution and the ULS, Restaurant Ass-

| ciation, among other interested groups |

Mariene Coluct
AH&LA EVP of
public policy

il

o AH&LA has continued to push back strenuously

R T G

Frome

i a coalition called the Discover Amer-
ica Parmership.

A victory for AH&LA last vear was the
passage of the Travel Promotion Acl
though Colucci and her ream remain
vigilant as provisions of the Act kick in,

| particularly regarding Brand USA, a

sets in onr sweet spot tend to ride the cyeles pretry
well,” he said.

,we are pritmar-

injecting

lotel real

Mark Laport Greg Friedman
Chatham Lodging Trust  Concord Hospitality Peachtree Hotel Group
Enterprises

that were

m

distressed owners or entities that needed liquidity. We:
ike distressed opportunities when we can add value
and turn them around, bur for the most part,

Meanwhile, Friedman saw a lot of hotel ACeUISItions
an a one-off basis driven by ‘debr maturities, CapEx
issuies and other conditions, and Laport said Concord

public-private partnership authorized |
by the bill. Brand LISAs sole mission is to
advertise the 7.5, as a trave] destinarion
1 all irs diversity, meaning “not just the
rateway Cifes, but secondary and tertia- |
ry markets as well,” Colneel puinted out
'I'he resson the Travel Promotion Actis |
critical to the lodging mdustry is becaase
internatonal travelers coulribute more |
and more to the bottom line. From janu-
ary throngh April of this year, for exam-
ple, this segment of travelers spent 854.6
billion here, up 13% from 2011~ Lhat's |
a huge rumber. Ir makes our indlustry a
big deal in the 1.5, economy. One ol our
goals is to make Congress realize how
imporrant we are to the econenmic back-
hone of the country,” she said.
The AH&LAsstruggle with the Depart- |

ment of Justice over proposed changes |
in regulations regarding swirnming pool

T
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| lifts under the Americans with Disabili=
lies Act is a particularly sensiove subject,
she acknowledged.

“fr's wil area we want to rreat cautionsly
because we're hardly againstpeople with
disubilities. To the conlrary, we enceuns

| age them to he a part of the lodging

was focused

the as-

o L

industry and weleome them e our
errests,” Colucel saich, “Ful we want o be
sure on behall of our members, who are
PIOPETTY OWNErs and managers, that the
riles being issued by the Deparmment of
Justice are reasonable.”

As originally written, the Department
of Justice guidance required hotels (o in-
srall pool lifrs that were permanent and
aftixed to the ground. Hotcls couldn'
move a lift from the swimming pool 1o
the spa; for example, Nor could i be
stored whien it wasn't in use.

The Government Affairs team pushed
hack stremiously, arranging meclings
at The White House and hearings with
the Judiciary Committee on The Hill,
and encouraged Association mermbers
to write letters i their representatives
guestioning the regulations.

The pushback has had some success:
The compliance deadline has
i been extended to January 2015
i andl portable lifts will he accept-
able, The AH&LA is still work
ing to ensure the final rules
make sense to the industry.

“The lesson here is tha, il
we dan't seriously push back,
we're ceding control and the
government is free to izsiie all
soree of rules that are IMprac-
tical,” Colucc said.

It is in this spirit that Coluccd
urges all horel owners and op-
erators to he sure to vore in
local, state and national elec-
fions next month for candi-
dates that support the indus-
| trv's position on a whole rafi of issues.

“Then make vour views known 1o your

legislators at forums like the AF&LA

Annual Legislative Action Summit,
| which is being held next vear in late-

April. Your legislators need to hear
| from you.”

on “the one-off assets where we can cres

are real vahe
Laoking ahead to 2013, the hoteliers, expect op-
rtunitics for growth in the sepment will continue.
Chathmn’s Willis felt the return af business rravelers,

along with leisure guests, would help bolsier

thie

[

segment as they “discover these hotels

and appreciate the value they provide”

Concord’s Faport anucipates new devel-
opment will accelerate as deals underwrite
hetter with RevPAR growths. “Within this
environment, CoMpanies like Goncord can
accelerate new development growth as well as
purchase and repositioning opportunities. It
also appears that debt markets will continue
provide low-cost credit] he said.

As [or Peachiree. Fricdman believes several
owners will be forced to scll as they face i5-
sues aroimd debt maturity and capital expen-
ditures. “We believe that we will be able to grow our
portfolio via traditional hotel acquisitions. short sales
and debt acquisitions.”




