
•London hoteliers had 
the best summer this
year, according to figures
recorded by TRI p15

•The British hotel industry
has been transformed
over the last 20 years,
says Otus & Co p12-14

•What impact will turmoil 
in the credit markets have
on the hotel sector, asks
Simon Allison p18
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A tale of two cycles
We are at a capital markets
peak but not a trading
recovery peak in Western
Europe, according to Mark
Wynne Smith, European CEO
of Jones Lang LaSalle Hotels.
The odds are stacked in favour of a wobble
rather than a crash, he argued even though
the effects of the liquidity reduction are likely
to be felt in the capital markets for at least 
six months.

If this analysis is right, it is a strong
counterpoint to the last cycle. The purchase 
of Le Meridien, the high water mark of that
period of purchasing activity, occurred just a
month before the September 11 attacks and
the subsequent sharp downturn in trade.

Despite the high profile of private equity,
Wynne Smith’s presentation at the Euromoney
Seminars’ 7th Annual European Hotel Finance
& Investment Summit in September, showed
that in 2001, private equity had a bigger share
of all deals with more than half compared 
to 40% last year and less than 20% in the
year-to-date.

The sanguine analysis of the credit crunch
was shared by Tim Helliwell, head of hotel
finance at Barclays. “The key message is:
‘Relax, we’re all OK.”

Bank of America’s Marco Rosenbaum said
that if “you’ve kept your powder dry” then
there were opportunities. “Hotels are being
recognised as an asset class. This means that 
if you have people exiting the market then 
you will have buyers,” he said.

More concerned was Peter Anscomb from
Royal Bank of Scotland. “Leverage is through
the roof and supply could have implications in

a couple of years because of lending on
development,” he said.

The hotel sector as a whole will continue to
be attractive, reckoned Peter Procopis, finance
director at Dawnay Shore. “Where portfolios
are of poor quality and overleveraged they have
failed in the past and will fail again,” he said.

Procopis urged everybody to hold their nerve
about the credit crunch. “We are weeks into
this, rather than months. It is not a question 
of putting pens down and not doing anything.”

Dillip Rajakarier from Minor International
gave an Asian perspective. He related that 
a $600m deal Minor was involved with had
collapsed as a result of the credit crunch.
But there had been no problems for Minor 
in raising construction finance.

HA Perspective: How far and how badly the
current contagion in the credit markets will
spread into the wider economy is still muddied.
Much will depend on the intervention of central
banks to prevent an economic downturn.

But it is clear that borrowing costs are
currently rising as banks charge more for
lending money between themselves and 
are now passing this cost on to customers.

The rising cost of borrowing plus more
stringent loan conditions is making things
tight for some deals.

Others, however, are being tucked away.
Meridia Capital Hospitality has made its first
purchase as a fund, spending US$86m on the
Ritz-Carlton and the Crowne Plaza in Santiago.

And Ireland’s Prem Group has spent � 65m
buying nine hotels in Belgium and France. This
follows the � 48m acquisition of four hotels in
Belgium a year ago.

It might just be that the deal market has
cooled in sufficient time to allow for a soft
landing as the strong trading growth of the
last few years tails-off.
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Difficult debt markets 
means Blackstone is set for a
tortuous ride prior to the end
of year closing of the $26bn
acquisition of Hilton.
The deal has been struck at $47.50 per share
but Hilton’s share price is sticking below this,
reflecting concerns in some quarters that it 
is no certainty that the deal will complete.

Growing nervousness about debt default 
in some private equity deals has made it all
but impossible to farm out the lending in
recent deals across all industry sectors and 
it has caused some high profile transactions 
to be pulled.

Given that Blackstone has undertakings
from a consortium of investment banks to
stump up 80% of the deal value or $21bn,
whichever is smaller, it seems highly unlikely
that Blackstone will not consummate.

The debt commitment letter has been
signed by Bank of America, Bear Stearns,
Deutsche Bank, Goldman Sachs and Morgan
Stanley. Normally, these lenders would in turn
syndicate out the loan but if current market
conditions continue, then they will be left
playing banker for real.

The current market reality is not one where
debt providers have simply shut-up shop. Rather
borrowers are being asked sterner questions
and usually charged a little more than they
would have been just a few months ago.

In some cases, this has been enough 
for the borrowing private equity fund to walk
away. A few basis points increase on debt 
cost can easily make a deal unprofitable. This
does not, at the moment, look to be the case
with Hilton and Blackstone. In any case, the
deal agreement has no financing condition 
to allow Blackstone to walk away, it is not
impossible, albeit unlikely, that that is exactly
what does happen.

The SEC filing about the deal made on 
July 27th outlined the terms of the financing
arrangement. It reiterated that Blackstone
would receive a $560m break fee if the deal
folds, with Hilton entitled to $660m if
Blackstone walks away in certain circumstances.

Also noteworthy was the $137m pay day
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that Hilton CEO Steve Bollenbach will receive
when the deal completes.

This sum comprises $74.5m for options,
$13.3m for his performance shares, $2.2m 
for restricted stock, $2m bonus, $34.7m for
vested awards and $10.5m for severance pay.

Bollenbach is severing his relationship with
Hilton at the year-end but the company has
agreed to supply him with an office, an
assistant and access to the corporate jet.

The payment to Bollenbach dwarfs the 
fees being paid to Hilton’s financial adviser,
UBS. Provided the deal completes, UBS are 
set to receive $33.6m with just $2m being
paid out otherwise.

The filing also detailed the chronology 
of the Blackstone bid. The first approach 
was made by an unnamed rival to Blackstone,
believed to be Starwood Capital, in June last
year, offering a deal in the low $30s per share.

A formal meeting with Blackstone’s
Jonathan Gray took place in August and an
offer in the high $30s was suggested but
Hilton wanted something in the $40s.

Due diligence was undertaken in September
but Blackstone decided not to proceed by
early October. Communication continued
intermittently until in May, Gray said that a
deal in the $40s might be possible and talks
began again in earnest.

Blackstone said it would offer $47.50 
per share on June 24, with an extra 50 cents
being offered (worth $200m) if the debt
markets improved. Draft documentation was
distributed to Blackstone on June 27. Hilton’s
board approved the deal on July 3.

The appeal of Hilton was made clear by
EBITDA projections prepared by UBS. These
show that the company profits will be $1.6bn
in 2007 and $1.8bn in 2008. But by 2012 this
will have leapt to $2.9bn. This level of cash
flow is clearly capable of supporting substantial
debt, assuming trading pans out as expected.

During the second quarter, Hilton’s net
profit was up 15% to $165m. Fees were up
16% to $201m and comparable system-wide
revpar was up 8.9%. Owned hotels in North
America showed a 9.8% increase in revpar.

Blackstone’s debt dance

The appeal of Hilton
was made clear by
EBITDA projections
prepared by UBS… 
by 2012 profits will
have leapt to $2.9bn.
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