Who's raising rates and who’s doing deals

The Lodging Industry Investment Council shares who’s doing business where, and how

By Stephanie Ricca

EDITOR IN GHIEF

ProENIx-Just as the past two
years weren't a typical recession,
2011 and 2012 won't be a typical
recovery, either.

Members of the Lodging In-
dustry Investment Council, a
think tank comprised of brokers,
developers, owners, lenders, law-
vers and more, debated the reali-
ties of the new normal at their Sep-
tember meeting, which was held
in conjunction with The Lodging
Conference.

Operating fundamentals, com-

bined with supply and demand, are
the first indicators that this recov-
ery isn't typical. To make the most
of it, members agreed hoteliers
must recognize the differences this
time around and remember that
on an operating level, the hotel
business is very much a local one.

“Historically, the relationship
berween room demand and aver-
age daily rate has been very clear,”
said Vail Brown, VP of sales and
marketing for STR. “When de-
mand comes back up, ADR goes
right along with it.”
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Not so this time.

“Thistime, demand plummet-
ed to around 7 percent and ADR
kept declining, so when demand
came back, it’s taking longer for
ADR to grow.”

As of August, industrywide
room demand was up 5.2 percent,
according to STR, and ADR was
up 3.5 percent year over year.

Brown warned anxious ho-
re|iers—particu|ar|y ones duing
deal underwriting—that being
super aggressive about raising rate
isn't necessa ri|y what operators are
comfortable with at this stage of
the game.

“Each marketis moving differ-
Cntly,” she said. “We're sill seeing
strong numbers week after week,
month after month.”

In well-performing markets,
the revenue per available room
scales finally are tipping in favor
of rate.

“As of August, 11 of the top 25
markets experienced double-digit
RevPAR growth,” Brown said. “A
lot of it was due to a bigger contri-
bution of ADR than occupancy.”

That ADR-occupancy rela-
tionship is another one that might
not be what hoteliers are used to
during this recovery.

Some of LIIC’s owners and
operators expressed concern that
their still-low occupancy was
hampering rate growth.

“We're way off rate because our
occupancy is under 60 percent,”
said Doug Dreher, president and
CEO of The Hotel Group. “We
rea"y get our rate growth in the
low "60s [occupancy percentage.)]”

But Brown pointed our that
contingency may no longer be
relevant,

“Isita new normal?” she asked.
“Do you have to have occupan-
cy in the low '60s to get that rate
growth? We're not sure you have
1o,

WHO'S RAISING RATE?
Again, market and segment are
the key factors behind successful
rate pushing, LIIC members said.
CA Anderson, presiden[ and
COQ of the Dow Hortel Co., said
the company is clocking RevPAR
close to industry average, driven
about halfby occupancy and half
by rate.

“We're really pushing [to raise
rate] next year,” he said. “We have
some markets where we've been
very, very successful.”

Larry Shupnick, SVP of devel-

opment and acquisitions for Inter-

state Hotels & Resorts, said the
hotels Interstate manages in the
limited-service segment “are expe-
riencing a little better rate and oc-
cupancy than some of the full-ser-
vice ones, because of the diversity
of the markers.”

That mirrors STRs industry-
wide occupancy and ADR data,
which shows the economy seg-
ment gaining 4.2 percent over last
year, not terribly far behind the
segment leader—Iluxury—which
has occupancy up 5.4 percent over
last year.

Group business continues to be
aheadache, particularly given new
worries about a double-dip reces-
sion that came to a head in late
sumimer.

Brown said that from a city
standpoint, 13 of the top 25
markets are forecasting to have
RevPAR growth of 10 percent
to 15 percent this year. Leading
the pack—San Francisco, a city
Brown said could see RevPAR
growth of 15 percent to 20 percent
in 2011,

In those markets, group book-
ing also secems to be coming back,
according to Brown.

“It’s above where we were in
2010 and 2009, but that's not say-
ing much,” she said.

In top 25 markets, including

convention and second-tier mar-
kets, Brown said hotels are book-

Members of the Lodging Industry Investment Council discussed the ADR-occupancy relationship during the
recovery, group bookings and more during the group’s meeting in September.

ing group business ahead of pace
for 2012, “but I thinkic's 2013 and
2014 thatare not moving as quick-
ly as they want it to,” she said.

WHO'S BUYING?

Mike Cahill, CEO and found-
er of HREC-Hospitality Real
Estate Counselors, brought the
conversation around to the buy-
ing side, indicating some con-
cern that economic conditions
may be inching toward another
mini recession.

“It’s an interesting theoreti-
cal time where we are,” he said.
“From a business perspective, are
buyers actually buying, or is this a
stagflation?”

LIIC members responded with
some buying stories, reinforcing
the common sentiment that for
months, deals have proven to be
complicated and murky along the
way.

“I'feelalittle more positive than
the pundirs," said Thom Gcshay,
SVP of business development at
Davidson Hotel Co. “Deals late-
ly have taken longer to get done.
It’s been a long process. As deals
are stretched out and monthly re-
visions come out, things go down.
It's creating a little uncertainty in
how we underwrite things.”

The all-cash deal still wins in
the end, he said.

And with real estate invest-
ment trusts laying low [See story
on page 6], opportunities for non-
REIT buyers are still there.

“It feels like we have a win-
dow to get some deals done, where
there’s nor all that artificial pric-
irlg," Gesh:zy said. “There’s oppor-
tunity now for guys like us to be
competitive and not have to duke
itout with REITs.”

Of course, specific market per-
formance is essential on the buy-
ing side as well as the operating
side, Jim Merkel, president and
CEO of RockBridge Capital, re-
minded the group.

“Everything we do looks at
how that hotel is positioned in
the market,” he said. “We don't
agree over a 5[-year to] 7-year ho-
rizon that the economy is going
to shrink. We don't think there’s
adouble-dip.”

Some markets can be sleepers,

Merkel said, and that has to fac-

tor in when owners consider what

* it will take to get underperform-
=

ing or undercapitalized hotels into
shape.
“We're not looking to flip [ho-

LIICACHM
THINK TANK

LIC’S MISSION

The Lodging Industry Investment
Council (www.liic.ws) is the premier
think tank in the hotel industry.

lts members include a diverse

mix of 70 influential leaders in

the real estate and finance fields.
Membership is by invitation.
Co-chairmen: Mike Cahill, CEO
and founder of HREC—Hospitality
Sean Hennessey, CEO of Lodging
Investment Advisors; and

Jim Butler, partner, Jeffer Mangels
Butler & Mitchell.

HM is the sole media sponsor

of LIIC and provides exclusive
coverage of the council's
membership meetings and private
roundtables throughout the year.

tels] overnight,” he said, adding
that owners need to have the time
to make a deal lucrative.

“We think the opportuni-
ty is there with deals that are up-
side-down,” Merkel said. “We call
them zombie deals—theyre com-
ing to market, [the sellers] just
haven't accepted what the price is
yet. We've been involved in these.”

Bernie SiegeL princip:l] with
KSL Capital Partners, said the
chunky deals his company gets
done are “a gue-check,” all-equi-
ty deals that “arent an easy deci-
sion,” he said.

“The headwinds are blow-
ing,” he said. “We're seeing pos-
itive trends in the rearview mir-
ror. We're trying to push rates next
year for our group business, but
in the past 30 days it hasn’t been
nearly as achievable.”

Anderson brought home the
local market attraction when it
COIMes o dt:!ls

“We don't take global trends as
much into account,” he said. “It’s
more like, what are the business-
es in town? Who's coming to the
hotel? Who's eating in the restau-
rants? Isall of our business coming
from a 15-mile radius?” [0
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